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| am pleased to present the 1981
Annual Report of the Pennsylvania
Housing Finance Agency (PHFA).

Because the Housing Finance
Agency is able to offer lower inter-
est loans, it helps to make decent
housing available to elderly and
lower income families who might
otherwise be unable to afford it.
The Agency's ability to structure
and market tax-exempt bonds
helps to assure that investors will
continue to favorably receive PHFA
bonds.

Pennsylvania is a state rich in
natural, human, and economic re-
sources. Housing is a critical factor
in all of these areas. Through pru-
dent, careful development, the state
housing stock serves as a catalyst
that creates jobs, benefiting our
communities and preserving our
natural heritage.

As [ outlined in my housing
policy in March of this year, | ex-
pect PHFA will continue to play a
significant role in the financing,
not only of new developments, but
of older buildings that can be reha-
bilitated into good, adequate shel-
ter. It is particularly rewarding to
me that several of the Agency's
developments are historic struc-

A Message from the Governor

tures. Through its efforts, PHFA
has assured these buildings will
continue to play a useful role in the
Commonwealth.

As we continue to seek decent
affordable homes for all Pennsyl-
vanians, [ am happy to receive this
1981 Annual Report.

Dick Thornburgh
Governor
|




The Board of Directors of the Penn-
sylvania Housing Finance Agency
can present with pride this 1981
Annual Report. During this past
year, a turbulent financial market
and unprecedented high interest
rates have made the task of provid-
ing decent housing for lower-
income Pennsylvanians more diffi-
cult than ever before. PHFA has
been a match for the task.

By careful analysis of the fi-
nancial markets, PHFA has been
able to issue its securities in favor-
able periods. Thus, the Agency has
been able to raise capital on a
timely basis to finance housing for
the Commonwealth's lower-income
citizens.

With the issuance of Gov.
Thornburgh's State Housing Policy
in March 1981, PHFA's role has
taken on an added dimension.
PHFA now has a framework within
which it can equitably share its
finite resources throughout Penn-
sylvania thereby ensuring that all
citizens have a chance to share in
the Agency's programs.

And, as PHFA is an integral
part of Governor Thornburgh's
Housing Policy, its future activity
can be expected to grow.

PHFA's board realizes that the
difficulties we have faced and over-
come are not the only challenges
with which we will be faced. Ever
increasing costs of construction,
the decline of the present housing

A Message from the Chairperson

stock, high interest rates and gen-
eral inflation cannot be dealt with
in a short period of time. But we
have played an important part in
attracting investment in Pennsyl-
vania, and enabling better housing
to be built at no cost to the state
taxpayers. Through our bond sales
we are able to finance subsidized
housing that is comparable to any
in the nation.

The Pennsylvania Housing Fi-
nance Agency owes a great deal of
appreciation to Gov. Thornburgh'’s
administration, the General As-
sembly and the people of the state.
As Chairperson of the Agency, I
pledge that we will continue to
operate in an effective, compas-
sionate manner for the benefit of
our citizens.

Shirley M. Dennis
Chairperson

From the time it was created by the
State Legislature in 1972, the Penn-
sylvania Housing Finance Agency
has sought to provide good, afford-
able shelter to the Commonwealth’s
citizens. That goal is more than
empty words; it is the standard by
which the Agency measures its
success. Applying that standard,
1981, a bad year generally for
housing, has been a successful one
for PHFA.

By the end of the 1981 fiscal
year, June 30, 1981, PHFA had fi-
nanced $529,212,741 in low in-
come mortgages under strict guide-
lines. These mortgages have pro-
vided the funds that have built 193
multi-family developments in 137
municipalities across the State.
Because of this, more than 23,000
elderly persons, lower income fam-
ilies and handicapped individuals
are offered the opportunity to live
in decent, safe and clean dwellingds
that they could not otherwise af-
ford.

Most of the Agency's develop-
ments are eligible for Federal Sec-
tion 8 rental assistance. This pro-
gram allows tenants to pay only a
quarter of their income for rent,
and assurance to PHFA investors
that rental income will be available
for mortgage repayment.

Careful underwriting, exact-
ing technical requirements, high
quality construction inspection,
continual monitoring of on-going

A Message from the Executive Director

management after construction are
some factors that guarantee resi-
dents of PHFA-financed develop-
ments good places to live. All this
contributes to a portfolio of solid,
substantial housing units that will
endure.

This Annual Report reflects
some of the reasons why PHFA
can be numbered as one of the
leading housing finance agencies
in the nation. Its production and
financial record are the result of an
active and involved Board of Direc-
tors, a commitment by the Admin-
istration to housing, great interest
by the State Legislature, and finally,
a highly professional staff.

Karl C. Smith
Acting Executive Director




The Pennsylvania
Housing Finance Agency
has been a major force
in housing delivery

for the Commonwealth's
senior citizens since

its creation in 1972,
Agency financed high-
rise apartments are
homes for more than
ten thousand older
persons in the state.

1981—The Year in Review :

During the past year, the supply of well designed and soundly built sub-
sidized apartment developments has grown significantly because of the
strength of the Pennsylvania Housing Finance Agency. By issuing
$63,040,000 of long term bonds and $100,425,000 of short term notes
in fiscal year 1981, PHFA has been able to finance more than 2700 units
in 32 communities of the Commonwealth.

As an independent Agency of the State Government, PHFA func-
tions much like a private financing corporation to meet a public put-
pose: helping the housing needs of lower income households, elderly
persons and handicapped individuals. It makes low interest loans avail-
able to qualified nonprofit and limited dividend sponsors to rehabilitate
or build rental apartment developments.

PHFA mortgages are made for both construction and permanent
financing requirements of rental developments. Up to 100 percent of a
project’s development costs may be lent to nonprofit sponsors while
limited dividend sponsors may borrow up to 90 percent.

Although the Agency was created by the State Legislature and de-
pends upon that body for continuing support, it does not receive any
state tax revenues for its operations. Rather, PHFA raises money through
the sale of mortgage revenue bonds and notes to private institutions and
investors. These bonds and notes are exempt from federal income taxes.
As a result of this tax exemption, PHFA can lend the proceeds of its bond
and note issues at lower than conventional mortgage rates.

Security for PHFA bonds comes in the form of the rent collected
from the apartments financed. Each mortgage loan also represents a first
lien on the development. Reserve funds for the developments provide
additional security.

Most residents of PHFA-financed developments receive housing
subsidies from the federal government. The Section 8 Rental Assistance
Program allows qualified tenants to pay a smaller portion (no more than
25 percent) of income for rent with any remaining rental charges paid
by the federal government.

Applications by sponsors for PHFA loans are reviewed to determine
the quality of the site and the need for subsidized housing in the area. To
encourage as wide a range of sponsors as possible, this “site and market”
review is given paramount consideration in PHFA's selection of applica-
tions for processing. As applications are processed other factors are
naturally considered.

Some factors are:

* Financial feasibility—each PHFA-financed development must
be self-supporting.

* Professional qualifications of the sponsors’ development team
to insure sustained, competent construction and management,

* Building design and construction—PHFA wants its develop-
ments to be safe, attractive and desirable dwellings.

* Conformity to local land-use requirements. Before closing a

Maintenance and security are of con-
stant concern at PHFA developments. Such
attention to detail assures that projects
will be enduring structures.



Victoria Village in
Allentown is a PHFA
financed substantial
rehabilitation develop-
ment. This project

has helped spark new
residential and com-
mercial development in
a formerly blighted
inner city area.
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loan, PHFA requires that a development meet municipal zon-
ing regulations and comply with state building codes.

The Agency and Its Programs

The complex nature of housing finance, underwriting, design, construc-
tion and management requires a dedicated professional staff of experts
from many fields. To better deliver good housing to the citizens of Penn-
sylvania, the Agency's staff is organized into several divisions with spe-
cialists in the fields of finance, law, market analysis, endineering, archi-
tecture, cost estimating, housing management, construction inspection,
insurance, affirmative action and mortgage servicing.

The Executive Division is responsible for the overall management
of the Agency including personnel, public information and legislative
affairs.

The Affirmative Action Division is responsible for equal opportu-
nity programs, affirmative action, prevailing wage compliance and fair
housing practices. The Development Division is primarily responsible
for site location and market review, program research, program im-
plementation, feasibility analysis and mortgage underwriting. The Tech-
nical Services Division is responsible for working with mortgagors,
architects, and contractors concerning architectural requirements, con-
struction cost estimates, and engineering-related functions. The Con-
struction Division is responsible for inspecting the developments during
the construction and guaranty periods and for reviewing and approving
contractor’s cost certifications. The Mortgage Servicing Division's respon-
sibilities include over-all supervision of disbursements of loan proceeds
under all of the Agency's programs. The Management Division's respon-
sibilities include overseeing rental, occupancy, and maintenance of
housing developments. The Finance Division maintains the financial
records of the Agency, supervises the custody, investment and disburse-
ment of Agency funds, maintains the escrows for Agency developments
and has general responsibility for the servicing and payment of Agency
bonds and notes. The Legal Division is responsible for closing the
Agency's mortgage loans and serving as counsel to the Agency with
respect to certain legal matters.

Substantial Rehabilitation

PHFA has a commitment to the Commonwealth to insure that its archi-
tectural and community heritage is preserved. As part of this com-
mitment, it encourages sponsors to submit applications for substantial
rehabilitation of older existing buildings for use as housing. Across
Pennsylvania there is an abundance of architectural variety that often
dates from colonial days. Although much of this housing has fallen into
disrepair and has been demolished, a good deal remains, a wealth of
potential housing units. Through its unique ability to finance otherwise
prohibitively expensive rehabilitation projects, PHFA has been a positive

Half of Pennsylvania's housing stock

is more than half-a-century old. By
applying modern rehabilitation methods
to older buildings, PHFA-financed
developments offer excellent housing

to lower income residents while maintain-
ing the structure’s historic quality,



Student nurses from
nearby Pennsylvania
State University
regularly visit residents
of Philipsburg Manor,

a highrise apartment for
elderly citizens that
was financed by a PHFA
loan. Social services

are an important part
of Agency management
aclivities.

force in preserving not only individual older buildings, but in some
cases whole blocks of finely wrought older structures. This effort has
provided badly needed housing, and often proven the catalyst a com-
munity needed to reverse housing blight and community decay that
might have become irreversible without Agency assistance.

Social Services

As important as is the financing activity of the Pennsylvania Housing
Finance Agency, ongoing management of its completed developments
must be equally considered. The Agency's management staff starts
working with sponsors at the eatly stages of a development's processing
to insure that the development is run in a sound manner throughout
the life of the mortgage. Fiscal accountability, maintenance, tenant selec-
tion and property management are areas of primary consideration to
PHFA.

With more than 120 developments under management, PHFA has
realized a need to assist tenants in obtaining ordinary and special social
services. This need is beyond the bricks and mortar aspect of manage-
ment. Working with project managers and individual residents, the
Agency's Social Services Coordinator provides information to tenants on
available community services. Because many of the elderly tenants may
be unaware of services that are available to them, the Social Services
Coordinator often acts as liaison between PHFA developments and senior
citizen centers, meals on wheels, visiting nurse programs, etc.

Lasting Quality

“Decent, safe and sanitary housing" has been the hallmark of PHFA-
financed developments since its creation. But insuring that these words
become and remain a fact is no simple task.

An added dimension has been added to the Agency's on-going
management oversight in the form of a maintenance coordinator. Peri-
odic inspections of completed developments for proper care and main-
tenance of physical aspects of the actual structure for any latent defects,
not only assures the Agency that its buildings are in good condition, it
can also alert owners to potential problems that might otherwise go un-
noticed. This attention to detail gives PHFA-financed developments a
standard of quality that benefits owners, management agents and, most
important, residents.

Qutreach

Despite an excellent record of employment of women and minority citi-
zens by PHFA, the Agency has constantly sought to improve its outreach
to non-traditional members of the development community. Reflecting
this commitment to serve as wide a constituency as possible, the Agency

Compassion and understanding are as
important in creating a lasting development
as the bricks and mortar that went into
its construction.




Secretary Shirley

M. Dennis, PHFA Chair-
person, was keynote
speaker at the Outreach
Conferences held by
the Agency in Philadel-
phia and Pittsburgh,
Encouraging women and
minority businesses

to participate in

the development busi-
ness is an Agency
priority that will con-
tinue as new proj-

ects are completed.
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Board urged the PHFA staff to increase efforts to attract women and
minority sponsors, attorneys, architects, contractors and property man-
agers as clients.

To implement this goal, PHFA hosted two outreach conferences in
fiscal year 1981. More than 300 participants attended meetings that
were held in Philadelphia and Pittsburgh. Staff specialists presented
each aspect of the Agency's program to the attendees, many of whom
have responded positively to this information.

Supplementing this effort has been a continuing information pro-
gram to minority and female managed firms, participation at workshops
for handicapped persons and constant monitoring of Agency business to
insure that PHFA is an Agency that is available to all persons. The Board
of Directors’ interest in this important area will remain a staff priority.

The Future

The Pennsylvania Housing Finance Agency intends to remain a major
force in the Commonwealth's housing future. Through its financial
stability, its proven performance and its history of excellence, it antici-
pates an even stronger housing role in years to come. Its various pro-
grams, its commitment to fair housing practices and sound shelter and
its strength as an institution to better the state's housing stock make it a
force that can produce remarkable results in the future. The dedication
of PHFA to improve housing will be matched only by its performance in
meeting that goal.

Agency sponsored training sessions offer
property managers regular opportunities to
explore new management methods,

share experiences and discuss problems.
Residents receive direct benefits from
such seminars in the form of more effec-
tively managed developments,

11



Having a good place to
live is important to
persons of all ages. Liv-
ing in a good place is
itself a reason to cele-
brate. Residents of
PHFA developments
create a genuine com-
munity and a good
place to live.
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Dechert Price & Rhoads
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First Pennsylvania Bank, N.A.
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Company

Hamilton Bank
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Continental Illinois National Bank &
Trust Co.

Cumberland County National Bank

Dauphin Deposit Bank and Trust Co.
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First Pennsylvania Bank, N.A.

Hamilton Bank

Home Unity Savings and Loan
Association
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Company

Mellon Bank, N.A.
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New World National Bank

Philadelphia National Bank

Pittsburgh National Bank

Provident National Bank
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The Pennsylvania
Housing Finance Agency
has used its resources
to finance more than
23,000 apartment units
in 193 develop-

ments across the Com-
monwealth. Today

the Agency is financially
strong, professionally
managed and prepared
to meet the housing
challenges of the future.
Providing financing

for decent, safe, ade-
quate housing for
elderly persons, handi-
capped individuals

and families of lower
income will remain

the measure of PHFA's
success.
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Accountant’s Report
Pennsylvania Housing Finance Agency

To the Members of the -
Pennsylvania Housing Finance A’géhcy_s

We have examined the balance sheets of the Pennsylvania Housing

Finance Agency as of June 30, 1981 and 1980, and the related state-

‘ments of revenues, operating expenses and changes mfund ‘balances
and changes in financial position for the yeats then ended. Our exami-.

nations were made in ,acc.ordan"ce_'.-With-.‘g_éﬁ'eraliv:- accepted auditing stan-
dards, and accordingly included su

circumstances,

In our opinion, the aforementioned financial statements present fairly
the financial position of the Pennsylvania Housing Finance Agency at
June 30, 1981 and 1980, and the results of its operations and changes
in its financial position for the years then ended, in conformity with gen-
erally accepted accounting principles applied on a consistent basis.

PEAT, MARWICK, MITCHELL & CO.

Harrisburg, Pennsylvania
September 25, 1981, except as to note 10,
which is as of October 20, 1981

_ ed such tests of the accounting records
and such other auditing procedures as we considered necessary in the




Balance Sheets

‘Pennsylvania Housing Finance Agency
June 30, 1981 and 1980

1981 T
Rental Combined T Rental Combined
Housing Total- Housing Total:
General Construction Program Memorandum General Construction Program Memorandum
Fund Loan Fund Group Only Fund Loan Fund Group Only

Assets CSil) :
Investments and cash (note5) . .. ..... ..., .. S 21,386,090 65,019,077 219,520,071 305,925,238 15,572,600 67,350,058 180,428,267 263,350,925
Mortgage loans receivable (note6) .. .. ... ... 862,054 - 264,119,437 264,981,491 916,497 - 207,724,968 208,641,465
Construction advances (note6) ..., .., ... ., — 64,366,945 115,870,558 180,237,503 — 53,715,440 90,466,801 144,182,241
Deferred and other assets (note8) . ..... ... . 671,247 74,767 10,868,637 11,614,651 639,642 333,086 10,885,569 11,858,297
Diefromother fuids S iEl S e s e 345,863 — — 345,863 A 2] 2y I}

S 23,265,254 129,460,789 610,378,703 763,104,746 17,128,739 121,398,584 489,505,605 628,032,928
Liabilities and Fund Balances
Notes payable (note 7). . .. ..o oo S — 120,920,031 44,502,304 165,422,335 =2 111,875,730 i, 111,875,730
Accrued interestpayable . ... ... ... ., - 2,820,092 12,298,625 15,118,717 ALy 2,710,494 8,435,630 11,146,124
Accounts payable and accrued expenses . . . . . 1,927,096 — 148,474 2,075,570 367,151 108,101 261,861 737,113
Other liabilities . . ..., .. .. .. AN SRR S 96,452 1,399,689 15,022,424 16,518,565 20,458 2,710,763 12,039,798 14,771,019
Bonds payable (note 8) . .. .o — — 514,839,300 514,839,300 — — 454,480,955 454,480,955
Duie to ot He e nd s S e e W Rt s — — : 345,863 345,863 e = — —

FTOTe 1 ra b1 e ST N S A R, 2,023,548 125,139,812 587,156,990 714,320,350 387,609 117,405,088 475,218,244 593,010,941

Fund balances (note 8) . . .. ... cvvvn s 21,241,706 4,320,977 23,221,713 48,784,396 16,741,130 3,993 496 14,287,361 35,021,987

$ 23,265,254 129,460,789 610,378,703 763,104,746 17,128,739 121,398,584 489,505,605 628,032,928

See accompanying notes to financial staterments.




Pennsylvania Housing Finance Agency
Years ended June 30, 1981 and 1980

Statements of Revenues, Operating Expenses and Changes in Fund Balances

1981 i 1980
Rental Combined - Rental Combined
Housing Total- ‘Housing Total:
General Construction Program Memorandum General Construction Program Memorandum
Fund Loan Fund Group Only Fund Loan Fund Group Only
Revenues:
Interest income:
Investments (note5) . ................ S 1,910,832 7,174,517 22,815,935 31,901,284 1,314,240 6,615,047 18,933,956 26,863,243
Mortgage loans receivable (note 6) .. ..., . 57,847 — 18,139,292 18,197,139 57,107 — 15,451,255 15,508,362
Construction advances (note6). . . .. ... .. — 4,039,260 8,977,352 13,016,612 s = 4,534,898 5,929,699 10,464,597
Total interestincome . .. .. ....... 1,968,679 11,213,777 49,932,579 63,115,035 1,371,347 11,149,945 40,314,910 52,836,202
Fees, charges and otherincome . ... ....... 5,312,376 - — 5,312,376 5,003,068 - — 5,003,068
Total revenues. ., . ............. 7,281,055 11,213,777 49,932,579 68,427,411 6,374,415 11,149,945 40,314,910 57,839,270
Operating expenses:
Interest on notes (note'7) . . ... ........... — 8,550,482 2,489,801 11,040,283 = 7,605,977 = 7,605,977
Interest on bonds (note8) ... ............ — — 37,784,948 37,784,948 - — 31,340,507 31,340,507
Salaries and related benefits. . .. . ... ...... 2,746,030 = 3 2,746,030 2,242,219 = — 2,242,219
Other general and administrative , . . .. ... .. 1,436,939 e == 1,436,939 1,158,832 — — 1,158,832
Provision for potential loan [osses (note 6) . . . . — — 1,656,802 1,656,802 20,000 55,000 1,250,000 1,325,000
Total operating expenses . .. ..., .. 4,182,969 8,550,482 41,931,551 54,665,002 3,421,051 7,660,977 32,590,507 4‘3,672,535
Excess of revenues over
operating expenses . .......... 3,098,086 2,663,295 8,001,028 13,762,409 2,953_.364 3,488,968 7,724,403 14,166,735
Interfund transfers (notes4 and 8) . .. .. .. .. 1,402,490 (2,335,814) 933,324 —= 3,742,547 (3,427,404) (315,143) -
Fund balances at beginning of period . , . . . . . 16,741,130 3,993,496 14,287,361 35,021,087 10,045,219 3,931,932 6,878,101 20,855,252
Fund balances at end of period. . . . . $ 21,241,706 4,320,977 23,221,713 48,784,396 16,741,130 /3,993,496 14,287,361 35,021,987

See accompanying notes to financial statements
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Pennsylvania Housing Finance Agency
Years ended June 30, 1981 and 1980

Statements of Changes in Financial Position

See accompanying notes to financial staternents.

i
Rental Combined iH Rental Combined
Housing Total- Housing Total-
General Construction Program Memorandum General Construction Program Memorandum
Fund Loan Fund Group Only Fund Loan Fund Group Only
Sources of funds;
From operations:
Excess of revenues over operating
eXpenses Sy Il Rl R e L] S 3,098,086 2,663,295 8,001,028 13,762,409 jl 2,953,364 3,488,968 7,724,403 14,166,735
Items which do not use (provide) funds: [
Provision for potential loan losses . . ., . . . P — 1,656,802 1,656,802 . 20,000 55,000 1,250,000 1,325,000
Amortization of investment premium |
and accretion of discount, net . ... ... . 40,807 502,710 1,088,464 1,631,981 f 26,631 274,965 675,823 977,419
Amortization of defetred revenue ., . ., . . — — = = (' (21,973) = - (21,973)
Funds provided from operations . . . . 3,138,893 3,166,005 10,746,294 17,051,192 } 2,978,022 3,818,933 9,650,226 16,447,181
Intertunditransiera st aN U S o) 1,402,490 (2,335,814) 933,324 — L 3,742,547 (3,427,404) (315,143) o
Bond proceeds, net ... ... ........ SRS — — 61,854,970 61,854,970 i el L 61,511,485 61,511.485
Mortgage principal payments . .. . . . VAR ACE S 54,007 63,490 1,394,976 1,512,473 | 35,434 157,937 830,209 1,023,580
Mortgages permanently financed . . ... ... ... ) 37,251,274 s 37,251,274 [ s 55,632,808 iy 55,632,808
Change in: '
Investments, net of premium and [
discotiiifFandicash e eSS = 2,324,494 — 2,324,494 Ll L Lo AL
Dueitolother fihds s - — 345,863 345,863 ' 2,117,000 = L 2,117,000
N Otes DAy A e IR - 8,548,078 44,385,771 52,933849 =X S i =
Accrued interest payable .. ... ... ... .. .. — 109,598 3,862,995 3,972,593 ’ 0 911,362 696,483 1,607,845
Other assets and liabilities, net . ... . ... ... 1,575,428 S 2,514,763 4,090,191 J 2l o 3,764,554 3,764,554
Lotal - e e W 5 $ 6,170,818 49,127,125 126,038,956 181,336,899 ; 8,873,003 57,093,636 76,137,814 142,104,453
i
Uses of funds: :
Investment in construction advances and [
mortgage loans receivable .. .......... .. S — 47,966,269 84,913,612 132,879,881 ‘i = 27,079,792 61,554,570 88,634,362
Payment of bond principal . . ... ... .. ..., . — — 1,951,000 1,851,000 [ = ily 1,237.000 1,237,000
Change in: {
Investments, net of premium and .
discount,and’cash vy el g 5,824,955 = 39,174,344 44,999,299 | 8,675,887 21,919,622 13,346,244 43,941,753
Duetromiotherftds iRl E i e 345,863 — — 345863 | cal 2,117,000 == 2,117,000
Notes:pavablesm o lie s o — — - = '. AL 4,942,148 1h 4,942,148
Other assets and liabilities, net . . ... .. ... . — 1,160,856 i — 1,160,856 | 197,116 1,035,074 = 1,232,190
T T T e — ——— | Sl Plriti PR el Ty MR e
1¥s{ Do SRR D oS e (st 8 6,170,818 49,127,125 126,038,956 181,336,899 5 8,873,003 57,093,636 76,137,814 142,104,453
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Notes to Financial Statements

Pennsylvania Housing Finance Agency
June 30, 1981 and 1980

(1) Ruthorizing Legislation

The Pennsylvania Housing Finance Agency is a body corporate and politic
created by the Housing Finance Agency Law, Act of December 3, 1959, P.L,
1688, as amended. Pursuant to the Act, the Agency is authorized and em-
poweted, among other things, to finance the construction and rehabilitation of
housing units for sale or rent to low and moderate income persons and families
or the elderly. Bonds and notes issted under the provisions of the Act are not a
debt or liability of the Commonwealth of Pennsylvania or any of its subdivi-
sions or a pledge of the faith and credit of the Commonwealth of Pennsylvania
ot of any of its political subdivisions.

On April 7, 1976, the Pennsylvania General Assembly amended the Act
to, among other things, limit the making of mortgage loans under the Rental
Housing Program only to those made in conjunction with present and future
federal housing assistance programs; prohibit the Agency from issuing bond
anticipation notes except to renew outstanding bond anticipation notes; and
subject the issuance of bonds and notes to the written approval of the Governor.

(2) Description of Fund Groups

(a) General Fund

The General Fund is utilized to record certain loan origination fees, service
charges and revenue from investments not otherwise pledged for the repay-
ment of notes or bonds in the other funds. All expenses of the Agency are re-
corded in this fund except interest and provisions for potential loan losses
which are charged to the funds to which such expenses relate.

(b) Construction Loan Fund

The Construction Loan Fund is primarily utilized to account for transactions
related to the making of construction advances on developments insured by the
Federal Housing Administration. Also, these developments are generally sub-
Ject to permanent loan commitments from the Federal ot Government National
Motrtgage Associations.

(¢) Rental Housing Program Group

The Rental Housing Program Group is utilized to account for transactions re-
lated to construction, rehabilitation and permanent financing of multi-family
rental housing developments generally designed for low and moderate income
persons and families or elderly persons.

(3) Summary of Significant Accounting Policies

The major accounting principles and practices followed by the Adency are pre-
sented below to assist the reader in understanding the accompanying financial
statements:

(a) Fund Accounting
The accounts are organized on the basis of funds, each of which is a separate
accounting entity.
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(b) Investments

Investment securities consist of collateralized certificates of deposit, savings
accounts, U.S. Government securities and U.S. Government securities held
under repurchase agreements, and are carried at amortized cost.

(c) Mortgage Loans and Construction Advances

Mortgage loans and construction advances are carried at amounts advanced
plus accrued interest and fees, less collections and allowance for potential loan
losses, if any.

(d) Allowance for Potential Loan Losses

The allowance for potential loan [osses is determined based upon
management's evaluation of the loan portfolio. Additions to the allowance are
made by charges to operating expense.

(e) Loan Interest and Fees

Loan financing fees, service fees and interest charges on construction advances
during the construction period are generally capitalized as part of the loan. Loan
origination financing fees, which range from 0.75% to 1.5% of the loan com-
mitment, are recoghized as income at the date of initial mortgage closing. Other
financing fees in excess of the loan origination fee are recognized on a straight-
line basis over the estimated construction period.

(f) Mortgage Origination Costs

Costs related to investigations, sutveys, appraisals and other matters pertaining
to the evaluation of mortgage loan proposals and construction advances are
charged to operations in the General Fund as incurted.

(4) Interfund Transfers

The Agency makes fund balance transfers from the Construction Loan Fund
and Rental Housing Program Group to the General Fund to the extent that such
fund balances and the related assets are not required to meet the Agency's debt
obligations. The amounts transferred result from the Construction Loan Fund
earnings in excess of the note interest and other related expenses, The transfers
are made after the construction loans are permanently financed and the notes
are redeemed. Transfers from the Rental Housing Program Group tesult primar-
ily from excess earnings in that fund.

In July 1980, the Agency, in accordance with the trust indenture related to
Bond [ssue I, transferred $1,460,000 from the General Fund to the Rental
Housing Program Group for establishment of the Issue [ Special Sub-Account,
The assets in this account are reserved for the payment, if required, of Bond
Issue | principal or interest.
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Notes to Financial Statements (Continued)

(5) Investments and Cash

Substantially all investments of the Construction Loan Fund and Rental Hous-
ing Program Group are restricted for required capital reserve requirements,
payment of construction advances and payment of debt service on the related
notes and bonds. A summary of the combined totals of investments by matur-
ity distribution and the related market values follows:

; Jﬁne_SO. ;
1981 <l 1980
Amortized Market Amortized Market
cost value ~ cost value
U.S. Treastiry and government
agency securities:

Due within | year .. .. ... S 62,884,843 62,290,027 35,173,782 35,746,801
Duein 1=5vyears., . ... ..., 86,735,844 85,002,056 14,859,914 15,228,715
Dueinover&vyears . .. . .. 51,116,521 40,312,486 38,959,390 36,606,315

200,737,208 187,605,469 88,993,086 87,581,831

Collateralized certificates

of depositi 0y
Due within lyear ..., .. 78,490,000 78,440,000 132,556,852 132,566,852
Dueinover | year. .. .. ... 2,000,000 2,000,000 - -
80,440,000 80,440,000 132,556,852 132,556,852
Repurchase agreements ... .. 12,460,000 12,460,000 27,394,500 27,394,500
Cashand savings .. ...\ 1,551,715 1,551,715 6,278,169 6,278,169
Accrued interest receivable ., 10,736,315 10,736,315 8128318 8128318

$ 305,925,238 292,793,499 263,350,925 261,939,670

The Agency, as a condition for issuing Residential Development Bonds, Issue E,
purchased a securities option agreement from First Pennco Secu rities, Inc. (First
Pennco), which required First Pennco, at the Agency's option, to purchase
$51,200,000 of U.S. Government Securities at a guaranteed price. Since the
matrket value of the securities was below the guaranteed purchase price (and
the guaranteed purchase price was below cost) when the Agency liquidated its
investments to make required construction advances to developments financed
by the related bonds, the Agency has exercised its option to sell substantially
all the securities to First Pennco, Such sales resulted in a securities [oss at
June 30, 1980 of approximately $732,500, of which $576,000 was funded by
the related bond issue. The $576,000 was deferred and is being amottized over
the term of the bond issue (approximately 40 years). No further loss was in-
curred in the year ended June 30, 1981,

(6) Mortgage Loans Receivable and Construction Advances

The mortgage loans receivable and construction advances receivable are
secured by first mortgages on the related propetties, Construction Loan Fund
mottgage advances and commitments at June 30, 1981 are at interest rates
from 7.29% to 12.38% (7.00% to 12.38% at June 30, 1980). Rental Housing
Program Group mortgage loans are at interest rates from 6. 14% to 9.33% with
repayment terms of 18 to 45 years.

As of June 30, 1981 and 1980, undisbtirsed bond proceeds wete sufficient
to fund the Agency's outstanding mortgage loan commitments,
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Certain Rental Housing Program Group developments financed by the
Agency receive subsidies through various federal programs, while substan-
tially all construction advances recorded in the Construction Loan Fund are
insured by the Federal Housing Administration (FHA),

A summaty of Rental Housing Program Group Construction advances and
mortgage loans receivable as of June 30, 1981 and 1980 follows:

June 30, 1981 June 30, 1980
Mortgage Mortgage
Loans Construction Loans Construction
Recelvable Advances Recelvable Advances

Uninsured mortgage loans

secured by developments

which receive or will receive

rent or interest subsidies

from the U.S. government ., , . . $ 213,889,562 115,870,558 156,854,757 #9,200,049
Uninsured mortgage loans

recefvable secured by

unsubsidized developments: 55,729,875 - e 54,827,605 1,176,752
269,619,437 115,870,558 211,682 362 90,446,80]

Allowance for potential
J0aTTIosses NN HNINE 5,500,000 — 3,957,394

$ 264,119,437 115,870,558 207,724,968 90,446,801

Activity in the Agency’s allowance for potential loan losses on construction
advances and mortgage loans is summarized as follows:

Years ended June 30,

1981 1980
Rental Rental
Housing Housing
Construction Program Constriction Program
Loan Fund Grou?_ Loan Fund ~ Group "
BalanceatJuly 1 .. ... ..., 5 100,000 3,957,394 45,000 2,707,394
Pravision for polential
loan losses . . . ) 1 N — 1,656,802 55,000 1,250,000
100,000 5614, 196 100,000 3,957,394
Amounts charged off ... .. .. .. A _ 114,196 = —
Balance atJune30 , .., ., , .... S 100,000 5,600,000 100,000 3,957,384

(7) Notes Payable

The Agency issues various notes for construction financing which are secured

by the full faith and credit of the Agency, the underlying construction mort-

gage, the undisbursed note proceeds and by all funds received in repayment of
construction advances,

(a) Notes payable in the Construction Loan Fund at June 30, 1981 and 1980
are at interest rates of 4.50% to 10.00%. Principal payments are required
at note maturity. The scheduled ptincipal payments for all notes, which
mature at various dates through November, 1983 for each of the three
years ending June 30, 1982 through 1984 are $71,900,000, $33,715,000,
and $15,950,000, respectively.

(b) Rental Housing Program Group notes payable are at 5.75% and mature in
July, 1983,
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{ Notes to Financial Statements (Continued)

(8) Bonds Payable

Bonds have been issued to provide financing of mortgage loans under the Ren-
tal Housing Program. The bonds are direct and general obligations of the
Agency. The full faith and credit of the Agency are pledged for the repayment
of all the bonds issued. The bonds atre secured by:

(a) The mortgages securing mortgage loans made on the related permanently
financed developments;

(b) Most reventes, mortgage advance amortization payments and recovery
payments received by the Agency from mortgage loans made on perma-
nently financed developments; and

(¢) Certain funds and accounts established pursuant to the bond indentures
including the investment of the bond proceeds.

These security covenants, together with covenants in note payable agree-
ments, in effect make available all assets of all funds for debt-related purposes.
Bonds issued and outstanding are as follows:

Bffective Final Amount Oulstanding
Interest Maturity L June 30,
Isste Rate Date 1981 1980
Residential Development Bonds:
[ealig Avern et el v s ) 7.69% 2019 5 83,840,000 84,320,000
[55lee By AR R v D 6.69 2020 32,370,000 32,590,000
Issue 1977 (Refunding) . ......... 6.55 2023 90,355,000 90,880,000
Issue G 6.43 2020 24,180,000 24,350,000
Issue D &, 6.73 2021 82,495,000 83,000,000
Issue E 7.39 2022 23,000,000 23,000,000
Issue F 7.53 2022 60,500,000 60,500,000
Issue G . .. 721 2012 8,200,000 8,200,000
IssueH ... 7.54 2023 585,400,000 58,400,000
Issue | 926 2023 51,600,000 =
Section 23 Assisted Bonds:
Jostie 1977 A P RUS N S 5.68 1945 1,403,000 1,464,000
University Housing Bonds:
faste 1070 e s e 7.69 2007 2,400,000 2,400,000
Multi-family Housing Bonds
e T I TR s e ) 10.04 2023 11,440,000 —
527,193,000 466,104,000
Unamortized bond discount’, .o v oy i e e ~ (12,353,700) (11,623,045)

$ 514,839,300 454,180,955

Bonds maturing ten years and thereafter from the date of issuance are re-
deemable at the option of the Agency at prescribed redemption prices ranging
from 104% to 100% of the principal amount. Provisions of the bonds include
mandatory annual sinking fund payments to provide for redemption of the
term bonds.

Required principal payments related to the above bonds for the five years
ending June 30, 1982 through 1986 are $2,130,000, $2,778,000, $3,261,000,
$3,982,000 and $4,206,000, respectively.

Residential Development Bonds Issue 1977 were issued to defease the
Rental Housing Program Bonds 1976 Series A and 1975 Series A, The proceeds
of the new issue were used to purchase U.S. Treasury obligations sufficient to
pay the principal and interest, when due, on the defeased bonds. The U.S.
Treasury obligations were deposited with the trustee of the defeased bonds.

The Agency accounted for this transaction by removing the U.S, Treasury
obligations and liabilities for the defeased bonds from its records; the difference
between the carrying amounts of the new and the previously outstanding

26

bonds of $9,838,246 is reflected as a deferred asset net of $1,170,866 and
$858,807 in amortization in the accompanying June 30, 1981 and 1980 bal-
ance sheets and is being amortized over the term of the new issue using the
effective interest method. Economic benefits arising from the reduced debt ser-
vicing requirements of the new bonds are being passed through to mortgagors
whose loans secure the new bonds.

Terms of the refunding required the establishment of a “Development Re-
serve Account” in the Rental Housing Program Group. The account has been
established by the transfer of $1,400,000 from the General Fund assets and
fund balance to the Rental Housing Program Group. The assets of this account,
although held by the Agency, are pledged to the projects securing the new
bonds for the term of the developments' mortgage loans.

(9) Pension Plans

All employees are covered by a contributory pension plan. Employee con-
tributions of 2% of annual gross wages are combined with the Agency's con-
tributions to fund the benefits expected to become payable as determined by
actuarial valuation. Total pension expense for the years ended June 30, 1981
and 1980 was $208,198 and $174,542, respectively.

As of the latest actuarial valuation date, net plan assets available for the
payment of benefits exceeded vested benefits. A comparison of accumtlated
plan benefits and plan net assets for the Agency's defined benefit plan is pre-
sented below:

_ January 1, %
1881 1980
Actuarial present value of accumulated
plan benefits;
ACCIH et Ar st et Fil N S ——— ! Al & 745,647 502,529
Accrued, but notvested .o e ; 329,327 '2__66, 189
Total accrued benefits | | e A e e T ! 5 1,074,974 ?68,?I&§
Net plan assets available for payment
of benefits . S 926,151 686,509

The weighted average assumed rate of return used in determining the actu-
arial present value of accumulated plan benefits was 4,5% for both 1981 and
1980.

(10) Contingency

The Agency recently was informally advised by the Internal Revenue Service
(IRS) of its position that the Agency's issuance on July 29, 1980 of Residential
Development Notes violated arbitrage regulations as interpreted by the IRS in a
revenue ruling issued’ subsequent to the note issue, The IRS advised that it
will consider interest on those notes to be subject to federal income tax unless
the Agency enters into a closing agreement with the IRS under which the
Agency would pay to the IRS an amount determined on the basis of the
allegedly impermissible arbitrage. Although counsel for the Agency has ad-
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