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INDEPENDENT AUDITOR’S REPORT

Board of Directors
District of Columbia Housing Finance Agency

We have audited the accompanying basic financial statements, as listed in the table of contents,
of the District of Columbia Housing Finance Agency (“the Agency”), a component unit of the
District of Columbia Government, as of and for the years ended September 30, 2006 and 2005.
These financial statements are the responsibility of the Agency’s management. Our
responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United
States of America and Government Auditing Standards, issued by the Comptroller General of the
United States. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statements. An audit also includes assessing the accounting principles used and the
significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of the Agency as of September 30, 2006 and 2005, and the changes in its
financial position and its cash flows for the years then ended, in conformity with accounting
principles generally accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued a report dated January
18, 2007, on our consideration of the Agency’s internal control over financial reporting and on
our tests of its compliance with certain provisions of laws, regulations, contracts, and grant
agreements and other matters. The purpose of the report is to describe the scope of our testing of
internal control over financial reporting and compliance and the results of the testing, and not to
provide and opinion on the internal control over financial reporting or on compliance. That
report is an integral part of an audit performed in accordance with Government Auditing
Standards and should be considered in assessing the results of our audit.

The management’s discussion and analysis on pages 3 through 6 is not a required part of the
basic financial statements but is supplementary information required by the Governmental
Accounting Standards Board. We have applied certain limited procedures, which consisted
principally of inquiries of management regarding the methods of measurement and presentation
of the supplementary information. However, we did not audit the information and express no
opinion on it.

A Professional Corporation
www.tcba.com



Our audit was conducted for the purpose of forming an opinion on the financial statements that
collectively comprise the Agency’s basic financial statements. The combining financial
statements on pages 46 through 50 are presented for purpose of additional analysis and are not a
required part of the basic financial statements. The combining financial statements have been
subjected to the auditing procedures applied in the audit of the basic financial statements and, in
our opinion, are fairly stated in all material respects in relation to the basic financial statements
taken as a whole.
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MANAGEMENT’S DISCUSSION AND ANALYSIS

Our discussion and analysis of the District of Columbia Housing Finance Agency’s financial
performance provides an overview of the Agency’s financial activities for the year ended
September 30, 2006. The financial statements, accompanying notes, and additional information
should be read in conjunction with the following discussion.

Overview

The District of Columbia Housing Finance Agency (the Agency) was established in 1979 to
stimulate and expand homeownership and rental housing opportunities in Washington, D.C. The
Agency accomplishes its mission by issuing mortgage revenue bonds that lower the homebuyers’
costs of purchasing and rehabilitating homes and the developers’ costs of acquiring, constructing,
and rehabilitating rental housing. The Agency uses Funds to account for its financial activities.
The General Fund is used to record the receipt of income not directly pledged for repayment of
securities, to pay expenses related to the Agency’s administrative functions, and to account for
grant revenues and expenditures related to Section 8 grants from the United States Department of
Housing and Urban Development(HUD) and for an intra-agency agreement entered with
Department of Mental Health of the District to construct or rehab rental housing to address the
critical need of mentally challenged persons residing in the City. The other funds are used to
account for bond proceeds and debt service related to multifamily and single family mortgage
revenue bonds and to account for certificates of participation, revenues and expenses related to
the Building Finance Corporation.

Financial Highlights
The following information is an analysis of the year ended September 30, 2006.

» The Agency’s net assets increased by $1.969 million, mainly from investment earnings
on operating reserves and guaranteed investment agreements as a result of a rising
interest rate environment during the fiscal year. A decline of $ 4.220 million in
unrealized fair market value adjustments which was recognized in prior years weighed
negatively in this fiscal year’s financial performance.

e Bonds issued increased by $439.567 million as a result of the issuance of $183.865
million in multifamily revenue bonds of which $112.322 million was draw-down series,
and of the $359.905 million in single family issuances, $272.855 million was draw-down
series. In the aggregate, a total of $49.204 million in bonds were redeemed from sinking
fund maturities and prepayment calls.

* Revenues for the current year is $88.139 million which is comprised of operating revenue
of $60.197 million and investment earnings of $27.941 million and is 17.3% higher than
last year, while operating expenses for the current year is $85.903 million which is 18.9%
over last year. In FY 2006, decline in interest earned on mortgage-backed securities of
the single family bond program as a result of prepayments of mortgages contributed to a
decrease in operating revenues of the single family bond program by 32.2% compared to
FY 2005, however, such a decrease was made-up for by interest income earned from the
two single family revenue bond series issued and the eight multifamily transactions
closed in FY 2006.



Current assets
[Noncurrent assets
Total Assets

Current habilities
Noncurrent Liabilities
Total Liabilities

[Net assets:
Invested in capital assets, net of related debt
Restricted for:
Bond Fund and Risk Share Program
McKinney Act Fund

Total restricted
Unrestricted

Total Net Assets
Total Liabilities and Net Assets

Table 1
Condensed Balance Sheets
September 30,

2006

$ 48,895,479
1,233,271,479

2005

$ 42,066,905
1,083,024,144

$1,282,166,958

$1,125,091,049

§ 120,367,539 § 54,307,821
1,072,456,225 983,408,600
1,192,823,764 1,037,716,421

853,206 951,697
52,046,365 52,178,035
7,934,190 7,431,008
59,980,555 59,609,043
28,509,433 26,813,888
89,343,194 87,374,628

$1,282,166,958

$1,125,091,049

Operating Revenues
Mortgage-backed security income
Interest on mortgage and construction loans
McKinney Act revenue
Application and commitment fees
HUD Section 8 housing assistance receipts
Service project receipts
Other
Total operating revenues

Operating Expenses

Operating Loss

[Non-operating revenues

Extraordinary item — loss on extinguishment of debt
Change in Net Assets

Table 2
Condensed Statements of Revenues, Expenses,
and Changes in Net Assets
Years Ended September 30,

2006 2005
$ 6,726,493 $  8293,054
19,784,506 18,679,962
500,137 537,170
124,543 90,729
12,534,368 12,727,925
7,192,215 7,048,178
13,334,407 13,712,861
60,197,169 61,089,879
85,902,969 72,241,861

(25,705,800)

(11,151,982)

27,941,420 13,818,205
(267,054) (83,926)
$ 1,98566 $ 2,582,297




New Business

During fiscal year 2006, the Agency re-entered into the single family bond program of issuing
tax-exempt bonds to make funds available to the residents of the District to purchase residences
at favorable below market interest rate. Following this, the agency has made $42 million in
lendable money in FY 2006 and has assisted 67 residents of the district to be homeowners
through September 30, 2006. The Agency, in its endeavor to address housing shortages in the
District, was successful in effectively leveraging and strategically directing the investment of
public and private funds into target communities. This resulted in Agency’s financing a total of
1,165 units of affordable new, ownership and rehabilitated rental housing community investment
of $71.543 million in tax-exempt bonds. The Agency’s satellite office east of the river at 4415
South Capitol Street, SW counseled over 2,000 clients citywide as part of its Single Family
Homeownership Program. The Agency is resolute in refining its internal capacity to keep-up
with its strong credit position in the financial markets.

Debt Administration

The Agency’s outstanding debt increased by 12% over the prior year. In fiscal year 2006, the
Agency issued $71.543 million in multifamily revenue bonds to finance the construction and
rehabilitation of eight projects. 1,165 rental units will be made available upon completion of
these projects. The Agency also issued $42 million in single family tax-exempt bonds to be lent
for purchase of single family residences during fiscal year 2006.

The Agency redeemed $15.916 million in multifamily revenue bonds and $33.178 million in
single family revenue bonds. The Agency also redeemed $54.993 million and $322.065 million
in drawdown bonds of multifamily and single family respectively.

Capital Assets

The Agency issued $2.4 million of Certificates of Participation in 1998 to finance the acquisition
of the building at 815 Florida Avenue, N.W., Washington, D.C. and entered into a lease
agreement with the D. C. Building Finance Corporation to lease the office space. The lease term
is through June 2018, however, the Agency has an annual right to terminate the lease in the event
that the Agency fails to appropriate sufficient amounts due under the lease terms for the ensuing
fiscal year. The Agency has the option to purchase the building at any time during the lease at an
amount necessary to discharge the Certificates. As of September 30, 2006, the lease agreement
has approximately thirteen years remaining, and an outstanding balance of $1.640 million of
Certificates of Participation. The Agency redeemed $0.110 million of Certificates of
Participation in fiscal year 2006.

Programs

Multifamily: In fiscal year 2006, the DCHFA financed over 1,165 rental units, of which 238
units are new housing. While 342 units will be for seniors, 583 units will be occupied by
households earning less than 50% of the area median income.



Single Family: The Agency has started participating in the single-family mortgage program and
as result of which 67 residents of the District have become homeowners in FY 2006 and the
Agency projects to make $100 million available in tax-exempt funds to be used for originating
loans in FY 2007.

Section 8 HAP Contract Administration

The Agency has entered into a contractual agreement with the United States Department of
Housing & Urban Development (HUD) to administer Section 8 Housing Assistance Payments
for eleven projects. The HFA earned $389,990 in contract administration fees during fiscal year
2006.

HUD Risk-Sharing Program

The Agency has also entered into a risk-sharing agreement with HUD, where a multifamily
project is insured by the Federal Housing Administration (FHA) for 90% of the mortgage while
10% of the mortgage is insured by the Agency. In order to participate in this program, the
Agency deposited $500,000 in a reserve account with Merrill Lynch. With every risk-share
project, an FHA placement fee of 1% of the mortgage balance is collected and deposited into the
reserve account. As of September 30, 2006, the reserve account has a balance of $1.926 million.

Subsequent Events:
The following subsequent events have occurred:
e On November 9, 2006, the agency issued single family revenue bonds Series 2006 D, E
& F for $102.145 million.
e On Novemberl2, 2006, the agency issued multifamily housing revenue bonds of $4.13
million for Azeeze Bates Apartments.
® On December 1, 2006, the Agency redeemed $1.94 million of Multifamily Housing
Refunding Revenue Bonds Series 1992A.
e On December 11, 2006, the agency issued multifamily housing revenue bonds of
$11million for Eastgate Family.
e On December 14, 2006, the agency issued multifamily housing revenue bonds of $10.34
million for Wesley House.
e On January 4, 2007, the agency made McKinney Act loan of $0.35 million to Hyacinth’s
Place LLC.

Conclusion

The above discussion and analysis is presented to provide additional information regarding the
activities of the Agency and also to meet the disclosure requirements of GASB 34. If you have
questions about the report or need additional financial information, contact the Chief Financial
Officer, Solomon Haile, District of Columbia Housing Finance Agency, (202) 777-1620, 815
Florida Avenue, N.-W. Washington DC 20001, shaile@dchfa.org or go to our website at
www.dchfa.org.



DISTRICT OF COLUMBIA HOUSING FINANCE AGENCY
BALANCE SHEETS
SEPTEMBER 30, 2006 AND 2005

Total restricted assets

Capital assets:

Land

Depreciable property and equipment
Leasehold improvements

Less accumulated depreciation and amortization

Total capital assets

Total non-current assets
TOTAL ASSETS

(Continued)

2006 2005
ASSETS
CURRENT ASSETS
Cash and cash equivalents $ 19,938,715 $ 24,452,142
Restricted cash and cash equivalents 22,639,768 11,814,248
Accrued interest receivable-restricted 5,795,063 5,351,817
Other receivables 521,933 448,698
Total current assets 48,895,479 42,066,905
NON-CURRENT ASSETS
Other assets:
Investments 5,712,869 4,921,181
Loans receivable 140,000 140,745
Prepaids 295,837 289,922
Bond issue costs-net 15,788,823 15,615,055
Total other assets 21,937,529 20,966,903
Restricted assets:
Cash and cash equivalents 85,361 83,151
Investments held in trust 575,826,290 484,129,631
Mortgage-backed securities at fair value 203,392,447 204,535,869
Mortgage and construction loans receivable 424,209,954 367,710,580
Loans receivable 1,899,930 1,789,129
McKinney Act funds receivable 1,598,421 804,224
Other receivables 1,828,341 302,960

1,208,840,744

1,059,355,544

573,000 573,000
3,481,256 3,446,238
1,127,040 1,122,042
(2,688,090) (2,439,583)
2,493,206 2,701,697

1,233,271,479

1,083,024,144

$ 1,282,166,958

$ 1,125,091,049

The accompanying notes are an integral part of these financial statements.
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DISTRICT OF COLUMBIA HOUSING FINANCE AGENCY
BALANCE SHEETS
SEPTEMBER 30, 2006 AND 2005

LIABILITIES AND NET ASSETS

CURRENT LIABILITIES
Accounts payable and accrued liabilities
Accrued salary and vacation payable
Deferred revenue
Current portion of bonds payable
Current portion of certificates of participation
Total current liabilities

CURRENT LIABILITIES PAYABLE FROM
Tenant subsidy funds
Escrow deposits
Deferred credits
Deferred revenue
Interest payable
Total current liabilities payable from restricted

NON-CURRENT LIABILITIES
Loans payable
Bonds payable—less current portion
Certificates of participation—Iess current portion
Total non-current liabilities
Total liabilities

NET ASSETS
Invested in capital assets—net of related debt

Restricted for:
Bond Fund and Risk Share
McKinney Act Fund
Total restricted net assets
Unrestricted net assets

Total net assets

TOTAL LIABILITIES AND NET ASSETS

2006 2005
$ 943,881 791,334
302,207 292,129
829,318 739,009
33,315,000 4,000,000
115,000 110,000
35,505,006 5,032,472
851,412 618,707
3,108,368 2,704,937
65,334,356 28,480,594
4,781,573 6,130,090
10,785,924 10,441,021
84,861,633 48,375,349
463,929 465,884
1,070,467,296 981,302,716
1,525,000 1,640,000
1,072,456,225 983,408,600

1,192,823,764

1,037,716,421

853,206 951,697
52,046,365 52,178,035
7,934,190 7,431,008
59,980,555 59,609,043
28,509,433 26,813,338
89,343,194 87,374,628

$

1,282,166,958

$ 1,125,091,049

The accompanying notes are an integral part of these financial statements.
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DISTRICT OF COLUMBIA HOUSING FINANCE AGENCY
STATEMENTS OF REVENUE, EXPENSES AND CHANGES IN NET ASSETS

YEARS ENDED SEPTEMBER 30, 2006 AND 2005

2006 2005
OPERATING REVENUES
Mortgage-backed security income $ 6,726,493 $ 8,293,054
Interest on mortgage and construction loans 19,784,506 18,679,962
McKinney Act revenue 500,137 537,170
Application and commitment fees 124,543 90,729
HUD Section 8 housing assistance receipts 12,534,868 12,727,925
Service project receipts 7,192,215 7,048,178
Other (Note 13) 13,334,407 13,712,861
Total operating revenues 60,197,169 61,089,879
OPERATING EXPENSES
Operations 4,875,342 5,052,302
Personnel and related costs 3,801,585 3,568,871
Interest expense 53,756,296 37,534,745
Depreciation 248,507 257,111
Federal program payments 7,192,215 7,048,178
Housing assistance payments 12,534,868 12,727,925
Bond amortization 745,688 679,783
Trustee fees and other expenses 2,748,468 5,372,946
Total operating expenses 85,902,969 72,241,861
OPERATING LOSS (25,705,800) (11,151,982)
NON-OPERATING REVENUES
Investment income 27,941,420 13,818,205
Excess Of Revenue Over Expenses Before Extraordinary
Item 2,235,620 2,606,223
Extraordinary Item - Loss On Extinguishment Of Debt (267,054) (83,926)
Change In Net Assets 1,968,566 2,582,297
Net Assets, Beginning Of Year 87,374,628 84,792,331
Net Assets, End Of Year $ 89,343,194 $ 87,374,628

The accompanying notes are an integral part of these financial statements.
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DISTRICT OF COLUMBIA HOUSING FINANCE AGENCY
STATEMENTS OF CASH FLOWS
YEARS ENDED SEPTEMBER 30, 2006 AND 2005

Operating Activities

Cash receipts from loans and interest
Other cash receipts

Cash payments to vendors

Cash payments to employees

Receipts of federal program income
Payments of federal program expenses
Other cash payments

Net Cash Provided by Operating Activities

Capital and Related Financing Activities
Acquisition of fixed assets

Payments of bonds and long-term debt

Payments of interest and charges

Net Cash Used in Capital and Financing Activities

Non-Capital Financing

Funds disbursed for multi-family rehab

Proceeds from long-term bonds

Payments of long-term debt

Interest paid on bonds

Net Cash Provided by Non-Capital Financing Activities

Investing Activities

Receipts of interest and dividends

Principal payments (purchases) on mortgage and
construction loans

Sale of investments and mortgage-backed securities
Purchase of investments and mortgage-backed securities
Net Cash Used in Investing Activities

NET INCREASE IN CASH

Cash and cash equivalents at October 1
Cash and cash equivalents at September 30

(Continued)

2006 2005
64,825,827 37,270,289
9,685,754 13,018,229
(4,496,414) (1,661,173)
(3,791,507) (3,568,871)
19,727,083 19,851,532
(19,724,125) (19,776,102)
(1,777,686) (9,589,236)
64,448,932 35,544 668
(40,017) (68,699)
(110,000) (105,000)
(91,875) (96,968)
(241,892) (270,667)
(2,082,275) (36,359,283)
559,366,574 167,290,000
(441,997,238) (59,354,352)
(53,399,464) (36,036,275)
61,887,597 35,540,090
27,934,700 12,541,973
(60,901,205) 14,468,398
703,162,821 481,062,632
(789,976,650)  (570,583,552)
(119,780,334) (62,510,549)
6,314,303 8,303,542
36,349,541 28,045,999
$ 42,663,844 36,349,541

The accompanying notes are an integral part of these financial statements.
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