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Independent Auditor’s 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

Honorable Members of the City Council, Housing Authority
of the City of Sacramento,
County Board of Supervisors, Housing Authority
of the County of Sacramento and
Sacramento Housing and Redevelopment Commission
Sacramento, California

We have audited, 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 the governmental activities, the
business-type activities, the aggregate discretely presented component units, each major fund, and the
aggregate remaining fund information of the Sacramento Housing and Redevelopment Agency (Agency),
as of and for the year ended December 31, 2016, and the related notes to the financial statements, which
collectively comprise the Agency’s basic financial statements, and have issued our report thereon dated
May 31, 2017. Our report includes a reference to other auditors who audited the financial statements of the
Shasta Hotel Corporation (Hotel) and the Norwood Avenue Housing Corporation (Corporation) discretely
presented component units, as described in our report on the Agency’s financial statements. This report
does not include the results of the other auditors’ testing of internal control over financial reporting or
compliance and other matters that are reported on separately by those other auditors. The financial
statements of the Hotel were not audited in accordance with Government Auditing Standards, and
accordingly, this report does not include reporting on internal control over financial reporting or instances
of reportable noncompliance associated with the Hotel.

Internal Control Over Financial Reporting

In planning and performing our audit of the financial statements, we considered the Agency’s internal
control over financial reporting (internal control) to determine the audit procedures that are appropriate in
the circumstances for the purpose of expressing our opinions on the financial statements, but not for the
purpose of expressing an opinion on the effectiveness of the Agency’s internal control. Accordingly, we do
not express an opinion on the effectiveness of the Agency’s internal control.

A deficiency in internal control exists when the design or operation of a control does not allow management
or employees, in the normal course of performing their assigned functions, to prevent, or detect and correct,
misstatements on a timely basis. A material weakness is a deficiency, or a combination of deficiencies, in
internal control, such that there is a reasonable possibility that a material misstatement of the entity’s
financial statements will not be prevented, or detected and corrected on a timely basis. A significant
deficiency is a deficiency, or a combination of deficiencies, in internal control that is less severe than a
material weakness, yet important enough to merit attention by those charged with governance.

Our consideration of internal control was for the limited purpose described in the first paragraph of this
section and was not designed to identify all deficiencies in internal control that might be material
weaknesses or significant deficiencies. Given these limitations, during our audit we did not identify any
deficiencies in internal control that we consider to be material weaknesses. However, material weaknesses

may exist that have not been identified.

Gini & O'Conneli LLP
3000 § Street, Suite 300
Sacramento, CA 95816
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Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Agency's financial statements are free from
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 or other matters that are required to be reported
under Government Auditing Standards.

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control and compliance

and the results of that testing, and not to provide an opinion on the effectiveness of the entity’s internal

confrol or on compliance. This report is an integral part of an audit performed in accordance with

Government Auditing Standards in considering the entity’s internal control and compliance. Accordingly,
_this communication is not suitable for any other purpose.

Mecius G ;, OComel (LP

Sacramento, California
May 31, 2017
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Independent Auditor’s Report on Compliance for Each Major Federal
Program; Report on Internal Control Over Compliance; and Report on the
Schedule of Expenditures of Federal Awards Required by the Uniform Guidance

Honorable Members of the City Council, Housing Authority
of the City of Sacramento,
County Board of Supervisors, Housing Authority
of the County of Sacramento and
Sacramento Housing and Redevelopment Commission
Sacramento, California

Report on Compliance for Each Major Federal Program

We have audited the Sacramento Housing and Redevelopment Agency’s (the Agency) compliance with the
types of compliance requirements described in the OMB Compliance Supplement that could have a direct
and material effect on each of the Agency’s major federal programs for the year ended December 31, 2016.
The Agency’s major federal programs are identified in the summary of auditor’s results section of the
accompanying schedule of findings and questioned costs.

Management’s Responsibility

Management is responsible for compliance with federal statutes, regulations, and the terms and conditions
of its federal awards applicable to its federal programs.

Auditor’s Responsibility

Our responsibility is to express an opinion on compliance for each of the Agency’s major federal programs
based on our audit of the types of compliance requirements referred to above. 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 the audit requirements of Title 2 U.S. Code of Federal
Regulations Part 200, Uniform Administrative Requirements, Cost Principles, and Audit Requirements for
Federal Awards (Uniform Guidance). Those standards and the Uniform Guidance 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 Agency’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 on compliance for each major federal
program. However, our audit does not provide a legal determination of the Agency’s compliance.

ini & O'Connelt LLP

www.mgocpa.com



-Opinion on Each Major Federal Program

In our opinion, the Agency complied, in all material respects, with the types of compliance requirements
referred to above that could have a direct and material effect on each of its major federal programs for the
year ended December 31, 2016.

Report on Internal Control Over Compliance

‘Management of the Agency is responsible for establishing and maintaining effective internal control over
compliance with the types of compliance requirements referred to above. In planning and performing our
audit of compliance, we considered the Agency’s internal control over compliance with the types of
requirements that could have a direct and material effect on each major federal program to determine the
auditing procedures that are appropriate in the circumstances for the purpose of expressing an opinion on
compliance for each major federal program and to test and report on internal control over compliance in
accordance with the Uniform Guidance, but not for the purpose of expressing an opinion on the
effectiveness of internal control over compliance. Accordingly, we do not express an opinion on the
effectiveness of the Agency’s internal control over compliance.

A deficiency in internal control over compliance exists when the design or operation of a control over
compliance does not allow management or employees, in the normal course of performing their assigned
functions, to prevent, or detect and correct, noncompliance with a type of compliance requirement of a
federal program on a timely basis. A material weakness in internal control over compliance is a deficiency,
or combination of deficiencies, in internal control over compliance, such that there is reasonable possibility
that material noncompliance with a type of compliance requirement of a federal program will not be
prevented, or detected and corrected, on a timely basis. A significant deficiency in internal control over
compliance is a deficiency, or a combination of deficiencies, in internal control over compliance with a
type of compliance requirement of a federal program that is less severe than a material weakness in internal
control over compliance, yet important enough to merit attention by those charged with governance,

Our consideration of internal control over compliance was for the limited purpose described in the first
paragraph of this section and was not designed to identify all deficiencies in internal control over
compliance that might be material weaknesses or significant deficiencies. We did not identify any
deficiencies in internal control over compliance that we consider to be material weaknesses. However,
material weaknesses may exist that have not been identified.

The purpose of this report on internal control over compliance is solely to describe the scope of our testing
of internal control over compliance and the results of that testing based on the requirements of the Uniform
Guidance. Accordingly, this report is not suitable for any other purpose.

Report on Schedule of Expenditures of Federal Awards Required by the Uniform Guidance

We have audited the financial statements of the governmental activities, the business-type activities, the
aggregate discretely presented component units, each major fund, and the aggregate remaining fund
information of the Agency as of and for the year ended December 31, 2016, and the related notes to the
financial statements, which collectively comprise the Agency’s basic financial statements. We issued our
report thereon dated May 31, 2017, which contained unmodified opinions on those financial statements.
Our report includes a reference to other auditors who audited the financial statements of the Shasta Hotel
Corporation and Norwood Avenue Housing Corporation discretely presented component units, as described
in our report on the Agency’s financial statements. Our audit was conducted for the purpose of forming
opinions on the financial statements that collectively comprise the basic financial statements. The
accompanying schedule of expenditures of federal awards is presented for purposes of additional analysis



as required by the Uniform Guidance 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 information has been
subjected to the auditing procedures applied in the audit of the 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 schedule of expenditures of federal awards is fairly stated
in all material respects in relation to the basic financial statements as a whole.

Mm%s (i C‘{ OComel (P

Sacramento, California
September 12, 2017



SACRAMENTO HOUSING AND REDEVELOPMENT AGENCY
SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

Federal Agency/Federal Program Title

FOR THE YEAR ENDED DECEMBER 31, 2016

Catalog of
Federal Domestic
Assistance

{CFDA) Number Expenditures

Amounts Provided
to Subrecipients

U.S. Department of Housing and Urban Development

Direct:

Community Development Block Grants/Entitlement Grants:
Community Development Block Grants/Entitlement Grants (Entitlements)
Community Development Block Grants/Entitlement Grants (Program Income)
Total Community Development Block Grants/Entitiement Grants
Neighborhood Stabilization Program
Emergency Solutions Grant Program
Continuum of Care Program
Home Investment Parmerships Program:
- Home Investment Parmerships Program (Entitlements)
Home Investment Partnerships Program (Program Income)
Total Home Investment Partmerships Program
Housing Opportunities for Persons with AIDS
Public and Indian Housing: Low Rent Public Housing
Lower Income Housing Assistance Program Section 8 Moderate Rehabilitation
Resident Opportunity and Supportive Services - Service Coordinators
Section 8 Housing Choice Vouchers
Public Housing Capital Fund
Choice Neighborhoods Implementation Grants
Choice Neighborhoods Planning Grants
Jobs-Plus Pilot Initiative

Family Self-Sufficiency Program

Total U.S. Department of Housing and Urban Development

Teotal Expenditures of Federal Awards

See accompanying notes to schedule of expenditures of federal awards.

14.218

14.218

14.264

14.231

14.267

14.239

14.239

14.241

14.850

14.856

14.870

14871

14.872

14.889

14.892

14.895

14.896

$ 13,154.497
530,570

$ 2,075,017

13,685,067

2.075.017

654,451

924,557

4,115,662

©3,657,535
99,493

533,318

3.757.028

898,819
10,475,146
186,156
100,978
108,189,110
4,253 817
554,481
17,763
107,031

184,924

148.105.020

2.652.263

$ 148.105,020

$ 2,652.263




SACRAMENTO HOUSING AND REDEVELOPMENT AGENCY
NOTES TO THE SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
FOR THE YEAR ENDED DECEMBER 31, 2016

NOTE A - BASIS OF ACCOUNTING

The accompanying Schedule of Expenditures of Federal Awards (SEFA) is prepared on the modified
accrual basis of accounting for grants accounted for in governmental funds and the accrual basis of
accounting for grants accounted for in proprietary funds, as described in Note I of the Sacramento Housing
and Redevelopment Agency’s (Agency) financial statements. The Agency has elected not to use the 10
percent de minimis indirect cost rate allowed under the Uniform Guidance.

NOTE B - CATALOG OF FEDERAL DOMESTIC ASSISTANCE (CFDA)

The CFDA numbers included in the accompanying SEFA were determined based on the federal program

name, review of grant contract information and the Office of Management and Budget’s (OMB) Catalog
of Federal Domestic Assistance. o :



SACRAMENTO HOUSING AND REDEVELOPMENT AGENCY
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED DECEMBER 31, 2016

Section I — Summary of Auditor’s Results

Financial Statements

Type of report the auditor issued on whether the
financial statements audited were prepared in _
accordance with GAAP: Unmodified

Internal control over financial reporting:

e Material weakness(es) identified? No

e Significant deficiency(ies) identified? None reported
Noncompliance material to the financial

LStatements? o B . ....No.

Federal Awards

Internal control over major federal programs:

¢ Material weakness(es) identified? No
e Significant deficiency(ies) identified? None reported

Type of auditor’s report issued on compliance
for major federal programs: Unmodified

Any audit findings disclosed that are required
to be reported in accordance with 2 CFR
200.516(a)? No

Identification of major federal programs:

CFDA Number Federal Program Title
14.267 Continuum of Care Program
14.871 Section § Housing Choice Vouchers

Dollar threshold used to distinguish between

Type A and Type B programs: - $3,000,000
Auditee qualified as low-risk auditee? No



SACRAMENTO HOUSING AND REDEVELOPMENT AGENCY
SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)
FOR THE YEAR ENDED DECEMBER 31, 2016

Section II — Financial Statement Findings

None

Section III — Federal Award Findings and Questioned Costs

None



SACRAMENTO HOUSING AND REDEVELOPMENT AGENCY

SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS
FOR THE YEAR ENDED DECEMBER 31, 2016

INVESTING I COMMUNITIES

A Job Powors Aoency
MEMBERS

City o Sacramento
County of Sacramento

Housing Authority of the
. ity Sacramento

Houging Authority ol the
Uounty of Sacramenty

Finding 2015-001 — Notes Receivabie

Audit Finding:

During the process of confirming the Agency’s outstanding notes receivable with its
contracted third-party loan portfolio administrator and reconciliation to the Agency’s
recorded notes receivable balances, three (3) specific notes totaling $4,640,000
related to the City Housing Successor Special Revenue Fund that were not recorded
in the Agency’s general ledger financial system. The three (3) outstanding notes were
being included and properly reported by the loan portfolio administrator.

 Recommendation:

The Agency should periodically perform a three-way reconciliation between the
notes receivable balances recorded in the general lédger financial system, the loan
portfolio database maintained by the Agency’s Portfolio Management Department,
and the loan portfolio records maintained by the Agency’s third-party loan
administrator. The reconciliation should be performed at least on an annual basis;
however, more frequent reconciliations can more timely detect potential errors.
Discrepancies between the three-way reconciliation should be timely researched,
documented, and adequately resolved. The reconciliations should be timely reviewed
and approved by the appropriate Finance Department management personnel.

Status of Corrective Action. Corrected

The Finance Department staff implemented a three-way reconciliation performed
between the notes receivable balances recorded in the general ledger financial system
(OneSolution), the Joan portfolio database maintained by the Agency’s Portfolio
Management Department, and the loan portfolio records maintained by the Agency’s
third-party loan administrator (Amerinational). The reconciliation was performed by
an accountant and reviewed and approved by the Management Analyst.
Discrepancies were researched prior to year-end and remaining variances were
identified by Amerinational project number, funding source and loan description.
Many variances were timing issues where the loan was not fully disbursed or the
documents have not been set up by Amerinational. Additionally, the Finance
Department is in the process of formalizing the loan reconciliation process in their
policies and procedures manual, which is expected to be finalized in the fall of 2017.

Sarrmmein Housleg § Bedwelopmunt Bguney W Eed | Sacrmsetn DEUEETY | ER AV
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SACRAMENTO HOUSING AND REDEVELOPMENT AGENCY
SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS (CONTINUED)
FOR THE YEAR ENDED DECEMBER 31, 2016

Finding 2015-002

Federal Catalog Number: 14.218

Federal Program Title: Community Development Block Grants/
Entitlement Grants

Federal Agency: U.S. Department of Housing and Urban
' Development

Audit Finding:

We tested nine (9) subaward contract agreements for eight (8) subrecipients and
noted the following exceptions congerning required information to be communicated
to the subrecipient at the time of the award:

1. Four (4) of nine (9) subaward agreements references the applicability of
outdated regulations instead of citing the applicability of the Uniform
Guidance.

All nine (9) subaward agreements were missing the subrecipient’s Data
Universal Numbering System (DUNS) number.
3. Two (2) out of nine (9) subaward agreements did not include the Federal

Award Identification Number (FAIN)

4. All nine (9) subaward agreements were missing the Federal Award Date.
5. All nine (9) subaward agreements did not provide identification to the

subrecipient whether the federal award is Research and Development (R&D).
6. All nine (9) subaward agreements did not include an indirect cost rate, or an

approved federally recognized indirect cost rate negotiated between the

subrecipient and the Federal government, or if no such rate exists, either the

rate negotiated between the Agency and the subrecipient, or a de minims
indirect cost.

!\)

Recommendation:

The Agency should review all its existing subaward agreements involving the pass-
through of federal funds and determine whether amendments to those agreements are
required to include all the necessary subaward information in accordance with section
200.331 of the Uniform Guidance.

Status of Corrective Action: Corrected

The Sacramento Housing and Redevelopment Agency (Agency) has corrected the
findings from the Federal Single Audit for the year ending December 31, 2015, As
stated in the audit’s Corrective Action Plan for finding 2015-002 wherein all future
contracts and contract amendments as of September 23, 2016, would include the
information above. Previous subrecipient agreements were not amended.

All contract and associated templates have been updated to address the audit findings

listed above with the exception of Item #4 which was not updated for the reason
previously detailed in the audit’s Corrective Action Plan for Finding 2015-002.

11



SACRAMENTO HOUSING AND REDEVELOPMENT AGENCY
SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS (CONTINUED)
FOR THE YEAR ENDED DECEMBER 31, 2016

Notably, as of this letter there is a federal budget for 2017, however, the Agency has
not received its 2017 Grant Award Letters. The following updates were made to the
templates:

¢ Title 2 U.S. Code of Federal Regulations Part 200, Uniform Administrative
Requirements, Cost Principles, and Audit Requirements for Federal Awards
(Uniform Requirements) now solely referenced.

¢ Subrecipient’s Data Universal Numbering System (DUNS) added.

¢ Federal Award Identification Number (FAIN) added.

s Language that federal funds are not to be used for- Research and
Development (R & D) added.

¢ Indirect cost rate language added.
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Independent Auditor’s Report on Financial Data Schedules

Honorable Members of the City Council
of the City of Sacramento, Board of Supervisors of
the County of Sacramento, and Sacramento
Housing and Redevelopment Commission
Sacramento Housing and Redevelopment Agency
Sacramento, California

We have audited the financial statements of the governmental activities, the business-type activities, the
aggregate discretely presented component units, each major fund, and the aggregate remaining fund
information of the Sacramento Housing and Redevelopment Agency (Agency), as of and for the year
ended December 31, 2016, and the related notes to the financial statements, which collectively
comprise the Agency's basic financial statements. We issued our report thereon dated May 31, 2017,
which contained unmodified opinions on those financial statements. Our report includes a reference to
other auditors. Our audit was conducted for the purpose of forming opinions on the financial
statements that collectively comprise the Agency’s basic financial statements. We have not performed
any procedures with respect to the audited basic financial statements subsequent to May 31, 2017.

The accompanying Financial Data Schedules for the City of Sacramento Housing Authority (CA005) and
the County of Sacramento Housing Authority (CA007) are presented for purposes of additional analysis
as required by the U.S. Department of Housing and Urban Development (HUD) and are 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 information 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 State of America. In our opinion, the
information is fairly stated in all material respects in relation to the basic financial statements as a whole.

This report is intended solely for the information and use of the City Council of the City of Sacramento,
the Board of Supervisors of the County of Sacramento, the Sacramento Housing and Redevelopment
Commission, others within the Agency, and officials of HUD and is not intended to be and should not be
used by anyone other than these specified parties.

Mw’us (ki c”/ OComel [P

Sacramento, California
September 20, 2017

www.mgocpa.com
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