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KPMG LLP

Suite 1710

10 South Jefferson Strest
Roanoke, VA 24011-1331

Independent Auditors’ Report on
Financial Statements and Supplementary Schedules

The Board of Commissioners
Roanoke Redevelopment and Housing Authority:

We have audited the accompanying basic financial statements of the Roanoke Redevelopment and Housing
Authority (the Authority or RRHA) as of and for the year ended September 30, 2005, as listed in the table
of contents. These financial statements are the responsibility of the Authority’s management. Qur
responsibility is to express opinions on these financial statements based on our audit. We did not audit the
financial statements of Shenandoah Crossings, Limited Partnership and Stepping Stone, Limited
Partnership, which represent 100% of the total assets and revenues of the aggregate discretely presented
component units. Those financial statements were audited by other auditors whose reports have been
furnished to us, and our opinions on the basic financial statements, insofar as they relate to the amounts
included for Shenandoah Crossings, Limited Partnership and Stepping Stone, Limited Partnership in the
aggregate discretely presented component units, is based solely on the reports of the other auditors.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States. Those standards require that we plan and perform
the audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes consideration of internal control over financial reporting as a basis for
designing 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 over financial reporting. Accordingly,
we express no such opinion. An audit includes examining, on a test basis, evidence supporting the amounts
and disclosures in the financial statements. An audit also includes assessing the accounting principles used
and the significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audit provides a reasonable basis for our opinions.

In our opinion, based on our audit and the reports of the other auditors, the basic financial statements
referred to above present fairly, in all material respects, the respective financial position of the Roanoke
Redevelopment and Housing Authority and of its discretely presented component units as of September 30,
2005, and the respective changes in financial position and, where applicable, cash flows thereof for the
year then ended in conformity with accounting principles generally accepted in the United States of
America.

As discussed in note 14 of the notes to the basic financial statements, the net assets of one of the
component units included in the aggregate discretely presented component units as of December 31, 2004
have been restated.

£PIG LLE & LS. limited hebility partnership, 15 the LS.
member firm of KPMG International, 3 Swiss cooperative.



In accordance with Government Auditing Standards, we have also issued our report dated December 16,
2005 on our consideration of the Authority’s internal control over financial reporting and on our tests of its
compliance with certain provisions of laws, regulations, contracts, and grant agreements and other matters.
The purpose of that report is to describe the scope of our testing of internal control over financial reporting
and compliance and the results of that testing, and not to provide an opinion on the internal control over
financial reporting or on compliance. That report is an integral part of an audit performed in accordance
with Government Auditing Standards and should be considered in assessing the results of our audit.

The Management’s Discussion and Analysis on pages 3 through 9 is not a required part of the basic
financial statements but is supplementary information required by accounting principles generally accepted
in the United States of America. We have applied certain limited procedures, which consisted principally
of inquiries of management regarding the methods of measurement and presentation of the required
supplementary information. However, we did not audit the information and express no opinion on it.

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the Authority’s basic financial statements. The accompanying Schedule of Expenditures of
Federal Awards is presented for purposes of additional analysis as required by the U.S. Office of
Management and Budget (OMB) Circular A-133, Audits of States, Local Governments, and Non-Profit
Organizations. The accompanying Financial Data Schedule on pages 34 through 53 is presented for
purposes of additional analysis, as required by the U.S. Department of Housing and Urban Development.
Both the Schedule of Expenditures of Federal Awards and the Financial Data Schedule have been
subjected to the auditing procedures applied in the audit of the basic financial statements and, in our
opinion, are fairly stated in all material respects in relation to the basic financial statements taken as a

whole.

KPme P

December 16, 2005
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INTRODUCTION

The Roanoke Redevelopment aj
Commonwealth of Virginia and

E REDEVELOPMENT AND HOUSING AUTHORITY
Management’s Discussion and Analysis (MD&A)
September 30, 2005

nd Housing Authority (the Authority or RRHA) is a political subdivision of the
is empowered to implement housing, community development, redevelopment,

and revitalization programs within the City of Roanoke (the City). The City created the Authority in 1949 under
the provisions of the United States Housing Act of 1937. Under title 36 of the Code of Virginia, the Authority

has the power to acquire, lease,

d improve property; to acquire via eminent domain; to make loans or grants; to

investigate and determine whether an area is blighted; and to carry out a redevelopment plan in cooperation with

local government.

The Authority presents this dischssion and analysis of its financial performance during the fiscal year (FY) ended
September 30, 2003, to assist the reader in focusing on significant financial issues and concerns.

The Authority’s FY2005 annual financial report consists of two parts — the management’s discussion and

analysis, and the basic financial)

The primary focus of the Autho
activity that combines all progra
also shows the combined transag

statements (which include notes to those financial statements).

Management’s Discussion and Analysis

Basic Financial Statement and
Notes to the Financial Statements

rity’s financial statements is on the financial statements of a single business-type
ims administered by the Authority. A separate column in the financial statements
rtions of the Authority’s real estate limited partnership component units.

The financial results of the discretely presented component units are not addressed in this discussion and

analysis.

FINANCIAL HIGHLIGHTS |
The Authority’s FY2005 major |

° Total assets and liabilit
respectively; thus total net

® Total revenues (includin
$19.2 million, respectivel]

. Revenues are derived fro
either directly or indire
Development (HUD). Fo
operating revenues, are d
related Section 8 Mod T
approximately $2.7 millio

FOR FY2005
financial highlights included the following:

ies of the Authority were approximately $70.5 million and $21.3 million,
| assets were approximately $49.2 million at September 30, 2005.

g capital contributions) and expenses were approximately $22.3 million and
y; thus net assets increased by approximately $3.1 million during the fiscal year.

m various sources with approximately 10% from City sources and 71% received
ctly (through the City) from the U.S. Department of Housing and Urban
r example, approximately 67%, or $13.1 million of the $19.7 million in total
erived from the Low Rent Public Housing and Housing Choice Voucher (and
tehab) HUD grants. Rental revenues from Authority-owned properties were
n, or 13% of total revenues.
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ROANOKE REDEVELOPMENT AND HOUSING AUTHORITY
Management’s Discussion and Analysis (MD&A)
September 30, 2005

° Cash flows from operating activities were a positive $2.4 million. The net decrease in cash and cash
equivalents for the year was approximately $316,000, primarily due to an increase in investing and capital
improvement activities.

AUTHORITY FINANCIAL STATEMENTS

The Authority’s mission focuses on the planning, design, construction, preservation, rehabilitation, financing,
and management of housing, primarily for low- and moderate-income households, assisting in the revitalization
of neighborhoods, and redevelopment of commercial and industrial areas in the City of Roanoke. As of
September 30, 2005, the Authority owned over 1300 residential units that are leased to low-income families and
individuals. In addition, housing assistance was being paid to over 1400 households under the Federal Housing
Choice Voucher and Mod Rehab programs for privately owned existing housing.

In view of this mission, the Authority’s financial reporting objective under GASB Statement No. 34, as amended,
focuses on the financial activities of the Authority as a whole.

Basic Financial Statements

The Authority is presenting its FY2005 discussion and analysis based on the financial results of its enterprise
programs in three basic financial statements — the balance sheet; the statement of revenues, expenses and changes
in net assets; and the statement of cash flows. The balance sheet reports all financial and capital assets of the
Authority and is presented in a format where assets equals liabilities plus net assets, formerly known as fund
equity. Net assets are broken down into the following three categories.

. Net assets, invested in capital assets, net of related debt consists of all capital assets net of accumulated
depreciation, reduced by the outstanding balances of bonds, mortgages, notes, or other borrowings that are
attributable to the acquisition, construction, or improvement of these assets.

° Restricted net assets consists of assets that are restricted by constraints placed on the asset by external
parties, such as, creditors, grantors, contributors, laws, or regulations reduced by liabilities payable from
such assets.

. Unrestricted net assets consists of net assets that do not meet the definition of net assets invested in capital
assets, net of related debt, or restricted net assets.

The statement of revenues, expenses and changes in net assets (similar to an income statement) includes
operating revenues, such as rental income; operating expenses, such as administrative, utilities, maintenance,
depreciation; and nonoperating revenues and expenses, such as nonprogram grant revenue, investment income,
interest expense, and capital contributions. The statement’s focus is the change in net assets, which is similar to
net income or loss.

Finally, a statement of cash flows is included, which discloses net cash flows from operating activities, capital
and related financing activities, investing activities and noncapital financing activities.

4 (Continued)



ROANOKE REDEVELOPMENT AND HOUSING AUTHORITY
Management’s Discussion and Analysis (MD&A)
September 30, 2005

These basic financial statements utilize the economic resources measurement focus and the accrual basis of
accounting. Under the accrual basis of accounting, revenues are recognized in the period they are earned and
expenses in the period when they are incurred.

These financial statements represent over a dozen programs and activities. Most of these programs are financed
by federal grants from HUD, rents, and other user charges resulting from operations of subsidized housing, by
development and financing fees, and by investment income and loan proceeds. The Authority also administers
housing and community development activities in which funding is controlled at the City level.

Net Assets
The following table reflects the Authority’s condensed summary of the balance sheet:

Table 1
Summary of Balance Sheet
As of September 30, 2005 and 2004
(in millions)

Description 2005 2004 Change % Change
Current and other assets $ 21.9 19.5 24 13%
Capital assets, net of
accumulated depreciation 48.6 47.2 1.4 3
Total assets 70.5 66.7 3.8 6
Current liabilities 9.5 24 7.1 296
Long-term liabilities 11.8 18.2 (6.4) (35)
Total liabilities 21.3 20.6 0.7 3
Net assets:
Invested in capital assets, net
of related debt 42.1 40.1 2.0 5
Unrestricted | 6.0 1.1 19
Total net assets $ 492 46.1 3.1 7%

Investments in capital assets comprise about 69% of the Authority’s total assets, while these assets carry related
current and long-term debt of approximately $7.4 million that is about 35% of its total liabilities. However, the
amount invested in capital assets, net of related debt, amounts to about 86% of total net assets.

Current and other assets increased by $2.4 million during 2005 due primarily to a $1.2 million increase in
investments, a $650,000 increase in a receivable due from a component unit for developer fees earned in
FY2005, and a $500,000 increase in receivables related to a lawsuit in which the City of Roanoke agreed to
reimburse the Authority for the costs of the litigation proceedings and monetary damages awarded to the
plaintiff. Capital assets net of depreciation increased $1.4 million due to the addition of capital fund grants in
FY2005. Long-term liabilities decreased $6.4 million mainly due to a reclassification of a $5.5 million note
payable related to the South Jefferson redevelopment project from long-term to short term liabilities.

5 (Continued)



ROANOKE REDEVELOPMENT AND HOUSING AUTHORITY
Management’s Discussion and Analysis (MD&A)
September 30, 2005

The Authority’s net assets also consist of restricted and unrestricted net assets. Restricted net assets include cash
and investments restricted for loan loss and future capital projects less liabilities that will be paid from these
restricted assets. Unrestricted net assets would include cash in the bank, receivables net of allowances, and other
assets less all other liabilities not previously applied. The following graph illustrates the relative percentage of
the Authority’s net assets invested in capital assets, net of related debt and net assets that are restricted and
unrestricted.

Authority’s Net Assets
as of September 30, 2005

Invested in
Capital Assets, net of
related debt 86%

Restricted S
0% S

¥~ Unrestricted 14%

Revenues, Expenses and Changes in Net Assets

The results of the Authority’s operations are reported in the statement of revenues, expenses and changes in net
assets. In FY2005, the Authority realized an increase in net assets of approximately $3.1 million. Table 2 below
presents a condensed summary of data from the Authority’s statement of revenues, expenses and changes in net
assets. City of Roanoke Grants decreased 71% due to an agreement with the City in FY2004 in which the
Authority was involved in acquiring property in the South Jefferson area for purposes of acquiring land,
relocating business and redevelopment that resulted in income of $5.5 million from City of Roanoke that did not
reoccur in FY2005. Other City revenues increased by $600,000 as a result of other development projects
beginning in FY2005. Revenues also increased by $650,000 related to developer fees earned by RRHA for the
Stepping Stone Apartments development. General and other expenses decreased 27% due to a decrease in
expenses related to a Resident Opportunity and Self Sufficiency Grant that ended in 2005 and a decrease in
program costs for CDBG and HOME expenses because of the transition from the Southeast by Design project to
Project GOLD. Non-operating expenses decreased 93% due to the acquisition of land in FY2004 and subsequent
resale for redevelopment purposes in the South Jefferson Project, which resulted in a $4.0 million non-operating
loss on sale that did not reoccur in FY2005. Administration expenses increased 15% during FY2005 primarily
due to accrued litigation costs related to a lawsuit award determined subsequent to September 30, 2005. The
awarded amount was approximately $282,000, which is to be reimbursed by the City of Roanoke.

6 (Continued)



ROANOKE REDEVELOPMENT AND HOUSING AUTHORITY
Management’s Discussion and Analysis (MD&A)
September 30, 2005

Table 2
Summary of Revenues, Expenses and Changes in Net Assets
Years Ended September 30, 2005 and 2004

(in millions)
Description 2005 2004 Change % Change
Revenues:
Operating revenues:
Dwelling rentals $ 2.7 25 0.2 8%
Federal operating grants 14.1 14.0 0.1 1
City of Roanoke grants 2.0 6.9 4.9) (71)
Fees and mortgage loan
interest 1.0 0.5 0.5 100
Nonoperating revenues 0.8 0.8 — —
Total revenues 20.6 24.7 (4.1) (17)
Expenses:
Operating expenses:
Housing assistance payments 6.0 6.2 (0.2) (3)
Administration 4.6 4.0 0.6 15
Utilities/maintenance 4.6 4.5 0.1 2
General and other expenses 1.6 2.2 (0.6) 27
Depreciation 2.0 1.9 0.1 5
Nonoperating expenses 0.4 5.4 (5.0) (93)
Total expenses 19.2 24.2 (5.0) (21)
Income before capital
contributions 1.4 0.5 0.9 180
Capital contributions 1.7 2.0 (0.3) (15)
Change in net assets 3.1 2:5 0.6 24
Net assets, beginning of year 46.1 43.6 2.5 6
Net assets, end of year $ 49.2 46.1 3.4 7%
7 (Continued)



ROANOKE REDEVELOPMENT AND HOUSING AUTHORITY
Management’s Discussion and Analysis (MD&A)
September 30, 2005

About 4% of the Authority’s total revenues (without the capital contributions) in FY2005 were nonoperating
revenues that are derived from HUD debt service contributions and miscellaneous nonoperating income. The
remaining 96% were operating revenues derived from intergovernmental operating grants, rents and other user
charges, and mortgage loan interest and developer fees. The following graph illustrates the major sources of these
revenues and related percentages.

Revenues Received in

Fiscal Year 2005
Other
Operating/Nonoperating
Revenues Federal Operating
D welling Rentals % Grants

13% 68 %

City Grants
10 %

In FY2005, the Authority incurred operating expenses totaling $19 million that are related to its role as a housing
authority. About $6 million, or 32%, of these operating expenses are housing assistance payments made in the
Housing Choice Voucher and Mod Rehab programs. General and other program expenses include costs related to
tenant and protective services, loans receivable bad debt, and redevelopment and rehabilitation expenses. The
following graph illustrates these major expense groups and the percent of the total expense each represent.

Expenses Incurred in
Fiscal Year 2005

Utilities / Maintenance Housing Assistance

24% \ / Payments
31%

Non-operating
2%
Depreciation General & Other
10% 9%

Administration
24%
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ROANOKE REDEVELOPMENT AND HOUSING AUTHORITY
Management’s Discussion and Analysis (MD&A)
September 30, 2005

Capital Asset and Debt Administration

The Authority’s capital assets as of September 30, 2005, included land, buildings and improvements, equipment,
and construction in progress that totaled approximately $94 million (without accumulated depreciation), most of
which is comprised of Public Housing units available for lease to low- and moderate-income residents,
construction in these Public Housing areas and business property for redevelopment in the City of Roanoke. A
breakdown of these assets is shown in Table 3 below.

Table 3
Change in Capital Assets of the Authority
As of September 30, 2005 and 2004
(in millions)

Description 2005 2004 Change % Change
Nondepreciable assets:
Land $ 21.6 20.6 1.0 5%
Construction in progress 14.8 16.2 (1.4) 9
Other capital assets:
Buildings and improvements 53.6 50.3 3.3 7
Equipment 1.9 1.9 0.0 —-
Infrastructure 2.1 2.1 0.0 -—
Accumulated depreciation
on other capital assets (45.4) (43.9) (1.5) 3
Totals $ 48.6 47.2 14 3%

The Authority had approximately $3 million in net additions to capital assets in FY2005. The additions were
primarily due to completion of modernization improvements in the Capital Fund.

The Authority’s FY2005 financial statements include long-term debt, consisting of loans, notes, and bonds
payable, of approximately $18.4 million.

. Public Housing Loans and Bonds — In prior years, the Authority issued notes and bonds to permanently
finance certain Public Housing projects. HUD pays the debt service on the outstanding $4.1 million of
these notes and bonds annually. In FY2003, the Authority issued additional bonds for $3.3 million. The
principal balance is $2.6 million as of September 30, 2005.

® Dual-funded Mortgage Loans — In FY2005, the Authority has borrowed approximately $140,000 for a
dual-funded loan program that allows low- to moderate-income homeowners to refinance or purchase
homes and rehabilitate them to HUD standards. The Authority also reduced the principal on older loans in
this program by $160,000 for an outstanding balance of $1.7 million.

CONTACTING AUTHORITY MANAGEMENT

This financial report is designed to provide the citizens of the City of Roanoke, taxpayers, customers, investors
and creditors with a general overview of the Authority’s finances and to demonstrate the Authority’s
accountability for the money it receives. Questions concerning this report or requests for additional financial
information should be directed to the Director of Administration, Roanoke Redevelopment and Housing

Authority, 2624 Salem Turnpike N.W., Roanoke, VA 24017 or visit our website at www.iamrrha.org.
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ROANOKE REDEVELOPMENT AND HOUSING AUTHORITY
Balance Sheet — RRHA and Discretely Presented Component Units

September 30, 2005

Assets

Current assets:

Cash and cash equivalents
Receivables:
Due from HUD
Due from City of Roanoke — unrestricted
Restricted receivable — City of Roanoke
Tenant rents, net of allowance for doubtful accounts
of $20,639
Interest
Other

Total receivables

Investments — unrestricted
Mortgage loans — current portion
Inventory — supplies

Inventory — houses

Other

Total current assets

Noncurrent assets:

Capital assets, net of depreciation

Developer’s fee receivable due from component units,
net of allowance

Mortgage loans —noncurrent portion

Notes receivable from component unit

Other

Total noncurrent assets, other than restricted

Restricted assets:
Restricted cash and cash equivalents
Restricted short-term investments
Deposits

Total restricted assets

Total noncurrent assets

Total assets

10

Total
Component reporting

RRHA units entity
= 152,511 152,511
526,562 e 526,562
1,003,794 — 1,003,794
5,495,750 — 5,495,750
25,686 3,096 28,782
46,653 — 46,653
91,799 15,180 106,979
7,190,244 18,276 7,208,520
6,242,103 — 6,242,103
188,068 == 188,068
140,817 — 140,817
191,739 s 191,739
210,447 16,151 226,598
14,163,418 186,938 14,350,356
48,618,350 15,533,081 64,151,431
650,000 — 650,000
3,996,556 — 3,996,556
1,314,279 i 1,314,279
559,853 210,698 770,551
55,139,038 15,743,779 70,882,817
1,134,499 224,415 1,358,914
107,662 — 107,662
- 53,330 53,330
1,242,161 277,745 1,519,906
56,381,199 16,021,524 72,402,723
$ 70,544,617 16,208,462 86,753,079

(Continued)



ROANOKE REDEVELOPMENT AND HOUSING AUTHORITY
Balance Sheet — RRHA and Discretely Presented Component Units

September 30, 2005

Liabilities

Current liabilities:

Bank overdraft

Accounts payable

Accrued salaries and benefits

Due to other governments — current portion

Mortgages payable — current portion

Long-term debt — current portion

Note payable to Roanoke City Mills, Inc.

Note payable to bank

Accrued compensated absences

Other current liabilities

Total current liabilities

Noncurrent liabilities:
Due to City of Roanoke — noncurrent portion
Mortgages payable — noncurrent portion
Long-term debt — noncurrent portion
Notes payable to RRHA
Accrued developer’s fees payable to RRHA
Accrued compensated absences — noncurrent portion
Other

Total noncurrent liabilities
Total liabilities
Net Assets

Invested in capital assets, net of related debt
Restricted net assets:

Capital projects
Unrestricted net assets

Total net assets

Total liabilities and net assets

See accompanying notes to basic financial statements.
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Total
Component reporting

RRHA units entity
218,384 — 218,384
210,745 182,479 393,224
98,139 — 98,139
981,920 o= 981,920
186,683 29,633 216,316
827,980 148,844 976,824
5,495,750 — 5,495,750
346,440 — 346,440
252,853 — 252,853
803,609 109,747 913,356
9,422,503 470,703 9,893,206
2,480,866 — 2,480,866
2,229,718 5,105,304 7,335,022
5,793,920 911,156 6,705,076
— 1,314,279 1,314,279
— 1,950,000 1,950,000
120,214 L= 120,214
1,239,007 157,647 1,396,654
11,863,725 9,438,386 21,302,111
21,286,228 9,909,089 31,195,317
42,145,314 6,073,865 48,219,179
e 224415 224,415
7,113,075 1,093 7,114,168
49.258.389 6,299,373 55,557,762
$ 70,544,617 16,208,462 86,753,079




ROANOKE REDEVELOPMENT AND HOUSING AUTHORITY

Statement of Revenues, Expenses and Changes in Net Assets —
RRHA and Discretely Presented Component Units

Year ended September 30, 2005

Operating revenues:
Dwelling rentals
Intergovernmental
Interest on mortgage loans receivable
Other income

Total operating revenues

Operating expenses:
Administration
Tenant services
Utilities
Ordinary maintenance and operation
Protective services
General
Extraordinary maintenance
Housing assistance payments
Depreciation and amortization
Interest expense

Total operating expenses
Operating income (loss)

Nonoperating revenues (expenses):
Interest income
Interest expense
Loss on disposition of capital assets
HUD debt service contributions
Other

Nonoperating expenses, net

Income (loss) before capital
contributions

Capital contributions
Change in net assets
Net assets, beginning of year, as restated

Net assets, end of year

See accompanying notes to basic financial statements.

Total
Component reporting
RRHA units entity

2,708,622 802,237 3,510,859
16,051,160 — 16,051,160
115,841 — 115,841
789,026 131,212 920,238
19,664,649 933,449 20,598,098
4,570,599 195,422 4,766,021
409,540 —_ 409,540
2,011,196 87,878 2,099,074
2,592,080 139,931 2,732,011
35,884 . 35,884
1,041,222 160,895 1,202,117
29,749 — 29,749
6,028,982 - 6,028,982
2,009,718 345,063 2,354,781
105,260 378,560 483,820
18,834,230 1,307,749 20,141,979
830,419 (374,300) 456,119
172,240 — 172,240
(376,049) —_ (376,049)
(35,144) — (35,144)
801,737 — 801,737
3,195 e 3,195
565,979 = 565,979
1,396,398 (374,300) 1,022,098
1,716,360 2,391,937 4,108,297
3,112,758 2.017.637 5,130,395
46,145,631 4,281,736 50,427,367
49,258,389 6,299,373 55,557,762




ROANOKE REDEVELOPMENT AND HOUSING AUTHORITY
Statement of Cash Flows — RRHA
Year ended September 30, 2005

Cash flows from operating activities:
Rental receipts $
Intergovernmental receipts
Homeowners’ mortgage payments
Payments to suppliers for goods and services
Payments to employees for services
Payments to landlords — housing assistance payments
Other operating cash payments

Net cash provided by operating activities

Cash flows from capital and related financing activities:
Proceeds from sale of capital assets
Proceeds from issuance of debt
Payments for capital improvements
Interest payments
Debt principal payments
Capital contributions

Net cash used in capital and related
financing activities

Cash flows from investing activities:
Proceeds from investments
Purchase of investments
Interest received on investments

Net cash used in investing activities

Cash flows from noncapital financing activities:
HUD debt service contributions
Bank overdraft

Net cash provided by noncapital financing activities

Net decrease in cash and cash equivalents
Cash and cash equivalents, beginning of year

Cash and cash equivalents, end of year $

Reconciliation to balance sheet of RRHA:
Current unrestricted cash and cash equivalents $
Noncurrent restricted cash and cash equivalents

Cash and cash equivalents $

13

2,638,169
16,436,362
(20,027)
(5,367,982)
(4,907,318)
(6,028,982)
(336,522)

2,413,700

92,919
346,440
(3,593,163)
(372,854)
(841,684)
1,716,360

(2,651,982)

500,000
(1,793,226)
194,967

(1.098,259)

801,737
218,384

1,020,121

(316,420)
1,450,919

1,134,499

1,134,499

1,134,499

(Continued)



ROANOKE REDEVELOPMENT AND HOUSING AUTHORITY
Statement of Cash Flows — RRHA
Year ended September 30, 2005

Reconciliation of operating income of RRHA to net cash
provided by operating activities:
Operating income $

Adjustments to reconcile operating income to net cash
provided by operating activities:
Depreciation
Loss on disposal of assets held for sale
Provision for bad debts
Change in assets and liabilities:
Increase in receivables
Increase in due from component unit
Increase in mortgage loans
Increase in inventory — supplies
Increase in inventory — houses
Increase in other assets
Decrease in accounts payable
Increase in due to other governments
Decrease in accrued salaries and benefits
Increase in accrued compensated absences
Increase in other liabilities
Decrease in home owners’ mortgages payable

Net cash provided by operating activities $

See accompanying notes to basic financial statements.
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830,419

2,009,718
16,130
190,883

(551,558)
(650,000)
(36,960)
(9,420)
(5,167)
(367,563)
(4,345)
805,432
(167,814)
29,483
344,489
(20,027)

2,413,700
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ROANOKE REDEVELOPMENT AND HOUSING AUTHORITY
Notes to Basic Financial Statements
September 30, 2005

Summary of Significant Accounting Policies

The Roanoke Redevelopment and Housing Authority (the Authority or RRHA) was created by the City of
Roanoke (the City) in 1949 under the provisions of the United States Housing Act of 1937. The Authority
is governed by a seven-member board of commissioners which is appointed by Roanoke’s City Council for
staggered four-year terms. The Board, in turn, elects a Chairman and employs an Executive Director to
administer the affairs of the Authority.

The Authority uses available federal, state, and local resources to serve the residents of the City of
Roanoke, Virginia by (a) upgrading and maintaining the existing housing stock; (b) encouraging the
construction of new housing affordable to low and moderate income households; (c) promoting economic
development efforts and providing assistance to communities in the City through community development
programs; and (d) providing low and moderate income families and senior households with decent, safe,
and affordable rental housing opportunities.

The accounting policies of the Authority conform to accounting principles generally accepted in the United
States of America (GAAP) as applicable to governmental units. The following is a summary of the
Authority’s more significant accounting policies:

(a) Reporting Entity

As required by GAAP, the accompanying financial statements present the financial data of RRHA
and its discretely presented component units. The Authority’s blended component unit, although a
legally separate entity is, in substance part of the Authority’s operations; therefore, data from this
blended component unit is combined with data of the primary government. The financial data of the
Authority’s discretely presented component units are included in the Authority’s financial statements
because of the significance of their operational or financial relationships with the Authority. The
Authority and its blended and discretely presented component units are together referred to herein as
the reporting entity.

In determining how to define the reporting entity, management has considered all potential
component units. The financial reporting entity consists of (a) RRHA, (b) organizations for which
RRHA is financially accountable, and (c) other organizations for which RRHA is not accountable,
but for which the nature and significance of their relationship with RRHA are such that exclusion
would cause the reporting entity’s financial statements to be misleading or incomplete. Based on
these criteria, the following entities have been identified as component units:

Blended Component Units
Roanoke Valley Housing Corporation

The Roanoke Valley Housing Corporation (RVHC) was created as a not-for-profit affiliate
organization of the Authority and incorporated in 1995. RVHC was created to assist the Authority in
the development of low-income housing projects. RVHC is reported as a blended component unit
because it was created to assist the Authority in its mission to provide affordable housing to low-
income families in the City of Roanoke and its operations are indistinguishable from the Authority.
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Shenandoah Crossings, Inc.

Shenandoah Crossings, Inc., incorporated on June 13, 2000, was created to assist the Authority in the
renovation of an office building into an apartment complex. Shenandoah Crossings, Inc. is the
general partner of a real estate limited partnership, Shenandoah Crossings, Limited Partnership.
Shenandoah Crossings, Inc. is reported as a blended component unit because it was created to assist
the Authority in its mission of housing redevelopment in the City of Roanoke and its operations are
indistinguishable from the Authority.

Discretely Presented Component Units
Shenandoah Crossings, Limited Partnership

The Authority has significant influence over the general partner (Shenandoah Crossings, Inc.) of a
real estate limited partnership (Shenandoah Crossings, Limited Partnership (SCLP)) that has
significant financial relationships with the Authority. The limited partnership interests are held by
third parties unrelated to the Authority. The Authority has certain rights and responsibilities which
enable it to impose its will on the limited partnership due to the significant influence over the general
partner and financial relationships with the partnership.

The limited partnership was formed for the purpose of renovating an office building of historical and
architectural significance into a luxury apartment complex. On May 24, 2001, the limited partnership
acquired the vacant Norfolk & Western General Office Building South (historic name) located at 8
Jefferson Street, NW, Roanoke Virginia (the Office Building). The Office Building is an
architectural landmark of Roanoke and is located in the commercial area north of the downtown
business district. The limited partnership renovated the Office Building into an 87-unit apartment
complex known as Eight Jefferson Place. Marketing activities of Eight Jefferson Place began in
July 2002 and rental of apartments to tenants began in September 2002,

The responsibility for management of the affairs of the limited partnership, and the ongoing
management of Shenandoah Crossing Apartments is vested with the general partner, Shenandoah
Crossings, Inc. The limited partnership’s December 31, 2005 year-end financial statements are
included within the Authority’s basic financial statements. Complete financial statements of the
limited partnership can be obtained from the Director of Administration of Roanoke Redevelopment
and Housing Authority, 2624 Salem Turnpike N.W., Roanoke, VA 24017.

Stepping Stone, Limited Partnership

The Authority has significant influence over the general partner, Stepping Stone Apartments, LLC,
of a real estate limited partnership (Stepping Stone, Limited Partnership (SSLP)) that has significant
financial relationships with the Authority. The Authority has certain rights and responsibilities which
enable it to impose its will on the limited partnership due to the significant influence over the general
partner and financial relationships with the partnership.

The limited partnership was formed for the purpose of constructing 15 duplex units at the Villages at
Lincoln. RVHC acted as the developer on this project. RRHA applied for an allocation of low-
income housing tax credits from the Virginia Housing Development Authority. On November 10,

2003, the Authority conveyed 15 vacant lots to SSLP. Construction on the project began in
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August 2004 and was completed in October 2005. Marketing activities of Stepping Stone
Apartments began in January 2005 and rental of duplex units to tenants began in March 2005.

The responsibility for management of the affairs of the limited partnership, and the ongoing
management of Stepping Stone Apartments is vested with Stepping Stone Apartments, LLC. The
Authority has entered into a fifteen-year agreement with SSLP to manage the thirty units over the
life of the tax credit compliance period. The limited partnership’s December 31, 2005 year-end
financial statements are included within the Authority’s basic financial statements. Inquiries
regarding the limited partnership should be directed to the Director of Administration of Roanoke
and Redevelopment and Housing Authority, 2624 Salem Turnpike N.W., Roanoke, VA 24017.

Additional condensed financial statement information for SCLP and SSLP can be found in note 12 to
these basic financial statements.

Basis of Presentation

All of the Authority’s programs are accounted for as one business-type activity for financial
reporting purposes. This financial statement presentation provides an indication of the financial
performance of the Authority as a whole. The Authority has elected not to follow Financial
Accounting Standards Board (FASB) pronouncements issued subsequent to November 30, 1989. The
Authority follows all applicable GASB pronouncements and FASB pronouncements issued prior to
November 30, 1989, unless they conflict with GASB pronouncements.

Measurement Focus, Basis of Accounting, and Financial Statement Presentation

The Authority’s financial statements are reported using the economic resources measurement focus
and the accrual basis of accounting. Under this method, revenues are recognized when earned and
expenses are recognized when incurred, regardless of the timing of related cash flows.

The Authority distinguishes operating revenues and expenses from nonoperating items. Operating
revenues and expenses generally result from providing services in connection with the Authority’s
principal ongoing operations. Principal operating revenues are dwelling rentals, management and
developer fees, intergovernmental revenues, interest on homeowner mortgage receivables, and
proceeds from the sale of rehabilitated homes or newly-constructed homes in economically
depressed areas. Operating expenses include administration, maintenance, insurance, payments in
lieu of taxes, depreciation, amortization, and utilities as well as interest expense on low-interest
homeowner loans, housing assistance payments, and rehabilitation and construction costs on homes
for resale. All revenues and expenses not meeting these definitions are reported as nonoperating
revenues and expenses. This includes HUD debt service contributions, interest income and interest
expense amounts, not discussed above.

Revenue Recognition

Dwelling rental revenues are recorded as rentals become due. Rental payments received in advance,
if any, are deferred until earned.

The Authority has entered into annual contributions contracts with HUD to develop, manage, and
own public housing projects and to administer the federal Section 8 housing programs, whereby
monthly housing assistance payments are made to landlords on behalf of eligible lower income
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individuals and families. HUD makes annual debt service contributions and monthly operating
subsidy contributions within the public housing program and monthly contributions for housing
assistance payments and administration fees for the Section 8 program. Such contributions are
reflected as intergovernmental revenue in the accompanying financial statements, except for annual
debt service contributions, which are recorded as nonoperating revenues.

Other intergovernmental revenues, which are primarily derived from the City, are reported under the
legal contractual requirements of the individual programs.

Cash and Cash Equivalents — Unrestricted and Restricted

Cash and cash equivalents, including both restricted and unrestricted, are considered to be cash on
hand and short-term investments with original maturities of three months or less from the date of
acquisition. Cash and cash equivalents — restricted consists of restricted deposits required to be
maintained in accordance with mortgage note debt agreements. When an expense is incurred for
which both restricted and unrestricted net assets are available, restricted assets are applied first.

Investments — Unrestricted and Restricted

Investments, including both restricted and unrestricted, are carried at fair value, with changes in fair
value recognized as a component of investment income. Fair value is determined by reference to
quoted market prices. Investments — restricted consists of funds pending the United States
Department of Housing and Urban Development (HUD) approval for usage by the Authority.

Mortgage Loans Receivable

Mortgage loans receivable bear interest and are carried at their unpaid principal balance, net of any
allowance for doubtful accounts determined by management.

Inventory — Supplies and Inventory — Houses

Inventory — supplies is valued at actual cost using first-in, first-out (FIFO) and consists of
expendable materials and supplies. Inventory — houses is valued at actual cost and consists of homes
constructed or renovated for sale to private homeowners.

Capital Assets

Capital assets are stated at historical cost or estimated historical cost. Contributed capital assets are
valued at their estimated fair value on the date donated. Capital assets are defined by the Authority as
assets with an initial, individual cost of more than $5,000 and an estimated useful life of more than
one year. Depreciation has been provided for in amounts sufficient to relate the cost of depreciable
assets to operations over their estimated useful lives using the straight-line method. The estimated
useful lives are:

Dwellings and improvements 15 to 40 years
Furniture, equipment, and machinery 5 years
Infrastructure 30 years
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Compensated Absences

Authority employees are granted vacation and sick leave in varying amounts. In the event of
termination, an employee is reimbursed for accumulated vacation in full up to 45 days. Sick leave is
not vested and is not paid to an employee upon separation. Vested or accumulated vacation is
recorded as an expense and liability as the benefits accrue to employees. Sick leave is recorded as an
expense as the employee utilizes it.

In accordance with GAAP, the liability calculations include an accrual at the current rate of pay and
ancillary salary-related payments (i.e., the employer’s share of social security and Medicare taxes)
associated with its ultimate liquidation.

Debt Obligations

Notes payable, mortgages payable, bonds payable, and permanent notes are carried at the
outstanding face amount.

Income Taxes

As a political subdivision of the Commonwealth of Virginia, the Authority is exempt from federal
and state income taxes.

Use of Estimates

Management of the Authority has made a number of estimates and assumptions relating to the
reporting of assets and liabilities, revenues and expenses, and the disclosure of contingent assets and
liabilities to prepare these financial statements in conformity with GAAP. Actual results could differ
from those estimates.

Cash and Investments

The Authority’s unrestricted cash and investments may be invested in the following HUD-approved
vehicles:

Direct obligations of the federal government backed by the full faith and credit of the United States;
Obligations of government agencies;

Securities of government sponsored agencies;

Demand and savings deposits; and,

Time deposits and repurchase agreements.

At September 30, 2005, the Authority’s cash, including both restricted and unrestricted, were in bank
deposits or a money market fund that were insured or collateralized with securities held by the Authority or
by its agent in the Authority’s name.
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As of September 30, 2005, the Authority had the following investments, including both restricted and
unrestricted:

Fair value
September 30, Investment maturities (in years)

Unrestricted 2005 % of total Less than 1 1-5 6-10 Totals
U.S. Treasuries $ 5943375 93% 1,489,644 3,454,356 099,375 5,943,375
Certificates of deposit 208,728 5 208,728 — — 298,728

Total unrestricted

investments 6,242,103 98% 1,788,372 3,454,356 999,375 6,242,103

Restricted
Mutual government bond fund 107,662 2 107,662 — - 107,662

Total investments $ 6,349,765 100% 1,896,034 3,454,356 999,375 6,349,765

Custodial Credit Risk. The Authority’s policy is to limit credit risk by adherence to the list of HUD
permitted investments which are backed by the full faith and credit of or a guarantee of principal and
interest by the U.S. Government. As of September 30, 2005, the Authority’s investment in certificates of
deposit of $298,728 was FDIC insured, and $6,051,037 was held in securities in the Authority’s name
backed by the federal government.

Interest Rate Risk. The Authority does not have a formal investment policy that limits investment
maturities as a means of managing its exposure to fair value losses arising from increasing nterest rates.

Due From/To Other Governments

Amounts due from and due to other governments at September 30, 2005 were as follows:

Amounts due Amounts due
from other to other
__governments _governments
HUD $ 526,562 772,385
City of Roanoke — current unrestricted 1,003,794 209,535
City of Roanoke — current restricted 5,495,750 —
City of Roanoke — noncurrent — 3,680,866 (1)

$ 7,026,106 4,662,786

(1) Includes $1,200,000 included in other noncurrent liabilities on the accompanying balance sheet
of RRHA (see note 7(d)).

Mortgage Loans Receivable

Under one of the Authority’s programs, qualified residents who are unable to obtan financing from
commercial sources may be loaned funds by the Authority. The Authority has borrowed $1,651,048 of the
funds used in the program from SunTrust Bank (SunTrust), with the mortgage loans pledged as security
(see note 6(a)). There is a required reserve for loan losses of $225,000 in SunTrust’s $2,250,000 Note
Purchase agreement to cover these loans. As of September 30, 2005, the Loan Loss Reserve balance was
$220,635. The remaining portion of the funds have been obtained from the City of Roanoke. Repayment of
principal and interest to the City is deferred, without interest, for periods of up to fifieen years.
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Mortgage loans held by the Authority are collateralized by single-family residences. The following is the
risk profile of the Authority’s loan portfolio as of September 30, 2005:

Mortgage loans guaranteed by the City 3 2,355,829
Mortgage loans for which the Authority bears risk of loss 1,828,795
Total mortgage loans 4,184,624
Less current portion (188.068)
Mortgage loans — noncurrent portion 5 3,996,556

(5) Capital Assets
Capital asset activity for the Authority for the year ended September 30, 2005 is as follows:

Balance
beginning Balance
of year Increases Decreases end of year
Capital assets, not being depreciated:
Land $ 20,616,320 998,628 37,983 21,576,965
Construction in progress 16,215,417 2,081,725 3,453,373 14,843,769
Total capital assets, not
being depreciated 36,831,737 3,080,353 3,491,356 36,420,734
Capital assets, being depreciated:
Dwelling and improvements 50,302,562 3,603,044 330,371 53,575,235
Furniture, equipment and
machinery 1,865,847 330,113 300,206 1,895,754
Infrastructure 2,066,974 33,026 — 2,100,000
Total capital assets
being depreciated 54,235,383 3,966,183 630,577 57,570,989
Less accumulated depreciation for:
Dwelling and improvements 36,898,820 1,491,918 341,842 38,048,896
Furniture, equipment and
machinery 1,539,034 246,423 198,645 1,586,812
Infrastructure 5,466,298 271,377 10 5,737,665
Total accumulated
depreciation 43,904,152 2,009,718 540,497 45,373,373
Total capital assets
being depreciated, net 10,331,231 1,956,465 90,080 12,197,616
Total capital assets, net $ 47,162,968 5,036,818 3,581,436 48,618,350
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Component unit capital asset activity for the year ended December 31, 2005 is as follows:

Shenandoah Crossings, Limited Partnership

Capital assets, being depreciated:
Land improvements
Dwelling and improvements
Furniture, equipment and
machinery

Total capital assets,
being depreciated

Less accumulated depreciation for:
Land improvements
Dwelling and improvements
Furniture, equipment and
machinery

Total accumulated
depreciation

Component unit capital

assets, net

Balance
beginning Balance
of year Increases Decreases end of year
236,851 —_ = 236,851
12,029,305 == — 12,029,305
15,854 = — 15,854
12,282,010 — — 12,282,010
15,406 711 — 22,517
646,990 300,733 — 947,723
6,855 3,171 = 10,026
669,251 311,015 — 980,266
11,612,759 (311,015) — 11,301,744
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Stepping Stone, Limited Partnership

Balance
beginning Balance
of year Increases Decreases end of year
Capital assets, not being depreciated:
Construction in progress $ 1,247,670 2,980,700 4,228,370 -
Total capital assets, not
being depreciated 1,247,670 2,980,700 4,228,370 —
Capital assets, being depreciated:
Dwelling and improvements — 4,228,370 — 4,228,370
Furniture, equipment and
machinery — 31,596 — 31,596
Total capital assets,
being depreciated - 4,259,966 — 4,259,966
Less accumulated depreciation for:
Dwelling and improvements — 27,491 — 27,491
Furniture, equipment and
machinery — 1,138 — 1,138
Total accumulated
depreciation = 28,629 — 28,629
Component unit capital
assets, net $ 1,247,670 7,212,037 4,228,370 4,231,337
Combined component unit capital
assets, net $ 12,860,429 6,901,022 4,228,370 15,533,081
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(6) Mortgages Payable
(a) Home Owners’ Mortgages Payable
Mortgages payable at September 30, 2005 consisted of the following:

6.71% mortgage payable to SunTrust Bank. Principal and interest due
in monthly installments of $4,438 through April 15, 2010. Note
collateralized by deeds of trust on various single-family residences. $ 190.468

Mortgages payable to SunTrust Bank at rates ranging from 4.70% to
8.13%. Principal and interest due in monthly installments of varying
amounts through May 31, 2017. Notes collateralized by deeds of
trust on various single-family residences. 1,460,580

(b) Mortgages Payable

Mortgage payable to SunTrust Bank with principal of $3,542 due in
monthly installments and interest adjusted monthly at LIBOR plus
1% . The remaining balance due on September 1, 2008. Note
collateralized by deeds of trust on various residential properties. 765,353

Total mortgages payable $ 2,416,401

Aggregate annual debt service requirements to maturity for mortgages payable are as follows:

Principal Interest
Year ended September 30:

2006 $ 186,683 117,576
2007 187,328 115,280
2008 838,871 100,610
2009 169,200 74,015
2010 130,399 63,974
2011 -2015 711,386 184,410
2016 2017 192,534 11,063

$ 2,416,401 666,928

(c) Changes in Long-Term Morigages Payable
Long-term mortgages payable activity for the year ended September 30, 2005 was as follows:

Beginning Ending Due within
balance Additions Reductions balance one year
Mortgages payable & 807,853 - 42,500 765,353 42,500
Home owners’ mortgages
payable 1,671,075 139,500 159,527 1,651,048 144,183
5 2,478,928 139,500 202,027 2,416,401 186,683
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Long-Term Debt

(a)

(®)

Bonds Payable and Permanent Notes

To permanently finance certain public housing projects, the Authority issued bonds in the original
principal amount of $10,035,000 with interest at 4.375% and 4.875% maturing in September 2008
and 2011. The bonds are secured by the projects’ land, structures, and equipment. Debt service on
the bonds (principal and interest) is paid annually by HUD under an annual contributions contract.
As of September 30, 2005, the outstanding principal balance of these bonds payable was $2,670,000,
the current portion of which totaled $440,000.

To permanently finance certain public housing projects, the Authority issued bonds in the original
principal amount of $3,315,000 with interest rates from 1.60% to 4.50% maturing in
September 2014, The bonds are secured by the projects’ land, structures, and equipment. As of
September 30, 2005, the outstanding principal balance of these bonds payable was $2,585,000 the
current portion of which totaled $250,000.

To permanently finance certain public housing projects, the Authority issued notes to the Federal
Financing Bank in the original principal amount of $3,042,616. These notes are payable in annual
installments each November 1 until maturity in 2011 and 2013, with interest at 6.6% and are secured
by the projects’ land, structures, and equipment. Debt service on the notes (principal and interest) is
paid annually by HUD under an annual contributions contract. As of September 30, 2005, the
outstanding principal balance of these permanent notes was $1,366,900, the current portion of which
totaled $137,980.

Aggregate annual debt service requirements to maturity for bonds payable and permanent notes are
as follows:

Principal Interest
Year ended September 30:

2006 $ 827,980 318,635
2007 872,087 282,278
2008 906,795 242,507
2009 846,975 200,438
2010 888,163 159,195
2011-2014 2,279,900 246,767

A 6,621,900 1,449,820

Note Payable to Roanoke City Mills, Inc.

During fiscal year 2004, the Authority entered into a note payable with Roanoke City Mills, Inc. to
acquire real property located on Jefferson Street in Roanoke, Virginia. The principal balance of
$5,495,750 is due December 15, 2005, with no interest payable. The note is secured by an
irrevocable letter of credit in the amount of $5,500,000 issued to the City of Roanoke by Wachovia
Bank for the benefit of the Authority.
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Note Payable to First Citizen’s Bank

During fiscal year 2005, the Authority entered into a note payable with an interest rate of 5.25% with
First Citizen’s Bank to acquire real property located on Day Avenue in Roanoke, Virginia. The
principal balance of $346,440 and any unpaid interest is due December 1, 2005,

Other Noncurrent Liabilities Payable to City of Roanoke

Included in other noncurrent liabilities is $1,200,000 payable to the City of Roanoke related to
amounts provided by the City to the Authority to help fund development of the Shenandoah
Crossings project. The amount is repayable to the City by the Authority upon receipt by the
Authority of the $1,200,000 note receivable from Shenandoah Crossings, Limited Partnership (see
note 8(b)).

Changes in Long-Term Liabilities

Long-term liability activity for the year ended September 30, 2005 was as follows:

Beginning Ending Due within
balance Additions Reductions balance one year

Bonds and permanent notes

payable $ 7,421,084 — 799,184 6,621,900 827,980
Note payable to Roanoke

City Mills, Inc. 5,495,750 — - 5,495,750 5,495,750
Note payable to First

Citizen’s Bank - 346,440 — 346,440 346,440
Due to City of Roanoke,

including the amount in other

noncurrent liabilities 3,724,356 371,820 205,775 3,890,401 209,535
Vested compensated absences 343,584 295,351 265,868 373,067 252,853

$ 16,984,774 1,013,611 1,270,827 16,727,558 7,132,558

(8) Notes Payable and Long-Term Debt — Component Units
Shenandoah Crossings, Limited Partnership

(@)

Mortgage Loan

In May 2001, SCLP entered into a building loan with a mortgage company to fund the renovation
and construction activities of the Project until the closing of permanent financing was obtained in the
form of a mortgage loan. On May 12, 2003, such permanent financing was closed, and the building
loan was converted to a mortgage loan totaling $5,223,300. The mortgage loan is collateralized by
the land and structures of the Project. The interest rate of the mortgage loan is 7.25% with payments
of principal and interest due in monthly installments of $33,412. The remaining balance, if any, is
due in full on June 1, 2042. The outstanding balance on the mortgage loan at December 31, 2005 was
$5,134,937, the current portion of which totaled $29,633.
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In connection with obtaining the mortgage loan described above, SCLP incurred financing costs
totaling $213,550. These financing costs have been deferred by SCLP and are included in other
assets of SCLP. These deferred financing costs are amortizing on the straight-line method over the
life of the mortgage loan. The net amortized cost at December 31, 2005 was $196,781.

(b) Notes Payable
Notes payable at December 31, 2005 consist of the following:

Outstanding
Note holder(s) Terms balance
Roanoke Redevelopment Unsecured promissory note for an amount up to
and Housing Authority — $1,200,000 bearing interest at 0%, any
a related party outstanding principal is due May 1, 2042, $ 1,200,000
Roanoke Redevelopment Unsecured promissory note for an amount up to
and Housing Authority — $3,000,000 bearing interest at 4% annually
a related party with interest payments due monthly, any
outstanding principal is due May 1, 2042. 114,279
Total $ 1,314,279

(¢) Debt Service Requirements to Maturity

Debt service requirements to maturity for SCLP mortgages and notes payable are as follows:

Principal Interest
Year ended December 31:

2006 $ 29,633 375,882
2007 31,854 373,661
2008 34,242 371,273
2009 36,808 368,707
2010 39,567 365,947
2011-2015 247,032 1,780,544
2015-2019 354,577 1,672,999
2020-2024 508,942 1,518,633
2025-2029 730,511 1,297,065
2030-2034 1,048,540 979,036
2035-2039 1,505,022 522,554
2040-2042 1,882,488 39,442

$ 6,449,216 9,665,743
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(d) Changes in Long-Term Liabilities
Long-term liability activity for SCLP for the year ended December 31, 2005 was as follows:

Beginning Ending Due within
balance Additions Reductions balance one year
Mortgage loan 3 5,162,503 — 27,566 5,134,937 20,633
Notes payable, as restated 1,314,279 (1) - —- 1,314,279 -
Developer’s fee payable 1,300,000 — — 1,300,000 -
g 7,776,782 — 27,566 7,749,216 29,633

(1) During 2005, it was determined that funding provided to SCLP by Shenandoah Crossings, Inc. (a related party) and
recorded as loans in prior years should have been treated as capital contributions in accordance with the Partnership
Agreement dated September 30, 2002. Accordingly, the notes payable of SCLP as of December 31, 2004 have been

restated to reflect the related loans in the amount of approximately $1.7 million as contributions to capital instead of
notes payable. Also see note 14.

Stepping Stone, Limited Partnership
(a) Note Payables

At December 31, 2005, SSLP has the following notes payable outstanding:

Virginia Housing and Development Authority $ 500,000
Virginia Community Capital Incorporated 430,000
BB&T Construction Loan 130,000

$ 1,060,000

The note to Virginia Housing and Redevelopment Authority (VHDA) has an interest rate of 3.25%
and is payable in 360 monthly installments of $2,176, which includes principal and interest portions.
Payments on the note begin in February 2006.

The note to Virginia Community Capital Incorporated (VCCI) has an interest rate of 2.00% and is
amortized over 360 monthly payments. The final payment in the amount of the principal and all
accrued and unpaid interest is due in 15 years. Payments on this note begin in February 2006.

The note to BB&T is construction funding that is to be paid back before June 30, 2006. The interest
rate on this note is LIBOR. Interest only payments are due monthly.
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(b) Debt Service Requirements to Maturity

Debt service requirements to maturity for SSLP mortgages and notes payable are as follows:

Principal Interest
Year ended December 31:
2006 $ 148,844 27251
2007 21,077 24,107
2008 21,635 23,550
2009 22,208 22,977
2010 22,797 22,388
2011-2015 123,417 102,505
2016-2020 389,007 85,077
2021-2025 86,763 43,798
2026-2030 102,050 28,512
2031-2035 120,030 10,531
2036-2040 2,172 6
$ 1,060,000 390,702
(¢c) Changes in Long-Term Liabilities
Long term liability activity for SSLP for the year ended December 31, 2005 was as follows:
Beginning Ending Due within
balance Additions Reductions balance one year
BB&T Construction Loan 5 677,731 2,222,269 2,770,000 130,000 130,000
Virginia Housing and
Development Authority — 500,000 — 500,000 9,164
Virginia Community Capital
Incorporated —_ 430,000 — 430,000 9,680
Developer’s fee payable (RVHC) - 650,000 — 650,000 —
$ 677,731 3,802,269 2,770,000 1,710,000 148,844
Conduit Debt

The Authority, with the approval of the City or other Commonwealth of Virginia local governmental
entities, may issue and sell debt to finance the acquisition, development, construction and/or rehabilitation
of mixed-use and/or multi-family housing projects and commercial facilities deemed to be in the public
interest. Such debt is payable solely from the revenue of the projects, which are owned by the developers,
and does not constitute a debt or pledge of the full faith and credit of the Authority, thc Commonwecalth of
Virginia or any political subdivision thereof. Accordingly, such debt and related assets are not presented in
the basic financial statements. The aggregate amount of all conduit debt obligations outstanding was
approximately $8,809,000 as of September 30, 2005. No debt of this type was issued for the fiscal year

ended September 30, 2005.
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(10) Pension Plan

(11)

(12)

The Authority maintains a defined contribution retirement plan and a 401(k) plan for its employees.
Contributions are paid to American Funds, which invests the funds through a group annuity contract.

The Authority contributes a total of 14% of each participant’s compensation for the plan year (calendar
year) which is allocated to the individual’s retirement account. All employees whose customary
employment is or is reasonably expected to be for at least 20 hours per week for 5 months per year are
eligible. A participant may contribute up to 9% of his or her compensation per plan year to the plans.

Employees are fully vested as of the contribution date for amounts allocated to 401(k) accounts.
Employees who retire at or after age 55 or 20 years of credited service are fully vested and receive a 100%
distribution of their retirement account balances. Upon termination of the employee for any reason other
than retirement, death, or total and permanent disability, the employee is entitled to benefits based on the
following vesting percentages for the individual’s retirement account:

Vested
Completed years of credited service percentage
0 0%
1 20%
2 40%
3 60%
4 80%
5-more 100%

Employer contributions are paid to American Funds biweekly. Total current year payroll for all Authority
employees was $3,379,533 and contributions by the Authority were $547,699 for the vear ended
September 30, 2005. All contributions were fully funded at September 30, 2005.

Risk Management

The Authority is exposed to various risks of loss from torts, theft of, damage to, or destruction of assets,
business interruption, errors or omissions, job-related illnesses or injuries to employees, and natural
disasters. The Authority has purchased commercial insurance to mitigate its exposure for such losses. The
various insurance policies are subject to deductible amounts and maximum coverages. If the deductibles
and maximums are exceeded, this could cause the Authority to suffer losses if a loss is incurred from any
such incidents. The ultimate outcome of uninsured losses cannot presently be determined, and no provision
for any liability that may result, if any, has been made in the financial statements. Settled claims to date
have not exceeded coverage levels, and insurance coverage, by major categories of risk, is consistent with
coverage in the prior year.

Subsequent Events

On November 17, 2005, the Authority was found liable for damages in a lawsuit that was ori ginally filed in
fiscal year 2001. The lawsuit was brought by a resident whose property was considered for seizure through
eminent domain in 1975. A group of court-appointed commissioners found that the Authority caused
“Inverse condemnation” of the property and ordered RRHA to pay damages and attorney’s fees to the
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resident for rent he could have collected on the property over the past 20 years. Total amount to be paid is
approximately $282,000. Accordingly, this amount has been included in other liabilities on the
accompanying balance sheet. The City of Roanoke has committed to reimbursing the Authority
approximately $500,000 for the amount of damages awarded plus any legal costs incurred by RRHA.
Accordingly, RRHA has recorded income and a corresponding receivable for the amount to be reimbursed
by the City.

Contingencies and Other Matters

(@)

(®)

(©

Grants

The Authority receives grant funds, principally from HUD and the City, for various programs.
Monies from HUD are both received directly from the federal agency as well as passed through the
City. Certain expenditures of these funds are subject to audit by HUD or the City, and the Authority
1s contingently liable to refund amounts received in excess of allowable expenditures. In the opinion
of the management of the Authority, no material refunds will be required as a result of expenditures
disallowed by HUD or the City. No capital fund grants were closed out during fiscal year 2005.

Cooperation Agreements with the City of Roanoke

The Authority is a party to a number of cooperation agreements involving the City of Roanoke. In
the current year, such agreements with the City have included the Lincoln Infrastructure Agreement,
the Day Avenue Agreement, and the South Jefferson Cooperation Agreement. Revenues related to
these cooperation agreements totaled $1,396,472 and have been recorded as intergovernmental
revenue for the year ended September 30, 2005. Expenses related to these cooperation agreements
totaled $1,357,803 and have been recorded in operating expenses for the year ended September 30,
2005. Authority management is not aware of any circumstances currently existing which exposes the
Authority to any significant financial risks related to these cooperation agreements.

Agreements with Shenandoah Crossings, Limited Partnership (Component Unit)

On May 18, 2001, the Authority entered into a development agreement with SCLP whereby the
Authority agreed to perform certain services relating to planning activities, coordination and
arrangement of financing and administrative services of an apartment complex for SCLP. In return
for the services provided in the agreement, the Authority is entitled to receive a developer’s fee. As
of September 30, 2005, $1,300,000 in development fees have been recorded by the Authority and
SCLP under this agreement. Payment is to be made with future contributions from limited partners
of SCLP and cash flows of the apartment complex no later than January 1, 2009 in accordance with
the development agreement. However, based on current forecasts, the Authority established a 100%
allowance related to the $1,300,000 accrued developer’s fees receivable from SCLP during fiscal
year 2003.

Also on May 18, 2001, the Authority entered into a supervisory management and incentive
agreement with SCLP. Under the agreement, the Authority provides consulting services regarding
compliance with historical tax credits, assistance in developing a marketing program and asset
management services. As of and for the year ended September 30, 2005, no fees or revenues have
been recorded by the Authority or SCLP under this agreement as payment is contingent upon cash
flows of the apartment complex which cannot be readily determined.
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(d) Agreements with Stepping Stone, Limited Partnership (Component Unit)

On June 11, 2004, RVHC entered into a development agreement with SSLP whereby RVHC agreed
to perform certain services relating to planning activities, coordination and arrangement of financing
and administrative services of 15 duplex units for SSLP. In return for the services provided in the
agreement, RVHC is entitled to receive a developer’s fee. As of September 30, 2005, $650,000 in
development fees have been recorded by RVHC and SSLP under this agreement. Payment is to be
made with future contributions from limited partners of SSLP and cash flows of the apartment
complex no later than December 21, 2018 in accordance with the development agreement.

(14) Component Units — Condensed Financial Statements

The following tables reflect the condensed financial statements of the Authority’s discretely presented
component units, Shenandoah Crossing, Limited Partnership (SCLP) and Stepping Stone, Limited

Partnership (SSLP) as of and for the year ended December 31, 2005:

Condensed Balance Sheets

Assets SCLP SSLP Total
Current assets $ 167,219 19,719 186,938
Noncurrent assets:

Capital assets, net 11,301,744 4,231,337 15,533,081
Other 196,781 13,917 210,698
11,498,525 4,245.254 15,743,779

Restricted assets:
Restricted cash and cash equivalents 155,367 69,048 224 415
Tenant deposits 53,330 - 53,330
Total noncurrent assets 11,707,222 4,314,302 16,021,524
Total assets b 11,874,441 4,334,021 16,208,462

Liabilities
Current liabilities $ 287,515 183,188 470,703
Noncurrent liabilities 7,871,230 1,561,156 0,438,386
Total liabilities 8,164,745 1,744,344 9,909,089
Net Assets

Investment in capital assets, net of related debt 3,552,528 2,521,337 6,073,865

Restricted net assets:
Restricted cash 155,367 69,048 224 415
Unrestricted net assets (deficit) 1,801 (708) 1,093
Total net assets 3,709,656 2,589,677 6,299,373
Total liabilities and net assets $ 11,874,441 4,334,021 16,208,462
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Condensed Statements of Revenues, Expenses and Changes in Net Assets

SCLP SSLP Total
Operating revenues S 830,362 103,087 933,449
Operating expenses:
A dministration 146,463 48,959 195,422
Utilities 81,566 6,312 87,878
Ordinary maintenance and operations 128,586 11,345 139,931
General 129,252 31,643 160,895
Depreciation and amortization 316,406 28,657 345,063
Interest expense 377,846 714 378,560
Total operating expenses 1,180,119 127,630 1,307,749
Operating loss (349,757) (24,543) (374,300)
Capital contributions AT 2,314,220 2,391,937
| 4
Change in net assets (272,040) 2,289,677 2,017,637
Net assets, beginning of year, as restated 3,981,736 (1) 300,000 4,281,737
Net agssets, end of year $ 3,709,696 2,589,677 6,299,374

(1) During 2005, it was determined that funding provided to SCLP by Shenandoah Crossings, Inc. ( a related party) and
recorded as loans in prior y ears should have been treated as capital contributions in accordance with the Partnership
A greement dated September 30, 2002. Accordingly, the net assets of SCLP as of December 31, 2004 have been restated
to reflect the related loans in the amount of approximately $1.7 million as contributions to capital instead of notes
payable.
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ROANOKE REDEVELOPMENT AND HOUSING AUTHORITY
Notes to Financial Data Schedule
Year ended September 30, 2005

Basis of Presentation

The Financial Data Schedule has been prepared using the basis of accounting required by HUD’s Real

Estate Assessment Center (REAC).

Reconciliation to Financial Statements

The following reconciles combined balances for RRHA of total assets, total liabilities, total equity (net
assets) and net income (changes in net assets) per the Financial Data Schedule to the financial statements:

Balances per Financial Data Schedule
Elimination of interprogram balances
Bank overdraft

Balances per basic financial
statements

$

$

Total Total Total Net
assets liabilities equity income
73,850,338 24,591,949 49,258,389 3,112,758
(3,524,105) (3,524,105) = —

218,384 218,384 — —
70,544,617 21,286,228 49,258,389 3,112,758
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ROANOKE REDEVELOPMENT AND HOUSING AUTHORITY
Schedule of Expenditures of Federal Awards
Year ended September 30, 2005

Federal
CFDA Federal
Federal grant/program or cluster number Grant number Grant year  expenditures
U.S. Department of Housing and Urban Development:
Lower Income Housing Assistance Program —
Section 8 Moderate Rehabilitation 14.856 - — $ 435,294
Public and Indian Housing:
Annual Contributions for Debt Service 14.850 — — 801,737
Operating Subsidy 14.850  VA011-001-058 2005 5,123,357
Operating Subsidy 14.850  VA011-999-058 2005 198,400
Resident Opportunity and Self Sufficiency (650) 14.870  VAOIRSF011P0054 2001 49,760
Resident Opportunity and Self Sufficiency (651) 14.870 VAOI1RHH026A003 2004 74,699
Resident Opportunity and Self Sufficiency (652) 14.870  VAO11RFS041A004 2005 17,435
Resident Opportunity and Self Sufficiency (653) 14.870  VAO11REF044A004 2005 10,262
Capital Fund Program (252) 14.872 VA36R011501-01 2002 3,709
Capital Fund Program (504) 14.872 VA36P011501-03 2003 547,910
Capital Fund Program (505) 14.872  VA36P011501-04 2004 1,072,154
Capital Fund Program (506) 14.872  VA36P011501-05 2005 509
Total Public and Indian Housing 7,899,932
Revitalization of Severely Distressed
Public Housing (HOPE VI) 14.866  VA-9-URD-011-1198 1998 788,177
2004 Hope VI Neighborhood Network 14.866  VA-36-URD-011-N103 2003 31,356
Section 8 Tenant-Based Cluster:
Rental Voucher Program 14.871 - 6,614,902
Passed Through the City of Roanoke:
Community Development Block Grant 14.218 - - 609,803
Shelter Plus Care 14.238 - 51,936
HOME Investment Partnerships Program 14.239 e 164,664
Lead Based Paint Hazard Control 14.900 — 11,287
Total pass through 837,690
Total federal awards expended $ 16,607,351

See accompanying notes to Schedule of Expenditures of Federal Awards.

See accompanying independent auditors’ report on financial statements and supplementary schedules.
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ROANOKE REDEVELOPMENT AND HOUSING AUTHORITY
Notes to Schedule of Expenditure of Federal Awards
Year ended September 30, 2005

Scope of Audit Pursuant to OMB Circular A-133

The Schedule of Expenditures of Federal Awards (the Schedule) presents the activity of all federal award
programs of the Authority. All federal awards received directly from federal agencies as well as federal
awards passed through other governmental agencies or other entities are included in the Schedule.

Basis of Presentation

The Authority’s Schedule of Expenditures of Federal Awards has been prepared using the same basis of
accounting as the September 30, 2005 financial statements of the Authority. The Authority reports to HUD
using the accrual basis of accounting. A complete description of the basis of accounting is included in
note 1 to those financial statements.

Bonds Outstanding

Various bonds were issued by the Authority to finance projects for which the annual debt service payments
are paid by annual contributions from HUD. At September 30, 2005, the outstanding balance of such debt
was $4,036,900. This loan program is not considered a federal award because there are no continuing
compliance requirements under CFDA #14.850, Public and Indian Housing. This outstanding balance has
not been included in the Schedule.

Contingencies

In connection with various federal grant programs, the Authority is obligated to administer related
programs and spend the funds in accordance with regulatory restrictions, and is subject to audit by grantor
agencies and other auditors. In cases of noncompliance, the agencies involved may require the Authority to
refund program funds.
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KPMG LLP

Suite 1710

10 South Jefferson Street
Roanoke, VA 24011-1331

Report on Internal Control Over Financial
Reporting and on Compliance and Other Matters
Based on an Audit of Financial Statements Performed
in Accordance with Government Auditing Standards

The Board of Commissioners
Roanoke Redevelopment and Housing Authority:

We have audited the financial statements of the Roanoke Redevelopment and Housing Authority
(the Authority) as of and for the year ended September 30, 2005, and have issued our report thereon dated
December 16, 2005, which included a reference to the reports of other auditors. Our report includes a
paragraph explaining that the net assets of one of the component units included in the aggregate discretely
presented component units as of December 31, 2004 have been restated. We conducted our audit in
accordance with auditing standards generally accepted in the United States of America and the standards
applicable to financial audits contained in Government Auditing Standards, issued by the Comptroller
General of the United States. The financial statements of Shenandoah Crossings, Limited Partnership were
audited in accordance with Government Auditing Standards, and the financial statements of Stepping
Stone, Limited Partnership were not audited in accordance with Government Auditing Standards.

Our consideration of internal control over financial reporting and our tests of compliance with certain
provisions of laws, regulations, contracts, and grant agreements and other matters did not include the
entities audited by other auditors referred to in the previous paragraph. The findings, if any, of those other
auditors are not included herein.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the Authority’s internal control over financial
reporting in order to determine our auditing procedures for the purpose of expressing our opinion on the
financial statements and not to provide assurance on internal control over financial reporting. Our
consideration of internal control over financial reporting would not necessarily disclose all matters in
internal control over financial reporting that might be material weaknesses. A material weakness is a
condition in which the design or operation of one or more internal control components does not reduce to a
relatively low level the risk that misstatements caused by error or fraud in amounts that would be material
in relation to the financial statements being audited may occur and not be detected within a timely period
by employees in the normal course of performing their assigned functions. We noted no matters involving
internal control over financial reporting and its operation that we consider to be material weaknesses.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Authority’s financial statements are free of
material misstatement, we performed tests of its compliance with certain provisions of laws, regulations,
contracts, and grant agreements, noncompliance with which could have a direct and material effect on the
determination of financial statement amounts. However, providing an opinion on compliance with those
provisions was not an objective of our audit, and accordingly, we do not express such an opinion. The
results of our tests disclosed no instances of noncompliance that are required to be reported under
Government Auditing Standards.
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We noted certain matters that we reported to management of the Authority in a separate letter dated
December 16, 2005.

This report is intended solely for the information and use of the board of commuissioners and management
of the Authority, its cognizant audit agency, and other state and federal audit agencies and is not intended
to be and should not be used by anyone other than these specified parties.

KPmes P

December 16, 2005
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KPMG LLP

Suite 1710

10 South Jefferson Street
Roanoke, VA 24011-1331

Report on Compliance with Requirements Applicable to
Each Major Program and Internal Control Over Compliance
in Accordance with OMB Circular A-133

The Board of Commissioners
Roanoke Redevelopment and Housing Authority:

Compliance

We have audited the compliance of the Roanoke Redevelopment and Housing Authority (the Authority)
with the types of compliance requirements described in the U.S. Office of Management and Budget (OMB)
Circular A-133 Compliance Supplement that are applicable to each of its major federal programs for the
year ended September 30, 2005, The Authority’s major federal programs are identified in the summary of
auditors’ results section of the accompanying Schedule of Findings and Questioned Costs. Compliance
with the requirements of laws, regulations, contracts, and grant agreements applicable to each of its major
federal programs is the responsibility of the Authority’s management. Our responsibility is to express an
opinion on the Authority’s compliance based on our audit.

We conducted our audit of compliance in accordance with auditing standards generally accepted in the
United States of America; the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States; and OMB Circular A-133, Audits of
States, Local Governments, and Non-Profit Organizations. Those standards and OMB Circular A-133
require that we plan and perform the audit to obtain reasonable assurance about whether noncompliance
with the types of compliance requirements referred to above that could have a direct and material effect on
a major federal program occurred. An audit includes examining, on a test basis, evidence about the
Authority’s compliance with those requirements and performing such other procedures as we considered
necessary in the circumstances. We believe that our audit provides a reasonable basis for our opinion. Our
audit does not provide a legal determination on the Authority’s compliance with those requirements.

In our opinion, the Authority complied, in all material respects, with the requirements referred to above
that are applicable to each of its major federal programs for the year ended September 30, 2005.

Internal Control Over Compliance

The management of the Authority is responsible for establishing and maintaining effective internal control
over compliance with requirements of laws, regulations, contracts, and grant agreements applicable to
federal programs. In planning and performing our audit, we considered the Authority’s internal control
over compliance with requirements that could have a direct and material effect on a major federal program
in order to determine our auditing procedures for the purpose of expressing our opinion on compliance and
to test and report on internal control over compliance in accordance with OMB Circular A-133.

Our consideration of internal control over compliance would not necessarily disclose all matters in internal
control that might be material weaknesses. A material weakness is a condition in which the design or
operation of one or more internal control components does not reduce to a relatively low level the risk that
noncompliance with applicable requirements of laws, regulations, contracts, and grant agreements caused
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by error or fraud that would be material in relation to a major federal program being audited may occur and
not be detected within a timely period by employees in the normal course of performing their assigned
functions. We noted no matters involving internal control over compliance and its operation that we
consider to be material weaknesses.

This report is intended solely for the information and use of the board of commissioners and management
of the Authority, its cognizant audit agency, and other state and federal audit agencies and is not intended
to be and should not be used by anyone other than these specified parties.

KPMe P

December 16, 2005
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ROANOKE REDEVELOPMENT AND HOUSING AUTHORITY
Schedule of Findings and Questioned Costs
September 30, 2005

Summary of Auditors’ Results

(a) The type of report issued on the financial statements: unqualified opinion.

(b) Reportable conditions in internal control were disclosed by the audit of the financial statements: no.
Material weaknesses: none.

(c) Noncompliance which is material to the financial statements: none.
(d) Reportable conditions in internal control over major programs: no. Material weaknesses: none.
(¢) The type of report issued on compliance for major programs: unqualified opinion.

(f) Any audit findings which are required to be reported under Section 510(a) of OMB Circular A-133:
no.

(g) Major programs:

CFDA
Program number

Community Development Block Grant (CDBG) 14.218

Public and Indian Housing 14.850
Demolition and Revitalization of Severely Distressed Public Housing

(HOPE VI) 14.866

Section 8 Housing — Choice Vouchers 14.871

Public Housing — Capital Fund 14.872

(h) Dollar threshold used to distinguish between Type A Programs and Type B Programs: $498,221.
(i)  Auditee qualified as a low-risk auditee under Section 530 of OMB Circular A-133: yes.

Findings Relating to the Financial Statements Reported in Accordance with Government Auditing
Standards:

None.

Findings and Questioned Costs Relating to Federal Awards:

None.
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