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INDEPENDENT AUDITOR’S REPORT

Board of Directors
Hardy/Near Northside Redevelopment Authority
City of Houston, Texas

We have audited the accompanying financial statements of the governmental activities and major fund of
Hardy/Near Northside Redevelopment Authority (the “Authority”), a_component unit of the City of
Houston, Texas, as of and for the year ended June 30, 2017, and the related notes to the financial
statements, which collectively comprise the Authority’s basic financial statements as listed in the table of
contents.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting policies generally accepted in the United States of America; this includes the
design, implementation, and maintenance of internal control relevant to the preparation and fair
presentation of financial statements that are free from material misstatement, whether due to fraud or
error.

Auditor’s Responsibility

Our responsibility is to express opinions on these financial statements based on our audit. We conducted
our audit in accordance with auditing standards generally accepted in the United States of America.
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether
the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditor’s judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or error.
In making those risk assessments, the auditor considers internal control relevant to the entity’s preparation
and fair presentation of the financial statements in order to design audit procedures that are appropriate in
the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Authority’s
internal control. Accordingly, we express no such opinion. An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness of significant accounting estimates
made by management, as well as evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our audit opinions.

Member of
American Institute of Certified Public Accountants
Texas Society of Certified Public Accountants







Board of Directors
Hardy/Near Northside Redevelopment Authority

Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities and major fund of the Authority as of June 30,
2017, and the respective changes in financial position for the year then ended in accordance with
accounting principles generally accepted in the United States of America.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United State of America require that the Management’s
Discussion and Analysis and the Schedule of Revenues, Expenditures, and Changes in Fund Balance —
Budget and Actual — General Fund be presented to supplement the basic financial statements. Such
information, although not a part of the basic financial statements, is required by the Governmental
Accounting Standards Board, who considers it to be an essential part of financial reporting for placing the
basic financial statements in an appropriate operational, economic, or historical context. We have applied
certain limited procedures to the required supplementary information in accordance with auditing
standards generally accepted in the United States of America, which consisted of inquiries of
management about the methods of preparing the information and comparing the information for
consistency with management’s responses to our inquiries, the basic financial statements, and other
knowledge we obtained during our audit of the basic financial statements. We do not express an opinion
or provide any assurance on the information because the limited procedures do not provide us with
sufficient evidence to express an opinion or provide any assurance.

Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the Authority’s basic financial statements. The supplementary information required by the City
of Houston, Texas and other supplementary information is presented for purposes of additional analysis
and is not a required part of the basic financial statements. Such information is the responsibility of
management and was derived from and relates directly to the underlying accounting and other records
used to prepare the basic financial statements. The supplementary information, excluding that portion
marked “Unaudited” on which we express no opinion or provide any assurance, has been subjected to the
auditing procedures applied in the audit of the basic financial statements and certain additional
procedures, including comparing and reconciling such information directly to the underlying accounting
and other records used to prepare the basic financial statements or to the basic financial statements
themselves, and other additional procedures in accordance with auditing standards generally accepted in
the United States of America. In our opinion, the information is fairly stated, in all material respects, in
relation to the basic financial statements as a whole.

TGl Dk Juedlond, Bnfit UL
McCall Gibson Swedlund Barfoot PLLC

Certified Public Accountants
Houston, Texas

September 25, 2017







HARDY/NEAR NORTHSIDE REDEVELOPMENT AUTHORITY
MANAGEMENT’S DISCUSSION AND ANALYSIS
FOR THE YEAR ENDED JUNE 30, 2017

Management’s discussion and analysis of Hardy/Near Northside Redevelopment Authority’s (the
“Authority”) financial performance provides an overview of the Authority’s financial activities
for the fiscal year ended June 30, 2017. Please read it in conjunction with the Authority’s
financial statements.

FINANCIAL HIGHLIGHTS

e The Authority anticipates that tax increment revenues derived from the development and
redevelopment of the Authority will be sufficient to cover expenditures associated with
certain design, construction and financing of planned infrastructure, and other specific
project related costs throughout the duration of the Authority. The City of Houston
(“City”), at its sole discretion, may issue bonds, notes or other obligations secured by the
tax increment revenues; the proceeds of which could be used to pay for or reimburse
developers for project costs. However, the City may elect to pay for project costs directly
from tax increment proceeds as they become available without the sale of bonds or notes.

e Tax increment revenues received from the City in June 2017 totaled $391,693 for the tax
year 2017 versus budgeted revenues from tax increments of $189,263, a budgeted surplus
of $202,430. The Authority did not receive any grant income for year ended June 30,
2017 versus a budgeted amount of $4,027,518.

e Total management and consulting expenses for the year ended June 30, 2017 were
$45,262, versus budgeted expenses of $161,250, a budgeted surplus of $115,988.

e In the Authority’s government-wide financial statements, liabilities exceeded assets by
$6,246,730 (net position) at June 30, 2017, compared to assets exceeding liabilities by
$1,252,907 at June 30, 2016, a $7,499,637 decrease in net position.

USING THIS ANNUAL REPORT

This annual report consists of a series of financial statements. The basic financial statements
include: (1) fund financial statements and government-wide financial statements and (2) notes to
the basic financial statements. The fund financial statements and government-wide financial
statements combine both: (1) the Statement of Net Position and Governmental Fund Balance
Sheet and (2) the Statement of Activities and Governmental Fund Statement of Revenue,
Expenditures, and Changes in Fund Balance. This report also includes required and other
supplementary information in addition to the basic financial statements.




HARDY/NEAR NORTHSIDE REDEVELOPMENT AUTHORITY
MANAGEMENT’S DISCUSSION AND ANALYSIS
FOR THE YEAR ENDED JUNE 30, 2017

GOVERNMENT-WIDE FINANCIAL STATEMENTS

The Authority’s annual report includes two financial statements combining the government-wide
financial statements and the fund financial statements. The government-wide portion of these
statements provides both long-term and short-term information about the Authority’s overall
status. Financial reporting at this level uses a perspective similar to that found in the private
sector with its basis in full accrual accounting and elimination or reclassification of internal
activities.

The first of the government-wide statements is the Statement of Net Position. The Statement of
Net Position is the Authority-wide statement of its financial position presenting information that
includes all of the Authority’s assets and liabilities, with the difference reported as net position.
Over time, increases or decreases in net position may serve as a useful indicator of whether the
financial position of the Authority as a whole is improving or deteriorating. Evaluation of the
overall financial health of the Authority would extend to other non-financial factors.

The government-wide portion of Statement of Activities reports how the Authority’s net position
changed during the current fiscal year. All current year revenues and expenses are included
regardless of when cash is received or paid.

FUND FINANCIAL STATEMENTS

The combined statements also include fund financial statements. A fund is a grouping of related
accounts that is used to maintain control over resources that have been segregated for specific
activities or objectives. The Authority has one governmental fund type. The General Fund is the
operating fund of the Authority and accounts for all resources of the Authority.

Governmental funds are reported in each of the financial statements. The focus in the fund
statements provides a distinctive view of the Authority’s governmental funds. These statements
report short-term fiscal accountability focusing on the use of spendable resources and balances of
spendable resources available at the end of the year. They are useful in evaluating annual
financing requirements of the Authority and the commitment of spendable resources for the near-
term.

Since the government-wide focus includes the long-term view, comparisons between these two
perspectives may provide insight into the long-term impact of short-term financing decisions.
The adjustments columns, the Reconciliation of the Governmental Fund Balance Sheet to the
Statement of Net Position and the Reconciliation of the Governmental Fund Statement of
Revenues, Expenditures and Changes in Fund Balances to the Statement of Activities explain the
differences between the two presentations and assist in understanding the differences between
these two perspectives.




HARDY/NEAR NORTHSIDE REDEVELOPMENT AUTHORITY
MANAGEMENT’S DISCUSSION AND ANALYSIS
FOR THE YEAR ENDED JUNE 30, 2017

NOTES TO THE FINANCIAL STATEMENTS

The accompanying notes to the financial statements provide information essential to a full
understanding of the government-wide and fund financial statements.

OTHER INFORMATION

In addition to the financial statements and the accompanying notes, this report also presents
certain required supplementary information (“RSI”). A budgetary comparison schedule is
included as RSI for the General Fund.

GOVERNMENT-WIDE FINANCIAL ANALYSIS

Net position may serve over time as useful indicator of the Authority’s financial position. In the
case of the Authority, liabilities exceeded assets by $6,246,730 as of June 30, 2017.

The following table provides a summary of changes in the Statement of Net Position as of June
30, 2017 and June 30, 2016.

Summary of Changes in the Statement of Net Position

Variance
Positive
2017 2016 (Negative)
ASSETS
Cash and Investments $ 1,480,728 $ 1,133,860 $ 346,868
Grant Receivable 70,408 1,493,081 (1,422,673)
Capital Assets-Development Costs 123,022 123,022 -
TOTAL ASSETS $ 1,674,158 $ 2,749,963 $ (1,075,805)
LIABILITIES
Accounts Payable $ 71,306  $ 1,497,056 $ (1,425,750)
Due To Developer 7,849,582 - 7,849,582
TOTAL LIABILITIES $ 7,920,888 $ 1,497,056 $ 6,423,832
NET POSITION
Net Investment in Capital Assets $ 123,022 $ 123,022 $ -
Unrestricted (6,369,752) 1,129,885 (7,499,637)

TOTAL NET POSITION $ (6,246,730) § 1,252,907 $ (7,499,637)




HARDY/NEAR NORTHSIDE REDEVELOPMENT AUTHORITY
MANAGEMENT’S DISCUSSION AND ANALYSIS
FOR THE YEAR ENDED JUNE 30, 2017

GOVERNMENT-WIDE FINANCIAL ANALYSIS (Continued)

The following table provides a summary of the Statement of Activities for the fiscal year ended

June 30, 2017, and June 30, 2016:

Revenues:
Tax Increment Revenue
Grant Revenue
Interest Revenue

Total Revenues

Expenses:
Administrative Consultant
Accounting
Auditing
Legal Consultant
Insurance
Other Consultant
Bank Charges
Conveyance of Assets

Total Expenses

Change in Net Position
Net Position, Beginning of Year

Net Position, End of Year

Summary of Changes in the Statement of Activities

Variance

Positive

2017 2016 (Negative)
$ 391,693 $ 215,053 $ 176,640
- 3,371,544 (3,371,544)
3,514 1,388 2,126
$ 395,207 $ 3,587,985 $ (3,192,778)
$ 11,352 $ 23,785 $ 12,433
13,891 15,635 1,744
10,500 10,000 (500)
8,367 7,043 (1,324)
925 877 (48)

- 2,869 2,869
227 135 (92)
7,849,582 9,951,890 2,102,308
$ 7,894,844 $ 10,012,234 $ 2,117,390
$ (7,499,637) § (6,424,249) $ (1,075,388)
1,252,907 7,677,156 (6,424,249)
$ (6,246,730) $ 1,252,907 $ (7,499,637)




HARDY/NEAR NORTHSIDE REDEVELOPMENT AUTHORITY
MANAGEMENT’S DISCUSSION AND ANALYSIS
FOR THE YEAR ENDED JUNE 30, 2017

FINANCIAL ANALYSIS OF THE AUTHORITY’S GOVERNMENTAL FUND

The Authority’s only governmental fund is the General Fund. This fund is the operating fund of
the Authority and is the source of the day-to-day operations. As discussed, governmental funds
are reported in the fund statements with a short-term, inflow and outflow of spendable resources
focus. This information is useful in assessing resources available at the end of the year in
comparison with upcoming financing requirements. The General Fund reported an ending fund
balance of $1,479,830.

GENERAL FUND BUDGETARY HIGHLIGHTS

The Board of the Authority did not amend the budget during the current fiscal year. Actual
revenues were $3,821,906 less than budgeted due to no grant revenue received during the current
year. Actual expenditures were $4,526,106 less than budgeted due to no capital outlay
expenditures. A budgetary comparison schedule is included as RSI for the General Fund.

CAPITAL ASSETS
During the fiscal year ending June 30, 2017, the Authority did not incur any development costs.
LONG-TERM DEBT ACTIVITY

As of June 30, 2017, the Authority did not have any long-term debt, but has recorded an amount
due to the Developer of $7,849,582 which includes project costs for onsite and offsite public
improvements as well as reimbursable interest.

CONTACTING THE AUTHORITY’S MANAGEMENT

This financial report is designed to provide a general overview of the Authority’s finances.
Questions concerning any of the information provided in this report or requests for additional
information should be addressed to Hardy/Near Northside Redevelopment Authority, c/o
Bracewell LLP 711 Louisiana Street, Suite 2300, Houston, Texas 77002-2770.




HARDY/NEAR NORTHSIDE REDEVELOPMENT AUTHORITY
STATEMENT OF NET POSITION AND

GOVERNMENTAL FUNDS BALANCE SHEET

JUNE 30, 2017
Statement of Net
General Fund Adjustments Position
ASSETS

Cash $ 823,323 $ - $ 823,323
Investments 657,405 - 657,405
Grant Receivable 70,408 70,408
Capital Assets -

Development Costs - 123,022 123,022
TOTAL ASSETS $ 1,551,136 $ 123,022 $ 1,674,158
LIABILITIES

Accounts Payable $ 71,306 $ - $ 71,306
Long-Term Liabilities:

Due to Developer - 7,849,582 7,849,582
TOTAL LIABILITIES $ 71,306 $ 7,849,582 $ 7,920,888
FUND BALANCE

Unassigned $ 185,329 $ (185329) $ -

Assigned for 2018 Budget Deficit 1,294,501 (1,294,501) -
TOTAL FUND BALANCE $ 1,479,830 $ (1,479,830) $ -
TOTAL LIABILITIES AND

FUND BALANCE $ 1,551,136
NET POSITION

Net Investment in Capital Assets $ 123,022 $ 123,022

Unrestricted (6,369,752) (6,369,752)
TOTAL NET POSITION $ (6,246,730) $§ (6,246,730)

The Accompanying notes to the financial
Statements are an integral part of this report.
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HARDY/NEAR NORTHSIDE REDEVELOPMENT AUTHORITY
RECONCILIATION OF THE GOVERNMENTAL FUNDS BALANCE SHEET
TO THE STATEMENT OF NET POSITION
JUNE 30, 2017

Total Fund Balance - Governmental Fund $ 1,479,830

Amounts reported for governmental activities in the Statement of Net Position
are different because:

Development costs incurred in governmental activities are not a financial
resource and therefore are not reported as an asset in governmental funds. 123,022

Certain liabilities are not due and payable in the current period and therefore are not
reported as liabilities in the governmental funds. These liabilities at year end

consisted of an amount due to the Developer for development costs.
(7,849,582)

Total Net Position - Governmental Activities $  (6,246,730)

The Accompanying notes to the financial
Statements are an integral part of this report.

-9.




HARDY/NEAR NORTHSIDE REDEVELOPMENT AUTHORITY
STATEMENT OF ACTIVITIES AND GOVERNMENTAL FUND STATEMENT OF
REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCE
FOR THE YEAR ENDED JUNE 30, 2017

Statement of

General Fund  Adjustments Activities

REVENUES

Tax Increment Revenue $ 391,693  $ - $ 391,693

Interest Revenue 3,514 - 3,514
TOTAL REVENUES $ 395,207 $ -3 395,207
EXPENDITURES/EXPENSES:

Administrative Consultant $ 11,352 $ - S 11,352

Accounting 13,891 - 13,891

Auditing 10,500 - 10,500

Legal Consultant 8,367 - 8,367

Insurance 925 - 925

Bank Charges 227 - 227

Conveyance of Assets 7,849,582 7,849,582

TOTAL EXPENDITURES/EXPENSES  § 45262 § 7,849,582 § 7,894,844

NET CHANGE IN FUND BALANCE $ 349,945 § (349,945) § -

CHANGE IN NET POSITION - (7,499,637)  (7,499,637)

FUND BALANCE/NET POSITION -
JULY 1, 2016 1,129,885 123,022 1,252,907

FUND BALANCE/NET POSITION -
JUNE 30, 2017 $ 1,479,830 $ (7,726,560) $ (6,246,730)

The Accompanying notes to the financial
Statements are an integral part of this report.
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HARDY/NEAR NORTHSIDE REDEVELOPMENT AUTHORITY
RECONCILIATION OF THE GOVERNMENTAL FUND STATEMENT OF REVENUES,
EXPENDITURES AND CHANGES IN FUND BALANCE TO THE
STATEMENT OF ACTIVITIES
FOR THE YEAR ENDED JUNE 30, 2017

Net Change in Fund Balance - Governmental Fund $ 349,945

Amounts reported for governmental activities in the Statement of Activities
are different because:

Governmental funds do not account for payables not paid with current financial
resources. However, in the Statement of Net Position, the liability is recorded
and the expense is recorded in the Statement of Activities. (7,849,582)

Change in Net Position - Governmental Activities $ (7,499,637)

The Accompanying notes to the financial
Statements are an integral part of this report.

-11 -
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HARDY/NEAR NORTHSIDE REDEVELOPMENT AUTHORITY
NOTES TO THE FINANCIAL STATEMENTS
JUNE 30, 2017

NOTE 1. CREATION OF CORPORATION

The City of Houston, Texas (the “City”) authorized the creation of the Hardy/Near Northside
Authority (the “Authority”) by Ordinance No. 2009-32 on November 10, 2009. The State of
Texas Certificate of Incorporation became effective November 20, 2009. The Authority was
created and organized as a local government corporation pursuant to provisions of Chapter 311
of the Texas Tax Code. The Authority is organized as a public non-profit corporation for the
purpose of aiding, assisting, and acting on behalf of the City in the performance of its
governmental function to promote the common good and general welfare of the Hardy/Near
Northside Zone (the Zone), approximately 326.1 acres generally bounded by Quitman Street on
the North, U.S. Highway 59 on the East, Interstate 10 on the South, and Interstate Highway 45
on the West. The Zone is described in City of Houston, Texas, Ordinance No 2003-1258. The
primary focus of the Zone is to facilitate affordable housing, transit orientated mixed-use
development, and the extension and potential grade separation of San Jacinto Street north from
Interstate 10 to the southern terminus of Fulton Street. Additional efforts will focus on
improvements to public utility systems, parks and the repositioning of distressed infrastructure
conditions. = The basis for the creation of the Authority in 2009 was to a) facilitate the
implementation of the Project Plan and a Reinvestment Zone Financial Plan for the Hardy/Near
Northside Zone and the implementation of amendments thereto; b) facilitate the development of
a policy for and implementation of the financing and construction of public infrastructure
improvements and open space improvements necessary for the development of residential,
commercial, public and other land uses in the Hardy/Near Northside Zone; and c) facilitate the
development and implementation of a redevelopment policy for the Hardy/Near Northside Zone,
including the acquisition of land for redevelopment purposes. The Authority may issue tax-
exempt bonds or notes with consent of City Council to fund improvements. The Authority is
governed by a Board of Directors consisting initially of four (4) persons who are appointed by
the Mayor with the approval of City Council. Additional persons may be added to the Board of
the Authority in accordance with the provisions of the Bylaws.

NOTE 2. SIGNIFICANT ACCOUNTING POLICIES

The accompanying financial statements have been prepared in accordance with accounting
principles generally accepted in the United States of America as promulgated by the
Governmental Accounting Standards Board (“GASB”).

The GASB has established the criteria for determining whether or not a given entity is a
component unit. The criteria are: (1) is the potential component unit a legally separate entity, (2)
does the primary government appoint a voting majority of the potential component unit’s board,
(3) is the primary government able to impose its will on the potential component unit and (4) is
there a financial benefit or burden relationship. The Authority was created as an instrumentality
of the City. The Authority does meet the criteria for inclusion as a component unit of the City.
Copies of the financial statements for the City may be obtained from the City Secretary’s office.

-12 -




HARDY/NEAR NORTHSIDE REDEVELOPMENT AUTHORITY
NOTES TO THE FINANCIAL STATEMENTS
JUNE 30, 2017

NOTE 2. SIGNIFICANT ACCOUNTING POLICIES (Continued)

Financial Statement Presentation

These financial statements have been prepared in accordance with GASB Codification of
Governmental Accounting and Financial Reporting Standards Part I1, Financial Reporting.

The GASB Codification sets forth standards for external financial reporting for all state and local
government entities, which includes a requirement for a Statement of Net Position and a
Statement of Activities. It requires the classification of net position into three components: Net
Investment in Capital Assets; Restricted; and Unrestricted. These classifications are defined as
follows:

e Net Investment in Capital Assets — This component of net position consists of capital
assets, including restricted capital assets, net of accumulated depreciation and reduced by
the outstanding balances of any bonds, mortgages, notes, or other borrowings that are
attributable to the acquisition, construction, or improvements of those assets.

e Restricted Net Position — This component of net position consists of external constraints
placed on the use of assets imposed by creditors (such as through debt covenants),
grantors, contributors, or laws or regulation of other governments or constraints imposed
by law through constitutional provisions or enabling legislation.

e Unrestricted Net Position — This component of net position consists of assets that do not
meet the definition of “Restricted” or “Net Investment in Capital Assets.”

When both restricted and unrestricted resources are available for use, generally it is the
Authority’s policy to use restricted resources first.

Government-Wide Financial Statements

The Statement of Net Position and the Statement of Activities display information about the
Authority as a whole. The Authority’s Statement of Net Position and Statement of Activities are
combined with the governmental fund financial statements. The Authority is viewed as a special
purpose government and has the option of combining these financial statements.

The Statement of Net Position is reported by adjusting the General Fund to report on the full

accrual basis, economic resource basis, which recognizes all long-term assets and receivables as
well as long-term debt and obligations.

-13-




HARDY/NEAR NORTHSIDE REDEVELOPMENT AUTHORITY
NOTES TO THE FINANCIAL STATEMENTS
JUNE 30, 2017

NOTE 2. SIGNIFICANT ACCOUNTING POLICIES (Continued)

Government-Wide Financial Statements (Continued)

The Statement of Activities is reported by adjusting the general fund to report only items related
to current year revenues and expenditures. Items such as land and land improvements are
charged to cost of sales when sold. Internal activities between governmental funds, if any, are
eliminated by adjustment to obtain net total revenue and expense in the government-wide
Statement of Activities.

Fund Financial Statements

As discussed above, the Authority’s fund financial statements are combined with the
government-wide statements. The fund financial statements include a Balance Sheet and
Statement of Revenues, Expenditures and Changes in Fund Balance.

Governmental Funds

The Authority has only one major governmental fund type — the General Fund. This fund is the
general operating fund of the Authority and accounts for all resources of the Authority.

Basis of Accounting

The District uses the modified accrual basis of accounting for governmental fund types. The
modified accrual basis of accounting recognizes revenues when both “measurable and available.”
Measurable means the amount can be determined. Available means collectable within the
current period or soon enough thereafter to pay current liabilities. The Authority considers
revenues reported in the governmental funds to be available if they are collectable within sixty
(60) days after year-end. Also, under the modified accrual basis of accounting, expenditures are
recorded when the related fund liability is incurred, except for principal and interest on long-term
debt, which are recognized as expenditures when payment is due.

Cash
The Authority’s cash consists of amounts in demand deposits.
Investments

The Authority invests cash not needed for near term operating needs in the Texas Local
Government Investment Pool (TexPool).

-14-




HARDY/NEAR NORTHSIDE REDEVELOPMENT AUTHORITY
NOTES TO THE FINANCIAL STATEMENTS
JUNE 30, 2017

NOTE 2. SIGNIFICANT ACCOUNTING POLICIES (Continued)

Budgeting

In compliance with the Tri-Party Agreement (see Note 4), the Authority’s board members
adopted an unappropriated budget for the General Fund.

Measurement Focus

Measurement focus is a term used to describe which transactions are recognized within the
various financial statements. In the government-wide Statement of Net Position and Statement
of Activities, the governmental activities are reported using the economic resources measurement
focus. The accounting objectives of this measurement focus are the determination of operating
income, changes in net position, financial position, and cash flows. All assets and liabilities
associated with the activities are reported, regardless of the timing of related cash flows. Fund
equity is classified as net position.

Governmental fund types are accounted for on a spending or financial flow measurement focus.
Accordingly, only current assets and current liabilities are included on the balance sheet, and the
reported fund balances provide an indication of available spendable or appropriable resources.
Operating statements of governmental fund types report increases and decreases in available
spendable resources. Fund balances in governmental funds are classified using the following
hierarchy:

Nonspendable - amounts that cannot be spent either because they are in nonspendable form
or because they are legally or contractually required to be maintained intact. The Authority
does not have any nonspendable fund balances.

Restricted - amounts that can be spent only for specific purposes because of constitutional
provisions or enabling legislation or because of constraints that are externally required. The
Authority does not have any restricted fund balances.

Committed - amounts that can be used only for specific purposes determined by a formal
action of the Board of Directors. The Board is the highest level of decision-making authority
for the Authority. Commitments may be established, modified, or rescinded only through
ordinances or resolutions approved by the Board. The Authority does not have any
committed fund balances.

Assigned - amounts that do not meet the criteria to be classified as restricted or committed
but that are intended to be used for specific purposes. The Authority has not adopted a formal
policy regarding the assignment of fund balances and has assigned $1,294,501 of its General
Fund fund balance to cover a 2018 budgeted shortfall.

-15-




HARDY/NEAR NORTHSIDE REDEVELOPMENT AUTHORITY
NOTES TO THE FINANCIAL STATEMENTS
JUNE 30, 2017

NOTE 2. SIGNIFICANT ACCOUNTING POLICIES (Continued)

Measurement Focus (Continued)

Unassigned - all other spendable amounts in the General Fund.

When expenditures are incurred for which restricted, committed, assigned, or unassigned fund
balances are available, the Authority considers amounts to have been spent first out of restricted
funds, then committed funds, then assigned funds, and finally unassigned funds.

Accounting Estimates

The preparation of financial statements in conformity with accounting principles generally
accepted in the United States of America requires management to make estimates and
assumptions that affect the reported amount of assets and liabilities and disclosure of contingent
assets and liabilities at the date of the financial statements and the reported amounts of revenues
and expenditures during the reporting period. Actual results could differ from those estimates.

NOTE 3. DEPOSITS AND INVESTMENTS

Deposits

Custodial credit risk is the risk that, in the event of the failure of a depository financial
institution, a government will not be able to recover deposits or will not be able to recover
collateral securities that are in the possession of an outside party. The Authority’s deposit policy
for custodial credit risk requires compliance with the provisions of Texas statutes.

Texas statutes require that any cash balance in any fund shall, to the extent not insured by the
Federal Deposit Insurance Corporation or its successor, be continuously secured by a valid
pledge to the Authority of securities eligible under the laws of Texas to secure the funds of the
Authority, having an aggregate market value, including accrued interest, at all times equal to the
uninsured cash balance in the fund to which such securities are pledged. At June 30, 2017, the
Authority’s Bank of America balance was $391,693 of which $250,000 was covered by federal
depository insurance and the exceeded balance was covered in accordance with the Authority’s
Tri-Party Collateral Management Agreement. BBVA Compass Bank balance was $431,630 of
which $250,000 was covered by federal depository insurance and any exceeded balance was
covered by the collateral line of credit provided by BBVA Compass Bank.

The carrying values of the deposits are included in the Governmental Funds Balance Sheet and
the Statement of Net Position at June 30, 2017, as listed below:

Total Cash Deposits $823,323
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NOTE 3. DEPOSITS AND INVESTMENTS (Continued)
Investments

Under Texas statute, the Authority is required to invest its funds under written investment
policies that primarily emphasize safety of principal and liquidity and that address investment
diversification, yield, maturity, and the quality and capability of investment management, and all
Authority funds must be invested in accordance with the following investment objectives:
understanding the suitability of the investment to the Authority’s financial requirements, first;
preservation and safety of principal, second; liquidity, third; marketability of the investments if
the need arises to liquidate the investment before maturity, fourth; diversification of the
investment portfolio, fifth; and yield, sixth. The Authority’s investments must be made “with the
judgment and care, under prevailing circumstances, that a person of prudence, discretion, and
intelligence would exercise in the management of the person’s own affairs, not for speculation,
but for investment, considering the probable safety of capital and the probable income to be
derived.” No person may invest Authority funds without express written authority from the
Board of Directors.

Texas statutes include specifications for and limitations applicable to the Authority and its
authority to purchase investments as defined in the Public Funds Investment Act. Authorized
investments are summarized as follows: (1) obligations of the United States or its agencies and
instrumentalities, (2) direct obligations of the State of Texas or its agencies and instrumentalities,
(3) certain collateralized mortgage obligations, (4) other obligations, the principal of and interest
on which are unconditionally guaranteed or insured by the State of Texas or the United States or
its agencies and instrumentalities, including obligations that are fully guaranteed or insured by
the Federal Deposit Insurance Corporation or by the explicit full faith and credit of the United
States, (5) certain A rated or higher obligations of states, agencies, counties, cities, and other
political subdivisions of any state, (6) bonds insured, assumed or guaranteed by the State of
Israel, (7) insured or collateralized certificates of deposit, (8) certain fully collateralized
repurchase agreements secured by delivery, (9) certain bankers’ acceptances with limitations,
(10) commercial paper rated A-1 or P-1 or higher and a maturity of 270 days or less, (11) no-
load money market mutual funds and no-load mutual funds with limitations, (12) certain
guaranteed investment contracts (13) certain qualified governmental investment pools and (14) a
qualified securities lending program.

The Authority’s adopted investment policy allows it to invest in any of the above listed
investments, except items 6 and 14.
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HARDY/NEAR NORTHSIDE REDEVELOPMENT AUTHORITY
NOTES TO THE FINANCIAL STATEMENTS
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NOTE 3. DEPOSITS AND INVESTMENTS (Continued)
Investments (Continued)

The Authority invests in TexPool, an external investment pool that is not SEC-registered. The
State Comptroller of Public Accounts of the State of Texas has oversight of the pool. Federated
Investors, Inc. manages the daily operations of the pool under a contract with the Comptroller.
TexPool meets the criteria established in GASB Statement No. 79 and measures all of its
portfolio assets at amortized cost. As a result, the Authority also measures its investments in
TexPool at amortized cost for financial reporting purposes. There are no limitations or
restrictions on withdrawals from TexPool.

As of June 30, 2017, the Authority had the following investments and maturities:

Maturities in Years

Less Than More Than
Type Fair Value 1 1-5 6-10 10
GENERAL
FUND -
TexPool $ 657,405 $ 657,405 $ - $ - $

Credit risk is the risk that the issuer or other counterparty to an investment will not fulfill its
obligations. At June 30, 2017, the Authority’s investment in TexPool, an external investment
pool, was rated AAAm by Standard & Poor’s.

Interest rate risk is the risk that changes in interest rates will adversely affect the fair value of an
investment. The Authority considers the investment in TexPool to have a maturity of less than
one year due to the fact the share position can usually be redeemed each day at the discretion of
the Authority, unless there has been a significant change in value.

NOTE 4. TRI-PARTY AGREEMENT

The City of Houston, Reinvestment Zone Number Twenty-One, and the Authority entered into
the Tri-Party Agreement pursuant to City Ordinance No. 2009-1271 effective December 15,
2009. The Tri-Party Agreement states in detail the scope of services to be provided to the Zone
by the Authority. The services include management and administrative service for the Zone, as
requested by the Zone Board, services with respect to the Project Plan and Reinvestment Zone
Financing Plan (the “Plan”), including implementation and updating, and services with respect to
the tax rolls pertaining to the Zone, including analysis and coordination with taxing units. The
Authority is also required to assist the Zone Board in establishing a program to increase the level
of safety within the Zone, preparing development plans, establishing a marketing and public
relations program and in planning, design and construction of infrastructure improvements and
land acquisition.
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NOTE 4. TRI-PARTY AGREEMENT (Continued)

The Tri-Party Agreement also provides for the Authority to issue bonds and notes, enter into
obligations with developers or builders, and enter into contracts with consultants and to be repaid
from Contract Tax Increments. All bonds must be approved by City Council and the Director of
the Finance Department of the City of Houston must approve all development agreements. This
Agreement shall end upon termination of the Zone.

Pursuant to the Agreement, the City and the Zone have agreed to pay the Authority not later than
the first business day of each July in which a current approved budget is in effect for the
Authority, all monies available in the Tax Increment Fund, less (a) a reserve of up to five percent
of the monies then available in the Tax Increment Fund for administrative costs of the City, (b)
the amount due to the City from the Zone pursuant to the affordable housing agreement, and (c)
certain tax increments constituting educational facilities project costs to be paid to the Houston
Independent School District. Notwithstanding the above, in the event the Authority’s budget is
not approved by the thirtieth (30™) day before the date of a principal and interest payment on the
Authority’s bonds or notes, the City shall pay from available funds sufficient monies to the
Authority to allow for meeting the Authority’s debt service obligations.

NOTES. TAX INCREMENTS

The City of Houston, Texas has agreed to deposit tax increments into the Tax Increment Fund
established by the Zone (See Note 6).

The amount of a Participant’s tax increment for a year is the amount of property taxes levied and
collected by the Participant for that year on the Captured Appraised Value of real property
taxable by the Participant and located in the Zone. The Captured Appraised Value of real
property taxable by a Participant for a year is the total appraised value of all real property taxable
by the Participant and located in the Zone for that year less the Tax Increment Base, which is the
total appraised value of all real property taxable by the Participant and located in the Zone on
January 1 of the year in which the Zone was designated as such under the Tax Increment
Financing Act (the “TIF Act”). In the event property is annexed into the Zone by ordinance of
the City, the Tax Increment Base for annexed property is the value of all real property taxable by
a Participant and located in the annexed area on January 1 of the year of annexation. No
Participant is required to deposit tax increments derived from property annexed into the Zone
unless the Participant has agreed to do so.

Each Participant is required to collect taxes on property located within the Zone in the same
manner as other taxes are collected. The Participant is required to pay into the tax increment
fund the collected tax increments by no later than the 90" day after the delinquency date for the
Participant’s property taxes.
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NOTE 6. CITY OF HOUSTON TAX INCREMENTS

Pursuant to City Ordinance No. 2009-1271, the City and the Zone have established the Tax
Increment Fund, a separate fund in the City Treasury into which tax increments have and will be
deposited.

Tax increments of $391,693 were remitted from the fund to the Authority for tax year 2016. In
addition, the City withheld $211,726 from the tax increment to fund affordable housing and
$31,759 to pay City administrative fees.

NOTE 7. RISK MANAGEMENT

The Authority is exposed to various risks of loss related to torts: theft of, damage to, and
destruction of assets; errors and omissions; and natural disasters. The Authority participates in
the Texas Municipal League Intergovernmental Risk Pool (“TML”) to provide general liability,
errors and omission and automobile liability. The Authority, along with other participating
entities, contributes annual amounts determined by TML’s management. As claims arise they
are submitted and paid by TML. During the year ended June 30, 2017, the Authority contributed
$925 to the fund for this insurance coverage. There have been no significant reductions in
coverage from the prior year and settlements have not exceeded coverage in the past three years.

NOTE 8. DEVELOPMENT AGREEMENT

The Authority has entered into a Development Agreement dated March 4, 2010, and as amended
on May 14, 2012, with CR V Hardy Yards, L.P. (“Hardy Yards LP”), the owner of property
located within the Hardy/Near Northside Zone. Hardy Yards LP is responsible for the
inspection, supervision and management of the construction and installation of the improvements
to the Hardy/Near Northside Zone. The improvements are to be made in accordance with the
terms of the Development Agreement and amendment thereto and relevant City ordinances or
procedures.

The Authority shall reimburse Hardy Yards LP for the amount of actual project costs incurred
plus accrued interest. Hardy Yards LP is responsible for determining that project costs are
eligible in accordance with terms defined in the Developer Reimbursement Agreement and
amendment thereto. The costs to be reimbursed are not to exceed $33,312,000 as noted in the
original agreement. Included in the original reimbursable amount were costs related to the
purchase or condemnation of right-of-way for the San Jacinto Street Extension Project in the
amount of $2,700,000. During fiscal year 2012, an ordinance was passed that authorized the
appropriation of $2,033,223 out of the Woodlands Regional Participation Fund to fund these
costs.
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NOTE 8. DEVELOPMENT AGREEMENT (Continued)

The Authority will utilize available tax increments in order to reimburse Hardy Yards LP for the
costs incurred until all project costs have been fully reimbursed. Hardy Yards LP has no right to
claim any reimbursement other than from available tax increment or bond proceeds.

As of June 30, 2017, Hardy Yards LP has incurred a total of $7,849,582 in development costs on
behalf of the Authority. The total is comprised of $4,850,631 for onsite public improvements and
$2,998,951 for offsite public improvements. The Authority will reimburse the Developer for
project costs in the amount of the actual costs of the public improvements to the extent that the
Developer’s project generates tax increment revenues.

NOTE 9. CAPITAL ASSETS - DEVELOPMENT COSTS

During the fiscal year ended June 30, 2017, the Authority did not incur any development costs
with Central Houston Civic Improvement for planning and design work in connection with a
project a hike and bike trail within the Zone. Cumulative costs for this project as of June 30,
2017, totaled $123,022.

On behalf of the Authority, Hardy Yards LP has incurred $7,849,582 in development costs
related to onsite and offsite public improvements within the boundaries of the Authority. The
project has been completed and assets were conveyed to the City of Houston for maintenance
and operation. The Authority will reimburse the Developer for project costs in the amount of the
actual costs of the public improvements to the extent that the Developer’s project generates tax
increment revenues.

NOTE 10. GRANT PROGRAMS

The City of Houston

On December 10, 2014, the Authority executed an agreement with the City of Houston (the
“City”). On behalf of the City, the City’s Housing & Community Development Department
submitted an application for federal assistance to the Texas General Land Office to receive an
award of Community Development Block Grant Disaster Recovery Program funding in the
amount of $11,986,000 allocated for the repair, replacement, redesign and/or reconstruction of
public infrastructure within the boundaries of the Authority.

Through June 30, 2017, the Authority has recorded a total of $10,074,912 in engineering and
construction costs. The Authority did not receive any grant related to the project in the current
year. During fiscal year 2016, the project was complete and assets were conveyed to the City of
Houston for maintenance and operation.
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HARDY/NEAR NORTHSIDE REDEVELOPMENT AUTHORITY
SCHEDULE OF REVENUES, EXPENDITURES AND
CHANGES IN FUND BALANCE - BUDGET AND ACTUAL — GENERAL FUND
FOR THE YEAR ENDED JUNE 30, 2017

General Fund

Variance
Original and Positive
Final Budget Actual (Negative)
REVENUES
Tax Increment Revenue $ 189,263  $ 391,693 $ 202,430
Grant Revenue 4,027,518 - (4,027,518)
Interest Revenue 332 3,514 3,182
TOTAL REVENUES $ 4217,113 § 395,207 $ (3,821,906)
EXPENDITURES
Maintenance and Operations $ 161,250 $ 45262 $ 115,988
Capital Expenditures 382,600 - 382,600
Developer/Project Reimbursements 4,027,518 - 4,027,518
TOTAL EXPENDITURES $ 4,571,368 $ 45262 § 4,526,106

NET CHANGE IN FUND BALANCE $ (354,255) $ 349,945  § 704,200

FUND BALANCE - JULY 1, 2016 (4,174,788) 1,129,885 5,304,673

FUND BALANCE - JUNE 30, 2017 $ (4,529,043) § 1,479,830 § 6,008,873

See accompanying independent auditor’s report.
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HARDY/NEAR NORTHSIDE REDEVELOPMENT AUTHORITY
OPERATING AND CAPITAL EXPENDITURES

FOR THE YEAR ENDED JUNE 30, 2017

Variance
Actual Positive
Category Vendor Budget Expenditures (Negative)

ADMINISTRATION AND OVERHEAD

Accounting Bentley, Bratcher $ 10,000 $ 13,891  §  (3,891)

& Associates, P.C.
Administrative Consultant Bracewell LLP 25,000 11,352 13,648
Auditor McCall Gibson Swedlund
Barfoot PLLC 10,000 10,500 (500)

Insurance Texas Municipal League 1,000 925 75

Office Administration Bank of America 250 227 23
SUBTOTAL $ 46250 $ 36,895 $ 9,355
PROGRAM AND PROJECT CONSULTANTS

Legal Consultant Bracewell LLP $ 25000 $ 8367 $§ 16,633

Other Consultant 90,000 - 90,000
SUBTOTAL $ 115,000 $ 8,367 $ 106,633
TOTAL MANAGEMENT CONSULTING SERVICES $ 161,250 $ 45262 § 115988
CAPITAL EXPENDITURES

Project T-2101: Pedestrian Pathways/Hike and Bike Trails $ 382,600 $ - $ 382,600
DEVELOPER/PROJECT REIMBURSEMENTS

CRV Hardy Yards: Roadway and Sidewalk Improvements $4,027,518  $ - $4,027,518

See accompanying independent auditor’s report.
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HARDY/NEAR NORTHSIDE REDEVELOPMENT AUTHORITY
PROJECT PLAN RECONCILIATION
FOR THE YEAR ENDED JUNE 30, 2017

Cumulative
Expenditures as

Project Plan of the Fiscal Variance
Estimated Year Ended Positive
Amount 2017 (Negative)
ESTIMATED PROJECT COSTS
Roadway and Sidwalk Improvements $ 37,692,000 $ 10,074,912 $27,617,088
Public Utility Improvements 7,884,000 - 7,884,000
Parks, Plazas and Recreational Facilities 4,328,000 - 4,328,000
Affordable Housing 24,920,874 1,140,515 23,780,359
Financing Costs 1,700,000 - 1,700,000
Zone Creation and Administration 2,200,000 436,309 1,763,691
TOTAL ESTIMATED PROJECT COSTS $ 78,724874 $ 11,651,736 $67,073,138

See accompanying independent auditor’s report.
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HARDY/NEAR NORTHSIDE REDEVELOPMENT AUTHORITY
BOARD OF DIRECTORS
JUNE 30, 2017

Authority Mailing Address - Hardy/Near Northside Redevelopment Authority
c/o Bracewell LLP
711 Louisiana Street, Suite 2300
Houston, TX 77002-2770

Authority Telephone Number - (713) 223-2300

Board Members Position
Edward Reyes Chair/Assistant Secretary
Lloyd Burke Vice Chair/

Investment Officer

Sylvia Cavazos Secretary
Richard Cantu Assistant Secretary
Fernando Zamarripa Assistant Secretary

See accompanying independent auditor’s report.
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