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Pennsylvania Housing Finance Agency
Management’s Discussion and Analysis
June 30, 2006

(in thousands of dollars)

Prepared by
Brian Hudscen, CPA, Executive Director

This discussion and analysis of the financial performance of Pennsylvania Housing Finance Agency
(“Agency”} is required supplementary information. It introduces the financial statements for the year
ended June 30, 2006 with selected comparative information for the year ended June 30, 2005. It provides
the financial highlights and assessments that, in management’s view, significantly affected the Agency’s
overali financial position, Readers are encouraged to consider the information presented in conjunction
with the financial statements as a whole, which follow this section.

FINANCIAL STATEMENTS

The financial statements provide different views of the Agency. The Statement of Net Assets provides
information about the liquidity and solvency of the Agency by indicating the nature and the amounts of
investments in resources (assets), the obligations to Agency creditors (liabilities) and net assets. Net
assets represent the amount of total assets less liabilities. The organization of the statement separates
assets and liabilities into current and non-current. The Statement of Revenues, Expenses and Change in
Net Assets accounts for all the current year’s revenue and expenses in order to measure the success of the
Agency’s operations over the past year. It can be used to determine how the Agency has funded its costs.
By presenting the financial performance of the Agency, the change in net assets is similar to net profit or
loss for a business. This statement is organized by separating operating revenues and expenses from non-
operating revenue and expenses. Operating revenue and expenses are those defined as those relating to
our primary business of funding homes and apartments throughout the Commonwealth. Non-operating
revenue and expenses are those that do not contribute directly to our primary business. The Statement of
Cash Flows is presented in the direct method of reporting. It provides information about the Agency’s
cash receipts, cash payments and net changes in cash resulting from operations, investing, and financing
activities. Cash collections and payments are presented in this statement to arrive at the net increases or
decreases in cash and cash equivalents for each year.

Those statements are accompanied by a complete set of footnotes and required supplemental information.
Those present information that is essential in understanding the financial statements, such as the Agency’s
accounting methods and policies providing information about the content of the financial statements.
Additionally, details of contractual obligations, future commitments, contingencies and developing events
that could materially affect the Agency’s financial position are disclosed.
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(in thousands of dollars)

FINANCIAL ANALYSIS

The financial analysis presented below, based on the combined programs of the Agency for the fiscal year
ended June 30, 2006, should be read in conjunction with the audited financial statements that follow this

section.

Financial Position

The following tables represent the condensed changes in combined net assets and the condensed changes
in combined net income between fiscal years 2006 and 2005:

Assets

Depesits and investments
Mortgage loan receivables
Other assets

Total assets
Liabilities
Long-term debt
Other liabilities

Total Habilities

Net assets
Restricted
Unrestricted

Total net assets

Income
Operating income
Noninterest income

Total income

Expense
Noninterest expense

Net income before

spectal items

2606 2005 Change Percentage

$ 994,479 § 1,157,411 (162,932) (14.1)%
3,323,641 2,954,440 369,201 12.5%
113,502 116,968 (3,466) (3.00%

Y 4,431,622 § 4228819 202,803 4.8%
$ 3,411,128  § 3,245,988 165,140 5.1%
352,745 332,706 20,039 6.0%

$ 3,763,873 ¥ 3,578,694 185,179 52%
$ 94635 § 87,867 6,768 7.7%
573,114 562,258 10,856 1.9%

5 667,749 § 650,125 17,624 2.7%
2006 2005 Change Percentage

3 31,479 § 30,141 1,338 4.4%
313,163 326,297 (13,134) (4.0)%
344,642 356,438 (11,796) {3.3)%
326,674 311,927 14,747 4.7%

$ 17,968 § 44,511 (26,543) (59.6)%
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(in thousands of dollars)
Resulits of Operations

The following chart represents condensed financial performance data of the Agency for the last three
fiscal years:
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The Agency’s income before special items for the fiscal year ended June 30, 2006, was $17,968, as
compared with $44,511 in the prior year. The decrease is the result of several major factors that
negatively or positively affected net income as follows:

» During the year the Agency corrected significant deficiencies which resulted in errors in the calculation
of interest income on certain zerc coupon investments and fair market value calculations. The Agency
accreted the difference between the original costs of the zero-coupon bonds and the par or maturity
amount of the bonds on a straight line basis over the remaining maturity of the investments, on an
individual security basis. The calculation should have been performed using the effective interest
method, which is required by Generally Accepted Accounting Principles (“GAAP”). The correction
resulted in a reduction to net interest income and net income of $5,725 for the fiscal year 2006.

e The Agency based its mark-to-market calculation as required by the Governmental Accounting
Standards Board statement No. 31 (*GASB 31”) on the original cost of the zero-coupon Tennessee
Valley Authority (“TVA”) bonds, discussed above, without consideration of the accreted interest.
Because those investments have a zero coupon, any accreted interest must be included in the cost basis
when calculating the unrealized gain or loss. Consideration of this accreted interest in the calculation
resulted in a reduction of net interest income and net income of $2,820 for the fiscal year 2006. An
additional error made in calculating the GASB 31 mark-to-market calculation resulted in a reduction to
net income of $244 for the fiscal year 2006.
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Loan Portfolios

Construction and purchased mortgage loan portfolios are the Agency’s primary performing assets. The total
loan portfolio of the Agency increased 12.5% to $3,323,641 at June 30, 2006 from $2,954,440 at June 30,
2005, after adjustments for loan loss. Increases in the mortgage loan portfolios resulted from construction
advances, originations and the purchases of mortgage loans exceeding loan repayments and loan payoffs.
Loan portfolio increases were primarily driven by positive economic conditions escalating the demand for
housing in Pennsylvania. For the fiscal year ended June 30 2006, the following are key highlights of loan
related activities:

e During the year, the Multi-Family Program funded approximately $13,149 of PennHOMES loans that
provide construction and permanent loan financing for rental housing development. The Multi-Family
portfolio increased to $502,084 as of June 30, 2006, from $489,027 as of June 30, 2005 after
adjustments for normal principal amortization payments.

e The Single Family Program purchased approximately $606,802 of new mortgage loans increasing the
Single Family portfolio to $2,773,889 as of June 30, 2006, from $2,419,696 as of June 30, 2005 after
adjustments for normal principal payments and mortgage payoffs.

o HEMAP disbursed approximately $22,448 of assistance loans during the year, increasing the portfolio
to $47,668 as of June 30, 2006, from $45,717 as of June 30, 2005.

Financing Activity

During the current fiscal year, total liabilities increased by $185,179 as a result of the issuance of long-
term bonds in order to provide funds needed io make new mortgage loans. The Single Family Program
issued four separate single family mortgage revenue bonds totaling approximately $529,815.
Approximately one-half of the proceeds were made available to purchase new mortgages loans. The
remaining portion was used for the refunding of certain outstanding bonds series to reduce total debt
service in future years. Total long-term debt outstanding, net of redemptions and scheduled maturities,
increased by $165,140 during the fiscal year ended June 30, 2006. See Note H for further discussion.

Interest Rate Swap Agreements

The Agency has entered into various interest rate swap agreements to lower its effective financing costs to
hedge against exposure of homeowners re-financing mortgages during periods of falling interest rates.
Those agreements allow the Agency to pay a synthetic fixed rate on variable rate debt. Fair values of the

pay fixed, receive variable rate interest agreements change with varying interest rates. See Note M for
further discussion.
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Change in Net Assets

The Agency reports financial activity financed with debt that is secured solely by the pledge of net
revenues from that activity as well as activity that is not supported by taxes or similar revenue. The term
net asset defines the surplus or deficit of that activity. In the governmental environment, net assets
consist of both restricted and unrestricted. Restricted net assets as those subject to constraints that are
either externally imposed by creditors, grantors, laws or regulations of other governments or imposed by
law through constitutional provisions or enabling legislation; these are presented as restricted net assets.

Usnrestricted net assets consist of net assets that do not meet the definition of restricted net assets.
Members may choose to allocate unrestricted net assets for specific purposes or activities, Those are
presented as “designated” net assets within the unrestricted balances. Equally, Members may remove or
modify such designations. See Note J for further discussion.

e Net Assets of the General Fund decreased by $13,339, or 7.8%, to $157,741 at June 30, 2006 from
$171,080 at June 30, 2005, The entire net asset balance represents unrestricted assets and has been
designated to be used to finance various homebuyer initiatives.

s Net assets of the Multi-Family Program increased by $16,765, or 7.5%, to $240,424 at June 30, 2006
from $223,659 at June 30, 2005. The unrestricted portion of net assets that may be used to finance
operations increased to $233,955 at June 30, 2006 from $216,223 at June 30, 2005.

» Net assets of the Single Family Program decreased by $12,201 or about 7.1%, to $183,645 at June 30,
2006 from $171,444 at June 30, 2005. The unrestricted portion of net assets that may be used to
finance operations increased to $95,479 at June 30, 2006 from $91,013 at June 30, 2005.

e Net assets of HEMAP increased by $3,588 or about 8.8%, to $44,402 at June 30, 2006 from $40,814 at
June 30, 2005. The entire net asset balance has been designated to provide mortgage assistance to
prevent homelessness among Pennsylvanians.
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Report of Independent Auditors

To the Members of the
Pennsylvania Housing Finance Agency

In our opinion, based on our audit and the report of other auditors, the accompanying statements of net
assets and the related statements of revenues, expenses and changes in net assets and cash flows
present fairly, in all material respects, the financial position of the Pennsylvania Housing Finance
Agency (“Agency”) General Fund, Multi-Family Program, Single Family Program, Insurance Fund
and Homeowners Emergency Mortgage Assistance Program (“"HEMAP™) at June 30, 2006 and 2003,
and the resuits of its operations and cash flows for the years then ended, in conformity with accounting
principles generally accepted in the United States of America. These financial statements are the
responsibility of the Agency’s management. Our responsibility is to express an opinion on these
financial statements based on our audit. We did not audit the financial statements of the HEMAP,
which statements reflect 1.07% and .54% of the total assets and interest income, respectively, of the
related totals for the year ended June 30, 2006 and 1.04% and .52% of the total assets and interest
income, respectively, of the related totals for the year ended June 30, 2005. The HEMAP f{inancial
statements were audited by other auditors whose report thereon has been furnished to us, and our
opinion expressed herein, insofar as it relates to the amounts included for HEMAP, are based solely on
the reports of the other auditors. We conducted our audit of these statements in accordance with
auditing standards generally accepted in the United States of America and the standards applicable to
financial audits contained in Government Auditing Standards, issued by the Comptroller General of the
United States. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements,
assessing the accounting principles used and significant estimates made by management, and
evaluating the overall financial statement presentation. We believe that our audit and the report of
other auditors provide a reasonable basis for our opinions.

The Management’s Discussion and Analysis (“MD&A”) and Required Supplementary Information
(“RSI”), on pages | through 3, 35, and 36 are not a required part of the basic financial statements but
are supplementary information required by the Governmental Accounting Standards Board. We have
applied certain limited procedures, which consisted principally of inquiries of management regarding
the methods of measurement and presentation of the MD&A and RSI. However, we did not audit the
information and express no opinion on it.



As discussed in Note A, the financial statements present only the financial position of the Pennsylvania
Housing Finance Agency and are not intended to present fairly the financial position of the
Commenwealth of Pennsylvania, and the results of its operations and the cash flows of its proprietary

fund types and nonexpendable trust funds in conformity with accounting principles generally accepted
in the United States of America.

In accordance with Govermment Auditing Standards, we have also issued our report dated

November 13, 2006 on our consideration of the Agency’s internal control over financial reporting and
our tests of its compliance with certain provisions of laws, regulations, contracts and grants for the year
ended June 30, 2006. That report is an integral part of an audit performed in accordance with

Government Auditing Standards and should be read in conjunction with this report in considering the
results of our audit.

November 15, 2006



Pennsylvania Housing Finance Agency
Statements of Net Assets
June 30, 2006 and 2005

206 2005
Mutti- Single ‘Futals Multi- Single Totals
General Family Family Iesurance (Meworandum Generad Family ¥amily Ensurance (Meworundum
{in thousands of dollurs) Fuud Program Program Fund HEMADP Oniy) Fund Program Program Fund HEMAP Only)
Assets
Deposits and investments (Note E) $ 97893 % 311,515 § 447748 §$42,148 $ 540 5 899,844 9123895 % 311752 $ 590548 $43349 % - $1,069,544
Current portion of loans receivable (Note F) - 23,266 40,610 - 6,286 70,162 - 21,878 35,659 - 5,968 63,505
Interfund accounis reccivable {payable) 43,831 (2,611) (40,566) - (654} - 28,375 {1,921) (24,563) - (1,890 -
Total cusrent assets 141,724 332,170 447792 42148 6,172 970,006 152270 331,709 601,644 43349 4,077 1,133,049
Nowncument assets
Restricied deposits and investments - 6,469 88,166 - - 94,635 - 7,436 80,431 - - 87,867
Loans receivable, net of current portion (Note F) - 478,818 2,733,279 - 41,382 3253479 - 467,149 2384037 - 39,749 2,890,935
Construction advances (Note F} - 44,766 - - - 44,766 - 44,702 - - - 44,762
Interest receivable 1112 3414 10,328 104 - 14,958 1,905 4,333 13,227 223 - 19,688
Deferred and other assets 39,051 10,174 4519 - 34 53778 39,483 G422 3,627 - 46 52,578
Total nencisrent agsets40,163 543641 2836292 04 414l6 3461616 41,388 533,042 2,481,322 223 397195 3,095,710
Total assels $181,887 $ 875811 $3284084 $42252 $47588 $4,431,622 $193.658 5 864751 $3,082066 $43,572 $43.872 $4,228819
Liabilities and Net Assets
Current liabilities
Current portion of long-term debt (Note H} $ - % 26368 % 144665 % - % - % 171033 % - %5 22269 % 146620 % - % - % 168,889
Accrued interest payable (Note H) 390 6,927 29,599 - - 36,916 189 7,337 27,446 - - 35,172
Accounts payable and acerued expenses 3,534 11 . 8N - 472 4,890 1,954 11 558 - 435 2,958
Accrued mortgage claims (Note [F) - - - 709 - 709 - - - 439 - 439
Total cwrent liabilities 3,924 33,306 175,137 709 472 213,548 2,343 29617 174,624 439 435 207458
Noncurrent liabilities
Long-term debt, net of cuirent portion {Note H) 19,918 349043 2,871,134 - - 3,240,095 19,915 369,130 2,688,054 - - 3,077,099
Escrow and other ltabilities 304 253 038 54,168 [ 2,714 310,230 320 242,345 48,844 5 2,623 294,137
Total noncurent liabilities 20,222 602081 2925302 6 2714 3,550,325 20,235 611,475 27368985 2,623 3,371,236
Total liabilities 24 146 635,387 3,100,439 715 3,186 3,763,873 22,578 641,092  2911,522 444 3058 3578694
Net assets
Restricted (Note J} - 6,469 88,166 - - 94,635 - 7436 80,431 - - 87,867
Unrestricted (Note 1) 157,741 233,955 95479 41537 44402 573,114 171,080 216,223 91,083 43128 40,814 562,258
Total net assets 157,741 24(:424 183,645 41,537 44,402 667,749 171,080 223 659 171444 43128 40,814 650,125
Fotal liabilities and net assets $181,887 $ 875811 $3284,084 $42,252 $£47588 $4.431,622 $193658 § B6475% $3,082966 $43,572 $43872 $4,228819

The accompanying notes are an integral part of these financial statements.
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Pennsylvania Housing Finance Agency
Statements of Revenues, Expenses and Changes in Net Assets
Years Ended June 30, 2006 and 2005

2006 2008
Mulfi- Single Totuls Malti- Single: Tatuls
General Famlly Family Tovurunes (Meowrundum  Gencrst Fanily Famity Tnsurance (Mumorundum
(in thonsands of dollars) Fund Program Program Fand HEMAP Only) Fund Pragram Prograut Fuud HEMAP Oalyy
Operating inconte
Interest income
Interest on loans (Note F) $ - $37,120 $120,120 8§ - § 941 B158,181 % - 539875 $110277 % - 5 &1  $15L030
Interest on investments (Note 1) 1,920 5,576 23,485 1,294 85 12280 3,711 6,197 15,079 2,127 44 27,162
Total interest income £,920 42,696 143 523 1,294 1,026 190,461 3,781 46,072 125,356 2,127 926 178,192
Interest expense
interest on notes and bonds (Note B) - 18,037 132,881 - - 150,918 - 19,767 119,342 - - 139,109
Total interest expense - 18,037 132,581 - - 150,958 - 19,767 119,342 - - 139,109
MNet interest inconse before
provision for potential
loast losses 1,520 24,659 10,644 1,294 1,626 39,543 3,711 26,305 6,044 2,127 926 39,083
Provision for potentiai loan losses (Note T) - 1,000 2,060 - 5,004 8,064 - 4,000 1,000 - 3,942 8,942
Net eperating income (loss} 1,920 23,659 8,644 1,294 (4,038) 11,479 3711 22,305 5,044 2,127 (3,016} 30,141
Noninterest income
Fee incomne (Nete 1) 22,574 B 2,564 616 388 26,142 22,150 - 1,998 300 365 25,31%
Construction advances - 451 - - - 451 - 181 - - - 181
Pass-throsgh grants income (Note £.) - 289,228 - - - 289228 - 280,033 - - B 280,033
Gain on sale of investinents - - - - - - 7 - - - - 7
Net increase {decrease) in fair value
of investments (Note E) (4,829) (6.162) Q.064)  (2,901) - (15,956) 3,215 3,502 ¥ 2,432 - 9,160
Amontization of deferred gain (Note C) - 96 - - - 946 - 769 - - - %69
Residual receipts - 162 - - - 762 - 4,399 - - - 4,39%
Gther income - - - - 11,590 11,590 - - - - 6,425 6,429
T'otal noninterest income 17,145 285,225 500 (2,285) 14,978 313,163 25,378 288,884 2,009 3,232 6,794 326,297
Noninterest expense
Pass-through grants expense (Note L) - 289218 - - - 289,228 - 280,032 - - - 280,433
Salaries and relazed begelits 18,162 - - - 2,342 20,504 15,877 - - B 2,112 17,989
Geaeral and administrative 7,096 2,796 4,440 - 2,013 16,342 7,073 2,434 1,865 - 1,933 13,305
Mongage claims - - - 600 - 60¢ - - - 600 - 500
“T'otal noninterest expense 25,258 292 424 4,440 600 4,352 326,674 22 950 282467 1,865 600 4,045 311,927
Income (foss} before
special item (5,593} 16,860 4,704 (1,591} 3,588 17,968 6,139 28,122 5,158 4,759 (267) 44,551
Special item - foss on carty
retirement of debt - {124} (220) - - {344} - §,217 (423) - - 792
Net income (Gass) (5,593) 16,736 4484 (1,591} 3,588 17,624 6,139 29.939 4,733 4,750 (267 45303
Changes in net assels
Interfumd wansfers (Note D) (7,746} 2% 7,717 - - - (9,146) 3,611 8,135 - - .
Net asscts #t beginning of the year $71,080 223,659 L 71,444 43,128 40,814 650,125 174,087 192,769 158,576 38,369 41,081 604,822
Net assets af end of the year $ 157,741 $240,424 $183,645 §$41,537  $44,402 $667,74%  $171,080  $223659 Ei71444 $43,128 $40814  $630,125

The accompanying notes are an integral part of these financial statements.
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Pennsylvania Housing Finance Agency

Statements of Cash Flows

Years Ended June 30, 2006 and 2005

fin thowsands of deliurs)

Cash flows from operatling activities
Principat received (disbursed) on loans, net
Cash received for interest on mortgages
Fees, charges, and other
Cash paid for operating cxpenses
Cash received (remitted) for escrow, net
and other liabilities
Cash received from federal funding sources
Net cash provided by {used in}
operaling activities
Cash flows from noncapital Anancing activities
Due (from) to other funds
Fund balance transfers from (to) other funds
and other changes
Proceeds from sate of bonds and notes
Maturities of bonds and notes
imterest paid on bonds and notes
Net cash provided by {used in)
noncapital financing activities
Cash flows from investing activities
Purchase of investments
Interest received on investments
Proceeds from sales and maturities
of investiments
Net cash provided by (used in)
investing activities
Net increase (decrease) in cash
and cash equivalents
Cash and cash equivalents
Beginning of year
¥nd of year

2006 1005
Multi- Siupie Totals Bulti- Single Totuks
Guzeral Fumity Family Engurauce (Mestorasum Generaf Family Faumily Insurance (Mesorandum
Fund Frogram Program Fand HEMAP Onky) Fund Progrim Program Fund HEMAP Chily)
3 - $ {14,121) ${363,282) $ o B (6930) § (384333) § - $ (18,556) ${(386,585) % - § (5,944) § (411,085)
- 40,630 131,75 - 868 172,673 - 45,408 115,009 - 600 161,017
25,020 B - 616 388 26,024 22,839 - - 800 365 24,004
(23.678) (3,130 (315)  (10) (4315  (31,648)  (24463)  (2,768) (07y  (L08T)y (3,902}  (32.627)
- 11,646 5,324 - 9l 17,055 - 7,130 1,669 - (5} 8,794
- - - - 11,590 11,590 - - - - 6,430 6,430
1,342 35,019 (227,098) 406 1,692 (188,639) (1,624) 31214 (270,314) (287) (2,456)  (243.467)
{16,693) 690 16,003 - (4,237 (1,237) (11,432) {733) 12,165 - 1,194 [,194
(7,746) 29 1,1 - - - (9,146) 1,0t1 8,135 - - -
- 22,010 529,815 - - 551,825 - 27,500 752,540 - - 780,016
- (39,261)  (347,768) - - (387,029) - (49,356)  (416,046) - - (465,402)
- (18,447y  (130,728) - - (149,175) - (20,610)  (116,77%) - - (137,389)
(24,439 (34,979} 75,039 - (1,237) 14,384 {20,578) (42,188) 239,985 - 1,194 178,413
(14,551} (3,563} (6,392) y - (24,546)  (10871) (24,5603  (10,740) . ; (46,171)
1,920 5,576 23,405 i,i75 85 32,161 3,711 6,197 15,079 2,587 48 27,552
8,861 17,600 7,074 - - 33,535 45,771 19,285 15,133 - 1,214 81,403
{3,810} 19,613 24 087 1,175 85 41,150 38611 922 19,472 2,517 1,262 62,784
(26,907 19,653 (127,972) 1,581 540 {133,105} 16,409 (10,052} (10,857 2,230 - (2,2710)
58,635 166,927 562,960 28043 - 816,565 42,226 176,979 573,817 25813 - 818835
$ 31,728 $ 186580 § 434988 $29624 $ 540 § 683460 § 58635 ¥ 166927 § 562960 $28041 % - % 816,565

The accompanying notes are an integral part of these financial statements.
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Pennsylvania Housing Finance Agency

Statements of Cash Flows

Years Ended June 30, 2006 and 2005

fint thousands of dolars)

Reconcilintion of net income to net cash
provided by operating activities
Net income (loss)
Depreciation, amortization and accretion
Loss on carly retirement of debt
Loan loss provision
Interest expense on notes and bonds,
exchuding amortization and accretion
Enterest income on investments
Net {increase) decrease in fair value of
investments
Amortization of defurred gain
(iain on sale of investmenls
Increase {decrease} due to changes in
operating assets and liabilities
Mortgage loans receivable
Construction advances
Interest receivabice
Deferred and otier assets
Escrow and other liabilities
Accounis payable and accrued expenses
Accrued mortgage claims
Net cash provided by (used in}
operating activilies
Reconciliation of cash and cash equivalents to
the balance sheets
Total deposits and investments per the
balance shects
l.ess; Investments not meeting the definition of
cash and cash equivalents

Cash and cash equivalents at end of the year
Suppiemental schedule of noncash activities

Mortgage loan receivable {charge-offs),
net of recoveries

2006 2005

Muhi- Single Teotals Multi- Single Totsls
General Family Family Insurance {Memuorandum Generak Family Family Insursnce {Meuorandum

Fuud Progrivs Program Fund HEMAP Ouly) Fund Program Program Fund HEMAYP Only}
§ (5599 16,736 4,484 (1,591} 3,588 17624 % 6,139 29.93% 4,733 4,759 {267) 45303
(1) 176 10,075 - il 10,261 739 (75) 3,530 - 19] 4,204
. 124 220 . - 44 . (1217 425 - - (792)
- 1,060 2,000 - 5,064 8,064 - 4,000 1,600 - 3,942 8,942
- 18,037 132,881 - - 150,918 - 19,767 119,342 - - 135,109
(1,920)  (5.576)  (23405) (1,294 (85) (322800  (3711)  {6197)  (I5079) (2,127) 48y (27.162)
4,829 6,162 2,064 2,901 . 15,956 (3215)  (3,502) (11 (2,432) - (5,160)
- 946 - - - 946 - 769 - - - 769
- . . - - - ) - - - - (7
- {14057)  (363,282) - (7015) (384,354 - 15613 {386,585) - (6229 (377.201)
. (64) - - - (64) - (34,169) . . L (34.169)
793 919 2,899 119 - 4,730 464 568 1,476 120 - 2,628
1,670 (1,024) (673) - 1 {26) (604) (1,412) (1,221) [&; ) (3,244)
(16) 11,640 5,324 1 9l 17,040 85 7,130 1,669 2 {5) 8,881
1,580 - 115 - 37 1,932 {1.514) - 407 - 143 (964
- - - 270 - 270 - - - (604) - {604)
$ 1,342 5 35019 $(227008) $ 406 § 1,692 % (188639) § (162d) ¥ 31,214 $(270314) § (287) % (2,456) $ (243,467)
57,893 317,984 535914 42,148 540 994,479 123,895 319,188 670,979 43,349 - 1157411
66,165 131,404 100,926 12,524 - 311019 65,260 152,261 108,019 15,306 - 340,846
$ 31,728 3% 186,580 $ 434988 $29624 § 540 % 683460 B 58635 § 166,927 § 562,960 $28043 § - § 816,565
3 - % - 3 - 3 - 5 (7619 3 (7619 § - % {691) $ (1.394) % - 3 (7,293) §  (9.378)

The accompanying notes are an integral part of these financial statements.
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Pennsylvania Housing Finance Agency
Notes to Financial Statements
June 30, 2006 and 2005

(in thousands of dollars)

A,

Authorizing Legislation

The Pennsylvania Housing Finance Agency (“Agency”) is a corporate and political body created
by the Housing Finance Agency Law, Act of December 3, 1959, P.L. 1688 (“Act™), as amended.
Pursuant to the Act, the Agency is authorized and empowered, among other things, to finance the
construction and rehabilitation of housing units for persons and families of low and moderate
income or the elderly. Bonds ard notes issued under the provisions of the Act are not a debt or
liability of the Commonwealth of Pennsylvania or any of its political subdivisions or a pledge of
the faith and credit of the Commonwealth of Pennsylvania or of any of its political subdivisions.

The Act was amended to authorize the Agency to make or purchase loans to finance the purchase,
construction, improvement or rehabiiitation of owner-occupied single family residences, and to
finance the construction and rehabilitation of housing units without requiring the housing units to
be subsidized or assisted by a federal government program.

The Agency has been determined to be a component unit of the Commonwealth of Pennsyivania
for financial reporting purposes and thus, the financial results of the Agency will be included in the
Commonwealth’s June 30, 2006 financial statements.

Fund Accounting

The accounts of the Agency are organized on the basis of separate enterprise funds, each of which
is considered to be a separate accounting entity with a separate set of self-balancing accounts that
comprise its assets, labilities, net assets, and revenues and expenses. The funds used by the
Agency are described below.

General Fund

The General Fund is utilized to record certain loan origination fees, service fees and revenue from
investments not specifically pledged for the repayment of notes or bonds in the other funds. All
Agency expenses are recorded in this fund except provisions for potential loan losses, and specific
program expenses which are charged to the loan-related funds.

Muiti-Family Program

The Multi-Family Program transactions relate to the construction, rehabilitation and permanent
financing of multi-family rental housing developments generally designed for persons and families
of low and moderate income or the elderly. The Multi-Family Program also provides funds for the
bridge loan program. This program provides funds to multi-family construction projects, to be

used as owner’s equity. These funds assist the construction project to finance pre-construction
costs.

Single Family Program
The Single Family Program transactions relate to the purchase of mortgage loans for owner-
occupied single family residences for persons and families of low and moderate income.

Insurance Fund

Through the Insurance Fund, the Agency provides primary mortgage insurance coverage for single
family mortgage loan participants that are unable to obtain insurance from other sources.
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Pennsylvania Housing Finance Agency
Notes to Financial Statements
June 30, 2006 and 2005

(in thousands of dollars)

HEMAP

The Homeowners Emergency Mortgage Assistance Program (“HEMAP”) was created by Act 91 of
the General Assembly as a separate fund within the Agency. Transactions relate to the furnishing
of emergency mortgage assistance to mortgagors facing foreclosure because of circumstances
beyond their controi, through the form of loans, in an amount sufficient to bring the mortgage
current, and, if necessary, to provide continuing assistance for a period of up to 24 months. After
assistance has ended, mortgagors are obligated to begin immediate repayment at a minimum of $25
per month per mortgage assisted or at an amount based on their ability to pay. As stated in Act 91,
no Agency funds are being expended on HEMAP; however, it does rely on the Agency for various
administrative services, for which it pays a support services fee.

The Agency follows Governmental Accounting Standards Board (“GASB”) Statement No. 14, The
Reporting Entity. As a result, HEMAP has been determined to be part of the reporting entity.
Accordingly, HEMAP has been included as a separate fund in the financial statements. A

separately published audit report of HEMAP is available for public inspection in the Agency’s
HEMAP Division.

Funding from repayments and appropriations are estimated to continue to be sufficient to meet
continuing loan program obligations and administrative costs.

C.  Summary of Significant Accounting Policies

The Agency follows Generally Accepted Accounting Principles (“GAAP”). GAAP allows
specialized accounting for government entities, which is governed by pronouncements set by the
Government Accounting Standards Board (“GASB”). Pronouncements set by the GASB may
differ from pronouncements set by the Financial Accounting Standards Board (“FASB”™). The
Agency has disclosed any differences in the following notes.

The financial statements have been prepared on the accrual basis. On this basis, revenues are

recognized in the year in which they are earned and become measurable, and expenses are
recognized in the year they are incurred.

The Agency follows GASB Statement No. 34, Basic Financial Statements and Management’s
Discussion and Analysis (“Statement No. 34”).

Operating income and expenses are defined as those activities directly reiated to the Agency’s

primary business objective of providing housing opportunities throughout the Commonwealth of
Pennsylivania. PHFA has no nonoperating activities.

The Agency follows GASB Statement No. 20, dccounting and Financial Reporting for Proprietary
Funds and Other Governmental Entities That Use Proprietary Fund Accounting for reporting and
disclosure purposes (“Statement No. 20”). As permitted by Statement No. 20, the Agency has
elected to not apply Financial Accounting Standards Board pronouncements issued after
November 30, 1989 unless the GASB specifically adopts the FASB Statement or Interpretation.
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Pennsylvania Housing Finance Agency
Notes to Financial Statements
June 30, 2006 and 2005

fin thousands of dollars)

Cash and Cash Equivalents

For the purpose of the statements of cash flows, the Agency considers all highly liquid investments
with an original maturity of three months or less to be cash equivalents.

PHF A has presented the statement of cash flows using the direct method as required by Statement

No. 34. A reconciliation of net income to net cash provided from operating activities is aiso
shown.

Investment Securities

The Agency values its investments in accordance with GASB Statement No. 31, dccounting and
Financial Reporting for Certain Investments and for External Investment Pools (“GASB No. 317,
which requires the investments to be carried in the Statement of Net Assets at their fair value and
net changes in fair values be recorded as a component of noninterest income, increase (decrease) in
fair value of investments, in the Statement of Revenues, Expenses and Changes in Net Assets,

The fair value of the Agency’s investment securities are based upon values provided by external
investment managers and quoted market prices.

During the year ended June 30, 2006, the Agency recorded a negative adjustment to the GASB
No. 31 change in fair value of investments in the Statement of Revenues, Expenses and Changes in
Net Assets of $244. The adjustment was required by identification of an error made in calculating
the carrying value of investments required by GASB No. 31.

Mortgage Loans Receivable and Construction Advances

Mortgage loans receivable and construction advances are carried at amounts disbursed plus accrued
interest and fees, less collections, mortgage loan discounts and allowance for loan losses, if any.
The current portion of loans receivable represents the contractual amount due within the next year.

Allowance for Potential Loan Losses

The allowance for loan losses is determined based upon management’s evaluation of mortgage
loans receivable and construction advances. Factors considered by management include the
estimated fair market values of the properties that represent collateral, the amount of mortgage
insurance to be received, if any, the past experience and financial condition of the borrowers, and
the economy. While management uses available information to recognize losses on loans, future
additions to the allowance may be necessary based on changes in economic conditions. Additions
to the allowance are provided by charges to expense.

Real Estate Owned

During the normal course of business, the Agency purchases single family properties at foreclosure
proceedings to avoid or minimize losses on mortgage loans. The properties are recorded at fair
value, less cost to sell, at the time of foreclosure and at lower of cost or market at subsequent dates.
Costs incurred subsequent to foreclosure which are directly related to the sale or improvement of
the real estate are capitalized to the extent they enhance the value of the property. At the time of
foreclosure, losses are charged to the allowance for loan losses. Subsequent losses are charged to

other expense as incurred. Real estate owned is included in other assets on the statement of net
assets.
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Pennsylvania Housing Finance Agency
Notes to Financial Statements
June 30, 2006 and 2005

(in thousands of dollars)

interfund Accounts Receivable (Payable)

To meet liquidity requirements of individual funds, the Agency transfers funds to and from the
separate enterprise funds.

Deferred and Other Assets

Deferred assets relate to bond issuance costs, loan origination costs, and other assets. The Agency
capitalizes expenses related to bond issuances and amortizes these expenses over the contractual
life of the bonds using the constant yield method. The Agency capitalizes the costs of originating
multifamily housing projects, net of fees realized, and amortizes these fees over 25 years, the
average life of multifamily loans. Other assets relate primarily to furniture and fixtures owned by
the Agency which are amortized over their useful life.

Restricted Net Assets

Investments classified as restricted are those investments which may only be expended by the
Agency within the guidelines of the outstanding bond indentures.

Unrestricted Net Assets
Unrestricted net assets are those assets not restricted by bond indentures. The Board of Directors

of the Agency internally designates these assets for specific loan programs and to meet the
recurring business needs of the Agency.

Interest Income

Interest income is recognized over the remaining time to maturity of investment securities,
mortgage loans receivable and construction advances based upon the constant yield method.
Multi-family and Single Family Program loans more than 180 days delinquent in scheduled
payments are considered nonperforming loans which result in the cessation of recognition of
additional interests on such loans.

During the year ended June 30, 2006, the Agency recorded an negative adjustment to interest
income from investments of $5,725. The Agency was accreting the difference between the original
costs of the zero-coupon bonds and the par or maturity amount of the bonds on a straight line basis
over the remaining time to maturity of the investments, on an individual security basis. In
accordance with the Agency’s policies and procedures the accretion should have been recorded
using the constant yield method. This adjustment to the carrying value of the zero-coupon bond
portfolio, resulted in an additional negative adjustment to net change in fair value of investments,
required by GASB Statement No. 31, of $2,820 for the year ended June 30, 2006.

Mortgage Loan Origination Fees and Costs

The Agency follows FASB Statement No. 91, Accounting for Nonrefundable Fees and Cosis
Associated with Originating or Acgquiring Loans and Initial Direct Costs of Leases, which requires
that loan origination fees and direct loan origination costs be recognized over the life of the loan as
an adjustment to the ioan’s yield or interest income.

Loan erigination fees range from 1% to 2.5% of the loan commitment for the Multi-Family

Program and from 0% to 1% of the mortgage amount for the Single Family Program. The Single
Family loan origination fees are retained by the financial institutions which originate Agency loans.
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Pennsylvania Housing Finance Agency
Notes to Financial Statements
June 30, 2006 and 2005

(in thousands of dollars)

Loan origination costs relate to investigations, surveys, appraisals and direct salaries pertaining to
the evaiuation of mortgage loan proposals and construction advances.

Amortization of Notes and Bonds Payabie Discounts

Underwriter discounts relating to notes and bonds payable, including original issue discounts, are
amortized over the estimated lives of the related debt using the effective interest method.

Deferred Gain
In prior years, in an effort to maintain the low-income status of various multi-family projects, the
Agency acquired these projects, at below market value, from the original owners. The Agency in

turn sold these properties, at market price, to the current owners with the condition that they would
retain their low-income status.

The deferred gain (the excess of the selling price over the Agency’s acquisition price) is included
in escrow and other liabilities and is being amortized over the lives of the current owners’
mortgage loans using the instaliment method.

Deferred Costs of Refunding

The Agency follows GASB Statement No., 23, Accounting and Financial Reporting for Refundings
of Debt Reported by Proprietary Activities, which requires that the difference between the
reacquisition price and the net carrying amount of defeased debt be deferred and amortized as a
component of interest expense over the remaining life of the oid debt or the life of the new debt,
whichever is shorter. On the balance sheet, the amount of the unamortized deferred costs of
refunding is reported as a deduction from or addition to the new debt. During the years ended
June 30, 2006 and 2005, the Agency deferred losses of $2,038 and $1,792, respectively, on the
refunding of Single Family Mortgage Revenue Bonds. As of June 30, 2006 and 2003, the
unamortized Single Family deferred costs of refunding are $21,044 and $21,435, respectively. As
of June 30, 2006 and 2005, the unamortized Multi-Family deferred costs of refunding are $5,750
and $6,884, respectively.

Pass-through Grants

The Agency follows GASB Statement No. 24, Accounting and Financial Reporting for Certain
Grants and Other Financial Assistance. Statement No. 24 requires that all cash pass-through
grants received by a governmental entity be reported in its financial statements, The effect of
applying these provisions is to increase both noninterest income and expense by $289,228 and
$280,033 for the years ended June 30, 2006 and 2005, respectively.

Pension Plan
The Agency follows GASB Statement No. 27, Accounting for Pensions by State and Local

Governmental Employers, which requires the Agency to measure and disclose an amount for
annual pension cost and net pension obligation.

Derivative Financial Instruments

The Agency follows GASB Statement No. 20, which does not recognize the fair value of derivative
instruments in the statement of net assets or changes in the value of derivatives in the statements of
revenues, expenses and changes in net assets.
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Pennsylvania Housing Finance Agency
Notes to Financial Statements
June 30, 2006 and 2005

(in thousands of dollars)

Total Columns on Financial Statements

Total columns on the financial statements are captioned “Memorandum Only” to indicate that they
are presented only to facilitate financial analysis. Such data is not comparable to a consolidation.
Interfund eliminations have not been made in the aggregation of this data.

Use of Estimates in the Preparation of Financial Statements

The preparation of financial statements in conformity with accounting principles generally
accepted in the United States of America requires management to make estimates and assumptions
that affect the reported amounts of assets and liabilities. These estimates also effect the disclosure
of contingent assets and liabilities at the date of the financial statements and the reported amounts
of revenues and expenses reported during the period. Actual results could differ from
management’s estimates.

Reclassifications
Certain prior year amounts have been reclassified to conform with current year presentatica, The
reclassifications had no impact on total assets, liabilities, net assets, net income, or cash flows.

D.  Net Asset Transfers and Other Changes

The Agency is permitted to make net asset transfers to the extent that such assets are not required
to meet the Agency’s debt obligations and provided that such transfers are not in violation of the
terms of bond resolutions or indentures,

E. Deposits and Investments

Deposits

The Agency has a policy that deposits must be held in insured depositories satisfactory to the
Agency and must be fully collateralized. At June 30, 2006, the Agency’s deposits had a carrying
amount of $7,437 and a bank balance of $13,719. Of the bank balance, a maximum of $200 was

covered by federal depository insurance and the remainder was covered by collateral in accordance
with Act 72 of the Commonwealth of Pennsylvania.

Investments
As of June 30, 2006, the Agency’s investments mature as follows:

Investment Maturities (in years)

Fair Less More

Investment Type Value than 1 1-5 6-10 than 10

Corporate bonds 8 52,006 § 1,999 % 15,830 § 8883 § 25294
U.S. Government treasuries 30,962 - 49 28,234 2,679
U.S. Government agencies 247 414 185,537 36,594 620 4,663
Investment agreements 142,206 140,751 - - 1,455
Money markets 442,382 442 382 - . .
Mutual funds 72,052 72,052 - - -

$ 987,022 § 842,721 § 72473 % 37,737 § 34,091
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Pennsylvania Housing Finance Agency
Notes to Financial Statements
June 30, 2006 and 2005

(in thousands of dollars)

Interest Rate Risk

The Agency’s investment policy does not limit investment maturities as a means of managing its
exposure to fair value losses arising from increasing interest rates. The Agency has elected to use
the segmented time distribution method of disclosure for its interest rate risk.

Credit Risk

The investment policies of the Agency are governed by statutes and contractual provisions
contained in the bond trust indentures. For securities exposed to credit risk in the fixed income
portfolio, the following table discloses aggregate fair value, by Moody’s credit quality rating
category at June 30, 2006:

Fixed Income Securities Exposed to Credit Risk

Fair
Rating* Value
Aaa $ 602,288
Aa 6,815
A 16,466
NA** 59,280
Total fixed income $ 684,849

Notes:
* Ratings represents all the securities that fall within subcategories of the ratings shown in this
table. For example, a security with a rating of Al is shown as a rating of A in this table.

** NA represents securities that were not rated by rating agencies that includes certain money
markets and mutual funds.

Investments in U.S. government securities with a fair value of $302,173 were not included in the
above table because they are not subject to credit quality risk.

Custodial Credit Risk

The custodial credit risk for deposits is the risk that, in the event of the failure of a depository
financial institution, a government will not be able to recover deposits or will not be able to recover
collateral securities that are in possession of an outside party. The custodial risk for investment is
the risk that, in the event of the failure of the counterparty to a transaction, a goverament will not
be able to recover the value of investment or collateral securities that are in possession of an
ouiside party.

As of June 30, 2006, none of the Agency’s deposits or investments were exposed to custodial credit
risk,
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Pennsylvania Housing Finance Agency
Notes to Financial Statements
June 30, 2006 and 2005

(in thousands of dollars)

F.

Mortgage Loans Receivable and Construction Advances

The mortgage loans receivable and construction advances are collateralized by first mortgages on
the related properties. The federal government provides insurance for certain projects included in
the Multi-Family Program, as well as subsidizes certain projects through its Section 8 Program.
Insurance for the Single Family Program is provided by commercial companies and self-insurance
through the Agency’s Insurance Fund. In addition, the Agency has internally designated a portion
of the net assets for self-insurance for certain multi-family and single family loans (see Note J). A
summary of multi-family mortgage loans receivable and construction advances at June 30, 2006
and 2005 is as follows:

Mortgage
Loans Construction
Receivable Advances

June 30, 2006

Insured and subsidized $ 884 3 .
Insured and nonsubsidized 58,117 44,766
Uninsured and subsidized 315,606 -
Uninsured and nonsubsidized 283,456 .

658,063 44 766
Allowance for potential loan losses 155,979 -

§ 502,084 3 44766

Mortgage
Loans Construction
Receivable Advances

June 3¢, 2005

Insured and subsidized $ 12607 % -

Insured and nonsubsidized 55,938 44,702

Uninsured and subsidized 314,950 -

Uninsured and nonsubsidized 261,755 -
645250 44,702

Allowance for potential loan losses 156,223 -

$ 489,027 § 44,702

Substantialty all single family mortgage loans are subject to two levels of insurance, primary
insurance and pool insurance. Primary insurance is required on all single family mortgage loans
where the loan principal amount exceeds 80% of the lesser of the purchase price or the initial
appraised value of the property. The amount of primary insurance coverage required, as defined in
the bond resolutions, is the amount by which the loan exceeds 66.5% - 72.0% (depending on single
family bond issue) of the lesser of the appraised value or sales price of the residence. It is the
eligible borrowers’ respensibility to bear the cost of primary insurance.
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Pennsylvania Housing Finance Agency
Notes to Financial Statements
June 30, 2006 and 2005

{in thousands of dollars)

The Agency has reimbursement agreements covering up to $24,868 in mortgage loans with various
commercial mortgage insurers in order to provide mortgagors with lower premiums for primary
mortgage insurance. Under these agreements, the mortgage insurers are primarily responsible to
the holders of the mortgage insurance policies, and the Agency will assume a portion of the
mortgage default risk. Although the Agency has internally designated a portion of its net assets in
connection with this potential exposure, no losses have ever resulted under these agreements. The
Agency discontinued originating mortgage loans under these agreements in September 1993,

The Agency provides primary mortgage insurance coverage for single family mortgage loans
through the Insurance Fund, which ranges from 20% to 30% (depending on the loan-to-value ratio
at origination) of the unpaid principal balance. At June 30, 2006 and 2003, the total loans covered
under this program were $84,953 and $109,333, respectively, and the coverage provided is

estimated to be approximately 324,771 and $31,811, respectively. The participants in this program
are charged an annual premium for this coverage.

In order to increase the Insurance Fund’s capacity to provide primary mortgage insurance for single
family mortgage loans, the Agency purchased shared risk coverage through a commercial mortgage
insurer during fiscal year 1996. This coverage extends to all loans that were outstanding as of
August 31, 1995 and provides that the Agency shall remain solely liable for 10% of the product of
multiplying the Insurance Fund coverage percentage (20% to 30%) times the aggregate outstanding
principal balance for each loan. After exhaustion of the Agency’s retention reserve, the
commercial insurer is liable on a per loan basis for losses up to the limit of the Insurance Fund’s
coverage in each loan-to-value ratio category. Of the total loans covered under the Insurance Fund,

$19,934 are covered under this shared risk contract at June 30, 2006, and the Agency’s maximum
potential exposure is $584.

The claims liability of $709 and $439 reported in the Insurance Fund as of June 30, 2006 and 2005,
respectively, is based on the requirements of GASB Statement No. 30, Risk Financing Omnibus,
which amends GASB 10, dccounting and Financial Reporting for Risk Financing and Related
Insurance Issues (“GASB Statement No. 30”). GASB Statement No. 30 requires that the basis for
estimating the lability for unpaid claims, including the effects of specific incremental claim
adjustment expenditures/expenses, salvage, and subrogation, and whether other allocated or
unallocated claim adjustment expenditures/expenses are included. Changes in the Insurance
Fund’s claim liability amounts are as follows:

2006 2005
Balance, July | $ 439 % 538
Current year claims and changes in estimates 600 600
Claim payments (330) (699)
Balance, June 30 $ 709 § 439
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Pennsylvania Housing Finance Agency
Notes to Financial Statements
June 30, 2006 and 2005

(in thousands of dollars)

The Agency has elected to self-insure certain losses sustained by reason of default in payments by
eligible borrowers in excess of primary insurance for single family mortgage loans originating from
proceeds obtained from single family bond issues Series C through 2005-89. The total principal
outstanding of mortgage loans self-insured by the Agency is $2,678,099 and $2,334,707 at June 30,
2006 and 2005, respectively. As of June 30, 2005, cumulative pool losses since inception of the
self-insurance program are $13,423.

Changes in the allowance for potential loan losses for the Multi-Family, Single Family and
HEMAP Programs are as follows at June 30, 2006 and 2005:

Multi-Family Single Family HEMAP
2006 2005 2006 2005 2006 2005
Balance, July 1 $ 156223 § 152914 § 23510 0§ 2904 § 40079 0§ 43,372
Provision charged to income 1,0GC 4,000 2,000 1,000 3,064 3,042
Charge-offs, net of recoveries {1,244) (691) (1,071 (1,394) (7,618) (7,235
Balance, June 30 $ 155979 § 156223 0§ 3433 0§ 2310 8 37525 % 40,070

The Agency has internally designated a portion of the net assets in both the General Fund and
Single Family Program for self-insurance (see Note J).

G.  Servicing Portfolio

Included in the Single Family Program are mortgage loans serviced for investors which are not
included within the Agency’s Statement of Net Assets. The total amount of loans serviced for
others under sub-servicing agreements is $124,951 and $153,160 at June 30, 2006 and 2005,
respectively., The Agency has no exposure for losses within this serviced portfolio.

H. Bonds Payable

Bonds have been issued to provide financing of mortgage loans under the Multi-Family and Single
Family Programs and to finance a pertion of the costs related to the development and acquisition of
an office building for the Agency’s corporate offices and operations under the general fund. The
full faith and credit of the Agency are pledged for repayment of the bonds issued. The bonds are
collateralized by:

(1)  The mortgage loans made on the related properties;

(2) Most revenues, morigage advance amortization payments and recovery payments received
by the Agency from mortgage loans; and

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

The security covenants, together with covenants in the notes payable agreements in effect, make
available all assets of all funds for debt-related purposes.
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Notes to Financial Statements
June 30, 2006 and 2005

(in thousands of dollars)

The most restrictive covenants require minimum capital reserve requirements for the Multi-Family
and Single Family Programs. The capital reserve fund has been established by the Agency to meet
these requirements.

The capital reserve requirement for certain Multi-Family bonds requires that a one-year debt
service minimum balance be maintained at all times. The capital reserve fund at June 30, 2006 and
2005, amounts to $10,930 and $11,396, respectively, including amounts funded by bond proceeds.
Such amounts are 34,461 and 33,960, respectively, in excess of the requirement.

The capital reserve requirement for Single Family bonds must be equal to at least 3% of the
aggregate principal amount of all Single Family bonds outstanding plus one million dollars. The
capital reserve fund at June 30, 2006 and 2005 amounts to $88,166 and $88,43 1, respectively,

including amounts funded by bond proceeds. Such amounts are $273 and $8,000, respectively, in
excess of the requirement.

Bonds issued and outstanding for the general fund are as follows:

Interest
Rate Final Amounts Outstanding
Range at Maturity June 30,
Issue Issuance Date 2006 2005
Variable Rate Building
Development Bonds variable 2034 § 20000 F 20000
Unamortized bond discount (82) (85)

$ 19918 § 19915
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(in thousands of dollars)

Bonds issued and outstanding for the Multi-Family Program are as follows:

Issue

Rental Housing Refunding Bonds
Series 2002 (refunding)
Series 2003

Residential Development Bonds
Issue 2002 (refunding)

Multi-Family Housing Bonds
[ssue FHA-1992

Moderate Rehabilitation Bonds
[ssue 19858

Multi-Family Development Bonds

Issue 19898

[ssue 1993A (refunding)
[ssue 1993F

Issue 1997G

issue 1998H

Issue 2003 (refunding)
Issue 2005K

[ssue 2005A

Federal National Mortgage Association

[ssue 1990A

Subordinate Limited Obligation Bonds

Issue 1995

Unamertized bond discount
Unamortized deferred costs of
refundings

Interest
Rate
Range at
Issuance

3.58%
3.46-3.55%

1.80-4.40%
7.75-8.20%
5.25-9.00%

8.25%
5.38%
6.53%
7.63%
6.30%
3.25-4.80%
variable
4.00-5.00%

7.50%

3.50-6.15%

Final
Maturity

Date

2021
2020

2024

2024

2017

2015
2022
2019
2027
2028
2019
2036
2025

2023

2021

Amounts Outstanding

June 34,

2006 2005
§ 89,760 & 101,965
125,790 133,660
36,313 39,555
10,200 19,260
- 680
405 425
11,655 12,155
5,615 7,535
9,750 9,033
16,040 16,355
21,140 24,030
27,3753 27,500
22,010 -
1,680 1,718
3,555 3,699
381,290 398,472
{129) {189)
(5,750) {6,884)
E 375411 § 391,399

During the year ended June 30, 2006, the Agency redeemed prior to maturity, $650 of Moderate
Rehabilitation Bonds, issue 1985B, $8,505 of Multi-Family Housing Bonds, issue FHA-1992,
$2,940 of Multi-Family Development Bonds issue 1993F and 2003 using mortgage prepayments.
Special loss of $124 resulted from redemptions while unamortized bond discounts and the related
costs of issuance for the bonds were expensed as redeemed.
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(in thousands of dollars)

During the year ended June 30, 2005, the Agency redeemed prior to maturity, $17,820 of
Muitifamily Housing Bonds, issue 1982B and FHA-1992, $750 of Multifamily Development
Bonds Series 1993-F, and $5,420 of Multifamily Development Refunding Bonds issue 1993A,
using mortgage prepayments. Special gain of $1,217 resulted from the redemptions while
unamortized bond discounts and the refated costs of issuance for the bonds were expensed as
redeemed.

The Agency defeased Multi-Family Residential Development Bonds, Issues H and M in prior
years, by depositing sufficient funds in an irrevocable trust with an escrow agency to provide for all
future debt service payments. The funds were invested in U.S. Treasury strips. The defeased
principal outstanding on these bonds is $4,640 and $5,515 at June 30, 2006 and 2005, respectively.

Bonds issued and outstanding for the Single Family Program are as follows:
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Interest
Rate Final Amounts Outstanding
Range at Maturity June 30,
Issue Issuance Date 2006 2005
Single Family Mortgage Revenue Bonds
Series 1995 - 46 6.30-8.400% 2027 - $ 1215
Series 1996 - 47 4.20-6.750% 2027 6,410 39,450
Series 1996 - 48 4.00-6.150% 2028 1,345 2,740
Series 1996 - 50 3.64-6.350% 2027 - 1,015
Series 1996 - 52 4.40-7.000% 2027 3,325 6,000
Series 1996 - 53 4.20-6.150% 2027 3,330 4,660
Series 1997 - 54 5375-7.22% 2028 3,855 5,030
Series 1997 - 55 3.76-5.750% 2013 4,385 12,880
Series 1997 - 56 4.90-6.150% 2028 2,945 3,330
Series 1997 - 57 4.30-6.150% 2029 2,750 5,535
Series 1997 - 58 4.30-5.450% 2009 3,195 30,020
Series 1997 - 59 4.00-5.150% 2029 12,425 39,290
Series 1997 - 60 4,00-5.100% 2009 2,975 35,280
Series 1997 - 61 4.00-4.900% 2008 49,260 50,595
Series 1997 - 62 4.25-5200% 2011 52,290 54,075
Series 1998 - 63 3.95-5.150% 2030 55,229 56,460
Series 1998 - 64 3.65-5.250% 2030 54,871 57,370
Series 1999 - 65 3.25-5250% 2030 60,330 66,060
Series 1999 - 66 4,05-6.95% 2030 89,110 195,075
Series 1999 - 67 4.05-7.51% 2030 49,250 72,390
Series 1999 - 68 4.30-7.02% 2030 28,650 33,665
Series 2000 - 69 4.35-6.25% 2031 38,615 40,425
Series 2G00 - 70 4.30-6.791% 2028 38,425 60,160
Series 2001 - 72 3.25-535% 2032 175,985 183,810
Series 2002 - 73 2.10-5.45% 2033 167,740 179,915



Pennsylvania Housing Finance Agency
Notes to Financial Statements
June 30, 2006 and 2005

(in thousands of dollars)
Rate Final Amounts Outstanding
Range at Maturity June 30,
Issue Issuance Date 2006 2005
Single Family Mortgage Revenue Bonds
Series 2002 - 74 4.750-6.100% 2033 F 99360 % 99670
Series 2002 - 75 4,750-6.100% 2033 94,465 96,350
Series 2003 - 77 Variable 2033 93,415 97,670
Series 2003 - 78 Variable 2025 69,575 71,685
Draw Down Series Variable 2008 140,000 220,000
Series 2003 - 79 Variable 2034 93,340 97,600
Series 2003 - 80 Variable 2024 90,000 90,000
Series 2004 - 81 Variable 2034 95,360 98,480
Series 2004 - 82 Variable 2034 95,530 08,745
Series 2004 - 83 Variable 2035 123,435 126,780
Series 2004 - 84 Variable 2034 96,680 99,035
Series 2004 - 85 Variable 2035 97,015 99,730
Series 2004 - 86 Variable 2035 99415 99,923
Series 2003 - 87 Variable 2035 99,190 100,000
Series 2005 - 88 Variabie 2037 99,115 100,060
Series 2005 - 89 Variable 2035 123,645 125,060
Series 2005 - 90 Variable 2036 124,795 -
Series 2005 - 91 Variable 2036 154,715 -
Series 2005 -92 Variable 2036 125,000 -
Series 2005 - 93 Variable 2037 125,000 -
3,045,545 2,867,715
Unamortized bond discount {8,702) (11,606)
Unamortized deferred costs of refundings (21,044) (21,435

$ 3,015,799 § 2,834,674

During the year ended June 30, 2006, the Agency redeemed prior to maturity $44,329 of Single
Family Mortgage Revenue Bonds Series 1995-46, 1996-47, 1996-48, 1996-52, 1996-53, 1997-54,
1997-57, 1997-58, 1997-59, 1997-60, 1997-61, 1997-62, 1998-64, 1999-65, 1999-66, 1999-67,
1999-68, 2000-69, 2000-70, 2001-72, 2002-73, 2002-74, 2003-79, 2004-81, 2004-82, 2004-83,
2004-85, 2004-86, 2004-87, 2005-88, 2005-89, 2005-90, using mortgage prepayments. Speciai
losses of $220 resulted from the redemptions while unamortized bond discounts and the related
costs of issuance for the bonds were expensed as redeemed. Additionally, during the year ended
June 30, 2006, the Agency redeemed prior to maturity, $252,320 of Single Family Mortgage
Revenue Bonds, Series 1996-47, 1996-48, 1996-52, 1997-55, 1997-57, 1997-58, 1997-59, 1997-60,
1999-66, 1999-67, 1999-68, 2000-69, 2000-70, 2004-82, 2004-85, 2004-87, 2005-89. Although a
deferred loss of $2,038 resulted from the refundings, the Agency in effect obtained an economic
gain (difference between the present value of the old and new debt service payments) of $21,750
and were able to reduce its aggregate debt service payments as a result of these transactions by a
total of $11,397 over the succeeding 30 years from the 2006 refundings.
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(in thousands of dellars)

During the year ended June 30, 2005, the Agency redeemed prior to maturity $141,971 of Singile
Family Mortgage Revenue Bonds Series 1993-36, 1994-38, 1994-41, 1995-45, 1995-46, 1996-47,
1996-48, 1996-50, 1996-51, 1996-52, 1996-33, 1997-54, 1997-55, 1997-56, 1997-57, 1997-58,
1997-59, 1997-60, 1997-61, 1998-62, 1998-63, 1998-64, 1999-65, 1999-66, 1999-67, 1999-68,
2000-69, 2000-70, 2001-72, 2002-73, 2002-74, 2003-77, 2003-79, 2004-81, 2004-82, 2004-83,
2004-85 and Draw-Down Series, using mortgage prepayments. Special losses of $425 resulted
from the redemptions while unamortized bond discounts and the related costs of issuance for the
bonds were expensed as redeemed. Additionally, during the year ended June 30, 2005, the Agency
redeemed prior to maturity, $220,120 of Single Family Mortgage Revenue Bonds, Series 1993-36,
1904-38, 1994-41, 1994-42, 1995-45, 1996-49, 1996-50, 1996-51, 1996-52, 1996-53, 1997-54,
1997-53, 1997-56, 1997-57, 1997-58, 1997-60, 1999-67, 1999-68, 2000-69 and 2000-70.
Although a deferred loss of $1,792 resulted from the refundings, the Agency in effect obtained an
economic gain (difference between the present vaiue of the old and new debt service payments) of
$47,168 and were able to reduce its aggregate debt service payments as a result of these
transactions by a total of $11,365 over the succeeding 30 years from the 2005 refundings.

Bonds maturing ten years and thereafter from the date of issuance are redeemable at the option of
the Agency at prescribed redemption prices ranging from 100% to 104% of the principal amount.
Bonds may also be redeemed at par prior to the ten-year period if mortgage loan prepayments
exceed prescribed levels and if they are from undisbursed bond proceeds. A provision of the bonds
includes mandatory annual sinking fund payments to provide for redemption of the term bonds.

Required principal and interest payments related to bonds payable are as follows at June 30, 2006:

Total
Principal
and
General Fund Multi-Family Program Single Family Program Interest
Year Ending June 30, Principal Interest  Principal Interest Principal Interest Maturities
2007 8 - 5 789 $ 26368 $ 16,077 § 144,665 3 131,874 § 319,773
2008 - 789 27,633 15,064 129,740 127,553 300,779
2009 789 28,830 13,992 71,240 123,011 237,862
2010 - 789 30,107 12,863 70,925 120,074 234,758
2011 - 789 30,096 11,683 75,700 116,883 235,151
2012-2016 715 1,564 119,922 42,279 416,265 529,209 1,109,954
2017-2021 2,080 3,647 74,594 20,848 528,735 417,168 1,047,072
2022-2026 2,565 3,200 27,379 8,782 558,036 294,186 894,148
2027-2031 3,170 2,649 9,835 2,910 598,108 160,813 777,485
2032-2036 11,470 1,271 6,526 848 419,811 46,476 486,402
2037-2041 - - - 32,320 966 33,286
$20,000 516,276 $381,290 $145.346 53,045545 $2,068213  $5.676,670
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(in thousands of dollars)

L

Operating Leases

The Agency is obligated under noncancelable operating leases for its buildings. Future minimum
payments under these leases at June 30, 2006 are:

2007 3 137
2008 L)
2009 58
Thereafter -

$ 280

Total rental expense is $135 and $371 for the years ended June 30, 2006 and 2005, respectively.
Reserved and Internally Designated Net Assets

General Fund

The net assets of the General Fund are not restricted under the terms of the various bond
resolutions and can be used by the Agency for any purpese authorized by the Act. The Agency has
internally designated a portion of the General Fund net assets as follows:

2006 2005
Single Family Self-Insurance Fund § 16360 § 16,500
Multi-Family Self-Insurance Fund 10,000 10,000
PennHOMES Program 15,000 15,000
Housing initiatives 11,850 11,850
Home buyer counseling 5,500 5,500
Home Choice Program 43,150 43,150
Homeless Auxiliary initiative 1,593 1,593

$ 103,593 § 103,593

The designation for the Single Family Self-Insurance Fund has been established for any special
hazard losses on single family mortgages not covered by other insurance, and losses arising out of
default on mortgage loans funded with the proceeds of the Series C and subsequent issues.

The designation for the Multi-Family Self-Insurance Fund has been established in the event a loss
occurs on any of the multi-family projects for which the Agency acts as an insurer or coinsurer.

The designation for the PennHOMES Program has been established to provide below market and
deferred interest financing to lower development costs for apartment projects financed by the
Agency.

The designation for housing initiatives has been established to provide below market financing for
multi-family and single family special projects financed by the Agency.
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The designation for home buyer counseling has been established to provide funding for home
buying education to first time home buyers.

The designation for the Home Choice Program has been established to provide funding for the
development of single family homes in urban communities.

The designation for the Homeless Auxiliary initiative has been established to provide funding to
homeless shelters and those organizations which support shelters.

Multi-Family Program
Restrictions on the Multi-Family Program net assets are as follows;

2006 2005

Net assets restricted by debt covenants 3 6,460 § 7,436

Net assets restricted by debt covenants are required under certain bond indentures, whose proceeds
were used to fund the Agency’s Multi-Family Program.

The Agency has internally designated a portion of the Multi-Family Program net assets as follows:

2006 2005
PennHOMES Program $ 179,290 % 179,290
Senior housing with supportive services 4,000 4,000
Supportive services 2,100 2,100
Preservation 2,000 2,000

$ 18739 § 187,390

The designation for the PennHOMES Program, which is funded from unrestricted multi-family
proceeds, has been established to lower development costs for apartment projects financed by the
Agency.

The designation for senior housing with supportive services has been established to provide
funding for rental housing and specialized resident services for eiderly residents.

The designation for supportive services has been established to provide multi-family projects with
funds for resident services.

The designation for preservation has been established as a joint venture with the National Housing
Trust to preserve and improve affordable multi-family homes for low and moderate-income use.
The program saves multi-family properties which are at risk of conversion to market rate housing
and resolves the problems of “troubled” properties that suffer from physical deterioration and
financial and social distress.
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Single Family Program
Restrictions on the Single Family Program net assets are as follows:

20606 2005

Net assets restricted by debt covenants 5 88166 § 80,431

Net assets restricted by debt covenants are required under certain bond indentures, whose proceeds
were used to fund the Agency’s Single Family loan program, including the Single Family Self-
Insurance Fund which has been established at not less than 1% of anticipated mortgages to be
originated on Issues I and subsequent issues, and held by a trustee.

The Agency has internally designated a portion of the Single Family Program net assets as follows:

2006 2005
Closing Cost Subsidy Program $ 14750 0§ 14,750
Additional Single Family Insurance Program 2,455 2,455

§ 17205 8 17,205

The Closing Cost Subsidy is a program established to assist qualified single family home buyers
with the initial costs incurred at the inception of a mortgage.

The designation for the Additional Single Family Insurance Program has been established to cover
risk sharing agreement primary mortgage insurance losses in the event of default on single family
mortgage loans.

Insurance Fund
The Agency has internally designated the net assets of the Insurance Fund as follows:

2006 2005

Risk retention $ 41,537 § 43,128

The designation for the additional risk retention reserve has been established to provide private
single family mortgage insurance.

HEMAP
The Agency has internally designated the net assets of the HEMAP Fund as follows:

2006 2005
Emergency Mortgage Assistance Program § 44402 § 40,814
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The designation for the emergency mortgage assistance program has been established to provide

assistance to mortgagees facing foreclosure because of circumstances beyond their control, through
the form of loans.

K. Pension Plan

Pian Descriptions and Funding Policy
Membership of the plan consists of the following at December 31, 2005 and 2004:

2005 2004

Retirees and beneficiaries receiving benefits 75 62
Terminated plan members entitled to but not yet receiving benefits 66 68
Active plan members 245 245
386 375

Number of participating employers 1 1

Plan Description

Eligibie full-time employees participate in either the Pennsylvania Housing Finance Agency
Employees” Retirement Plan (“Plan™), a noncontributory defined benefit, single employer plan, or
the Pennsylvania State Employees’ Retirement System (“PSERS”). Participation in PSERS is
limited to those employees who were active members of PSERS at the time of their employment by

the Agency. As of June 30, 2006 and 2005, substantially all eligible full-time employees are
participants in the Plan.

Full-time employees become eligible for participation in the Plan after completion of one year of
service. A participant’s benefits vest upon the completion of five years of service. Under the
provisions of the Plan, participants with prior military experience may receive credit for their time

of service in the military providing they contribute funds equivalent to the cost of their pension
benefits accumulated during their military service.

The Plan was previously amended to convert it from a contributory to a noncontributory pension
plan. At the time of the amendment, participants had the option to receive a refund in the amount
of their contributions, with interest, or increase their pension benefits. Substantially all employees
elected to withdraw their contributions from the Plan at that time.

A participant is eligible for normal retirement after attainment of age 65, or age 55 and completion
of 30 years of service, or at any age after completion of 35 years of service. The Plan also provides
early and late retirement provisions and death and disability benefits. The normal retirement

pension is payable monthly during the participant’s lifetime with payments ceasing upon the
participant’s death.
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Funding Policy

The contribution requirements of Plan members are established and may be amended by the Board
of the Agency. The Plan’s funding policy provides for actuarially determined periodic
contributions at rates that, for individuai employees, increase gradually over time so that sufficient
assets will be available to pay benefits when due.

Annual Pension Cost and Net Pension Obligation
The Agency’s annual pension cost and net pension obligation to the Plan are as follows:

2005 2004
Annual required contribution $ 1,482 § 1,501
Employer contributions made (1,450} (1,600)
Change in net pension obligation 32 (99}
Net pension (asset) obligation
Beginning of year (866) (767)
End of year $ (834) § (866)

The annual required contribution for the current year was determined as part of the January 1, 2006
actuarial valuation using the aggregate actuarial cost method, which does not identify or separately
amortize unfunded actuarial liabilities. The actuarial assumptions inciude (a) a 7.5% investment
rate of return (net of administrative expenses) and (b) projected salary increases of 4.5% per year.
Both {(a) and (b) include an inflation component based on long-term historical average rates. The
assumptions do not include postretirement benefit increases, which are funded by State
appropriation when granted, The actuarial value of assets is determined using market values
determined by the trustee.

Three-Year Trend Information

Annual
Pension  Percentage Net
Cost of APC Pension
Calendar Year Ending (APC)  Contributed  Obligation
December 31, 2003 $1,486 100.9% $(767)
December 31, 2004 1,501 106.6% {866)
December 31, 2005 1,482 97.8% (834)

L. Commitments and Contingencies

Litigation

In the normal course of business there are various claims and suits pending against the Agency. In
the opinion of the Agency’s management and counsel, the amount of such losses that might result
from these claims and suits, if any, would not materially affect the Agency’s financial position as
of June 30, 2006 and 2005,
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Grants

The Agency administers significant financial assistance payments from the federal government in
the form of low income mortgage subsidies, interest reduction payments, and rental housing
rehabilitation assistance. Such federal financial assistance received during the years ended June 30,
2006 and 2005 amounts to $289,228 and $280,033, respectively. All federal financial assistance
administered by the Agency is subject to audit and as such, any disallowances resulting from
noncompliance or questioned costs may become liabilities of the Agency. The Agency’s

management believes disaliowances, if any, would not materially affect the Agency’s financial
position,

Commitments

Outstanding commitments by the Agency to make or acquire single family and multi-family
mortgages aggregate approximately $18,977 and $29,233, respectively, at June 30, 2006.
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M. Derivative Financial Instruments

The Agency uses interest rate swaps to hedge against changes in the fair value of variable rate
liabilities due to increases in interest rates. The swaps have the effect of fixing the variable rate
portion of the debt issue at the current risk adjusted interest rates. As of June 30, 2006, the Agency

has entered into interest rate swaps with various counter-parties on or about the date of the issuance
of the following bond series:

Fixed Original Fair Value of Notional of
interest  Notomal Notiogel Effective  Termination Contract at Oprions Embedded
Counterparty and current rating * Related Boad Series Rate Amsunts Ameunt Date Date June 38,2806  Embedded Oprions
Goidiman Sachs Mitsui Mance SF MRB 199967 3.950% 26,880 12,120 82002 43029 17
Diexivative Product, LP. SF MRB 20C0-698 7.305% 23,000 360 klrierd] 42008 1oz}
TAATIALD} 5F MRB 200172 5.695% 30,000 28,825 Rl 02023 149
SF MRB 00274 4.285% 30,000 30000 2002 1072032 393
SF MRB 2003-778 4.060%: 59,900 59500 972003 42033 1438 Swaption 3,463
SF MRB 2003-17C 1.650% 25,10 1,275 972003 412012 30
SF MRB 2004-81B 2.365% 14,235 12,750 472004 472083 469
SF MRB Z004-81C 1.557% 82,740 62,74 42004 HVZ034 2,901 Swapticn 10,300
Reatal Housing Refunding, 3502 A &8 1575% 124,120 94,715 2002 12024 343)
SF MRB 2004-84C 1.i15% 19,750 18,350 92004 4Bl 601
$F MRS 2004-34D 1879% 58,335 38,335 92004 1012034 787 Swaption 12250
$F MRS 2004-36B 34T% 1,585 7565 004 1072033 2000 Swaprioa 3,225
$F MRE 2004-86C 4.115% 19,740 19,7%0 142004 10/2038 $13  Swapsion 4050
SF MRB 2004-8% 3.605% 125,000 123,645 62003 12035 473 Swapticr 7940
§F MRB 200591 3.953% 0,000 TG00 1V0s 002036 1547
TRAIT 16,038 #6.270
RS AG SF MRB 2002-70 6.927% 25500 11,230 42001 400 (305)
(AA+AR2) SF MRB 2002-73 5017% 1500 1,750 32002 412010 115
SF MRS 200275 1.957% 30,000 30000 122002 02032 1,382
SF MREB 2003.79 1.997% 37,350 51350 w0l 10003 57 Swaption 18450
SF MRB 2003-838 3.410% 38,000 33,605 32004 42019 758
SF MR3 2053-53C 4.060% 42,505 42,%05 82004 1072033 435 Swaptien 2,09
SF MRB 2003-85B 1.168% 35,000 32,395 1172004 42019 [Rizh)
SF MRB 1003-85C 3.875% 44645 44,645 1172004 102033 1,230 Swapticn pAYL
SF MRB 2003-378 3.460% 47,300 46,635 31008 1072023 1227
SF MRB 2003-87C 3382% 47,300 47,300 32005 1072035 1,271 Swaption 1,285
57 MRB 2005-50C 3.692% 60,820 608320 912003 SU036 3,202 Swapsion 1,645
SF MRE 2005928 3.996% 42,870 42,810 32006 1072036 1131 Swapuon a5
462.025 12.3% 26,470
Hear Sterns Financial Producs, [ne. Rental Housing Refunding, 2003A 3.547% 12,510 62,895 [Zpieed) 100 415 Swaption 20.3%
{AAAALL) Rental Housing Refunding, 20038 1.457% 2510 £2,80% &2003 11029 4
125,790 i,i89 20850
Lehman Brather Derivative Products, [ne. MFDevelopment Refunding, 2003 3.8650% 37240 2375 672003 42019 1080
(AAN Az}
PNC Bank, Naticnal Assozianon Variabie Rate Building 3.945% 20,000 23,000 iy vy 172034 738
[AIAL) Developmens Bonds, Series 2004
Merrifl Lynen Capitat Services, e SF MARB-528 3.843% 32210 0475 52004 102030 1,139
(A+Aa3) SF MRB42C 4.164% 35220 35220 52004 1072034 275 Swaption 1478
SF MRBE-283 3.500% 5,265 35075 $73005 1012035 1671
SF MRB2SC 1975% 31,930 31930 SI200% /2033 890 Swaption 1,852
SF MRB-433 4.266% 17,185 37.185 SI2006 4037 {263
209,883 312 333§
Royai Bank of Canada MF Development Bonds,
(AANALD) fssug 2005-K, 5.183% 27,500 27,375 HIW3 2036 1,300 Swaption 4360
1,368,080 37281 10i,221

* Ralings supghizd by Moody's and Stendard and Poor's

The swap agreements subject the Agency fo counterparty risk, which is the risk that the
counterparty will fail to execute their contractual payment to the Agency. The Agency selects
counterparties with strong financial histories and good credit ratings to mitigate this risk. All
counterparties with their respective ratings as of June 30, 2006 are shown in the table above., The
net settlements paid to or received from the counterparties are reflected as adjustments to interest
expense within the Statement of Revenues and Expenses and Changes in Net Assets.
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The fair value of derivatives are based on the present value of forecasted payments based on spot
rate values on the forward yield curve.

N.  Subsequent Events

On July 20, 2006, the Agency issued $124,395 Single Family Mortgage Revenue Bonds, Series
2006-94, The proceeds from these bond issuances were used to finance new loan purchases.

On September 7, 2006, the Agency issued $198,885 Single Family Mortgage Revenue Bonds,
Series 2006-95. The proceeds from these bond issuances were used to finance new loan purchases.
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Scheduie of Funding Progress Schedule |
Entry Age
Actuarial UAAL as 4
Actuarial Accrued Unfunded Percentage
Actuarial Value of Liability AAL Funded Covered of Covered
Valuation Assets (AAL) (UAAL) Ratio Payroll Payroll
Date (a) () (b-a) (a/b) (c) ({(b-a)/e)
/171996  § 11,670,280 3§ 10,483,711  §(1,186,578) 111.3% § 5,940,643 (20.0)%
1/1/1997 13,747,019 12,172,812 (1,574,207y  112.9% 6,207,591 (25.4)%
1/1/1998 16,964,790 13,519,709 (3,445,081 125.5% 6,260,962 (55.0)%
1/1/1999 20,141,983 15,248,566 (4,893,417  132.1% 6,620,237 (73.9)%
1/1/2000 23,276,799 17,220,429 (6,056,370)  135.2% 7,264,117 (83.4)%
1/1/2001 22,054,056 19,250,828 (2,803,228) 114.6% 8,254,152 (34.0)%
17172002 19,817,523 21,685,184 1,867,661 91.4% 8,807,505 21.2%
1/1/2003 17,544,690 24,123,020 6,578,330 72.7% 9,757,609 67.4%
1/1/2004 21,780,220 27,350,780 5,570,510 79.6% 10,605,889 52.5%
1712005 24,704,G73 29,604,132 4,900,059 83.4% 10,901,221 44 9%
1/1/2006 26,864,408 37,409,870 10,545,462 71.8% 11,367,214 92.8%
Schedule of Contributions from the Employer and
Other Contributing Entities Schedule I}

Calendar
Year
Ended

1696
1997
1998
1999
2000
2001
2002
2003
2004
2005

Annual
Required
Contribution

$ 319,844
367,179
208,114
135,384

87,968
455,464
988,466

1,485,791
1,500,945
1,482,239

Contributions

From
Employer

§ 319,844

368,000
333,590
167,000
375,000
550,000
1,200,000
1,500,000
1,600,000
1,450,000

Percentage
Contributed

100.0%
100.2%
160.3%
123.4%
426.3%
120.8%
121.4%
100.9%
106.6%

97.8%

The information presented in the required supplementary schedules was determined as part of the
actuarial valuations at the dates indicated.
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Additional information as of the latest actuarial valuation foilows:

Valuation date

Actuarial cost method

Amortization method

Asset valuation method

Actuarial assumptions
Investment rate of return
Projected salary increases

{ncludes inflation at cost-of-
living adjustments

2006
January 1, 2006
Aggregate actuarial cost method
Level dollar

Market value as determined by
the trustee

7.5%
4.5%

Moderate, based on long-term
historical average rates
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2005
January 1, 2005
Aggregate actuarial cost method
Level dollar

Market value as determined by
the trustee

7.5%
4.5%

Moderate, based on long-term
historical average rates



