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Zelenkofske Axelrod LLC

INDEPENDENT AUDITORS’ REPORT

Board of Directors
Redevelopment Authority of the City of Harrisburg
Harrisburg, Pennsylvania

We have audited the accompanying financial statements of the governmental activities, each major fund,
and the aggregate remaining fund information of REDEVELOPMENT AUTHORITY OF THE CITY OF
HARRISBURG (the “Authority”) as of and for the year ended December 31, 2007, which collectively
comprise the Authority’s basic financial statements as listed in the table of contents. These financial
statements are the responsibility of the management of the Authority. Our responsibility is to express
opinions on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America, and the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptrolier 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 inciudes examining, on a test basis, evidence supporting the amounts
and disciosures in the financial statements. An audit also includes assessing the accounting principles
used and 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, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities, each major fund, and the aggregate remaining
fund information of the Authority as of December 31, 2007, and the respective changes in financial
position for the year then ended in conformity with accounting principles generally accepted in the United
States of America.

In accordance with Government Auditing Standards, we have also issued a report dated June 2, 2008, 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.

Harrisburg Lehigh Valley Philadelphia
830 Sir Thomas Court, Suite 100 1101 West Hamilton Street 2370 York Road, Suite A-5
Harrisburg, PA 17109 Allentown, PA 18101-1043 Jamison, PA 18929
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Zelenkofske Axelrod LLC

Board of Directors
Redevelopment Authority of the City of Harrisburg

The management's discussion and analysis on pages 3 through 12 is not a required part of the basic
financial statements but is supplementary information required by U.S. generally accepted accounting
principles. 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.

Zubndodide Aribod LLC
ZELENKOFSKE AXELROD LLC

Harrisburg, Pennsylvania
June 2, 2008
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MANAGEMENT’S DISCUSSION AND ANALYSIS

INTRODUCTION

This section of the financial statements for the Harrisburg Redevelopment Authority (“HRA™) presents a
narrative overview and analysis of the HRA’s financiat performance for the fiscal year ended December
31, 2007. We recommend that it be read in conjunction with the accompanying basic financial
statements and notes to financial statements in order to obtain a thorough understanding of the HRA’s
financial condition at December 31, 2007.

OVERVIEW OF THE FINANCIAL STATEMENTS
The financial section of this report consists of the following parts:

¢ Management’s discussion and analysis (this section)
» Basic financial statements (including notes)

Management’s discussion and analysis is a guide to reading the financial statements and provides
related information to help the reader to better understand the HRA government. The basic
financial statements include notes that provide additional information essential to a full
understanding of the financial data provided in the government-wide and fund financial
statements.

The basic financial statements present two different views of the HRA.

»  Government-wide financial statements, the first two statements, provide information
about the HRA’s overall financial status.

» Fund financial statements, the remaining statements, focus on individual parts of HRA
government. They provide more detail on operations than the government-wide
statements,

o Governmental funds statements show how general government services were
financed in the short term, as wel! as what remains for future spending
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Table A-1 shows how the various parts of this annual report are arranged and related to one another.

Table A-1: Organization of the HRA’s annual financial report

REQUIRED COMPONENTS OF THE COMPREHENSIVE ANNUAL FINANCIAL REPORT

Management's
Discussion and
Analysis

Basic financial
statements

Supplementary
information
A. Required
B. Optional

Government-wide
financial statements

Fund financial
statements

Notes to financial
statements

Summary

Detail
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Table A-2 summarizes the major features of the HRA’s financial statements, including the area of the
HRA’s activities they cover and the types of information they contain.

Table A-2: Major features of the government-wide and fund financial statements

Government-wide
statements

Fund financial statements

Governmental

Proprietary

Fiduciary

Scope

Entire entity and
component units
(except fiduciary
funds)

The day-to-day
operating activities
of the HRA, such as
public safety and
courts

The activities of the
HRA, such as office
buildings

Instances in which
the HRA administers
resources on behalf
of others, such as
Developer’s Escrow
Accounts.

Required financial
statements

o  Statement of net
assets

s Statement of
activities

¢« Balance sheet

e Statement of
revenues,
expenditures
and changes in
fund balance

s  Statement of net
assets

¢  Statement of
revenues,
expenses and
changes in net
assets

¢  Statement of
cash flows

e  Statement of
fiduciary net
assets

s Statement of
changes in
fiduciary net
assets

Accounting basis
and measurement
focus

Accrual accounting
and economic
resources focus

Modified accrual
accounting and
current financial
resources
measurement focus

Accrual accounting
and ecenomic
resources focus

Accrual accounting
and economic
resources focus

Type of asset and
liability information

All assets and
liabilities, both
financial and capital,
short-term and long-
ferm

Current assets and
liabilities that come
due during the year
or soon thereafier;
no capital assets or
long-term liabilities
included

All assets and
liabilities, both
financial and capital,
short-term and long-
term

All assets and
liabilities, both
financial and capital,
short-term and long-
term; funds do not
currently contain
capital assets,
although they can

Type of inflow and
outflow information

All revenues and
expenses during
year, regardless of
when cash is
received or paid

Revenues for which
cash is received
during the year or
soon thereafter;
expenditures when
goods or services
have been received
and the related
liability is due and
payable

All revenues and
expenses during the
year; regardless of
when cash is
received or paid

All additions and
deductions during
the year, regardless
of when cash is
received or paid

The remainder of this overview explains the structure and contents of the government-wide and fund

financial statements.
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Government-wide financial statements

Government-wide financial statements report information about HRA as a whole using accounting
methods similar to those used by private-sector companies.

o The statement of net assets includes all of the HRA’s assets and liabilities, with the
difference between the two reported as net assets. This statement serves a purpose similar to
that of the balance sheet of a private-sector business.

o The statement of activities focuses on how the HRA’s net assets changed during the year.
Because it separates program revenue (revenue generated by specific programs through
charges for services, grants and contributions) from general revenue (revenue provided by
taxes and other sources not tied to a particular program), it shows to what extent each
program has to rely on jocal taxes for funding,.

All changes to net assets are reported using the accrual method of accounting, which requires that
revenues be reported when they are earned and expenses be reported when the goods and/or services
are received, regardless of when cash is received or paid.

Net assets are one way to measure the HRA’s financial position. Over time, increases or decreases in
the HRA’s net assets are one indicator of whether the HRA’s financial position is improving or
deteriorating. However, other non-financial factors such as changes in the general economic
conditions must be considered to assess the overall position of the HRA.

Governmental activities include the HRA’s basic services. State and federal grants and charges for
services finance most of these activities.

Net assets of the governmental activities differ from the governmental fund balances because
governmental fund level statements only report transactions using or providing current financial
resources. The financial resources that may have been borrowed are considered revenue when they
are received. The principal and interest payments are both considered expenditures when paid.
Finally, long-term debt does not affect fund balances.

Government wide statements are reported using an economic resources measurement focus and full
accrual basis of accounting that involves the following steps to format the statement of net assets:

¢ Capitalize long term assets and depreciate over their useful lives
¢ Report long-term debt as a liability

s Calculate revenue and expensc using the economic resources measurement focus and the
accrual basis of accounting

¢ Allocate net asset balances as follows:

o Net assets invested in capital assets, net of related debt

o Restricted net assets are those with constraints placed on the use by external
sources (creditors, grantors, contributors, or laws or regulations of governments)
or imposed by law through constitutional provisions or enabling legislation

o Unrestricted net assets are net assets that do not meet any of the above
restrictions.
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Fund financial statements

Fund financial statements provide more detailed information on the HRA’s most significant funds,
not the HRA as a whole. Funds are accounting devices, i.e., a group of related accounts, the HRA
uses to keep track of specific sources of funding and spending for particular purposes. Some funds
are required by state law. Other funds are established to control and manage resources designated for
specific purposes. Fund financial statements are reported using current financial resources and
modified accrual accounting established by the Government Accounting Standards Board (GASB)
for governments.

The HRA has Governmental funds which include most of the HRA’s basic services and focus on: (1)
the flow in and out of cash and other financial assets that can readily be converted into cash, and: (2)
the balances left at year-end that are available for spending. These funds are reported using the
modified accrual accounting basis, and a current financial resources measurement focus.
Consequently, the governmental funds statements provide a detailed short-term view that helps
determine the financial resources available in the near future to finance the HRA’s programs.

The relationship between governmental activities (reported in the statement of net assets and the

statement of activities) and governmental funds is described in a reconciliation that is included in the
financial statements.

GOVERNMENT-WIDE FINANCIAL STATEMENTS
Net assets
HRA’s total assets were $5.9 million at December 31, 2007. This balance consists mostly of

cash and restricted cash, which represents 30.9% of total assets and capital assets, which
represent 65.7% of total assets.

Table A-3: Condensed statement of net assets

December 31, December 31,
2007 2006 Change
Current and other assets $ 2,013,632 $ 3,074,269 $ (1,060,637
Capital Assets 3,853,765 2,864,469 989,296
Total assets $ 5,867,397 $ 5938738 $  (71,34D)
Current and other liabilities 669,515 1,455,776 786,261
Long-term liabilities 39,465,977 37,337,548 (2,128,429)

Total liabilities

Total Net assets:

$ 40,135,492

§ 38793324

§(1.342,168)

$ (34,268,093)

$ (32,854,586)

F(1,413,509)
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Changes in net assets
The Statement of Activities represents changes in net assets for the year ended December 31, 2007.

It shows revenues by source and expenses by function for governmental activities, business-type
activities and the government as a whole.

Table A-4: Condensed Statement of Activities

December 31, December 31,
2007 2006 Change
Program Revenues:
Charges for Services $ 1,252,486 $ 422332 $ 830,154
Operating Grants and Contributions 475,589 1,003,228 (527,639)
Capital Grants and Contributions 866,410 2,864,469 (1,998,059)
General Revenues:
Space Rental Income 754,914 809,143 (54,229)
Miscellaneous Income 34,022 - 34,022
Interest Income 41,345 45,936 (4,591)

Total Revenues _ § 3,424,766 § 5,145,108 $(1,720,342)

Expenses:
Community Development $ 4,838,275 $ 4,840,814 $ 2,539
Total Expenses $ 4,838,275 $ 4,840,814 $ 2,539
Change in Net Assets § (1,413,509) $ 304,294 $ (1,717,803)
Net Assets — January 1 (32,854,586) (33,158,880) $§ 304294
Net Assets — December 31 $ (34,268,095) $(32,854,586) $(1.413,509)

Net program expenses

Net program expenses indicate the amount of support required from other general revenues for a
program of the government. In 2007, general revenues represented $830 thousand in income for the
Governmental Activities column. The majority of the change in net assets is related to the accretion
of interest on the Authority’s 1998 A and 1998 B Series Capital Appreciation Bonds offset by the
capitalization of Construction-In-Progress Capital Assets funded by Capital Grants. The amount of

the interest charged through accretion in 2007 was approximately $2.1 million. 1In 2007,
Construction-In-Progress in the amount of $989 thousand was capitalized by the Authority.
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Table A-5: Net cost of governmental activities

Total Cost Net Cost
of Services of Services
Program:
Community Development 3 4,838,275 $ (2,243,790)

Total Expenses $ 4840814 § (2,243,790)

Other general revenues covered general government spending, Grants and fees for specific services
also provided additional income to the HRA. Community and economic development includes the
HRA’s community and economic development projects which were funded primarily by grant
revenues.

Debt Administration
Table A-6: Statement of Long Term Debt
At December 31, 2007, the HRA had $37,337,548 of debt outstanding. Debt increased by

$2,004,347 from the previous year. The following is a summary of changes in long term debt for the
2007 year:

Beginning balance, January 1, 2007 $37,337,548
Accretion on Capital Appreciation Bonds 2,128,429
Balance outstanding at December 31, 2007 $39,465,977

Detailed information about the HRA’s Long-term Debt can be found in the Notes to the Financial
Statements.

GOVERNMENTAL FUNDS

HRA uses fund accounting to ensure and demonstrate compliance with finance-related legal
requirements.

The focus of governmental funds is to provide information on near-term inflows, outflows, and
balances of spendable resources. Such information is useful in assessing the HRA’s financing
requirements. In particular, unreserved/undesignated fund balance may serve as a usefut measure of
the HRA's net resources available for spending at the end of the year. Governmental funds are
presented before incorporating accounting changes required by GASB No. 34. Therefore some
figures will be different in the fund statements than the government-wide statements.
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The HRA’s governmental funds include the general fund, and special revenue funds. The general
fund is the chief operating fund for the HRA. Special revenue funds are restricted to specific
legislated use. The major funds are shown on the statement of revenues, expenditures and changes in
fund balances in the financial statements.

Governmental fund assets, liabilities and fund balances

Governmental fund assets totaled $2.3 million, liabilities totaled $950 thousand and fund
balances totaled $1.34 million at December 31, 2007.

December 31, December 31,
2007 2006 Change
Assets:
Cash and Restricted Cash $ 1,814,335 $ 2,067,564 $ (253,229)
Due From Other Funds 283,081 292,299 (9.218)
Accounts and Grants Receivable 199,297 1,006,705 (807,408)
Total Assets  § 2,296,713 $ 3,366,568 $ (1,069,855)
Liabilities:
Total Liabilities $ 952,596 $ 1,748,075 $ 795479
Fund Balance — December 31 $ 1,344,117 $ 1,618,493 $ (274,376)

The majority of the decrease in the Governmental Fund’s Fund Balance is the result of spending
additional funds on rehabilitation projects. The Authority’s unreserved fund balance for its
governmental funds actually decreased by $449 thousand in 2007. $1.16 million of the total
governmental fund balance is in the General Fund. The General Fund has an unreserved fund
balance of $950 thousand and a reserved fund balance of $215 thousand. The reservation covers
a deficit unreserved fund in the Authority’s Transportation Center Fund. The unreserved balance
is available to pay the current obligations and expenses of the Authority. The net unreserved
fund balances in the Authority’s other governmental funds total negative $146 thousand. These
funds usually are utilized for specific projects with specific revenue sources, The Transportation
Center Fund has a reserved fund balance of $323 thousand related to the debt proceeds to be
utilized for the rehabilitation project at the Harrisburg Transportation Center, The amount will
be used on this project or used to repay the Infrastructure Bank Loan discussed in the footnote
related to the long term debt of the Authority.

10
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Governmental fund revenues totaled $3.4 million and governmental fund expenditures totaled
$3.7 million for the year ended December 31, 2007.

Revenues:
Service Revenue
Intergovernmental Revenue
Interest Income
Rental Income
Miscellaneous Income
Total Revenues

Expenses:
Community Development

Total Expenses
Change in Fund Balance
Fund Balance — January 1

Fund Balance — December 31

December 31,

December 31,

2007 2006 Change
$ 1,252,486 $422332 $ 830,154
1,341,999 3,867,697 (2.525,698)
41,345 45,936 {4,591)
754,914 759,793 (4,879)
34,022 49,350 {15,328)
$ 3,424,766 $ 5,145,108 $ (1,720,342)
$ 3,699,142 $ 5,700,936 $ 2,001,794
$ 3,699,142 $ 5,700,936 $ 2,001,794
$ (274,376) § (555,828) h 281,452
1,618,493 2,174 321 {555,828)
$ 1,344,117 $ 1,618,493 $ (274,376)

During 2006, the Authority entered the construction phase in its rehabilitation of the Harrisburg
Transportation Center. The main part of the rehabilitation took place in 2007. The rehabilitation
is being funded through federal, state and local sources. In addition, the Authority’s Up Front
Grant through U.S. Housing and Urban Development ended during 2006 and the Authority
received no grant funds through that source in 2007.

Governmental fund balances

HRA’s governmental funds reported a combined fund balance of $1.35 million at December 31,

2007.

The general fund is the chief operating fund of the HRA. At December 31, 2007, the total general
fund balance was $ 1.16 million, down $166 thousand from the fund balance at the end of 2006.
This decrease resuited primarily from the General Fund to the utilizing cash held to assist in

funding projects.

11
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ECONOMIC FACTORS AND NEXT YEAR’S BUDGET
Economic conditions

HRA provides economic development opportunities within the confines of the City of
Harrisburg, Pennsyivania. HRA relies on the receipt of grant funds from the federal government,
Commonwealth of Pennsylvania and City of Harrisburg in order to andertake the economic
development projects.

HRA has buildings within which it provides rental space. The leases on these rental spaces are
long term in nature and HRA expects the tenants to continue to lease the space.

Market impact on investment income

Lower returns on its investments due to market conditions have impacted the HRA. The
Commonwealth restricts HRA investments to government secured funds and certificates of
deposit. The HRA has been responsive to the changing financial environment, and currently has
most of its funds placed in accounts which are yielding a higher interest rate. Management
monitors the changing rate environment to maximize the investment eamings of HRA’s funds.
The interest income generated for 2007 by the Authority decreased slightly in 2007 due to lower
earnings rates.

Government funding

The HRA relies on federal and state funding primarily for its operations.

CONTACTING HRA’S FINANCIAL MANAGEMENT

This financial report is designed to provide citizens, taxpayers, customers, investors and creditors
with a general overview of the HRA’s finances and to demonstrate the HRA’s accountability.
Questions concerning this financial information or requests for additional information should be
directed to:

Harrisburg Redevelopment Authority
Executive Director

10 North Second Street

Harrisburg PA 17101

Phone: 717-238-9601
Fax: 717-238-5342

12



REDEVELOPMENT AUTHORITY OF THE CITY OF HARRISBURG
STATEMENT OF NET ASSETS
DECEMBER 31, 2007

Assets

Cash

Restricted Cash

Accounts Receivabie

Grants Receivable

Capital Assets, Not Being Depreciated

Total Assets

Liabilities

Accounts Payable
Unearned Revenue
Accried Compensaied Absences
Long term obligations:
Due within one year
Due in more than one year

Total Liabilities
Net Assets

Invested in Capital Assets, Net of Related Debt
Unrestricted

Total Net Assets

Governmental
Activities Total
$ 1,491,224 % 1,491,224
323,111 323,111
131,388 131,388
67,909 67,809
3,853,765 3,853,765
5,867,397 5,867,397
133,235 133,235
504,322 504,322
31,958 31,958
530,000 530,000
38,835,977 38,935,977
40,135,492 40,135,492
3,853,765 3,853,765
{38,121,860) {38,121,860)
$ (34,268,095) $ (34,268,085)

The notes to the financial statements are an integral part of this statement.

Page 13
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REDEVELOPMENT AUTHORITY OF THE CITY OF HARRISBURG
BALANCE SHEET - GOVERNMENTAL FUNDS
DECEMBER 31, 2007

MAJOR FUNDS
GENERAL TRANSPORTATION OTHER
ASSETS FUND CENTER FUNDS TOTAL
Cash $ 841942 % 340,464 % 308,818 % 1,491,224
Restricted Cash - 323,111 - 323,111
Due From other Funds 261,725 - 21,356 283,081
Accounts Receivable 122,600 8,788 - 131,388
Grants Receivable - 67,909 - 67,909
Total Assets $ 1,226,267 % 740,272 % 330,174 & 2,296,713

LIABILITIES AND FUND BALANCES

Liabilities
Due to Other Funds $ 21,356 $ 261,725 % - $ 283,081
Accounts Payable 6,028 121,095 6,112 133,235
Deferred Revenue - 250,000 254,322 504,322
Accrued Compensated Absences 31,858 - - 31,958
Total Liabilities 59,342 632,820 260,434 952 598
Fund Balances
Unreserved Fund Balances 851,266 (215,659) 69,740 805,347
Reserved Fund Balance 215,659 323,111 - 538,770
Total Fund Balances 1,166,925 107,452 69,740 1,344,117
Total Liabilities and Fund Balances $ 1,226,267 $ 740272 % 330,174 % 2,296,713

The notes to the financial statements are an integral part of this statement.
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REDEVELOPMENT AUTHORITY OF THE CITY OF HARRISBURG
RECONCILIATION OF THE GOVERNMENTAL FUNDS BALANCE SHEET TO THE STATEMENT OF NET ASSETS
DECEMBER 31, 2007

Total fund balances for governmental funds $ 1.344.117

Total net assels reported for governmental activities in the stalement of net
assets is different because:

Captial Assets of the Authority are not deemed current assets and therefore are 3.853.765.00
not recorded in the governmental fund assets. All assets, both current and long
term are reported in the statement of net assets.

Long-term liabilities applicable to the County's governmental activities are not (39.465.977)
due and payable in the current period and accordingly are not reported as fund

liabilities. Interest on long-term debt is not accrued in governmental funds, but

rather is recognized as an expenditure when due. All liabilities - both current

and long-term - are reported in the statement of net assets.

Total net assets of governmental activities $  (34,268.095)

The notes to the financial statements are an integral part of this statement.



REDEVELOPMENT AUTHORITY OF THE CITY OF HARRISBURG

STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCES -

Revenues
Service Revenue
Intergovernmental
Interest Income
QOther Rental Income
Misc. Income
Space Rental income

Total Revenues
Expenditures
Program Expenditures
Construction Expenditures

Interest Expenses

Totat Expenditures

Excess of Revenues Over (Under) Expenditures
Net Change in Fund Balances
Fund Balances - Beginning of Year

Fund Balances - End of Year

GOVERNMENTAL FUNDS
YEAR ENDED DECEMBER 31, 2007

Page 17

MAJOR FUNDS
Transportation Other
General Center Funds Total

3 479,222 & 3404 % 769,860 1,252,486
- 866,410 475,589 1,341,909

20,091 20,834 420 41,345

- 70,015 - 70,015

4,330 29,692 - 34,022

- 684,808 - 684,899

503,643 1,675,254 1,245,869 3,424,768
684,445 789,020 1,198,760 2672234

- 989,296 - 989,296

- 37,612 - 37,612

684,445 1,815,937 1,188,760 3,699,142
{180,802) (140,683) 47,109 (274,376)
(180,802} (140,683) 47,109 (274,376)

1,347 727 248,135 22,631 1,618,493

$ 1,166,925 § 107,452 % 69,740 1,344,117

The notes to the financial statements are an integral part of this statement.



REDEVELOPMENT AUTHORITY OF THE CITY OF HARRISBURG
RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES,
AND CHANGES IN FUND BALANCES TO THE STATEMENT OF ACTIVITIES

DECEMBER 31, 2007

Net change in fund balances - total gevernmental funds

The change in net assets reported for governmental activities in the statement of
activities is different because:

Under the modified accrual basis of accounting used in the governmental funds,

the acquisition or construction of capital assets are recorded as an expenditure on

the governmental funds. On the Statement of Activities, the expenditure is not recorded
as the assets are capitalized on the Statement of Net Assets,

Under the modified accrual basis of accounting used in the governmental funds.
expenditures are not recognized for transactions that are not normally paid with
expendable available financial resources. In the statement of activities, however,
which is presented on the accrual basis, expenses and liabilities are reported
regardless of when financial resources are available. In addition, interest on
long-term debt is not recognized under the modified accrual basis of accounting
unti} due. rather than as it accrues. The accretion of interest on Authority's

Capital Appreciaiton Bonds is recorded as an expense in the Statement of Activities.

Change in net assets of governmental activities

The notes to the financial statements are an integral part of this statement.

$

$
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(274.376)

989.296

(2.128.429)

(1.413.509)
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REDEVELOPMENT AUTHORITY OF THE CITY OF HARRISBURG

NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2007

NATURE OF ENTITY AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The Redevelopment Authority of the City of Harrisburg (the “Authority”) is incorporated under the
provisions of the Commonwealth of Pennsylvania Urban Development Act Number 385 of May 24,
1945, as Amended for the purpose of providing redevelopment and other related activities within the
City of Harrisburg. The accompanying financial statements are prepared in accordance with generally
accepted accounting principles (“GAAP") applicable to governmental units, as prescribed by the
Governmental Accounting Standards Board ("GASB").

A summary of the Authority’s significant accounting policies consistently applied in the preparation of
the accompanying financial statements is as follows:

A

B)

Reporting Entity

The Authority is considered a component unit of the City of Harrisburg and the Authority’'s
financial activities are included in the City's financial statements.

Measurement Focus and Basis of Accounting

The basic financial statements of the Authority are composed of the following:

« Government-wide financial statements
¢ Fund financial statements
» Notes to the financial statements

Government-Wide Financial Statements

Government-wide financial statements display information about the reporting
government as a whole. Government-wide financial statements are reported using the
economic resources measurement focus and the accrual basis of accounting. Under the
accrual basis of accounting, revenues, expenses, gains, losses, assets, and liabilities
resulting from exchange and exchange-like transactions are recognized when the
exchange takes place. Revenues, expenses, gains, losses, assets, and liabilities
resulting from nonexchange transactions are recognized in accordance with the
requirements of GASB Statement 33 ~ Accounting and Financial Reporting for
Nonexchange Transactions.

Program revenues include charges for services, special assessments, and payments
made by parties outside of the reporting government's citizenry if that money is restricted
to a particular program. Program revenues are netted with program expenses in the
statement of activities to present the net cost of each program.

Capital Assets are recorded in the government-wide financial statements and depreciated
over their useful lives, rather than being expensed at the time of acquisition or
construction.

Proceeds of long-term debt are recorded as liabilities in the government-wide financial
statements, rather than as an other financing source. Amounts paid to reduce long-term
indebtedness of the reporting government are reported as a reduction of the related
liability, rather than as an expenditure.

As a general rule, the effect of interfund activity has been eliminated from the
government-wide financial statements. The Authority chooses to eliminate the indirect
costs between governmental activities to avoid “doubling up” effect.
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REDEVELOPMENT AUTHORITY OF THE CITY OF HARRISBURG
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2007

NATURE OF ENTITY AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

B)

Measurement Focus and Basis of Accounting (Continued)

2. Fund Financial Statements

The underiying accounting system of the Authority is organized and operated on the basis
of separate funds, each of which is considered to be a separate accounting entity. The
operations of each fund are accounted for with a separate set of self-balancing accounts
that comprise its assets, liabilities, fund equity, revenues and expenditures or expenses,
as appropriate. Governmental resources are allocated to and accounted for in individual
funds based upon the purposes for which they are to be spent and the means by which
spending activities are controlled.

Fund financial statements for the governmental funds are presented after the
government-wide financial statements. These statements display information about
major funds individually and nonmajor funds in the aggregate.

When both restricted and unrestricted resources are combined in a fund, expenses are
considered to be paid first from restricted resources, and then from unrestricted
resources.

Governmental Funds

Governmental fund financial statements are reported using the current financial resources
measurement focus and the modified accrual basis of accounting. Revenues are recognized
as soon as they are both measurable and available. Revenues are considered to be availabie
when they are collected within the current period or soon enough thereafter to pay liabilities of
the current period. For this purpose, the Authority considers revenues, to be available if they
are collected within 180 days of the end of the current fiscal pericd. Expenditures generally
are recorded when a liability is incurred, as under accrual accounting. Licenses, operating
and capital grants, and interest associated with the current fiscal period are all considered to
be susceptible to accrual and thus have been recognized as revenues of the current fiscal
period. All other revenue items are considered to be measurable only when cash is received
by the Authority.

Under the current financial resources measurement focus, only current assets and current
liabilities are generally inciuded on the balance sheet. The reported fund balance is
considered to be a measure of “available spendable resources”. Governmental funds
operating statements present increases (revenues and other financing sources) and
decreases (expenditures and other financing uses) in net current assets. Accordingly, they
are said to present a summary of sources and uses of “available spendabie resources” during
a period.

Non-current portions of long-term receivables due to governmental funds are reported on their
balance sheets in spite of their spending measurement focus.

Purchases and construction of capital assets are recognized as expenditures and the asset
value is not capitalized in the governmental funds.

Because of their spending measurement focus, expenditure recognition for governmental
fund types exclude amounts represented by noncurrent liabilities. Since they do not affect net
current assets, such long-term amounts are not recognized as governmental fund type
expenditures or fund liabilities.
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REDEVELOPMENT AUTHORITY OF THE CITY OF HARRISBURG
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2007

NOTE 1: NATURE OF ENTITY AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

B)

C)

Measurement Focus and Basis of Accounting {Continued)

Governmental Funds {Continued)

The proceeds of long-term debt are recorded as an other financing source rather than as a
fund liability. However, debt service expenditures, as well as expenditures related to
compensated absences and claims and judgments, are recorded only when payment is
made.

Basis of Presentation

The determination of major funds is based on minimum criteria as set forth in GASB

Statement Number 34. The non-major funds are combined in a column in the fund financial
statements. The following are the Authority’s major funds:

1. Governmental Fund Types
a. Generat Fund
The General Fund is used to account for all financial resources except those
required to be accounted for in another fund. Revenues of this fund are
primarily derived from State and Federal grants, and fees for services. Many
of the basic activities of the Authority are accounted for in this fund.

b. Transportation Center Fund

The Transportation Center Fund used to account for the proceeds of
revenues and expenditures refated to the operation of the train station.

Long-term Obligations

In the government-wide financial statements, long-term debt and other long-term obligations
are reported as liabiiities in the applicable governmental activities Statement of Net Assets.
Bond premiums and discounts, as well as issuance costs, are deferred and amortized over
the life of the bonds using the effective interest method. Bonds payable are reported net of
the applicable bond premium or discount. Bond issuance costs are reported as deferred
charges and amortized over the term of the related debt.

In accordance with GASB Statement No. 23, Accounting and Financial Reporting for
Refundings of Debt Reported by Proprietary Activities, the Authority has adopted the following
policy for current refundings and advance refundings resulting in defeasance of debt. The
difference between the reacquisition price and the net carrying amount of the old debt, as well
as the related bond issuance costs, will be deferred and amortized in a systematic and
rational manner over the remaining life of the old debt or the life of the new debt, whichever is
shorter. On the balance sheet, the deferred amount and bond issuance costs are reported as
a deduction from or an addition to the new debt liability.
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REDEVELOPMENT AUTHORITY OF THE CITY OF HARRISBURG
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2007

NATURE OF ENTITY AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

D)

H)

Long-term Obligations (Continued)

in the fund financial statements, governmental fund types recognize bond premiums and
discounts, as well as bond issuance costs, during the current period. The face amount of
debt issued is reported as other financing sources. Premiums received on debt issuances are
reported as other financing sources while discounts on debt issuances are reported as other
financing uses. lssuance costs, whether or not withheld from the actual debt proceeds
received, are reported as bond issuance costs in the governmental funds.

interfund Transactions

The Authority affects a variety of transactions between the funds to finance operations.
Accordingly, to the extent that certain interfund transactions have not been paid or received as
of December 31, 2007, appropriate interfund receivables or payables have been established.

Accrued Compensated Absences

The Authority's employees are granted vacation benefits in varying amounts depending on the
number of years of service. Employees may accumulate up to 37.5 hours of vacation leave
which may be carried over to subsequent years. Sick leave benefits accrue up to a maximum
of 675 hours, but can only be used as sick time and not taken in pay. Sick leave accumulated
in excess of 675 hours may be converted, at the discretion of the Executive Director, to
vacation time. The conversion of sick ieave to vacation leave will ocour on the ratio of three
(3} hours excess sick leave to one (1) hour vacation leave. The vacation leave accrued in this
manner may be carried over to the new calendar year in addition to the maximum vacation
leave carryover otherwise permitted. The General Fund accounts for the accrued
compensated absences.

Estimates

The preparation of financial statements in conformity with accounting principles generally
accepted in the United States of America require management to make estimates and
assumptions that affect certain reported amounts and disclosures. Accordingly, actual results
could differ from those estimates.

Restricted Asseis

Restricted assets represent resources set aside for liquidation of specific obligations, as
detailed in Note 3.

Capital Assets

Capital assets purchased with a cost in excess of $5,000 are recorded on the government-
wide financial statements and depreciated accordingly. The Authority has no infrastructure
assets.
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REDEVELOPMENT AUTHORITY OF THE CITY OF HARRISBURG
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2007

NOTE 1: NATURE OF ENTITY AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED})

J)

K)

Net Assets/Fund Balances

The government-wide financial statements utilize a net assels presentation. Net assets are
categorized as invested capital assets (net of related debt), restricted and unrestricted.

+ Invested In Capital Assets, Net of Related Debf — This category groups all capital
assets, including infrastructure, into one component of net assets. Accumulated
depreciation and the outstanding balances of debt that are atiributable to the
acquisition, construction or improvement of these assets reduce the balance in this
category.

* Restricted Net Assets — This category presenis external restrictions imposed by
creditors, grantors, contributors or laws or regulations of other governments and
restrictions imposed by law through constifutional provisions or enabling legislation.

* Unrestricted Net Assets — This category represents net assets of the Authority not
restricted for any project or other purpose.

In the fund financial statements, reserves and designations segregate portions of fund
balance that are either not available or have been earmarked for specific purposes. The
various reserves and designations are established by actions of the Board and management
and can be increased, reduced or eliminated by similar actions.

Adoption of GASB pronouncements

The Authority adopted the provisions of GASB Statement No. 48 “Sales and Fledges of
Receivables and Future Revenues and Intra-Entity Transfers of Assets and Future
Revenues”. The adoption of this statement had no effect on previcusly reported amounts.

Pending Changes in Accounting Principles

In June 2004, GASB issued Statement No. 45, "Accounting and Financial Reporting by
Employers for Postemployment Benefits Other Than Pensions”. The Authority is required to
adopt GASB Statement No. 45 for its calendar year 2009 financial statements.

In November 2007, GASB issued Statement No. 49, "Accounting and Financial Reporting for
Pollution Remediation”. The Authority is required to adopt GASB Statement No. 49 for its
calendar year 2008 financial statements.

In May 2007, GASB issued Statement No. 50, "Pension Disclosures” The Authority is
required to adopt GASB Statement No. 50 for its calendar year 2008 financial statements.

in July 2007, GASB issued Statement No. 51, “Accounting and Financial Reporting by
Employers for Intangible Assels”. The Authority is required to adopt GASB Statement No. 51
for its calendar year 2010 financial statements.

in November 2007, GASB issued Statement No. 52, "Land and Other Real Estafe Held as
Investments in Endowments”. The Authority is required to adopt GASB Statement No. 52 for
its calendar year 2009 financial statements.

The Authority has not yet completed the various analysis required to estimate the financial
statement impact of these new pronouncements.
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REDEVELOPMENT AUTHORITY OF THE CITY OF HARRISBURG
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2007

DEPOSIT AND INVESTMENT RISK

Custodial Credit Risk — For the Authority's deposits, custodial credit risk is the risk that the event of
the failure of the counterparty, the Authority wili be able to recover the value of its deposits that are in
the possession of an outside party.

As of December 31, 2007, the Authority’s cash and restricted cash balances were $1,814,335 and its
bank balances were $1,936,043. Of those bank balances, $1,736,050 was coliateralized with
securities held by pledging financial institutions, or by their trust departments or agents, but not in the
Authority's name.

RESTRICTED CASH

Cash whose use is limited to a specific purpose has been classified as restricted in the balance sheet.
Restricted cash is composed of the following:

Governmental Funds
Transportation Center Funds
Restricted for Transportation Center Improvements or Rapaymentof Note _§ 323,111

Total Restricted Cash $ 323,111
DEFERRED COMPENSATION PLAN

The employees of the Authority participate in a deferred compensation plan under Internal Revenue
Code Section 457. Each employee can contribute up to 25% or $7,500, whichever is iess, of annual
compensation into the plan. The Authority's Board of Directors amended the plan to comply with
provisions of the Small Business Jobs Protection Act, placing the assets of the plan in trust for the
exclusive benefit of the participants. The Authority has implemented the provisions of GASB
Statement No. 32 for reporting of the Deferred Compensation Plan. The assets of the plan are held
by International City Manager's Association and the Copeland Company, the administrators of the
plan. Contributions are made by employee payroli deductions.

INTERFUND RECEIVABLES/PAYABLES AND TRANSFERS

The authority records interfund activity for amounts that one fund loans to another fund or for the
value of expenditures that one fund pays on behalf of another fund. A summary of the Authority's
interfund receivables and payabies at December 31, 2007, is as follows:

Due From Due fo
Other Other
Funds Funds

General Fund
Transportation Center Operation $261,725

Contract Services & Maintenance 21,356

Special Revenue — Transportation Center Fund
General Fund - 261,725

Special Revenue — Contract Services & Maintenance
General Fund 21,356 -

Total Special Revenue Funds 21,356 261,725

Total All Funds $283,081  $283,081
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REDEVELOPMENT AUTHORITY OF THE CITY OF HARRISBURG
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2007

NOTE &: CAPITAL ASSETS

The Authority is in the process of rehabilitating the Harrisburg Transportation Center and began

construction in 2006. The changes in the Authority’s Capital Assets for the year ended December 31,
2007 are as follows:

Balance
Balance December 31,
January 1, 2007 Additions 2007
Construction-In-Progress $2.864 469 $989,296 $3,853,765
Totat Assets, Not Being
Depreciated $2,864,469 $989,296 $3,853,765
NOTE 7: LONG-TERM DEBT
A summary of changes in long-term debt follows:
Governmental
Activities
Outstanding at January 1, 2007 $37,337 548
Accretion on Capital Appreciation Bonds 2,128 429
Outstanding at December 31, 2007 $39,465,977

Long-term obligations outstanding at December 31, 2007, consisted of the following:

Governmental
Activities
Notes Payable $ 500,000
Due to Other Government 170,832
1998 Series A Guaranteed Revenue Bonds 12,510,980
1998 Series B Guaranteed Revenue Bonds 26,284,155

$39,465,977
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REDEVELOPMENT AUTHORITY OF THE CITY OF HARRISBURG
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2007
LONG-TERM DEBT (CONTINUED)

The following is an analysis of debt service requirements to maturity on the long-term debt:

Total Debt
Years Ending Principal Interest Service

December 31 Requirements Reguirements Requirements

2008 $ 530,000 $ 18,806 $ 548,806
2009 30,000 - 30,000
2010 30,000 - 30,000
2011 30,000 - 30,000
2012 30,000 - 30,000
2013-2017 11,080,832 - 11,080,832
2018-2022 37,300,000 - 37,300,000
2023-2027 26,630,000 - 26,630,000
2028-2032 11,250,000 - 11,250,000
2033 7,350,000 - 7,350,000
94,260,832 $ 39,112 $94,281,138

Linamortized Discount on Capital
Appreciated Bonds

54,794 855
$39,465,977

On December 19, 1998, the Authority issued Federally Taxable Guaranteed Revenue Bonds, Series A
of 1998 in the principal amount of $6,920,525 and Series B of 1998 in the principal amount of
$16,716,758. The related proceeds of both issues are being used to finance the acquisition of the City
of Harrisburg's right, title and interest in and to certain portions of the Strawberry Square Site located
in the City of Harrisburg; to fund a debt service reserve fund for the 1988 bonds; and to pay costs of
issuance. The Authority is not entitled to any ownership of the buildings until 2016. Therefore, the
Authority has not recorded an asset on its financial statement refated to this transaction. The City of
Harrisburg guaranteed the repayment of these bond issuances.

During 2000, the Authority entered into an agreement with the Commonwealth of Pennsylvania
Department of Transportation for an Infrastructure Bank Loan in 2 maximum amount of $1,400,000 to
rehabilitate the Harrisburg Transportation Center. Prior fo 2007, the Authority had drawn down
$500,000 of the loan.



REDEVELOPMENT AUTHORITY OF THE CITY OF HARRISBURG
NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2007

NOTE 7: LONG-TERM DEBT {(CONTINUED)

Pertinent information regarding long term debt outstanding is presented below:

Amount of
Date of Original
Issue Issue
1905 $ 208,333
1998 $ 6,920,625
1998 $16,716,758
2000 $ 1,400,000

Long-term payable due to other
government for the repayment of
advances under grant programs.
The Authority has requested that the
other government waive further
repayment of this obligation.

Series A Bonds issued to purchase
certain ground lease rights on
buildings in the City of Harrisburg.
Bonds are guaranteed by the City of
Harrisburg.

Series B Bonds issued to purchase
certain grounds lease rights on
buildings in the City of Harrisburg.
Bonds are guaranteed by the City of
Harrisburg.

Note payable for bridge financing of
the Transportation Center
improvements until grant money is
received. The note payable bears
interest at 3.75% and is payable in
annual instaliments through and on
December 31, 2009.

Balance
Outstanding at
December 31,

2007

$ 170,832

11,700,025

24,966,691

500,000

$ 39,465 577
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Amount Due

Within One Year

$ 30,000

500,000
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REDEVELOPMENT AUTHORITY OF THE CITY OF HARRISBURG
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2007

CONDUIT DEBT ISSUES

On March 15, 1991, the Authority issued Capital Improvement Revenue Bonds, Taxable Series A in
the amount of $25 million. The related proceeds were issued on behalf of the City of Harrisburg to
fund numerous capital acquisitions and facilities construction. The loan agreement between the
Authority and the City of Harrisburg stipulates that the City of Harrisburg is responsible for principal
and interest payments on the bonds. The Authority is not obligated for repayment as a result of the
loan agreement.

On January 1, 1993, the Authority issued Taxable Guaranteed Revenue Bonds Series A in the
amount of $14,325,000 and Series B in the amount of $1,937,000. The related proceeds were issued
on behalf of the Harristown Development Corporation to construct a hotet in the City of Harrisburg (the
"Hilton Hotel”). The loan agreement between the Authority and the Harristown Development
Corporation stipulates that the Harristown Development Corporation is responsible for principal and
interest payments on the bonds. The Authority is not obligated for repayment as a result of the loan
agreement. The bonds were defeased by the 2001 Series A and B.

On February 3, 1994, the Authority issued Taxable Guaranteed Revenue Bonds Series A in the
amount of $10 million. The related proceeds were issued on behalf of the Capital City Economic
Development Corporation to construct a hotel in the City of Harrisburg. The loan agreement between
the Authority and the Capital City Economic Development Corporation stipulates that the Capital City
Economic Development Corporation is responsible for principal and interest payments on the bonds.
The Authority is not obligated for repayment as a resuit of the loan agreement.

On May 3, 1994, the Authority issued Federally Taxable Tax increment Financing Bonds Series A in
the amount of $7.4 million and Series B in the amount of $3.1 million. The related proceeds were
isstied on behalf of the Pennsylvania National Mutual Casualty Insurance Company to construct an
office complex in the City of Harrisburg. The loan agreement between the Authority and the
Pennsylvania National Mutual Casualty Insurance Company stipulates that the Pennsylvania National
Mutual Casualty Insurance Company is responsible for principal and interest payments on the bonds.
The Authority is not obligated for repayment as a result of the loan agreement.

On July 16, 1996, the Authority issued a nonrecourse Revenue Note to Allfirst Bank in an amount not
to exceed $5,000,000. The related proceeds are to be loaned to the Homeland Center, a
Pennsyivania nonprofit corporation for the acquisition, construction and equipping of certain capital
additions, improvements and renovations to the corporation's long-term care facility for the elderly
located in the City of Harrisburg. The loan agreement between the Authority and the Homeland
Center has been assigned to Allfirst Bank as repayment of the Revenue Note. The Authority is not
obligated under the note agreement as a result of this assignment.

On October 17, 2000, the Authority issued a Note on behalf of the City of Harrisburg to the Federal
National Mortgage Association (“Fannie Mae”) in the amount of $592,000 for participation in the
Fannie Mae Downpayment Assistance Program. The program is initially reserved for the Capitol
Heights development but the City’s goal is to expand it City-wide. The program provides financing for
low to moderate income individuals in order to purchase properties in the redevelopment area. The
Authority is not obligated for repayment as a result of the note agreement.

On December 27, 2001, the Authority issued Federally Taxable Guaranteed Revenue Bonds, Series
of 2001, in the principal amount of $20,170,000. The related proceeds were issued on behalf of the
Harristown Development Corparation. The proceeds will be used fo refund the Federally Taxable
Guaranteed Revenue Bonds Series A and B of 1993. The loan agreement between the Authority and
the Harristown Development Corporation stipulates that the Harristown Development Corporation is
responsible for principal and interest payments on the bonds. The Authority is not obligated for
repayment as a result of the loan agreement.
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REDEVELOPMENT AUTHORITY OF THE CITY OF HARRISBURG
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2007

CONDUIT DEBT ISSUES (CONTINUED)

On April 5, 2004 the Authority issued conduit debt in the form of Taxable Guaranteed Revenue Bond,
Series of 2004, in the principal amount of $2,115,000. The related proceeds were issued on behalf of
the Marristown Development Corporation. The proceeds will be used to fund certain capital
improvements and working capital at the hotei (the "Hilton Hote!") owned by the Corporation. The loan
agreement between the Authority and Harristown Development Corporation stipulates that the
Marristown Development Corporation is responsible for principal and interest payment on the bonds.
The Authority is not obligated for repayment of the bonds as a result of the loan agreement.

in February 2005, the Authority entered into an agreement to purchase the real estate tax liens from
the City of Harrisburg School District and the City of Harrisburg for approximately $4.6 million. The
Authority entered into a line of credit agreement with Commerce Bank, N.A. to fund the purchase of
the tax liens. Under the terms of the agreement the Authority is not obligated for the repayment of the
line of credit as result of the security agreement with Commerce Bank, N.A.

In 2005, the Authority issued conduit debt in the form of Federally Taxable Guaranteed Variable Rate
Revenue Bonds (Series A-1 of 2004) and Federally Taxable Guaranteed Revenue Bonds (Series A-2
of 2004). Each series was in the amount of $9 million for an aggregate issuance of $18 million. The
related proceeds were issued on behalf of Harrisburg City Baseball Ciub, Inc. ("HCBC"). A loan
agreement was entered between the Authority and HCBC. The proceeds will be utilized by HCBC for
the renovation and upgrade of Commerce Bank Park. HCBC pledged existing and projected
revenues from the stadium to pay the loan. In addition, the City of Harrisburg has guaranteed
repayment of the Bonds through a Guaranty agreement.  Authority is not obligated for repayment of
the bonds as a result of the loan agreement with HCBC and the City’s guarantee.

In 2006, the Authority authorized the financing of the $30 million Hall of Fame project. This is a 25
year bond with the debt service to be paid from the revenues of the project. The City of Harrisburg is
guarantor on the bonds. The Authority is not obligated for repayment of these bonds.

in December 2006, the Authority authorized the execution of a Federally Taxable Guaranteed
Revenue Note in an amount not to exceed $7.2 million. The Note was to finance the leasing of the
McCormick Public Service Center from the City and then subleasing of the building back to the City.
The funds from the issuance of the Note were turned over to the City. The City's lease payments will
pay the debt service on the note. The Authority is not obligated for repayment of this note.

In February 2006, the Authority entered in to an agreement to purchase the real estate tax liens from
the City of Harrisburg School District for approximately $4.7 million. The Authority entered into a line of
credit agreement with Commerce Bank, N.A. to fund the purchase of the tax liens. Under the terms of
the agreement, the Authority is not obligated for the repayment of the line of credit as a result of the
security agreement.

In February 2007, the Authority authorized the purchase of the 2007 real estate tax liens from the City
of Harrisburg School District in an amount not to exceed $6.7 million. The Authority entered into a line
of credit agreement to fund the purchase of the tax liens. Under the terms of the agreement the
Authority is not obligated for the repayment of the line of credit as result of the security agreement with
the bank.

in May 2007, the Authority authorized the execution of a Federally Taxable Guaranteed Revenue Note
in an amount not to exceed $9 million. The Note was to finance the leasing of the Steele Elementary
School from the Harrisburg School District and then subleasing of the building back to the School
District. The funds from the issuance of the Note were turned over to the School District. The Schoof
District's lease payments will pay the debt service on the note. The Authority is not obligated for
repayment of this note.
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REDEVELOPMENT AUTHORITY OF THE CITY OF HARRISBURG
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2007

LITIGATION

From time to time, the Authority is involved in various lawsuits arising in the ordinary course of its
activities. The Authority's Solicitor and the Authority's management believe that the resolution of these
actions is not expected to have a material adverse effect on the financial statements of the Authority.

The Harrisburg Redevelopment Authority filed suit against a tenant of the Transportation Center for
non-payment of rent. The tenant fiied a counterclaim for damages due to the Authority taking
possession of a portion of the Transportation Center from the lessee. The outcome of this claim and
counterciaim can not presently be determined therefore no liability, if any, as a result of the ocutcome
of this claim has been reflected in the financial statements.

PENSION PLAN

The Authority participates in a defined contribution pension plan for its employees. The Authority
contributes 4.5% of each covered employees gross compensation to the Plan. The Plan is
administrated by and its assets are held in trust by ICMA Retirement Corporation. The annual
covered payroll for covered employees is $225222. Each permanent (ful-time or part-time)
employee is eligible to participate. Participants in the Plan vest according to the following schedule:

Completed Years of Services % Vested
1 20
2 40
3 60
4 80
5 100

The Authority contributed $10,135 to the Plan or 4.5% of current covered payroll for the year ended
December 31, 2007.

LEASE REVENUE

Transportation Center Fund

The Authority, through the Transportation Center Fund, leases space to a commercial rail company
and other tenants with lease ending dates varying through 2013. These leases are noncancellable
operating leases.

Minimum rentals on noncancellable leases through 2013 are as foliows:

2008 2009 2010 2011 2012 2013 Total

Amount

NOTE 12:

$715.418 $650,491 $565,698 $511,080 $487,199  $414,025  §$ 3,343,920

LEASE COMMITMENTS

Operating Lease

The Authority leases space from a commercial rail company through 2013. The minimum lease
payments for the term of the lease are as follows:
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NOTE 12: LEASE COMMITMENTS {Continued)
Year
Ended
December 31 2008 2009 2010 2011 2012 013 Total

NOTE 13:

NOCTE 14:

Amount $134,838 $134.838 $134,836 $134.838 $134.838 §$134830  $809.028

The lease is adjusted annually on January 1 for the National Consumer Price Index. The above
amounts do not reflect the annual CPI increase. Management does not anticipate a significant
increase in the above amounts.

In addition, the Authority has an informal lease with the City of Harrisburg for office space in the City
Government Center. The Authority is currently not being charged a lease fee by the City.

Total rental expenditures for the year ended December 31, 2007, approximated $134,838.
FUND BALANCE/NET ASSET DEFICITS

The following is a schedule of unreserved unrestricted deficits by fund at December 31, 2007:

Fund Deficit Amount
Governmental Activities $38,121,860
Transportation Center 215,659

The Governmental Activities deficit is related to the 1998 Series A and B bond issuances. Since ho
asset is recorded related to these debt issuances, the totai debt outstanding reduces Unrestricted Net
Assets. The outstanding debt on these issuances is $38,795,145. These debt issuances reduced the
Governmental Activities net assets from a positive $673,285 to the deficit balance of $38,121,860.
The City of Harrisburg guarantees the payment of those bond issuances. In addition, the Authority will
gain title to certain buildings in the year 2016 in relation to the issuance of these bonds.

Funds sufficient to provide for the Transportation Center deficits are to be made from future activities
according to management. In addition, a reservation of fund balance has been made in the General
Fund in the amount noted above.

The reservation in the amount of $323,111 in the Transportation Center Fund is assets held from a
debt issuance to be used for construction expenses or repay the debt.

CONTINGENCIES

Economic Dependence

The Authority receives grants from the Pennsylvania Department of Transportation. These revenues
are material to the financial statements and would impact the Authority significantly if the funding was
reduced or terminated. Should grant funding not be available, the Authority could be funded by the
City of Harrisburg via bond issues, or the Authority could cease to provide services supported by the
grant funding.
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CONTINGENCIES (Continued)
Grants

The Authority obtains grant revenue from federal and state sources. Should the funding source
determine that the Authority has expended grant funds for purchases unallowed under the grant
contract, the Authority may have to payback the funds. However, ultimate disallowance of any costs
claimed is ultimately the responsibility of the granting agency. Accordingly, no adjustment has been
made to the financial statements for any questioned costs pending final resolution by the granting
agency.

RELATED PARTY

The Authority has various contracts with the City of Harrisburg, a related party, for property
management and acquisition services. These activities are refiected in the Contract Services fund of
the Authority.

SUBSEQUENT EVENTS
In February 2008, the Authority authorized the purchase of the 2008 real estate tax liens from the City

of Harrisburg School District in an amount not to exceed $6.7 million. Also, the City of Harrisburg
repurchased the remaining outstanding 2005 tax liens of the City back from the Authority.



