Iﬁ D HOUSING DEVELOPMENT CENTER
Building and Sustaining Affordable Housing

October 28-29, 2008 Training
Affordable Housing Financial Management: Intersection between Accounting,
Development and Asset Management
HDC and Kay Sohl Consulting

DAY 1: TOOLS TO UNDERSTAND CURRENT CONDITIONS

1. Introductions and Expectations 9:00 -9:20 AM
e Role in organization; what you hope to get out of session

2. Asset Management Perspective 9:20-10:00 AM
e What is asset management?
e Interests of the partners CLASS DISCUSSION
e Financial goals for owner

MORNING BREAK 10:00 - 10:15 AM

3. Key Definitions for Financial and Asset Management 10:15-11:00 AM

e EXERCISE 1: Crossword Puzzle
e Where is the financial information coming from?
e Getting the information in a timely manner

4. Financial Management Perspective 11:00 - 12:30 PM
Accounting goals: internal management

How the financial performance of properties impacts the financial health of the sponsor
External reporting: role of accountant

Audits

Impact of ownership structure of properties on financial records

How accountants can get complete property by property information

LUNCH 12:30 - 1:15PM

5. Methods of Accounting 12:30-2:00 PM
Why GAAP matters to the nonprofit

Accrual accounting — the basics

Significant areas in GAAP

Translating to Proforma (e.g. not GAAP)

AFTERNOON BREAK 2:00-2:15PM
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Translating Information From Financial Statement To Proforma 2:15-3:15PM

EXERCISE 2: Proforma

Discussion: Improving Asset and Financial Manager Communication  3:15-4:00 PM

Vocabulary challenges — are we using the same words to describe different info, different
words to describe the same info

EXERCISE 3: Roles

Information flow — how can we provide the info everyone needs on a consistent, timely
basis

Getting what we all want and need from property managers

Stress points in asset management

Stress points in financial management

Board: strategic, fiduciary, generative thinking

Wrap Up 4:00-4:15PM
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DAY 2: PLANNING IMPLICATIONS AND STRATEGIES

1. Changes In The Financial Markets / Impact On Affordable Housing 9:00-9:30 AM
e The 1990’s: Emerging new loan products/ deregulation/ who is regulated, who isn’t?

e Foreclosure rates across the country

e Impact on rental market

e Impact on banks
2. Asset Management Indicators of Financial Performance 9:30-10:30 AM

e Revenue

e Expenses

e Debt payments

e Net cash flow

e Long term viability: operating expense to revenue ratio; accelerators, milestones
MORNING BREAK 10:30 - 10:45 AM
3. EXERCISE 4: Calculating Indices 10:45-12:00 PM
LUNCH 12:00 - 12:45 PM
4. Ways of Evaluating Portfolio 12:45-1:00 PM

Sources and Uses to Balance Sheet

Project trends

Levels: project, portfolio, organization

e Asset management financial performance loop

5. Organizational Financial Strategies 1:00-1:45PM
e Four legged stool
e Revenue streams in organizational budgets
e Shared costs/ indirect costs allocated to properties
DISCUSSION: Do you know your fully loaded costs in your organization (development,
property management, asset management)

6. Project Financial Strategies 1:45-2:30 PM
e EXERCISE 5: Impact of Restructure Strategies

AFTERNOON BREAK 2:30-2:45PM

7. Strategies To Strengthen Organizations To Withstand The Recession ~ 2:45-3:15 PM
e Lines of business
e Resident services
e Development opportunities/ market

8. Steps For Organizations To Strengthen Fiscal System

847 NE 19th Ave, Ste 150 Portland, Oregon 97232 Tel 503.335.3668 Fax 503.335.0475 www.hdc1.org



Financial Management: An
Intersection between Asset
Management and Accounting

Housing Development Center &
Kay Sohl Consulting
Oct. 29-30, 2008

Introduction to Asset Management:
Life of Housing Project

8_12 Longer Than Our

1-3years months | Remaining Lifetimes
(40-60 years)

On New Projects: Q Prepare for 0 Mission
Q Outline population, lease-up Q Financial viability
rents, unit mix Q Lease-up start| Q Physical condition
0 Set operating budgets 0 Long term portfolio planning
Q Select property man. 0 Compliance & reporting
Q Design input Q Safety

What is Asset Management in the
Affordable Housing Context?

The active and strategic pursuit of an owner’s long
term social, physical and financial goals from
predevelopment through the administration and
disposition of a property and portfolio.*

A systematic plan for, and ongoing oversight of, the
management of one or more housing project(s) in
furtherance of the project’s goals and the
organization’s mission.

*From the Consortium of Asset and Housing Management (CHAM)




Components of Asset Management

Achieving housing mission
Sustaining financial viability
Maintaining physical condition

Managing major transitions and milestones, e.g
Year 15

Complying and reporting to regulatory entities
Securing resident and neighborhood safety
Performing commercial property

What is the Difference between Property
and Asset Management?

Asset Management:

Property Management:

= Hiring, firing and

evaluating property
manager

= Development of

strategic plan and

‘Areas of Overlap

= Rent collection

= Record keeping
* Financial reporting
= Maintenance

= Tenant relations
= Annual budgeting
= Capital planning

. property goals
= Management of . DWt}rkoulsth = Hold/sell/refinance
day-to-day operations ela!ng i d decisions
regulations an = Cash management and
obligations reserves
* Pu?"é:iili:‘m"s * Communicating with
investors
management

= Hiring accountants,
lawyers, contractors
= Long-term portfolio

planning

= Security

From LISC °

Interests of the Parties in Affordable
Housing

* Private Lender: [ a * Equity Investor:

* Residents:

* Public Lender: . .,

e Owners:




* Private Lender:

Defining Success

* Equity Investor:
v'Return on investment
v'Realize federal tax credit

&

v'Debt Repayment —
v'Community Benefit
v Profit * Residents:
v'Accessibility
v Affordability R
« Public Lender: ¥ Quality |

v'Meet compliance
v'Repayment

v'Maximize public benefit
v'"Minimize public cost
v Protect asset/ investment

* Owners:
v Further mission

v'Healthy projects and portfolio
v'Net cash flow to support

organization

NON-PROFIT ASSET MANAGEMENT

DOUBLE BOTTOM LINE

Mission:

« Affordability
Access to housing
Resident success

(increasing their
personal assets)

Financial Health:

« Project
term neel
« Portfolio (balance higher
mission projects)

« Owner organization

éc;s)erations & long

A

Project and Portfolio Structure:
Balancing Mission with Financial

Viability
3 e i
<
< - * 2
- . ] ]
§ s L0 @
< =
Zz -
i -

<€—— ALIGNS WITH MISSION —>

Conceptual framework from CHAM




Baseline Financial Viability

Cover operating expenses
Keep project out of default

Make required debt payments to
lenders, primary and subordinate

Make required reserve
contributions
Meet minimum debt

coverage ratio
requirements of lender

Additional Project Financial Goals

Deposit additional funds in replacement
reserves for long term capital needs

Fund asset management costs
Cover resident services costs
Fund or maintain operating reserves

Support for your organization
subsidize other projects
subsidize other lines of business
fund a portion of general operating costs

Repositioning Your Property
or Portfolio

® Good management trumps
bad markets

® Excessive debt trumps good
management

® Inadequate rehabilitation
trumps debt

® Expense controls are rarely
the driver of long term
problems

Courtesy of Len Tatem, Consultant, NeighborWorks Workout Clinic, 2008




GAAP to Proforma

1. REVENUES: ADDRESSING RECEIVABLES
2. DETERMINE TOTAL OPERATING EXPENSES*
(ADJUSTMENTS TO GAAP):
- Take out depreciation
Take out interest expenses

Add in contributions to replacement reserves (funders treat
this differently)

= Total Operating Expenses (Proforma)
3. DEBT PAYMENT = PRINCIPAL + INTEREST

4. Net Cashflow

* Capital improvements: depending on PM, may not show on income
statement, or may be called major capital expenditures,
adjustment at end of year. Do not include as above the line
expense in determining industry ratios.

Total
Project
Budgets —
Owner
using 314
party PMZ

Paid by PM

Paid/ received

by owner
Note: If PM includes
Capital expenditures
in operating
expenses, move for
calculations

REVENUES
Gross Potential Rents
- Vacancy loss
- Loss to lease
- Concessions
- I+ Change in receivable balance
Net Rental Income
+ Other Revenues (Laundry....)
+ Grants

Effective Gross Income (Net Revenues)
EXPENSES

Onsite Management

Property Management Fee

Utilities

Maintenance & Repairs

Insurance

Audit

Direct staff costs at owner (most would call asset management fees)

Indirect costs at owner (handled differently — some include in asset management fee)
Resident Services Costs For Project

- TOTAL OPERATING EXPENSES

= NET OPERATING INCOME
- Debt Service
= NET CASHFLOW

- Capital expenditures from rental revenues
- Waterfalls

Exercise 1: Definitions




Review Tools for Monitoring Financials

MONTHLY ,‘/ﬁ}
Financial Statements A 3
Occupancy Reports \\ T\ e

ANNUALLY e 4

Year End Financials

Annual Audit and Tax
Return

Elements of a Financial Statement

Financial Statements may include:
Income and Expense Report
Balance Sheet
Rent Roll
Aged Receivables
Aged Payables
Others

Process:

Prepared by PM, reviewed monthly by AM,
submitted to lenders/ investors monthly by PM,
trends or major variances reported to board

The Income and Expense Report*

PURPOSE:
Monitor operations of property,
including comparison to annual
operating budget
KEY ELEMENTS:
Revenues
Expenses
Net Cash Flow
Prepared on cash or accrual basis

*Alias Financial Statements, Profit and Loss, Statement of Activities




The Capital vs. the Operating Budget

Capital Operating

Siding

¢ A

Windows & Doors Appliances, Smoke detectors
Roofing & Gutters Light fixtures
Cabinets Exterior Paint \  Turnover cleaning
Countertops \ Blinds
Water heaters Carpet Cadet heaters
Tubs replacement Drywall repair
Elevator | Landscapini

Sheet flooring Elevator / 28]

: y Finish carpentry
mantenance fow voltage electrical
Lighting Bath accessories
Fire extinguishers

Gas furnace
Water, sewer lines
Bike racks

Play equipment
idewalks and paving

Items in the middle are either buried in maintenance expenses or
B come out of net cash flow.

Balance Sheet

PURPOSE:

Describes the relative financial
position of the project at a given rha
point in time v [ )

PROCESS:

Prepared monthly by PM, but
Owner’s CFO reconciles generally
quarterly

. KEY ELEMENTS:
- Assets, liabilities, and owner’s equity

(Profits or losses from the income and expense report cause
changes in the owner'’s equity on the balance sheet)

HDC

Other Monthly Reports in Financial
Statement

Rent Roll:
Details vacancies (which units are vacant for how long)

Use in conjunction with the Income and Expense Report
& Aged Receivables Report to evaluate occupancy & rent
collection

Aged Receivables Report:

Shows past due receivables including rents by 30/ 60/ 90
days

Aged Payables Report:
Shows invoices received but not paid
Others you use regularly?

~HDC




Waterfalls: How Positive Cash Flow of the
LIHTC Property is to be Distributed

The Limited Partnership
Agreement describes how the
profits and losses and housing
tax credits are shared (based
on partners' percentage
ownership interests)

The General Partner
(managing partner) receives a
larger share of any positive
cash flow, in the form of fees
for services

Example of a Waterfall Provision:
Replacement Reserve

Operating Reserve

Deferred Development Fee
Investor Services Fee

Resident Services Fee (after
2003) 50% to GP and 50% to
HOME Loan accrued interest and
principal balance

HOME Loan equal amount to
unpaid accrued interest and
principal balance

HOME unpaid accrued interest
HOME principal balance
Partnership Administrative Fee
Incentive Management Fee

.01% to GP and 99.99% to LP

EXERCISE 2:

1: Translate financial statements to proforma model:

2. Discuss the following questions:

A. What view does this provide that is not provided in GAAP?

B. What view do the accountants feel is missing in the Proforma

model?

C. What do these views give you that are not available in audit?

D. What does the audit provide that is not available in either of

these views?

3. Assign reporter

Exercise 3:
Roles in Financial Management

Asset
Management:

Accounting:




Fiscal Roles

Prepare monthly financials

Identify and take action to improve performance

Manage expenses

Project impact of properties on portfolio

Reports to lenders

Reports to investors

Annual budgeting

Monitor and maintain compliance

Fiscal compliance with funding source requirements
Establish and maintain internal financial controls (fraud prevention)
Long term planning (Year 15, refinances)

Prepare board reports and support board decision making
Monitor and project capital needs & reserve balances
Organizational budget & financials

Project audits & tax returns

Organizational audits/ 990s

Establish and implement cost allocation plan

Owner and Property Manager Communication &

Management Relationships
DIRECTORS

btk NON-PROFIT
PROPERTY H
MANAGEMENT EXECUTIVE

FIRM, PRESIDENT DIRECTOR

¥

- N
> HOUSING CHIEF
COMPLIANCE ACCOUNTANT PROPERTY ‘ LEAD/ASSET | | | FINANCIAL
OFFICER ‘ OFFICER

RESIDENT

SERVICES
COORDINATOR

Direct contract management relationship (external)
Information sharing, problem solving
—_— Supervisory relationship (internal)

] Property Manager Non-Profit

Compliance Chart Template, cont.

TENANT SERVICE REQUIREMENTS

LIHTC | Partner- |  City of

M;‘gﬁ'ge PDC | PDC S;*ucs‘sr‘; Alloca | ship | Portland, LGO’;
o | coBG | HIF | 1 iine - | Agree- | sewer

tion ment Loan

Requirement
Monitoring

INSURANCE REQUIREMENTS

Property Insurance
Liability Insurance
Other Insurance Coverage

Other Standards &
Requirements

REPORTING REQUIREMENTS

Financial Reporting &
Standards

Reserve Requirements
Physical Inspections

Tenant Files/
Surveys/ Record Keeping

40T




Compliance Chart Temblate. cont.

TENANT SERVICE REQUIREMENTS

LIHTC [ Partner- | City of

First PDC OHCS - GP
Mortgage | CDB iﬁg Housing | Alloca :hr'ep& P;g;‘;‘j' Loa
Lender [3 Trust Fund 9
tion | ment Loan
Requirement
Monitoring

INSURANCE REQUIREMENTS

Property Insurance

Liability Insurance

Other Insurance Coverage

Other Standards &
Requirements

REPORTING REQUIREMENTS

Financial Reporting &
Standards

Reserve Requirements

Physical

Tenant Files/
Surveys/ Record Keeping

Other

DAY 2:

Welcome

TIMELINE..... Financial Market: How we got here
< 1930’s Mortgages required 50% down and 5-year terms.
System collapsed in the Great Depression

1933 Glass-Steagall Act established FDIC and banking reforms, e.g. separating investment and
commercial bank functions

1934 FHA created to insure mortgage lenders from default
Resulted in lower down payments and 30-year fixed terms

1938 Fannie Mae (GSE) created — to buy FHA insured loans and resell as securities, i.e.

creation of a secondary mortgage market
Homeownership jumped from 44% in 1940 to 65% in 1970
1970's  Interest rates rose drastically — as high as 21%
Introduction of Adjustable Rate Mortgages (ARMS)
1980 Federal law (DIDMCA) prohibited states from limiting the interest rate that could be
charged on first mortgages
1980's  S&L crisis —first collapse of American financial institutions since Great Depression (cost
federal government $160 - 200 billion)
1986 Tax Reform Act eliminates non-mortgage interest as a deduction
1990's  Subprime and alt-A (alternative documentation) mortgages
Wall Street securitizes these loans
1999 Barriers among banking, securities and insurance relaxed
Gramm-Leach-Bliley Act repealed GlI: teagall provisions that prohibited banks from
owning other financial institutions
2000's  Subprime and alt-A mortgages grow
2000-06 Subprime mortgages triple from $216 to $600 billion and alt-A mortgages grow from $68 to
$400 billion
Homeownership jumped from 64% in 1995 to 69% in 2005
2005 Housing prices stabilize/decrease in many markets and interest rates begin to rise

By 2007 14% of subprime and 9% of alt-A mortgages were delinquent




HEP Target Areas.
HUD Foreciosure Abandonment Risk Score of 8§ and greater
Future Foreclosure Rate of 3,00% and greater

1.

Sample Criteria from Enterprise for Selecting Projects for
Investment

Financial Capacity

a. Liquidity

b. Ability to meet short and long-term liabilities, including contingent
liabilities

c. Diversification and/or reliability of operating sources; operating history

d. Cash flow outlook

Organizational Capacity

a. Stable and capable senior leadership

b. Adequate staff to carry out the organization’s activities
c. Adequate governance (board)

d. Enterprise Asset Management Feedback

Portfolio Performance

a. Cash flow

b. Watch lists/ risk ratings

c. Development performance: delivery of LIHTC benefits

Market Environment of Organization
a. Local subsidy/ policy environment

b. Condition of local real estate market Enterprise
September 18, 2008

Repositioning Your Property
or Portfolio

® Good management trumps
bad markets

® Excessive debt trumps good
management

® Inadequate rehabilitation
trumps debt

® Expense controls are rarely
the driver of long term
problems

Courtesy of Len Tatem, Consultant, NeighborWorks Workout Clinic, 2008
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\/FINANCIAL INDICATORS

Net * Net Cashflow per Year (organizational goals)
5 |cashflow = Net Cashflow PUPY
3 = Net Cashflow as % Gross Revenues
o = Net Cashflow as % Total Operating Expenses
Revenue Side = Gross Potential Rents Compared to Maximum
Achievable

= Occupancy Rate

§ = Collection Rate
=} " . .
@© |Expense Side = Operating Expenses per Unit per Year
9_ = Expense Categories per Unit (e.g. Maintenance)
1= = Expense Categories as Percent of Total Expenses
e Debt = Debt Coverage Ratio (over time)

Structure = Debt Payment Per Unit Per Year

Revenue Side Issues:

Maximum
N VL H Achievable ‘
Achiovabl <of =
Maximum Achievable ‘

Constraints: Lesser of Market &

Viyd A = M:

Internal Constraints: Setting Rents = OR
Balance of Mission & Financial Goals q
Gross Potential
Rents
Vacancy Loss: Not just one issue - Vac ancy

“Solving Vacancy Problems”
Net Rental
Income

Collection Loss: If you are going to .
provide a rent subsidy, who do you want - Bad Debt, Receivables
it to go to?

<

Revenue Side Calculations

Setting Rents
Calculating Maximum Allowable Rents
Determining Market Rents

Calculating Effective Gross Income (Net Revenues)
Loss to Lease
Concessions
Calculating Vacancy (physical occupancy vs economic vacancy)
Calculating Collection Loss

Economic Occupancy: Collected Rents as % of Gross Rents

Setting Rents Resident Housing
Rental Revenue Burden

A

12



Analysis of Expense Cost Categories Between Affordable and Market
Housing

Unit .
Property Management -
Onsite and Fees $1,136
Resident Services

T

Not listed
Legal and Accounting
Insurance

Real Estate Taxes
Marketing =
Security

Combined Mi'ntenance
Utilities

Telepho“
Mise @ @ 0

In off-site mgt

o

11%

bad debt, concessions,
lease payments, fees

cable, pool, rec rm, security & high legal

Misc Costs include:

SAMPLE PROPERTY: ANALYSIS OF EXPENSES
AVERAGES FOR PROJECT GROUPS

v':i.';'ﬁ:ﬁj 2002 Bond 2004 Bond P’ggi’:ﬁ; < P’ggi':f: >
EXPENSE CATEGORY Average
Number of Units 550 12 127 33 500
Total Operating Expenses $ 3727 |$ 3774 |$ 3557 |s 383 |s 3721
BY PERCENTAGE OF TOTAL
EXPENSES
Admins and Fees 22% 26% 21% 32% 22%
Professional Fees 1% 1% 1% 0% 1%
Utiities and Telephone 20% 20% 26% 18% 29%
Maintenance/ Repairs/
Turnover/Landscape 35% 30% 3% 36% 35%
Property Taxes 7% 13% 9% 8% 6%
Reserve Contributions 1% 5% 0% 1% 1%
Insurance 6% 6% 5% 6% 6%

100% 100% 100% 100% 100%

SPECIFIC COST CATEGORIES
Management Fee Per Unit Per Year 280 316 318 389 273
Utiities and Telephone 1,069 751 931 684 1,094
Maintenance/ Repairs/
Turnover/Landscape 1,203 1,145 1,119 1,390 1,287

Net Cashflow Calculations
v Dollar Value &) $400 - 600 PUPY

Net Cashflow = EGI — Total Op. Expenses — Deb
Net Cashflow per Unit = Net Cashflow/ Total # of units (pupy)

v Debt Coverage Ratio =
NOI / Must Pay Debt Payments

v’ Risk Analysis
Net Cashflow as % of EGI = Net Cashflow / EGI

Net Cashflow as % of Operating Expenses = Net Cashflow/
Total Operating Expenses --é 7-15%

Messy stuff that reduces real dollars to organizations: capital
expenditures, investor services fees, waterfall provisions

13



Discussion of Impact of Incomes
on DCR

SAMPLE 2: TWO BEDROOM APARTMENT, ONE UNIT

Median Income Served @ 30% @ 40% @ 50% @ 60%
Annual Net Revenues (7% Vacancy) $4,046 $5,725 $7,405 $9,084
less Operating Expenses (per unit per year)* $4,200 $4,200 $4,200 $4,200
Net Operating Income per unit per year -$155 $1,525 $3,205 $4,884
[Available Debt Service at 1.15 der $0 $1,326 $2,787 $4,247
Net Cash Flow Per Unit Per Year at 1.15 DCR : -$155 | $199 | $418 | $637
|Operating Expense to Net Revenues Ratio 104% 3% 57% 46%
Net Cash Flow as % operating expenses -3.7% 47% 10.0% 15.2%
Net Cash Flow as % net rents -3.8% 3.5% 5.6% 7.0%

EFRFICIENCY RATIO

Total Operating Expenses

Gross Potential Rent

WARNING!

Operating Expenses as a Percentage of Rent and How that Effects DCR
10
18
e
10 Ralo
w1 = 0%
=1 i
Elm %\N\‘\;\,\‘ 555
S i
< ¥ E5%
=08
o0
0
0
12345678900 2BYEHTBYDA2BUE508D
Inflator on income = 294year
Infltor onexpenes = e
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Exercise 4: Indices

Calculate the following:

Vacancy Rate
Collection Loss
Economic Occupancy

Total Operating Expenses PUPY

Net Cashflow (Total)

Net Cashflow per Unit per Year

Net Cashflow as % of EGI

Net Cashflow as % of Total Operating Expenses

Debt Coverage Ratio
Efficiency Ratio

v

‘ce & Uses Statements

in LIHTC Entity

Sources & Uses Statement

USES

SOURCES
Debt (private)
Debt (public)

Debt (spongor loan)
Equity (LP) L 7o
Equity (GP) /

Land acquisition
= Construction }
= Development Costs,
= Holding costs, lease up inte) sl]"

Replacement & Operating
Reserves

Expensed items,
Not on balance sheet

e

ey

[l
il

Balance Sheet

Assets

1«0 Cash (including reserves)
0 Receivables

ro Land

0 Building improvements

o Construction in Progress

Liabilities

“+Long Term Debt (private)
«+Long Term Debt (public)
«»Long Term Debt (sponsor loans
< Short Term

< Payables

Steps to Analyze Portfolio’s Financial
and Physical Health

Project by project financial projections

Trend net cash flow over time using income
and expense accelerators

Rent to market — maximum allowable vs.
maximum achievable

Tenant incomes to rent restrictions

Analyze outstanding debt — sources and uses,
prepayment penalties

Compare physical property conditions to
reserves

15



Financial Review Levels of Analysis

PROJECT
How is each project
performing?

» Net Cashflow per

Unit

Debt Cover Ratio

Vacancy

Economic Vacancy

Expenses per Unit

Variances from

Budget

> Expense to
Revenue Ratios

> Reserve Balances

YV VYV

PORTFOLIO
As a whole, how is your
portfolio performing?

» Portfolio’s net cashflow
» Percent of projects/
units stabilized, under
construction, lease-up
Replacement Reserves
& Capital Expenditures
Operating Reserves
Market Risks
Management Trends/
Risks (rents to
allowable, vacancy,
economic vacancy,
expenses to budget)

v

Y VvV

ORGANIZATION

What is the fiscal strength

v Vv

v v

v

of the organization?

Organization’s operations
breakeven or above
Balance sheet, net worth
Quick response, liquidity
Control of revenue
sources, type of revenues
Reserves

Credit worthiness, debt
ratios, contingent
liabilities

Trends over time

_HDC B

If not
meeting
goals, make
corrective
action

Establish
Performance
Goals:

- Annual Budget

= Reporting format,
= AM Plan

Analysis
and review
of financials

Asset Management Financial
Performance Loop

Goals:
= Property Manager
« Funders/ Investory

Fund
Developmelt

REVENUE STREAMS FOR HOUSING NON-PROFITS
Cashflow From Properties

Developer Fees

Property | Property
Develop- | Manage- | Resident
ment ment Services

Fund

Other | Develop- Shared

Programs | ment | Admins | Costs

REVENUES

Development Fees

Service Fees

Government Contracts

Contributed Income

Other Income

EXPENSES

Allocated Shared & Admins

NET SURPLUS (Deficit)

16



OHCS
Analysis of Income & Expense: 2007

2007 AIES Cash Flaw Per Unit Spread: By Region
Region 1 Reglon? Reglon3 Region4 Reglon $

3252

Mean | $523 sa7 442 is10) | (8307)

Min | (33,207) | ($2.031) | (51,227} | {$1,848) | (3726)

% of Projects with Negative Cash Flow: By Region

60.0%
50.0%
40.0% —
30.0% [="x]
20.0%
10.0%
0.0%

Region1 | Regien2 egion § Region 4 egion 5
" | % 435% | Eeaw

What Is a Concern?
What Would You Do To Fix It? ,‘-llk

INCREASE REVENUES:

Raise Rents
Improve Occupancy
Improve Collections

CONTAIN EXPENSES:
REHAB @ > Admins/ Staffing,
> Insurance -
» Utilities y
REFINANCE > Effective M

Spending

Impact of Increasing Revenues vs

INCOME 2007 Year End ACTUAL
(Gross Potential Income 158,136
[ Total Vacancy and Concessions (12,772)
NET RENTAL INCOME 145,365
[ Total Other Income 4,556
[TOTAL REVENUE 149,921
[EXPENSES:

[Administrative 27,860
Utility 29,993
Turnover and Maintenance 10,208
| Taxes and Insurance 7,466
[Reserve Replacement Deposits 23978

TOTAL EXPENSES 99,505

NET OPERATING INCOME 50,416
Debt Service - Bank of America 52,078
INET INCOME (LOSS) (1.662)|
[Critical Asset Management Indicators’

[Economic Vacancy Rate. 5.1%|
DCR 0.97
Net Cash Flow PUPY (29)]
ITotal Oper. Exp. PUPY 4,523
Expense to Revenue Ratio 66%|
Net Cash Flow as % of Revenues 1%
[Net Cash Flow as % of Expenses -2%|

17



Impact of Increasing Revenues vs
Decreasing Expenses by 5%

INCOME 2007 Year End ACTUAL
(Gross Potential Income 158,136
Total Vacancy and Concessions (12,771)

NET RENTAL INCOME 145,365
Total Other Income 4556
[TOTAL REVENUE 149,921
EXPENSES:

[Administrative 27,860
Utility 29,993
Turnover and Maintenance 10,208
Taxes and Insurance 7,466
Reserve Replacement Deposits 19,003

TOTAL EXPENSES 94,530

NET OPERATING INCOME 55391
Debt Service - Bank of America 52,078
NET INCOME (LOSS] 3313
[Critical Asset Indicators
[Economic Vacancy Rate 8.1%]
DCR 1.06
Net Cash Flow PUPY 50
Total Oper. Exp. PUPY 4,297
[Expense to Revenue Ratio 63%
[Net Cash Flow as % of Revenues 2%
[Net Cash Flow as % of Expenses 4%

Impact of Increasing Gross Potential
Rents by 5% vs Decreasing Expenses

INCOME 2007 Year End ACTUAL
Gross Potential Income 166,043
Total Vacancy and Concessions (13,500)

NET RENTAL INCOME 152,543
Total Other Income 4,556
TOTAL REVENUE 157,099
EXPENSES:

Administrative 27,860

utilty 29,993
Tumover and Maintenance 10,208
Taxes and Insurance 7,466
Reserve Replacement Deposits 23,978

TOTAL EXPENSES 99,505

NET OPERATING INCOME 57,504
Debt Service - Bank of America 52,078
NET INCOME (LOSS) 5,516
Critical Asset Management Indicators
Economic Vacancy Rate 8.1%
DCR 111
Net Cash Flow PUPY. 84

Impact of Decreasing Vacancy by 5% vs
Decreasing Expenses

INCOME 2007 Year End ACTUAL
Gross Potential Income 158,136
Total Vacancy and Concessions (4.900)

NET RENTAL INCOME 153,236
[ Total Other Income 4,556
[TOTAL REVENUE 157,792
EXPENSES:

[Administrative 27,860
Utiity 29,993
Turnover and Maintenance 10,208
Taxes and Insurance 7,466
Reserve Replacement Deposits 23,978

TOTAL EXPENSES 99,505

NET OPERATING INCOME 58,287
Debt Service - Bank of America 52,078
NET INCOME (LOSS) 6,200

i ment Indicators

[Economic vacancy Rate 319
DCR 112
Net Cash Flow PUPY 9
Total Oper. Exp. PUPY. 4523
[Expense to Revenue Ratio 63%
Net Cash Flow as % of Revenues 4%
[Net Cash Flow as % of Expenses 6%




Financial Indicators:

$ Gross potential rents compared «——
to maximum allowable

$ Physical vacancy —
$ Economic vacancy (aged —
receivables, bad debt expense

plus physical vacancy)

$ Expenses compared to budget /
$ Maintenance expenses (high or ~——
very low), capital expenses

compared to budget

$ Replacement reserve balances

$ Net cashflow -

Financial Feedback
Potential Management Issues:
#Insufficient rent increases
# Marketing, turnovers, screening
# Rent collections problems
#Management performance issues (e.g.
on-site presence,development to asset
management communications)

# Deferred maintenance, turnover,
inefficient maintenance, deferred capital
improvements

# Impending needed capital repairs

# No asset management capacity
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When Worlds Collide:
Accounting, Development, &
Asset Management

Neighborhood Partnership Fund
October 28, 2008

Kay Sohl Consulting

Signs of Financial Health in a

Nonprofit Organization?

Kay Sohl Consulting

Goals of Nonprofit Financial
Management

* Achieve the Mission
* Liquidity: Cash when needed
* Solvency: Positive Net Worth

* Compliance

Kay Sohl Consulting




Nonprofit Compliance
Framework

* GAAP
* IRS

* Funding Agreements

Kay Sohl Consulting

Key Financial Goals in

Affordable Housing
Nonprofits???

Kay Sohl Consulting

Affordable Housing Financial
Management Goals

* Manage risks

* Identify and maximize
opportunities

* Enhance sustainability and
resiliency

Kay Sohl Consulting




Affordable Housing Realities

* Multiple Entities

» Multiple Lines of Business

Kay Sohl Consulting

Multiple Lines of Business

* Housing Development

* Property and Asset Management

* Home ownership
* Resident Services

¢ Other human services

Kay Sohl Consulting

Multiple Entities

* Direct Ownership

* Single Asset Entities - HUD 811,
202, LIHPRA

* Low Income Housing Tax Credit
Partnerships or LLC

Kay Sohl Consulting




Financial Impact ??

Housing Development

Rental Housing Operation

Home sales

Resident Services

» Other Services

Kay Sohl Consulting

Directly Owned Rental

* Property is an asset of core nonprofit

Debt is debt of core nonprofit

* Profit/loss from operation impact
core org’s net income

* Cash flow from property impacts core
nonprofit’s cash

Kay Sohl Consulting

Directly Owned Rental

Developer Fee:

* Provides cash to core organization
when collected

* Generally increases debt of core
organization

* Only developer fees paid through
grant funds are income

Kay Sohl Consulting




Jargon Alert !!!

* Net Income (Profit/Loss) and Net
Cash Flow are not the same thing

* Net Income is computed using Accrual
Accounting (or A Cruel Accounting)

 Bliss of Accrual coming very soon !!!!

Kay Sohl Consulting

Nonprofit Single Asset Entity

* Property is asset of the separate
entity

* Debt is debt of the separate entity

* Profit/loss from operation impacts
the net worth of the separate entity,
not the core nonprofit

Kay Sohl Consulting

Nonprofit Single Asset Entity

* Property management, asset
management, resident services fees
may be paid to the core entity

* Fees are expense of the separate
entity and income to the core
nonprofit

* Payment of fees results in cash to
core entity

Kay Sohl Consulting




Single Asset Entity

* Developer Fee is part of the cost of
the asset recorded on the separate
entity’s books

* Payment of Developer Fee increases
debt of the separate entity

* Developer Fee is income to the core
nonprofit

Kay Sohl Consulting

LIHTC Entities

* 99%+ owned by investors

» Core Nonprofit is General Partner
with less than 1% ownership

* Property recorded as asset on the
LIHTC books

* Debt, acquisition, and development
costs recorded on the LIHTC books

Kay Sohl Consulting

LIHTC

* In the LIHTC
assets - liabilities = owner’s equity
* Core nonprofit records its minority
interest in the equity of the LIHTC

entity as an asset on the nonprofit’s
books

Kay Sohl Consulting




LIHTC Developer Fees

* Developer fee is part of the cost of
developing the property - recorded
on the LIHTC books as an asset

* Obligation to pay the Developer Fee
is recorded on the LIHTC books as a
liability

Kay Sohl Consulting

LIHTC Dev. Fee Impact

* Developer Fee from LIHTC is income
to the core nonprofit

When LIHTC pays the Developer
Fee, nonprofit receives cash

When LIHTC defers payment of
Developer Fee, nonprofit records
receivable as an asset

Kay Sohl Consulting

LIHTC - Operations Impact

* LIHTC operating profit/loss
increases/decreases the equity of
the LIHTC

* Nonprofit records minority share
of the LIHTC net incomel/loss as
income or loss — impacts
nonprofit net income

Kay Sohl Consulting




LIHTC Cash Flow Impact

* LIHTC net cash flow impacts ability
to pay Deferred Developer Fees or
other Note Payable to the core
nonprofit

» Core nonprofit may be required to
contribute cash to LIHTC if severe
cash flow problems persist

Kay Sohl Consulting

LIHTC Compliance Risks

* Nonprofit general partner responsible
for compliance

* For profit partners are at risk for
losing tax credits if project not
managed properly

Kay Sohl Consulting

Major Financial
Challenges

Kay Sohl Consulting




Developer Fee challenges

* Cost overruns or difficulty obtaining
full financing may result in reduced
Developer Fee

* Collection of full Developer Fee often
depends on cash flow of property

Kay Sohl Consulting

Net Income from Operations

* Directly owned properties impact net
income of core nonprofit

* Nonprofit single asset entities don’t
directly impact net income of core
nonprofit

* Minority interest share of LIHTC net
income impacts core nonprofit

Kay Sohl Consulting

Cash Flow Impact

Directly owned properties use/supply
cash directly

* Separate entity cash flow determines
ability of core nonprofit to collect
Deferred Developer Fees, Notes
Receivable, and fees for asset
management or other services

Kay Sohl Consulting




Consolidation ! !!

A fascinating topic for accountants.....

More later on how accounting rules
may require nonprofits to report
income, expenses, assets, and debts of
all the different entities (core,
nonprofit, LIHTC) as if it were all one
big entity !!!

Kay Sohl Consulting

Quick Quiz

* Why does the cash flow of separate
entity properties matter to the core
nonprofit?

* Why does the net income of separate
entity properties matter to the core
nonprofit?

Kay Sohl Consulting

Longer Term Impact

Poor financial performance by
either directly owned and
separate entity properties may
damage the credibility of the core
nonprofit and reduce
opportunities for future
development

Kay Sohl Consulting




Financial Impact ??

v'Housing Development
v'Rental Housing Operation
* Home sales

* Resident Services

» Other Services

Kay Sohl Consulting

Home Sales

* Profit or loss on home sales impacts
profit or loss of core nonprofit entity

* GAAP accounting requirements may
distort measurement of profit or loss
when projects extend over multiple
years and combine grant $$ with debt

Kay Sohl Consulting

Home Ownership Accounting

* Record all grants and loans to finance
construction

» Costs incurred are recorded in Housing
Inventory asset account, creating basis

* Compute gain or loss on sale of home by
subtracting basis plus sales expenses from sales
price

* Single year profit/loss may not reflect true
economic gain or loss on home sales

Kay Sohl Consulting
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Home Sale Delays

May require use of the core
nonprofit’s cash for debt service and
maintenance

Poor sales price may make recovery
of the core nonprofit’s cash
impossible as well as result in net loss
on the sale which reduces nonprofit’s
net income

Kay Sohl Consulting

Resident Services

Expenses generally recorded in core
nonprofit entity

Funded through grants or fees from
separate entities

May create losses

May be essential to sound operation
of property as well as mission

Kay Sohl Consulting

Financial Impact ??

v'Housing Development

v'Rental Housing Operation

v'Home sales

v'Resident Services

* Other Services

Kay Sohl Consulting
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Core Management Goals

* Achieve mission

* Strong cash position
* Adequate net assets
* Compliance

* Confidence - community, funder,
lender, investor

Kay Sohl Consulting

Healthy Nonprofit Needs

¢ Positive net income

* Sufficient Net Assets (equity) to
withstand adversity and permit
innovation/expansion

» Strong cash position

* Ability to achieve and document
compliance

Kay Sohl Consulting

Financial Management Cycle

* Plan

* Execute
* Record
* Report

* Monitor

Kay Sohl Consulting
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Financial Management
Info Needs

* Legal structure for all projects
* Financing structure for all projects

* Compliance requirements for all
grants, loans, or investor agreements

* All development and construction
costs

All debt transactions

Kay Sohl Consulting

Breakdowns in Info Flow???

* Developer/ accountant?
* Property manager/accountant?
* Asset manager/ accountant?

* Grant writer/ accountant?

Kay Sohl Consulting

Mysteries and Joys of
Accounting

Kay Sohl Consulting
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Accounting

Comprehensive record of
everything that happens that
has financial impact on your
organization

Kay Sohl Consulting

Accounting system organizes info
from all transactions

* Checks written
* Funds deposited

* In-kind services and products
received

* Obligations to pay others
* Others’ obligations to pay you

Kay Sohl Consulting

Transactions are sorted into
categories

* Types of expenses

* Types of income

* Things you own -assets

* Things you owe- liabilities

* Your net worth- net assets

Kay Sohl Consulting
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Happy Financial Story!

In the beginning:

Assets - Liabilities = Net Assets
Then. ..

Revenue — Expenses = Net Income

The end:
Assets — Liabilities = greater Net Assets

Kay Sohl Consulting

Sad Financial Story

In the beginning. .

Assets - Liabilities = Net Assets
Then ...

Revenues — Expenses = Net Loss

The end. .
Assets - Liabilities = reduced Net Assets

Kay Sohl Consulting

Nonprofit Accounting
Framework

* GAAP
* Federal funds requirements

* IRS requirements

Kay Sohl Consulting
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GAAP

* Generally Accepted Accounting
Principles

* Standards used by CPAs to
determine if financial statements
fairly present the financial condition
of the organization

* Set by the Financial Accounting
Standards Board

Kay Sohl Consulting

GAAP for Nonprofits

* Statements of Financial Accounting
Standards:

116 & 117
-124 & 136

* Emerging Issues Task Force:
— EITF 04-05

Kay Sohl Consulting

Accounting Challenges

* Cash versus Accrual Method
* Chart of Accounts Structure
* Cost Allocation

* Restricted Funds

Kay Sohl Consulting
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More Challenges

* Development and Pre-
development Costs

* Debt and Debt Service

* Valuing investments in
partnerships

* Valuing receivables

Kay Sohl Consulting

More Challenges

* Depreciation
* Reserves

* Treatment of Asset Management
Fees

* Consolidation - dealing with
multiple entities

Kay Sohl Consulting

Core Accounting Concepts

* Every financial transaction has
2 impacts

» Cash doesn’t have to change
hands for financial impact to
occur

Kay Sohl Consulting
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Methods of Accounting

e Cash Basis
¢ Accrual Basis

* Modified Cash or Modified
Accrual

Kay Sohl Consulting

Cash Basis Accounting

* Records Income when payment is
received

* Records Expenses when payment is
made

* Doesn’t record Payables or
Receivables

Kay Sohl Consulting

Accrual Basis Accounting records

* Income - when earned
* Expenses — when incurred
* Cash

* Payables and Receivables

Kay Sohl Consulting
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Key Differences

Cash Basis accounting records
income when cash is received and
expense when cash is paid out

Accrual Basis accounting records
income when it is “earned” and
expense when an obligation to pay for
something is incurred.

Kay Sohl Consulting

Accounts Receivable

Right to receive payment is an
asset

Recorded at time when legal
obligation to pay occurs

Right to receive rent results in
both rent income and an increase
in Rent Receivable

Kay Sohl Consulting

Payments on Receivables

Receiving payment for an
obligation which has already been
recorded as an Account
Receivable is recorded as a
decrease in Accounts Receivable
and an increase in Cash

Kay Sohl Consulting
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Accounts Payable

* Amount owed to another entity

* Record when you have incurred the
obligation to pay —usually when you
have received the goods or services

* Purchasing something on credit is
recorded as both an expense and an
increase in Accounts Payable

Kay Sohl Consulting

Paying Off Payables

Making payment for purchases
which have been recorded as
Accounts Payable is recorded as a
decrease in Accounts Payable and
a decrease in Cash

Kay Sohl Consulting

Chart of Accounts Structure

» Line item categories: Assets, Liabilities,
Net Assets, Revenues, Expenses

* Function tracking: cost centers for
expenses:
— Management, Fund Raising, Specific Programs
* Source tracking:

— Unrestricted, Temporarily Restricted,
Permanently Restricted

— Individual Funding Sources

Kay Sohl Consulting
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Cost Center Accounting

System to identify the income and
expenses which are generated by
specific lines of business:

* Housing development
* Rental property operations

¢ Resident services

Kay Sohl Consulting

Cost Allocation

Systematic way to assign portions of
costs which cannot be directly
attributed to specific cost centers

(Pleasurable Topic for Day 2 1!!!)

Kay Sohl Consulting

Restricted Funds

GAAP accounting uses the word
“restricted” to describe
contributions made by donors
who limit the nonprofit’s right to
use the funds.

Kay Sohl Consulting
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GAAP & Contributions

Contributions to nonprofits fall in
one of three categories:

* Unrestricted
* Temporarily Restricted

* Permanently Restricted

Kay Sohl Consulting

Sample A
Statement of Activities
for the period
July 1, 2005 - September 30, 2005

Temporarily ~Permanently

Unrestricted _Restricted _ _Restricted Total
PUBLIC SUPPORT AND REVENUE:
Pubiic Support:
Government grants $ - 400000 § < § 400,000
Foundation and corporate grants 80,000 200,000 - 280,000
Donations 40,000 30,000 50,000 120,000
United Way - 20,000 - 20,000
720,000 650,000 50,000 820,000
Revenue:
Service fees 150,000 - 150,000
Investment income 1,000 4,000 - 5,000
751,000 2,000 755,000
Net Assets Released From Restrictions;
Satisfaction of program restrictions 580,000 (580,000)
Satisfaction of time restrictions 45,000 45,000) -
625,000 (625.000)
Total Public Support and Revenue 896,000 29,000 50,000 975,000
EXPENSES:
Program services 700,000 - - 700,000
Administrative 130,000 - - 130,000
Fund raising 50,000 - - 50,000
Total Expenses 880,000 - - 880,000
INCREASE IN NET ASSETS 16,000 29,000 50,000 95,000
NET ASSETS AT BEGINNING OF YEAR 180,200 - 100,000 280.200
NET ASSETS AT END OF YEAR $ 19200 $ 29000 § 150.000 § 375200

Restricted Contributions

* Temporarily Restricted contributions
result in creation of Temporarily
Restricted Net Assets (equity) until
the restrictions are met.

* Permanently Restricted contributions
result in Permanently Restricted Net
Assets (equity)

Kay Sohl Consulting




Sample A
Statement of Financial Position
at Soptembor 30, 2005 and June 30, 2005

9302005 6302005
Assots
Cash 200200 225000
Investmons 101,000 100,000
Accounts recoivable 75,000 50,000
Grants receivable 145,000 50,000
. 1,000 200
Land builings, equipment 250000 250000
Jess accumulated depreciaton 51,000 50,000
et Tod assats 755,000 200000
Total Assots 660200 535200
Liabilities and Net Assets
Liabiltios
Wagos payabl oo 78000
Employer tax payable 35,000 25,000
Accourts payabi 10000 2000
Deerred fevenue 10000
frigage payable 150,000 150,000
Total Liabilties 265,000 255,000
Not Assets.
Unrestictad net assets
alablo for oporatons. 97.200 80.200
Investad in fixd assats 42000 50,000
%6200 780200
20,000 o
2000 o
70,000 g
150,000 100,000
ol Nt ASsets 75200 280200
Total Liabilties and Net Assets 660300 535700

Purpose Restrictions on
Contributions

* Donor specifies the use of the funds

» Restriction is fulfilled by using funds for
the purposes specified

Gift is recorded as Temporarily Restricted
income when notice of the gift is
received

Kay Sohl Consulting

Time Restrictions on
Contributions

* Donor specifies the time period in which
the gift may be used

* Multi-year grants and pledges are
recorded as Temporarily Restricted income
when notice of grant or pledge is
received

* Funds are released from time
restrictions when collected and
permitted to be used

Kay Sohl Consulting
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Timing for Recording Gifts

* GAAP requires nonprofits to record all
contributions and pledges as income when
notice of the award is received and to
record fulfillment of restrictions as
releases from Temporarily Restricted
Net Assets

Kay Sohl Consulting

Multi-year Grants

Record the entire amount of the grant as
Temporally Restricted Grant Income on the
date the grant award notice is received

Record the entire amount of the grant as
Grants Receivable. Discount the amount to
reflect the net present value of the stream of
payments you will receive.

Kay Sohl Consulting

Record Use of Grant Funds

* Track expenses which meet the
requirements of the grant

* Release amounts equal to the
grant expenses from Temporarily
Restricted.

Kay Sohl Consulting
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Sample A
Statement of Activities
for the period
July 1, 2005 - September 30, 2005

Temporarily Permanently

Unrestricted  _ Restricted _ _Restricted Total
PUBLIC SUPPORT AND REVENUE:
Pubiic Support
Government grants $ - 400000 § - § 400,000
Foundation and corporate grants 80,000 200,000 - 280,000
Donations 40,000 30,000 50,000 120,000
United Way - 20,000 - 20,000
720,000 650,000 50,000 520,000
Revenue:
Service fees 150,000 - 150,000
Investment income 1.000 4,000 - 5,000
751,000 4,000 - 755,000
Net Assets Released From Restrictions:
Satisfaction of program restrictions 580,000 (580,000)
Satisfaction of time restrictions 45,000 45,000} -
625,000 (625.000]
Total Public Support and Revenue 896,000 29,000 50,000 975,000
EXPENSES:
Program services 700,000 - - 700,000
Administrative 130,000 - - 130,000
Fund raising 50,000 - - 50,000
Total Expenses 880,000 - - 880,000
INCREASE IN NET ASSETS 16,000 29,000 50,000 95,000
NET ASSETS AT BEGINNING OF YEAR 180,200 - 100,000 280,200
NET ASSETS AT END OF YEAR $ 19200 $ 29000 § 150.000 § 375200

Impact of Multi-Year Grants

* May create appearance of a “profit” in
the year the award is received

* May create the appearance of a “loss’ in
the years in which grant funds are used

* Over the life of the grant the “profits”
and “losses”’ will offset each other.

Kay Sohl Consulting

Non-GAAP approach to Grants

* Record grants received in advance as
Deferred Revenue.

¢ Each month, reduce Deferred
Revenue and increase Grant Income
by an amount equal to the total
expenses of carrying out the activity
funded by the grant.

Kay Sohl Consulting
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Language Challenge

* GAAP makes major distinction between
contributions and exchange transactions

* GAAP distinctions parallel OMB distinctions
between “vendor agreements” and “sub-
recipient” agreements

* GAAP treats only contributions as
“restricted”

* OMB applies restrictions to all federal
funds

Kay Sohl Consulting

GAAP & Government Funds

* GAAP classifies most governmental
contracts as exchange transactions
which are considered “unrestricted”
as GAAP defines it

* Regardless of GAAP treatment,
nonprofits must observe and
document compliance with funder
restrictions.

Kay Sohl Consulting
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GAAP Treatment of
Government Contracts
considered Exchange
Transactions

Record income when nonprofit complies
with contract requirements by delivering

services or incurring allowable costs

Kay Sohl Consulting

Recording Government
Payments

¢ Treat funds received in advance as
Deferred Revenue

* Account for reimbursement contracts by
recording Contract Income and
Contract Receivable for amounts
invoiced for reimbursement

» Payments received on reimbursement
contracts reduce Contracts Receivable

Kay Sohl Consulting

Tracking Government Funds

¢ Code income to correct source

* ldentify all requirements applicable to the
source:
-OMBA-I1I10
- OMB A-122
- OMB A-133
— Other?

Kay Sohl Consulting
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Tracking Expenses charged to
Government Sources

* Requires cost center accounting

* One program may have multiple
sources of funding

» Contract cost center may be portion of
program cost center coded to specific
funding source

Kay Sohl Consulting

Exhibit 11

Organization A - Program A by finding source with multiple caps and limitations -

Program A
Gov't. Private General -
grant grant ops. Total
Expenses:
Salaries and wages $ 5,000 - 13,613 18,613
Employee benefits - - 2,792 2,792
Materials and supplies 2,600 - 2,600 5,200
" Postage and shipping i - 605 - 605
Printing and publications - 1,000 - 1,000
Telephone o 15 - 641 756
Occupancy . 400 . - 1,819 2,219
Depreciation ) - - 684 684
Total direct expenses 8,115 1,605 22,149 31,869
Allocation of indirect costs . . 243 © 106 1,763 2,112
$ 8358 1,711 23,912 33,981

1. Government grant caps satarics at $5,000, benefits and depreciation at 0, and indicect costs at 3%.
2. Private grant pays only post ipping, and printing and publications, but accepts the 6.6% indirect cost rate.

Development Accounting

* Use pre-development cost center to
track initial costs

* In a directly-owned project, costs of
acquisition/construction/rehab are
recorded as an asset

Kay Sohl Consulting
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Separate Entity Development

» Establish complete general ledger
records for separate entity

* Transfer any development costs
processed through core nonprofit to
the separate entity

» Separate entity records the asset and
debt associated with development

Kay Sohl Consulting

Development Info Needs

Legal structure and documents

Loan agreements and loan draw-
downs

Contractor invoices and payment
authorizations

Funding source agreements

Kay Sohl Consulting

Developer Fee Accounting

* Directly owned properties:
developer fees paid through draw
down of loan funds

* Record Developer Fees as
increase in debt, not income

Kay Sohl Consulting




Developer Fees -
Separate Entities

» Core entity records developer fee
as income

* Separate entity records
developer fee as part of basis in
property (asset)

Kay Sohl Consulting

Debt

* Legal obligation of one entity to pay
another entity —

* The entity entitled to receive the
payment records a Receivable (Asset)

* Entity which is obligated to pay,
records a Payable (Liability)

Kay Sohl Consulting

Info flow challenge

* Lender may disburse funds directly to
contractors — resulting in debt for the
owner of the property without cash
passing through the owner’s accounts

¢ Accountant needs trail of all loan
draw downs authorized and disbursed

Kay Sohl Consulting
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Debt Service

* GAAP distinguishes repayment of
principle from payment of
interest

* Interest is an expense

* Repayment of principle is a
reduction of the liability not an
expense

Kay Sohl Consulting

GAAP Financial Statements

* Interest portion of debt service
payment is reported as an expense on
the Profit and Loss Statement

* Principle portion of debt service
payment appears as reduction in
Liability on the Balance Sheet

Kay Sohl Consulting

Valuing Investments in GAAP

* Record at cost

* Adjust to market value if readily
determined (i.e. stocks)

* Adjust equity in partnerships by gains
and losses generated by the
partnership

Kay Sohl Consulting




Valuing Receivables

* Receivable is one entity’s right to
receive payment from another entity

* Record at the Net Present Value

* Net Present Value reflects the time
value of money — a dollar today is
worth more than a dollar in 3 years

Kay Sohl Consulting

Collectability Matters

* Owner of a receivable must
determine the how likely it is that it
will receive payment from the entity
which owes the money

¢ Reduce the value of the receivable to
reflect that it is unlikely to be
collected

Kay Sohl Consulting

Impact of Troubled Properties

* Cash flow problems in separate
entities limits their ability to pay fees
or debts to the core nonprofit

» Core nonprofit must consider
whether to reduce the value of
receivables from the separate entities
if there is substantial doubt on ability
to repay

Kay Sohl Consulting
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Depreciation

* An expense which reflects the
value of the use of asset over
time

* Depreciation expense is offset by
an entry to Accumulated
Depreciation, a contra-asset

Kay Sohl Consulting

Statement of Financial Position
at September 30, 2005 and June 30, 2005

97302005 6302005

240200 226,000

101,000 100,000

75,000 50,000

145,000 60,000

1.000

260000 260000

51,000 50,000

795,000 700,000

Total Assots 660200 535200
Liabilities and Not Assots

50,000 78000

35,000 25,000

10000 2000

10000 0

150,000 150,000

265,000 255,000

150,000 100,000

750 0200

Total Liabilities and Net Assots 560200 535700

Impact of Depreciation

» Depreciation increases expenses but
does not use cash

* Recording Accumulated Depreciation
reduces the value of the asset on the
Balance Sheet

Kay Sohl Consulting
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Simple Example

* Nonprofit buys a van for $20,000. Van
is estimated to have useful life of 5
years.

* Each year, nonprofit records $4,000 in
Depreciation Expense and $4,000 in
Accumulated Depreciation

Kay Sohl Consulting

Example - continued

¢ At the end of 5 years, the Asset
section on the Balance Sheet shows:

Investment in Van $20,000
- Accum. Deprec (20,000)
Net Book Value 0

Kay Sohl Consulting

Reserve Accounts

» Contributions to maintenance or operating
reserves are generally not considered
expenses in GAAP accounting

* Reserve accounts are generally considered
assets of the property owner

* Transferring funds to or from a reserve
account is moving $$ from one asset to
another

Kay Sohl Consulting
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Accounting/ Cash Flow
Differences

* Investment in assets

* Depreciation

* Borrowing

* Repayment of Debt principle
* Contributions to reserves

* Use of reserves

Kay Sohl Consulting

Asset Management Fees

» Core nonprofits incur expenses for
providing asset management for
properties owned by separate entities

+ If separate entity agrees to pay a fee
for asset management, the fee is
income to the core nonprofit and
expense to the separate entity

Kay Sohl Consulting

Consolidation !!!

What we’ve all been waiting for

Kay Sohl Consulting
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Consolidation

Consolidated financial statements
present the Balance Sheet and
Income Statement as if revenues,
expenses, assets, liabilities, and
net assets of the core nonprofit
and the separate entities were
put together

Kay Sohl Consulting

Consolidation is Required If. .

» Core nonprofit has control and
economic relationship with a separate
entity

» Control for nonprofit separate
entities exists through controlling the
appointment/ removal of a majority
of seats on the separate entity board

Kay Sohl Consulting

EITF 04-5

* FASB Emerging Issues Task Force —
effective for fiscal years beginning after
12-15-05

* Investor’s Accounting for an
Investment in a Limited Partnership
When the Investor is the Sole General
Partner and the Limited Partners have
Certain Rights

* www.fasb.org/pdf/abs04-5.pdf

Kay Sohl Consulting
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EITF 04-5

* Clarified meaning of
CONTROL when the General
Partner has a minority
ownership interest

Kay Sohl Consulting

Consolidation is Required if:

* General Partner (GP) has control over the
Limited Partnership regardless of holding a
minority interest.

* GP is presumed to have control unless:

— Limited Partner (LP) has “kick-out” rights

— LP has “substantive participating rights” —
examples: budget approval, hiring or
termination of property management company

Kay Sohl Consulting

Reporting Challenges

Internal users:

* Executive Director, construction,
program, and asset managers

* Board of Directors

External users:

* Lenders, investors, funders, IRS

Kay Sohl Consulting
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Board Info Needs

Evaluate financial health:
* Cash position

* Net assets

* Risks and opportunities

Evaluate management performance
* Progress toward targets
* Compliance

Kay Sohl Consulting

Management Info Needs

* Financial health

* Compliance

* Progress toward targets
* Cost center performance

* Risks and opportunities

Kay Sohl Consulting

Lender /Investor Info Needs

* Cash Flow
* Compliance

* Audited GAAP financial
statements

Kay Sohl Consulting
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Board, management, lender,
investor, funders and community

Need independent auditor
assurances that financial
statements fairly present the
financial condition of the separate
entity and the core nonprofit

Kay Sohl Consulting

A-133 and/or HUD Audits

* Include all standard independent
audit procedures and reports

* Require additional testing and
reporting on compliance

* Include findings on compliance and
questioned costs

* Nonprofit response to findings and
corrective actions undertaken

Kay Sohl Consulting

SAS |12

New audit standard requires more
rigorous analysis of risks of
misstatement and design of audit
procedures to test for significant risks

Requires test of controls even when
controls are deemed inadequate

Kay Sohl Consulting
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Impact of SAS 112

* Increased reporting of significant
deficiencies or material weaknesses in
internal control

* Increased auditor concern about
independence - reluctance to
perform audits for clients lacking
sufficient expertise to form
independent judgments about
proposed adjustments

Kay Sohl Consulting

More SAS 112 Impact

* Higher audit fees

* More emphasis on auditor
communication with Board of
Directors

Kay Sohl Consulting
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When Worlds Collide:
Accounting, Development, &
Asset Management

Neighborhood Partnership Fund
Planning Implications & Strategies
October 29, 2008

kay@kaysohlconsulting.net

Strategic Budget Structure

* Distinguishes income and
costs of each line of
business

* Determines the full cost of
operating each line of
business

kay@kaysohlconsulting.net

Budget Timeframe

* All resources which the core org
will obtain or use in the fiscal year

* Incorporates the portions of
grant budgets which will occur
within your fiscal year

kay@kaysohlconsulting.net




Organizational Budget

* Projects all resources the org will
obtain and use during the fiscal year

* Includes non-cash items including
depreciation and in-kind contributions

* Focus on income earned and
expenses incurred during year

kay@kaysohlconsulting.net

Organization Budget - continued

* Cost centers for management, fund
raising, and program functions:
— Housing development
— Rental operations
— Asset Management
— Resident Services

* Sub-cost centers for each project in
development, operating property

kay@kaysohlconsulting.net

Budget - continued

« Identifies income sources associated
with each cost center

* Ildentifies any general operating
support- income not associated with
specific cost centers

* Presents planned use of general
operating support

kay@kaysohlconsulting.net




Sample Functional Budget
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Key Planning ???

* Which lines of business generate income
equal to the full cost of the activity?

* Which generate income in excess of full
cost?

* Which incur costs in excess of income?

* What resources will be used to close the
gaps for lines which generate losses?

kay@kaysohlconsulting.net

Core Org Budget includes:

* Cost of providing asset management,
resident services, etc. to separate
entities

* Fee income from separate entities

* Resources which will be used to fill
gaps between costs and fees

kay@kaysohlconsulting.net




Housing Org Budget Challenge

* Sources and uses of cash which
are not revenues or expenses

* Impact of investment in assets

* Impact of borrowing and debt
repayment

kay@kaysohlconsulting.net
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Need to know full cost of specific
functions or services to:
* Set prices
* Make accurate requests for funding
* Measure profit or loss
* Compare costs to other providers

» Evaluate impact of potential changes

kay@kaysohlconsulting.net

To Determine Full Cost

* Identify primary functions/ cost
centers

* Ildentify direct costs of each function
* Identify “shared” or “indirect” costs

¢ Determine reasonable method to
allocate shared costs

¢ Full cost = direct cost + allocated
indirect cost

kay@kaysohlconsulting.net

Core Nonprofit Functions

* Program
* Management/administration

* Fund Raising

kay@kaysohlconsulting.net




Administration/Management

* Financial management
* Board support
* Strategic planning

* HR management

kay@kaysohlconsulting.net

Seeking funds from government is
generally considered administrative
rather than fund raising function

kay@kaysohlconsulting.net

Fund Raising

* Unsolicited requests for
contributions

« All forms of contact with
individual donors

* Most foundation grant-seeking
activity

kay@kaysohlconsulting.net




“Program” Cost Centers

* Projects under development
* Operating projects — directly owned

* Asset management for separately
owned projects & directly owned

* Home ownership programs

Resident services

kay@kaysohlconsulting.net

Behavior of Costs

* Direct Costs: costs which can be
directly associated with a specific
function

* Indirect Costs: costs which
cannot be directly associated with
a specific function

kay@kaysohlconsulting.net

Direct Cost Examples

* Cost of a program staff position

* Cost of reproducing materials
used for a program

» Cost of renting space for
program staff

kay@kaysohlconsulting.net




Indirect Cost Examples

* Rent for an office housing staff
who work on programes,
administration, and fund raising

* Costs for an executive director
who does work in programs,
management, and fund raising.

kay@kaysohlconsulting.net

Cost Allocation

Systematic way to assign
portions of costs which cannot be
directly attributed to specific cost

centers

kay@kaysohlconsulting.net

Cost Allocation Plan

* Established by nonprofit

* Independent auditor evaluates
reasonableness

* Must be applied consistently to all
activities

* Multiple allowable methods of
application

kay@kaysohlconsulting.net




Cost Allocation Methods

* Ratio of shared costs to direct costs

* % of staff time devoted to functions

* % of square feet devoted to functions

kay@kaysohlconsulting.net

Exhibit 1
Organization A - Indirect cost rale of 6.6%

Total expenses

Programs .
A B (9 Admin. Indirect Total
Expenses: .
Salaries and wages $ 18,613 19,500 23,347, 18,557 - 5,150 85,167
Limployee benefits 2,792 2,925 3,502 2,784 772 12,775
Materials and supplies 5,200 8,900 3,581 1,124 - 18,805
Postage and shipping 605 987 4251 895 2,088 8,826
Printing and publications 1,000 1,355 756 201 50 3,362
Telephone 756 1,222 1,336 2,285 2,263 7,862
Occupancy 2219 4,500 9,675 fL116 - 27,600
Depreciation 684 758 95 51 - 1,688
Total direct expenses . 31,869 40,237 46,543 37,113 10,323 166,085
Allocation of indirect.costs 2,112 2,667 3,084 2,460 (10,323) -
$ 33,981 42,904 49,627 39,573 - 166,085
1. The effeotive indircot cost ta % [$10,333K$166,085 - $10,323)).
2. i te=23.8% 085 .
3. Indirect costs are allocaled by applying the inditect cost rale (6.6%) to each cost center's total dircet expenses

[e.g., Program A: 6.6% X $31,869 =$2,112]. .

Exhibit 2.

Organization B - Indirect cost rate of 65.8%

Total expenses
Programs
A B C Admin, Indirect Total

Expenses: .

Salaries and wages $ 12,500 14,950 19,635 15,400 22,682 85,167

£mployce benefits . ) 1,875 2,243 2,945 2,310 3,402 12,775

Materials and supplies 3,300 6,000 895 1,400 7,210 18,805

Postage and shipping 500 1,035 3,675 1,682 1,934 8,826

Printing and publications . 950 1,184 642 120 466 3,362

Telephone 1,672 1,724 1,126 2418 922 7,862

Oceupancy - - - - 27,600 27,600

Depreciation - - - - 1,688 1,688
Toal direct expenses 20,797 27,136 28,918 23,330 65,904 166,085
Allocation of indirect costs 13,184 15,768 20,709 16,243 (65,904) -

$ 33,981 42,904 49,627 39,573 - 166,085

1. “The effective indircct cost rate = 65.8% £865,904/($166,085 - $65,904)].
irative rate = 23.8% [$39,573/8166,0851.

rect costs are aflocated based oi each cost center's ircet salarics & wages as a percentage of total dircct salaries & wages
.8, Program A: $65.904 x (512,500/(885,167 - $22,682)) = $13,184].




Exhibit 3

Organization C - Indirect cost rate of 0%

‘Total expenses
Programs
A B C Admin. Indirect Total

Expenses: |

Salaries and wages $. 19255 21,621 25,388 18,903 - 85,167

Employee benefits 2,881 3,050 3,727 3,117 - 12,775

Materials and supplies 5,200 8,900 3,581 1,124 - 18,805

Postage and shipping 923 1,612 4,541 1,750 - 8,826

Printing and publications 1,025 1,380 800 157 - 3,362

Telephone 1,290 1,417 2,244 2911 - 7,862

Occupancy 3219 4,590 8675  1L116 - 27,600

Depreciation 188 334 671 495 - 1,688
Total direct expenses 33,981 42,904 49,627 39,573 - 166,085
Alocation of indirect costs - - - - - -

§ 33,981 42,904 49,627 39,573 - 166,085

1. The indivect cost rae = 0%, No indirectallocation mechianism s used; al direet

2. The administrative ratc = 23.8% [$39,573/5166,085].

Exhibit 4

Organization A - Indirect cost rate of 6.6%; administrative and indirect costs combined

Total expenses
Direct )
Programs Indivect
A B C Admin. Total
Expenses:
Salaries and wages $ 18,613 19,500 23,347 23,707 85,167
Employee benefits 2,792 295 3,502 3556 12,775
Materials and supplies 5,200 8,900 3,581 1,124 18,805
Postage and shipping 605 987 4251 2,983 8326
Printing and publications 1,000 1,355 756 251 3,362
Telephone - . 756 1222 1,336 4,548 7,362
Occupancy 2219 4,590 9,675 11,116 27,600
Depreciation 684 758 95 151 1,688
Total direct expenses 31,869 40237 46,543 47436 166,085
Allocation of indirect costs * 2112 2667 3084 (7,863) -
$ 33981 42,904 49,627 39,573 166,085
1, The effective indis % 1510, -$10323)]
2. The administrative rte = 13.8% [$39,573/8166,085].
3. Indi by applying the indi Program A: 6.6% x $31,869 = $2,1 121
Exhibit 5
Organization A - "Fully loaded" cost model
Total expenses
Programs .
A B C Admin. Indirect Total
Expenses:
Salaries and wages $ 18613 - 19,500 23347 18557 5150 85,167
Employee benefits 2,792 2,925 3,502 2,784 M 12,775
Materials and supplies 5,200 3,900 3,581 1,124 - 18,805
Postage and shipping 605 987 4251 895 2,088 3,826
Printing and publications 1,000 1,355 756 201 50 3,362
Telephone 756 1,222 1,336 2,285 2263 7,862
Occupancy ©2219 4,590 9675 11,116 - 27,600
Depreciation 684 758 95 15t - 1,688
Total direct expenses 31,869 40237 46543  3T113 10323 166085
Altacation of indirect costs 2,112 2,667 3,084 2460 (10323) -
Total direct and indirect costs 33981 42904 49,627 39,573 - 166,085
Allocation of admin. costs 10620 13420 15,524 (39,573) - -
$ 44610 56324 65,151 ~ - 166,085
1. The effe fircct cost rate == 6.6% [$10,323/(3166,085 - $10,323)).

2. The adovinistrative rate = 23.8% [$39,573/$166,085).

[, Program A: 6.6% x 31,869 = $2,112].

3 pplying
4.

. Administratis ased on istributi
6.8, Propram A: $33,981 x (§39,573/($5166,085 - $39,573)) = $10,629].

program
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Exhihit 6
Organization A - Adjustment of fully loaded model for GAAP purposes

Total expenses

Programs
. A B 4 Admin. __ Indirect __ Total
Expenses:
Salarles and wages $ 18613 19,500 23347 18,557 5150 85,167
Emplayee benefits 2,792 2,925 3,502 2,784 T2 12775
Materials and supplics 5,200 8,900 3,581 1,124 - 18,805
Postage and shipping 605 987 4251 895 2,088 8,826
Printing and publications 1,000 1,355 756 201 50 3362
Telephone 756 1222 1,336 2,285 2,263 7,862
Occupancy 2219 4,590 9675 1,116 - 27,600
Pepreciation 684 758 95 151 - 1,688
Total direct expenses 31,869, 40237 46,543 37113 10323 166,085
Allocation of certain
administrative costs 3,223 4,070 4707 (12,000) - -
35002 44,307 51250 25113 10,323 166,085
Allocation of indirect costs 2,326 2,936 3397 1,664 (10,323) -
$ 37418 47243 54647 26,777 166,085

. The cffoctive indirect cost rate = 6.6% [$10,323/(5166,085 - $10,323)].

2. $12.000 of administrative costs are allocated to programs based on.(otal irect expenses.
[o:., 531,369 x (512,000/($31,869+840,237+546,543)) = $3,223].

3. Indireet by applying the indi o cach cost gonter's total direct expenses after the allocation of
sclucted administrative costs [c.g., Program A: 6.6% x $35,092 = 52,3261,

Exhibit 7
Organization A - 5% cap on indirect costs that can be charged 1o Prograin A

“Total expefises

Progranis
A B —C Admin, __ Indirect Total
Expenses:
Salaries and wages $ 18613 19,500 23347 18,557 5150 85,167
Employee benefits 2,792 2,925 3,502 2,784 772 12,775
Materials and supplies 5,200 8,900 3,581 1124 - 18,805
Postage and shipping 605 987 4,251 895 2,088 8,826
Printing and publications 1,000 1,355 756 201 50 3362
Telephone 756 1,222 1,336 2285 2,263 7,862
Oceupancy 2219 4,590 9,675 11,116 - 27,600
Depreciation 684 758 95 151 - 1,688
“Total direct expenses 31,869 40237 46,543 . 37,113 10323 166,085
Allocation of 5% approved
indirect cost cap 1,593 - - - €1,593) -
Total expenses of Program A
Teportable to contractor 33,462
Allocation of Program A's R
1.6% excess 519 - - - 519) Do
Allocation of remaining
indirect costs - 2,667 3,084 2,460 (211) -
s 33981 42904 49,627 39,573 ~ 166,085
1. S31869 x 5% = $1,593 = mw iract costs chargeable to Program A.
2, Total it i 085 - $10,323)].
Exhibit 8
Organization B - Muliiple cost pools
‘Total expenses
Programs Indirect cost pools
A B c Admin, T 2 3 Total
Expenses:
Salaries and wages $ 12500 14950 19635 15400 22,682 - - 8567
Employee benefits 1875 2243 - 2045 2310 3402 - - 7S
Materials and supplies 3300 6,000 895 oo 7210 - - 18805
Postage and shipping 500 L035 3675 1,682 - 1934 - 8,826
Printing and public 950 (g4 612 20 466 ~ - 3362
Telephone 1,672 1724 L126 - 2418 - 922 - X
Occupancy - - - -~ s 15011 - 27600
Depreciation - - - - - - 1,688 1,688
“Total ditect expenses 20797 27,136 28918 23,330 46349 17867 1688 166,085
Allocation of indirect costs 1 9212 1,089 14565 11423 (46349) - - -
Allocation of indirect casts 2 6497 3249 4872 3249 — ar8en) - -
Allocation of indirect costs 3 359 461 718 144 - - (1,688) -
$ 36925 4Ll 49073 38146 - - ~ 166085
FTEs 20 10 L5 0 - - — 55
‘Square footage utilized 500 650 1000 200 - - - 2350

1 n
2. Indivect cost pool
3. tudieet cost pool

st allocated o prograrms based on FTE.
osts allocaled o programs bascd on square footage.




Exhibit 11

Organization A - Program A by funding source with multiple caps and limitations

Program A
_.Gov't. Private General .
grant grant ops. Total

Expenses:

Salaries and wages $ 5000 - 13,613 18,613

Employee benefits - - 2,792 2,792

Materials and supplies 2,600 - 2,600 5,200

Postage and shipping - 605 - 605

Printing and publications - 1,000 - 1,000

‘Telephone ’ ) 15 - 641 756

Occupancy - 400 . - 1,819 2,219

Depreciation . oo - 684 684
Total direct expenses 8,115 1,605 22,149 31,869
Allocation of indirect costs . 243 106 1,763 2,112

$ 8358 1,711 23,912 33,981 .

1. Government grant caps salarics at $5,000, benefits and depreciation at 0, and indirect costs at 3%.
2. Private grant pays only postage and Shipping, and printing and publications, but accepts the 6.6% indirect cost rate.

Exhibit 12
Organization A - Il ion of capital expendi chargedtoag grant
Program A
Gov't, Private ~ General  Fixed asset
grant grant ops. elimin. Total
Expenses:
Salaries and wages $ . 5000 - 13,613 - 18,613
Employee benefits - - 2,792 - 2,792
Malerials and supplies - 2,600 - 2,600 - 5,200
Postage and shipping - 605 - - 605
Printing and publications - 1,000 - - 1,000
Telephone 115 - 641 - 756
Occupancy . 400 - 1,819 .- 2,219
Depreciation - - 684 - 634
Capital expenditures 10,000 . - - (10,000) -
“T'otal direct expenses $ 18,115 1,605 22,149 (10,000) 31,869

Cost Allocation Approaches

* Transaction by transaction allocation
* Pool shared costs - allocate pool total

¢ Use of “indirect rate” must be
substantiated by tracking actual
indirect costs

kay@kaysohlconsulting.net
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Allocation Pitfalls

* Substantial expansion or contraction will
impact allocated costs

* Many governmental funding agreements
require prior approval for budget
revisions

* Failure to obtain budget modification may
result in disallowed costs

kay@kaysohlconsulting.net

Federally Negotiated
Indirect Cost Rate

* Must receive federal funds
directly

* Negotiated by nonprofit with
federal cognizant agency

kay@kaysohlconsulting.net

Federally Negotiated Indirect
Cost Rate- continued

 ldentifies direct and indirect cost
elements

* Requires consistent application of
rate to all functions whether paid
for with federal or other sources

* Requires documentation and
adjustment

kay@kaysohlconsulting.net
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Exhibit9

o A-Fe
Total expenses
Indirect
A [ Fund-raising _Admin. “Total
Expenses:
Salaries and wages $ 18613 23347 - 23,707 85,167
Employee benefits 2,792 3,502 - 3,556 12,775
Mat 5,200 3,581 - 1,124 18,805
Postage and shipping. 605 4251 - 2,983 8,826
1,000 756 - 251 3,362
756 1,336 - 4,548 7,862
Occupancy 2219 9,675 - 11,116 27,600
Depreciation 684 95 - 151 1,688
Total expenses 31,869 40237 - 46,543 ~ 47436 166,085
Less Dircet Cost Adjustments:
Materials and supplie (1,645) (2,499) (866) - - (5,010
Alterations and improvements (980) (1,210) - - - (2,190)
Depreciation L) ©3) - - s
@63) (109 666 - - 0w
Less Indirect Cost Adjustments:
‘Oceupancy Gnterest) - - - - a6 - (62
Depreciation - - - - as1) @sh)
- - - - ©13) ©13)
Reclassifications:
draising - - ae @) -
Public eelations - 2 o Qo -
Membership administration - - - 1,700 0 -
- B T som Gomn -
. $ 29244 36,528 45,677 8,007 38,516 157,972
1. it cot e = S8 SGASIST IT2SI8.516) = 2 2%
Exhibit 10
Organization A - Federal indivect cost proposal format - direct allocation method
Total expenses
Programs Tndirect
A B C_ FundraisiigAdmin.___Total
Expenses:
Salaries and wages $ 18613 19,500 23347 439 19317 85,167
Employee benefits 2,792 2,925 3,502 790 2766 12775
Materials and supplies 5,200 8,900 3,581 - 1124 18805
Postage and shipping. 605 987 4251 - 2,983 8826
Printing and publications 1,000 1355 756 251 3362
Telephone 756 1222 1,336 861 3,687 7,862
Oceupancy 2219 4,590 9,675 1,966 9,150 27,600
Depreciation 684 758 9 - 151 1,688
Total expenses 31,869 40237 46,543 8007 39429 166,085
Less Direct Cost Adjustments: -
Materials and sipplies (L645) (2,499} (866) - - (5,010)
Alterations and improvements ©30) (1210) - - @.190)
Depreciation (©84) (158) ©5) - - 0,537
@625 (3,709 (866) - - (7,200
Less Indirect Cost Adjustments:
Occupancy (interest) - - - - (762) (762)
Depreciation - - - asn) (151)
- - - - ©13) ©13)
$ 29244 36508 45677 8007 38516 157972

1, Indiseot costrate = $38,516/($157,972-338,516) = 32.2%.

Alternative to Federally

Negotiated Indirect Cost Rate

* Written cost allocation plan

* Consistent application of the cost
allocation plan to allocate shared

costs

kay@kaysohlconsulting.net
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Grant Budget Issues

* Funder preferences and prohibitions
* Funding core operating costs
* Funding administrative costs

* Relationship of project budget to
overall budget

kay@kaysohlconsulting.net

More Grant Budget Issues

* Multiple funders for one project
* Timing of proposals and decisions
* Multi-year proposals

¢ Sustainability

kay@kaysohlconsulting.net

Covering Operating Costs in
Project Grant Budgets

* Foundation guidelines often prohibit
indirect costs

* Portions of management, occupancy,
and other overhead costs may be
permitted

* New costs versus shares of existing
costs

kay@kaysohlconsulting.net
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I§I D HOUSING DEVELOPMENT CENTER
Building and Sustaining Affordable Housing

October 28-29, 2008 Training
Affordable Housing Financial Management: Intersection between Accounting,
Development and Asset Management

TABLE OF CONTENTS: HDC’s Background Materials
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b. Map: Share of Loans in Foreclosure, 2" Quarter 2008 10

c. Chart: Share of Loans 60+ Days Late, by Year Originated 11
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847 NE 19th Ave, Ste 150 Portland, Oregon 97232 Tel 503.335.3668 Fax 503.335.0475 www.hdc1.org



(splom ¢) $9SS0| UONORJ|00 pUE ASURDRA Jolje senuanal JoN 22

(psom 1) uonosfoid [eloueul) Josfold  0Z

(spiom ¢) 196 noA pue ‘sjiq esoyl e dn ppy QL

(piom 1) pauses uaym sanuanal seziubooal ‘Bununodde Jo poyley 91

(pJiom 1) jun paldnodo UON 1 (spJom ) 1saleiul snid s(diould €1
{plom L) pred sjuey Jo a1y 71 (uoneinsiqge) pessaidxs ale sasuadxe bunesado Aepy L1
(piom 1) panieoal usym senusnal seziubooas ‘Bugunoooe jo poute 0L (uonelnaiqge) sejn SJUBIUNODY 6
(psom |) moyysed Jjo asn painbsy g (piom 1) awos 196 o) swos dnanl) £
(spiom g) seoue|eq s|qenladss jueus) pulj o eoeyd IJesny g (spiom ¢) spun jossquinu X 9ed [Blusi 8y} G
(piom 1) (|eniooe) ual paod|osun P (spiom ¢) siy) 1e Bupoo] Jo puoy Jo sjueg ¢
(pJom 1) sjuswsannbas Buipuny Bunesyy  Z (spJom ¢) 1gep pue sesuadxe Aed noA reye s jeum L
SSOUIV NMOJ

d47Z2ZNd A4OMSSOHEO M3439 TVOSIH




£00¢/C

Iogo M PN [/ATesD) Jor(

MOSED) =
‘sosuadxo Surperodo paropISUOD sosuodxy 1ende)-
Sureq el JoY)RI MO[JYSED WOIJ PI)ORNgNS 192Q- 1O wWoI palonpap oIk sosuadxs
SOWITIOWIOS 2T OS], (SJIAISS WAPISAI ION= rendes pue 9014398 19D (52419521
PUE SOATOSOI apNIOUT II 20T — Sasuadxy sosuadxg Suneradp- juatnaoedey Surpnjour) sosuadxe
Suryered( UI pAIUNOD ST JRYM INOGE SV 107 Sunyeredo 19138 UIUIBWISI YSB)) MOL yse)
‘pouad juaLmd
‘syutod mopJyses ueym ATuo o[qeied surof oY) Surmnp (paoiaras) pred oq jsnwr
10 1GOP URAISIOJ IO POLISJAP SIPN[DUI 1GOP 3OS e syuswAed 1serejur pue [edrouttg 199(] preH

"1G9P YOS 10
PIey ST 1 J1 AJITR[O [[I4 S9)0U JIPNE — SJUOUIR)S

[EIOURUII UT 1Q9P 1JOS MOYS [[IM S}Ipny

901AIRS 1g2(=
§92, 98830 IO+
JuSWARJ 20URINSU] 93eFION+
3soxo3u] Jo uoniod juorm))+
1ediounid Jo uorpod Juaim))

'$99] 901AI9S pue (JTIN)
swnrwold sourInsul 98e31I0Ux

Se gons sesuodxo [eIOURUL] IOTIO
apnyour os[e A 1QSp pIey uo
onp Tedound pue jso103Ul JUALM)

Q01AIRS 1951

SOOTAISG JUSPISOY PUR S9AIISAY MOQR SV (0
-gostreduwoo

104

Sunezado 103 pue o[qrssod s11Gop jeym ION = | wox sasuadxe Suneredo Sunonpap
Jumjoo[yelI “1qop 010J0q eoueunioed Ajredoid sasuedxq Sunerad( - 103y ‘sosuadxo Tejides pue ToN)
JO SULI9) JRJ[OP UI JUSUIAINSBOW SMO[[Y g IDT | OOIAIOS 1gop JOF O[qR[IRAR SNUOAIY swoou] SuneredQ 1N
D9 = -sosuodxo Tejded

-owoouy IOy +
SSO AOUBOBA -

pue 201A1aS 1Gop snyd ‘saaresal
Furpnyour ‘sesuedxo Sunerodo

AdD [1e 10] Ard 01 9[qE[TRAR ONUAADY (IDF) SWOooU] SSOIL) SATIOYTH
ddD =
(enuue/syyuow) 7 x
Uy A[IUOIN X pardnooo 9,00 28 Syun Jj1
(dy yuum oeo soy) STUL] JO IOQUINN | PSJOS[[02 9q P[NOD YOIGM JUSI B0 ], (YdD) WY [ENUOJ SS0ID

SYOBQMBI(T/SIJOUL/SIION

B[N0 ]

TIOA S[[3 3 TeU M\

JUaWI2INSBaJA

JS12quiny 2y} pulyaq s oy 4

— 2ouDAOfUd ] JUIMISHUDIY Ap1adoag Surinsvapy

SuoOnNe[NI[E)) MO[Jyse)




€00¢/¢

1009\ [HIPN[/ATRID) o[

suonjerodo ojur Jy3IsuT SN AIOA
"UOTJR[NOTRD

QU0 OJUI UOTIOI[0D pue Aoueoea sfnd —

SUI[ WOJ0q oY} JueM OYm SISpUY O} [nJas() g

qdD
PoIO9[[0)) JUNOUTY [Se )

‘(uerd e 01 paredwoo Ajrensn)
Aqreroueury uruiopred st josse
oY1 M0 JO SISATeur AP pue joImnd)

UO1}OI[[07) OIUIOUODT

“SIBaIIe WO UOIIIS[[00 Y31 93rdsop Jursearour
9Q URO SIBOINY — SUIPRO[SIW o9 UR) '
syealre uo snooj sdeoy] i {

POLIDJ JO 2DIS ¥e SIBALTY (10,
STeoITy U0 Pajoo[[0)) JUNOWY

"Po109][00 SuIaq
ore soSereoxre Jo uonodord ey

P3103[[0)) SIBRLTY JO a8BjuodIag

“UOT)B[NOEY UOHINPaI
o3erearre 0} anp pajeordwos 210N :(q
s3urqq spotraed

JUSIIND JO SnIels Jo [eAeniod 9jemooy ig

(ss0T AOUPIV A-Y I+ )
+Pltg usy
SIEQITy UO Pajo3[[0)) oy
— Pa1oRY[0D) Uy

“P9192T[0D
Suraq o1e s3uIfIq s porrad
JUSLIND 913 JO 28ejuadrad 1B M

"PR392[[0D) WY JULLINY) JO 9FRIUI0IDJ

‘sporrad
snoraaid woiy pejod[[oo sjunowe Surunod
Aq 2181 UOTIOQ[[0D TUALIND 2)BISIAAC ABN (]

(sso7 Aoupdv 4~y Iy )

‘soZereorre +PoIIIg U0y -s3ur(qiq Jo ofeyuosiad
100[[00 0} JJBIS SOJRALIOW ‘OINSBouI 0} £seq g PorooTO) Tuo Y © SB SUONI9[[09 [SBD SSOID) P2103[[00 95BIU0I0J
SYOeqMEBI(]/SHIouRg B[OIIIO0] RONSTEEEETIN JUSUWIDINSEIN
IIRE] 1 9]
Sy [210L own ur yurod uaAIs

vmoﬁmﬂﬁouxmwmd
oJe[nores 0} Aseq ig

Kep USATS © U0 SJIUi pordnoo0)

& J2 po1dnooo sjun Jo o8ejuadiod

AKouednooQ o] ur JuIog

‘sjuounrede 30 sadA) JuoIolyIp JO [EnULlOd
STMUSALI JUQIRLIIP Y 9ZTIS0031 J0U $90(J :(J
"SJTUN JURI I9YSIY Aq Pamas 10U Aouednooo
— Aradoxd ot Jo osn Jo arnsest poon) ig

ske(q Aouednoo() [enusiog
SAB(] AOUBDEA
-sAe( Aouednoo() Teniuelod

‘sxef[op Jo oFejusorod
uer el perdnooo sAep renuajod
JO JuewaInseaw ® se Aouednoo()

‘(Aouednooo
Jo sAep Tenuslod Jo a3eiusorad e se)
arey Aouednoo(

"sIoquInu
4038 ueo syuowrrede Jua1 10ySHy ur AouvoeA I(Q

{$90IN08 APISNS/SIUOPISAI

‘Tenuaiod onusAsl ($ddo 01 Pa[Iq pue paurene st (YJO) 1wl (D 30 98ruodrad e se)

pIemo} souewrojrad Jo ormseow pood A10A g ($) SSOT ASUBIEA-(S) 9dD) 1enuaiod sso1sd Jo ofeiuoorod yeym arey Aouednoo(
S3I0N/SPRqMEBI(T /STty B[OULIO NOA S[[31 1T T8 M JUSUISINSBIN

Aduednd

(SA2qUInY 2Y] pulyaq S, 10y 4
Sjuauamsvapy Apiododg




£00¢/¢

Toqo M\ THIPN[/ATBSD) OB [

pa3e1duwod yrom Jo sodAy ojur JySBIsur oN (g

PONSS] SIOPIONIO A\ MIN

{ SIOpIONIOM

om mou oA s dn Surdssy nok ory g SISPIOS[IO A\ PAIR[dUIo)) mou ym dn Surdaoy om o1y oney] uone[dwoy) JopIoxIom
‘sJealle uo 93eiusdtad ysny audsep Jurisearour
0q UBD SIBOIIY — SUIPBSSIW 99 UR) :Q Po1o[dwo)) SISPIONIO M

SIOPIOIOM

JO Joqumy] S8eIoAy

Surpue)sino Jo srequunu uo oanoadsIed g SIOPIOIO ) 9Jo[dUIooU] s1STX2 SOoRQ B UO] MOH Sopjoeg IopIONIOM
-21mo1d 2IMUL 9 [[9) 10U ABWI 11 ‘J[ost A 1
"JUSWISFBURTL SOURUIUIRW -ouIn) USAIS © 1B SI9PIONIOM o1e1dwoour pue SurpueIsino Sopoeg

J0 doj uo 21,104 I9U1oyM JO 2INSBIW POOY) g

oe1duroout Jo IaquunN

OJE SIOPIONIOM AR MOF]

IopIoNIo A\ Surpuessing / o3a[dwoosuy

"SIOPIONIOM UNNOI PUR AJUIFISWS UM
9jeour[ap 10U AeJA] -9ouruIoried Jo armpord
JURISIJIP A10A © Jurod Avwn yorym ‘pojerduros
124 10U SIOPIONIOM 9S0Y) SUNUNOD 9q 10U AR
“TI2)SAS JOPIONIOM [BNURUI B YILM YNOUJI(T (T

‘001AISS QoURUUIRUI POOT |  pojerdwo)) O JO IPqUUINN suop oq 0} Sunye) SISPIONIO M
BunjoeS ore SJUSPISAI IOIOHM JO 2SUSS POOD) IF | O M 11V 2I9]di0,y O SAB(] 3L oIe SIopIodIom JNo& Suo] moH ojo[dwo)) 03 ske( a8eIoAy
syoeqmel(d/syjousyg BInuIo 4 NOA ST[91 1T 1Y M\ JUSWIAINSBATA

OUBUSIUIEJA[/TOPIONI0 AN

"NOLLVNI(TIOOD ‘dn-0seaT “Apeay-oxely
‘momnoadsu] — sjuouodiiod $)T OUT JUSSINSBOUL
SIY} UMOp Sunjealq JO anjeA 2y} 9zug0y
«SUT]

pordnooooy s [B10]

wonog 2[qno(,, ioq s109]je — dourtioped SITU() JUBDEA sjun JuedeA Adnoooar
JUOTISSBURI JO SINSBOW [2ON)) g Adnoooay 01 ske(q [R10L 01 noA 3uryel 1 s1 3uof MOH SQWI] WIN] JIU[) JUBOBA
“UOISSIUI 1]} O} [RIUSD JIB $9JRI ISAOWIN)
Y317 SAWNRWOS USRS AJIUOU IO
Ajroprenb ‘fenuue ue St 31 IOWIOYM 0ZIUS009Y (]
Juatrodeue Aourdnoso
JOJ MOty 0} B)ep Jueliodul] 91e[nofes 0} $1IU[) JO Isquuny] "JNO FUIAOUI SI
ASEO “UON0BISTIES JUSPISIT JO INSBOW POOL) g SN 9AON JO JoqUIMN ey wonendod oA Jo uonzodoig ojey JeAown ]
SPOeRqMBICT/SIoURg BIOUIO ] NOA ST[3} 3T JBU M JUSUIDINSBIIA]

JWII ], WIN |, pue JoA0UIN ],

¢/ S42quinu 2y] pulyaq s, 1y 4
Sjuou2.msvapy Q42dodg




€00¢/¢

RIS TN Qﬁ@ﬂh\%.ﬁo@ Joer

$I1SBQ AJJIUOUI B UO SUONEBN)oN[J
981e] 9q PINoOd 912y 1By} 2Z1uZ009Y (g

1G3p oM
2197 St 31aUM §100[01d SUIOOUI-M O] ATSUIAIIXD

IO} YD (I Uel]) MSLI JO JOJBOTPUI Ia1a¢] i

sasuodxy Suneiedp
MOJUSED) 19N

AMO[JYSeD 2a1E3oU € SUIARY 210Joq
o1eI0]0} Ued 103png oy} sesuadxa
Sunerado paseaIour yonw MO

sosuadxg
Sunered( 30 109015 ST MOJUSED) 19N

SISeq ATU)UOUI B UO SUONBMION[]

o31e] 2q PINoo oIt ey} 9Z1uS000y :J

199p 9y

21911 ST 219UM §100(01d SWOOUT-M O] A[OWONX
103 YO uey) MSLI JO Jojeolpul 1aueq g

(IDH) swWooy] SSOID) AN
MO[SEY 13N

AMOTYJYSED
2ATIESOU B SUIARY 210}9q 9)BIS[0)
ued 103pNq Y} SIUSI Poloa[jooun

IO $SOJ AOUBORA [ONIU MOF]

(1D3) swoouy $S0ID)
QATIO3IFH JO 1USDIJ SB MO[JYSe)) 19N

-2A11E39U 5203 300f01d & uoym jorpaxd dioy
PINOD JOJROIPUL SIU) ‘SONUIALI U] 9el IoySn
© JB 9SBAIOUT SOSUadXD J] "MO] 2Ie sosuadx?
SUBIUI JBU[} 20UIS 19119q ST oFejusoied Jomof v

(IDH) owosu] SSOIN AN
Sa5tRdX sunersdQ

JTe[[op
® oyew 0} puads nok yonw Moy

(oneyg Adueroyyy)
oney snuaAdy 01 asuadxyg

99U} JO 1YJIS 9SO[ 3,U0(] — 193p
PALI9JOP pUE JOS JO JUSUMEa) o} 9Z1a3009Y (]
‘Aprodoid ® yo syusuodwoo Teop

19°p palidjep
10 JOS 9PN[OUI J0U S0P AJ[ens)

pue Teuonerado 19410303 s[ind — suonesiqo 199 piey (MDSA) oney 28e12A07) 221AI9S 1G2(J
149P 199w 0} AJI[IE JO JUSWIRINSBOW [BONII)) I TON Suone3I[qo 1qap 199W 0} AI[IqY (D) oney 93vI0A0)) 1G2(J
SOJON/SYORqQMBI(]/SIJaUdg B[AWIO ] NOA S[[o7 1T 1B A\ JUSTIDINSBIN

sonjey [eroueul]

Jonw A0y JO 2INSEIIA (]
‘Asuowr oA Surpuads
21,n0A moy ‘senuionrd Surpuads our 1YSISU] g

(1e3png 1e101) 150D [E10L
0391e)) 193Ie ]

TRIpY) 1500

Jo uongodoxd 1eym

[101 JO Juadiad

'sosuadXe BULLINOOIUOU AG PAMOYS 9q

ABUI SIOQUINT ‘JUSTIOINSBOWI WLES)-1I0YS O] (T
“QUIOONI/$ISOD

amyny Jo uonoafoxd ym sdjey Surpual] :g

(4vad 2s0q) 1507 IR X IOUIJ
1S0)) Tes X I01ig
—1S00) Jea X Jueim))

"019 ‘Gurpuar],
"OUIT] JOAO PASBAIOOP/POSBIOUT
§1S00 INOA 2ABY YoNW MO

uone[moe)) SWI ] 1940 a8uey)

(910 “ATriney/A1opie) Sursnoy

J0 52dK) a1 Sk “JuedTIUSIS 218 SOOUIDLJIP
[BUOISDY SOOIAIOS JUOPISAT ‘SOATSAI

‘SonI[nN JO jusunea) oy} je ooy sopdde

01 so[dde,, AT10113S J0U ST STI} I8} 9ZIUF000Y (]
‘sonradord

OZIS JUDIOIJIP SSOIOB §1S0D JO JUSTHOINSBIT
SMO[[e PUEB A)SNPUT Ul posn A[3PIA

0§2 ‘2oUDINSUJ

21117111} UTPY DOUDUDTUIDIN
— $211082102GNS 1SOD UIYIIM

A0 SIS0D [DJO] AOf PasN 2q UL,

SoRqMEBI(]/SIJoUg

ST JO IDQUINN] jun
§1S0) 12101 1od Surpuads a1e NOA JUNOWE Y T U 194 180D
B[OUIIO] RUNSTERISTEIIN JUDUWIDINSBIN

suone[mo[e,) osuadxyy

¢ S42quInu 2y] pulyaq s, Joy 4
StuauanSvapy A142doJ




€00¢/¢

10Ga M YIpN[/ATesD) Yor[

"Kxodoid oty Surpring Jo 31509

[emoR UO Paseq) POISIA 1500 pue (Jesrerdde
U0 poseq) anfe A 1NIBIA U3 OJ8 0Mm) IST)0
ay] -onea Auodoxd Sutururiolop Jo spoyjeur
[BUOT)IPEI] 2211} JO 2UO ST UONE[NO[ed AY] oYL

AYI se umouyy
onjeA =9jey dep / JON

on[ea SurunuIglep o} seyoeordde
90113 JO Quo se [ON 01 pardde a1eyg

ey den

]29XJ 10 101e[Nn]ed [BIOURUL B U0 SUOP IS0g

L41) X Ad

"W JO PoLIdd UIepod € I e YlIom
9q [[I4 JUSUISOAUL UR [Oonl MOH

an[eA Laning

019Z ST A IN YOI JB 01BI U} St Y]
"SAB[INO JUSUNSIAUL

o1j} sTenbo SMOJJYSED 2NNy PIUNOISIP
o) YOIy Je TIM}DI JO 9)eI o} spuesardey

99X 10 JOJE[NOIEd
[RIOUEUI} B UO SUOP 1So¢

(porrad jusunsoAur

9T} J2A0 SMOTJUSED voE:ooﬁu
Bursn) sorerouod Aurodoid oy jeyy
TIRI JO 2)B1 [EniOR S S9jR[NofR)

(YD) Wy Jo syey Jewsiu]

*S[e0S J09UI JOU PIP JUSUIISOAUI Jel]} S9JedIpul
AdN 2A11BS2N] 'STBOS WINIOI SI0ISOAUL POPIIOXO
JUSUIISOAUT JRT]} SAJBOIPUL A IN QARISOJ

[99X7 10 JOJB[TO[ED
[RIOUEUI} B UO SUOP 150

"PRADITOR U192q SeY] JO 94 UBD WINox
poredIonue SI0)SOAUT oY) IOYIOYM
SOUTULIS}OP YOI M HONBINO[R)

(AN anJe A U221 12N

[99XH 10 101e[nd{ed [BIOUBUL] B O QUOP 1S9y

1)
AT

. KQUOTA JO onjeA owI],,

) $399[J1 A d "(91BI JUNOISIP)

o1l 1$2J2)UL UR FUISN SIB[[OP

S ABPO] OJUI SIBJ[OP 2N SLISAUOD)

(Ad) ourea wosaig

‘sodueyd
A1nba se 93uryd 10U S0P JUSTISIAUIL [BIIIU]

JUSUISOAU] [BT}IU]

“JUOUISOAUT JETITUI

*A31nbo Tenbo AT11SS200U 10U SOOP JUSUNSSAU] O[T Use) o1} UO PIUIED UIMI JO 9Jel oY ], JUSWIISOAU] UO WIOY
“uorjerdaidde Axodoxd "oy Jo porrad
pue 1edrourzd J0 umop Aed 03 enp a8ueyo Aynbg poymads 1240 payseaur Ajnba

ued AJmba se A[fenuue paje[no[es oq 0} PN AOTI Use) o1 U0 PalIes UInjal Jo 9.l oy Amby uo wimey

(S42quINU 2y] pu1yaq S, 10y 4
spusu2.msvapy A42dodJ




:Bununoooy




The Subprime Crisis , Draft

Exhibit 1: Mortgages Originated by Type, 2001-2006

Traditional or prime mortgages Non-traditional or non-prime mortgages

Conventional/ Home All

conforming Jumbo? Subtotal  Subprime Alt-A  equity FHA/VA® Subtotal loans
Billions of dollars )
2001 1,443 489 1,933 216 68 116 188 589 2,521
2002 1,919 645 2,564 259 76 126 208 . 669  -3,233
2003 . 2,695 718 3,413 367 93 197 252 - 909 .. 4,322
2004 1,291 550 1,841 576 213 342 144 1,275 3,116
2005 1,125 588 1,714 645 392 377 93 1,507 3221
2006 990 480 1,470 600 400 430 80 1,510 2,980
Percent
2001 572%  194% 76.7% 8.6% 2.7% 4.6% 7.5% 23.4% 100.0%
2002 59.4%  20.0% 79.3% 8.0% 2.4% 3.9% 6.4% 20.7% 100.0%
2003 624%  16.6% - 79.0% 8.5% 2.2% 4.6% 5.8% 21.0% 100.0%
2004 414%  17.7% 59.1% 18.5% 6.8% 11.0% 4.6% 40.9% 100.0%
2005 349%  18.3% 53.2% 20.0% 12.2% 11.7% 2.9% 46.8% 100.0%
2006 332% . 16.1% 49.3% 20.1% 13.4% 14.4% 2.7% 50.7% 100.0%

Source: Inside Mortgage Finance, Mortgage Market Statistical Annual
A Jumbo mortgages meet all the FHA requirements except that they are larger than the FHA will

insure. These mortgages are considered prime.
B Since 1968 the FHA and VA will insure some mortgages for low-wealth households that would

not meet traditional FHA underwriting criteria. ) 1

Exhibit 3: Homeownership Rates in the United States, 1900 to 2005

60 _ _ N
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Source: U.S. Census, Housing and Household economic Statistics Division website
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Tax credit crunch hits affordable housing
By Diane Dietz

The Register-Guard

Published: Oct 21, 2008 09:36AM

Home: Story

A federal program that gives investors a tax shelter if they buy into low-income housing
projects may be the latest victim of the national housing debacle - and the effects are
being felt locally.

Low-wage workers in Lane County have benefited mightily from the "low-income
housing tax credit" program over the past two decades as local social service agencies
became multifamily housing developers - building about 35 apartment projects that house
nearly 2,000 Lane County families paying lower-than-market-rate rents.

Two new projects hang in the balance today in Lane County: St. Vincent de Paul's
proposed 35-unit Lamb Building on 11th Avenue and Sponsor Inc.'s planned 20-bed
transitional housing for homeless ex-criminal offenders on Highway 99.

This week, the Oregon Housing and Community Services Agency is scheduled to
announce projects statewide - including potentially those two local projects - that won a
twice-yearly competition for tax credits.

But here's the rub: The winning agencies must then find investors willing to buy tax
credits associated with their real estate projects - and investors are increasingly scarce.
Those who are still willing to buy in are demanding - and getting - high yields, which
means less money for the agencies building the housing.

The poor shape of the tax credit market "does threaten our ability to do affordable
housing," said Floyd Smith, spokesman for the state housing agency.

The market is likely to get worse before it gets better, said Katy Patricelli, vice president
in community lending at Wells Fargo Bank, which has loaned money to several local tax
credit projects.

The low-income housing tax credit was created by President Ronald Reagan in 1986 and
has resulted in the construction of hundreds of thousands of apartment projects nationally
offering low rents.

Lane County social service agencies, led by St. Vincent de Paul, charged into the
building program in the early 1990s.

St. Vincent de Paul built 19 of 35 local tax credit projects, including the five-story, $8.7
million Aurora Building in downtown Eugene and the five-story, $7.4 million Royal
Building in downtown Springfield.
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Another nonprofit agency, Metropolitan Affordable Housing Corp., opened the $20
million WestTown on 8th apartment complex in downtown Eugene in August.

The state of Oregon gives out the credits in a competitive process each year. The
nonprofit developers sell the credits through syndicates that gather and pool
business/investor dollars. Businesses that buy the tax credits for less than the face value
can - each year for the succeeding 10 years - knock the full amount off of their taxes.

The marketplace determines how much less than the full amount the investors pay
initially.

For example, a corporation can buy what amounts to $1 million in tax credits for
$750,000. The developer of the housing project gets the money up front. The corporation
gets to take $100,000 off its taxes for each of the next 10 years.

In the early years of the tax credit, all kinds of Fortune 500 companies sought out the
low-income housing tax credit shelter, including Weyerhaeuser Co., Chevron Corp. and
Campbell Soup Co.

But in the real estate boom years after 2000, those companies were squeezed out by
financial sector investors, topped by Fannie Mae and Freddie Mac. Citibank and
Washington Mutual also bought in.

With competition for tax shelters hot and heavy, the price for tax credits soared to more
than 94 cents on the dollar, until very recently.

"With these banks that have taken huge losses - Washington Mutual, for example - when
you are losing hundreds of millions of dollars, (tax credits are) not something you need at
the moment," said Monika Elgert, regional vice president for the syndication firm
Enterprise Community Investment Inc.

In other words, businesses without profits are also without tax liabilities and so they have
no need for tax credits.

In recent months, with investors withdrawing from the market, the tax credit price has
fallen to 80 cents on the dollar and even lower. That means a lot less money for
construction, Smith said.

Each year, Smith said, the Internal Revenue Service gives Oregon $8.5 million in tax
credits to allocate to projects. At 90 cents on the dollar, those credits will produce $76.5
million for the agencies building housing.

But at 80 cents on the dollar, they will bring in only $68 million to these agencies.

The state housing agency is in the midst of choosing which of dozens of proposed
projects should get credits this year. The agency has narrowed the field to 16 projects, but
it may not make all the awards.
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The state may choose to give a fewer number of projects a larger number of tax credits,
Smith said.

And those are certain to be worth less than just a few months ago.

The rapidly declining credit price could mean a funding gap of $100,000 or more for each
project, Smith estimated. Some of the organizations won't be able to come up with the
additional money.

Earlier, projects could get some bond money from the state, but that's not possible right
now. "This agency hasn't been able to sell its bonds in some weeks," Smith said.

In bigger cities, local governments may be able to pitch in to close the deals. But that's
not likely in rural areas. "Those projects are going to have a heck of a time. Those
projects won't work from a financing perspective,” Elgert said.

Syndicators, meanwhile, are looking to businesses outside the financial sector to start
buying tax credits. Terry McDonald, executive director of St. Vincent de Paul of Lane
County, said lots of industries - even in a down economy - are making a profit and in
need of a tax shelter. Petrochemicals comes to mind, he said.

If St. Vincent de Paul gets an allotment of credits this week for the Lamb Building,
McDonald said he'd start looking for buyers. "Let me get my checkered suit on and my
cigar and I'll say, 'Come on down and make a deal.' We're obviously motivated and
everyone else is too," he said.

If the syndicators can't find investors for the Lamb Building, McDonald said, he'd beat
the bushes himself. He tried selling credits once before but without a lot of success.

"It was a difficult concept for small investors to get their head around. Is it possible to do
that today? Actually, it's a backup strategy for St. Vincent de Paul to invite local pools,"
McDonald said. "First things first: We'll do it the regular way. And if we don't, we'll do it
a different way. I always have a Plan B. That's my job."

And if the tax credit price is too low to finance the Lamb Building?

"We'll work very hard on making sure we have other sources come in. We'll do some
significant value engineering. And then we'll do a lot of praying."
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| Budget and Financial Management Terminology

Term

Definition

Budget

A projection or plan for income and/or expenses.

Financial Statement

A report drawn from accounting records of financial
activity which has already occurred. Some financial
statements compare revenue and expense activity as
recorded in the accounting records with revenue and
expense projections contained in the budget.

Fiscal Year

A 12-month period selected by an organization.
Corporations cannot change fiscal years without informing
the IRS. Foundation and government funders frequently
utilize different fiscal years than the agencies they fund,
creating accounting and reporting difficulties for the funded
agencies.

Organizational Budget

Projected income and expenses for a defined period (usually
the organizations fiscal year) for the operation of the entire

organization. Can be presented on a fund and/or functional
basis.

Grant Budget

Projected income and expenses for a particular project
tunded by a grant. The projected income and expenses are
for a defined period. The grant period may or may not
correspond to the agency's fiscal year. For example, an
agency with a July 1 through June 30 fiscal year may
receive a grant for a 12-month period beginning January
and ending December.

Accrual Basis Accounting

A system of accounting in which income is recorded when
it is earned (rather than when it is received by the group)
and expenses are recorded when they are incurred (rather
than when the expenses are paid).

© TACS 503.239.4001
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Term

Definition

Cash Basis Accounting

A system of accounting in which income is recorded when
it is received by the group and expenses are recorded when
they are paid. Cash accounting data can lead to errors in
budget projections. If an agency is currently unable to meet
all its debts, the expense figure from cash basis accounting
will not reflect the full cost of providing services and may
lead to underestimating costs in budget projections.

Zero-Based Budgeting

A process for developing organization or project budgets
which begins with zero funding allocated to any purpose
and constructs the budget by justifying the need for each
item including staff and non-personnel items.

Incremental Budgeting

A process for developing budgets which assumes
maintenance of present expenditure patterns as a starting
point and adjusts each item for inflationary increases or
exceptional changes.

Cash Flow Budget

A projection of anticipated cash receipts and cash
disbursements for a defined period, usually three to six
months. Cash flow budgets are used primarily to manage
cash, 1.e. assure that sufficient cash will be on hand to meet
demands and that excess cash is properly invested. Cash
flow budgets focus on timing-when during the year funds
will be received and required. This contrasts with
organization or grant budgets which are typically prepared
using an accrual concept of projecting costs and revenue
associated with services to be provided during the budget
period, regardless of the timing of receipts or
disbursements.

© TACS 503.239.4001
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Key Budget Terms

1. Direct Costs

Costs which can be directly attributed to performing a specific function
(program, administration, fund raising).

FExample: In an organization which offers three programs ( emergency services,
senior services, and counseling), the costs associated with employing a case
manager who does only emergency services is a direct cost of the emergency
services program.

2. Indirect Costs

Costs which cannot be directly attributed to a specific function. An estimating
method is used to allocate indirect costs to the functions which benefit from the
indirect cost iten.

Example: The cost of renting a facility to house multiple programs as well as
administrative and fund raising staff. The rent expense could be allocated to the
programs, administration, and fund raising functions by creating a formula based
on square footage or based on FTE’s (full time equivalent staft positions).

3. Administration Costs

Costs of providing overall management and strategic planning for the
organization including costs such as:

¢ Accounting

e Audit

¢ Board support

e Strategic planning

¢ Overall organization public relations

e Human resources administration

©TACS. 503.239.4001 BP 54
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4. Fund Raising Costs

Costs of seeking and obtaining contributions, including staff costs for planning

and implementing fund raising activities. Fund raising costs include:

e Special event costs

e Direct mail solicitation costs

¢ Major donor prospecting and solicitation

o Newsletters which include fund raising appeals (special rules apply)

¢ Foundation and corporate grants research and submission of unsolicited
proposals

5. Cost Pools

A budget and accounting technique in which costs associared with a particular
function (administration, facilities, office overhead, etc.) are collected in one or
more cost centers. The total cost in each cost center is then allocated by formula
to each program, administration, or fund raising function which benefits from
the cost pool function activity.

Example: An organization collects administrative costs into an Administrative
Cost pool and allocates the total pool to each program and fund raising cost
center by a formula based on the % of FTE (full time equivalent positions) in
each program or fund raising cost center.

6. Line Item Allocation of Costs

Application of an allocation formula to a specific line-item cost. This is an
alternative to the cost pool method.

Example: An organization determines that all costs associated with a shared
facility should be allocated based on the percentage of FTEs assigned to each
function. Instead of pooling all the facility related costs into an indirect cost
pool, the organization allocates each facility cost line item individually. No cost
pool appears in the budget. Instead, the amount of rent, utilities, maintenance,
ctc. which appears in each program, administrative, or fund raising cost center is
computed by an allocation formula applied to their respective line items.

7. Cost Allocation Plans

A written plan which describes the cost centers which the organization will use
for budgeting and accounting and the methods of cost allocation which will be

© TACS. 503.239.4001 BP 54
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utilized to allocate costs which cannot be directly attributed to specific program,
administrative, or fund raising cost centers. The plan describes the formulae
which will be used to allocate both cost pools and individual line items.
Different allocation formulac may be used for different types of costs.

The plan should include the rationale for the selection of each cost allocation
formulae, and the basis on which it has been computed.

Example: An organization which has decided to use percentage of square feet as
the basis for the allocation of facilities costs, would include and create a
supplemental schedule for the cost allocation plan every year. The supplemental
schedule would list the name of each facility, its location, and the total number
of square feet in the location. It would also list the number of square feet
assigned to each program, administrative, or fund raising cost center and the
number of square feet considered to be “common space”. The resulting
allocation formula would be computed and the calculation leading to the
amounts shown in the budget would be included.

If the organization changes the use of the space during the year, the cost
allocation should be revised to show the change in utilization and the resulting
change in formula.

©TACS. 503.239.4001 BP 54
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L) <
COMMUNITY

SERVICES

Common Budget Format Approaches

Fully-loaded

Using a cost-pool approach, allocate all of the administration and indirect costs to the
program and fund raising cost centers. The theory behind this approach is that the
organization would not have an administration if it didn’t have programs to manage. And
similarly, that the programs could not be delivered if all of the administrative functions were
not performed. The fully loaded approach allows you to present the full cost of delivering a
specific program.

GAAP Approach

This approach parallels the GAAP requirement for presenting nonprofit financial statements
in which the nonprofit must present the costs of program, management, and fund raising
separately. Because the allocation of administration costs used in the the fully loaded method
would result in showing no administration costs on the bottom line, it would not meet this
GAAP requirement. Many nonprofits use the fully loaded method for budget preparation
and in their accounting systems as well. Because they record all administrative costs in an
administrative cost center before allocating them, they are able to present the GAAP
required statement by using the records from the administrative cost center prior to the
allocation entry.

Contribution to Overhead Approach

This approach is commonly used in business budgeting. Rather than allocate either
administrative or indirect costs to a specific program and fund raising cost centers, this
approach focuses on the amount of contribution to which each program or fund raising cost
center makes to meet the administrative and overhead costs of the organization. All revenues
are attributed to the cost centers which give rise to them (i.c., preschool fees are attributed
to the preschool cost center). All direct expenses are attributed to the cost center which they
benefit. Then a net income is computed for each cost center. This represents the
contribution to overhead (administrative and indirect) which that cost center will make.

This approach avoids the potential problems of distortion through allocation of
administrative and indirect costs. For example, in the fully loaded approach an organization
may base its allocation of these costs on the percentage of FTE’s involved in each program
or fund raising cost center, but the actual usage of the administrative and
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indirect resources may be quite different. Decisions based on the estimates used for
allocation may be faulty. Similarly, in the fully loaded approach, a change in one program
(for example, adding or reducing staff ) will impact the allocations to all the other program
and fund raising cost centers. Advocates of the “contribution to overhead” method would
argue that it avoids both the distortion of erroneous estimates for allocation and the
disruption of recalculating administrative and indirect allocations based on changes in one
cost center. Instead, attention is focused on each cost center’s contribution.

The downside of the “contribution to overhead” method, is that it does not present the full
cost of delivering a specific service, because administrative and indirect costs are not
allocated. Without some basis for understanding the portion of administrative and indirect
costs which are needed to deliver particular programs, it is difficult to evaluate the
“contributions” which each cost center is thought to have made.

Deficit Funding Method

This is a variation on the fully loaded approach. Budgeting for expenses is done using the
fully loaded methodology — attributing direct costs to their respective program or fund
raising cost centers and then allocating admin and indirect costs fully to the program and
fund raising cost centers. In the deficit funding approach, revenues are attributed to the
program or fund raising cost center with which they are associated. For example, a grant
restricted to meeting the cost of Program A would be attributed as revenue in the Program
A cost center. Similarly, fees generated through Program A would be attributed to the
Program A cost center. A net income is then projected for each cost center by subtracting
total cost center expenses from total cost center income. This may result in a break even
(income equals expense), a profit, or a loss for each cost center.

In this approach, any unrestricted contributions to the organization, as well income from
general product sales or investment income which does not carry restrictions, are attributed
to the fund raising cost center. Fund raising expenses are subtracted from this undesignated,
unrestricted income, to calculate a net from fund raising total. This total net from fund
raising is then available to subsidize the cost centers which do not break even or it may be
used to generate a surplus in order to build the organization’s reserves.
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TECHNICAL

ASSISTANCE
[N -:
COMMUNITY

SERVICES

CDC Financial Management Challenges
Budget Challenges

I. Multiple Functions

CDCs typically engage in multiple functions: housing development, property management,

tenant services, business district revitalization, and other community economic development
activities. Additionally, like all nonprofits, they engage in management/administration, and

fundraising functions.

While each of these functions is quite distinct from the others, a comprehensive organization-
wide budget is still needed. Consequently, CDCs need to do functional budgeting which goes
beyond simply listing the categories of income and expense which are expected and use a grid
or matrix format to describe both line item and function for each anticipated income or
expense.

II. Cost Allocation

Cost allocation is a budget and accounting method which is used to identify costs according to
the function which the cost supports, as well as according to line item description (salaries,
supplies, etc.). Direct costs are those which can be directly attributed to a specific function—tor
example, the cost of paying a property management fee is clearly a cost of the property
management function, and the cost of acquiring a property is clearly a cost of property
development.

Indirect or shared costs are costs which benefit multiple functions. Not all shared or indirect
costs are administrative costs. For example, if multiple programs are housed in one facility, the
occupancy cost of that facility is a shared cost which should be allocated among all the
functions which are carried out in the facility.

For budget purposes, you will want to assign all direct costs to their appropriate functions and

then use a cost allocation formulae to allocate indirect costs. Be sure that the way that you
allocate costs in the budget is the same way which you will use them in the accounting system.

©TACS 2004. 503.239.4001 chC 8
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III.

IV.

Dealing with Restricted Grant Funds

If you anticipate receiving grants, be sure that you reflect any restrictions which will be
attached to them by your funders in your budget plan. For example, if a foundation will award
$10,000 to allow you to provide enhanced tenant services such as coordination with social
service agencies, reflect both the grant income and the costs associated with providing the
services in your "Tenant Services" function. If a funder will give you a grant to purchase a
property for development, include it in the "Housing Development” function.

Some funders will provide "operating support” with the direction that your CDC is to decide
how to use the funds. Your budget should reflect your decisions. If you decide to split the
"operating support” into several categories, using some for administration, some for housing
development, and some for community economic development, your budget will show the
total grant split into the different functional income sections.

Borrowing and Debt Repayment

CDCs must integrate the kind of projection done in pro formas for new housing development
projects into their comprehensive organization-wide budgets, as part of the housing
development function. This is particularly challenging because most housing development
involves borrowing funds which will then be repaid, with interest, with proceeds from rental
income or through sale of homes in home ownership programs.

However, from an accounting standpoint, borrowing money is not a source of income, and
repaying debt is not an expense. Instead, borrowing money creates a liability and paying it
back reduces the liability. In a pro forma for a housing development, borrowing is considered
a source of funds, and debt repayment is considered a use of funds.

Because CDCs need to have their organization-wide budget correspond to their accounting
system so that financial statements can compare what actually happens to what was planned,
they must deal with the impact of borrowing and repaying debt in the budget in a way which
will not conflict with good accounting practices.

One way to accomplish this is to create a section called "cash adjustments” in the budget
format. Generally this section is placed below the listing of expenses and its total. In the "cash
adjustment” section, the amounts which will be borrowed to complete projects can be
attributed to the housing development function, and the amounts of debt which must be
repaid within the year can be attributed to the property management function. Note that the
interest portion of debt repayment will be listed in the expense section of the budget because
interest is an expense.

©TACS 2004. 503.239.4001 CDC 8



V.

Budgeting for Development Costs

It is often challenging to predict exactly when a project which is in your development pipeline
will actually be completed, or even when construction will begin. For purposes of putting an
organization-wide budget together, you will have to decide which specific development
projects will be underway during the fiscal year, and make some assumptions about their
timing, Be sure to write down those assumptions so that if reality doesn't conform to your
plan, you will be able to revise the Housing Development component of your budget
accurately.

In your accounting records you will want to track the pre-development and development costs
for individual projects separately so that you have documented the actual cost of bringing the
project to completion. Similarly, you will want to budget on a project by project basis, and
then combine all the projects which will be underway into totals for the Housing
Development component of your budget. Be sure to keep the schedule which shows the plan
for each project.

Some pre-development costs can't be attributed to any specific project or are invested in
projects which don't come to fruition, so you may need to budget some amounts in your
Housing Development budget which are "general” as opposed to attributed to specific
projects.

Budgeting for “Developer Fees”

Developer fees are the amount which the developer is allowed to retain after all other costs of
development are met. In a project that is entirely debt financed, developer fees amount to the
portion of borrowed funds which you have not had to pay out to contractors or others to
complete the project. In a project which combines debt with contributed amounts (grants,
equity contributions, etc.), it is sometimes difficult to say whether the developer fee is being
funded through debt or through the contributed or equity portion of the project.

While many CDCs rely upon developer fees to fund portions of their operations, if the
developer fee is funded through debt, it is not income and should not be included in the
revenue portion of the budget. It is debt and should be included in the "cash adjustment
portion" discussed in the previous section on borrowing and debt repayment. If the developer
fee will be funded through grants, it will be included in the grants line of the budget and
shouldn't be double counted by being listed again. If it will be funded by grants and you want
to see it separated out from the other grants, subtract the amount of the developer fee from
the grants line item, and list it as "grant funded developer fee" in the income section.

One very important policy decision for CDCs is what use will be made of developer fees. Will
your CDC use developer fees to subsidize components of your budget which are projecting
losses or will you retain the developer fees to use as seed money to undertake new

©TACS 2004. 503.239.4001 leisleR]
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development projects, or limit its use to paying for staff that do housing development? Your
board will need to set a clear policy to guide your budget practices.

VII. Depreciation

Depreciation is an expense even though no cash is paid out to cover it. Consequently, you will
want to include depreciation in your schedule of expenses for each property. However,
because depreciation expense does not use cash, you will also include it in the "cash
adjustment” section as if it were a source of cash. In other words, you are acknowledging that
although your pro forma showed that the property could generate enough income to cover
depreciation expense, from a cash flow perspective, it doesn't have to generate cash to cover
the depreciation.

VIII. Budgeting for Home Sales

CDCs that sell the homes they build will budget for "home sales proceeds" as an income
item in their "housing development" function. Most of the costs of building the homes will
be reflected in the "cash adjustment” section. Just as in the discussion of developer fees for
rental properties, your CDC will need to set a policy about the use of your "profits” from
home sales. Will you use them to subsidize administration or other operating programs or
will you reserve them to use as seed money for future housing development projects:

IX. Budgeting for Property Management Functions

Your "property management” function budget should reflect the income you expect to realize
from renting properties and the expenses which you must pay to operate the properties. You
will need to use the "cash adjustment” of your budget to deal with the debt service (principle
repayment), depreciation, contributions to reserves, and major rehab costs.

Create your "property management” function section by analyzing and scheduling each of your
rental properties. Then combine the schedule of individual properties into a master schedule
for use in the organization-wide budget.

Project the actual income and expenses you anticipate for cach property. Remember to adjust
the projected rental income to reflect your predictions about vacancy rates and losses through
non-collection. Don't simply use the projected rental income that was included in the pro
forma for development of the property, consult your prior year accounting records and
consider the actual circumstance to estimate vacancy rates and collection problems.

Similarly, use your past accounting records and detailed knowledge of the condition of the

properties to project expenses for the year, including utilities, insurance, repairs, etc. If you
contract for property management, be sure to include this expense. If you have your CDC
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TECHNICAL
ASSISTANCE

COMMUNITY
SERVICES

CDC Financial Management Challenges
Accounting Challenges

Chart of Accounts Structure

The Chart of Accounts should parallel your budget categories. It should set up cost centers
(departments, divisions) for each distinct function used in your budget (property
management, housing development, tenant services, administration), and for any restricted
funds which you have budgeted as a separate function. The Chart of Accounts must include
Balance Sheet accounts (assets, liabilities, net assets) as well as revenues and expenses

Cost Allocation

Use the same method for cost allocation in the accounting system as you used in your
comprehensive annual budget. Consider structuring cost pools to streamline the accounting
process. For example, set up a department for "administrative costs” which includes all the
line items in which administrative costs occur (salary, professional fees, occupancy, etc.) and
then allocate a share of the total administrative costs to each function at the end of each
month. Create a written description of your cost allocation plan which explains which costs
will be allocated, and the basis for the allocation method.

Pre-Development Costs

Pre-development costs are the costs of exploring the feasibility of various projects. Ifa
project eventually goes forward, it may be possible to "capitalize” these costs, i.c., include
them in the record of the investment made in the property. If the project doesn't go
forward, the pre-development costs are just part of the operating costs of the housing
development function. It is probably easiest to track pre-development costs by setting up a
department (cost center) for them in the structure of your Chart of Accounts.

Development Costs: Acquisition, Construction, Etc.

You will need to maintain a complete record of all costs of acquiring and developing cach
property. These costs include both amounts which your organization disburses directly from
its own cash accounts, and any disbursements made on behalf of your organization, for
example, direct payments from a lender or grantor to contract for work done on a project.

©TACS 2004. 503.239.4001 cDC7
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VII.

VIII.

You will need a system which tracks costs as they are incurred and compares the costs
incurred to the development budget for each project.

In-Kind Contributions to Development Projects

If you receive donated materials or services which make a material contribution to a
development project, you will need to record them in the accounting system. Establish an
"in-kind contributions" revenue account to record the increase in value in the property which
results from the contribution. You will balance the journal entry, which records the
contribution income, with an entry to the asset account for this property, reflecting the
increase in your investment in the property. Be sure to maintain back-up documentation
about the nature of the contribution and the basis for the dollar amount you have recorded
as an in-kind contribution.

Depreciation and Accumulated Depreciation

In addition to creating "depreciation expense" accounts in the expense section of the Chart of
Accounts and "accumulated depreciation" accounts in the assets section, you will need to
maintain a detailed depreciation schedule which supports the entries posted to these
accounts. You'll need a depreciation schedule for each property, including both the amount
of your initial investment and of any major rehabs done to the property, the amount of
depreciation recorded each year, and the resulting accumulated depreciation for each
property (sum of all depreciation expenses recorded over the life of the property). In
addition to the property by property depreciation schedules, you'll need a depreciation
schedule for all your office equipment and any other fixed assets.

Recording Debt and Debt Service

Record all debt as it is incurred. To do this, the accountant must receive copies of all loan
and line of credit agreements once they are executed. If loan proceeds will be paid through
draw downs, copies of requests for draw downs must be given to the accountant to record.
Copies of closing agreements must also be provided. In some lending situations, the amount
of loan funds disbursed will vary from the draw down requested. These variances can be
correctly recorded through adjusting entries.

Non-Recourse Debt
Some lending agreements state that the debt is "non-recourse" meaning that the lender's

ability to collect repayment is significantly limited. In some cases, the lender indicates that it
does not intend to require repayment. You will probably need advice from your auditor and

@TACS 2004. 503.239.4001 che7




possibly from an attorney about whether to record "non-recourse” debt as a liability or a
contribution.

Grants with Contingent Liabilities

Some grants to acquire or rehab property come with a contractual requirement which states
that in the event that the property is no longer used for its intended purpose, or the
organization sells or otherwise transfers the ownership of the property, the grantor is
entitled to repayment of the grant funds. In most instances, you will still record the grant as
a grant but include a note disclosing the existence of this contingent liability in the notes to
the financial statements which are part of your audit. In order to handle such grants
properly, you will need to be sure the accountant has a copy of the grant agreement and
discuss the treatment of the grant with your auditor.

Developer Fees

The term "developer fee" is used in several different situations, each with its own accounting
treatment.

e If your organization is acting as developer for a separate entity, and receives a
"developer fee" for the services which you provide to that separate entity, then the
"developer fee" should be recorded as revenue.

e Ifyour organization is developing a rental project with a combination of grants and
loans, and one of the grants is explicitly designated to fund a "developer fee" for
your organization, record this amount as grant income. You could use an account
called "grant funded developer fee" if desired.

e Ifyou have included a proposed "developer fee" in the pro forma for a development
project and your lender(s) have approved it, you will be permitted to drawn down
loan proceeds to cover the "developer fee" (typically at the end of the project when
other costs are met). These amounts received from lenders are loan proceeds and
should be recorded as "loans payable ," a liability. If you have used the Cash
Adjustments approach to budgeting and have shown these loan-financed "developer
fees" as a cash adjustment on the budget, you can use the information which is
recorded in the liability section of your general ledger, "loans payable,” to report the
amount of "developer fees" collected for comparison with the budget amount.

Incidentally, if you are developing propertics for sale (home ownership), you will not have
developer fees. Instead, you will have "gains on the sale of homes" which provide
compensation for your efforts as developer.
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Multiple Entity Relationships
Responsibilities, Potential Liabilities,
and Accounting Treatment

L Core or Parent Entity

The primary nonprofit affordable housing organization.

II.  Directly Owned Projects
Projects owned by the Core or Parent corporation itself.

Responsibilities of the Core Entity
e Asset Management
e Debt service
e Compliance with funder and lender requirements

Potential Liabilities to the Core Entity
o All owner Habilities
¢ Penaltes for non-compliance

Accounting Treatment by the Core Entity

s All Assets, Liabilities, Net Assets, Revenues, and Expcnscé must be reported in the
core entity’s \ﬁnancial statements (Balance Sheet, Statement of Activities, Statement
of Cash Flows).

s If outsourced property management firm prepares financial statements for the
project, the core entity must incorporate data from the property management firm’s
statements into core entity financial statements.

» Core entity is responsible for the accuracy of the financial information about the
project even if financial info is prepared by property management firm.

III. Nonprofit Single Asset Entities
Projects for which the core entity served as sponsor/developer in which the funding source

required or the core entity decided to place ownership of the project within a nonprofit
corporation other than the core entity. LIHPRA and most 202 and 811 projects (prior to

0)

©TACS 2004 503.239.4001 2% (S




changes allowing partnerships with for profits for 202 and 811 projects) are typically
nonprofit single asset entities.

Responsibilities of the Core Entity
e Depends on funder /lender requirements
e  Generally includes asset management ot some form of oversight

Potential Liabilities to the Core Entity
e In general, obligations of the nonprofit single asset entity are specific to that entity
* and the core entity is not considered liable for debts or acts of the single asset entity.
e Some funding/lending agreements may create compliance obligations for the
sponsoring core entity. '

Accounting Treatment by the Core Entity

o Sce SOP 94-3 for requirements for consolidation of financial statements.

e If the core entity has both control and economic interest in the single asset entity,
consolidation of financial statements is required by GAAP.

o If consolidation is required, the payment of asset management fees by the single
asset entity and the receipt of asset management fees by the core entity, is eliminated
in the consolidation adjustments.

e If the relationship between the core entity and the single asset entity does not meet
the requirements of SOP 94-3 — either because the core entity lacks control or does
not have economic interest — financial statements are not consolidated.

o To fulfill asset management responsibilities, the core entity needs to receive financial
statements from the single asset entity.

e If the financial statements of the core entity and the single asset entity are not
consolidated, the core entity reports fees it is paid or owed for Asset Management as
revenue, and reports the costs of providing asset management services as expenses.

Partnerships and Limited Liability Corporations Involving For Profit
Partners/Shareholders

Low Income Housing Tax Credit projects are generally structured as Limited Partnerships
or Limited Liability Corporations. The nonprofit core entity is the general partner. The for-
profit investors are limited partners. Some newer 202 and 811 projects are structured as
partnerships between the sponsoring core entity nonprofit and for-profit limited partners.

Responsibilities of the Core Entity
o As General Partner, the core entity is responsible for overall management and
compliance with all LIHTC and other funder/lender requirements.
e  General Partner responsibilities include provision of adequate asset management.
Athough some general partners outsource asset management services, they remain
responsible for asset management and compliance.
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Potential Liabilities for the Core Entity

o In general, the Partnership/LLC is responsible for its own obligations.-

e As General Partner, the nonprofit core entity is potentially liable to the limited
partners for failure to keep the project in compliance with LIHTC requitements — if
the limited partners lose their tax benefits because the project fails to comply with

' requirements, the partners have recourse against the core entity as general partner.

° Some partnership agreements require the core entity as general partner to supply
cash in the form of loans to operate the project when the project generates
insufficient cash flow.

e In some partnership agreements, repayment of debt to the core entity is contingent
upon achieving specified levels of net cash flow. If projects perform poorly, the value
of the core entity’s receivable may be impaired.

Accounting Treatment by the Core Entity

o Partmerships in which the nonprofit core entity has a very small percentage of
ownership (typically 1%) do not meet the requirement for consolidation.

» Core entity’s account for investments in partnerships/llcs using the equity method -
recording their net equity investment in the partnership as an asset.

o The core entity adjusts its equity investment in the partnership to reflect its share of
the net income or net losses reported by the partnership.

o The core entity records loans and cash advances provided to the partnership/lic as
assets (notes or advances receivable).

e Typically the partnership/llc will agree to pay interest for funds provided by the
nonprofit core entity as loans or advances. The core entity records the interest as
revenue and the partnership/llc records the interest as expense. If the partnership is
not able to pay the interest due to the core entity, the core entity records its right to
receive the interest as Interest Receivable and the partnership records it as Interest
Payable.

o If the partnership/llc project performs poorly over an extended period, the core
entity may need to consider reducing the value of the receivables it has established
for loans and advances, and for interest receivable, from the partnership/lic to reflect
uncertainty of collection..

° ConscquentTy, the core entity must consider the performance of the partnership/lic
as having a potentially material impact on the financial position of the core entity.
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Highlights of SFAS #116

The Statement of Financial Accounting Standards #116 became effective for all not-for-profit
organizations in 1995. In order to be in compliance with GAAP (Generally Accepted Accounting
Principles) your nonprofit should be following these guidelines.

I. Recording Contributions and Unconditional Promises to Give

A. All contributions must be classified as either increasing PERMANENTLY
RESTRICTED NET ASSETS, TEMPORARILY RESTRICTED NET ASSETS,
or UNRESTRICTED NET ASSETS.

Contributions without donor-imposed restrictions are considered unrestricted support
which increases Unrestricted Net Assets.

Restrictions result from cither the donor's explicit stipulation or from circumstances
surrounding the gift which make the donor's intent to restrict the use of the gift clear.
For example: a donor responding to a specific appeal requesting funds solely to support
a single activity can be presumed to have intended to restrict the use of the gift.

Restrictions may be either permanent or temporary.

B. Gifts explicitly restricted by the donor to use in future periods are considered to
increase TEMPORARILY RESTRICTED NET ASSETS. They are recorded as
restricted support in the period in which the gift or the unconditional promise to
give is received.

Gifts for which the donor specifies use in a future period are recorded as Temporarily
Restricted. When the specified time period is reached, the temporarily restricted net
assets are considered to be released to the unrestricted net assets.

C. Gifts received with donor imposed restrictions on the use of the gift are considered
to increase TEMPORARILY RESTRICTED NET ASSETS. They are recorded as
temporarily restricted support in the period in which the gift or unconditional
promise to give is received.

When the donor stipulated purpose has been fulfilled, the Temporarily Restricted Net
Assets are considered to be released to the unrestricted net assets.
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D. Organizations may choose to record gifts with donor restrictions on the purpose
for which the gift may be used as UNRESTRICTED SUPPORT if the funds will
be used for the restricted purpose within the same period the gift or unconditional
promise to give is received.

E. Special rules apply for gifts of long-lived assets or funds to acquire long-lived
assets.

Nonprofits may choose to treat gifts of long-lived assets or funds to acquire them as
Temporarily Restricted, with the restriction expiring as the life of the asset expires, ie.,
paralleling depreciation.

Nonprofits may also choose to treat gifts of long-lived assets or funds to acquire them as
Unrestricted Support.

Long-lived assets are not Permanently Restricted unless the donor specifies the use
which can be made in perpetuity of the proceeds from the sale of the asset.

E. If both unrestricted and restricted resources are available for an activity, the
restricted resources must be used first.

G. UNCONDITIONAL PROMISES TO GIVE (Pledges) will be recorded as revenue
when received, not when collected.

The promise to give may be made in writing or orally. Even if the donor specifically
indicates that the gift will be made in a future period for activity to be conducted in a
future period, the gift is recorded as revenue in the period in which verifiable evidence
of the pledge is received.

H. CONDITIONAL PROMISES TO GIVE are recorded as revenue when they
become unconditional, that is, when the conditions arc substantially met.

A conditional pledge is one which does not bind the donor until some specitied uncertain
future event occurs. For example: a donor may promise to contribute $10,000 if five
other donors also promise to give $10,000.

The "mere passage of time" does not constitute a condition: i.¢., a promise to give in two
years is not a conditional pledge.

A condition is not the same thing as a restriction. It is not a limitation on how the gift
can be used. A condition relates to events which must occur in order for the pledge to
become binding.
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Once the condition is met, the pledge becomes unconditional and is recorded as revenue
in the period in which the condition is met.

1. PLEDGES PAYABLE in future time periods are considered implicitly time
restricted and are recorded as temporarily restricted.

This concept is heavily related to SFAS #117, which establishes three classes of net assets
(new term for fund balance): Unrestricted, Temporarily Restricted, and Permanently

Restricted.

Long-term pledges must be discounted to their present value to reflect the time value of
money.

II. Treatment of Transactions Which Are in Substance Purchase of Goods or
Services

A. PURCHASES OF GOODS OR SERVICES are not contributions.
B. Indicators that a paymentis a PURCHASE OF GOODS OR SERVICES:

e Expressed intent for the payee (the nonprofit) to provide goods/services to the
payor or to someone identified by the payor.

e Specified time and plan for the delivery of goods/services.

e Provisions for economic penalties beyond the amount of the payment for failure to
meet the terms of the agreement.

e Amount of payment per unit permits a "profit" margin.
e Total amount of payment is based only on the quantity of items delivered.

¢ Agreement suggests that the payor received approximately equivalent value in
return for payment.

¢ Substantial benefit to the payor itself from the items.

e If the payor is a governmental unit, the items paid for are things the government
has taken responsibility to provide.

e Benefits are made available only to the payor or those the payor specifies.

FASB 10
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C. DEFERRED REVENUE or PAYMENTS RECEIVED IN ADVANCE
ACCOUNTS in the liabilities section of the statement of financial position may be
used to record advance payments for purchases of goods/services.

Payments received in advance of provision of goods or services are recorded as Deferred
Revenue in the liabilities section. They are not recorded as revenue until the goods or
services are provided. At that time, an adjusting entry is made to reduce Deferred
Revenue and increase Revenue.

D. All payments received for purchase of goods/services increase Unrestricted Net
Assets rather than Temporarily Restricted or Permanently Restricted Net Assets.

III. Treatment of “In-kind” Donations
A. Contributions of Services must be recognized (i.e. recorded as revenue) if:
e they create or enhance nonfinancial assets or

o they require specialized skills, are provided by individuals possessing thosc skills,
and would typically need to be purchased if not provided by donation.

Services requiring specialized skills are provided by accountants, architects, carpenters,
doctors, electricians, lawyers, nurses, plumbers, teachers, and other professionals and
craftsmen.

The nonprofit should describe the programs or activities for which the contributed
services were used.

B. Contributed services that do not meet the criteria in IIL. A. above shall not be
recognized.

If the nonprofit receives services which do not meet the test for being recorded as
revenue, SFAS #116 encourages disclosure of the nature and value of the services
received in notes to the financial statements.

For example: a nonprofit organization operating a telephone helpline using
"nonprofessional” volunteers (not social workers, psychologists, etc.), cannot record the
value of the volunteers' time as revenue in the financial statements. However, it should
describe the nature of the service and its estimated value in notes to the financial
statements.

C. Special rules for contributions of works of art and museum collection items are
beyond the scope of this class.

e
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Highlights of SFAS #117

The Statement of Financial Accounting Standards #116 became effective for all not-for-profit
organizations in 1995. In order to be in compliance with GAAP (Generally Accepted Accounting
Principles) your nonprofit should be following these guidelines.

1. Three financial statements required of all not-for-profit organizations:

¢  Statement of Financial Position
e Statement of Activities
e Statement of Cash Flows

Nonprofits are now guided by SFAS #95 (effective in 1989) for the Statement of Cash
Flows.

2. All nonprofits are required to disclose expenses by function (i.e. program, fund
raising, management and general).

3. Voluntary Health and Welfare Organizations are required to report information
about "natural” (line items like Salary, Rent, etc.) and "functional" (i.e. program,
fundraising, management, and general) expenses in a matrix format.

4. The term NET ASSETS replaces the term FUND BALANCE.

5. There are three CLASSES of Net Assets: Unrestricted, Temporarily Restricted, and
Permanently Restricted.

The term CLASS replaces the term FUND to describe the group of asset and liability
accounts associated with Unrestricted, Temporarily Restricted, or Permanently Restricted

Net Assets.

The financial statements must include the "change in net assets" for each distinct class of net
assets.
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10.

All items are included in the UNRESTRICTED NET ASSETS class, unless a donor
has provided a restriction on their use.

All BOARD DESIGNATED unrestricted amounts are to be included in the Unrestricted
Net Assets.

Fees from rendering services are unrestricted revenue.

Limits, including self-imposed limits on unrestricted assets may be disclosed. But having a
limit does not cause an unrestricted asset to be classitied as restricted.

The PERMANENTLY RESTRICTED Net Assets class includes only items which
have been donated or acquired with funds donated with permanent donor restrictions.

For example: land or works of art donated with the restriction that they be used for specific
purposes, be preserved, and not be sold; or assets donated with the stipulation that they be
invested to provide a permanent source of income (i.e. Endowment Funds).

Four types of TEMPORARY RESTRICTIONS are identified:

e Funds restricted for the support of particular activities;

e TFunds restricted for investment for a particular term (i.c. a gift requiring that the
principle be maintained for 20 years, atter which the entire gift may be used);

e Funds restricted for use in a future period;

o  Funds restricted for acquisition of long-lived assets.

Some contributions may carry double restrictions, i.¢. be restricted both for purpose and for
time.

The financial statements may present the Temporarily Restricted Net Assets n segments
identifying the nature of the restrictions.

The term RECLASSIFICATION rather than TRANSFER is used to communicate
events which simultancously increase one class of net assets while decreasing another
class of net assets.

All expenses are shown in the UNRESTRICTED class.

The fact that some expenses have been met through use of contributions which carried some
form of temporary restriction is shown through:
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11.

12.

13.

14.

15.

16.

¢ Including the expenses in the unrestricted class, and
e Reporting the release of net assets from restrictions on the Statement of Activities as
a reclassification in the Revenue, Gains and Other Support section.
Pledges payable in some fature period are classified as TEMPORARILY
RESTRICTED unless the donor specifies otherwise.

Donor restricted contributions for which the restrictions are met in the same
accounting pcriod in which the contribution is recognized MAY be reported as
UNRESTRICTED support.

Capital gains and losses are reported in the unrestricted class unless otherwise
required by the donor or law.

The Statement of Activities must report gross amounts of revenue and expense.
There is specific permission to report investment income NET of investment expense.

There is not specific guidance about the use of offsets for cost of goods sold.

New statement formats focus on presenting the organization as a whole.
Must show total assets, liabilities, and net assets.

Must also show TOTAL change in net assets.

The Statement of Financial Position must provide LIQUIDITY information:
Three alternative ways are suggested:

o Sequence the assets according to their nearness of conversion to cash, and sequence
the liabilities according to their nearness to maturity.

o  Classify both asscts and liabilities as "current" and "noncurrent.”

¢ Disclose information about liquidity in the notes to financial statements.
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The following is an excerpt from

Chapter 25: Evaluating Your Organization’s

Financial Health
pages: 571-591

This excerpt is from the Fourth edition of The Oregon Nonprofit Corporation Handbook by
Cynthia Cumfer and Kay Sohl, and may be reprinted by permission of Technical
Assistance for Community Services (TACS). For more information about TACS, or to
order a copy of The Oregon Nonprofit Corporation Handbook, please visit www.tacs.org, or
call 503.239.4001
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EVALUATING YOUR
25 ORGANIZATION’S
FINANCIAL HEALTH

Your Board and management have responsibilities for being sure your orga-
nization is managing its resources effectively to achieve your mission. You'll want
to use the financial reports we discussed in Chapter 23 to evaluate the extent
to which your plans, as expressed in your annual budget, are working. Beyond
comparing the actual revenue you've generated and expenses you've incurred
to your budget plan, you'll want to continuously evaluate your organization’s

overall financial health.

Many Boards and some Executive Directors are initially confused about
the steps they should take to monitor their organization’s financial health and

financial management.

This chapter provides guidance on making good use of financial reports,
and suggests specific questions Boards and Executive Directors should discuss
when reviewing financial information. It also provides a step-by-step quide for
Executive Directors and program managers to monitor the financial conse-

quences of their work.

This chapter will also help you determine whether your organization needs
to obtain an independent audit to be certain that your financial statements are
giving you a fair picture of your financial position. And it will help you prepare for
audits and reviews by funding sources and regulatory agencies.

571

@




EVALUATING YOUR ORGANIZATION’S FINANCIAL HEALTH

u HOW TO ASK THE RIGHT QUESTIONS .

ABOUT YOUR FINANCIAL STATEMENTS

Here are the eight basic questions you'll want to ask as you review your
nonprofit’s financial statements:

How Financially Strong is This Organization?

Start with the Balance Sheet or Statement of Financial Position. This statement
presents the assets, liabilities and net assets of the organization on a specific
month-end date. It may present a comparison of assets, liabilities and net assets
at two different dates, for example, the end of the last year, and the end of the
most recently completed month.

Look first at the net assets line. Net assets represent the net worth of the
organization at the date specified on the statement. It's helpful to think of net
worth as what would be left if the organization gathered in everything it owns
of value (cash, investments, land, buildings, etc.) and collected all that is owed
to it (receivables), and then paid off everything it owes to others (wages, pay-
roll taxes, payables, mortgages, etc). The net assets are roughly equivalent to
Ouwner’s Equity in business financial statements.

If the net assets amount is shown in <brackets>, the organization has a nega-
tive net worth, owing more than it owns. If it's not shown in brackets, the orga-
nization has a positive net worth — at least on paper. Like businesses, nonprofits
report the land, building, and equipment at the amount they cost when pur-
chased, less accumulated depreciation. This “book value” can be far from mar-
ket value, that is, what the land, building or equipment could be sold for today.
If the market value is much higher than the book value, the net assets will un-
derstate your organization’s actual net worth. If the market value is much lower
than the book value, the net assets will overstate your actual net worth.

Looking at the net assets is a first step. To really evaluate your organization’s
financial strength, you’ll have to ask a few more questions.

Can the Organization Meet Its Obligations on Time?

Simply having a positive net worth doesn’t guarantee that the organization
can pay its employees, its payroll taxes, and its vendors on time. That depends
upon its cash position or liquidity. Look again at the Balance Sheet (Statement
of Financial Position). Create a subtotal of all the cash accounts and any receiv-
ables or investments which can be readily turned into cash. Next, look at the
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liabilities. Create a subtotal for wages, taxes, and other accounts payable shown
as current liabilities. Then compare your cash and cash equivalents subtotal to
your current liabilities subtotal.

Does the organization have more cash or items which can readily be turned
into cash than current liabilities, or at least as much? If so, it will probably be
able to meet its obligations on time. If not, it will have difficulty paying every-
thing on time. If it has significantly more cash than is required to meet current
liabilities, it is in a good position to take on additional obligations through ex-
pansion or taking reasonable risks. Or, it may be time to invest some excess
cash in longer term investments.

If the Balance Sheet (Statement of Financial Position) provides information
about two points in time - the end of the current month and the end of the
previous month or previous fiscal year — you can evaluate whether the cash
position (i.e. cash available to meet obligations or invest) is improving or wors-
ening. Compare the cash balances, the accounts receivable, and the accounts
payable. If the accounts receivable are increasing, find out why. Does the in-
crease simply reflect a higher volume of service and higher amounts being
billed, or does the increase reflect difficulty collecting what is owed to the orga-
nization? If the accounts payable are increasing, ask for an “aging,” i.e. a list
which shows which of the amounts have been owed for 30, 60, 90, or more days.
Then determine why payments have not been made and what will be the con-
sequence of further delays.

Are There Limitations on What the Organization Can Do
With Its Resources?

While having a positive net worth is clearly better than having a negative
net worth, simply noting that the net assets line on the balance sheet is positive
doesn’t tell the whole story. Ask a few more questions.

Is part of the net assets balance actually a true or quasi-endowment fund? A
true endowment is an endowment built by donor contributions which were
specifically directed to the endowment. A quasi-endowment is one which has
been created by Board action, deciding to treat certain funds as endowment,
but not bound by any donor direction. Both types of endowments restrict the
use of the principal and provide direction for the use of earnings generated by
the principal, either directing them to general operations or to some restricted
use.

In general, the principal of endowments is not available to support opera-

tion of the organization. So as you think about the organization’s immediate
financial strength, don’t think of the endowment as available for immediate
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needs. However, the endowment does contribute to overall financial strength
by representing a future source of certain revenue through the income gener-
ated by investing the endowment.

Next, look for the portion of net assets which represents investment in fixed
assets. Some organizations will show this as a separate line in the net assets
section called property, plant and equipment, or capital net assets. Others will in-
clude it in the total net assets and you will have to do some analysis to figure it
out.

To determine the portion of the organization’s net assets which represents
investment in fixed assets, find all the asset accounts which include land, build-
ings, equipment, leasehold improvements, etc. Next, find all the liability ac-
counts which are related to these fixed assets — typically, mortgages payable
used to finance the purchase of property and buildings, or notes payable asso-
ciated with major equipment purchases. To compute the portion of total net
assets invested in fixed assets, subtract the liabilities you identified from the
assets you identified.

If your financial statements are being prepared fully in accordance with formal
accounting standards, you will see nel assets broken down into three
groupings: unrestricted net assets, temporarily restricted net assets, and
permanently restricted net assets.

Remember that the portion of the net assets invested in fixed assets won't be
immediately available to support operations. The organization would have to
sell its fixed assets, or borrow against them, in order to obtain cash for opera-
tions use. As you look at the organization’s investment in fixed assets, think
about how essential these assets are to the organization’s ability to conduct its
operation. Does owning them reduce operating costs or does it tend to increase
operating costs by requiring constant maintenance expenses?

Finally, look for restrictions relating to operations which may have been
placed on portions of the net assets. If your financial statements are being pre-
pared fully in accordance with formal GAAT accounting standards, you will
see net assets broken down into three groupings: unrestricted net assets, tempo-
rarily restricted net assets, and permanently restricted net assets.

The term “restricted” refers to a restriction placed on the use of assets by an
outside party supplying the funds. For example, a donor may say “use my con-
tribution only for the toys in the children’s program” or a government contract
may require “use these funds solely to meet the costs of the mental health ser-
vices approved in the contract budget.”
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The term “temporarily restricted” is used to refer to restrictions which
will be met through the passage of time, the use of funds for the specified
purpose, or some other action. The term “permanently restricted” refers to
assets which will have restrictions on their use forever, i.e., a permanently
restricted endowment.

Less formally presented financial statements may not separate net assets
into unrestricted, temporarily restricted, or permanently restricted groupings.
If yours have no breakdown, you'll need to ask whether any of the funds the
organization receives are restricted by the donor. If so, you will want to get
help to modify your statements so these restrictions are presented clearly.

Your evaluation of overall financial strength should include recognition that
restricted funds may be used only for their restricted purposes, and are not
available for other purposes. Thus, restricted net assets represent resources that
have already been received and are available to carry out restricted purposes in
the future, but are not available for general, unrestricted purposes.

How Can I Tell If the Organization Is Complying with
Restrictions on the Use of Funds?

In some organizations, a substantial part of the resources received carry re-
strictions attached by donors or grant funders. The restrictions may be either
fairly general (use this money only for the children’s program) or very specific
(use this money only to buy art supplies for the children’s program). The State-
ment of Support, Revenue, and Expenses (Statement of Activities) should let
you see that restrictions have been established by the donor/funder, and that
the spending of these funds has been in accord with the restrictions.

There are two common ways that nonprofits show the existence of restricted
funds in their financial statements. If your nonprofit uses the standard GAAP
reporting format, you'll see a distinction made between unrestricted and tem-
porarily restricted gifts and grants on the statement reporting revenues and
expenses. The gifts or grants that your organization received with donor re-
strictions will be presented in a column titled “temporarily restricted” (or “per-
manently restricted” if the gifts were to an endowment). In this approach, you'll
also see a line at the bottom of the income section which reports on amounts
“released” from temporarily restrictions and added to unrestricted income. This
line indicates that you have complied with the donors’ restrictions and used
their funds according to their wishes.

Some nonprofits choose not to use the GAAP format. You can read more

about this choice in Chapter 23. If your nonprofit is not using the GAAP format,
you should still be able to see evidence that you are tracking donor restrictions
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by looking at the Balance Sheet. There you will see a line item labeled “deferred
revenue- grants received in advance” in the Liabilities section. This line item
reports on funds which the nonprofit has received with restrictions which it has
not yet used for the restricted purposes. When the nonprofit does use the funds
for the purposes directed by the donor/grantor, the “deferred revenue” line
item in the Liabilities section will be reduced and the grant income line item on
the Statement of Activities (income statement) will be increased by the same
amount. This entry reflects the fact that the nonprofit has earned the right to
use the restricted funds by incurring costs which meet the donor’s restrictions.

Understanding how nonprofits report on receiving and using reftricted
funds can be challenging, in part because different nonprofits use different
methods. If you are not clear how you can see the receipt and use of restricted
funds on your nonprofit’s financial statements, it will be worthwhile asking an
accountant to explain your current system and help you think through whether
a different method would work better for your organization.

Is the Organization “Breaking Even”?

To answer this question you’ll have to see the Statement of Activities (State-
ment of Support, Revenue, and Expenses). This statement reports on revenues
and expenses over a period of time —a month, a quarter, or a year. Expect to see
both revenues and expenses broken down into separate categories describing
the type of revenue (grants, contributions, fees, interest, etc.) and the types of
expenses (salaries, taxes, rent, supplies, etc.).

There are two important ways to look at this information. First, look at the
bottom line — the nef income which may also be called the excess (deficit) of rev-
enues over expenses or the increase (decrease) in net assets. 1f revenues exceed ex-
penses, the net income will be positive. If expenses exceed revenues, the net
income will be negative and shown in brackets. This positive or negative net
income for the period you are looking at is really the explanation of whether
the net worth (net assets) of the organization is growing or shrinking. A posi-
tive net income will result in an increase in the net assets (net worth). A nega-
tive net income will result in a decrease in the net assets (net worth).

Another important way to look at revenue and expense information is in
comparison to the organization’s budget for the time period. Hopefully, the
organization has a complete annual budget which shows all the planned sources
of income and all the planned types of expenses. You can compare the actual
reveniues and expenses reported on the Statement of Activity to the planned
revenues and expenses presented in the budget. Your questions will be, “Are
things going as we had planned? Are we generating the income we thought we
would? Are we controlling costs within the limits set in the budget?”
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THE OREGON NONPROFIT CORPORATION HANDBOOK

You will also want to look at your revenues and expenses in comparison to
prior years. This can be particularly helpful when you have some revenues or
expenses which do not occur evenly throughout the year. For example, if you
have major fund raising activities every year in December, simply comparing
your fund raising income and expense to your annual budget in October won't
really tell you whether your on track. It will be more helpful to compare your
current year to past years, and especially helpful to think about what percent-
age of fund raising income was generated by October in previous years com-
pared to the percentage of your annual budget for fund raising income which
has been generated by October this year.

This approach of comparing the current year revenues and expenses to past
years allows you to look at trends. Over the past three years, has the percentage
of your total income coming from individual donors or program fees increased
or decreased? Has the percentage of fund raising income consumed by fund
raising expenses increased or decreased? Hopefully you have already thought
through what your goals are in these areas as you worked on preparing your
annual budget. If you have set a goal of increasing the percentage of your total
income which comes from individual donors, you can evaluate whether you
are achieving that goal by looking at trend information.

Is the Organization Using Its Resources Wisely?

This is perhaps the most important question of all. To answer it, you must
know what the mission of the organization is, and the financial statements must
give you enough information to be able tell the purpose of the expenses as well
as their descriptive character. For example, looking at a report which shows
that the organization spent x dollars in salaries for the year, tells us the charac-
ter of the expenses (i.e. salaries) but doesn’t tell us the purpose (i.e. were the
salaries spent for programs for children, seniors, or for administrators?).

We can get some information about the purpose of expenses through a func-
tional presentation on the Statement of Activities or through a separate State-
ment of Punctional Expenses. (See Appendix 20.) The functional presentation
will distinguish expenses for program, administrative, and fundraising pur-
poses, and if the organization has several different programs, distinguish the
costs associated with each.

With functional expense data you can consider whether the organization
seems to be spending its resources in accord with its mission and in a way which
reflects its priorities. You may want to ask whether the organization can also
convert this functional expense information into a cost per unit of service (this
requires defining units of service and tracking them). The unit of service cost
will allow you to compare the cost to provide a service at your organization
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with the cost at another similar organization. Of course, such a comparison
requires that both organizations have reliable data and have defined things
similarly.

You may want to ask to have some supplemental information included on
your financial reports to help you keep tabs on key indicators of both program
and financial performance. For example, you may ask to see the number of
clients served each month in comparison to your capacity, i.e. an average atten-
dance of 200 in a child care facility licensed for 250 could be a sign that the
organization needs to enroll children more rapidly or may have customer satis-
faction problems. Average client census of nine in a residential care facility with
sixteen slots would indicate potentially serious problems. This type of service
utilization information is very important for organizations depending on pay-
ments per service provided.

Are the Books In Balance?

While most readers of financial statements will have to rely on someone
with greater accounting knowledge to evaluate the quality of the accounting in
the organization, there is one simple test you can do to alert yourself to very
obvious problems with the accounting.

To do the test, you must have the financial statements for two consecutive
periods, i.e. for January and February. Take the total net assets from the first of
the two periods, and add the net income (change in net assets) for the second
period to it. The answer should be the same number as is shown for the total net
assets of the second of the two periods. If it’s not, seek help from someone
knowledgeable about accounting. This could be an indication that the books
are not in balance.

How Do We Know the Financial Statements Are “Right™?

An audit completed by an independent CPA will give you the greatest as-
surance that the information presented on the financial statements presents the
organization’s financial position and activity fairly and should be relied upon.
However, audits are generally done only once a year, and in small organiza-
tions, the cost of an audit may simply be too great to consider.

However, there are a number of simple procedures and cross checks which
the accountant or executive director can perform each month to test the reliabil-
ity of the statements. Be sure the organization has written fiscal policies and
procedures and that they include the basic tests of accuracy. You could also ask
a Director with a business background to review the financial records in detail
at least once a year. You may also want to ask the treasurer to complete the
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following checklist of simple tests in the following section to verify the financial
statements and include the checklist with the financial report.

o THE MANAGER’S ROLE u

IN MONITORING FINANCIAL PERFORMANCE

Beyond the financial health questions discussed above, organizations with paid
staff will need to rely on their managers to examine the financial reports in
much greater detail. Be sure you have given specific managers responsibility
for performing each of the monitoring steps discussed below. And be sure all
those taking parts of these responsibilities are communicating regularly with
each other, and that one person has ultimate responsibility for resolving the
problems you identify.

Steps to Be Sure the Reports Are Accurate:

e Verify that bank reconciliations have been completed for all cash
accounts each month and that the balances shown on the finan-
cial statements agree with the reconciled balances.

e If you have accounts payable and accounts receivable, be cer-
tain that there are lists of all the individual amounts owed or ow-
ing which add to the totals shown on the financial statements.

¢ If you have acquired equipment, land or buildings, be sure these
items are reflected in the assets section of your Balance Sheet.

o Perform the test of the connection between the Statement of Ac-
tivity and the Balance Sheet described in the previous section. The
change in net assets (net income) shown on the Statement of Activi-
ties should be the same as the change in net assets which can be
computed by comparing the net assets at the beginning and end
of the period reported on the Statement of Financial Position (Bal-
ance Sheet).

e Review the revenue and expense line items carefully. First com-
pare them to the budget and be sure any significant differences
between the actual revenues and expenses and the budget make
sense to you. If they don’t, ask the accountant to show you the
detailed listing of transactions posted to the accounts which have
unexpected balances. Review the transactions to see if something
has been listed in an improper category.
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EVALUATING YOUR ORGANIZATION'S FINANCIAL HEALTH

¢ Review the revenue and expense line items to be sure that ex-
penses have been correctly categorized in relation to different
projects or funding sources.

Steps to Determine Whether Action Is Needed to Protect the
Organization’s Financial Health

 Review the revenue line items which have fallen short of the
planned level. Consider whether it is realistic to think that the
shortfall can be made up in the remaining portions of the year.
Avoid wishful thinking. Base your evaluation on specific plans
with specific estimates.

o If part of your funding is dependent upon the number of people
served or the volume of service provided, check the numbers in
these areas carefully. If you are not achieving your targets, figure
out what is preventing it.

* Review all expense items which are significantly greater than
the projected level. Determine whether your annual estimate will
still prove correct (e.g., you have just expended amounts in this
category at a more rapid rate than planned, but the annual esti-
mate is correct).

* Based on your analysis, consider whether you will need to pur-
sue additional strategies to generate the revenue you need or
whether you should make reductions in your spending level.

¢ Review all restricted funding reports with great care. Be sure
they are based on the numbers in your General Ledger and those
numbers are correct.

* Be sure you are familiar with the requirements of your contracts
with restricted funders. Do you have to obtain permission to
move amounts from one line item to another? If so, your analysis
of the reports should focus on identifying any requests for
changes you will need to submit to the funder.

* Are any of your grants or contracts “use it or lose it” agree-
ments in which your organization is not entitled to receive funds
unless you expend them on specified items? In a “use it or lose it”
contract, controlling costs so that you underspend the contract is
not helpful to your organization. Instead, if it appears that you
are underspending, consider what additional resources the
project needs, or whether you can make a case to include more of
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your overall operating costs into the contract budget. Once you've
developed a strategy, then you will have seek approval from the
funder.

* Write down the major assumptions you've made in your analy-
sis of the financial statements. Compare these assumptions to
your next month’s financial statements. This will provide rapid
feedback about how realistic you are being.

* Remember, the longer you wait to make revisions in your plan,
the more dramatic the revisions may need to be because you will
have less time to benefit from their effect.
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SAMPLE PROJECT

INCOME:
GROSS POTENTIAL INCOME
Less: Rent Concession
Less: Vacancy

Number of Units

25

Total Rental Income

Total Other Income

TOTAL INCOME

EXPENSES:

Total Gen. & Admin. Exp.

Total Utilities

Total Repair and Maintenance
Total Insurance

Total Grounds

Total Marketing

Total Property Management Exp.
Total Salaries & Wages

Total Payroll Expense

Total Taxes

TOTAL DIRECT EXPENSE

REPLACEMENT RESERVES

TOTAL EXPENSES

NET OPERATING INCOME

DEBT SERVICE (P&])

NET INCOME (Loss)

Financial Management Intersection Training
SAMPLE PROJECT
Oct. 28-29, 2008




Sample Project

Budget Comparison
Jan 2006 - Dec 2006

YTD Actual  YTD Budget

INCOME:
RENTAL INCOME
Gross Potential Income 108,400.00 103,836.00
Less: Rent Concession -622.70 0.00
Less: Vacancy -5,358.70 -8,304.00
Total Rental Income 102,418.60 95,532.00
OTHER INCOME
Interest Income 1,966.81 0.00
Misc. Income 681.04 1,080.00
Discounts Taken 0.23 0.00
Insurance Claim Reimbursement 284.28 0.00
Deposit Forfeiture Income 522.69 900.00
Total Other Income 3,455.05 1,980.00
TOTAL INCOME 105,873.65 97,512.00
EXPENSES:
GEN. & ADMINISTRATIVE EXP.
Audit Fees 4,100.00 4,104.00
Bad Debt Expense 2,630.64 900.00
Compliance Fees 875.00 1,128.00
Interest Expense 16,641.25 16,662.92
Deferred Interest Expense 5,530.00 0.00
Legal Fees 0.00 600.00
Licenses & Other Fees 43.75 0.00
Miscellaneous Expense 98.90 0.00
Office Expense 168.23 180.00
Postage 137.21 0.00
Tenant Screening 504.25 300.00
Travel-Project 1,254.26 900.00
Total Gen. & Admin. Exp. 31,983.49 24,774.92
UTILITIES
Electricity & Gas 3,603.97 3,672.00
Water 1,625.60 1,584.00
Sewer 7,929.56 7,272.00
Refuse Removal 5,401.37 4,296.00
Telephone 153.56 480.00
Total Utilities 18,714.06 17,304.00
REPAIRS & MAINTENANCE
Appliance Repairs 180.71 252.00
Cleaning - Labor & Supplies 830.82 540.00
Electrical - Repairs & Maint. 5.96 0.00
Fire & Safety 610.57 240.00
Flooring 722.08 0.00
Security Expense 40.05 0.00
HVAC Repairs & Maintenance 216.32 0.00
Materials & Supplies 5,500.92 5,400.00
Replacements 4412 0.00
Painting - Labor & Materials 1,463.25 1,680.00
Plumbing Repairs & Maint. 353.19 0.00




Sample Project
Budget Comparison
Jan 2006 - Dec 2006

Repair & Maintenance-General
Total Repair and Maintenance

INSURANCE EXPENSE
Insurance
Total Insurance

GROUNDS EXPENSE
Chemical Applications
Lawn / Landscaping
Snow Removal Expense
Total Grounds

MARKETING EXPENSE
Advertising / Newspaper
Total Marketing

PROPERTY MANAGEMENT EXP.
Compliance/Resident Svc Fee
PM Fee
Total Property Management Exp.

SALARIES & WAGES
Site Management Salaries
Other Direct Staffing
Maintenance Salary
Groundskeeper
Total Salaries & Wages

PAYROLL EXPENSE
Payroll Tax Expenses
Health Insurance
Dental Insurance
Total Payroll Expense

TAX EXPENSE
Real Estate Taxes
Total Taxes

TOTAL DIRECT EXPENSE

TOTAL ALL EXPENSES
NET OPERATING INCOME
NON-OPERATING EXPENSE:
DEBT SERVICE
Current Debt Prinipal Paid

Total Debt Service

OTHER NON-OPERATING EXP.

Depreciation Expense
Ammortization Expense

YTD Actual
7.282.75
17,250.74

5,341.14
5,341.14

330.12
1,417.01
1,092.25
2,839.38

86.24
86.24

3,000.00
11,400.00
14,400.00

6,812.82
3,5617.00
10,544.15
619.47
21,493.44

2,567.13
637.77
248.14

3,453.04

0.00
0.00
115,5661.53
115,5661.53

-9,687.88

0.00
0.00

55,377.00
184.33

YTD Budget

6,600.00
14,712.00

5,676.00
5,676.00

0.00
1,600.00
1,200.00
2,700.00

360.00
360.00

3,000.00
11,400.00
14,400.00

6,600.00
3,384.00
6,000.00
0.00
15,984.00

2,544.00
720.00
240.00

3,504.00

360.00
360.00
99,774.92
99,774.92

-2,262.92

3,000.16
3,000.16

0.00
0.00




Sample Project

Budget Comparison
Jan 2006 - Dec 2006

Total Other Non-Operating Exp.
Total Non-Operating Expenses

NET INCOME (Loss)

YTD Actual
55,561.33
55,561.33

-65,249.21

YTD Budget
0.00
3,000.16

-5,263.08
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December 31, 2006 and 2005
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SAMPLE PROJECT . LIMITED PARTNuRSHIP

BALANCE SHEETS
As of December 31, 2006 and 2005

ASSETS
2006 2005
CURRENT ASSETS:
Cash and cash equivalents $ 17,687 $ 21,788
Restricted cash - tenant security deposits 9,161 8,334
Accumulated reserve account 12,604 13,301
Deficit reserve account 44,950 50,950
Accounts receivable - 573
Prepaid expenses 1,469 1,742
Total current assets 85,871 96,688
INVESTMENT IN REAL ESTATE - AT COST:
Land 92,100 92,100
Buildings and improvements 1,626,228 1,621,121
Furnishings and equipment 30,314 22,550
1,748,642 1,735,771
Less accumulated depreciation (489,236) (433,859)
Total investments in real estate 1,259,406 1,301,912
OTHER ASSET:
Unamortized loan origination fees, less accumulated
amortization of $1,812 and $1,628 respectively 3,718 3,902
$ 1,348,995 $ 1,402,502

LIABILITIES AND PARTNERS CAPITAL

CURRENT LIABILITIES:
Accounts payable $ 623 $ 400
Accounts payable - affiliates, reimbursable expenses 18,089 17,719
Prepaid rent 154 -
Deferred interest 56,380 51,350
Accrued interest 1,377 1,398
Tenant security deposits 8,110 5,624
Bank loan payable, current portion 3,271 3,000
Total current liabilities 88,504 79,491
LIABILITIES APPLICABLE TO INVESTMENT IN REAL ESTATE:
Bank loan payable 187,495 190,766
Mortgage payable - deferred 553,000 553,000
Total liabilities applicable to investment in real estate 740,495 743,766
Total Habilities 828,999 823,257
PARTNERS' CAPITAL 519,996 579,245

$ 1,348,995 $ 1,402,502

See accompanying independent auditor's report and notes to financial statements.
-1-




SAMPLE PROJECT LIMITED PARTNERSHIP

STATEMENTS OF OPERATIONS

For the years ended December 31, 2006 and 2005

REVENUES:
Rental income
Less: Vacancies
Concessions

Net rental income
Interest income
Other operating income

Total operating revenue

OPERATING EXPENSES:
Administrative
Utilities -
Professional fees— /* v
Management fees - a4
Repairs & maintenance
Taxes & insurance
Interest expense .

“Deferred interest expense
Miscellaneous
Total operating expenses

OPERATING LOSS BEFORE
DEPRECIATION AND AMORTIZATION

DEPRECIATION & AMORTIZATION

OPERATING LOSS

NET LOSS

See accompanying independent auditor's report and notes to financial statements.

2006 2005
$ 108,400 $ 95478
(5,359) (7,605)
(623) (510)
102,418 87,363
1,967 27
1,488 2,005
105,873 89,395
22,592 17,867
18,561 16,375
4,100 4,646
11,400 11,400
731,253 19,222
5,342 6,742
16,642 16,923
5,530 5,530
141 402
115,561 99,107
(9,688) (9,712)
(55,561) (54,350)
(65,249) (64,062)
$  (65,249) $  (64,062)




Sample Project . LIMITED PARTNERSHIP

STATEMENTS OF PARTNERS' CAPITAL
For the years ended December 31, 2006 and 2005

General Limited
Partner Partner Total
PARTNERS' CAPITAL -
January 1, 2005 $ 133,886 $ 410,921 $ 544,807
Capital Contributions 47,500 51,000 98,500
Net Income (Loss) (64) (63,998) (64,062)
PARTNERS' CAPITAL -
December 31, 2005 181,322 397,923 579,245
Capital Contributions 6,000 - 6,000
Net Income (Loss) (65) (65,184) (65,249)
PARTNERS' CAPITAL -
December 31, 2006 $ 187257 $ 332,739 $ 519996

See accompanying independent auditor's report and notes to financial statements.
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Sample Project  LIMITED PARTnERSHIP

STATEMENTS OF CASH FLOWS
For the years ended December 31, 2006 and 2005

2006 2005
CASH FLOWS PROVIDED BY OPERATING ACTIVITIES:
Net loss $ (65,249 $  (64,062)
Adjustments to reconcile net loss to net cash
provided by operating activities:
Depreciation and amortization 55,561 54,350
Interest reinvested in the accumulated reserve account (177) (152)
(Increase) decrease in:
Restricted cash-tenant security deposits (827) (2,102)
Accounts receivable 573 (549)
Prepaid expenses 273 (48)
Increase (decrease) in:
Accounts payable 223 (802)
Accounts payable - affiliates, development fees & reimb. exp's 370 (4,849)
Prepaid rent 154 (83)
Deferred interest 5,530 5,530
Accrued interest 2n (20)
Tenant security deposits 2,486 1,396
Net cash provided (used) by operating activities (1,104) (11,391)
CASH FLOWS PROVIDED BY INVESTING ACTIVITIES:
Payments for improvements and furnishings (12,871) (21,338)
Deposits to cash reserves (6,000) (57,000)
Withdrawals from cash reserves 12,874 50
Net cash provided (used) by investing activities (5,997) (78,288)
CASH FLOWS PROVIDED BY FINANCING ACTIVITIES:
Principal payments on loans (3,000) (2,752)
Partner contributions 6,000 98,500
Net cash provided by financing activities 3,000 95,748
NET INCREASE (DECREASE) IN CASH (4,101) 6,069
CASH - Beginning of year 21,788 15,719
CASH - End of year $ 17,687 $ 21,788
SUPPLEMENTAL INFORMATION:
Cash paid during the year for interest $ 16,663 $ 16,943

See accompanying independent auditor's report and notes to financial statements.
_4-




Sample Project ~ LIMITED PARTN.LRSHIP

NOTES TO FINANCIAL STATEMENTS
December 31, 2006 and 2005

NOTE 1 - ORGANIZATION AND NATURE OF OPERATIONS:

Sample Project Limited Partnership (the Partnership) is a limited partnership organized in the State

“to acquire, own, rehabilitate, lease, manage and operate 25 low income housing units

on a rental basis in the greater City area. The Project was completed and began initial rental
operations in 1996.

The Partnership was organized initially with Sample Organization being the General Partner
and Community as the Limited Partner. On June 15, 1997, the Partnership Agreement
was amended to withdraw Community and admit Housing Fund | Limited
Partnership, as the limited partner with an interest of 99.9%. Net loss for the years ending December
31, 2006 and 2005 has been allocated based on the percentage of ownership at the end of the year.

The Partnership received an allocation of Jow income housing tax credits from the State
Commission under Section 42 of the Internal Revenue Code of 1986, as amended.

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:

Basis of Accounting: The financial statements of the Partnership are prepared on the accrual basis of
accounting and in accordance with generally accepted accounting principles.

Use of Estimates: The preparation of financial statements in conformity with generally accepted
accounting principles requires the partnership to make estimates and assumptions that affect certain
reported amounts and disclosures. Accordingly, actual results could differ from those estimates.

Property and Equipment: Property and equipment are carried at cost and are depreciated over the
assets estimated useful lives using straight-line and accelerated methods. Improvements are
capitalized, while expenditures for maintenance and repairs are charged to expense as incurred. The
following is a schedule of the estimated useful lives by category.

Buildings and improvements 10-39 years
Appliances, furniture and fixtures 5-10 years
Equipment 5-7 years

The Partnership reviews its investment in real estate for impairment whenever events or changes n
circumstances indicate that the carrying value of such property may not be recoverable. Recover-
ability is measured by a comparison of the carrying amount of the real estate to the future net
undiscounted cash flow expected to be generated by the rental property, including the low-income
housing tax credits and any estimated proceeds from the eventual disposition of the real estate. Ifthe
real estate is considered to be impaired, the impairment to be recognized is measured at the amount
by which the carrying amount of the real estate exceeds the fair value of such property. There were
no impairment losses recognized in 2006 or 2005.

Amortization: Mortgage loan costs are amortized over the term of the mortgage loan using the
straight-line method.



Sample Project LIMITED PARTN..RSHIP

NOTES TO FINANCIAL STATEMENTS
December 31, 2006 and 2005

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued):

Below-Market Interest Rate Loans: The Partnership holds one loan (see Note 5) with interest rate
below standard, commercial interest rates. This loan is part of the financing of a low income housing
program. Typically low income housing programs are able to obtain financing at rates similar to the
rates being charged to the Partnership. As such, the Partnership does not recognize discounts from
the face amount of the loan for the effect of the below-market interest rate loans.

Cash: Cash is defined, for the purposes of the statement of cash flows, as cash held in banks in
demand and savings accounts, excluding restricted cash.

Advertising: Advertising costs are charged to expense as incurred.

Rental Income: Rental income is recognized as rent becomes due. Rental payments received in
advance are deferred until earned. All leases between the Partnership and the tenants of the property
are operating leases. The Partnership requires each new tenant to sign a six month lease agreement.
Following completion of this initial lease agreement, tenants may continue renting on a month-to-
month basis.

NOTE 3 - INCOME TAXES:

For income tax purposes, all earnings or losses of the Partnership are passed through to the partners
and taxed depending on their tax situations. Therefore, the financial statements do not reflect

provisions for income taxes.

NOTE 4 - PROPERTY AND EQUIPMENT:

Property and equipment consists of the following:

2006 2005
Land $ 92,100 $ 92,100
Buildings 462,075 462,075
Building Improvements 1,164,153 1,159,046
Appliances, furniture & fixtures 30,314 22,550
1,748,642 1,735,771
Accumulated deprecation (489,236) (433,859)

$ 1,255,406 $ 1,301,912




Sample Project LIMITED PARTNLRSHIP

NOTES TO FINANCIAL STATEMENTS
December 31, 2006 and 2005

NOTE 5 - MORTGAGE AND NOTES PAYABLE:

As of December 31, 2006 and 2005, the mortgage payable consisted of the following:

As of December 31, 2000, the Partnership had a loan payable to Bank _secured by adeed
of trust with an assignment of rents, security agreement and fixture filing covering land,
improvements and certain other property. As of December 31, 2006 and 2005 the principal balance
of the loan is $190,766 and $193,766, respectively. Payments of principal and interest are due
monthly in the amount of $1,639. Interest has been fixed at 8.66% per annum for the first twenty
years of the loan term. The maturity date of the loan is 2028.

Mortgage note payable to State ~ Office of Trade and Development, deferred for thirty
(30) years. Accrued interest is payable annually at 100% of any available net cash flow in each
calendar year beginning on December 31, 1997, and continuing to be due and payable on December
31 for twenty-nine (29) additional consecutive years. Such payments will be applied as interest only
payments unless they exceed the accrued interest, then they will be applied first to accrued interest
and second to loan principal. Repayment terms will be negotiated at the end of the deferral period.
The note accrues compound interest at an effective rate of 1% per annum. Deferred interest amounts
to $56,880 and $51,350 as of December 31, 2006 and 2005, respectively. The note is secured by a
deed of trust covering property situated in Some ~ County, some state. As of December 31,2006
and 20035, the Partnership owed $553,000 under this loan agreement.

Future maturities of mortgage and notes payable are as follows:

Bank Mortgage

December 31 Note Payable Total

2006 $ 3,271 $ - $ 3,271
2007 3,565 - 3,565
2008 3,887 - 3,887
2009 4,237 - 4,237
2010 4,619 - 4,619
Thereafter 171,187 553,000 724,187

$ 190,766 $ 553,000 § 743,766

NOTE 6 - RELATED PARTY TRANSACTIONS:

During the course of operations, Sample Organization (the general partner) occasionally
advances funds to the Partnership via payment of vendor invoices and payroll on their behalf. At
December 31, 2006 and 2005, the Partnership has a payable to Sample Organization for
$18,089 and $17,719, respectively, for such reimbursable expenses.



Sample Project LIMITED PARTNLRSHIP

NOTES TO FINANCIAL STATEMENTS
December 31, 2006 and 2005

NOTE 7 - PARTNERSHIP ADMINISTRATION FEES:

The partnership agreement calls for the Partnership to pay the Sample Organization  an annual
partnership management services fee up to a maximum amount of $10,000 per annum. The fee shall
be payable only to the extent the Partnership has cash from operations remaining after payment of all
other Partnership operating expenses (including the property management fee, see Note 11) and the
funding of operating and replacement reserves in accordance with the Partnership agreement. There
was not sufficient net cash flow to fund this fee in 2006 or 2005.

NOTE 8 - RESERVE ACCOUNTS:

Accumulated Reserve Account - The Partnership and construction agreements require a
“Capitalized” Reserve Account (CRA) and an Accumulated Reserve Account (ARA) be set up and
maintained by the Partnership for future costs of replacing eligible capital improvement items. The
CRA is held by the bank and owned by Community (a not-for-profit organization and
the original limited partner), and is pledged to the bank on behalf of the Partnership in the initial
amount of $46,000. The Partnership agreement and subsequent pledge agreement with Bank

requires quarterly deposits in the amount of $1,500 by the Partnership into an
Accumulative Reserve Account (ARA), which would eventually replace the CRA. The ARA
account is owned by the Partnership. The cumulative total of both accounts must be maintained at
$46,000. Releases from the reserve accounts must be properly approved according to the agreement.
During the years ending December 31, 2006 and 2005, $6,000 and $6,000 respectively, were
authorized for release from the CRA account, of which, $6,000 and $6,000 were contributed to the
ARA. The ARA account earned interest of $177 and $152 during 2006 and 2005. During the year
ending December 31, 2006, a withdrawal from the ARA in the amount of $6,874 was authorized to
pay certain operating expenses. The ARA had a balance of $12,604 and $13,301 at December 31,
2006 and 2005, respectively.

Based on requirements in the partnership and pledge agreements, the bank will utilize accumulative

interest on the funds held in the CRA to maintain the $46,000 requirement until such time as the

quarterly deposits in the ARA are sufficient to meet the obligations of the agreements. Interest over

and above the cumulative total of $46,000 is paid out to Community as requested. As

requests are made by the Partnership for CRA funds, the principal amount owned by Community
. diminishes and there is no obligation on the Partnership to repay those amounts.

Deficit Reserve Account — During the fiscal year ending December 31, 2005, the Partnership
received an additional capital contribution of $51,000 from the limited partner to be used in the
funding of a Deficient Reserve Account (see Note 10). This account is to be used to help fund
operating deficits so that the partnership can pay operating costs including certain fees due to the
general partner.




Sample Project  LIMITED PARTNERSHIP

NOTES TO FINANCIAL STATEMENTS
December 31, 2006 and 2005

NOTE 9 - EXEMPTION FROM REAL ESTATE TAXES:

During the year ending December 31, 2001, the Partnership applied for property tax exemption based
on the low-income housing facility. The exemption was granted and renewed for the years ending
December 31, 2006 and 2005.

NOTE 10 - CAPITAL CONTRIBUTIONS:

Included in Capital Contributions at December 31, 2006 and 2005 are the following:

General Limited

Partner Partner
Contributions to date, December 31, 2004 $ 203,471 $ 784,600
Payments from partners 47,500 51,000
Contributions to date, December 31, 2005 250,971 835,600
Payments from partners 6,000 -
Contributions to date, December 31, 2006 $ 256,971 $ 835,600

The Partnership agreement spccifies capital contributions totaling $931,896 be contributed by the
Partners, which had been completed by December 31, 2000. During 2005 the limited partner
contributed an additional $51,000, which was used to fund the Deficient Reserve Account (see Note
8). During 2006 and 2005, the general partner contributed an additional $6,000 and $47,500,
respectively. During 2002, the general partner contributed an additional $19,175. During 2001, the
limited partner contributed an additional $25,000.

NOTE 11 - PROPERTY MANAGEMENT AGREEMENT:

As of June 1, 2002 Sample Organization assumed the responsibility for residential
management of the rental units. For the December 31, 2006 and 2005 fiscal years Sample =

Organization management fee was based on the budgeted amount the Partnership had allocated for the
management fee. For the years ending December 31, 2006 and 2005 the total management fees
incurred to  Sample Organization  totaled $11,400 and $11,400.

_9.



Sample Project LIMITED PARTNERSHIP

SCHEDULES OF INCOME AND EXPENSES
For the years ended December 31, 2006 and 2005

Rental Income
Residential income
Local HA subsidy rents
{ subsidy rents

Interest Income
Savings & temporary investments

Other Income
Late charges
Tenant charges
Miscellaneous
Insurance retmbursement

-10 -

2006 2005
67,299 $ 76,914
32,348 18,564

8,753 -
108,400 $ 95,478
1,967 $ 27

- $ 600

523 347

681 558
284 -
1,488 $ 2,005

/@



Sample Project LIMITED PARTNERSHIP

SCHEDULES OF INCOME AND EXPENSES
For the years ended December 31, 2006 and 2005

2006 2005
Administrative Expenses:
Advertising 86 431
Education, conferences and workshops - 60
Site manager payroll and related expenses 10,330 6,228
Payroll taxes and benefits 3,453 2,690
Compliance/ resident service fee 3,875 3,875
Tenant screening 504 501
Telephone 154 386
Travel 1,254 1,124
Office Supplies 305 320
Uncollectible rents 2,631 2,252
22,592 17,867
Utilities:
Electricity & gas 3,604 3,299
Water & sewer 9,556 8,645
Garbage and refuse 5,401 4,431
18,561 16,375
Professional fees:
Legal - 646
Audit and accounting 4,100 4,000
4,100 4,646
Management fees:
Property management 11,400 11,400
Repairs and maintenance:
Repairs and maintenance 7,936 6,508
Grounds expenses 11,062 3,600
Snow removal 1,092 1,519
Maintenance salary 11,163 7,595
31,253 19,222
Taxes and insurance:
Other taxes - 119
Property insurance 5,342 6,623
5,342 6,742
Interest expenses:
Interest expense ~ Bank 16,642 16,923
Deferred interest expense - CTED 5,530 5,530
22,172 22,453
Miscellaneous: 141 402
Depreciation and amortization;
Depreciation 55,377 54,166
Amortization 184 184
55,561 54,350

-1 -




INCOME:
RENTAL INCOME
Rent - Agency's Portion

Total Rental Incom

OTHER INCOME
Interest Income
Laundrv income
Other Property Management F
Sample ProjectPM Fee Income
Partnership Fee Income
- Prop Mgmt. Fee inco
- Prop Mgmt. Fee inc
- Prop Mgmt. Fee Inc
- PM Fee Income
Misc. Income
OrganizationPM Fees
Other Direct Mgmt Svc F
Discounts Taken
City of Grant
Other Source Grant
Grants to Projects

Total Other Incom

ADMINISTRATIVE INCOME
Development Fee Incom

Total Administrativ

TOTAL INCOME

EXPENSES:

GEN. & ADMINISTRATIVE EXP
Bank Fees
Interest Expense
Licenses & Other Fees
Miscellaneous Expense
Capitalized Office Expen
Petty Cash
Postage
Tenant Screening
Travel-Project
Travel - Training

Total Gen. & Admi

REPAIRS & MAINTENANCE
Cleaning - Labor & Supp
Materials & Supplies

Total Repalr and M

GROUNDS EXPENSE
Lawn / Landscaping

Total Grounds

PAYROLL EXPENSE
Payroll Tax Expenses
Health Insurance
Dental Insurance

Total Payroll Expe

TOTAL DIRECT EX
INDIRECT G&A EXPENSES
Bank Fees
Computer Expense
Website Expense
Software Upgrade Expense
Dues & Subscriptions

All Organization

1
Budget Comparison
Dec 2006
MTD Actual _MTD Budget $ Var. % Var. _ YTD Actual YTD Budget § Var, % Var. Annual
0.00 0.00 0.00 0 259.00 0.00 259.00 0 0.00
0.00 0.00 0.00 0 259.00 0.00 259.00 0 0.00
36.47 0.00 36.47 0 484.04 0.00 484.04 0 0.00
0.00 0.00 0.00 0 250.50 0.00 250.50 0 0.00
8,900.00 8,900.00 0.00 0.00 106,800.00  106,800.00 0.00 0.00  106,800.00
1,200.00 1,200.00 0,00 0.00 14,400.00 14,400.00 0.00 0.00 14,400.00
0.00 1,250.00 -1,250.00 -100.0 0.00 15,000.00  -15,000.00 -100.0 15,000.00
2,816.67 2,816.63 0.04 0.00 33,800.04 33,800.00 0.04 000 33,800.00
2,116.67 2,116.63 0.064 0.00 25,400.04  '25,400.00 0.04 0.00 25,400.00
2,116.67 2,116.63 0.04 0.0 25,400.04 25,400.00 0.04 0.00 25,400.00
1,616.67 1,616.63 0.04 0.00 19,400.04 19,400.00 0.04 0.00 19,400.00
30.00 0.00 30.00 0 1,052.11 0.00 1,062.11 0 0.00
13,181.48 12,666.63 514.85 4.06 158,177.76  152,000.00 6,177.76 4.06  152,000.00
1,847.00 1,661.12 185.88 11.18 21,479.32 19,933.00 154632 776 19,933.00
0.00 0.00 0.00 0 ’ 0.80 0.00 0.80 0 0.00
2,125.00 1,833.37 291.63 1591 28,500.00 22,000.00 6,500.00 29.55 22,000.00
13,691.00 2,500.00 11,191.00 447.64 30,000.00 30,000.00 000 0.00 30,000.00
600.00 3.541.63 ~2,941.63 -83.06 27,900.00 42,500.00  -14,600.00 -34.35 42,500.00
50,277.63 42,219.27 8,058.36 19.09 493,044.69  506,633.00 -13,588.31 -2.68  506,633.00
0.00 5,683.37 -5,583.37 -100.0 8,000.00 67,000.00  -59,000.00 -88.06 67,000.00
0.00 " 5,583.37 -5,583.37 -100.0 8,000.00 67,000.00  -59,000.00 -88.06 67,000.00
50,277.63 47,802.64 247499 518 501,303.69 573,633.00  -72,320.31 -1261  573/633.00
-25.29 0.00 25.29 0 0.00 0.00 0.00 0 0.00
-3.01 0.00 3.01 0 0.00 0.00 0.00 0 0.00
-1.00 0.00 1.00 0 0.00 0.00 0.00 0 0.00
-0.01 0.00 0.01 0 0.00 0.00 0.00 0 0.00
5,818.63 0.00 -5,818.63 0 7,178.14 0.00 -7,178.14 0 0.00
0.00 0.00 0.00 0 25.00 0.00 -25.00 0 0.00
-117.00 0.00 117.00 0 0.00 0.00 0.00 0 0.00
-44.00 0.00 44.00 0 0.00 0.00 0.00 0 0.00
2.96 0.00 -2.96 0 2.96 0.00 -2.96 0 0.00
0.00 0.00 0.00 0 1.75 0.00 -1.75 0 0.00
5,631.28 0.00 -5,631.28 0 7,207.85 0.00 -7,207.85 0 0.00
0.00 0.00 0.00 0 112.27 0.00 -112.27 0 0.00
2.00 0.00 -2.00 0 2.00 0.00 -2.00 0 0.00
2.00 0.00 -2.00 0 114.27 0.00 -114.27 0 0.00
0.00 0.00 0.00 0 -146.48 0.00 146.48 0 0.00
0.00 0.00 0.00 0 -146.48 0.00 48 0 0.00
2.50 0.00 -2.50 0 863.20 0.00 -963.20 0 0.00
2,213.16 0.00 -2,213.16 0 3,311.84 0.00 -3,311.84 0 0.00
-1,627.90 0.00 1,627.90 0 1,095.75 0.00 -1,095.76 0 0.00
587.76 0.00 -587.76 0 5,370.79 0.00 -5,370.79 0 0.00
6,221.04 0.00 -6,221.04 0 12,546.43 0.00  -12,546.43 0 0.00
25.29 0.00 -25.29 0 667.14 0.00 -667.14 0 0.00
-20,629.06 3,2901.63  23,920.69 726.71 15,498.63 39,600.00 24,001.37 60.76 39,500.00
0.00 0.00 0.00 0 2,390.00 0.00 -2,390.00 0 0.00
26,913.98 0.00 -26913.98 0 27,884.17 0.00  -27,884.17 0 0.00
35.00 183.37 148.37 80.91 2,293.00 2,200.00 -93.00 -4.23 2,200.00



All Organization
Budget Comparison

Dec 2006
MTD Actual _MTD Budget $ Var. % Var. _YTD Actual YTD Budget $ Var, % Var, Annual
Board Support Costs 0.00 0.00 0.00 0 930.96 0.00 -930.96 0 0.00
Education, Conf.,, Workshops 0.00 208.37 208.37 100.00 4,707.04 2,600.00 -2,207.04 -88.28 2,500.00
Licenses & Other Fees 1.00 0.00 -1.00 0 51.00 0.00 -51.00 0 0.00
Legal Administative 0.00 83.37 83.37 100.00 0.00 1,000.00 1,000.00 100.00 1,000.00
Misc Exp - Indirect 479.31 500.00 20.69 4.14 2,312.51 6,000.00 3,687.49 61.46 6,000.00
Lease Expense 1,272.00 1,475.00 203.00 13.76 15,264.00 17,700.00 2,436.00 13.76 17,700.00
Office Expense 539.29 708.37 169.08 23.87 4,279.65 8,500.00 4,220.35 49.65 8,500.00
Copier Lease 382.69 375.00 -7.69 -2.05 3,310.12 4,500.00 1,189.88 26.44 4,500.00
Admin Postage -38.22 0.00 39.22 0 1,069.86 0.00 -1,069.86 0 0.00
Tenant Screening 44.00 0.00 -44.00 0 44.00 0.00 -44.00 0 0.00
Travel Project 63.49 0.00 -63.49 0 725.51 0.00 -7256.51 0 0.00
Travel Conference 0.00 291.63 291.63 100.00 1,769.47 3,500.00 1,730.53 49.44 3,500.00
Board.Mtg Expense ) 0.00 0.00 0.00 0 362.28 0.00 -362.28 0 0.00
Office Utilities 200.00 0.00 -200.00 0 2,400.00 0.00 -2,400.00 0 0.00
Telephone - Indirect 948.07 1,000.00 51.93 5.9 12,078.36 12,000.00 © -7836 -0.65 12,000.00
Insurance - Indirect 0.00 250.00 250.00 100.00 2,761.80 3,000.00 238.20 7.94 3,000.00
Advertising - Indirect 0.00 41.63 41.83 100.00 434.30 500.00 65.70 13.14 500.00
Contracted Social Service 1,000.00 1,125.00 125,00 11.11 8,000.00 13,500.00 5,500.00 40.74 13,500.00
' ¢ Salary - Indirect 9,519.20 0.00 -9,519.20 0 9,519.20 0.00 -9,519.20 0 0.00
Administrative Salary Indirect 12,207.28 10,950.00 -1,257.28 -11.48 139,235.80  131,400.00 -7,835.80° -5.96  131,400.00
Christmas Bonus 2,167.30 0.00 -2,167.30 0 2,167.30 0.00 -2,167.30 0 0.00
Resident Sve/Compliance 5,256.84 5,666.63 409.79 7.28 66,780.34 68,000.00 1,219.66 179 68,000.00
PM Salary 6,807.80 5,833.37 -974.43 -16.70 87,129.46 70,000.00 -17,129.46 -24.47 70,000.00
Payroll Tax - Indirect 3,040.41 2,870.87 -169.564 -5.91 30,606.43 34,450.00 3,843.57 11.16 34,450.00
Health Ins - Indirect -5,194.89 2,602.12 7,797.01 299.64 29,427.68 31,225.00 1,797.32  5.76 31,225.00
Dental - Indirect -1,127.68 0.00 1,127.68 0 4,863.02 0.00 -4,863.02 0 0.00
Flex Spending Expense 90.00 0.00 -80.00 0 485.00 0.00 -485.00 0 0.00
Administrative Exp. - Indirect -9,519.20 0.00 9,519.20 0 0.00 0.00 0.00 0 0.00

TOTAL INDIRECT 34,482.90 37,456.36 297346 7.94 479,448.03  449,475.00 -29,973.03 -6.67 448,475.00

Development Salary 8,273.07 8,750.00 476.93 545 104,948.19  105,000.00 51.81 005 105,000.00
Development Tax, Benefit 1,609.87 1,666.63 56.76  3.41 ‘i4,914‘1'3 20,000.00 5,085.87 26.43 20,000.00

. Development Exp other 722,82 83.37 -639.45 -767.0 7,426.35 1,000.00 -6,426.35 -642.6 1,000.00
TOTAL DEVELOP 10,605.76 10,500.00 -105.76  -1.01 127,288.67  126,000.00 -1,288.67 -1.02  126,000.00

TOTAL ALL EXPENSES 51,309.70 47,956.36 -3,353.34 -6.89 619,283.13  575,475.00 -43,808.13 -7.61  575475.00

NET OPERATING INCOME -1,032.07 -163.72 -878.35 57140  -117,979.44 -1,842.00 -116,137.44 6,304. -1,842.00

NON-OPERATING EXPENSE:

NET INCOME (L.oss) -1,032.07 -163.72 -878.35 571.40  -117,979.44 -1,842.00 -116,137.44 6,304, -1,842.00




All Organization

Balance Sheet

Dec 2006
ASSETS:
CURRENT ASSETS
CASH
Petty Cash 600.00
Cash in Bank : 232,746.80
Payroll Cash 8,248.33
Trust Acct. - Security Deposit 42,121.23
Grants receivable 8,175.00
RE Tax & OP Reserves 10,000.00
Repl. Reserves 50,299.28
Total Cash 3562,190.65
OTHER ASSETS
A/R- 8.13
A/R- 330,775.92
AIR- 14,037.27
AR - 10,397.52
AIR - Sample Project 17,524.96
AIR - ' ’ 3,782.80
AR - 2,536.57
AR - 3,454.91
AIR - 71.09
AIR - 51,104.30
. Development ' 127,408.29
N/R - 797.18
N/R - 122,500.00
N/R - 600,000.00
Accrued Interest-Notes Rec. 12,392.55
Accrued Interest-Prom Note 131,463.60
Capital Investment Sample Project 181,322.00
Capital Investment - 20,927.00
Capijtal Investment - 45.00
Capital Investment - -11,336.00
Capital Investment - 51.00
Capital Investment - 56,653.00
Prepaid Medical Insurance 8,922.82
Prepaid Insurance 10,212.62
Prepaid Mgmt Fees 676.00
Prepaid Expenses 6,645.59
Prepaid Annual LID Fees 37.00
Total Other Assets 1,702,411.12
TOTAL CURRENT ASSETS : 2,054,601.77
FIXED ASSETS
Building 3,115,943.90
Building Improvements 1,920,539.30
A/D - Bldgs. & Improvements 1,328,734.90
Furniture & Equipment 167,641.59
AJID - Furniture & Equipment 127,034.87
L.oan Fees’ 16,377.76
Loan Fee Ammortization -478.34
Computer & Related Software 189.88
Corporate Setup 2,265.67

Land \ 551,014.21




All Organization

Balance Sheet
Dec 2006

Land-Lot in development
Land-Parking Lot
Total Fixed Assets

TOTAL ASSETS

LIABILITIES & CAPITAL:

LIABILITIES:
CURRENT LIABILITIES
A/P Equipment

Insurance Payable

Accotunts Payable

Accr. Payroll

SUSPENSE

Accounts Payable-Admin
Payroll Spread Suspense
Payroll Tax Spread Suspense

Total Current Liabilities

DEPOSITS / INCOME HELD
Deferred Mgmt fee
Security Deposits
Pre-Paid Rent
Clearing Acct-Security Deposit

Total Sec. Dep. & Prepaid Rent

TAXES PAYABLE
Fed. W/H Accrued
FICA W/H Accrued
FICA W/H Accrued-Employee

_ State P/R Tax

State Unemployment Tax
Workers' Compensation Ins.
Child Support Payable
Annuity Payable
LT Disability

Total Payroll Payable

INTEREST PAYABLE
Accr. Int. Payable Lender
Accr. Int. Payable - Other
Def. Accr. Int. Pay. CTED
Line of Credit

Total Other Payable

LLOANS PAYABLE
Loan Payable
Construction Loan
Loan Payable -
Promissory Note - Payable
Promisary Note -

Total Loans Payable

LONG TERM LIABILITIES
Long Term Payable Loan

24,753.00

54,486.00

4,397,819.88

6,452,421.65

-9.60
8,567.53
28,623.85
3.04
634.19
1,825.66
223.49
-12.39

39,855.77

676.00
32,818.87
22.98
103.00

33,620.85

307.66
3,889.66
557.64
909.74
2,660.59
4,446.91
189.27
350.00
30.74

13,342.21

3,393.93
8,623.28
211,103.56

235,716.60

458,837.37

384,354.04
513,348.07
263,329.99
322,500.00
600,000.00

©2.083,532.10

1,139,976.76

Z |




All Organization
Balance Sheet
Dec 2006

Def. CTED Payable Loan
Def. Mtg. Payable
Long Term Payable Loan - Other

Total Long Term Liabilities

TOTAL LIABILITIES

CAPITAL:
Loss on Partnership Inv
Res acct Forf Income
Capital Contribution
Fund Balance
Transfer Net Assets

TOTAL CAPITAL

TOTAL LIABILITIES & CAPITAL

1,989,391.05
360,913.00

_ 710281

3,497,383.62

6,126,571.92

-1,025.00
6,000.00
-14,500.00
338,863.77
-3,489.04

325,849.73

6,452,421.65




RENTAL INCOME

All Organization

Income Statement
Dec 2000

Month fo Date %

Year to Date

%

Gross Potential Income 64,753.00 100.00 768,536.99 100.00
Rent - Agency's Portion 0.00 0.00 259.00 0.03
Garage & Storage Rent 25.00 0.04 300.00 0.04
Less: Rent Concession -567.00 -0.88 -5,481.95 -0.71
Less: Vacancy -4,279.52 -6.61 -50,392.19 -6.56
Total Rental Income 59,931.48 92.55 713,221.85 92.80
OTHER INCOME :
Cable TV Income 127.50 0.20 1,485.00 0.19
Interest Income 58.24 0.09 728.16 0.09
Late Fees 150.00 0.23 650.00 0.08
Parking Fee Income 1,000.00 1.54 6,000.00 0.78
Laundry Income 292.84 0.45 2,764.06 0.36
- Management Fee 8,900.00 13.74 106,800.00 13.90
Sample ProjectPM Fee Income 1,200.00 1.85 14,400.00 1.87
' "Prop Mgmt. Fee Income 2,816.67 4.35 33,800.04 4.40
- Prop Mgmt. Fee Income 2,116.67 3.27 25,400.04 3.30
. = Prop Mgmt. Fee Income 2,116.67 3.27 25,400.04 3.30
- PM Fee Income 1,616.67 2.50 19,400.04 2.52
Misc. Income 30.00 0.05 3,707.11 0.48
OrganizaﬁoniPM Fees 13,181.48 20.36 158,177.76 20.58
- Other Direct Mgmt Svc Fee 1,847.00 2.85 22,672.32 2.95
NSF Fee Income 0.00 0.00 50.00 0.01
Discounts Taken 0.00 0.00 1.94 0.00
Insurance Claim Reimburse 0.00 0.00 13,347.57 1.74
County Operating Reimburse 0.00 0.00 10,084.98 1.31
Deposit Forfeiture Income 430.00 0.66 5,231.57 0.68
Citv of ' Grant 2,125.00 3.28 40,420.58 . 5.26
‘Other Source] Grant 13,691.00 2114 30,000.00 3.90
Grants to Projects _ 600.00 0.93 27,900.00 3.63
Total Other Income 52,299.74 80.77 548,431.21 71.36
ADMINISTRATIVE INCONME
Development Fee Income 0.00 0.00 8,000.00 1.04
Total Administrative In 0.00 0.00 8,000.00 1.04
TOTAL INCOME 112,231.22 173.32 1,269,653.06 165.20
EXPENSES:
GEN. & ADMINISTRATIVE EXP.
Audit Fees 0.00 0.00 4,650.00 0.61
Bad Debt Expense -75.00 -0.12 3,680.22 0.47
Bank Fees -0.79 0.00 661.80 0.09
Computer Expense 323.76 0.50 323.76 0.04
Education, Conf., Workshops 0.00 0.00 652.00 0.08
Interest Expense 14,171.85 21.89 163,847.34 21.32
Legal Fees 0.00 0.00 561.30 0.07
Licenses & Other Fees 23.00 0.04 382.75 0.05
L.oan Fees 0.00 0.00 506,59 0.07
Miscellaneous Expense -0.01 0.00 1,848.79 0.24
Unit Lease Expense 832.00 1.28 8,320.00 1.08
Office Expense 210.76 0.33 1,608.38 0.21
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Capitalized Office Expense
Petty Cash

Postage

Tenant Screening
Travel-Project

Travel - Training

Total Gen. & Admin. Ex

UTILITIES

Alarm System Monitoring
Electricity & Gas

Water

Sewer

Refuse Removal

Cable T.V.

Telephone

Total Utilities

REPAIRS & MAINTENANCE

Appliance Repairs

Cleaning - Labor & Supplies
Electrical - Repairs & Maint.
Fire & Safety

Flooring

Security Expense

City HOME Contract

County AHTF Contract
HVAC Repairs & Maintenanc
Materials & Supplies
Replacements

Painting - L.abor & Materials
Plumbing Repairs & Maint.
Costs due to Flood Damage
Repair & Maintenance-Gener
Maintenance Capitalized

Total Repair and Maint

INSURANCE EXPENSE

Insurance
Total Insurance

GROUNDS EXPENSE

Landscaping Expense
Sprinkler Repair & Maintenan
Chemical Applications

Tree / Shrub Maintenance
Lawn / Landscaping

Snow Removal Expense

Total Grounds

MARKETING EXPENSE

Advertising / Newspaper
Other Advertising

Total Marketing

All Organization?

Income Statement

Dec 2006

Month to Date

%

Year to Date

%

6537.561  10.10 7.897.02 1.03
0.00 0.00 125.00 0.02
-34.71 -0.05 573.80 0.07
16.00 0.02 3.008.33 0.39
2.96 0.00 2.929.05 0.38
0.00 0.00 1.75 0.00
22.007.33  33.99 201477.88  26.22
153.00 0.24 1,008.00 0.13
720142  11.12 66,009.72 8.59
1,148.83 1.77 17.232.91 224
3,634.52 5.61 42.262.33 5.50
2.159.38 3.33 26,141.54 3.40
126.75 0.20 1,212.25 0.16
456.40 0.70 5 085.90 0.66
1488030  22.98 158.952.65  20.68
26.98 0.04 596.27 0.08
77.71 -0.12 519.85 0.07
0.00 0.00 -747.91 -0.10
0.00 0.00 2 505.57 0.33
0.00 0.00 3.270.00 0.43
166.85 0.26 1,503.47 0.20
155250  -2.40 15.317.18 1.99
963.11 1.49 100,045.74  13.02
0.00 0.00 1,759.94 0.23
3.751.97 5.79 20,756.69 2.70
0.00 0.00 755.45 0.10
-222 51 -0.34 4153.29 0.54
951.61 1.47 18.021.67 2.34
0.00 0.00 11.684.24 1.52
619.36 0.96 - 3.699.11 0.48
171.68 0.27 471.68 0.06
4798.84 7.41 184.312.24  23.98
2.020.84 312 46,508.57 6.05
2.020.84 312 46,508.57 6.05
12.48 0.02 216.17 0.03
0.00 0.00 763.86 0.10
0.00 0.00 1,434.63 0.19
0.00 0.00 1.781.54 0.23
0.00 0.00 5.191.11 0.68
941.15 1.45 127229 . 0.17
953.63 1.47 10,659.60 1.39
0.00 0.00 833.35 0.11
0.00 0.00 95.00 0.01
0.00 0.00 928.35 0.12




Parking Lot Expense
Total Parking Lot Exp.

PROPERTY MANAGEMENT EXP.
Indirect Space Fee
Compliance/Resident Svc Fe
Admin Acctg Fee
PM Fee

Total Property Manage

SALARIES & WAGES
Site Management Salaries
Security Salary
Other Direct Staffing
Maintenance Salary

Total Salaries & Wages

PAYROLL EXPENSE
Payroll Tax Expenses
Health Insurance
Dental Insurance

Total Payroll Expense

TAX EXPENSE
Real Estate Taxes

Total Taxes

TOTAL DIRECT EXPEN

INDIRECT G&A EXPENSES
Bank Fees
Computer Expense
Website Expense
Software Upgrade Expense
Dues & Subscriptions
Board Support Costs
Education, Conf., Workshops
Licenses & Other Fees
Misc Exp - Indirect
Lease Expense
Office Expense
Copier Lease
Admin Postage
Tenant Screening
Travel Project.
Travel Conference
Board Mtg Expense
Office Utilities
Telephone - Indirect
Insurance - Indirect
Advertising - Indirect
Contracted Social Service

Salary - Indirect
Administrative Salary Indirect

Christmas Bonus

All Organization

Income Statement

Dec 2006

Month to Date

%

Year to Date

%

0.00 0.00 5.91 0.00

0.00 0.00 5.91 0.00
2,024.24 3.13 24,291.88 3.16
2,568.25 3.97 30,819.00 4.01
5,091.33 7.86 61,095.96 7.95
3,497.66 540 41,971.92 5.46
13,181.48 20.36 1568,178.76 20.58
5,322.39 8.22 65,932.81 8.58
927.82 1.43 9,913.14 1.29
829.50 1.28 9,797.66 1.27
2,710.79 4.19 31,548.34 4.10
9,790.50 15.12 117,191.95 15.25
3,168.15 4.89 18,525.27 2.41
3,062.77 4.71 12,580.67 1.64
-1,334.57 -2.06 4,474.13 0.58
4,886.35 7.55 35,580.07 4.63
0.00 0.00 18,568.45 2.41

0.00 0.00 18,558.45 2.41
7251927  111.99 932,354.43  121.32
25.29 0.04 667.14 0.09
-20,629.06 -31.86 15,498.63 2.02
0.00 0.00 2,390.00 0.31
26,913.98 41.56 27,884.17 3.63
35.00 0.05 2,293.00 0.30
0.00 0.00 930.96 0.12

0.00 0.00 4,707.04 0.61

1.00 0.00 51.00 0.01
479.31 0.74 2,312.51 0.30
1,272.00 1.96 15,264.00 1.99
539.29 0.83 4,321.21 0.56
382.69 0.59 3,310.12 0.43
-39.22 -0.06 1,069.86 0.14
44.00 0.07 44.00 0.01
63.49 0.10 725.51 0.09
0.00 0.00 1,769.47 0.23

0.00 0.00 362.28 0.056
200.00 0.31 2,400.00 0.31
948.07 1.46 12,078.36 1.57
0.00 0.00 2,761.80 0.36

0.00 0.00 434.30 0.06
1,000.00 1.54 8,000.00 1.04
9,519.20 14.70 9,519.20 1.24
12,207.28 18.85 139,235.80 18.12
3.35 2,167.30 0.28

2,167.30

25




All Organization

Income Statement

Dec 2006
Month to Date % Year to Date %
Resident Svc/Compliance 5,256.84 8.12 66,780.34 8.69
PM Salary 6,807.80 10.51 87,129.46 11.34
Payroll Tax - Indirect 3,040.41 4,70 30,606.43 3.98
Health Ins - Indirect -5,194.89 -8.02 29,427.68 3.83
Dental - Indirect -1,127.68 -1.74 4,863.02 0.63
Flex Spending Expense 90.00 0.14 485.00 0.06
Administrative Exp. - Indirect -9,519.20 -14.70 0.00 0.00
TOTAL INDIRECT EXP 34,482.90 53.25 479,489.59 62.39
Development Salary : 8,273.07 12.78 104,948.19 13.66
Development Tax, Benefit 1,609.87 2.49 14,914.13 1.94
Development Exp other 722.82 112 10,201.35 133
TOTAL DEVELOPMENT 10,605.76 16.38 130,063.67 16.92
TOTAL ALL EXPENSES 117,607.93 181.63 1,641,907.69 200.63
¥

NET OPERATING INCOME -5,376.71 -8.30 -272,254.63 -35.43

NON-OPERATING EXPENSE: |

DEBT SERVICE

Current Debt Service 0.00. 0.00 3,794.40 0.49
Current Debt Prinipal Paid 3,098.49 - 4.79 - 35,554.28 4.63
Total Debt Service 3,098.49 4,79 - 39,348.68 5.12
Total Non-Operating Ex 3,098.49 4,79 39,348.68 5.12

NET INCOME (Loss) -8,475.20  -13.09 -311,603.31 _ -40.54




SAMPLE ORGANIZATION

STATEMENTS OF FINANCIAL POSITION
December 31, 2006 with Comparative Totals for 2005

ASSETS
2006 2005
CURRENT ASSETS:
Cash and cash equivalents $ 224345  § 351,617
Cash for property rehabilitation 5,161 -
Cash - security deposits 42,122 44,294
Total cash and cash equivalents 271,618 395,811
Tax, operating and maintenance reserves 60,299 56,612
Prepaid expenses 17,349 14,249
Accounts receivable 15,189 6,204
Accounts receivable - related parties 448 411 427,001
Grants receivable 11,572 22,800
Total current assets 824,438 922,777
PROPERTY, PLANT AND EQUIPMENT:
Net of accumulated depreciation 4,541,837 4,454 178
OTHER ASSETS:
Loan origination fees, net of amortization 19,540 16,377
Corporate set up fees, net of amortization 1,812 2,266
Loans receivable - related parties 722,500 722,500
Accrued interest receivable 188,968 143,857
Capital investments 266,947 247 662
Total other assets 1,198,768 1,132,662
Total Assets $ 6,566,043 3 6,509,617

See accompanying independent auditor's report and notes to financial statements.
-1 -



LIABILITIES AND NET ASSETS

CURRENT LIABILITIES:
Accounts payable
Interfund payables
Accrued liabilities
Accrued interest
Security deposits
Unearned rent and management fees
Line of credit
Current maturities of long term debt

Total current liabilities

LONG TERM DEBT:
Mortgage and loans payable
Deferred mortgage payable
Deferred accrued interest
Less current maturities

Total long term debt

Total liabilities

NET ASSETS:
Unrestricted

Total Liabilities and Net Assets

2006 2005
25,056 % 26,918
11 266
14,755 14,092
13,217 12,018
33,365 30,939
169 -
235,717 222,517
453,118 300,677
775,408 607,427
1,768,012 1,511,050
3,816,069 3,832,787
228,108 211,104
(453,118) (300,677)
5,359,071 5,254,264
6,134,479 5,861,691
431,564 647,926
6566043 $ 6,509,617

728



SAMPLE ORGANIZATION

STATEMENTS OF ACTIVITIES AND CHANGES IN NET ASSETS
For The Year Ending December 31, 2006, with Comparative Totals for 2005

2006 2005
REVENUES:
‘Donations and grants $ 90,686 $ 113,789
Rent income, net 723,191 640,509
Other rental income 5,988 6,075
Laundry and vending income 2,764 2,163
Interest income 45 841 43,250
Management and partnership fees 250,383 211,706
Development fees - 8,000 12,000
Donations for capital contributions 20,500 47,500
Gain on sale of property ' - 93,122
Other income 6,270 2,265
Total revenues 1,153,623 1,172,379
EXPENSES:
Program Services
Payroll expenses 405,736 356,292
Rental expenses 2,963 2,745
Administrative expenses 16,367 8,025
Professional fees 9,311 6,689
Utilities and telephone 157,977 120,386
Repairs and maintenance 73,672 53,578
Taxes and insurance 66,444 45 199
Loan fees 506 3,410
Other operating expenses 3,294 3,596
Interest expense 122,300 116,031
Deferred interest expense 17,005 19,241
Depreciation and amortization 170,068 169,477
Bad debt expense 3,205 5,830
Miscellaneous development expenses 2,775 -
Loss on partnership investments 1,215 1,231
Total program expenses 1,052,838 911,730
Supporting Services and Other Expenses
Property management and development services 298,781 265,745
Fundraising and financial development services 18,366 22,464
Loss due to theft - 200
Total supporting services and other expenses 317,147 288,409
Total Expenses 1,369,985 1,200,139
CHANGE IN UNRESTRICTED NET ASSETS (216,362) (27,760)
NET ASSETS, Beginning of year 647,926 675,686
NET ASSETS, End of year 3 431564  § 647,926

See accompanying independent auditor's report and notes to financial statements.
-3-



Sample Organization:

STATEMENTS OF FUNCTIONAL REVENUES AND EXPENSES
For The Year Ending December 31, 2006, with Comparative Totals for 2005

2006
Total Supporting Services
Program Administrative  Fundraising & Total Eliminating Dec. 31, 2005
Services Management & Financial Supporting Intercompany Total Total
(see next page) Development Development Services Transactions Unrestricted Unrestricted
REVENUES:
Donations and grants $ 18,786 $ -3 71,800 $ 71,900 $ - $ 90,686 $ 113,789
Rent income, net 723,191 - - - - 723,191 640,509
Otherrentalincame -0 : 5988 L inn - o b LisieBB T e 6,075
Laundry and vending income 2,764 - - - - 2,764 2,163
Interest income ) ) 45,841 - - - - 45,841 43,250
Management and parthershipfees 430;101 < S B LT 7A8) 250,383 241,706
Development fees 8,000 - - - - 8,000 12,000
Donations for capital contributions 20,500 - - - - 20,500 47,500
“/Gain on sale of propery; nietof - e : . DR : e :
closing costs of $10,895 - - - - - - 93,122
Qther income 6,270 - - - - 6,270 2,265
Total revenues 1,261,441 - 71,900 71,900 (179,718) 1,153,623 1,172,379
EXPENSES:
Operating expenses
Payroll expenses 458,034 200,878 18,366 219,244 (52,298) 624,980 567,918
Rental expenses 2,963 - - - - 2,963 2,840
iAdministiative expenses T 0 143787 727820 - 72782 C{127:420) 189,149 117149,226
Professional fees 9,311 - - - - 9,311 8,159
Utilities and telephone ) 157,977 12,078 - 12,078 - 170,055 131,979
. Repairs and maifiienance 10 TBETR L AsT - AB7 e 78,829 56,544
Taxes and insurance 66,444 2,762 - 2762 - 69,206 47,896
Loan fees ] 506 - - - ) - ) 508 3,410
U Ofther operating expensesii i T 8204 i B08T SRS G 3:061 S g ea T g eT
Interest expense 122,300 - - - - 122,300 116,081
Deferred interest expense 17,005 - - - - 17,005 19,241
(47 Depréciation ang amortization 11700681 S0 b CelgB i e L T g0 470980
Bad debt expense 3,205 - - - - 3,205 5,830
Misc development expenses 2,775 6,161 - 6,161 - 8,936 8,933
L oss'on pannership investrents 12150 Ll e T e 1231
Total operating expenses 1,232,556 298,781 18,366 317,147 . (179,718) 1,369,985 1,199,938
Other Expenses
Loss due to theft - - - - - . 200
Total other expenses - - - - - - 200
Total expenses 1,232,556 298,781 18,366 317,147 (179,718) 1,369,985 1,200,139
CHANGES IN:NET ASSETS 5 L T : : : e
BEFORE TRANSEERS 510000 00 128,886 7 = 14(298,781) 53,534 (245,247) e 1 {216:362) L(27.760)
TRANSFERS IN (OUT) ! 12,393 41,141 (53,534) - - - -
TOTAL CHANGES IN NET ASSETS  § 41,278 $ (257,640) § - 5 (245247) $ - 3 (216,362) $ (27,760)

See accompanying independent auditor's report and notes 1o financial statements.
4 -



SAMPLE ORGANIZATION

STATEMENTS OF FUNCTIONAL REVENUES AND EXPENSES - PROGRAM SERVICES
(Before Intercompany Eliminations)
For The Year Ending December 31, 2006, with Comparative Totals for 2005

2006
Scattered
Properties Properties Sites _ Other Properties Development
REVENUES:
Donations and grants $ - 8 - % - § - 8 - 8 -
Rent income, net ] ) 104,012 223,278 59,791 86,140 154,407 -
7 Other rental income. « Geom BB T04 B4R 48655701090, e
Laundry and vending income 741 454 - 453 266 -
Interest income 22 - 11 100 ] 111 -
Mariagement and partnership fees. - ot : - e pod e : Lol
Development fees - - - - - -
Donations for capital contributions - - - - - -
Gain on-sale of property, net of closing R = T : : B
costs of $10,895 - - - - - -
Other income 429 2,605 30 50 804 -
Total revenues 106,457 227,041 60,474 88,298 156,678 -
EXPENSES:
Operating expenses
Payroll expenses 30,385 55,717 11,559 12,391 44,059 -
Rental expenses 811 661 86 35 956 -
. Administrative expenses. L2671 417599 o 9744 14,032 126,745 SR8
Professional fees 860 1,548 344 823 1,507 - 4,100
_ Utilities and telephone 22,667 37,210 2,055 28,411 30,292 51
| Repairs and-maintenarnce ol 5298 T 4184 : TAA3 7.314 24,784 e
Taxes and insurance 11,259 12,525 5,955 3,375 8,300 -
Loan fees - 506 - o - -
7 Other operating expenses > Ry e CIURTT B3B8 98 28
Interest expense 17,878 39,330 14,766 2,638 30,222 -
- Deferred interest expense 2,500 5,268 663 2200 6374 -
. Depreciation ‘and amortization : 20,0637 44,986 20,399 2404610 49,242 s
Bad debt expense 41 1,293 261 - 1,705 -
~ Misc development expenses - - - - - -
‘[ 'oss on partnership investments. o N TR : O S TSRS e s
Total operating expenses 133,795 255,504 73,768 96,366 225,120 4,549
Other Expenses
Loss due to theft - - - - - -
Total other expenses - - - - - -
Total expenses 133,795 255,504 73,768 96,366 225,120 4,549
‘CHANGES(‘,IN,NET ABSETS. : (e o i : g TATE N
S BEFORETRANSFERS i (28,338) (28,463) (13,204) 0 . (B.068) o (B8442) £1(4,549)
TRANSFERS IN (OUT) - - - - - -
CHANGE IN NET ASSETS $ (28338 $ (28463) § (13294) § (8,068) § (68,442) § (4,549)

See accompanying independent auditor’s report and notes to financial statements.
- 5 -



2006 Dec. 31, 2005

Property Total Unrestricted

Property Management & Program Program

Properties Dev. Investments Development Services Services
$ 18,786 § - % - % - $ -8 18,786 $ -
13,657 75,647 6,000 - 259 723,191 640,509
BN 1,658 - - i 5,988 - 6,075
72 527 - - 251 2,764 2,163
- - - 45,112 485 45,841 41,764
: B < - 430,101 430,101 211,706
- - - - 8,000 8,000 -
- - - 20,500 - 20,500 47,500
- - - - - - 93,122
970 330 - - 1,052 6,270 2,265
33,571 78,162 6,000 65,612 440,148 1,261,441 1,045,104
4,048 17,886 - - 281,989 458,034 381,713
210 160 - .- 44 2,963 2,745
13,173 416,266 312" - 143787 8025
129 - - - - 9,311 6,689
4,255 31,091 2,045 - - 157,977 120,386
1,444 972 963 b = 573,672 53,578
2,600 9,048 13,381 - - 66,444 45,199
- - - - - 506 3410
- ST2s 87 - & 3294 13586
- 17,466 - - - 122,300 116,031
- - - - - 17,005 19,241
HE0,017 - - = “170,068 - 189,477
- (85) - - - 3,205 5,830
- - 2,775 - - 2,775 -
- i < 4245 : G 1218 231
36,776 103,867 19,563 1,215 282,033 1,232,556 937,151
36.776 103,867 19,563 1,215 282,033 1,232,556 937,151
(3208) . (25.705) ©13,563) 64397 158115 28,885 407,953
- - - 12,393 - 12,393 -
$ (3,205) § (25705) §  (13,563) 3§ 76,790 § 158,115 § 41,278 $ 107,953




Sample Organization

STATEMENTS OF CASH FLOWS

For the Year Ending December 31, 2008, with Comparative Totals for 2005

CASH FLOWS PROVIDED (USED) BY OPERATING ACTIVITIES!
Change in net assets .
Adjustments to reconcile change in net assets to net cash

provided (used) by operating activities:
Depreciation
Amortization
Partnership allocated loss
Gain on sale of property
Loss on impairment of assets
Net (increase) decrease in:
Prepaid expenses
Accounts receivable
Accounts receivable - related parties
Grants receivable
Accrued interest receivable
Net increase (decrease) in:
Accounts payable and accrued expenses
Accounts payable - interfund
Accrued interest
Line of credit
Deferred accrued interest
Prepaid rent income
Security deposit liability

Net cash flows provided (used) by operating activities

CASH FLOWS PROVIDED (USED) BY INVESTING ACTIVITIES!
Purchase of fixed assets
Net (increase) decrease in reserve accounts
Proceeds on sale of property
Investment in partnerships

Net cash flows provided (used) by investing activities

CASH FLOWS PROVIDED (USED) BY FINANCING ACTIVITIES:
Proceeds from long term debt
Payments made on long term debt

Net cash flows provided (used) by financing activities
INCREASE (DECREASE) IN UNRESTRICTED CASH
CASH BALANCES, Beginning of year

CASH BALANCES, End of year

OTHER INFORMATION:
Interest paid in cash
Loan proceeds used to pay loan principal
interest capitalized as part of development costs
Line of credit used for fixed asset additions
Loan fees financed
Long term debt forgiven, included in gain on sale
Payments on long term debt from sale of property

2006 2005
$  (216362) % (27.760)
170,200 169,819
770 1,161
1,215 1,231
- (93,122)
(3,100) (11,242)
(8,985) (2.212)
(21,410) 99,496
11,228 3,700
(45,112) (42,629)
(1,201) 20,569
(255) (99)
1,199 4,251
13,200 32,434
17,004 19,241
169 -
2,426 2,437
(79,014) 177,275
(257,859) (1,092,108)
(3,687) (7,282)
- 14,303
(20,500) (47 500)
(282,046) (1,132,587)
270,743 1,067,841
(33,976) (32,962)
236,767 1,034,879
(124,293) 79,567
395,911 316,344
$ 271618 $ 395911
$ 171084 $ 111,830
210,500 -
48,121 -
13,200 31,809
3,478 9,775
- 65,670
- 168,552

See accompanying independent auditor's report and notes to financial statements.

-7 -
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Sample Organization

NOTES TO FINANCIAL STATEMENTS
December 31, 2006

NOTE 1 - ORGANIZATION AND NATURE OF OPERATIONS:

: Sample Organization (ORG.) is a notfor profit community Housing Development Organization
(CHDO), incorporated under the laws of ‘Some State , o

The purpose of the organization is to purchase, renovate and operate rental units and housing
developments serving low income households. As a CHDO, federal HOME set aside dollars
designated for capital and operating funds and technical assistance are available. Inaddition, as a
CHDO, the organization must maintain accountability to low income community residents by
maintaining at least one-third of its Board's membership for residents of low income neighborhoods,
other low income residents (earning 80% or less than area median income), or elected
representatives of low income neighborhood organizations.

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:

Basis of Accounting - The financials are prepared on the accrual basis of accounting and in
accordance with accounting principles generally accepted in the United States.

Net Assets - Net assets of the two restricted classes are created only by loan or donor-imposed
restrictions on their use. Donor restricted contributions are recognized as temporarily restricted and
are reclassified to unrestricted when the restriction is satisfied. All other net assets, including board-
designated or appropriated amounts, are legally unrestricted, and are reported as part of the
unrestricted class. There were no temporarily or permanently restricted net assets at December 31,
2006.

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

Income Tax Exemption -OQR(. is a not-for-profit agency exempt from federal income taxes under
Section 501(c)(3) of the Internal Revenue Code. Accordingly, no provision for income taxes has
been made in these financial statements.

Cash and Cash Equivalents - For the purpose of the statement of cash flows, cash and cash
equivalents consist of amounts in checking accounts, temporary investments, savings accounts and
cash on hand. Also included in cash and cash equivalents is cash held for property rehabilitation,
which includes loan proceeds for the rehabilitation of the properties which was not fully
utilized at December 31, 2006.

Investments — Investments are carried at market value.

Contributions - Contributions are recorded as revenue when pledges are made. All contributions are
available for unrestricted use unless specifically restricted by donor. Donated goods and services
are recorded at fair market value at the date of contribution.

Advertising Costs: Advertising costs are charged to expense as incurred.




Sample Organization

NOTES TO FINANCIAL STATEMENTS
December 31, 2006

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued):

Rental Income and Prepaid Rents - Rental income is recognized for apartment rentals as it accrues.
Advance receipts of rental income are classified as liabilities until earned. All leases between the
Projects and the tenants of the properties are operating leases.

Uncollectible Rents and Bad Debts -QRG.considers all accounts receivable to be fully collectible;
accordingly, no allowance for doubtful accounts has been established. If accounts become
uncollectible, they will be charged to operations when that determination is made.

Property and Equipment - Land, building and improvements are recorded at cost. Improvements
are capitalized, while expenditures for maintenance and repairs are charged to expense as incurred.

Depreciation is provided over the estimated service lives of the assets under the straight-line and
accelerated methods. The estimated service life of the assets for depreciation purposes may
ultimately be different than their actual economic useful life.

Estimated Life Method
Land improvements 15 years Straight-Line
Buildings and improvements 27.5 years Straight-Line
Furniture and equipment various Declining balance

ORG. reviews its investment in real estate for impairment whenever events or changes in
circumstances indicate that the carrying value of such property may not be recoverable. Recover-
ability is measured by a comparison of the carrying amount of the real estate to the future net
undiscounted cash flow expected to be generated by the rental property and any estimated
proceeds from the eventual disposition of the real estate. If the real estate is considered to be
impaired, the impairment to be recognized is measured at the amount by which the carrying amount
of the real estate exceeds the fair value of such property. There are no impairment losses
recognized in 20086.

Loan Origination Amortization — Loan origination costs are amortized over the term of the mortgage
loan using the straight-line method.

Below-Market Interest Rate Loans: The Organization is obligated on several mortgages and loans
pursuant to federal and non-federal loan programs, with interest rates below standard, commercial
interest rates. These loans are part of the financing of low income housing projects. Typically low
income housing projects are able to obtain financing at rates similar to the rates being charged to

ORG. . ltis the organization’s policy not to adjust the fair market value of mortgages payable for the
below-market rate loans, as loans of this nature are considered part of the program for which they
were obtained to provide. In addition, the Organization received several zero-interest loans which
were subsequently loaned to related parties, at below the market rates. These too, are considered
to be part of the programs the loans were intended to provide, thus the fair market value of the
mortgage or loan payable, has not been adjusted.

Concentration of Credit Risk Arising from Cash Deposits in Excess of Insured Limits -ORG.
maintains its cash in several bank deposit accounts which, at times, may exceed federally insured
limits.ORG. has not experienced any losses in such accounts, ORG.believes it is not exposed to
any significant credit risk on cash and cash equivalents.




Sample Organization

NOTES TO FINANCIAL STATEMENTS
December 31, 2006

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued):

Functional Allocation of Expenses and Joint Costs — The costs of providing various programs and
activities have been summarized on a functional basis in the Statement of Functional Revenues and
Expenses. Accordingly, certain costs have been allocated among the properties and supporting
programs benefited.

Certain payroll expenses have been allocated between program service and supporting services
based upon time spent on the corresponding activity. The costs are further allocated between the
various properties based upon the property size and compliance requirements for each property and
included as income in the department for property management and development, which are
eliminated on the Statement of Functional Revenues and Expenses as inter-company transactions.
Details by property are included in the Statement of Functional Revenues and Expenses — Program
Services and the Supplemental Schedule of Expenses. Total payroll and other expenses which
have been allocated in this manner are as follows:

2006 2005
Wages and salaries $ 577,019 $ 493,573
Payroll taxes 48,913 50,947
Employee benefits 51,346 48,820
Total payroll expenses, before
inter-company eliminations $ 677278 $ 593,340
Allocation:
Program services $ 405,736 $ 356,292
Administrative services 200,878 189,162
Fundraising and financial services 18,366 22,464
Subtotal as shown on the Statements of
Functional Revenues and Expenses 624,980 567,918
Inter-company transactions, eliminated 52,298 25422
Total payroll expenses $ 677,278 $ 583,340

NOTE 3 — RECLASSIFICATIONS:

Certain amounts from the prior year financial statements have been reclassified for comparative
purposes to conform to the presentation in the 2006 financial statements.

NOTE 4 — EMPLOYEE BENEFIT PLANS:

OFG offers a deferred income plan under Internal Revenue Code Section 403(b) to provide
retirement benefits to all of its employees who meet the plan eligibility requirements.ORG.does not
contribute to the plan; the plan is funded solely by employee’s voluntary withholding.

The Organization also has a cafeteria plan under Internal Revenue Code Section 125 to provide tax

benefits for medical and child care expenses. The plan includes a flexible spending arrangement to
provide additional pre-tax benefits to eligible employees.

-10 -

2l



Sample Organization

NOTES TO FINANCIAL STATEMENTS
December 31, 2006

NOTE 5 - TRANSACTIONS WITH RELATED PARTIES:

’ Sample Organization (ORG.)) is the general partner of several Limited Partnerships and a
member of a Limited Liability Company as described in Note 7. ORG. provides management
services to the partnerships and occasionally advances funds via use of a line of credit for the
construction phases of the projects, and for various operational expenses. These properties are
listed as follows:

Other Property ~ Court Limited Partnership - 36 units

Sample Project, Limited Partnership . , .- .25units
Other Property pApartments Limited Partnership - 37units
Other Property ~ Limited Partnership - 26 units
Other Property Limited Partnership - 26 units
Other Property Limited Liability Company ( - 123 units

ORG. has a note receivable fromOtherSourt for the construction of the Project, in the amount of
$122,500, bearing interest at 1% per annum. See Note 6.

ORG. has a note receivable from Other for the construction of the Project, in the amount of
$600,000, bearing interest at 6% per annum. See Note 6.

CRG. receives development fees during the development phase of the projects. ORG.recognized
development fees totaling $8,000 for the year ending December 31, 2006 for additional
development cost for theOther Propertylimited Partnership.ORG.also manages all of the properties
and receives management fee income, accounting and administrative fee income according to the
terms of the property management agreements, as well as reimbursement for allocated
management overhead, resident services and direct costs provided to the properties. A summary of
the management and partnership fees earned byORG are as follows:

Management fees $ 225,200
Partnership fees 25,183

For each of the related parties listed above, included in the financial statements presented are the
following:

Reimbursed

Accounts Accounts Accrued Expenses

Related Party/Entity Receivable Payable Interest (Income)
Other Property $ 51,104 % - % 13,618 $ 19,400
Sample Project, 17,525 - e ... 14400
Other Property 18,967 - - 33,800
Other Property 5.547 N } 25,400
Other Property 10,455 - - 25,400
Othet Property 344,813 - 175,351 106,800
$ 448 411§ -3 188,969 § 225,200

In addition, the partnership agreements provide for various obligations of the general partner,
including an obligation to provide funds for any development and operating deficits. Further, several
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Sample Organization

NOTES TO FINANCIAL STATEMENTS
December 31, 2006

NOTE 5 - TRANSACTIONS WITH RELATED PARTIES (Continued):

of the partnership agreements call for a contingent incentive partnership management fee equal to
33-1/3 percent of net operating cash flow of the property, subject to the agreement’s priorities for
use of net operating cash flow. The fee must be set aside in a capital reserve in the name of the
Partnership and is payable to the general partner (ORGjat the time of exercise of the purchase
option. There was not sufficient net cash flow to fund the capital reserves for any of the
Partnerships in 2006.

NOTE 6 — NOTES RECEIVABLE — RELATED PARTIES:

Note Receivable Other Court, bearing interest at 1%
per annum, secured by a Deed of Trust covering certain

real property, maturing December 31, . (The amount

due under this note may be forgiven by the holder). $ 122,500
Note receivable - ‘Other, bearing interest at 6%

per annum, secured by a Deed of Trust covering certain

real property, maturing January 1, . (Accrued interest

shall be paid from net cash flow, per the partnership agreement) $ 600,000

Accrued interest on notes receivable total $188,969 and $143,857 at December 31,2006, and 2005
respectively.

NOTE 7 — CAPITAL INVESTMENTS:

Sample Organization is the general partner or member of several Limited Partnerships
and a Limited Liability Company. The Projects are financed in part by low income housing credits
throughthe Some State  (see also Note 5). All properties were either acquired or were new
construction projects and are located in various locations in Some County , In most cases, ORG.
holds a .01% general partnership interestin the properties. Each partnershiphas a limited entity life
expectancy according to each individual agreement, at which time, ORGhas the first right of refusal
to purchase the limited investor(s) interest.

Sample Project

During the year ending December 31, JORG received a grant from  Some Neighborhood
Action Program andthe’ Some City HOME Program. These grants were awarded for
the purpose of making a capital contribution to the Sample ProjectLimited Partnership, which was
established for the purpose of developing and operating a low income housing tax credit project.

During the year ending December 31, 2005, a grant was received from the Some County
Housing and Community Development Department for $41,500. The grantwas provided to support
affordable housing with rehabilitation costs.

The = Some City HOME Grant has a twenty five (25) year specified use clause beginning on the
date the Project was initially occupied by qualified tenants. The tenants must be approved
according to their level of income pursuant to the Grant agreement and the rents charged must bein

12 -



Sample Organization

NOTES TO FINANCIAL STATEMENTS
December 31, 2006

NOTE 7 — CAPITAL INVESTMENT (Continued):

compliance with those specified in the agreement per the guidelines established by the U.S.
Department of Housing and Urban Development.

The Capital investment as a General Partner of Sample Project Limited Partnership is as follows:

Some City  (HOME Grant) $ 40,000
Some Grant during « 63,247
Capital Contribution 19,175
Capital Contribution ; 6,000
Capital Contribution 6,000
Capital Contribution 6,000
Capital Contribution 8,000
Additional contribution from Grant 41,500
Accumulated operating losses, (665)

Capital Investment in Sample Project $ 187,257

The original and subsequent grant funds are to be used by Sample Project for property
improvements.

~ Other Property Court

During the year ending December 31, 2005, a grant was awarded from the Some County
Housing and Community Development Department for $43,500. The grantwas provided to support
affordable housing with rehabilitation costs. The grant began to be utilized during the year ending
December 31, 2006, with an initial $14,500.

The Capital investment as a General Partner of  Other Property Court Limited Partnership is as
follows:

Capital contribution from grant - 2006 $ 14,500
Accumulated operating losses, - 2006 (12,435)
Capital Investment in  Other Property Court $ 2,065
Other Property

The Capital investment as a General Partner  Other Property ~ Limited Partnership is as follows:

Original Investment $ 90,000
Return of Capital — related party (69,000)
Accumulated operating losses, — 2006 (79)
Capital Investment in  Other Property $ 20,920
Qther Property
The Capital investment as a General Partner of Other Property Limited Partnership is
as follows:
Accumulated cperating losses, - 2006 $ 39
Capital Investmentin  ger Property 3 .39
13-
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Sample Organization

NOTES TO FINANCIAL STATEMENTS
December 31, 2006

NOTE 7 — CAPITAL INVESTMENT (Continued):

Other Property

The Capital investment as a General Partner of Other Property " Limited Partnership is as
follows:
Accumulated operating losses, - 2006 $ 42
Capital Investment in Other Property $ 42
Other Property

The Capital investment as a General Partner of Other  Limited Liability Company is as follows:

Capital Contribution — $ 56,762
Accumulated operating losses, - 2006 (137)
Capital Investment in Other Property $ 56,625
NOTE 8 - PROPERTY AND EQUIPMENT:
Property and equipment are summarized as follows:
Furnishings
and
Land Buildings Improvements Equipment Total
$ 106,500 $ 328500 $ 211544 % 9,098 $ 655642
53,500 143,500 1,031,973 74,552 1,303,525
88,400 403,559 141,234 9,305 642,498
- - 24,832 - 24,832
62,200 367,378 215,361 39,124 684,063
92,200 969,653 250,527 - 67,145 1,379,525
14,745 153,700 136,212 3,748 308,405
59,137 181,551 - - 240,688
Development' 153,571 568,103 179,088 - 900,762
Property Management - - 141 27,726 27,867
Sub Total $ 630253 $ 3,115944 § 2,190,912 % 230,698 6,167,807
Less: accumulated Depreciation (1,625,970)
Net $ 4,541,837
Depreciation Expense for the year ending December 31, 2006 $ 170,200

Included in improvements are $24,832 and $179,088 in pre-development costs for
and the Development properties, respectively, which have not yet

been blaced into service as of December 31, 2006.

Included in pre-development costs is capitalized interest on the Development
project. Total capitalized interest was $48,121 at December 31, 2006.

- 14 -
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Sample Organization

NOTES TO FINANCIAL STATEMENTS
December 31, 2006

NOTE 8 - PROPERTY AND EQUIPMENT (continued):

Subsequent to year-end, ORG decided to abandon development of project.
Due to many considerations, it was decided that the project should be considered for sale and the
proceeds used to develop other affordable housing sites in the City - area.

NOTE 9 — LINES OF CREDIT:

ORG. has a bank line of credit with  Other Bank. The line has a credit limit of $50,000. The
line of credit has been used on occasion for construction advances for work in process on the
limited partnerships and pre-development costs for new projects under development.

A second line of credit is also available from  Other = Bank with a credit limit of $150,000. The
line of credit is available for operating cash flow needs.

In addition ORG has aline of creditwith  Other Bank. The line has a credit limit of
$241,895, which is secured by property. The line of credit has been used to refinance loans for the
property at and for development of Apartments and

in Some City. The principal balance as of December 31, 2006 is $235,717. Interest accrues
at a variable rate at prime, currently at 8.25% at December 31, 2006. Interest only payments are
due monthly.

NOTE 10 - LONG TERM DEBT:

A summary of long term debt by property is as follows:

_Other Property deferred mortgage payable, ‘

CTED Housing Finance Unit loan, at an interest rate of 1.0%
compounded annually, and collateralized by real estate. Payments are
deferred until December 31, 2014, when $11,989 annual payments are

due, until final maturity in 2038. $ 250,000
Total Other property loans 250,000
Less current portion: T
Long-term portion $ 250,000

Other Property mortgage payable heldby ~ Some Bank, atan

interest rate of 8.0%. and collateralized by real estate. Payments are

made monthly at $4,711 until paid in full, during the year 2020. $ 474,383

Other property deferred mortgage payable, held by CTED

HOME Program, at an interest rate of 1% compounded annually, and
collateralized by real estate. Payments are deferred until June 30, 2007
when annual payments of $12,125 are due, including interest, for 49
years until paid in full during the year 2056. Subsequent to year end, an
extension has been requested to defer payments for an additional ten
years. A decision is pending. 475,239
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Sample Organization ---- -

NOTES TO FINANCIAL STATEMENTS
December 31, 2006

NOTE 10 — LONG TERM DEBT (Continued):

Cther property rehabilitation loan payable, held by the  Some City

at an interest rate of 4%, compounded annually. After the fifteen (15)
year deferral period, a portion of the principal may be forgiven each year
during the period of the extension if the borrower has complied with the
affordability requirements according to the agreement, until it is fully
forgiven or paid at the end of the maximum extended term of ten (10)
years. Final maturity is expected during the year 2030.

Other property promissory note payable, heldby =~ Some

Note, at an interest rate of 10%, and collateralized by real estate.
Payments are due monthly at $195 until paid in full, which is expected
during the year 2008.

Total Other property loans
Less current portion:
Long-term portion

Other  properties, mortgage payable held by Some
Bank, at an interest rate of 8.75%, and collateralized by real estate.
Payments are made monthly at $1,495 including interest. Final payment
is expected during the year 2026.

Other properties, deferred mortgage payable, held by

CTED HOME Program and | funds, at an interest rate of

1% compounded annually, and collateralized by real estate. Payments

are deferred until June 30, 2016 when annual payments of $12,185 are
due. Final maturity is due on or before June 30, 2056.

Total Other
Less current portion:

properties loans

Long-term portion

L property, promissory note payable held by

, at an interest rate of 9.0%, and collateralized by real estate.

Payments are made monthly at $712 including interest. Final paymentis
due in June, 2017.

Under the mortgage for ORG.receives an
interest subsidy according to the mortgage agreement. The subsidy is
paid on a straight line monthly basis, recalculated annually. The interest
subsidy amounted to $6,580 in the year ended December 31, 2006.

' property, mortgage payable, held by’
CTED HOME Program, at an interest rate of 1.1% until December 31,
2020, when interest is reduced to 1% annually. The Loan is
collateralized by real estate. Payments are deferred until December 31,
2020 when payments of $9,456 are due. Final maturity is due December
31, 2048.

-16 -

$ 15,317
5380
970,319
28,366
$ 941,953
$ 166,998
366,736
533,734
3,461
$ 530273
$ 106,400
200,000
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Sample Organization

NOTES TO FINANCIAL STATEMENTS
December 31, 2006

NOTE 10 —~ LONG TERM DEBT (Continued):

property, mortgage payable held by
CTED HOME Program at a zero interest rate, and collateralized by real
estate. Payments are deferred for 50 years then will be eligible for
conversion to a grant, at December 31, 2049.

Total ~ property loans, carried forward

Less current portion:
Long-term portion

Other Property  mortgage payable, held by~ 'Bank, at an interest
rate of 7.87%, and collateralized by real estate. Payments of $2,946 are
monthly including interest. Final maturity is due in April, 2028.

properties, deferred mortgage payable held by
CTED HOME Partnership Program, at an interest rate of 1.0%
compounded annually, and collateralized by real estate. Payments are
deferred until December 31, 2029 when annual payments of $44,068
begin. Final maturity is December 31, 2048.

property, rehabilitation loan payable held by Some County
Capital Loan Fund, is collateralized by real estate. Interest accrues on
the full $162,250 available loan, at an interest rate of 1% compounded
annually. Payments are deferred until May 1, 2016 when accrued
interest and principal are due in full.
Total properties loans
L.ess current portion:

Long-term portion

property, deferred mortgage payable held by
due in full March 2007 subject to extension, at a zero
interest rate, and collateralized by real estate. Subsequent to year-end,
an additional ninety-day (90) extension has been requested. A decision is
pending.
Tota property loans
Less current portion:

Long-term portion

-17 -

$__210,000
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516,400

(6,462)
$ 509,938

$ 359,942

$ 590,000

109,443

1,059,385

7.180
$ 1,052,205

27.540

$
27,540

_ (27,540
$ -
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Sample Organization

NOTES TO FINANCIAL STATEMENTS
December 31, 2006

NOTE 10 — LONG TERM DEBT (Continued):

Some property, deferred mortgage payable held by Some

 County using HOME and HUD Supportive Housing Program
funds, at zero interest rate, and collateralized by real estate. Final
Maturity is August 1, 2024 when it will be eligible for conversion to a

grant. 347,416
Total Some - property loans 347,416

Less current portion: -
Long-term portion $ 347416

property, mortgage payable held by Some = _
Bank, at a variable interest rate (8.25% at December 31, 2006). Interest

only payments are due monthly. Final maturity is November 30, 2008. $ 241,334
Other Propertv Development, mortgage payable held by
Some Bank, at a variable interest rate (8.25% at
December 31, 2006). Interest only payments are due monthly. Final
maturity is November 30, 2008. $ 535344
Development, three pre-development loans held
by " at a zero interest rates. Maturity is December 31,
2007. 380,109
Total Development loans 915,453
Less current portion: (380,109)
Long-term portion $ 535344
Some Court note payable held by Bank through the Federal

Home Loan Bank, AHP Program, at a zero interest rate, and
collateralized by real estate. Final maturity is in 51 years, on December

31, 2027, $ 122,500
deferred mortgage payable held by Some State
Department. ,atazerointerestrate,
and collateralized by real estate. Final maturity is September 30, 2043. 600,000
Total Property management loans, see also Note 6 $ 722,500

The fair values of the mortgages payable are estimated based on the current rates offered to the
Organization for debt of the same remaining maturities. At December 31, 2008, the fair value of the
mortgages payable approximate the amounts recorded in the financial statements.

-18 -
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Sample Organization

NOTES TO FINANCIAL STATEMENTS
December 31, 2006

NOTE 10 — LONG TERM DEBT (Continued):

Future maturities of notes and mortgages payable are as follows:

Other Property Deferred
Mtg. Payable
CTED Other Property
December 31 Home Loan Total
2007-2011 3 - $ -
Thereafter 250,000 250,000
$ 250,000 $ 250,000
Other Property Deferred
Mta. Payable Mta. Pavable
Some State Mtg. Payable _Other
December 31 OME  Bank CTED Loan Some Note  Property Total
2007 $ 19,531 $ 6,977 $ 1,858 3 28,366
2008 21,152 7,022 2,062 30,236
2009 22,908 7,108 1,460 31,474
2010 24 809 7177 - 31,986
2011 26,868 7,249 - 34,117
Thereafter 359,115 439,708 - 798,823
3 474 383 $ 475,239 3 5,380 3 955,002
Forgivable Loan payable - Some City ~ payments may begin after year 2020 15,317
3 970,319
Other Property Deferred
Mtg. Payable Mta. Pavable
B State Other
December 31 Some Bank CTED Loan Property: Total
2007 $ 3,461 $ - $ 3,461
2008 3,776 - 3,776
2009 4,121 - 4121
2010 4,496 - 4,496
2011 4,805 - 4,905
Thereafter 146,239 366,736 512,975
$ 166,998 $ 366,736 533,734
Other Pro Deferred Deferred
perty Mtg. Payable Mta. Pavable
Other Some State Some State Other
December 31 CTED Loan CTED Loan Property Total
2007 3 6,462 3 - $ - $ 6,462
2008 7,068 - - 7,068
2009 7,731 - - 7,731
2010 8,456 - - 8,456
2011 9,249 - - 9,249
Thereafter 67,434 200,000 210,000 477,434
3 106,400 $ 200,000 3 210,000 ) 516,400
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Sample Organization

NOTES TO FINANCIAL STATEMENTS
December 31, 2006

NOTE 10 — LONG TERM DEBT (Continued):

Other Property

December 31

2007
2008
2009
2010
2011

Thereafter

Other Property

December 31

2007
Thereafter

Other Property

December 31

2007-2011
Thereafter

December 31

2007
2008
Thereafter

December 31

2007
2008
2009-2011
Thereafter

Total
Some Bank

Deferred Deferred
Rehabilitation
’ Some State Loan- Some Other
Other Bank CTED Loan County Property Total
$ 7,180 $ - $ - $ 7,180
7,850 - - 7,850
8,491 - - 8,491
9,184 - - 9,184
9,934 - - 9,934
317,303 580,000 109,443 1,016,746
$ 359,942 $ 590,000 $ 109,443 $ 1059385
: - Other
Ot -
her Property Total
$ 27,540 3 27,540
$§ 27540 3 27,540
Other Property
Some ounty Total
$ - $ -
347,416 347,416
$ 347416 $ 347,416
Other Property Development:
Bridge Loan
’ Other Property
- Total
$ - $ .
241,334 241,334
d 241,334 $ 241,334
Bridge Loan
Other Property
Other Total
$ - $ 380,109 3 380,109
535,344 - 535,344
$ 535,344 $ 380,109 3 915,453
% /76,678
-20 -
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Sample Organization

NOTES TO FINANCIAL STATEMENTS
December 31, 2006

NOTE 10 — LONG TERM DEBT (Continued):

Property Management:

AHP Program Mtg. Payable Property
Bank Some State Management
December 31 - CTED Loan Total
2007-2011 $ - $ - $ -
Thereafter 122,500 600,000 722,500
$ 122,500 $ 600,000 3 722,500

NOTE 11 — CONTINGENCIES:

The Organization received several grants from various funding sources for the purpose of funding
the acquisition and rehabilitation of low income housing at various property locations. The terms of
the grants generally included a requirement to use the property to provide housing to the under
privileged in accordance with income guidelines. Failure to comply with the terms of the grants
usually results in repayment of the original grant.

The organization had the following grants subject to these requirements:

Compliance
Period Expires Amount
3ome City  Community Development Dept. November, 2022 $ 240,000
Grants: # April, 2008 33,000
# December, 2008 25,000
# various 2007 - 2009 81,000
Federal Home Loan Bank - (AHP Subsidy) 89,900
Total acquisition & rehabilitation grants subject to compliance $ 468,900

In addition, the Organization has obtained below market interest rate mortgages and deferred
mortgages for various properties as described in Note 2 and summarized in Note 10. The
agreements require that the project be rented to qualifying low income tenants and places certain
restrictions on the properties. Failure to comply with the terms of the agreements could result in
foreclosure, immediate demand for repayment of the loan and any accrued interest, and, in some
cases, an amount representing the prorated appreciated value of the property as defined by the
contracts.

The loan for Other Property requires the maintenance of operating and replacement
reserves, which are designed to be used for replacement and repair costs of the property.

The activities of tax, operating and maintenance reserves are as follows:

Tax &
Replacement  Operating
Reserves Reserves Total
Balance, January 1, 2006 $ 30,572 $ 10,000 $ 40572
Additions and interest 3,687 - 3,687
Withdrawals and transfers - - -
Balance, December 31, 2006 3 34,259 $ 10,000 $ 44259
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Sample Organization

NOTES TO FINANCIAL STATEMENTS
December 31, 2006

NOTE 12 — RENT INCOME:

Included in rent income for the property are Housing Assistance Payments. The Organization
has an agreement with the U.S. Department of Housing and Urban Development (HUD) for the
property, under Section 8, Moderate Rehabilitation Program. The contract is between
-Housing Authority and Sample Organization  , and began during fiscal year 1995. The
contract expires September 1, 2007 with an option to renew annually. Under the agreement, units
must be rented to low income homeless individuals whereby the Housing Authority
determines eligibility in accordance with HUD requirements. HUD funds passed through the
) Housing Authority totaled $186,187 during the year ending December 31, 2006.

In addition, the ) Some Other: properties
receive Section 8 Housing Assistance payments from the Housing Authority, under the U.S.
Department of Housing and Urban Development (HUD) voucher program. During the year ending
December 31, 2006, several units received such subsidies.

Rental assistance from HUD, Section 8 and

tenant vouchers, combined $ 285,498
In addition, 'Other Property receives rental subsidies under the US Department  Other
subsidy program.
Rental assistance from Other $ 41,325

Total rental assistance received under these contracts for the year ending December 31, 2006 was
$326,823. '

NOTE 13 — REAL ESTATE TAX EXEMPTIONS:

Many of the properties owned byORGare exempt from real estate taxes. The exemption is based
on qualifying low income tenants residing in the units. The income limits are according to published
HUD income limits. The exemptions are renewed annually.

During the year ending December, 31, 2006 however, several of the scattered site properties lost

real estate tax exemption because the tenants’ income went over the limit. Accrued property taxes
totaling $1,377 is included in accrued liabilities at December 31, 2006.

NOTE 14 - SUBSEQUENT EVENTS:

Subsequent to year-end,ORG has three new development projects in process or in the pre-
development phase. One such property had a signed commitment agreement for purchase and had
obtained a commitment for funding, during the year ending December 31, 2006. No advances on
the loan had been taken and no costs have been incurred as of December 31, 2006.

Subsequent to year-end,ORG entered into a lead-based paint abatement loan in the amount of
$30,000 for the Sample Project: Limited Partnership.  In addition, ORG entered into several
forgivable loans totaling $43,000 for the purpose of removing lead-based paint in several of the
scattered-sites properties.
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CURRENT ASSETS:
Cash and cash equivalents
Cash for property rehabilitation
Cash - security deposits

.+ Total cash.and cash-equivalents

Tax, operating and maintenance reserves

Prepaid expenses.

Rents:and accouints receivable

Accounts receivable - related parties

Grants and loan draws receivable
“Hnterfund receivables - :

Short term foans receivable

Total current assets

PROPERTY, PLANT AND EQUIPMENT:

“EiLand, buildings; improvements & furnishings

Accumulated depreciation
Net of accumulated depreciation

QTHER ASSETS:

S ean origination fees, 'net.of amortization
Corporate set up fees, net of amortization
Loans receivable - related parties
Aserued interest receivable’

Capital investments
Total other assets

Total assets

CURRENT LIABILITIES:
Bank overdrafts
“Accatints payable’
Accounts payabie - related parties
Interfund payables
“TAccrued Jiabilities:
Accrued interest
Security deposits
"“Unéamed rents and:management fees
Line of credit
Current maturities of long term debt

Total current liabiiities
LONG TERM DEBT:
" Mortgage and loans payable
Deferred mortgage payable

Deferred accrued interest
~;Less current maturities

Total long term debt

Total liabilities

NET ASSETS:
Unrastricted

Total liabilities and net assets

Sample Organization

SUPPLEMENTAL SCHEDULE OF FINANCIAL POSITION

- December 31, 2006
ASSETS
Other Other Scattered Other Other h
Properties Properties Sites - Properties Ot er
$ 10417 -3 20,469 $ 10,483 § - % -
- - - - 5,151 -
7,326 5,943 4,087 3,675 12,339 -
17.742 5,943 247556 14158) 17.490" .
- - - 44,259 - -
3,722 2,573 982 1,447 1,736 .
1121 10,145 22 L 760 :
- 68 2 - 188 -
- 3,397 - - . .
- -0 - 2,443 -
22,585 22,126 25,562 62,307 20,114 -
- B55:642 1303,525 642,498 7 6BAI0B3 . 11379525 241832
(272,730) (549,915) (199,626) (170,452) (403,835) -
382,912 753,610 442,872 513,611 975,690 24,832
: 1,262: 1,219 - 4284 3.000
- 1812 - - - -
- 3,074 1,219 - 4,084 3,000
$ 405497 § 778810 $ 469653 $ 575918 § 1,000,088 3 27,832
LIABILITIES AND NET ASSETS
$ - % 4462 $ -3 - 3 43260 $ 5,381
Fai2079 T 5,599 : AR 2,783 e
909 995 41 832 222 -
Lol 107 1:877 30 o :
1,350 3477 1,262 886 2,142 -
6,628 4,739 3,186 2,850 10,180 -
S 146 - Cat i -
190,083 - - - . .
- 28,366 3,461 6,462 7,180 27,540
201,053 47,891 9,439 12,387 65,747 32,921
- : 495:080 166,998 4064007 L 1469,385 127,540
250,000 475,239 366,736 410,000 590,000 -
35,850 61,569 61,492 15,438 53,759 -
: : (28,366) (3.461) (6,462)11 (7.180) (27:540);
285,850 1,003,522 591,765 525,376 1,105,964 -
486,903 1,051,413 601,204 537,763 1,171,711 32,921
(81408Y: 01 (272,608)° (131551), 0 3885 L (171.628) 1(5,089)
§ 405497 $ 778810 $ 469,658 $ 575918 § 1000088 27,832
.31-




Adminisiration & Eliminating

Other Other Property Property Intercompany Total

Properties Development . Dev. investments Management Transactions Unrestricted
17,026  $ -3 -8 15,745  § -3 217,872 $ (67,667) $ 224,345

- - - - - - - 5,151

2,800 - 5,907 - - 46 - 42,122
19i826° T BT CETAB e s T S e B (67 BT 271818
16,040 - - - - - - 60,299
246 - 3,206 3,762 - 291 (816 17,349
2,486 : S 365 - 4 350 ‘ i L5189

- - - - - 448,153 - 448,411

- - - - - 8,175 - 11,572

SRR S R H e L LR 18 JAINS o : 805 ”(3.2‘56) G : PR

38,598 - 9,478 19,525 - 675,692 (71.549) 824,438
£308,405. R 240,688 900,762 SR HILL D DT 86T i B 467807
(21,833) - - - - (7,579) - (1,625,970)
286,572 - 240,688 900,762 - 20,288 - 4,541,837
: Cpnl i 9F7s R Dhuin 19,5407

- - - - - - - 1,812

- : - - e - - 722,500

g SR : ~ SHN188,969 SR e 88,989

. - - - 266,947 - - 266,947

- - - 9,775 1,178,416 - - 1,199,768

$ 325170 $ - $ 250,466 § 930,062 $ 1178416 § 595,980 $ (71,549) § 6,566,043
-8 - 0§ 14564 B -8 -8 - 8§ (67,667) § -
SRR e B i Ry T SR 609 A e E R L 25,086

67 - - o - - 211 (3,266) "

Ve T IRTAE EIEE : PROPR TRy [ 43,237 CHA e T4 785

- - 1,250 2,850 - - - 13,217

1,750 - 4,022 - - - - 33,365

o R I - . - DRI el BB B ey L)

- - 10,000 35,634 - - - 235,717

- - - 380,109 - - - 453,118

1,819 - 33,828 423,192 - 18,685 (71,549) 775,408
R : Gt b 380,409 0001228000 L e T 768,012
347,416 - 241,334 535,344 600,000 - - 3,816,069
- - - ‘ - - - - 228,108

fiis : i . (380,109) . Sl - L {453,118)
347,416 - 241,334 535,344 722,500 - - 5,359,071
349,235 - 275,157 958,536 722,500 18,685 (71,549) 6,134,479
(24:065) S N dieeny LU (DBIATA) 1L 4BBB16: i v BTT298 SR A3 54
325170 § - $ 250,166 $ 930,062 $ 1178416 $ 695980 $ (71,549) & 6,566,043
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~ Sample Organization

SUPPLEMENTAL SCHEDULE OF RENTAL INCOME

For The Year Ending December 31, 2006

Scattered
Properties Properties Sites ) Properties
Rental Income:
Gross tenant rents $ 80,176 $ 57,958 39,158 4‘4,9,55 $ - 121,217
‘Rental assistance 231,304 <-186;187 22213 41,325 45794
Gross rent potential 111,480 244 145 61,371 86,280 167,011
Less:
Vacancies ; (7,468) (18,652) (1,580) (35) - (11,763)
- Rent Concessions : (2.215) ' s (105) s
(7,468) (20,867) (1,580) (140) (12,604)
Rental income, net $ 104,012 3 223,278 59,791 86,140 $ 154,407
Other Rental Income:
Late charges $ -3 25 150 - % 400
Tenant charges 2830 679 492 70 680,
Miscellaneous - - - 1,485 -
$ 253 $ 704 642 1,685 $ 1,090
-33-
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Property

Management &

Total

Other Other Dev. Development Unrestricted
14710 5 86,997 6,000 $ 259§ 451,430
b S s oo
14,710 86,997 6,000 259 778,253
(1,053 (10300) - : (50,851)
- - (1,050) - = (4.211)
(1.053) (11,350) } - (55.062)
13,657 3 75,647 6,000 $ 259 $ 723,191
-85 - 3 -3 650

86 o 21583 - N 3,853

- ) . ; 1,485

86 3 1,658 - % - $ 5,988

234 -
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Happy Affordable Housing Project
Case Study
Using Proforma to Stress Test Restructure Strategies

Happy Affordable Housing (Happy) is comprised of five separate (scattered site)
buildings with a total of 25 rental units and was developed using LIHTCs. These were
severely distressed rental units in low income neighborhoods of Happy City.

Rent Restrictions

These units provide affordable housing to individuals and families at 45% or less of
median income for the County. Five of the units are set-aside for the homeless.

Description of Revenue-side Issues

The project is achieving 90% of maximum allowable rents in 2006 due to the

Housing Authority setting the contract rents from between 35 and 40% of MFIL.
Presently, Happy has 11 units subsidized through tenant-based Section 8.
The vacancy for Happy in 2006 was 6%.

Description of Expense-side Issues

Given that Happy consists of 5 buildings scattered in different locations, its
expenses are only $100 more pupy than the average unit in this portfolio.

The maintenance costs are higher than its portfolio average, which is typical for
scattered site projects.

The replacement reserve contributions are at least $250 pupy.

This project has two operating reserves. Both reserves will be depleted by 2011 if
this project remains at status quo.

The minimum reserve balance for a replacement reserve is $46,000 per the
regulatory agreements.

Description of Debt structure

The outstanding principal on the first mortgage with Big Bank is $190,766, with
annual debt payments of $19,668.

Happy has a subordinate loan with the State with cash-flow contingent payments.
The total loan is $553,000.

Given this project’s target population and homeless set-asides, this project cannot
support debt for the long term.

Once the operating reserves are spent by 2011, this project will not be able to
meet its debt obligations.

The Owner’s outstanding liability is $18,089 (see balance sheet).

Happy’s Capital Needs

Happy has exhausted its replacement reserves and needs a recapitalization of a
replacement reserve to address $118,446 in immediate capital needs. This
recapitalization amount is based on 5% inflation rate and a 3% savings rate.



The replacements and repairs necessary for this property are a little more extensive
because of the age of the buildings and the five separate locations. The major items that
will need to be addressed in the next 3 years are the following:

Roofs will have to be replaced ($24,300)

3 buildings will have to be painted ($12,000)

Asphalt replacement in the parking areas will have to be repaired/replaced/resurfaced
($5,000)

Additional exterior repairs, common area/hallway carpet replacement and
landscaping issues ($19,646)

The carpet and vinyl in the apartment units will need to be replaced over the next 2
years as most are old, stained and quite worn ($14,650)

Most refrigerators and several ranges are at the end of their useful life and will need
to be replaced over the next 2 years ($13,350)

The separate furnaces are being maintained regularly but some will need major
overhaul/replacement ($12,500)

Electrical systems upgrades, plumbing systems upgrades and water heater
replacements will add $13,000

The cabinets in several units have been badly damaged and/or show much wear.
Replacing cabinet doors will cost $4,000 and should be done on turnover of the
affected units
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