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Independent Auditor's Report

Board of Commissioners
Howard County Housing Commission
Heward County, Maryland

We have audited the accompanying stalement of net assets of the Howard County Housing
Commission (the Commission), a companent unit of Howard County, Maryland, as of June 30,
2012, and the related statements of fevenues, expenses, and changes in net assets, and cash
flows for the year then ended, These financial statements are the responsibility of the
Commission's management. Our responsibility is to express an opinion on these financial
statements based on our audil.

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

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, 2012, and the results of its operations
and its 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
November 15, 2012, on our consideration af the Commissicn's internal contral aver financial
reporting and on our tests of its compliance with certain provisions of laws, regulations,
contracts and grant agreements and other matters. The purpose of that repon is to deseribe the
scope of our testing of internal control over fingncial reporting and compliance and the resulis of
that testing, and not to provide an opinian on the intermnal control over financial reporting and on
compliance. That report is an integral part of an audit performed in accordance  with
Government Auditing Standards and should be read in conjunction with this repard in
considering the results of our audit.

Accounting principles generally accepted in the United States of America require that the
management's discussion and analysis on pages 3 through 8 be presented to supplement the
basic financial statements. Such information, althcugh not & part of the basic financial
statements, is required by the Governmental Accounting Standards Board who considers it to
be an essential part of financial reporting for placing basic financial statements in appropriate
operational, economic, or historical context, We have applied certain limited procedures fo the
required supplementary infermation in accordance with auditing standards generally accepted in



the United States of America, which consisted of inquiries of management about the methads aof
preparing the information and comparing the infermation for consistency with management's
responses lo our inguiries, the basic financial statements, and other knowledge we obtained
during our audit of the basic financial statements. However. we did no audit the information and
ExXpress no opinion on it

Our audit was conducted for the purpose of forming an opinion on the basic financial statements
of the Commission taken as a whole. The accompanying supplemental information identified in
the Table of Contents on pages 33 to 36 is presented for purposes of additional analysis and is
not a required part of the basic financial statements. The supplemental information is the
responsibility of management and were derived from and relate directly to the underlying
accounting and other records used to prepare the financial statemants. The information has
been subjected lo the auditing procedures applied in the audit of the basic financial statemenis
and certain additional procedures, including companng and reconciling such information directly
to the underlying accounting and other records used to prepare the financial statements or to
the financial statements themselves, and other additional procedures in accordance with
auditing standards generally accepted in the United States of America. In our opinion, the

Information is fairly stated, in all material respects. in relation to the basic financial statements
taken as a whole.

WMI&F

Baltimore, Maryland
Movember 15, 2012



HOWARD COUNTY HOUSING COMMISSION
MANAGEMENT'S DISCUSSION AND ANALYSIS
Jume 30, 2012

The Howard County Housing Commission (HCHC or the Commission) is a public housing
authority created in 1980 pursuant to State of Maryland enabling legislation for the purpose of
acting as Howard County. Maryland's public housing authority, administrator of related
programs and grants, and owner and manager of various hausing developments and scatterad
sité units. The Commission is overseen by a ¥-member Board of Commissioners, appointed by
the Howard County Executive and confirmed by the Howard County Council,

The Commission’s management team offers the readers of the Commission's financial
statements this narrative overview and analysis of the financial activities of the Commission far
the fiscal year ended June 30, 2012, We encourage readers to consider the Infarmation
presented here in conjunction with the Commissian’s financial statemants, The purpose of this
Discussion and Analysis is {i) to provide an overview of the financial statements containad in
this document; {ii) to offer brief programmatic and financial highlights of the past fiscal vear; and
(iif) to present limited information about factors that may affect the Commiszion during the
coming fiscal year.

Using This Audit Report

This audit report consists of a series of financial statements. The Statement of Net Assets and
the Statement of Revenues, Expenses, and Changes in Net Assets (see pages 10 and 11,
respectively), and Supplemental Information provides information about the activities of the
Commission as a whole. The Statement of Revenues, Expenses and Changes in Net Aszsgefs in
particular, shows that the Commission’s work is supported in part by annual allocations from the
U.5. Department of Housing & Urban Development {HUD). These funds are subject to annual
appropriation risk and, accordingly, the Commission has been adversely impacted by slightly
smaller appropriations on an annual basis. The Cash Flow stalement (see page 12) shows the
flow of cash in operations, capital expenditure, and investing.

The Statement of Net Assets reports information abaut the Commission as a whole and about
its activities in a way that helps address whether the Commission as a whole is better off ar
worse off as a result of the period’s activities. This statement includes all assets and liabilities
using the accrual basis of accounting, similar to the accounting used by most private-sector
companies. This statement reports the Commission's net assels - the difference batween
assels and liabilities — as cne way to measure the Commission's financial health. or financial
pasition. Over time, changes in the Commission's net assets are ane of several key indicators
of the improvement or deteriaration of the Commission’s fina ncial health.

For the years ended June 30, 2012 and 201 1, net assets changed as follows:

2012 2011
Beginning net assets ¥ 35098452 % 2B711.753
Increase (decrease) in net assets 1,720,083 6,386 594
Ending rnet assets ¥ 3J6B18535 5 350084 52




HOWARD COUNTY HOUSING COMMISSION
MANAGEMENT'S DISCUSSION AND ANALYSIS
June 30, 2012

THE COMMISSION
Financial Highlights

In FY 2012, the Commission's efforts to stabilize and improve its financial standing through the
redevelopment and repositioning of its properties began to come to fruiion. Monarch Mills, a
269-unit, mixed-income, sustainable rental community, was completed in March 2012. This
project, a redevelopment of a former 100-unit low-incomes property, now serves as a model of a
high quality. green, and economically integrated community. In addition, the development will
not anly be financially sel-sustaining, but will provide z positive stream of revenue for the
Commission’s future projects and programs.

Following the Monarch Mills model, in December 2011 the Commission closed on the financing
and began the redevelopment of another of its properties — the 94-unit Hillep Apartments
complex in Ellicott City, now known as Burgess Mill Station. This new community will provide
188 units of high guality, mixed-income, sustainable housing, while helping to revitalize the
downtown Ellicott City area. This project, taa, will provide additional future cash flow for the
Commission. As a component of this project. in cooperation with the County's Department of
Recreation and Parks, the Commission issued over $13.7 million in lease revenue bonds to
finance a new state-of-the-art community recreational facility adjacent to Burgess Mill Station.
This facility will be leased to and operated by the County.

Alsoin FY 2012, the Commission completed construction of its first for-zale housing subdivision,
Coltages at Greenwood, a community of ten 3-bedroom detached homes Ihat are at once
affordable, universally designed, and envircnmentally sustainable. MNine of the homes have
been sold 1o eligible moderate-income households. The Commission also continued to use
federal grant funds to acquire, rehabilitate, and sell foreclosed properties to eligible moderate
income families.

Other Commission activities in FY 2012 included the completion of much-needed major
renovations to ane of its affordable senior housing communities, Morningside Park and the
commencement of renovations to Orchard Crossing Townhomes, a 38-unit affordable family
community. The Commission continued its communily outreach efforts with, among other
things, the 6™ annual “Come Home to Howard County” Housing Fair, mortgage foreclosure
events, condominium financing seminars, and homeownership counseling sessions.

From an operational standpaint, the Commission continued its efforts to further stabilize its
financial standing by strengthening its administrative processes, improving its meonitoring and
compliance systems, and effecling operational efficiencies. At the end of FY 2012, the
Commission determined to eliminate three in-house property management and maintenance
positions and ocutsource those functions to a private third-party property management firm. The
Commission also outscurced its Housing Choice Voucher inspection function and eliminated
four HCV positions and one clerical position. These actions were taken to enable the
Commission to realize significant cost savings and efficiencies beginning in FY 2013.

Finally, in FY 2012 the Commission applied for and received an agency credit rating from
Standard & Poor's of “A+ with a stable outlock.” This rating, among the highest for comparable
housing authorities, will not only give the Commission greater access to credit markets, but
further signifies that the Commissicn, which has weorked diligently over the past five years to
improve its financial position, is on the “right track” toward financial stability and self-sufficiency.



HOWARD COUNTY HOUSING COMMISSION
MANAGEMENT'S DISCUSSION AMD AMALYSIS
June 30, 2012

CONDENSED FINANCIAL INFORMATION

The following table provides comparative financial information, where available, as of and for
the pericd then ended.

2012 2011 Variance (8] Varlance (%)

Current assets
Cash and cash equivalenls $ 16638382 % 6937808 $ 0700473 159,82%
Accounts recaivable 1,078,877 1,777,654 (BOB,TT7) -50.31%
Invesimenis 429,170 428,538 G42 0,15%
Other cumen] as5els 65,351 B1,853 2538 5.72%
Todal current assets 18,211 620 9,205 944 5005878 97.83%
Noncurrent assots
Shared equity propeniesinsestment in

real estale parinership 4,114 516 4, {24 384 op127 2 24%
Marigages recaivabls 5,253,680 3,560 2048 1,684 477 47 19%
Capifal assets. nat 74,054 906 71,066 157 31,033 748 4 2R%,
Other norcurrant assats 3284 882 gar 3,294 105 479504 A7%
Totel noncurren] asseds BG VT B4 T8 650 441 8,107 543 10.31%
Tatal Assets 5 104969804 § BT H56.385 3 17,113,419 19.48%
Current liabilities
Accounis payable - 456468 5 430457 F ;012 B.04%
Current portan of long-lem dehbl 1,580,723 1,111,457 450 255 42 22%,
Orher current lisbilties V05, T04 3,320,856 {2814 362 -TE.T2%
Total current liabilites 3 2 Td3 8586 4 862 B30 i2,118,644) 4% 57%
Honcurrent liabilities
Loans payable - long-ferm 47 443 505 A5 BTE,475 587 430 1.21%
Bonds payable - lang-temm 13,655,000 - 13,655,000 100.00%
Other noncurrent labilities 4 308 458 1.018 5648 3,285,800 122 99%
Tedal noncurrent lizbililies 65407 373 47 E95 043 17,512,330 A5 56
Total Liabilities § 68,161,269 § S2.TETO33 § 15293336 28.18%
Met assets
Invested in capital assets, net of related detd $ 11,211,020 § 23232778 B (12.021,758) -51.7d%,
Resiricied 13,285,365 3,505 B52 9,770 544 2TH S5,
Unrestricted 12322919 _ BI5S9E3 3962208 AT 400
Total Met Assets § J6B1B535 § 35008452 5 1,720,083 d.90%




HOWARD COUNTY HOUSING COMMISSION
MANAGEMENT'S DISCUSSION AND ANALYSIS
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2012 2011 Varlance (8]  Varance %)

Operating Revenues

Renial income P oa0i4415 & 5899954 % 114,461 1.9%
HUD grants 10450 487 837,545 H22 942 6.3%
Home sales 2,334,200 - 2,334 200 100.0%
Cither granis and revenue B33 TET 1004654, 104 {1,851, 287} 18 4%
Total oparating revenues 27,021,819 25,801,603 1,220,238 4. 7%
Operating Expenses

Ganeral adminisiratve and general 3,548 570 3416 732 531,838 15.6%
Housing eperations and tenant services 2,717 482 2,900 351 {182.889) =6, 3%
Coat af property sold 3,250,084 - 3,260,088 100,05
Housing assstance payments 15407 374 14 470 564 1,026,890 7.1%
Total aperating expenses 25,413 494 0,787 6847 4 B25 B4T 2.3
Operating income befsre depreciation 1,808,345 E013,556 (3.405811) BT 9%
Daepreciation 1,625 373 1,560 585 125,288 B.0%
Tatal operating loss (86,828) 3443971 (3,530,899 102.5%
Total non-operafing revenues [expenses) 1,663,173 £ 781 4TH (1,088 305) -39.B%
Incomedloss) bafore contnbutions 1,676,245 5,205 445 (4,629 204) =74, 8%

and trangfers

Capital confributions and transfers 143 838 161,245 (37 40T) -50 6%
Change in net assats 5 1. THO0BY 5 6.3B6,B94 § 4,666,611} -T31%

Change in Net Assets:

1.

Total assets of the Commission exceeded total liabilities at the close of the 2012 fiscal
year by $36,818,535. This amount includes $12,322 118 in unrestricted assets.

Total assels of the Commission increased by $17,113,419 in fiscal year 2012

As compared to last fiscal year, net cash for the Commission increased by $9.700.473
while accounts receivable decreased by $698.777. The increase in net cash was
primarily due to the Commission's receipt of the proceeds from the issuance of Lease
Revenue Bonds for the Roger Carter Recreation Center project as well as an
imprevement in the collection of the Commission's receivables.

The Commission issued a $1,600,000 bridge loan for a portion of the development costs
1o construct a 193-unit. mixed income residential housing project known as Burgess Mill
Station. This resulted in a $1.6 million or 47.19% increase in mortgages receivable,

Met capital assets increased by $3,038,749 due to the increase in construction-in-
progress for the Roger Carter Recreation Center.
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MANAGEMENT'S DISCUSSION AND AMNALYSIS
June 30, 2012

Other noncurrent assets increased by 33,294,195 which was attributable to the
recegnition of two derivative instruments - interest rate swaps for BBAT series 2009
bonds and BE&T series 2010 bonds. The associated ofther noncurrent liabilities alsa
increased by a similar amount,

At fiscal year-end, the Commission's curent liabilities decreased by 52,118,004
[43.57%). The decrease was mainky the result of the County waiving the Fy2011
administrative charge backs. The noncurrent liabilities increased by $17.512.330 or
{36.56%) over the prior year. The incresse was mainly the result of the issuance of
Lease Revenue Bonds ($13,655,000) for the Roger Carler Recreation Center project
and the recognition of two derivative instruments - interest rate swaps for BBAT series
2009 bonds and BBAT series 2010 bands.

The Commission's total change in net assets reported a favorable variance of
51,720,083 or 4.90%.

Changes in Income Statement;

1.

HUD grant funds received increased by $622 942 or 6.3% as compared to the prior year.
The increase in revenue is the result of HOME and EDI funding for the development
casts and renovation cost for the Cottages al Greenwood, Burges Mill Station Phase |,
and Marningside Park,

Revenue from the sale of nine units in the Coftages at Greenwood subdivision was
52,334,200 - the cost of the property was $3,250,088.

At year-end, other grants and revenue decreased by $1,851.367 due to a variety of
changes in funding resources raceived.

The general administrative expenses increased by $531,B38. The increase was a
combination of write-offs for bad debt and increases in insurance premiums, rental
expense, management fees, and other professicnal services.

Total operating expenses increased by 54,625 847 or [£2.3%) in FY 2012, which is
afributable 1o the cost of property sold and an increase in Housing Assistance
Fayments,

Total non-operating revenues decreased by $1,098,305. This is mainly attributable to an
increase in interest & amortization expanses and a decrease in the County's forgiveness
of debt.



HOWARD COUNTY HOUSING COMMISSION
MANAGEMENT'S DISCUSSIOM AMD ANALYSIS
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CAPITAL ASSETS

At the end of 2012, the Commission had just over $74 09 million invested in capital housing
assols.

Capital Assets at Year-End
(Net of Depreciation)

2012 2011
Land ¥ 20484048 % 30,770,321
Building and improvements 50,269 580 459 870 485
Furniture and equipment 38,793 .
Construcfion-in-progress 5512 544 B15.381
Accumulated depreciation (12,190 575) {10, 500,031}
Total 5 V40845068 % 71056157

Capital Assets:

. During FY 2012, the Commission completed the HYAC and Lighting renovation for the
Morningside Park senior building.

2. Al fiscal year-end, construction of the Reger Carter Recreation Center was still under
way.

ECONOMIC FACTORS AND NEXT YEAR'S BUDGETS

Although the national economy is gradually improving, HUD's budgets continue to tighten and
will likely continue to do so for the foreseeable future, The decline of the homeownership
market has caused a countervailing upswing in the rental housing market, resulting in higher
rental rates and greater demand for affordable housing. Declining HUD funding and increased
demand forced the Commission to close its Housing Choice Voucher waiting list on July 1,
2012, which contains over 5,000 applicants

Fortunalely, the capital markets have begun to loosen credit availability and the Federal
Reserve has indicated that interest rates are likely to remain low for the next two to three YVEArs.
This offers the Commission the opportunity to refinance its major debt, the bonds for its
Columbia Landing property. The refinancing of Columbia Landing in FY 2013 is projected fo
save the Lommission over 35 million over the next 5 years, freeing up much-needed capital for
resenves as well as future projecis.

Additionally, in FY 2013 the Commission will be working with HUD toward the conversion of its
50 public housing units to tenant-based vouchers. Conversion will enable the Commission to
receive additional. consistent subsidy for these units. \When combined with other cost-saving
efforts. such as the refinancing of the Columbia Landing debt and the outsourcing of the
property management and inspection functions, fogether with the anticipated new revenues
from Monarch Mills and Burgess Mill Station, these measures should put the Commission on
sound financial footing for some time to come.
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In FY 2013, the Commission will cantinue to pursue its mission of providing quality, sustainable
afferdable housing for families who live or wark in Howard County through a vanety of programs
and projects. Phases 2 and 3 of Burgess Mill Station are in the planning stages; the
Commission has plans to develop a new 80-unit mixed Income rental community in Elkridge;
and the Commission has acquired a property in North Laurel in order fo develop a permanent
supportive housing facility for homeless persens. A second phase of the Cottages at
Greenwood project and Ellicott Gardens Il are also polential starters in FY 2013, As always,
these projects will be designed and produced in accordance with the Commission's six
principles:  housing integration: sustainability, long-term viability, supericr design, universal
design, and economic seff-sufficiency.

CONTACTING THE COMMISSION'S FINANCIAL MANAGEMENT

This financial report is designed to provide the users of these financial statements with a general
overview of the Commission's finances. |If you have guestions about this report or need
additional financial information, contact the Commission at 6751 Columbia Gateway Drive, 3™
Floor, Columbia, Maryland 21045 or call at 410.313.6320.
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HOWARD COUNTY HOUSING COMMISSION
STATEMENT OF NET ASSETS

June 30, 2012

ASSETS
CURRENT AS5ETS

Cash and cash equivalents - unrestricied

Caah and cash equivalents - restrictes

Cash - resfricted tenant sacurity depasiis

Invesiments

Accouns receivable, net of allowance af 8530297

Prepasd expenses and other assets

Imvantony

Total current assats

NONCURREMNT ASSETS

Shared equity properies

Investment in real estate parnershigs
Notes and mengages receivabls
Oiher noncurnent agssals

Capilal assets

Deferred autfiow of resources

Tofal noncurrent assate

TOTAL ASSETS

LIABILITIES AND NET ASSETS

CURRENT LIABILITIES

Accounts payable and accrued expenges
Tenant security deposits

Accrued compensated absances, current portion
Defarred revenise, curment portion

Cusrert portion of nates and monaages payable
Ciher current liabilites

Totad curreni Fabilidies

NONCURRENT LIABILITIES

Accrued companzated absences, less current portion
Defered revenue, less current porticn

Tenant escrow degosits

Mobes and martgages cavable, less current podlion
Baonds payabla

Qriginal Esue premium

Inderest rate swap

Tatal noncurrent lsbilities

Total ligbilibas

MET ASSETS

Irvested in capital assets, net of related debi
Reslricied

Unrestricied

Total net asssis

TOTAL LIABILITIES AND MET ASSETS

% 2913620
13,274,485
350,277
429170
1,078,877
65,291

100

18,211,820

3,585,008
129,510
5,263 680
245 868
T4, 054 806G

3,049,014

85757084

F 104 050,804

L] 456,459
266,281

81,267

258 719
1,580,723

_ EnasT

2 T43 855

54 1TR

828 370
72,648

AT 443,905
13,855,000
204 258

3,049,014

55,407 2T3

__ 68151269

11,211,020
13,285,255

__12322118

36810 535

3104950804

The accompanying notes are an integral pant of the financial statements
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HOWARD COUNTY HOUSING COMMISSION

STATEMENT OF REVENUES, EXPENSES, AND CHANGES IN MET ASSETS

Year Ended June 30, 2012

OPERATING REVENUES
Rental Income
HUD subsidies
Other government grants
Home sales
Other revenues

Total operating revenues

OPERATING EXPENSES
Adminisiration
Tenant sarvices
Ltilities
Maintenance
Pratective services
General expenses
Cost of property soid
Housing assistance payments

Total operating expenses

Operating income before depreciation

Depreciation
Total cperafing loss
HOM-OPERATING REVEMUES [EXPENSES)
Gain on disposal of assets
Interest income

Interest and amortization expense
Forgiveness of debt from Primary Government

Total non-operating revenues (expenses)

Incomeliloss) before confributions and transfers
Capital contributions
CHANGE IN MET ASSETS

TOTAL NET ASSETS, BEGINNING OF YEAR

TOTAL NET ASSETS, END OF YEAR

¥ B014415
10460 487
1,520,714
2,334 200

6,682,023

27.021,83%

2 648, 603
208,500
408,586

1,954,102

56,265
1,301,767
3,250,088

15,497,374

25413494

1,608,345

1895273

__ (86,928

4,828
140,187
(2,220 795}

3738954

1,663,173
1,575,245

141 B3B8
1,720,083

35,098 452

$_36818.535

The accompanying notes are an integral part of the financial statements.
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HOWARD COUNTY HOUSING COMMISSION
STATEMENT OF CASH FLOWS
Year Ended June 30, 2012

CASH FLOWS FROM OPERATING ACTIVITIES

Cash receivad fram HUD 5 11,581,201
Cazh received fram tenanis and athers 15,583, 124
Cash paid for administrative and ganaral (7. 482 623}
Cash paid for housing, operating and tenant services (2,651,403)
Cash paid for housing assislance payments [15 457 374)
Mel cash provided by cperating activities 1,922 G258
CASH FLOWS FROM CAPITAL AND RELATED FINANCING ACTIVITIES
Acquisition of fiked assats, nat (8,307 .345)
Gain (lose) from sale of assets 4 BZA
Issuance of bonds payabias 13,655,000
Fremium on Boads payeble 204,258
Dispasal of azsaty 7,132,874
Cepital contributions, fransfers. and forgivenass of deky (2,481 554)
Payment on notes pavable {3,443 TT4)
Proceads from notes payable 4,486 480

Met cash provided by capital and relaled financing activities 11, 244,752

CASH FLOWS FROM INVESTING ACTIVITIES

Changa in investmants (6,938)
Change in shared equily propertias 240,048
Interest on investmeants 47 557
Issuance of nodes recevahle (1,817,818)
Fayments on noles raceivable o4 /32
Interest eamed on notes recaivable (28, BEE)
Interest expense 12,220,756}
Met cash used in investing activities [3.531.872)
INCREASE IN CASH AND CASH EQUIVALENTS % 635,705
CASH AND CASH EQUIVALENTS, BEGINNING OF YEAR 8,652 400
CASH AND CASH EQUIVALENTS, END OF YEAR £ 18288105

CASH FLOWS FROM OPERATING ACTIVITIES
Operating loss 5 (86 828)
Adjusiments to reconcike cash and sash aquivalents provided
by operating activities

Depreciation 1,685,273
Prewisions for bad debd (206}
Effects of changes in operating assets and liatifios:
Prepaid expenses (3, 538)
Aceounts receivable GHA 583
Other non-current assets {245,823)
Accounis payable 28012
Tenant securily deposits (144,380)
Dafered revenua 12,117}
Accrued liabilites {4.351)
NET CASH PROVIDED BY OPERATING ACTIVITIES % 1 822 925

The accompanying notes are an integral part of the financial statemeants.
13



HOWARD COUNTY HOU SING COMMISSION
NOTES TO FINANCIAL STATEMENTS
June 30, 2012

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The Howard Countby Housing Commission ithe Commission), a component unit of Howard
County. Maryland (the County), is a public corporation established by Maryland and Howard
County law to act as builder, developer, owner and manager of housing for eligible participants,
The Commission was established as a result of the following:

« Title IV of the Housing and Community Act of the Annotated Code of Maryland,

= Title 13 "Housing, Urban Renewal and Economic Development” of Howard County
Code which permits the County to authorize the Commission to perform various
housing functions either through contract with the Cou nty or by local law.

The Commission is governed by seven commissioners appointed for five-year staggered terms
by the Howard County Executive and confirmed by the Howard County Council. The
Commission is included as a companent unit of the County because of the significance of its
operational and financial relationships with the County in that the County provides a significant
amount of funding. The Commission has no laxing power.

Specific powers of the Commission include the following:

Furchase, lease, or transfer real or personal property
Operate housing developments

Construct, improve, and renovate housing developments
Invest funds held in reserva in securities

Utilize federal/state housing subsidies

Make loans

Provide rent subsidies to persons of eligible income

- ® & ® ® & @

Nature of Activities
Housing activities sponsered by the Commission include the following:

* Rental housing for low, moderate. and market rate income families, or elderly individuals.
Projects presently owned and operated include various apariments, townhouses and
single-family houses in Howard Cou nty. Maryland.

* Housing Choice Voucher Housing Program sponsored by the U.S. Department of Housing
and Urban Development (HUD) thro ugh which eligible persons may seek rental housing in
the private marketplace. This program allows eligible families to obtain adequate rental
housing while paying no mere than a stipulated percent of their adjusted gross monthly
income for rent. See Supplemental Information for more details.

= Create home ownership oppertunities for low. moderate, and market rate income families.
Currently, the Commission acquires properties below markel value through donations,
prepayment of under construction units and reduced production cost. Units are sold to low.
maoderate, and market rate income families through programs offering shared equity or
other below rate mortgages

14



HOWARD COUNTY HOUSING COMMISSION
NOTES TO FINANCIAL STATEMENTS
June 30, 2012

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTIN LED)

Nature of Activities (continued)

The accounting and financial reporting policies of the Commission conform to generally
accepted accounting principles (GAAF) as applicable to governments, The following is a
summary of the more significant policies.

Basis of Accounting and Measurement Focus

The basis of accounting for the funds used by the Commission is determined by measurement
focus. The flow of economic resources measurement focus, and the accrual basis of
accounting are used o account for the Commission's funds. Under this method, revenues are
recorded when earned and expenses are recorded at the time liabilities are incurred. All assets
and liabilities associated with the operation of these funds are included on the Statement of Net
Aszats

The Commission's accounts are maintained in accordance with the principles of enterprise fund
accounting to ensure the observance of limitatians and restrictions on the resources available,
Governmental Accounting Standards Board (GASB) Statement No. 20, Accounting and
Financial Reparfing for Froprietary Funds and Other Governmenial Entitias that use Proprietary
Fund Accounting alicws governments to choose not to implement, in proprietary fund types,
pronouncements of the Financial Accounting Standards Board {FASB) issued after Novermnber
30, 1989, provided that this is applied on a consistent basis, or to continue to follow FASE
slandards. The Commission has elected not to implement FASE pronouncements issued after
that date.

Use of Estimates in Preparing Financial Statements

Management uses estimates and assumptions in preparing financial statements in accordance
with accounting principles generally accepted in the United States of America. Those estimates
and assumptions affect the reported smounts of assets and liabilities, the disclosure of
contingent assets and liabilities and the reported revenues, expenditures, and expenses, Actual
results could vary from the estimates yzed,

Component Units

The Commission is the general partner in several real estate limited partnerships. The limited
partnership interests are held by third parties unrelated to the Commission. As the general
pariner. the Commission has ceriain nghts and responsibilities with respect to the limited
pannerships. Additionally, the Commission is financially accountable for the limited partnarships
under certain conditions as the Commission is legally obligated to fund operating deficits up to a
maximurn limit per partnership, in accordance with the terms of the partnership agreaments.

Two of the real estate parnerships (Orchard Crossing Townhomes & Dorsey-Selbourne Phase

I} are considered to be blended compaonent units of the Commission because the Commission
contrels both the general and the limited partnership interests
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HOWARD COUNTY HOUSING COMMISSION
NOTES TO FINANCIAL STATEMENTS
June 30, 2012

NOTE 1 - SUMMARY OF SIGNIFICANT ACCO UNTING POLICIES (CONTINUED)
Cash and Cash Equivalents

For Statement of Cash Flows reporting purposes, cash and cash equivalents includes
urrestricted cash on hand, demand deposits, equity in highly liguid cash and investments,
certificates of deposit, and repurchase agreements with intial maturities af three months ar less.

Investments

Statutes authorize the Commission to invest in obligations of the U.5, Treasury, repurchase
agreements, certificates of deposit and cerain other investments allowed by HUD. These
investments are carmried at market value

Accounts Receivable

Accounts receivable consists of payments due from HUD and related affiliates, rent payments
due from tenants, and aother miscellaneous receivables ansing from the nomal course of
operations. A reserve for uncollectible accounts is established based on management's
astimates.

Capital Assets

Capital assets include property held for and under development, operating properties, and fived
assets used in operations that cost 55,000 or more and have an estimated useful life of at least
one year. Donated capital assets are recorded at the estimated fair market value on the date
receivad,

The Commission capitalizes costs associated with properties held for and under developmant,
including interest costs during the construction period. The carrying amount of such properties
does not exceed the estimated net realizable value,

Capital assets are stated at cost, less accumulated depreciation. Depreciation is computed
under the straight-line methed over the following estimated useful lives-

Buildings and improvements 20 - 30 years
Fumniture and equipment 3 - 10 years

Proceeds from the disposal of capital assets are recognized in the period received. Proceeds
from the sale of property acquired or significantly improved with HUD or State funds are
refunded to HUD or the State as required by contract.

Compensated Absences

The total accumulated universal leave (incorporating vacation and personal) is accrued in the
period earned as this cost is to be funded with current resources. \acation benefits, including
the FICA parion, are eamed by employees based on time in service. and the rights to such
benefits are vested. Howard County has no requirement that universal leave be taken in the
year earmned. Upon termination, employees are paid for any accumulated universal leave. As of
June 30, 2012, $135,445 was accrued for compensated absences,
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HOWARD COUNTY HOUSING COMMISSION
NOTES TO FINANCIAL STATEMENTS
June 30, 2012

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
Met Assets

Met assets are displayed in three components:

Met Assets, Invested in Capital Assets, Net of Related Debt: This companent of net assets

consists of all capital assets, reduced by the outstanding balances of any bonds, mortgages,
noles or other borrowings that are attributable to the acquisition, construction, or improvement
of those assets.

Restrigted Met Assets: This component of net assets consists of restricted assets when
constraints are placed on the asset by creditors (such as debt covenants), granfors,
contributars, laws, requlations, etc.

Unrestricted Met Assets: This component consists of net assets that do not meet the definition
of "Net Assets Invested in Capital Assets, Net of Related Debt " or "Resiricted Nat Asgets”

The Commission first applies restricted resources when an expense is incurred for purposes for
which both restricted and unrestricted net assets are available.

Grant Restrictions

The Commission has received loans and grants frem the U.S. Department of HUD to build and
improve housing projects. The grants reguire that only individuals and families that mest
various income, age and family status be housed or aided.

Revenue Recognition

Dwelling rent income, HUD grants received for operations, other aoperating fund grants and
operating miscellaneous income are shown as operating incoma. HUD grants received for
capital assets and all other revenue are shown as non-cperating revenue,

Interest Expense

Interest is expensed as incurred except when interest is Incurred during the construction period
and i capitalized as part of the cost of the asset.

NOTE 2 - CASH AND INVESTMENTS
Cash

At year-end, the aggregate carrying amount of the Commission’s cash was $16 638,382 and the
bank balance was 316,909 835, All deposits were collateralized and there was no exposure to
custodial credit nsk at June 30, 2012,
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HOWARD COUNTY HOUSING COMMISSION
NOTES TO FINANCIAL STATEME NTS
June 30, 2012
NOTE 2 - CASH AND INVESTMENTS (CONTINUED)

Investments

As of June 30, 2012, the Commission had the following investments:

Falr Value/!
Type of Investments Egming Amount
Certificates of deposit issued by
BBAT % 4259170

The Commission has pledged this certificate of deposit as collateral with PNC Bank to secure
payment of all loans, advances, debts, liabilities, obligations, covenants, and duties owing from
the Commission and/or from the Residences of Ellicott Ga rdens LLC,

Investment Rale Risk

Fair value fluctuates with interest rates, and increasing interest rates could cause fair value to
decline below original cost. Ta limit the Commission's exposure 1o fair value losses arising from
increasing interest rates, the Commission's investment policy limits the term of investment
matunities to remain sufficiently liquid to enable the Commission to meet all operating
requirements which might be reasonably anticipated. The Commission's management believes
the liquidity in the investment portfolio is adequate to meet cash flow requirements and to
preclude the Commission fram having to sell investments below original cost for that purpose.
The investments at June 30, 2012 met the Lommission's investment policy as of that date.

Credit Risk

The investment policy of the Commission permits investments in the following types of
investments: U5, Treasury and Federal Government agencies, bankers acceptances,
repurchase agreements and cedificates of deposil, the Stale Treasurer's Investment Poal,
commercial paper, and mutual funds dealing in governmental securities.

Custodial Credit Risk

For an investment, custodial credit risk is the risk that. in the event of faillure of the counterparty,
the Commission will not be able to recover all or & portion of the value of its investments or
collateral securities that are in the possession of an outside party as of June 30, 2012,

NOTE 3 - CASH AND CASH EQUIVALENTS - RESTRICTED

Restricted cash consisted of the following at June 30, 2012

HCWP HAP and administrative 5 735 006
HCWVP FSS escrows 153,359
Replacement reserves 2,058 310
Bond proceeds 10,273,604
Loan escrow 153,108
Tenant security deposit 350277
Total 5 13,724 782
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HOWARD COUNTY HOUSING COM MISSION
NOTES TO FINANCIAL STATEMENTS
June 30, 2012

NOTE 4 - ACCOUNTS RECEIVABLE
Accounts receivable consisted of the following at June 30, 2012

Tenants, net of allowance of $18 082 5 72438
U.5. Department of Housing and Urban Cevelopment 22,220
Accounts recefvable - Frimary Governmernt 80,014
Accounts recelvable - Other govEmments 41,3582
Accounts receivable - Fortabildy 422 350
Accounts receivable - Other 333,095
Accounts receivable - Fraud recovery, net of allowance of $21.215 106 457
Tatal ¥ 1078877

NOTE 5 - INVESTMENTS IN SHARED EQUITY PROPERTIES

The Commission's Shared Equity Program assists qualified Howard County home buyers to
purchase homes. The Commission purchases a percentage of the property to help maintain
perpetual afferdability. Upon sale of the property. the co-owner has to pay the Commission its
share of the total sale price.

The Commission has invested in a total of 41 properties, with an average equity percentage of
43.04%. Total equity investment at June 30, 2012 totaled $3,985 008,

During the year ended June 30, 2012, the Commission funded 2 purchases.
NOTE 6 - INVESTMENT IN REAL ESTATE PARTNERSHIPS

The Commission is & partner, owner, of interest holder either solely or severally with multiple
organizations as part of various housing projects, development and construction projects, and
for financing purposes. These separate legal entities are established ts advance the mission of
the Commission related to development and management of various forms of affordable
housing. Activity of these entities is reflectad in the financial statements of the Commissian as

applicable, to the extent of their ownership interest and level of activity,
The following table reflects these entities, thair purpose, and the Commission's interest.

Date Farcentage Equity
Project HCHC Affillate Farmed HCHC Interest Cwnarship Interest
Dorsey-Selboume Dorsey-Selbourna
Limited Partnership Limded Partinership 10111988 General Partner 0.0051% § 52,406
Faroview at Emarson  Emerssn Developmant
LLLF [1) 120282007 Ganeral Farner 51% [55)
The Residence at The Residence a|
Ellicott Gardens Ellicoit Gardens LLC BT2008  General Member 0.01% 0,121
Manarch Mills Monarch Mills, LF A12M0  Genaral Member o01% (1085
Parkvisw at Columbla Developmeant
Columbia LLLP GI252010 Gener Parner 8.00% 126
Tatal ] 128 510

(1) The profits and ksses of e Partmarship, and ary distribulicrs af Parnership preperty, 2hall ba alloesied among and dithibuted
it e Pariners as folioes: Shalier 50,01 5% Commigsian 8 595,
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HOWARD COUNTY HOUSING COMMISSION
MOTES TO FINANCIAL STATEMENTS
June 30, 2012

NOTE 6 — INVESTMENT IN REAL ESTATE PARTNERSHIPS [CONTINUED)

The Commission owns 70 shares of common stock in Elkridge Housing Caorporation which,
through an afiiliate entity, halds a nominal interest in the Qrchard Club Limited Partnership. The
Crehard Club Limited Partnership owns a housing development known as the Orchard Club
Project in Elkridge, Maryland. Shares owned by the Commission were acquired by gift. As of
this reporting date, there was no available established market value for these securities nor any
other means to determine a value. Accordingly, this disclosure is reported for information
purposes only and no value is reflected in the financial statements.

NOTE 7 - NOTES AND MORTGAGES RECEIVABLE

Motes and morgages receivable at June 30, 2012, consisted of the following:

Principal Interest Total

1. Mortgage notes receivable 5 B55,340 % 68,180 5§ 723,530
2. 0DC lean for Patuxent Square 2,000,000 505,000 2,505 000
3. Manarch Mils LP 259,315 5,815 265 150
4, BRAC Loan Fund 160,000 - 160,000
5. Miltowne Associates 1,600,000 - 1,600,000
Total notes and mortgages recaivable -

nontirant $ 4674655 5 570025 $ 5253680

1.

Meorgage notes receivable. The Commission loans funds to moderate income househalds
o purchase affordable homes. The interest on the loans is between 0% - 7% per annum.
The payment of principal and interest is deferred until the time of sale, transfer, or refinance
of the property. The loan is used to pay the closing costs or down payment on the purchase
of the home.

ODC loan for Patuxent Square, The Commission loaned $2.000,000 to Residential Limited
Partnership {ODC) for the development costs and capital assistance of the eighty (BO) unit
residential rental housing project known as Patuxent Square located in Laurel. Maryland.
The interest on the permanent loan is 6% per annum. The payments of principal and
interest are deferred for a term of 20 years,

Monarch Mills LP. The Commission made a $258,315 40-year loan to Monarch Mills, LP for
the purpose of providing financing to aid in the construction of @ 269-unit multifamily and
senior apantment community which will provide affordable housing for low income
households. The interest on the loan is 1% per annum. The peyments of principal and
interest begin July 1, 2012 but are subject to deferral depending on cash flow.

BRAC Loan Fund. The Commission made a $160,000, zero interest short-term koan to The

Maryland Department of Housing and Community Development for affordable rental housing
preservation developments through the MD-BRAC Preservation Loan Fund.
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HOWARD COUNTY HOUSING COMMISSION
NOTES TO FINANCIAL STATEMENTS
June 30, 2012

5. Milltowne Associates, The Commission made a $1.600,000 bridge-funded HOME capital
assistance loan to Milllowne Associates, LP for a portion of the development costs to
construct and operate a 198-unit, mixed income residential housing project known as Hilltep
Phase | located in Ellicott City, Maryland. The construction loan period commenced on the
date of closing of the HOME loan (November 28, 2011) and shall not exceed twenty-three
manths. The permanent loan period shall commence on the first day of the first month after
the construction loan pericd ends and is for a term of 40 years. Mo interest shall accrue an
the eoutstanding principal balance throughout the construction loan penod. During the

permanent loan period interest shall accrue on the outstanding balance of the principal at
the rate of 1.0% per year.

NOTE 8 - CAPITAL ASSETS AND DEPRECIATION
Capital asset activity for governmental funds for the year ended June 30, 2012 was as follows:

June 30, 2011 Additions Tranafers Dwletions June 20, 2012

Land 8 0770321 % . 5 - 54305373 % 30.464,04p
Canstruction in prograss 815,281 238,688 [ZB6.551) _ [3.044 074} 8512 544

Tatal aseets not baing depreciatad 31,585,702 238 658 1298.551) 13 550,247) I8 97T 402
Buidings and impravemerts 49 570 485 20,855 266,551 (27 . 305) N0 260,530
Fumiture and equipmen = 34785 = = 35,798

Total ansats beng deprasistion — 20970 485 B8 ST FIEEET _ {ET.305) 50,308 389
Less eccumulated deprecialion 110,800,031 (1,645 773} - 4124 (12 1590.975)
Net ook valiss 5 TO56157 5 GE12O07T2 % . 3 _(3ETI3IT £ 4084806

Construction-in-pragress is the cost incurred on open development projects or on major capital
improvement projects under the Capital Fund Program (CFP). These projects were at various
stages of completicn as of June 30, 2012 Projects are not transferred to other capital asset

categories until the project is approved as completed by HUD, however depreciation EXPENSE
begins when the project is ready for its intended use.

During FY 2012 the Commission sold all but one unit from the Coftages at Greenwood
development. The remaining unit will be used as a model unit unti the completion of Phase Il of
the development at which time the Commission will sell the unit, The delstions of 53,244 974

from construction in progress noted above represents the sale of units and transfer of the
remaining unit to assets held for sale.
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HOWARD COUNTY HOUSING COMMISSION
NOTES TO FINANCIAL STATEMENTS
June 30, 2012

NOTE 8 - LONG TERM LIABILITIES
A summary of long-term liabilties is as follows:

June 30, Jume 30,
2011 Additions Reductions 2042

D Within

Ona Year

Long-tenm dei FATOBTS42 5 4486450 § (3445 773) 3 29,024,623
Bonds payable 5 13,885 .00D - 13,655,000
Accrued compensated 185 203 - (59, 7RA)

absencas 135,445
Defgrred revenun 1,300 4559 BE.853 [202 043] 1187, 085

E

1,580,723

B1,267

258,719

Tatal 3 49483614 § 18230122 3 (3711.574) % EE,D:IEJEE_ L] 1,820,709

Long-term debt consists of the following as of June 30, 2012,

Howard County, Maryland, 40-year loan dated July 1, 1982 payable at 37,311 per year
including interest at 2% per annum due July 1, 2032, Loan proceeds were used 1o
atquire and rehabilitate units in the Treaver Condominiums Development. Columbia
Maryland and are secured by deed of trust note an the property.

Howard County, Marylang, 40-year loan dated July 1, 1993 payable at 53,655 per year
including interest at 2% per annum due July 1, 2033, Lean proceeds were used fo
purchase and construct a modular housing project located in Elkridge, Mandand and
are secured by deed of trust nete on the property

Howard Ceunty, Maryland, 40-year loan dated September 1999 payable at 3% per
annum with a matunity date of April 19, 2043. Debt service beginning after construction
is approximately $19.000 per annum. Lean proceeds were used for a portion of the
development costs of constructing a 48-unit residential rental housing project known as
Selbourne House of Dorsey Hall Il The loan is secured by a deed of trust.

Depariment of Housing and Comm unity Development of the State of Maryland, 30-year
ioan dated February 13, 1995 payable at $23,018 per annum including interest at 4%
par annum due March 31, 2026. Loan proceeds were used as permanent financing for
the Orchard Crossing Townhomes || project secured by deed of trust security
agreement, and assignment of rents.

Howard County, Maryland, £3-year loan dated October 3, 2006, Interest shall be paid af
&% per annum. The loan is due Oclober 3, 2031 Lean procesds were used to acquire
the 28 units of Kingswood property, Columbia, Maryland and are secured by deed of
trust note an the property.

Branch Banking and Trust Company nate in the amount of 165,068, Interest shall be
paid at prime with a minimum rate of 4.25%. Currently interest for amounts barrowed |s
4.25% per annum; interest will be paid monthly until the loan matures on November 20,
2016, Loan proceeds were used fo dcquire interest in Shared Equity Co-Ownership
Froperties.,
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HOWARD COUNTY HOUSING COMMISSION
MNOTES TO FINANCIAL STATEMENTS
June 30, 2012

NOTE 9 — LONG TERM LIABILITIES (CONTINUED

Howard County, Maryland, 20-year loan dated October 25 2006 payable at 6% per
annum. Interest-only payments will be paid mondhly starting December 1, 2011, until
Ihe loan matures en December 1, 2026, Loan proceeds were used fo issue loans to
Orchard Crossing Development Residential Limited Farinership for the construction of
Patuxent Square.

Branch Banking and Trust Compary Bank Qualfied Bond, Seres 2009 (Tax-Exempt
Wariable Rate), in the amount of 530,000,000, Interest shall be paid at adjusted LIBOR
fate. Current LIBOR is 1.68025% as of June 29, 2012 Principal of $58 597 and
interest will b& paid monthly until the loan matures January 5, 2035. After September 1,
2017 Branch Banking and Trust Company has the nght fo call and require the Series
2009 bond be repaid in full.

Branch Banking and Trust Company Bank CQualified Band, Series 2010 (Tax-Exempt
Vanable Rate), in the amount of $2,377.945. Interest shall be paid at adjusted LIBOR
rate. Current LIBOR s 1.68025% as of June 28, 2012 Principal of 55,417 and interest
will be paid monthly until the loan matures January 5, 2035 Afler September 1, 2017
Branch Banking and Trust Company has the right ta call and require the Series 2009
bBard be repaid n full.

Enterprise  Community Loan Fund, eighteen months revolving construction |aan
maximum to 52,000,000 and dated March 18, 2011 The loan matures on Seplember
30, 2012, Current interest is 5%. Loan proceeds were used for e canstruction of ten
single family homes, known as Cottages at Greenwood,

Howard County, Maryland, &-year RHDP lcan dated January 1, 20089 payable at
5100,000 per annum due December 31, 2016. Interest shall be paid at 0% per annum,
Loan proceeds were used for the rehabditation of the 24-unit Colt's Crossing
Apariments public housing complax,

Department of Housing and Community Development of the State of Maryland, 30-year
RHPP laan orginally dated February 5, 1988, assumption of debt entered into on April
30, 2009. Interes! shall be paid at 2% per annum. Inferest on the lpan has been
deferred under the loan agreement during the first 15 years. The deferred balance is to
be repaid in egual monthly installments over the remaining life of the loan, Currently the
manthly interest payment is 51,474 plus $367 payment of the deferral The entire foan
balance is due the earlier of 1) sale or transfer of the propery or 2) January 2019,
Assumpbion of debt was incurred during the purchase of the rental housing project
known as Ellicolt Terrace,

Department of Housing and Community Development of the State of Maryland, 30-year
foan originally dated February 5, 1988, assumption of debt entered inta on April 30,
2009. Payable at $3,415 monthly including interest at 7.8% per annum due January 5,
2018. Assumplion of debt was ncurred during the purchase of the rental housing
project known as Elicott Terrace
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HOWARD COUNTY HOUSING COMMISSION
NOTES TO FINANCIAL STATEMENTS
June 30, 2012

NOTE 9 - LONG TERM LIABILITIES (CONTINUED

PNC Loan in the amount of $1.600 000 dated Movember 15, 2011, Interest due on
upai principal balance at the rate of 4 .50% per annum. The loan repayment follows the
expecited funding from Howard County, Maryland pursuant to the HOME Agreament
between the County and the Commission with a final maturity date of December 15,
2016. Loan proceeds were used g provide term financing for Hiltop Phase 1 and are
secured by all deposit accounts of the Commission at FHC Bank and a first lien
collateral assianment of the HOME Agreement.

Branch Banking and Trust Company Bank Lease Revenue variable rate bonds Serwes
2011 in the amount of 13,655,000 with a bond premium of S207 747, Interest rates
range frarn 4.00% to 5.00%. Inlerest payments on the bonds beging June 1, 2017 with
principal payments beginning June 1, 2014 until final maturity of June 1, 2043,

Subtotal — amaortizing loans

Department of Housing and Community Development of the State of Maryland has
provided non-amortized loans. Loans were used 1o construct specific residential rental
units, Principal and interest are deferred in perpetuity as long as the Commission

continues to house low income families, as set forth in the loan agreements. Loans are
collateralized with deeds of trust, security agreements, and assignments of rents

Total
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HOWARD COUNTY HOUSING COMMISSION
NOTES TO FINANCIAL STATEMENTS

June 30, 2012

NOTE 9 - LONG TERM LIABILITIES ({CONTINUED

The changes in lang-term debt for the period ended June 30, 2012 are as follows:

Jume 24, June 30,

2011 Additions Fptiremiants a2
BBAT Laan #10 - 7417 Mullbesry Grave Dr. Elkridgs 5 132564 § £ (F2,118) & AL ET
BEAT Loan #13 - Columbia Landing Refnanca 26,080,225 [716,358) 28,173,867
BEST Loan #23 - Columbia Lancing 25 213 : (65 8535 280,350
BBE&T Seres 2011 Bonds - 13,655,000 - 13,655,000
Entarprize Laan - Cotlages at Gresrwnod 273,704 216 460 12,290, 204} 182 8650
PRI Loan - Hillbop Phase 1 Praject {HOME) - 1,600,000 (1548,155) 1401 845
Howard County - 2008 Coit's LUrossing Rencvalicn GO0 000 - {100,000) 500,000
Haward Caunty - 18582-Treowar 128,704 (4,729} 123,674
Horarard Caurtty - 1983-ModulanElkridge 5 BT - (2,318 64,353
Hesars Courty - 2004-Selbouma 395,301 - [7.487) 347 B34
Howard County - 2007 Kingaweod 1671420 . - 1,671,429
Haward County - 2007 COC - Patiment Sq 2,000,000 EGB 945 7864 959
Herward County - 2008 7270 Darby Downs Unit &,

Elridga 32,000 a2 000
OHCD, State of Maryland - Courls al Gailiged 2,400,000 2,400,000
DOHED, Slave of Marytand - Courls &1 Gustard 586,130 508,130
DHCD - Ellizat Terrace (S04 Finandng Adj. Factar) 5200000 520,000
DHCD - Elicet Terrace (CO& RHPF 2% Loan -

Dndamed Intemmsi) 31,4485 4, 404] 27 061
LHCD - Elicot Terrace (G068 RHEP 2% Loan) Bitd 182 - 4 182
OHCE - Ellicol Terass (S04 Tax Exernpd Laan) 214 B3 [25.165) 188,638
LHCD, State of Mandand - Crchard Crossing 258279 13002 243 27T
DHCD, State of Marylard - Starey Run 1,080,000 - 1,080,000
DOHCD, Siate of Margland -

Seiboume Limided Fataership 2,078 000 2078000
DHCD, State of Mardand - Salboume

Hiuge at Dorsey Hat, |l 5,192,702 3.182 242
Total § 47087542 5 18141459 % 3448770 8 62 E7RAIE

Future maturities of long-term debt are as follows:

2013
2014
2015
2016
2017
2018-2022
2023-2037
2028-2032
2033-2037
Thereafier

Total
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Primeipal Interest
§ 1580723 § 1352285
1,757 681 1,313,378
1,811,527 1,266,758
1,673,272 1,218,681
1,428 547 1,167 632
£,964 132 5,504,010
12,009,951 4,478,789
11,533 588 3,254 797
7,802,201 1,661,672
14 417,086 712 454
5 _B2E79628 § 21931464




HOWARD COUNTY HOUSING COMMISSION
NOTES TO FINANCIAL STATEMENTS
June 30, 2012

NOTE 9 - LONG TERM LIABILITIES (CONTINUED
Capital Grants

Contributed capital grants are recorded as non-operating revenue for some grants. Certain new
construction and rehabilitation is being funded through contributions from the Community
Development Administration (CDA) and the Commission. If development costs exceed the CDA
approved capital assistance, the excess will be contributed by the Commission. Repayment of
the CDA capital assistance and payment of interest iz not required unless an event of default
occurs, as defined in the agreemaents,

NOTE 10 - DERIVATIVE INSTRUMENTS

At June 30, 2012, the Commission had two dervative instruments outstanding as noted in the
table below. The Commission used the consistent criical terms method to evaluate the hedge
effectiveness of the interest rate swaps. This method evaluates effectivenass by perfarming a
qualtative comparison of the critical terms of the hedgeable itern and the potential hedging
derivative instrument. If the critical terms are the same. the changes in cash flows or fair values
of the potential hedging derivative instrument will substantially offset the changes in cash flows
or fair values of the hedgeable item. An interest rate swap is considered an effective cash fleww
hedge under this methed if all of the following criteria are met. At June 30, 2012, both hedging
derivative instruments shown in the table above met the criteria for effectiveness under the
consistent critical terms methad,
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HOWARD COUNTY HOUSING COMMISSION
NOTES TO FINANCIAL STATEMENTS
June 30, 2012

NOTE 10 — DERIVATIVE INSTRUMENTS (CONTINUED)

BEAET Trade ID:
1913BMC

BEAT Trade ID
A0004MC

life of tha hedging relationship

a. |The noticnal amount of the Swap is the same as the
|principal amount of the hedgeable item throwght the

Yes, swap notianal
equals band principal

Yes, swap notional
equals bond principal

the interest rate swap is the same for each net
settlemeant.

b. [Upen assoclation with the hedgeable flem. the Yes Yes
interest rale swap has zero fair value,
& |The formula for camputing net settlermeants under Yes fas

d. |The reference rate of the interest rale swap's
varable payment is consistent with ane of the
fiollowing:

item (i.e., cost of funds hedge),

(1) The reference rate or payment of the hedgeable

Yas, swap floating rate
equals bend rate 8%
Tmol+1 B25%

Yes, swap floating rate
equals bond rate BB%
TmolL+1.625%

{2} & benchmark interest rate as specified in
reference rate cannot be multiplied by a coeffient,

constant provided that the constant is specifically
attributed to the effects of state-specific tax rates

paragraph 35 if interest risk is the hedged risk. The

bul i may be adjusted by addition or subraction of a

g |Mo payments under the swap ocour after the term
of the hedgeabls item

Yes

Yes

. |The swap does not have a floor or cap unkess the

Wes, neither has a cap

TYes, neither has a cap

reset periods of the hedgeable item,

the swap is the same as the tme interval of the rate

hedgeabls item has a comparable fioor or cap, or floor of flacr
g. |The time interval (i e, designated maturity) of the  [Yes, both time intervals | Yes, both time intervals
reference rate emplayed in the variable paymant of are maonthly are monthly

h, [The frequency of the rate resets of the variabie
payment of the swap and the hedgeable fem are

the same.

Yes, both resels are
manthly

Yes, both resets are
manily

of the rate reset dates of the hedgeable item,

i. [The rate reset dates of the swap are within six days

Yes. the rate reset
dates are the same
15th day of each maonth)

fes, the rate reset
dates are the same
(5th day of each month)

the periodic payments of the hedgeable item.

j. |The penodic swap payments are within 15 days of

Yes, payments under
the swap and bonds
ocour on the Sth day of

Yes, payments under
the swap and bonds
oceur on the Sth day of

each month

each mantih
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HOWARD COUNTY HOUSING COMMISSION
NOTES TO FINANCIAL STATEMENTS
June 30, 2012

NOTE 10 - DERIVATIVE INSTRUMENTS (CONTINUED)

Qbjective of the interes! rafe EWaps - In order to protect against the potential of rising interest
rates, the Commission entered into twa separate pay-fixed, receive variable interest rate SwWaps.
The net interest paid on the swaps and vanable rate deby js anticipated to be less than the
interest paid had the Commission issued fixed-rate deht.

Terms — The terms of the swaps are described in the table below. Except as discussed under
roliover risk, the swap agreements contain scheduled reductions to outstanding notional
amounts that are expected to approximately follow scheduled or anticipated reductions in the
associated “bonds payable” category during the period that the bonds are hedged. The
Commission may terminate the swap at market value at any time.

Fair value — The termination value of both swaps had a negative fair value as of June 30, 2012
as a result of low interest rates. The fair values were determined using the market valuation.

Associated Hational Trada Fair Swap Term Countarpany

Bond lssuwao Amourts Dt Tarms Values Diata Cralit Rating

BEAT Series 5 28.317,795 122008 Pay 4. 46%, mosive B8% one-  § (ZAST BN 18207 BEAT, A1ihia+
2008 moflh LIBOR + 1.628%

EBAT Senas 4,280 360 1ZMTR2010 Pay 391%, receive 58% dna {191.384) 152017 BBAT AVAIA
2010 marth LIBOR & 1 6255

Credit nsk — The Commission's counterparties may become unable to meet their obligations
under the swap agreement, The counterparty for the Commission's swa ps is BB&T. As of June
30, 2012, the Commission was not exposad o credit risk with respect 1o termination payments
as all of its swap agreements had negative fair value on this date. However, should interest
rates change such that the fair value of the swap becomes positive, the Commission would be
exposed 1o credit risk in the amount of the swap's fair value. The swap agreements do not
contain any collateral agreements with the counterparties.

Termination risk — The Commission or the counterparties may terminate the swap at market
value if the other party fails to perform under the terms of the contract. If any of the swaps are
terminated, the associated variable-rate bonds would no langer carry synthetic interest rates,
Also, if at the time of termination the swap has a negatve fair value, the Commission would be
liable to the counterparty for a PFayment equal to the swap's fair value.

Interes! rafe nsk — The Commission is exposed fo interest rate on its pay-fixed, receive variable
interest rate swaps as the Commission's net payment increases as the LIBOR swap index
decreases,

Basis risk ~ The Commission is exposed o basis risk on its pay-fixed interest rate swaps
because the variable rate payments received an these derivative instruments are based on a
rate or index other than the interest rates the Commission pays on its hedged variable-rate debt,
which is remarketed monthly. Should the relationship between the floating rate received an the
swap and the floating rate paid on the bonds diverge from historical relationships, the
Commission pays more interest than originally anticipated. The Commission considered basis
risk when it structured its interest rate swaps and has experienced little basis risk over tlime.
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HOWARD COUNTY HOUSING COMMISSION
NOTES TO FINANCIAL STATEMENTS
June 30, 2012

NOTE 10 - DERIVATIVE INSTRUMENTS (CONTINUED)

Rolfaver risk — The Commission is exposed to rollover risk on hedging derivative instruments
that are hedges of debt that mature prier to the maturity of the associated debt. Both derivative
instruments expose the Commission to rollover risk in that the debt maturity date is January 25,
2035 while the swap termination dates are January 5, 2017 and December 5, 2017.

Markel-access risk — The Commission is exposed fo markel-access risk as an issuance of
refunding bonds related to the underlying debt is planned in the future. If at that time the
Commission is unable to enter credit markets, expected cosls savings may not be realized.

Foreign currency risk — The Commission is not exposed to foreign currency risk on its hedging
derivative instruments.

NOTE 11 — RETIREMENT PLAN

All County employees, except cenain policemen and firemen, participate in the Howard County
Employees Retirement Plan (Retirement Plan) which was established July 1, 1995. The
Retirement Flan is a single-employer defined benafit public employee retirement plan
administered by the County. The Plan was established, is operated, and may be amended
under the provisions of the Howard County Code, Sections 1.400 and 1.401 to 1.478,

The Retiremen! Plan provides retirement benefits, as well as death and disability banafits and
cost-of-living adjustments. Participants attaining the age of 62 who have completed two vears of
eligibility service and the sum of attained age in whole years and years of eligibility service
equal at least 67, or participants who have completed 30 years eligibility service, are entitled fo
a narmal refiremeant benefit, Employees are required to contribute 2% of annual compensation
plus 2% of annual compensation exceeding the Social Security Taxable VWage Base. The
County funds the remainder of the cost of its employees' participation in the Retirement Plan at
rates determined actuarially that are sufficient to accumulate sufficient assels to pay benefits
when due. All full-time and permanent part-time employees must be members of one of the
plans.  All employees hired after July 1, 1995 must enroll in the Retirement Plan. The
Retirement Plan issues separate audited financial reparts which may be obtained by writing to:
Howard County, Maryland, Director of Finance, 3430 Court House Drive, Ellicott City, Maryland
21043

The Commission's 2012 reimbursement to the County for retirement benefits was 5265 566,
NOTE 12 - OTHER POSTEMPLOYMENT BENEFITS

The Commission participates in the Howard County, Maryland Post-Retirement Medical Plan
{the Plan), a cost-sharing multiple-employer defined benefit post employment healthcare plan
administered by the Howard County Government {the County). The Plan provides medical and
life insurance benefits to retired employees of participating governmental entities. The County
isgsues a publicly available financial report that includes financial statements and required
supplementary information for the Plan.
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HOWARD COUNTY HOUSING COMMISSION
NOTES TO FINANCIAL STATEMENTS
June 30, 2012

NOTE 12 - OTHER POSTEMPLOYMENT BENEFITS (CONTINUED)

Costs and related liability, if any, are recorded by the County. The County's annual OPEB cost
{expense)} is calculated based on the annual required contribution of the employer (ARC), an
amount actuarially determined in accordance with the parameters of GASE Statement No. 45,
The ARC represents a level of funding that, if paid on an ongeing basis, is projected 1o cover
normal cost each year and amortize any unfunded actuarial liabilities (or funding excess) over a
period not fo exceed thity years, Data conceming the ARC specifically applicable to employees
of the Commission are not available. There are no separate financial statements for the Plan,
but additional information regarding the plan is available in the County's Comprehensive Annual
Financial Report, which may be obtained by writing to the Howard County Government, 2430
Courthouse Drive, Ellicott City, MD 21043, or by calling 410-313-2195,

NOTE 13 - DEFERRED COMPENSATION PLAN

The County has made available deferred compensation plans to all its employees. The plans
were established in accordance with Internal Revenue Code Section 457. A deferred
compensation plan offers employees an opportunity to defer a portion of their salary, along with
the related income taxes, until future years. The defared compensation funds are not available
to employees until termination, retiremeant, death, or unforeseeable EMargency

Additional information regarding these plans is available in the County's Comprehensive Annual
Financial Repart. which may be obtained by writing to: Howard County, Maryland, Director of
Finance, 3430 Court House Drive, Ellicott City, Maryland 21043

NOTE 14 - ECONOMIC DEPENDENCY

The Commission received approximately 34% of their total revenue in fiscal year 2012 from tha
LS. Department of HUD,

NOTE 15 - RISK MANAGEMENT

The Commission is exposed to various risks of loss related to torts: theft of, damage to, and
destruction of assets; erors and omissions; injuries to workers; and natural disasters. The
Commission is covered under the County's self-insured risk management pregram, and varous
insurance policies paid by the Commission. The County's risk financing techniques include a
combination of risk retention through self-insurance and risk transfer through the use of a risk
pocl and commercial insurance, The County has established two internal service funds fo
account for and finance its uninsured risks of loss. The County's Employee Benefits Fund
provides full coverage for employee benefits and long-term disability claims. The County’s Risk
Management Fund provides coverage up to a maximum of $1,000,000 for each liability claim,
5100,000 for each property damage claim, and $500,000 for each worker's compensation claim.

The County belongs to the Local Government insurance Trust (LGIT), a municipal pool which
pravides insurance for claims in excess of coverage provided by the County's Risk Management
Fund. The County participates in the Trust in the areas of excess property, general and
aulomobile  liability coverage. Commercial insurance is purchased for excess workers'
compensation, boller and machinery and commercial crime coverages.
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HOWARD COUNTY HOUSING COMMISSION
NOTES TO FINANCIAL STATEMENTS
June 30, 2012

NOTE 15 - RISK MANAGEMENT (CONTINUED)

The LGIT is a total risk and cost-sharing pool for all participants. In the event that the Trust's
General Fund falls into a deficit that cannot be satisfied by transfers from the Trust's capital and
surplus accounts, the Trustees shall determine a method to fund the deficit. The Trust
agreement empowers the Trusless to assess an additional premium to each defict-year
participant. Debt issues could also be used to fund a deficit.

Premiums are charged to the General Fund, with na provision made for claim liability in addition
to premiums, unless an assessment is made by the Trust. There have been no assessments
during the period ended June 30, 2012 and the amount of settlements has not exceeded
coverage for each of the past three years. The Commission makes payments to the County's
Internal Service Fund based on a combination of actuarial estimates and historical cost
infarmation in amounts needed to pay prier and current year claims and to establish a reserve
for future claims andior catastrophic losses. The Commission has paid 338,630 for the risk
management program for the period ended June 30, 2012,

Additional information regarding the County's risk management programs is available in the
County’s Comprehensive Annual Financial Repor, which may be obtained by writing to: Howard
County, Maryland, Director of Finance, 3430 Court House Drive, Ellicatt City, Maryland 21043,

NOTE 16 —- COMMITMENTS AND CONTINGENCIES

The Commission entered into ground lease agreements as lessor with several limited
partnerships that have constructed or are in the process of constructing rental home projects.
The terms of the leases vary from 55 years to 99 years with an annual rent of $1. The units
must be used for affordable housing and are subject to affordable housing requirements. If at
any time during the lease the affordable housing requirements are not met, the tenant is
deemed to be in default and the lease is voided,

PFrojact Crartes Lagsoe Torms
Crehard Grogsing TR ang Q0 Cressing Limied Rent to ba paid annualy ram cash
Aparimerds Faninership flow up bo $98.000, no aptian
Caloniad Landing (farmarky 2/B1685 Eliridga Apariments Rant 1o be paid annually from cash New
Elkridga Eigary Apatments) Limad Parir=rship up 1o 240000, aption o purchage
Fark View al Eficod City T H] S Ellicott City Limabed Mo rent, oplion o purchasa
Parinership
Salbouma House al Dorsey Halkl I0ROMSEE  Dorsay-Selboume Mo rent. gption {o purchase
Limiled Partnership
Hickory Ridge Place 10242002 Hickory Fidge Vitage LLLP  $530,000 rerd paid &t exacidian,
oplice o purchasa
Fark View al Snowden River 1WAI03  Snowden River LLLP 3550,000 pald a1 exerution,
cplion o purchase
Par Capital 22008 Port Capilal Vilage £1.00 annually, no apilan 1o purchase
Limited Pamtnership
Fatuzerd Squane (residantial] 1W3IN2008  QDC Residential Limited $45.000 armualy, deferred for 20 VAAME
Parirarshin
Paluxent Square (ralad) 1W31E006  ODC - Hetail, LLC 200000 annually, dafered for 20 years
Fark View at Emarson 12282007  Emersan LLLP Mo renl, aptian 1o purchase
Residences &l Elicod Gandana EMA00E Fesicancas at Elbcolt b ram, aplian ta purchate
Giardens LLC
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HOWARD COUNTY HOUSING COMMISSION
MNOTES TO FINAMNCIAL STATEMENTS
June 30, 2012

NOTE 16 - COMMITMENTS AND CONTINGENCIES (CONTINUED)
Grants

The Commission receives grant funds, principally from HUD, the State and County for various
housing programs. Expenditures from certain of these funds are subject to audit by the grantor,
and the Commission is contingently liable to refund amounts received in excess of alicwable
expenditures. In the opinion of the Commission's management, no material refunds will be
required as a result of expenditures disallowed by the grantors.

Department of Housing and Community Development of the State of Maryland Loans

Since the Commission’s inception, the Department of Housing and Community Development of
the State of Maryland has provided $9,856,422 in non-amortizing leans which are intended to
be outstanding in perpetuity, provided that the Commission continues to meet cerain
conditions; however, the entire principal balance of the loans, together with all deferred inferest,
shall become due and payable on the occurrence of any of the following: (a) the project
properiies are no longer being used as rental housing for eligible houssholds, (b} the
refinancing, sale, transfer, or conveyance of the project properties, (c) any encumbrances of the
praject properties without the prior written consent of the Depariment of Housing and
Community Development of the State of Maryland, and (d) various other default provisions.
Management beleves that the Commission is in compliance with the loan provisions and no
manies are due under the loan agreements.

NOTE 17 - RELATED PARTIES

The Commission is a discretely presented component unit of the County. Since the
Cammission's inception the County has provided full staff support fo the Commission, for which
the Commission reimburses the County for staff salary and benefits. During fiscal year 2012, the
County has forgiven a porion of the costs that have been accumulating related to salary and
benefits for fiscal years 2011 and 2012, The total forgiveness of debt amounted to $3,738,.954.

NOTE 18 - SUBSEQUENT EVENTS

Subsequent fo year end, the Commission received approximately 6.3 acres of land, including
buildings and improvements, donated by ATAPCO HS Acquisitions on September 10, 2012,
The donation is subject to the Moderate Income Housing Unit Declaration of Covenants and
Reastrictions and is valued &t 52,550,000

The Commission also received approximately 58 acres of land. including buildings and
improvements, denated by ATAPCO HS Acquisifions on September 24, 2012, The donation is
subject to the Moderate Income Housing Unit Declaration of Covenants and Restrictions and is
valued at 51,600,000

The Commission expects to complete the issue Series 2012 Refunding Bonds related to the
Columbia Landing project.  The 2012 Series A bonds with an estimated par value of
$31,125,000 would refund the current BBAT Series 2009 and Series 2010 bonds outstanding
($30,654,227). The 2012 Series A bonds are expected to be issued as floating rate notes and
the Commission will enter info an interest rate swap. The 2012 Series B bonds with an
estimated par value of $3,140,000 are expected to be issued as taxable fixed rate bonds. The
refunding should provide the Commission with significant cost savings. The Commission
expects 1o complete the issue in November 2012,

This infarmation is an integral part of the accompanying financial statements.
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