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1122 Broadway, Ste. 300
San Diego, Californiz 92101
619-231-9400

FAX: 619-578-7350

& San Die
- San Diego
Y | HOUSINGgCOMMISSION

February 12, 2009

Council President Ben Hueso, Members

of the San Diego City Council, Mayor Jerry Sanders,

the Board of Commission of the San Diego

Housing Commission, the Citizens of the City of San Diego,
California and other interested parties

State law requires that all general purpose local governments publish within six months
of the close of each fiscal year a complete set of financial statements presented in
conformity with generally accepted accounting principles (GAAP) and audited in
accordance with generally accepted auditing standards by a firm of licensed certified
public accountants. As a component unit of the City of San Diego, and pursuant to the
above stated requirement, we hereby issue the comprehensive annual financial report of
the San Diego Housing Commission for the fiscal year ended June 30, 2008.

This report consists of management’s representations concerning the finances of the San
Diego Housing Commission. Consequently, management assumes full responsibility
for the completeness and reliability of all of the information presented in this report. To
provide a reasonable basis for making these representations, management of the San
Diego Housing Commission has established a comprehensive internal control
framework that is designed both to protect the government’s assets from loss, theft or
misuse and to compile sufficient reliable information for the preparation of the San
Diego Housing Commission’s financial statements in conformity with GAAP. Because
the cost of internal controls should not outweigh their benefits, the San Diego Housing
Commission’s comprehensive framework of internal controls has been designed to
provide reasonable rather than absolute assurance that the financial statements will be
free from material misstatements. As management, we assert that, to the best of our
knowledge and belief, this financial report is complete and reliable in all material
respects.

The San Diego Housing Commission’s financial statements have been audited by The
Reznick Group, a firm of licensed certified public accountants. The goal of the
independent audit was to provide reasonable assurance that the financial statements of
the San Diego Housing Commission for the fiscal year ended June 30, 2008, are free of
material misstatement. The independent audit involved examining, on a test basis,
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evidence supporting the amounts and disclosures in the financial statements; assessing
the accounting principles used and significant estimates made by management; and
evaluating the overall financial statement presentation. The independent auditor
concluded, based upon the audit, that there was a reasonable basis for rendering an
unqualified opinion that the San Diego Housing Commission’s financial statements for
the fiscal year ended June 30, 2008, are fairly presented in conformity with GAAP. The
independent auditor’s report is presented as the first component of the financial section
of this report.

The independent audit of the financial statements of the San Diego Housing
Commission was part of a broader, federally mandated “Single Audit” designed to
meet the special needs of federal grantor agencies, The standards governing Single
Audit engagements require the independent auditor to report not only on the fair
presentation of the financial statements, but also on the audited government’s internal
controls and compliance with legal requirements, with special emphasis on internal
controls and legal requirements involving the administration of federal awards. These
reports are available in the San Diego Housing Commission’s separately issued Single
Audit Report.

The CAFR includes the HUD-required Financial Data Schedule (FDS) created to
standardize financial information reported by Public Housing Authorities (PHAS).
HUD REAC requires that PHA accounting information be reported in accordance with
GAAP, using either governmental or enterprise fund accounting. REAC analyzes FDS
to assess the financial condition, viability, and effectiveness of overall resource
management of PHAs compared to industry peers. The FDS discloses federal, state,
and locally funded activities reported to HUD. These activities are the basis of the
Commission’s enterprise fund program schedules, which are combined in the basic
financial statements.

GAAP require that management provide a narrative introduction, overview, and
analysis to accompany the basic financial statements in the form of Management's
Discussion and Analysis (MD&A). This letter of transmittal is designed to complement
MD&A and should be read in conjunction with it. The San Diego Housing
Commission’s MD&A can be found immediately following the report of the
independent auditors in the financial section of this report.

The San Diego Housing Commission welcomes Richard C. Gentry as our new President
& Chief Executive. Richard has 36 years of experience in the affordable housing and
community redevelopment field, including executive leadership positions at three
housing authorities; Richmond Housing & Redevelopment Authority, Austin Housing
Authority and Greensboro Housing Authority.
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Richard was recently Senior Vice President of the National Equity Fund, a major
syndicator of tax credits. e also served as Vice President for the Public Housing
Initiatives at the Local Initiatives Support Corporation in Washington, D.C. For several
years Richard worked for the US department of Housing & Urban Development.

Richard Gentry joined the San Diego Housing Commission effective September 19,
2008. Richard’'s leadership, experience and accomplishments will be advantageous to
the Agency and community.

The preparation of this report would not have been possible without the efficient and
dedicated services of the entire staff of the financial services department. I would like
to express appreciation to all members of the department who assisted and contributed
to the preparation of this report. Credit also must be given to management and the
governing boards for their support for maintaining the highest standards of
professionalism in the management of the San Diego Housing Commission’s finances.

Respectfully submitted,

Carrel Vaughan ZS

Executive Vice President &
Chief Operating Officer

ﬁ\/.) frhp ]

Richard C. Gentry
President and Chief Executive Officer

S A, gﬁ;‘f ‘:;ﬂ:%fu’:;?f}fwf
John Pfeiffer

Chief Financial Officer &
Director of Finance
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SAN DIEGO HOUSING COMMISSION

ROSTER OF OFFICIALS

The San Diego Housing Commission was formed by the City of San Diego in accordance with
the Housing Authority Law of the State of California. The City Council, acting in its capacity as
the Housing Authority, exercises oversight responsibility over the operations of the Commission.

HOUSING AUTHORITY

Council Member - District 1
Council Member - District 2
Council Member - District 3
Council Member — District 4
Council Member - District 5
Council Member ~ District 6
Council Member - District 7
Council Member - District 8

Scott Peters

Kevin Faulconer
Toni Atkins

Tony Young

Brian Maienschein
Donna Frye

Jim Madaffer

Ben Hueso

Members of the Board of Commissioners are appointed by the Mayor and confirmed by the City
Council. Two commissioners must be residents of assisted housing, and one of the resident
commissioners must be age 62 or older.

BOARD OF COMMISSIONERS

Chair Sal Salas
Commissioner Jennifer Adams-Brooks
Commissioner Khadija Basir
Commissioner Vacant

Commissioner Vacant

Commissioner Tony Yip
Commissioner Vacant
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Eﬁi Reznick Reznick Group, PC. Tei: (916) 442-9700

: : itot Mall Fax: (316} 442-5103
I 400 Capitol
G Oup Suite 900 Www.reznickgroup.com
Sacramento, CA 95814-4424

INDEPENDENT AUDITORS’ REPORT

To the Board of Commissioners
of the San Diego Housing Commission

We have audited the accompanying basic financial statements of the San Diego Housing
Commission {the Commission) as of and for the vear ended June 30, 2008, as listed in the table
of contents. These financial statements are the responsibility of the Commission’s management.
Our responsibility is fo express an opinion on these financial statements based on our audit.

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

In our opinion, the financial statements referred to above present fairly, in all material
respects, the financial position of the Commission as of June 30, 2008, and the results of its
operations and cash flows for the year then ended, in conformity with accounting principles
generally accepted in the United States of America.

In accordance with Government Auditing Standards we have also issued our report dated
February 11, 2009 on our consideration of the Commission’s internal control over financial
reporting and on our tests of its compliance with certain provisions of laws, regulations,
contracts, grant agreements and other matters. The purpose of that report is to describe the scope
of our testing of internal control over financial reporting and compliance and the resuits of that
testing, and not to provide an opinion on the internal control over financial reporting or on
compliance. That report is an integral part of an audit performed in accordance with
Government Auditing Standards and should be considered in assessing the results of our audit.

The Management’s Discussion and Analysis on pages 14 to 21 is not a required part of
the basic financial statements, but is supplementary information required by accounting
principles generally accepted in the United States of America and the Governmental Accounting
Standards Board. We have applied certain limited procedures that 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 we express no
opinion on it.
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E Reznick
Group

Our audit was conducted for the purpose of forming an opinion on the basic financial
statements taken as a whole. The accompanying supplemental information on pages 56 through
111, including the financial data schedule required by the US Department of Housing and Urban
Development, 1s presented for purposes of additional analysis and is not a required part of the
basic financial statements of the Commission. Such information has been subjected to the
auditing procedures applied in the audit of the basic financial statements and, in our opinion, is
fairly stated, in all material respects, in relation to the basic financial statements taken as a
whole. The mformation included in the statistical section from pages 113 through 130 has not
been subjected to the auditing procedures applied in the audit of the basic financial statements
and, accordingly, we express no opinion on it.

Sacramento, California j 5 ; !

February 11, 2009
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San Diego Housing Commission

Management Discussion and Analysis
For the fiscal year ended June 30, 2008

This section of the San Diego Housing Commission’s {the “Commission™) component unit
financial statements presents the analysis of the Commission’s financial performance during
the fiscal year that ended on June 30, 2008. Please read it in conjunction with the financial
statements that follow this section.

FINANCIAL HIGHLIGHTS

.

SDHC’s net assets increased 11% to approximately $329 million due to a $32 million
surplus generated over the course of the year’s operations.

Operating revenue increased from the fiscal year 2007 by $5.2 million due to an increase
in dwelling rental income from the acquisition of 1,366 units from HUD Public Housing
during the 2008 fiscal year.

Non-operating revenues increased 7% to $178 million. The increase is solely attributed
to an increase in Housing Choice Voucher funds received during fiscal year 2008 for the
additional 1,366 units.

Operating expenses increased 8% to $164 million. The increase is due principally to
ncreases in administrative and housing assistance expenses during fiscal year 2008.

OVERVIEW OF THE FINANCIAL STATEMENTS

The Commission provides a variety of affordable housing and supportive services to
individuals within the City of San Diego. The component unit financial statements include
the Independent Auditors’ Report, Management Discussion & Analysis (MD&A) and basic
financial statements and accompanying notes.

REQUIRED FINANCIAL STATEMENTS

The financial statements of the Commission report information using accounting methods
similar to those used by private sector companies. These statements offer both short-term
and long-term financial information about its activities.

The Statement of Net Assets include all of the Commission’s assets and liabilities for the
year ended June 30, 2008 and provides information about the nature and amounts of
investments in resources (assets) and the obligations to the Commission’s creditors
(liabilities). It also provides the basis for computing rates of return, evaluating the capital
structure of the Commission and assessing the liquidity and financial flexibility of the
Commission.
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San Diego Housing Commission

Management Discussion and Analysis
For the fiscal year ended June 30, 2008

The Statement of Activities and Changes in Net Assets accounts for all of the
Commission’s revenue and expenses for the year ended June 30, 2008. The statement
reflects the results of the Commission’s operations over the year and can be used to
determine the Commission’s credit worthiness and its ability to successfully recover all
its costs through grants, tenant charges and other income.

The Statement of Cash Flows provides information about the Commission’s cash
receipts and cash payments during the year ended June 30, 2008. This statement reports
cash receipts, cash payments, and net changes in cash resulting from operations, investing
and financing activities and provides answers to questions of where cash came from,
what cash was used for and what caused changes in cash for the reporting periods
covered.

The accompanying Notes to the financial statements provide additional information that
is essential to a full understanding of the data provided in the financial statements.

[n addition to the basic financial statements and accompanying notes, the final section in
this report also presents certain supplementary information. This supplementary
information is the annual Financial Data Submission Summary (FDS) electronic report
submitted to HUD of our financial statements classified by funds as specified by HUD.
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San Diego Housing Commission
Management Discussion and Analysis

For the fiscal year ended June 30, 2008

FINANCIAL ANALYSIS OF THE COMMISSION AS A WHOLE

The following analysis focuses on the Commission’s net assets (Table 1) and changes in net
assets (Table 2) during the vears ended June 30, 2008 and 2007.

TABLE 1
Net Assets
(in thousand of dollars)
June 30, June 30, Change Change
2008 2007 3 %o
ASSETS
Current and other assets 3 90,275 % 86,182 § 4,093 5%
Capital and non-current assets 278,024 251,408 26,616 11%
Total assets 3 368,299 § 337,590 § 36,709 9%
LIABILITIES
Current liabilities S 7,738 3 74356 8§ 279 4%
Notes Payable and non-current
Habilities 31,744 33,336 {1,592) -5%
Total Habilities b 39,482 % 40,795 % {1,313) 3%
NET ASSETS
[nvested in capital assets, net of debt  § 68982 § 67,893 § 1,089 2%
Restricted 122,521 86,5944 35,577 41%
Unrestricted 137,314 141,958 {4,644) -3%
Total net assets 3 328,817 8§ 206,705 § 32,022 11%

The Commission’s total net assets increased 11% to $329 million as a result of an operating
surplus. Total assets increased by $3i million and liabilities decreased by $1 million.
Current assets increased by $4 million and current liabilities increased by $.3 million.

During fiscal year 2008, the Commission’s investments increased by $12 million ($4 million
of which is included in the increase in current assets) due to the conversion of 1,366 units
from subsidy rental income to fair market rental fees. Also, during fiscal year 2008, the
Commission used fiscal year 2007 inclusionary in-lieu fees reserves and invested fiscal year
2008 grant income. Restricted cash, another current asset, decreased by $1 million due to the
University Canyon note payoff in August 2007.
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San Diego Housing Conmmission

Management Discussion and Analysis
For the fiscal year ended June 30, 2008

Noncurrent assets increase of $27 million consists of $20 million in new loans the
Commission made 1n fiscal year 2008, $8 million of investments in agency bonds, and a
decrease in capital assets of §1 million.

Net assets invested in capital assets, net of debt increased slightly to $69 million on June 30,
2008 from $68 million on June 30, 2007.

The Commission’s unrestricted net assets decreased §5 million to $137 million as of June 30,
2008. Unrestricted assets include funds that have been encumbered for future years’
contractual obligations and funds that are mnvested in notes receivable and unrestricted funds
available for operations.

The Commission’s restricted net assets increased 41% to $123 million. Restricted net assets
melude HOME loans and accroed interest since any payments received by the Commission
including interest net of administrative expense allowance are required fo be recycled and
used for future HOME program purposes and therefore must continue to meet the purpose
restriction. The Reserve for notes receivable increased by $12 million due to the increase in
HOME loans made throughout the vear. New this year, restricted net assets also include $22
million of excess Housing Choice Vouchers HAP operating reserve funds, previously
recorded as unrestricted net assets.

TABLE 2
Changes in Net Assets
(in thousands of dollars)

June 30, June 30, Change Change
2008 2007 $ Yo

Operating revenues $ 19,920 % 14,653 § 5,267 36%
Operating expenses 163,198 150,863 12,335 8%

Deficit before depreciation and other

non-operating income and expenses (143,278) (136,210) {7,068) 5%
Depreciation 2,081 3,629 648 -18%

Deficit before other non- operating

meome and expense {146,259) (139,839 (6,420) -5%

Other non-operating income and

expenses, net 178,281 166,438 11,843 7%
Change in net assets 3 32,022 26,559 5,423 20%
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San Diego Housing Commission

Management Discussion and Analysis
For the fiscal year ended June 30, 2008

This year’s overall surplus of $32 million is an increase from the prior year surplus of $26
million. The increase is largely attributed to increases in rental mncome from the newly
acquired 1,366 units from HUD and additional grant income. The Commission also saw
minor revenue increases to the Smart Corner building rentals, Smart Corner business leases,
and the parking garage. In addition, associated operating expenses such as housing
assistance and administrative expenses, increased from the previous year.

As Table 2 indicates, the Commission’s operating revenues fall significantly short of
operating expenses. The Commission requires ongoing non-operating income in the form of
grants and other subsidies in order to provide services for our clients. Operating expenses
increased by 8%, primarily due to increases in administrative, tenant services, and housing
assistance expenditures.

The Commission currently administers 110 individual grants or ongoing programs that are
segregated into three funds for presentation purposes and to enhance accountability and
confrol. The following graph shows the three major funds and their corresponding expense
levels (including depreciation) along with the portion of those funds paid by operating
revenue and by non-operating revenue.

TABLE 3
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San Diego Housing Commission

Management Discussion and Analysis
For the fiscal year ended June 30, 2008

CAPITAL ASSETS

At the end of fiscal year 2008, the Commission had over $99 million invested in fixed assets,
including office furniture and equipment, vehicles, land, building and building
improvements. This amount is 2% less than the 2007 level. This decrease was largely due to
the current year depreciation expense.

The majority of the Commission’s investment in fixed assets is comprised of ownership of
land, affordable housing stock, and the Smart Corner office building as well as work-in-
progress that represents construction and rehabilitation projects underway.,

The following table summarizes the Commission’s capital assets, net of accumulated
depreciation, and changes herein, for the year ended June 30, 2008. These changes are also
presented in the accompanying notes to the financial statements.

TABLE 4
Net Capital Assets
(in thousands of dollars)
June 30, June 30, Change Change
2008 2007 § %
Land and buildings 5 86,189 § 88346 8 (2,157) -2%
Work in progress 11,720 10,607 1,113 10%
Equipment 1,524 2,154 {630) ~29%
Total S 99,433 % 101,107 § {1,674} -2%

ECONOMIC FACTORS AND NEXT YEAR’S BUDGET

The local and national housing market saw considerable change in the past year. Last year,
San Diego home prices had the nation’s second worst decline. Between November 2006 and
November 2007, prices declined 13.4 percent, a yearly decline second only to Miami’s 15
percent drop.! Home foreclosures more than tripled in San Diego County in 20072
Uncollectable housing debt has forced many financial institutions into closing or
restructuring. Finally, the Treasury Department has proposed a $700 billion bailout of the
housing debt to rescue banks from their crippling debt.

" Kelly Bennet, SD Prices Sustained Nations Second-Worst Drop, available at:
hitp:/Awww.voiceofsandieso.ors/articles/2008/01/30/mews/dataparty01 3008 txt

* Emmet Pierce, Foreclosures up 353% in 8.D. County in 2007, Union Tribune, January 23, 2008
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San Diego Housing Commission

Management Discussion and Analysis
For the fiscal year ended June 30, 2008

Despite the unsetiling nature of the housing economy, the San Diego Housing Commission
remains strongly committed to serving the needs of low to moderate income population of
San Diego. The need for affordable housing in the San Diego area has historically, and will
continue to be, very high in comparison to other cities. The number of people served and the
level of service we provide are constrained only by the amount of resources available for
those services. The Commission’s initial budget for fiscal year 2009 is balanced and reflects
funds available to provide those services in the amount of $265 million.

Recently, HUD transferred ownership of 1,366 Public Housing units in San Diego to the
Commission. This transfer has removed the Commission’s dependency on federal public
housing funds. In return, HUD has required the Commission to develop or construct an
additional 350 units. Although the Commission is no longer dependent on these funds, this
has placed an increased burden on the Commission to come up with innovative methods to
manage their own units and develop ground-breaking processes in creating and financing
additional housing opportunities. Recently, the Commission has been involved with the City
and community developers to devise a plan to increase the affordable housing inventory.

It is anticipated that most Commission programs will continue to receive renewal funding.
The Housing Choice Voucher program is expected to grow with the receipt of additional
tenant protection vouchers as replacement for the disposition of public housing units.
Occupancy rates in Commission owned property continue at full utilization and the Housing
Choice Voucher program will continue to be at or above 100% leased-up. The trend over the
past fiscal years has been a reduction in linkage fees collected for the Housing Trust Fund.
This trend, as expected, has continued in fiscal year 2008 as city wide inclusionary housing
fees produced significant reduction in revenues to the Housing Trust Fund.

As in past years, the principal challenge the Commission faces is in securing funds to cover
ongoing administrative costs, This has been especially challenging with the loss of Public
Housing administrative funding. Generally, administrative resources have not increased at
the same rate as administrative costs. The Commission has worked to address this issue by
proactively minimizing the administrative burden through a complete reevaluation of staffing
requirements using needs assessments, class and compensation studies, and long range
financial planning. The ultimate goal is to continue to strive towards providing the highest
quality services to clients and the community, delivered in a proficient and fiscally sensible
manner, well into the future.

Although the funding and development challenges previously described have yet to be fully
resolved, the economic outlook for the Commission appears secure and we remain hopeful
for a strong and affordable housing market for all of San Diego.
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San Diego Housing Commission

Management Discussion and Analysis
For the fiscal year ended June 30, 2008

CONTACTING SDHC’S FINANCIAL MANAGEMENT

This financial report was designed to provide a general overview of the Commission’s
financial position and is intended for distribution to a wide variety of interested parties.
Questions concerning any of the information provided in this report or requests for additional
information should be addressed to the Director of Financial Services, San Diego Housing
Commission, 1122 Broadway, Suite 300, San Diego, CA 92101,
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San Diego Housing Commission
STATEMENT OF NET ASSETS

June 34, 2008

ASSETS

Current assets

Cash and cash equivalents

Restricted cash and cash equivalents
Short-term Investments

Accounts receivable - tenants, net
Accounts receivable - funding sources
Accounts receivable - other

Notes and mortgages receivable, current portion
Accrued interest receivable - investments
Inventories

Prepaid items and other assets

Total current assets

Noncurrent assets

Long-term investments

Accrued interest receivable - notes and mortgages receivable
Notes and mortgages receivable, net of allowance for loan losses
Capital assets not being depreciated

Capital assets, net of accumulated depreciation

Total noncurrent assets

Total assets

(continued)

-23 .

775,222
656,192
79,446,323
142,743
7,073,683
1,023,509
428,552
533,277
59,081
135,997

90,274,579

7,825,158
15,798,488
154,967,340
41,263,455
58,169,845

278,024,286

368,298,865




San Diego Housing Commission

STATEMENT OF NET ASSETS - CONTINUED

June 30, 2008
LIABILITIES
Current liabilities
Accounts payable 1,688,933
Accounts payable - funding sources 1,408,544
Accrued payroll and benefits 391,214
Accrued compensated absences 1,248,662
Accrued mterest payable 161,179
Notes payable, current portion 371,820
Deposits payable 1,049,035
Deferred revenue 1,418,560
Total current liabilities 7,737,947
Noncurrent liabilities
Notes payable, net of current portion 20,079,095
Fair market value of inferest rate swap 905,037
Other liabilities 759,395
Total noncurrent liabilities 31,743,527
Total liabilities 39,481,474
NET ASSETS
Invested 1n capital assets, net of related debt 68,982,385
Restricted 122,520,904
Unrestricted 137,314,102
Total net assets $ 328,817,391

See notes to financial statements
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San Diego Housing Commission

STATEMENT OF ACTIVITIES AND CHANGES IN NET ASSETS

Total operating expenses
Operating loss

NONOPERATING REVENUES (EXPENSES)
Grant revenite

Year ended June 30, 2008

OPERATING REVENUES
Dwelling rental income $ 15,001,921
Land lease and other rental income 1,292,869
Fee revenue 2,085,358
Shared equity income 694,263
Other revenue 845,373
Total operating revenues 16,919,784

OPERATING EXPENSES
Administrative expenses 18,974,670
Tenant services 1,809,223
Asset management 7,779,665
General expenses 2,428,251
Grant expense 5,618,803
Housing assistance 126,587,352
Depreciation 2,980,926

166,178,890

(146,259,106)

172,108,021

Interest income on investments and notes receivable 6,858,050

Loss on disposal of capital assets {132,480)

Interest expense (1,772,989}
Total nonoperating revenues (expenses) 177,061,202
Change 1n net assets before capital grants 30,802,096
Capital grants 1,219,877
Change in net assets 32,021,973

NET ASSETS
Beginning of year 296,795,418

End of year

See notes to financial statements
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San Diego Housing Commission
STATEMENT OF CASH FLOWS

Year ended June 30, 2008

Cash flows from operating activities
Cash received from tenants
Cash payments to suppliers for operations
Cash payments for general and administrative expenses
Cash received for other

Net cash used for operating activities

Cash flows from capital and related financing activities
Principal paid on notes payable
Acquisition and construciion of capital assets
Proceeds from additional borrowing
Cash received from capital grants
Interest expense paid

Net cash used for capital and related financing activities

Cash flows from noncapital financing activities
Cash received from grants
Collections of notes receivable
Cash loaned on notes receivable

Net cash provided by noncapital financing activities

Cash flows from investing activities
Interest on investments and notes receivable
Purchases of mvestments
Proceeds from sale of investments

Net cash used by investing activities
Net decrease in cash and cash equivalents

Cash and cash equivalents
Beginning of year

End of year

Financial statement presentation
Cash and cash equivalents
Restricted cash and cash equivalents

Total cash and cash equivalents

Supplemental disclosure of noncash investing and noncapital financig activities

Accrued interest on notes receivable converted to principal

{continued)

- 26 -

$ 21,010,094
(140,692,196)
(21,493,115)
206,342

(140,968,875)

(4,202,184)
(1,439,591)
1,439,123
1,219,877

(1,706,621)
{(4,689.39¢6)

172,359,998
1,678,756

(19,557,942)

154,480,812

3,658,208
(21,704,997)

8,179,536

{9.867,233)

{1,044,692)

2,476,106

$ 1,431,414
5 775,222
656,192

$  1,431414



San Diego Housing Commission
STATEMENT OF CASH FLOWS ~ CONTINUED

Year ended June 30, 2008

Reconciliation of operating loss to net cash used in operating activities
Operating loss
Adjustments to reconcile operating loss
to net cash used in operating activities:
Depreciation
Provision for loan losses
Fair market value of derivative
Changes in operating assets and liabilities:
{Increase) decrease int tenant receivables
{(Increase) decrease in other receivables
(Increase) decrease in inventories
(Increase) decrease in prepaid items and other assets
Increase {decrease) in accounts payable
Increase (decrease) in accrued payroll and benefits
Increase (decrease) in deposits payable
Increase (decrease) in deferred revenues
Increase (decrease) in other liabilities

Net cash used in operating activities

See notes to financial statements

_97 -

$ (146,259,106}

2,980,926
1,128,635
927,792

(44,839)
35,566
8,091
(90,194}
(974,734)
(45,225)
58,288
1,135,149
170,776

$ (140,968,875)
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NOTES TO FINANCIAL STATEMENTS

June 30, 2008

NOTE 1 - ORGANIZATION

The San Diego Housing Commission (Commission}, a government agency, was formed by
the City of San Diego (City), under ordinance No. 2515 on December 5, 1978, in accordance
with the Housing Authority Law of the State of California. The Commission primarily
serves low income families by providing rental assistance payments, rental housing, loans
and grants to individuals and not-for-profit organizations and other services.

The Commission is an integral part (component unit) of the reporting entity of the City. The
accounts of the Commission have been included within the scope of the basic financial
statements of the City because the City Council, acting in iis capacity as the Housing
Authority, exercises oversight responsibility for the operations of the Commission. The
Commission has no component units.

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basic Financial Statements

The basic financial statements (1.e. Statement of Net Assets, the Statement of Activities and
Changes in Net Assets, and the Statement of Cash Flows) report information on all of the
enterprise activities of the Commission. These basic financial statements are presented in
accordance with Governmental Accounfing Standards Board {GASB) No. 34, Basic
Financial Statements, Management’s Discussion and Analysis, for State and Local
Governments and related standards, including Statement No. 37 and No. 38.

Measurement Focus, Basis of Accounting. and Financial Statement Presentation

The basic financial statements are prepared using the economic resource measurement focus
and the accrual basis of accounting. Accordingly, all assets and liabilities (whether current or
noncurrent) are included on the Statement of Net Assets. The Statement of Activities and
Changes in Net Assets presents increases {revenues) and decreases (expenses) in toial net
assets. Under the accrual basis of accounting, revenues are recognized in the period in which
they are eamed while expenses are recognized in the period in which the Lability is incurred.

The Commission distinguishes operating revenues and expenses from nonoperating items.
Operating revenues and expenses generally result from providing services. Operating
expenses include the cost of sales and services, general and administrative expenses and
depreciation of capital assets. All revenues and expenses not meeting this definition are
reported as nonoperating revenues and expenses.
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In accordance with GASB statement No. 20, Accounting and Financial Reporting for
Proprietary Funds and Other Governmental Entities That Use Proprietary Fund Accounting,
the Commission has elected to apply all Financial Accounting Standards Board (FASB)
pronouncements issued prior o November 30, 1989, which are not inconsistent with GASB
pronouncements. Subsequent to this date, the Commission accounts for its proprietary funds
as required by GASB.

Cash and Cash Equivalents

The Commission’s cash and cash equivalents are considered to be cash on hand, demand
deposits, and short-term investments with original maturities of three months or less from the
date of acquisition that are not specifically restricted as to use.

Investments

All investments are stated at fair value, except for money market investments which have a
remaining maturity of less than one year when purchased, which are stated at amortized cost.
Money market investments are short-term highly-liquid debt securities, such as bankers’
acceptances, commercial paper, repurchase agreements, negotiable certificates of deposit and
U.S. Treasury and Agency obligations. Fair value is the value at which a financial
mstrument could be exchanged in a current transaction between willing parties, other than in
a forced or liquidation sale.

Restricted Cash and Cash FEquivalents

Restricted cash and cash equivalents represents deposits that are used as collateral for loans
made by a bank, used for replacement reserve and impound accounts, insurance reserve,
security deposit and residual receipt accounts.

Interfund Receivables and Pavable

The Commission operates a revolving fund which provides for the pooling of cash to provide
a convenient method for the payment of items chargeable fo multiple sources and to
maximize investment opportunities. All receipts of cash are deposited to the revolving fund
with an appropriate payable to the subsidiary general ledger which has provided the cash. All
disbursements are made from the revolving fund with an appropriate receivable from the
subsidiary general ledger whose costs are being paid.
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As all programs of the Commission are ongoing in nature with continuous receipts and
expenditures, the daily status of individual funds undergoes constant change. Interfund
receivables and payables are eliminated as expeditiously as possible.

Interprogram due from/to have been eliminated as prescribed by GASB Statement No. 34 in
regards to interfund activities, payables and receivables.

Notes and Interest Receivable

Funds loaned by the Commission are recorded as notes receivable. Interest on notes
receivable is accrued monthly. A confra-asset account, allowance for loan and interest
losses, represents the current estimates of the amount of loans and interest that will become
uncollectible.

Inventories

Inventory, consisting mainly of material and supplies is valued at cost using the first in - first
out basis.

Capital Assets

Capital assets are stated at cost or estimated historical cost. Contributed capital assets are
recorded at estimated fair market value at the time received. Net interest costs are capitalized

on projects during the construction period. The capitalization threshold for all capital assets
is $5,000.

Depreciation is charged to operations using the straight-line method based on the estimated
useful life of the related asset. The estimated useful life of the assets is as follows:

Years
Buildings 40
Building improvements 15
Office equipment 5
Dwelling equipment 5
Vehicles 7
Computers/software 3
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Property acquired with HUD funds is considered to be owned by the Commission while used
in the program for which it was purchased. However, HUD may have a reversionary interest
in the property and ownership of any proceeds from disposition thereof.

The costs of normal maintenance and repair that do not add to the value of the asset or
materially extend asset lives are not capitalized.

The Commission tracks the activities of the City as reported in the City’s Capital Qutlay
Fund. Since the assets and labilities of this fund do not belong to the Commission, these
assets and liabilities have been excluded from the financial statements of the Commission.
All properties acquired through this fund become the property of the City or the Housing
Authority.

Impairment of Capital Assets

In accordance with Statement of Financial Accounting Standards (SFAS) No. 144,
Accounting for the Impairment or Disposal of Long-Lived Assets and GASB No. 42,
Accounting and Financial Reporting for Impairment of Capital Assets and for Insurance
Recoveries, the Commission reviews its capital assets for impairment whenever events or
changes in circumstances indicate that the carrying value of an asset may not be recoverable,
As of June 30, 2008, there has been no tmpairment of the capital assets.

Accrued Compensated Absences

It is the Commission’s policy to permit employees hired prior to July 1, 1994 to accumulate
up to 650 hours of annual leave. Employees hired after July 1, 1994 are permitted to
accumulate a maximum of 350 hours. All employees whose service is terminated shall be
entitled to receive the equivalent amount of pay for the balance in their annual leave account
at the time of termination.

In accordance with GASB Statement No. 16, Accounting for Compensated Absences,
vacation leave and other compensated absences with similar characteristics should be
accrued as a liability as the benefits are earned by the employees if the leave is attributable to
past service and it is probable that the employer will compensate the employees for the
benefits through paid time off or some other means, such as cash payments at termination or
retirement.

Permanent employees are entitled to receive compensation at their current base salary for all
unused annual leave upon termination or retirement.
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In providing direction for conversion to the GAAP basis of accounting, HUD’s Accounting
Brief No. 6 discusses the conflicting direction given in HUD grant handbooks, which are not
considered GAAP, and the cost principles of GAAP. In its final analysis, HUD opines that
“Compensation for personnel services includes all remuneration, paid currently or accrued,
for services rendered during the period of performance under federal awards, including but
not necessarily limited to wages, salaries, and fringe benefits.” Since federal awards extend
for a limited time period, and accrued benefits may not be paid out during the term of the
award, the above analysis can be reasonably mterpreted to mean that costs may be drawn
down at the close of the award period to fund unpaid compensated absences.

As a matter of convenience, to allow the Commission to close inactive funds and to lessen
the administrative burden, the Commission tracks all compensated absence Habilities in the
general fund.

Notes Payable and Interest Payable

Notes payable consists of notes from banks, the City and other California State agencies.
Interest on these notes is accrued at year-end.

Deferred Revenue

Deferred revenue includes rents received in advance from tenants, and grant funds received
from other governmental agencies, which are conditioned upon incurring certain qualifying
costs or meeting other conditions. The rents from tenants will be recognized as revenue
when earned and the grant funds will be recognized as revenue when the qualifying costs are
incurred and the possibility of not meeting the conditions are remote.

Net Assets
In the staterment of net assets, net assets are classified in the foilowing categories:

Invested in Capital Assets, Net of Related Debt - This amount consists of capital assets net
of accumulated depreciation and reduced by outstanding debt that is attributed to the
acquisition, construction, or improvement of the assets.

Restricted Net Assets - This amount is restricted by external creditors, grantors,
contributors, or laws or regulations of other governments.

-32-



San Diego Housing Commission
NOTES TO FINANCIAL STATEMENTS - CONTINUED
June 30, 2008

Unrestricted Net Assets - This amount is all net assets that do not meet the definition of
“invested in capital assets, net of related debt” or “restricted net assets.”

Use of 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,

Derivatives

The Commission follows SFAS No. 133, Accounting for Derivative Instruments and
Hedging Activities, as amended. The Commission uses derivatives to manage risks related to
interest rate movements. Pursuant to SFAS No. 133, derivative instruments not meeting the
criteria of hedge accounting are recorded at fair value on the statement of net assets with any
change in fair value reflected in the statement of activities in the period of change.

NOTE 3 - CASH, CASH EQUIVALENTS AND INVESTMENTS
Cash, cash equivalents and investments at June 30, 2008 consisted of the following:

Cash and investments

Deposits $ 770,522
Petty cash 4,700
Local agency investment fund 39,879,800
Certificates of deposits 34,266,523
Repurchase agreements 5,300,000
Agency bonds 7,825,158
Total cash and investments 88,046,703
Restricted cash and cash equivalents 656,192
Total $ 88,702,895
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Deposits

The carrying amounts of the Commission’s cash deposits were $770,522 at June 30, 2008,
Bank balances at June 30, 2008, were $1,566,317. The bank balances were fully insured
and/or collateralized with securities held by the pledging financial institutions in the
Commission’s name as discussed below.

The California Government Code requires California banks and savings and loan
associations to secure the Commission’s cash deposits by pledging securities as collateral.
This Code states that collateral pledged in this manner shall have the effect of perfecting a
security interest in such collateral superior to those of a general creditor. Thus, collateral for
cash deposits is considered to be held in the Commission’s name.

The fair value of pledged securities must equal at least 110% of the Commission’s cash
deposits. California law also allows institutions to secure Commission deposits by pledging
first trust deed mortgage notes having a value of 150% of the Commission’s total cash
deposits. The Commission may waive collateral requirements for cash deposits that are fully
msured up to $100,000 by the Federal Deposit Insurance Corporation. The Commission,
however, has not waived the collateralization requirements.

Investment Policy

In accordance with state statutes and HUD regulations, the Commission has authorized the
C.F.O. or their designee to invest in obligations of the U.S. Treasury, U.S. Government
agencies or other investments as outlined in Commission Investment Policy. An Investment
Committee, consisting of two Commission Board members, monitors the management of
funds and compliance with the Commission Investment Policy.

In February 2008, San Diego Housing Commission began utilizing the services of a financial
advisor from a highly respected investment firm. Working with the investment committee
and staff, the adviser has provided guidance on creating a diversified portfolio and a new
investment mix. The advisors ongoing role is to provide staff with sound investment
opportunities that will maximize liquidity and yield without sacrificing principal value and
safety of the investment securities.

The investment in the state’s Local Agency Investment Fund represents the Commission’s
equity in the pooled investments of that fund. Other investment such as CD’s, repurchasing
agreements and checking accounts, are safe kept by a commercial bank which has invested
Commission funds in U.S. Treasury obligations.
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Investment in State Investment Pool

The Commission participates in the Local Agency Investment Fund (LAIF) that is regulated
by the California Government Code. LAIJF is part of the State of California Pooled Money
Investment Account (P.M.LA)). The balance of the investment portfolio of P.M.I.A. at
June 30, 2008 was $69,955 million of which 14.72% was invested in Structured Notes and
Asset-Backed Securities. P.M.ILA. is not registered with the Securities and Exchange
Commission (SEC) and is required to invest in accordance with California State Code. The
average maturity of P.MIA. investments was 212 days as of June 30, 2008. The
Commission’s investments with LAIF at June 30, 2008 include a portion of the pool funds
invested in Structured Notes and Asset-Backed Securities. These investments include the
following:

Structured Notes are debt securities (other than asset-backed securities) whose cash flow
characteristics (coupon rate, redemption amount, or stated maturity) depend upon one or
more indices and/or that have embedded forwards or options.

Asset-Backed Securities, the bulk of which are mortgage-backed securities, entitle their
purchasers to receive a share of the cash flows from a pool of assets such as principal and
interest repayments from a pool of mortgages (such as Collateralized Mortgage Obligations)
or credit card receivables.

As of June 30, 2008, the Commission had $39,879,800 invested in LAIF.  As of June 30,
2008, the LAIF fair value factor of .999950219 was used to calculate the fair value of the
investments in LAIF.

Certificates of Deposits

As of June 30, 2008, the Commission had non-negotiable certificates of deposits amounting
to $34,266,523 all of which are 100% collateralized.

Repurchase Agreements

As of June 30, 2008, the Commission had repurchase agreements amounting to $5,300,000
of which $4,300,000 matured on July 1, 2008 and $1,000,000 was open and callable at any
time by the Commission.

Agency Bonds

Agency Bonds represents the Commission’s investment in Government-Sponsored
Enterprises (GSE) Senior Debt bonds traded on a national exchange. Senior Debt of GSE’s
currently hold a AAA rating, the highest rating given to bonds, and are perceived to have
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virtually no risk of default. Senior Debt is a bond or other form of debt that takes payment
priority over other debt securities sold by the issuer. At June 30, 2008, the Commission had
$7,825,158 invested in Agency Bonds issued by Fannie Mae (FNMA) and/or Freddic Mac
(FHLMC) as follows:

Issuer Coupon Maturity Total fair value
FHIMC 3.550% 12/02/10 $ 1,801,908
FHLMC 4.250% 12/17/10 2,010,740
FNMA 3.750% 03/23/11 1,000,000
FNMA 4.000% 06/24/11 2,009,380
FNMA 4.000% 06/25/10 1,003,130

Total $ 7.825,158

NOTE 4 - INVESTMENT RISK FACTORS

There are many factors that can affect the value of investmenis, Some, such as credit risk,
custodial risk, concentration of credit risk and market risk, may affect both equity and fixed
income securities. Equity and debt securities respond to such factors as economic conditions,
individual company earnings performance and market liquidity, while fixed income
securities are particularly sensitive to credit risk and changes in interest rates. It is the
investment policy of the Commission to invest substantially all of its funds in fixed income
securities which Iimits the Commission’s exposure to most type of risk.

Credit Risk

Fixed income securities are subject to credit risk, which is the risk that an issuer will fail o
pay interest or principal in a timely manner or that negative perceptions of the issuer’s ability
to make these payments will cause security prices to decline. Certain fixed income
securities, including obligations of the U.S. government or those explicitly guaranteed by the
U.S. government are not considered to have credit risk. The Commission will minimize
credit risk by limiting investments to those listed in the Investment Policy. In addition, the
Commission will pre-qualify the financial institutions, broker/dealers, intermediaries and
advisors with which the Commission will do business in accordance with the Investment
Policy and the Commission will diversify the portion of the investment portfolio not invested
in US Treasury Bills, Notes, Bonds and collateralized certificates of deposit to minimize
potential losses from any one type of security or issuer.
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Custodial Risk

Custodial risk is the risk that, in the event of the failure of the custodian, the investments may
not be returned. Bonds are purchased through a Merrill Lynch account in the Commission’s
name. All securities are held in safekeeping by Merrill Lynch and are covered by Securities
Investor Protection Corporation (SIPC) and a separate Lloyd’s of London policy for a

combined aggregate limit of $600 million.

The exposure of the Commission’s debt securities to credit risk and custodial risk as of

June 30, 2008 1s as follows:

Standard &
Poor’s Credit
Rating as of

June 30, 2008
Total fair value AAA Unrated
Cash and cash equivalents
Cash and cash equivalents $ 775,222 % 775,222 -
Restricted cash and cash equivalents 656,192 656,192 -
Total cash and cash equivalents $ 1431414 % 1,43:,414 -
Short-term investments
Local agency investment fund $ 39879800 § “ 39,879,800
Repurchase agreements 5,300,000 5,300,000 -
Bank CDs 34,266,523 34,266,523 -
Total short-term investments $ 79,446,323 § 39,566,523 39,879,800
Long-term investment securities:
U.S. Government securities $ 7825158 % 7,825,158 -
Total long-term investments $ 7,825,158 § 7,825,158 -

Concentration of Credit Risk

Concentration of credit risk is the risk associated with a lack of diversification, such as
having substantial investments in a few individual issuers, thereby exposing the Commission
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to greater risks resulting from adverse economic, political, regulatory, geographic, or credit
developments. Investments issued or guaranteed by the U.S government and investments in
external investment pools such as the California LAIF are not considered subject to
concentration of credit risk. The Commission may choose to maintain 100% of its
investment portfolio in US Treasury Bills, Notes, Bonds and collateralized certificates of
deposit. Certificates of deposits are, according to the Commission’s Investment Policy, to be
collateralized at least 100% of the amount that is not federally insured. Securities pledged as
collateral are held by a third party. Joint custody safekeeping receipts are held in the name of
the depository institution, but pledged to the Commission. The security cannot be released,
substituted or sold without the approval of the Commission. As of June 30, 2008, the
Commission has $34,266,523 in certificates of deposit which were not covered by insurance
and were collateralized 100% with securities held by pledging financial institutions.

Market Risk

Market risk is the risk that the value of an investment will change due to changes in the
financial market. Changes in market conditions can increase Interest Rate Risk, Liquidity
Risk and Reinvestment Risk.

Interest Rate Risk is the risk associated with declines or rises in interest rates which cause an
investment in a fixed-income security to increase or decrease in value. The terms of a debt
investment may cause its fair value to be highly sensitive to interest rate changes.

Liquidity Risk 1s the risk of being unable to liquidate an investment prior to maturity.
Related to liquidity risk is the concept of marketability, or the ability to sell an instrument on
short notice without incurring a meaningful loss in price.

Reinvestment Risk is the risk that the proceeds from a fixed-income security cannot be

reinvested at the same rate of return currently generated by that holding. This risk is
common with securities that are callable,
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In accordance with its Investment Policy, the Commission manages market risk by matching
portfolio maturities to projected liabilities and monitoring the weighted average maturity of
its portfolio. This is done by maintaining a portion of the portfolio in readily available funds
and mvesting in securities with limited call features and an active secondary market. These
measures ensure that appropriate liquidity is maintained in order to meet ongoing operations,
maximize return and limit exposure to changing market conditions. The Commission’s
exposure to interest rate risk as of June 30, 2008 is as follows:

Debt investment maturities as of
June 30, 2008

Less than 3
Total fair value months 4 - 12 months 1 -3 vears
Cash and cash equivalents
Deposits $ 770,522 8§ 770,522 § - $ -
Petty cash 4,760 4,700 -

Total cash and cash equivalents 3 775222 § 775,222 § - 3 -
Restricted cash and cash equivalents  § 656,192 § 656,192 § - $ -
Short-term investments

Local agency investment fund $ 39879800 § 39879800 § - 8 -
Repurchase agreements 5,300,060 5,300,000 - -
Certificates of deposits 34,266,523 33,266,523 1,000,000 -

Total short-term investments $ 79446323 § 78446323 § 1,000,000 § -
Long-term investments:

1.8, Government securities $ 7825158 % - 3 - $ 7,825,158

Total long-term investments $ 7825158 % - h - $ 7,825,158
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NOTE 5 - ACCOUNTS RECEIVABLE - FUNDING SOURCES

At June 30, 2008, due from funding sources consisted of the following:

Source Program Amount
Federal HOME $ 441,554
Federal Capital Fund 47,504
Federal Shelter Plus Care 60,727
Federal Section 8 1,700,242
Federal f.ead Hazard 301,845
Federal CDBG 2,137,009
Federal Other Federal 70,194
State Various 110,373
Business activities Various 2,204,235

Total $ 7,073,683

All amounts are expected to result in payment in the next fiscal year.
NOTE 6 - NOTES, MORTGAGES AND INTEREST RECEIVABLE
Loans made by the Commission are of three types:

1. Notes requiring periodic payments of principal and interest with interest rates ranging
from 0% to 10% and lengths of maturity ranging from 3 years to 55 years,

2. Deferred payment notes with interest rates ranging from 0% to 10% and lengths of
maturity are ranging from 3 to 55 years; and

3. Subsidy loans to reduce the effective interest rate io recipients on loans made by a
commercial bank.

- 40 -



San Diego Housing Commission
NOTES TO FINANCIAL STATEMENTS - CONTINUED

June 30, 2008

Notes, mortgages and interest receivable at June 30, 2008 consist of the following:

Interest  Maturity Principal
Borrower Project address rate date amount
Carmel Vailey Housing 13875 Carmel Valley Road 3.00% 01/01/57 $ 862111
island Palms Apt. L.P. 1225 Market St 3.00% 12/01/56 4,400,000
Mesa Family Villas 2061-73 Avenida del Mexico 5.60% 05/01/57 1,834,042
Villa Harvey Mandel L.P. 72 17th St 5.60% 02/01/57 2,561,087
Market Sguare Manor LL.P. 325 14th St 5.60% 03/01/57 2,103,238
Nestor Family Housing 1150 Tesoro Grove Way 5.60% 02/01/57 3,145,003
Metro Villa Housing Partners Metro Villas 3900 Block of 39th 5S¢ 4.85% 02/01/58 1,269,054
Renaissance Senior Housing El Cajon Bivd & 30th St 4.65% 04/12/59 2,390,180
Affirmed Family Housing 2170 Coronado Ave 3.20% 06/30/35 2,204,602
THIC-Peachtree, CA LP 901 F Street 5.00% 08/07/19 519,634
Hacienda Townhomes, LTD 350 17th St 4.50% 07/01/48 1,500,962
Mission Terrace Associates, LP 10210 San Diego Mission Road 3.00% 09/01/49 2,055,000
Metropolitan Area Advisory Com  2001-97 Newton, 2008-2094 Main St 6.00% 12/01/47 1,425,000
Urban Council Development Ing 5202 Orange Avenue 3.00% 07/01/52 741,884
33rd Family Housing Ltd 351-403 5 33rd St S5.67% 05/01/54 2,274,523
Canyon Rim LP 10931 Gerana St 3.00% 06/20/11 1,565,000
Stratton LT 5765 Mount Alifan Drive 3.00% 06/20/11 1,561,751
City Heights Community Dey 4048-64 1 / 2 48th St 3.00% 12/01/55 778,500
Vista Terrace Hills 1606 Del Sur Bivd 3.00% 12/31/56 1,135,555
Coronado Terrace Preservation L.P. 1183 25th St 3.00% 03/01/57 1,335,282
SD Fox Hollow LP 4366 Home Ave 3.00% 04/G1/32 2,200,600
Bolt Housing Partners, LP 4G10G-50 Park Haven Ct 3.00% 04/01/56 1,418,838
Logan Square Housing Partners 4742 Solola Avenue 3.00% 03/01/48 1,000,000
Harbor View Associates LP 404-24 N 47th St 3.00% 04/01/34 900,000
Urban Housing Dev Corp 2651-63 1 St 3.00% 02/01/57 867,275
Mayberry Townhomes, CA LP 4328-90 Mayherry St 3.00% 03/01/29 670,000
Casa Colina LP 52077 52nd St 3.00% 02/01/59 1,600,000
Chicano Federation 4033 33rd St 3.00% 12/01/52 596,442
City Heights Community Dev 3816-32 43rd St 3.00% 05/01/53 808,976
Mountain View Prop. LP 4066 Messing Drive 6.00% 04/01/33 2,065,897
Chicano Federation 5222 Trojan Avenue 3.06% 07/01/53 1,144,817
Hope CCDC 4910-20 Ocean View Blvd 3.00% 12/22/48 647,036
Logan Development LP 4720-67 Logan Avenue 6.00% 11/30/50 1,400,006
So Bay Community Sves 135 Averil Road 3.00% 12/01/52 630,700
Chicano Federation 3052 Wightman St 3.00% 07/01/54 1,536,750
Chicano Federation 4420 Delta Street 3.00% 11/01/55 1,485,943
Winona Gardens Housing Assoc 3810 Winona Avenue 3.00% 07/G1/55 2,160,000
Palm Terrace Interfaith Housing 2885 Palm Avenue 3.00% 04/30/53 2,079,740
New Palace Associates 1814 5th Avenue 8.44% 03/01/21 1,018,888
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Interest  Maturity Principal
Borrower Project address rate date amount

Housing Development Partners 1337-1345 Fifth Avenue 3.00% 05/15/57 520,561
Bayview CDC 1440-1516 So. 40th St 3.00% 02/01/56 696,000
TACHS 1851-1865 Titus St 3.00% 12/G1/08 572,781
Beyer Blvd Apts LP 920 Beyer Blvd 3.00% 11/61/59 4,200,000
Swift Real Estate Partners Hiilside Garden Apts 3.00% 12/23/59 5,000,000
Delta Village Housing 4316-4368 Delta St. 3.006% 03/01/36 6,100,000
SD LGBT Community Center 1640 Broadway 3.00% 11/61/60 934,000
Affirmed Family Housing 2125-55 Coronado Avenue 4.79% 06/30/35 692,643
St Stephens Housing 5641 Imperial Avenue 4.79% 05/01/36 1,013,047
Vietnam Veterans of San Diego 4141 Pacific Highway 3.00% 05/15/70 675,000
Lillian Place LP 1401 & 1437 J Street 3.00% 12/31/60 731,060
Santa Luz Family Apts 16775 Saintsbury Glen 3.00% 04/01/60 500,060
YWCA Transitional Housing Becky's House 0.00% 03/01/61 2,082,311
Townspeople 4242-60 51st Street 3.00% 05/01/61 1,570,000
Arbor Terrace 3693-3741 Florida Street 4.86% G7/01/62 7,028,189
Del Sol Apts LP 3606-90 Del Sol Bivd. 3.00% (05/01/62 4,126,000
Alabama Manor 3822.36 Alabama Street 0.00% 12/31/63 3,790,000
Veterans Village 07-036 4141 Pacific Highway 3.00% 06/01/72 1,044,167
Veterans Village 07-036 4141 Pacific Highway 3.00% 06/01/72 536,328
Tachs-The Cove 06-060 5288 El Cajon Blvd 3.00% 05/01/62 969,988
Catholic Charities 07-075 798 Ninth Ave 0.00% 10/31/58 852,500
Steadfast Villa Nueva 07-113 3604 Bever Blvd 3.00% 05/01/62 8,749,500
Development loans (under $500,000) 4,672.000
Development loans with rehab / acquisition (Under $500,000) 2,032,654
Rehab loans (Under $300,00G0} 2.729.215
Home ownership loans 30,867,529
Housing rehabilitation loans 7,330,219
Allowance for Loan Losses {4.503.604)

Total notes receivable at june 30, 2008 155,395,892

Deferred cumulative interest receivable at June 30, 2008

Total notes and interest receivable at June 30, 2008

15,798, 488

$ 171.194380

Notes and mortgages receivable due in less than one year amounted to $428,552 at June 30,

2008.
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The changes in allowance for loan and interest losses consisted of the foliowing:

Balance, Losses/ Balance,
July 1, 2007 write-offs Additions JTune 30, 2008

$ 3,650,522 S (275,553) & 1,128,635 § 4,503,604

The Commission has executed a line-of-credit agreement with Wells Fargo Bank. This
agreement provides for the Commission to deposit funds which earn interest as collateral to
sustain the leveraging of bank funds used for rehabilitating housing units. The agreement
further provides that in the event of default by the borrower on a previous loan made by the
bank, the bank may, at its option, withdraw funds from the collateral to the extent of the
outstanding principal and interest on a loan in default. During the fiscal year ended June 30,
2008, Wells Fargo released no coilateral.

The amount of cash on deposit at Wells Fargo Bank at June 30, 2008 was §78,736 and is
reflected within restricted cash on the Statement of Net Assets,

The Commission makes affordable housing loans to individuals in which the borrower is not
required to repay the loan during the compliance pertod as long as the compliance covenants
are met. The compliance periods differ by program between 10 to 55 years. The
Commuission monitors the compliance. There is no cash disbursements associated with these
loans and the loans do not bear mterest. The notes are originated through noncash
transactions having a net effect of zero to the statement of net assets and the Commission
does not record them in the statement of net assets. Any payment received during the
compliance period is recorded as revenue in the fiscal year of receipt. Notes represented by
affordable housing loans outstanding as of June 30, 2008, total $59,233,714.
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San Diego Housing Commission

NOTES TO FINANCIAL STATEMENTS - CONTINUED

NOTE 7 - CAPITAL ASSETS

June 30, 2008

A summary of changes in capital assets for the year ended June 30, 2008 is as follows:

Capital assets, not being
depreciated

Land

Construction in progress

Total capital assets, not
being depreciated
Capital assets, being depreciated
Buildings
Building improvements
Office furniture and equipment

Total capital assets, being
depreciated

Less accumulated depreciation

Total capital assets, being
depreciated, net

Total capifal assets, net

Sale of Public Housing Units and

Trangfer
BRalance, From federal To business Balance,
July 1, 2007 Additions Transfers funds activities June 30, 2008
$ 29436,163 % - $ 107,780 S$(21,016,857y § 21,016,837  § 29,543,943
10,607,415 1,219,877 {107,780y - - 11,719,512
40,043,578 1,219,877 “ (21,016,837) 21,016,837 41,263,455
79,665,542 - - (46,941,306) 23,648,418 56,372,154
24,396,791 53,004 - (22.519,668) 5,970,987 7,901,114
3,282,749 34,230 - {1.005,791) 151,953 2,463,141
107,345,082 87.234 - (70,467.265) 29,771,338 66,736,409
(46,281,545 (2,580,926) - 40,685,907 - (8,566,564}
61,063,337 (2,893,692) - (29,771,358) 29,771,358 38,169,843

$101,107,115  § (1,673.815)

$(50,788,195) § 50,788,193

$ 99,433,300

Construction in progress consists of several development and modemization projects in
various stages of completion,

Depreciation expense for the year ended June 30, 2008 was $2,980,926.

The Commission entered into an agreement to purchase 1,366 public housing units from the

Housing Authority of the City of San Diego at a purchase price of $1 per unit.

The

agreement has been approved by HUD and the units were transferred to the Commission
effective November 15, 2007. This transaction accounted for the retirement of funds from
Public Housing and an addition to Agency local funds.
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NOTES TO FINANCIAL STATEMENTS - CONTINUED

June 30, 2008

On September 14, 2006, HUD approved the Housing Commission’s proposal to use the
funds received in 2004 from the sale of 35 Public Housing units to San Diego Unified School
District and purchase 36 units of University Canyon as replacement units for $5,000,000. On
August 30, 2008, 82,761,210 was used to pay the existing Bank of America loan and the
remaining $2,238,790 will be used for the operation of the remaining units of University
Canyon. This transaction accounted for the retirement of funds from Business Activities and
an addition to Public Housing.
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San Diego Housing Commission
NOTES TO FINANCIAL STATEMENTS - CONTINUED

June 30, 2008

NOTE 8 - NOTES PAYABLE

A summary of notes payable at June 30, 2008 is as follows:

Interest Maturity Balance, Balance,
Type of obligations rates date 6/30/2007 Additions Payments. 6/30/2008

Washington Mutual,

dated June 1995 Variable 2011 § 3,557,768 b - § (130,913) § 3,426,855
Bank of America, 10.2% 2005-

dated Feb. 1985 5.0% 2025 2,974,879 ) (2,974,879) -
State of California _

(RHCP) 0.00% 2015 3,149,077 - 3,149,077
State of California _

(RHCPE) 0.00% 2013 1,404,934 - 1,404,934
State of California )

(CalHELP) 3.00% 2013 1,891,791 (865,000) 1,026,791
State of California

(CalHELPY 3.00% 2015 . 1,279,000 - 1,279,000
US Bank, dated

November 2006 Variable 2011 19,515,298 160,123 (206,791) 19,468,630
WellsFargo Bank 6.38% 2008 24,601 - {24,601} -
Redevelopment Agency,

dated March 1992 0.0% 2022 695,628 - - 695,628

Total $ 33,213,976 S 1,439,123 $(4,202,184)  § 30,450,915

At Iune 30, 2008, the current portion of notes payable is $371,820 and the noncurrent portion
of notes payable is $30,079,095.

The interest rate for the Washington Mutual obligation as of June 30, 2008 was 3.78885%.
The interest rate for the US Bank obligation as of June 30, 2008 was 4.470938%.
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San Diego Housing Commission
NOTES TO FINANCIAL STATEMENTS - CONTINUED

June 30, 2008

In September 2007, the Commission purchased 36 units from University Canyon to replace
the 36 Public Housing units sold in 2005. In this transaction the Bank of America loan was
fully paid.

In June 30 2007, there were two CalHelp loans that were consolidated. On July 2007 the
loans were separated due to their maturity dates.

The US Bank loan represents the ioan for the Smart Corner which houses the administrative
offices of the Commission.

The annual requirements to amortize notes payable as of June 30, 2008 are as follows:

Notes payable
Principal Interest Total

Year ending June 30, 2009 8 371,820 $ 1,673,718 $ 2,045,538
2010 395,828 1,653,699 2,049,527

2011 420,755 1,628,652 2,049,407

2012 21,707,083 557,040 22,264,123

2013 - 69,174 69,174

2014 -2018 6,859,801 67,397 6,927,198

2019 -2023 695,628 - 695,628

Total $ 30,450,915 $ 5,649,680 $ 36,100,595

NOTE 9 - LEASE COMMITMENTS

The Commission accounts for all lease arrangements as operating leases. Under this method,
rentals are recorded as either expenditures or income as they become due.
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San Diego Housing Commission
NOTES TO FINANCIAL STATEMENTS - CONTINUED

June 30, 2008

The Commission receives income from various long term land leases that it maintains upon
which housing is located. Lease terms include annual payments ranging from $1 to $492,210
for terms of one to 55 years and additional payments based upon surplus cash generated by
certain housing projects. For fiscal year 2008, the amount of Land Lease Income is $651,351
and is comprised of the following leases:

Marmer’s Cove h 492210
Casa Colina 17,187
Villa Merced 33,548
Golden Villa 3,640
252 16th Street 16,4350
2513 Union Street i
Talmage Senior Village 88,315

The Commission also receives income from commercial leases at the Smart Corner building.
It has entered into lease agreements for the first floor retail space and is reviewing proposals
from non-profit organizations for the second floor office space. Lease terms mclude annual
payments ranging from $71,175 to $87,810. The lease terms are up to 10 years with options
of five year renewals as defined in the lease agreements. For fiscal year 2008, commercial
lease income was $164,673.

In early 2008, Starbucks announced they will be closing over 600 stores nationwide. The

Smart Corner store may be earmarked to be closed in FY 2009. Starbucks is still obligated 1o
fulfill the terms and conditions of its existing lease.
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NOTES TO FINANCIAL STATEMENTS - CONTINUED

June 30, 2008

Aggregate future collections of minimum lease payments are as follows:

Year ending June 30, 2009 $ 372,642
2010 372,042
2011 380,307
2012 380,307
2013 428,433
2014 - 2018 1,953,097
2019 - 2023 1,068,285
2024 - 2028 1,068,285
2029 - 2033 984,412
2034 - 2038 817,038
2039 - 2043 57,633
2044 - 2048 22,500
2049 - 2053 22,500
2054 - 2058 22,500
2059 - 2063 22,500
2064 - 2068 19,688

$ 7,992,769

The Commission is the tenant under several lease agreements. Certain of these leases
contain increases in rentals based upon increases in cost indices and payments of property
taxes and certain commaon area costs by the Commission.

The Commission holds one lease at the end of June 30, 2008. The following 1s a schedule of
future minimum rental payments required under operating leases entered into by the
Commission that have initial or remaining non-cancelable lease terms in excess of one year
as of June 30, 2008:

Year ending June 30, 2009 $ 77,033
2010 12,839
Total $ 86,872

Total rental expense was approximately $80,048 for the vear ended June 30, 2008.
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San Diego Housing Commission
NOTES TO FINANCIAL STATEMENTS - CONTINUED

June 30, 2008

NOTE 10 - DEFINED CONTRIBUTION PENSION PLAN

The Commission provides pension benefits for all its full-time employees through a defined
confribution plan. The Plan is a qualified pension plan under Section 401 of the Intemal
Revenue Service (IRS) Code and is therefore exempt from all Federal income and California
franchise taxes. The plan is an alternative to Social Security under the Omnibus Budget
Reconciliation Act of 1991. The Plan includes both a pension provision and a voluntary tax
sheltered anmuity provision under §401(a) (1) and §401(a) (4) of the IRS code.

In & defined contribution plan, benefits depend solely on amounts contributed to the plan plus
investment carnings. FEmployees are eligible to participate on the first day of their
employment. The Commission’s contributions for each employee (and interest allocated to
the employee’s account) are fully vested after four years of continuous service. The
Commission’s contributions for, and interest forfeited by, employees who leave employment
before four years of service are used to reduce the Commission’s current-period contribution
requirement.

The Commission’s covered payroll in fiscal year 2008 was $§11,506,904. The Commission
made the required 14% contribution, amounting to approximately $1,610,967 for the fiscal
year ended June 30, 2008.

NOTE 11 - DEFERRED COMPENSATION PLAN

The Commission offers its employees a deferred compensation plan created in accordance
with Internal Revenue Code Section 457, Siate and Local Government Deferred
Compensation Plans. The plan, available to all full-time employees, permits them to defer a
portion of their salary until future years. The deferred compensation is not available to
employees until termination, retirement, death, disability or an unforeseeable emergency.

The Commisston funds the deferred compensation through investments in various mutual
funds administered by an insurance company. Since the plan is managed and assets are held
in trust by a third party administrator, the assets are not included in the Commission’s basic
financial statements. The assets held by the plan administrator had a market value of
$8,173,602 at June 30, 2008.
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San Diego Housing Commission
NOTES TO FINANCIAL STATEMENTS - CONTINUED

June 30, 2008

NOTE 12 - RISK MANAGEMENT

Worker’s Compensation

The Conumission is a member of the California Housing Worker’s Compensation Authority
({CHWCA), which provides worker’s compensation insurance. CHWCA provides employer
liability coverage to its members, in the amount of $500,000 each accident. CHWCA has
purchased excess msurance coverage from $1,000,000 to statutory, for all of its members.

CHWCA is a joint powers authority consisting of 31 public housing authorities, housing
commissions, and redevelopment agencies organized under a joint powers agreement to fund
a self-insurance program for worker’s compensation. Each member has equal representation
on the Board of Directors. The Board elects a seven-member Executive Comumittee for a
two-year term which has the responsibility for overseeing all operations of CHWCA. The
Board of Directors has total responsibility for all actions of CHWCA.

Annual premiums and assessments are approved by the Board of Directors and are adjusted
each vear based on the following criteria:

¢ FEach member’s mcurred losses;

e FEach member’s share of such losses and other expenses as a proportion of all
members’ such losses;

s LFach member’s contribution to reserves, including reserves for incurred but not
reported losses; and

#» Fach member’s share of costs to purchase excess insurance and any additional
coverage.

If CHWCA is dissolved, the remaining assets, after all premiums and assessments have been
paid and final disposition of all claims has been determined, will be distributed to members
proportionate to each member’s cash contributions made during the life of CHWCA. Until
dissolution, however, no member has identifiable equity.

-51 -



San Diego Housing Commission
NOTES TO FINANCIAL STATEMENTS -~ CONTINUED

June 30, 2008

General Liability, Property, Auto and Physical Damage

The Commission retained the services of various brokers and direct insurers to provide
coverage for general liability, property, auto and physical damage. Insurers are as follows:

Type of coverage Broker Carrier
Commercial Liability N/A Housing Authority Risk Retention Group
Public Officials Errors N/A Housing Authority Risk Retention Group
Smart Corner Liabidity Alliant Ins. Sves. Travelers
Smart Corner Excess Alliant Ins. Sves. Travelers
Employment Practices N/A Housing Authority Risk Retention Group
Primary Property Alliant Ins. Sves CSAC CIA & Lexington
Excess Property Alliant Ins. Sves CSAC Excess Insurance Authority
Auto Liability N/A Housing Authority Risk Retention Group
Computer Equipment Alliant Ins. Sves CSAC
Crime & Honesty Bond Alliant Ins. Sves CSAC
Commercial Fidelity Alliant Ins. Sves CSAC
Terrorist & Sabotage Allant [ns. Sves Affliated FM Insurance
Fiduciary Liability Alliant Ins. Sves National Union Fire
Flood Insurance Bamey & Bamey The Hartford

Deductibles under the policies listed above vary, with none exceeding $25,000. Claims and
deductibles payable were $0 at June 30, 2008. The amount of claims has not exceeded the
msurance coverage purchased; accordingly, no Hability is reported for these claims.
Settlements have not exceeded coverage for each of the past three fiscal years.

NOTE 13 - RESTRICTED NET ASSETS

Restricted net assets include $99,617,046 representing 90% of the balance of HOME loans
and accrued interest receivable net of the related allowance for loan losses. The loans are
made to qualified applicants using grant proceeds received by the Commission under the
HOME Program provisions of the 1990 National Affordable Housing Act. These loans are
nonrecourse and are collateralized by a subordinated mortgage on the underlying property of
the borrower. Any repayments received by the Commission on these loans (including
principal and interest) are treated as program income and must be used for future HOME
program purposes, with the exclusion of 10% that the Commission can retain to cover its
administrative costs. As such, the net assets associated with the HOME loans are treated as
restricted net assets because of the perpetual purpose restriction to continue to recycle these
resources into eligible uses under the HOME program.
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The remaining balance of restricted net assets amounting to $22,903,858 represents restricted
funds of the Section &8 HAP Operating Reserve, which has been classified as restricted
beginning in the fiscal year ended June 30 2008, in accordance with HUD instructions.
According to Notice PIH 2006-5, HUD’s FFY 2006 Appropriation Act, Congress mandated
that no HAP funds provided may be used to support a greater number of unit months than are
provided for in the PHA’s annual contributions contract. PHAs are also reminded that 2008
HAP funds may only be used for calendar year 2008 HAP expenditures and HAP costs of
future years. Funds may not be used to support prior year deficits, nor may they be used for
administrative expenses or for any other purpose.

NOTE 14 - ECONOMIC DEPENDENCY

The Commission receives the majority of its funding from HUD. HUD is subject to the
federal budget allocation process each year. For the fiscal year ended June 30, 2008, the
Commission’s budget included $209,229,323 of estimated HUD funding. A reduction in
funding from HUD could significantly change the services provided by the Commission.

NOTE 15 - COMMITMENTS AND CONTINGENCIES
Grants

The Commission has received federal and state grants for specific purposes that are subject to
review and audit by the grantor agencies. Such audits could lead to request for
reimbursement to the grantor agency for expenditures disallowed under terms of the grant.
Commission management believes such disallowances, if any, would not have a material
effect on the Commission’s financial statements.

Loan Commitments

The Commission has entered into loan agreements with borrowers as of June 30, 2008. The
amount of loans the Commission has committed to fund, but has not funded as of June 30,
2008 1s $28,073,247.

Lawsuits and Claims

The Commission is subject to lawsuits and claims, which arise out of the normal course of its
activities. In the opinion of management, based upon the opinions of legal counsel, the
disposition of any and all such actions of which it is aware will not have a material effect on
the financial position of the Commission.
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June 30, 2008

NOTE 16 - RELATED PARTY TRANSACTIONS

The Commuission formed a not-for-profit organization, Housing Development Partmers of San
Diego (HDP), formerly the San Diego Housing Development Corporation, in 1991 for the
purpose of providing additional housing services to the citizens of San Diego County. The
Commission and HDP share certain members of their respective governing boards.
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