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MOSS-ADAMS wur

INDEPENDENT AUDITOR’S REPORT

To the Board of Commissioners
Washington State Housing Finance Commission

We have audited the accompanying statements of net assets of the Washington State Housing
Finance Commission as of June 30, 2007 and 2006 and the related statements of revenues,
expenses and changes in net assets and of cash flows for the years then ended. These financial
statements are the responsibility of the Washington State Housing Finance Commission
management. Our responsibility is to express an opinion on these financial statements based on
our audits.

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

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of the Washington State Housing Finance Commission as of June 30, 2007
and 2006, and the results of its operations and its cash flows for the years then ended, in
conformity with accounting principles generally accepted in the United States of America.

The accompanying Management’s Discussion and Analysis on pages 3 through 9 is not a
required part of the financial statements but is supplementary information required by the
Governmental Accounting Standards Board. This supplementary information is the
responsibility of the Washington State Housing Finance Commission management. We have
applied certain limited procedures, which consisted principally of inquiries of management
regarding the methods of measurement and presentation of the required supplementary
information. However, we did not audit the information and express no opinion on it.



Our audits were conducted for the purpose of forming an opinion on the financial statements
taken as a whole. The supplemental information as listed in the table of contents is presented for
purposes of additional analysis and is not a required part of the financial statements. The
supplemental information, which is the responsibility of the Washington State Housing Finance
Commission management, has been subjected to the procedures applied in the audits of the
basic financial statements and, in our opinion, is fairly stated in all material respects in relation to
the financial statements taken as a whole.

10 Adams 1P

Seattle, Washington
January 25, 2008



WASHINGTON STATE HOUSING FINANCE COMMISSION
MANAGEMENT’S DISCUSSION AND ANALYSIS
YEARS ENDED JUNE 30, 2007 AND 2006

As management of the Washington State Housing Finance Commission (the “Commission”), we
offer readers of the Commission’s financial statements this narrative overview and analysis of the
financial activities of the Commission for the year ended June 30, 2007. This overview and analysis
is required by accounting principles generally accepted in the United States of America Generally
Accepted Accounting Principles (“GAAP”) in Governmental Accounting Standards Board
Statement No. 34, Basic Financial Statements—and Management’s Discussion and Analysis—for State and
Local Governments (“GASB 34”).

FINANCIAL HIGHLIGHTS

During the fiscal year ended or as of June 30, 2007 (“FY 20077):

Net assets increased $2.7 million to $68.8 million primarily due to the increase in the Program
Investment Fund ($6.5 million) and the current year expense over revenues in the bond program
($3.7 million). The loss in bond program net assets was caused by the recognition of unrealized
losses on mortgage-backed securities ($4.4 million).

Issuances of bonds to fund mortgages for projects in process resulted in investments increasing
$246.6 million in bond programs investments.

Mortgage-backed securities (“MBS”), net, increased by $268.7 million, primarily due to the
increase in purchases of MBS pools made available by the new bond issues within the single
family program. The increase is offset by the unrealized loss ($4.4 million) in FY 2007 occurring
in adjusting mortgage-backed securities to market value at year end. Gains and losses in adjusting
mortgage-backed securities to market value are unrealized, but must be recognized in the current
year according to Generally Accepted Accounting Principles (“GAAP”).

Mortgage loans, net of discounts, premium, deferred commitment fees, and unamortized bond
insurance premium increased $433.6 million due to draws of funds from recently issued bonds.

Total bonds and notes payable of $3,698.2 million were outstanding, net of premiums and
discounts. This is a net increase of $985.7 million (36.3%) from the net effect of the issuance of
bonds ($1,364.2 million) and a decrease from principal payments on bonds ($378.5 million).

Total revenues increased $67.4 million, due to a decrease in the fair market value of mortgage-
backed securities of $4.4 million as compared to a decrease of $35.2 million in 20006, and a net
increase in interest and other income ($36.6 million) resulting from increases in the amount of
the mortgage-backed securities held and mortgage loans outstanding. Total expenses increased
$35.8 million due primarily to increases in bond interest expense related to the increase in bonds
and notes outstanding and higher rates on variable rate debt.

The increase in net assets in the Program Investment Fund of $6.5 million resulted from
operating income of $.5 million and a $5.9 million transfer of net assets from the General
Operating Fund.



WASHINGTON STATE HOUSING FINANCE COMMISSION
MANAGEMENT’S DISCUSSION AND ANALYSIS (CONTINUED)
YEARS ENDED JUNE 30, 2007 AND 2006

OVERVIEW OF THE FINANCIAL STATEMENTS

The financial statements consist of three parts: Management’s Discussion and Analysis, the basic
financial statements, and the supplementary schedules. The financial statements are presented in a
manner similar to that of a private business, using the economic resources measurement focus and
the accrual basis of accounting.

The financial statements report information for all Commission programs and operations. The
statement of net assets includes all of the Commission’s assets and liabilities. All of the revenues and
expenses of the Commission are accounted for in the statement of revenues, expenses, and changes
in net assets. Program financial statements are presented as supplementary schedules. These
schedules separate the financial statements into bond programs, program investment fund, and
general operations.

FINANCIAL ANALYSIS OF THE COMMISSION
Statements of Net Assets

The following table summarizes the changes in assets, liabilities, and net assets between June 30,
2007 and 2006 (in millions):

2007 2006 Change
Assets

Cash and cash equivalents $ 216.5 $ 1161 $ 1004 86.5%
Investments 663.9 417.3 246.6 59.1
Accrued interest receivable 24.3 14.0 10.3 73.6
Fees receivable, net 0.6 0.9 0.3) (33.3)
Other receivables 0.2 0.4 0.2 (50.0)
Mortgage-backed securities, net 813.4 544.7 268.7 49.3
Mortgage loans, net 2,096.8 1,663.2 433.6 26.1
Unamortized bond issuance costs 88.2 70.5 17.7 25.1
Prepaid fees and other 2.4 2.8 0.4) (14.3)

Total assets $ 39003 $ 2,829.9 $ 1,076.4 38.0%




WASHINGTON STATE HOUSING FINANCE COMMISSION
MANAGEMENT’S DISCUSSION AND ANALYSIS (CONTINUED)
YEARS ENDED JUNE 30, 2007 AND 2006

Statements of Net Assets (Continued)

2007 2006 Change
Liabilities
Accounts payable and other liabilities $ 105.1 $ 325 $ 72.6 223.4%
Accrued interest payable 22.4 16.7 5.7 34.1
Accrued arbitrage rebate 0.8 0.3 0.5 166.7
Deferred revenue 1.5 0.7 0.8 114.3
Project equity held for borrower 9.5 1.1 8.4 763.6
Notes payable and bond fund financing 26.4 39.5 (13.1) (33.2)
Bonds payable, net 3,671.8 2,673.0 998.8 37.4
Total liabilities $ 3,837.5 $ 2,763.8 $ 1,073.7 38.8%
Net assets
Restricted
Bond operations $ 6.3 $ 100 $ (3.7 (37.0%)
Grants and donations to PIF 0.5 0.6 (0.1) (16.7)
Invested in capital assets 0.3 0.2 0.1 50.0
Unrestricted
General operations 17.7 17.8 0.1) (0.6)
Program Investment Fund 44.0 37.5 6.5 17.3
Total net assets $ 68.8 $ 66.1 $ 2.7 4.1%

The net assets of the Commission increased by $2.7 million, or 4.1%, from the June 30, 2006
amount. Net assets increased due to an increase in the PIF net assets resulting from operating
income of $0.5 million and $5.9 million operating income from the General Operating Fund.
However, this increase was partially offset due to the change in unrealized loss on mortgage-backed
securities ($4.4 million) that, while required to be recognized by accounting standards, is not
expected to be realized.

Net assets of the bond programs are classified as restricted because the uses of the funds are
directed by trust indentures. The Commission has designated a General Operating Fund reserve
dedicated to maintaining its future commitments and ensuring its ability to meet unforeseen fiscal or
legal challenges. Additionally, it has created the Program Investment Fund to make strategic
investments in higher-risk programs to support the financing and production of low-income
housing, special needs housing, and facilities that provide community services primarily to low-
income persons. The total amount designated for this purpose is $44.0 million.



WASHINGTON STATE HOUSING FINANCE COMMISSION
MANAGEMENT’S DISCUSSION AND ANALYSIS (CONTINUED)
YEARS ENDED JUNE 30, 2007 AND 2006

Statements of Revenues, Expenses, and Changes in Net Assets

The following table summarizes the changes in revenues and expenses between 2007 and 2006
(in millions):

2007 2006 Change
Revenues
Bond programs mortgage interest $ 133.5 $ 1023 $ 312 30.5%
Bond programs investments and other income 121 12.2 0.1) (0.8)
Bond program gain (loss) on
mortgage-backed securities (4.4) (35.2) 30.8 87.5
Program fees 22.8 18.5 4.3 23.2
General Operating Fund interest income 1.8 0.6 1.2 200.0
Total revenues $ 165.8 $ 984 $ 674 68.5%
Expenses
Bond programs interest expense $ 144.8 $ 109.6 $ 352 32.1%
Other bond programs expenses 10.3 9.5 0.8 8.4
Salaries and wages 5.1 4.9 0.2 4.1
Other General Operating Fund and
Program Investment Fund expenses 2.9 3.3 0.4 (12.1)
Total expenses $ 163.1 $ 1273 $ 358 28.1%
Change in net assets § 27 $ (28.9) $ 31.6 109.3%

Mortgage related interest earnings ($133.5 million) and bond interest expense ($144.8 million) are
the primary components of total revenues and expenses, respectively, for the bond programs. The
Commission’s revenues in the General Operating Fund were primarily generated from issuer fees
($11.9 million).

DEBT ADMINISTRATION

The Commission has long-term debt obligations of $3,698.2 million, net of bond premium and
discounts at June 30, 2007. The Commission’s bond funds are held by a trustee or paying agent who
ensures that bond resolution requirements are met, including payments of debt service and funding
of necessary reserves. At June 30, 2007, amounts held by the trustees and paying agents represent
full funding of these requirements.



WASHINGTON STATE HOUSING FINANCE COMMISSION
MANAGEMENT’S DISCUSSION AND ANALYSIS (CONTINUED)
YEARS ENDED JUNE 30, 2007 AND 2006

Most of the debt issued by the Commission is tax-exempt and is issued under the Internal Revenue
Code and Treasury Regulations governing either mortgage revenue bonds or residential rental
projects. The Federal Tax Reform Act of 1986 imposes an annual ceiling on the aggregate amount
of federally tax-exempt private activity bonds, including bonds for housing, student loans, exempt
facilities, small issue industrial, redevelopment, and certain public utility projects that may be issued
during any calendar year by or on behalf of states and their political subdivisions. The private-
activity volume cap received by Washington State is allocated to eligible issuers pursuant to the
Revised Code of Washington Chapter 39.86. The Commission’s single-family and multifamily
programs rely on private activity bonds subject to this volume cap. Bonds issued under the
nonprofit facilities program are private activity bonds, which are not subject to this cap.

The Commission’s ability to recycle tax-exempt debt is limited by the Code of Federal Regulations,
title 26, commonly known as the ten-year rule, which prohibits refunding of mortgage prepayments
received more than ten years after the date of issuance of the bonds. The Commission also issues
limited amounts of taxable debt in order to supplement its tax-exempt authority and for lending
under programs where federal restrictions are inconsistent with the program requirements.

The Commissioners have adopted policies that govern the process followed to issue debt. All bonds
issued in the single-family program are backed by Fannie Mae, Ginnie Mae, or Freddie Mac
securities and are rated either an Aaa by Moody’s Investors Service or AAA by Standard and Poor’s
Ratings Services. Multifamily and nonprofit publicly sold bond issues generally must have a
minimum initial A rating by one of the major rating agencies.

The Commission continually investigates and uses available debt management techniques to achieve
its goals of reducing interest expense and preserving the maximum amount of bonding authority.
The Commission retires high interest rate debt as opportunities for economic refunding occur, and
for preservation of bonding authority.

The Commission’s outstanding debt is limited to four and one half billion dollars by the Revised
Code of Washington Section 43.180.160. The Commission has no general obligation bonds and
does not currently have an issuer credit rating.

Net bonds and notes payable as of June 30, 2007 was $3,698.2 million, an increase of $985.7 million
from 2006. Changes by program are summarized in the following table:

2006 Issued Redeemed Changes 2007
Single-Family $ 7381 $ 4397 $ (2135 $ 226.2 $ 9643
Multifamily Housing 1,195.9 221.0 (43.0) 178.0 1,373.9
Nonprofit Housing 432.7 569.7 (81.2) 488.5 921.2
Nonprofit Facilities 345.8 133.8 (40.8) 93.0 438.8

$ 27125 $ 1,364.2 $ (378.5) $ 985.7 $ 3,698.2




WASHINGTON STATE HOUSING FINANCE COMMISSION
MANAGEMENT’S DISCUSSION AND ANALYSIS (CONTINUED)
YEARS ENDED JUNE 30, 2007 AND 2006

COMPARISON OF FISCAL YEARS 2006 WITH 2005
Statements of Net Assets

The following table summarizes the changes in combined net assets between June 30, 2006 and 2005
(in millions):

2006 2005 Change
Assets
Cash and cash equivalents $ 1161 $ 744 $ 41.7 56.0%
Investments 417.3 474.8 (57.5) (12.1)
Accrued interest receivable 14.0 114 2.6 22.8
Fees receivable, net 0.9 0.6 0.3 50.0
Other receivables 0.4 0.5 0.1) (20.00)
Mortgage-backed securities, net 544.7 519.1 25.6 4.9
Mortgage loans, net 1,663.2 1,410.4 252.8 17.9
Unamortized bond issuance costs 70.5 62.9 7.6 12.1
Prepaid fees and other 2.8 2.9 (0.1) (3.45)
Total assets $ 2,829.9 $ 2,557.0 $ 2729 10.7%
Liabilities
Accounts payable and other liabilities $ 325 $ 220 $ 10.5 47.7%
Accrued interest payable 16.7 15.8 0.9 5.7
Accrued arbitrage rebate 0.3 1.8 (1.5) (83.3)
Deferred revenue 0.7 0.6 0.1 16.7
Project equity held for borrower 1.1 0.3 0.8 2606.7
Notes payable and bond fund financing 39.5 50.7 (11.2) (22.1)
Bonds payable, net 2,673.0 2,370.8 302.2 12.7
Total liabilities $ 2,763.8 $ 2,462.0 $ 3018 12.3%
Net assets
Restricted
Bond operations $ 100 § 423 $  (323) (76.4%)
Grants and donations to PIF 0.6 0.6 - -
Invested in capital assets 0.2 0.2 - -
Unrestricted
General operations 17.8 17.8 - -
Program Investment Fund 37.5 34.1 3.4 10.0
Total net assets § 0661 $§ 950 $ (289 (30.4%)



WASHINGTON STATE HOUSING FINANCE COMMISSION
MANAGEMENT’S DISCUSSION AND ANALYSIS (CONTINUED)
YEARS ENDED JUNE 30, 2007 AND 2006

The following summarizes the changes in combined net income between fiscal years 2006
and 2005 (in millions):

2006 2005 Change
Revenues
Bond programs mortgage interest $ 1023 $ 820 $ 20.3 24.8%
Bond programs investments and
other income 12.2 9.1 3.1 34.1
Bond program gain (loss) on
mortgage-backed securities (35.2) 3.4 (38.0) (1,135.3)
Program fees 18.5 15.3 3.2 20.9
General Operating Fund interest income 0.6 0.9 0.3) (33.3)
Total revenues $ 984 $ 110.7 $ (12.3) (11.1%)
Expenses
Bond programs interest expense $ 109.6 $ 87.5 $ 221 25.3%
Other bond programs expenses 9.5 9.5 - -
Salaries and wages 4.9 4.4 0.5 11.4
Other General Operating Fund and
Program Investment Fund expenses 3.3 3.4 0.1) 2.9)
Total expenses $ 127.3 $ 104.8 $ 22.5 21.5%
Change in net assets $ (289 $ 5.9 $ (34.9) (589.8%)

During the fiscal year ended June 30, 2006 the Commission’s combined total assets increased by
$272.9 million, attributable to the increase in mortgage loans and investments resulting from
increased bond issuances activities during the year. Combined total net loss of $28.9 million for
fiscal year ended June 30, 2006 decreased the Commission’s total net assets by $34.8 million or
589.8% resulting primarily from the 2006 $35.2 million unrealized loss on mortgage-backed
securities (MBS) as compared to the 2005 unrealized gain on MBS of $3.4 million.

The Commission’s combined change in net assets for 2006 was $(28.9) as compared to $5.9 million
for 2005 resulting from an increase in bond activity revenues in 2006 as well as the previously noted
significant impact of the unrealized change in the market value of the MBS that, while required to be
recognized by accounting standards, is not expected to be realized.

ADDITIONAL INFORMATION

Questions and inquiries may be directed to the Senior Director of Finance or the Senior Controller
at Washington State Housing Finance Commission, 1000 2 Avenue, Suite 2700, Seattle,
Washington 98104 (206-464-7139).



WASHINGTON STATE HOUSING FINANCE COMMISSION
STATEMENT OF NET ASSETS

JUNE 30, 2007 AND 2006
ASSETS
2007 2006

CASH AND CASH EQUIVALENTS $ 216,545,857 $ 116,106,678
INVESTMENTS

U.S. government and agencies securities 30,696,990 29,944,467

Investment agreements 633,239,898 387,364,163

663,936,888 417,308,630

ACCRUED INTEREST RECEIVABLE 24,317,633 14,025,965
FEES RECEIVABLE, net 598,062 870,744
OTHER RECEIVABLES 165,337 401,843
MORTGAGE-BACKED SECURITIES, cost 842,452,890 569,393,446

Cumulative unrealized gain (loss) on

mortgage-backed securities (29,090,229) (24,706,501)

MORTGAGE-BACKED SECURITIES, fair value 813,362,661 544,686,945
MORTGAGE LOANS, net 2,096,817,156 1,663,245,098
UNAMORTIZED BOND ISSUANCE COSTS 88,148,496 70,451,262
PREPAID FEES AND OTHER 2,447 891 2,774,346
TOTAL ASSETS $ 3,906,339,981 $ 2,829,871,511

See accompanying notes to financial statements.
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WASHINGTON STATE HOUSING FINANCE COMMISSION
STATEMENT OF NET ASSETS (CONTINUED)

JUNE 30, 2007 AND 2006
LIABILITIES AND NET ASSETS
2007 2006
ACCOUNTS PAYABLE AND OTHER LIABILITIES 105,107,237 32,447 704
ACCRUED INTEREST PAYABLE 22,360,237 16,740,310
ACCRUED ARBITRAGE REBATE 814,434 294,160
DEFERRED REVENUE 1,550,317 704,378
PROJECT EQUITY HELD FOR BORROWER 9,526,240 1,136,658
PRIVATE PLACEMENT PROGRAMS, NOTES
PAYABLE AND BOND FUND FINANCING 26,374,123 39,494,123
BONDS PAYABLE
Current interest bonds 3,479,386,570 2,450,880,426
Taxable bonds 186,258,404 210,347,129
Compound interest bonds - 8,376,584
Unamortized bond premium 7,335,039 4,649,365
Unamorttized bond discount (1,182,357) (1,241,930)

3,671,797,656

2,673,011,574

TOTAL LIABILITIES 3,837,530,244 2,763,828,907
NET ASSETS
Restricted
Bond operations 6,295,148 9,966,172
Grants and donations to Program Investment Fund 500,000 600,000
Invested in capital assets 300,857 243 857
Unrestricted
General operations 17,699,143 17,756,143
Program Investment Fund 44,014,589 37,476,432
68,809,737 66,042,604

TOTAL LIABILITIES AND NET ASSETS

$ 3,906,339,981

$ 2,829,871,511

See accompanying notes to financial statements.
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WASHINGTON STATE HOUSING FINANCE COMMISSION
STATEMENT OF REVENUES, EXPENSES AND CHANGES IN NET ASSETS
YEARS ENDED JUNE 30, 2007 AND 2006

2007 2006
REVENUES
Interest earned on mortgage loans
and mortgage-backed securities 133,516,687 $ 102,245,773
Other interest and investment income 13,900,256 12,761,566
Loss on mortgage-backed securities (4,383,728) (35,168,283)
Other fee income 22,627,979 18,051,195
Nonoperating revenues - grants 158,786 489,872
165,819,980 98,380,123
EXPENSES
Interest on debt 144,784,528 109,946,325
Amortization of bond discount 59,574 436,939
Amortization of bond premium (372,227) (230,559)
Amortization of bond issuance costs 7,525,753 6,743,709
Servicing and commission fees 2,093,832 1,513,051
Salaries and wages 5,053,323 4,861,322
Communication and office expense 1,847,061 2,145,092
Trustee and paying agent fees 196,289 268,821
Professional fees 884,307 427,298
Amortization of bond insurance premium 197,167 306,881
Other 624,454 433,377
Nonoperating expenses - grants 158,786 489,872
163,052,847 127,342,128
EXCESS (DEFICIENCY) OF REVENUES
OVER EXPENSES 2,767,133 (28,962,005)
NET ASSETS
Balance, beginning of year 66,042,604 95,004,609
Balance, end of year 68,809,737 $ 66,042,604

See accompanying notes to financial statements.



WASHINGTON STATE HOUSING FINANCE COMMISSION
STATEMENT OF CASH FLOWS
YEARS ENDED JUNE 30, 2007 AND 2006

2007 2006
OPERATING ACTIVITIES
Receipts for interest on mortgages $ 152,974,428 $ 112,254,207
Receipts for other fee income 17,362,253 12,246,298
Receipts for loans and mortgage prepayments 242,076,472 243,507,757
Payments for acquisition of loans and mortgages (896,585,577) (553,064,176)
Payments for bond program expenses (21,053,954) (14,949,0706)
Payments to employees and suppliers (8,469,448) (7,928,767)
Net cash used for operating activities (513,695,826) (207,933,757)
INVESTING ACTIVITIES
Purchase of investments (1,084,309,476) (469,384,154)
Sale of investments 837,185,886 527,156,569
Interest received on investments 10,378,191 11,643,588
Net cash from (used for) investing activities (236,745,399) 69,416,003
CAPITAL FINANCING ACTIVITIES
Project equity received, net 8,389,582 813,113
Proceeds from sale of bonds and notes 1,406,619,609 690,336,318
Interest paid on debt (139,164,605) (108,667,618)
Debt repayments (424,964,182) (402,235,981)
Net cash from capital financing activities 850,880,404 180,245,832
NET INCREASE IN CASH AND
CASH EQUIVALENTS 100,439,179 41,728,078
CASH AND CASH EQUIVALENTS
Beginning of year 116,106,678 74,378,600
End of year $ 216,545,857 $ 116,106,678

See accompanying notes to financial statements.
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WASHINGTON STATE HOUSING FINANCE COMMISSION
STATEMENT OF CASH FLOWS (CONTINUED)
YEARS ENDED JUNE 30, 2007 AND 2006

2007 2006
RECONCILIATION OF EXCESS (DEFICIENCY)
OF REVENUES OVER EXPENSES TO NET CASH
USED FOR OPERATING ACTIVITIES
Excess (deficiency) of revenues over expenses $ 2,767,133 $  (28,962,005)
Adjustments to reconcile excess (deficiency) of revenues
over expenses to net cash from operating activities
Amortization of mortgage premium 29,577 1,368
Amortization of mortgage discount (2,334,920) (3,799,815)
Amortization of bond insurance premium 12,354 11,447
Amortization of bond issuance costs 7,555,932 7,455,295
Amortization of bond discount 59,574 436,939
Amortization of bond premium (372,227) (230,559)
Amortization of deferred fee income (10,837,594) (8,202,278)
Purchase of mortgage loans (966,696,841) (571,456,232)
Repayments of mortgage loans 248,226,395 247.270,452
Unrealized loss on securities 4,383,728 35,168,283

Cash from changes in operating assets and liabilities
Interest and other receivables

Interest and other payables

Net cash from operating activities

(11,711,712)
215,222,775

(11,064,741)
125,438,089

$ (513,695,826)

$ (207,933,757

See accompanying notes to financial statements.
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WASHINGTON STATE HOUSING FINANCE COMMISSION
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2007 AND 2006

Note 1 - Description of Business

Organization - The Washington State Housing Finance Commission (the “Commission”)
was created in 1983 by the legislature of the state of Washington (the “State”) to “act as a
financial conduit which, without using public funds or lending the credit of the state or local
government, can issue nonrecourse revenue bonds and participate in federal, state, and local
housing programs thereby making additional funds available at affordable rates to help
provide housing throughout the state.” In March 1990, the state legislature authorized the
Commission to issue bonds to finance or refinance nursing homes and capital facilities owned
and operated by nonprofit corporations. The Commission’s debt limit is $4.5 billion.

The Commission has 11 voting members. Two commissioners, the state treasurer and the
director of the Department of Community, Trade and Economic Development, serve ex
officio, by virtue of their office. Eight members are appointed by the governor to a four-year
term. The chair of the Commission is appointed by, and serves at the pleasure of, the
governor.

The Commission is legally separate from the State. The Commission does not receive state
appropriations and does not impose a financial burden on, nor accrue any financial benefit to,
the State. Legal restrictions on the Washington State legislature’s ability to impose its will on
the Commission and the inability of the governor to remove the majority of the voting
members of the Commission prevent the State from being considered to be financially
accountable for the Commission. However, in the State’s Comprehensive Annual Financial
Report (“CAFR”), the Commission is presented as a discrete component unit of the State.

Program Funds

The Commission summarizes its financial activities in three funds: General Operating, Bond,
and Program Investment.

General Operating Fund: The General Operating Fund was established by the Commission to
account for the fiscal activities related to the administration of its ongoing program
responsibilities. Revenues of the General Operating Fund are derived primarily from fees
earned on bond issues, tax credit allocations, compliance monitoring, and interest income on
operating and Program Investment Fund investments. All funds received by the Commission
are generated by its activities. Expenditures are not appropriations from the State.

The Commission first adopted a General Operating Fund Reserve Policy in 1989. The current
policy requires the maintenance of general reserves of $18 million based upon capital
adequacy analyses. General reserves provide income to fund current operations, help to
ensure a sufficient revenue stream for the Commission to remain independent of State funds,
and safeguard the Commission’s ability to meet its future legal and program obligations.
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WASHINGTON STATE HOUSING FINANCE COMMISSION
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2007 AND 2006

Note 1 - Description of Business (Continued)

Program Investment Fund: The Commission established its Program Investment Fund in
1989. This fund represents Commission reserves above those required by the General
Operating Fund Reserve Policy and is strategically invested in programs to support the
financing and production of low-income housing, special needs housing, and facilities that
provide community services. This fund includes investments by other funders for use in
established down payment assistance programs.

Bond Program Fund: All activities of Commission-issued bond transactions are established
under separate Indentures of Trust. All financial activities of these Indentures are recorded by
the Commission in this fund. Further, the Commission summarizes its bond activities by
program type as follows:

Single-Family Home Ownership Program: These funds, established under one trust indenture
and series indentures, account for the proceeds from the sale of Single-Family Mortgage
Revenue Bonds and the debt service requirements of these bonds. Activities of these funds
are, in general, limited to the purchase of mortgage-backed securities (MBS) containing pools
of certain mortgage loans secured by mortgages on Single-Family, owner-occupied, new or
existing residential housing located in Washington State. The bonds, which constitute a special
obligation of the Commission, are payable solely from the bond funds established pursuant to
the indenture, and are funded primarily from payments received from the MBS pool and from
any other money held by the bond trustee pursuant to the indenture. As such, the assets of the
bond are pledged as collateral for the debt. As of June 30, 2007, the assets so pledged were
$961.2 million.

Loans in the programs are made to first-time homebuyers (except for those in targeted areas)
whose income does not exceed the limits established by the Commission. Mortgage rates for
these programs are:

Bond Issue Rate Bond Issue Rate Bond Issue Rate
1997 4A/4N/4T * 6.55 2000 4A /4T 5.50, 5.99, 6.30 & 6.95 2004 3A 5.2t05.6
1998 1A/IN/1T 6.25 2000 5A-R/5N-R 7.25 & 7.55 2004 4 4.85to0 5.5
1998 2A /2T 6.25 2001 1A/N 5.99 2005 1 4.8 to 5.45
1998 3A/3N/3T 6.25 & 6.35 2001 2A 6.15 2005 2A/2A VR 4.95to0 5.45
1998 4A /4T, 4A (CAB)* 6.25 2001 3A-R/3N-R 5.99 2005 3A 4.95 to 5.45
1998 5A/5N/5T, 5A (CAB)*  5.99 2001 4A/4T 5.99 & 6.30 2005 4A 5.25to 5.75
1998 CRA-A 5.75 2001 5A 5.99 2005 5A 5.25t0 5.75
1999 1A/IN/1T,1A (CAB)*  5.95 2002 1A 6.25 2006 1AS/1A 5.25to0 5.75
1999 2A/2N//2T, 2A (CAB)* 6.05 2002 2A, 3A/3N-R 6.75 2006 2AS/2A 5.375 to 5.825
1999 3A/3T 6.75 2002 4A 5.50, 5.75, & 6.25 2006 3A 5.375 to 5.825
1999 CRA-A 6.5 2002 5A 5.25 2006 4A 5.625 to 6.125
1999 A/4N/4T 6.95 2003 1A/1IN 4.99 & 5.10 2006 5A 5.625 to 6.125
1999 5A/5N/5T 6.99 2003 2A /2N 4.99 & 5.25 2006 6A 5.375 to 6.0
2000 1A/1T 7.45% 2003 3A /3N 5.10 & 5.25 2007 1A 5.25to0 6.0
2000 2A/2N/2T 7.55 2004 1A/1N 4.85, 5.05, & 5.25 2007 2A 5.25to0 6.0
2000 3A/3N/3T 7.25& 7.55 2004 2A/2N 5.10 to 5.5

* Capital Appreciation Bonds
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Note 1 - Description of Business (Continued)

Conduit Financing Programs: The financial activities of all Commission-issued bonds,
including the proceeds from the sale of mortgage revenue bonds and the debt service
requirements of these bonds, are recorded in the bond fund. Except for Single Family bonds,
discussed above, all bonds issued by the Commission are conduit debt, i.e., limited-obligation
bonds issued by the Commission for the express purpose of providing financing for a specific
third party that is not a part of the Commission’s financial reporting entity. Financing
proceeds for the Conduit Financing Programs are used by to purchase qualified mortgages
and mortgage-backed securities from mortgage lenders. The issuer of the mortgage-backed
securities, the mortgagor, or the letter of credit provider will pay the bond trustee principal
and interest in amounts calculated to meet periodic debt service payments on the bonds.

Although the conduit debt securities bear the name of the Commission, it has no obligation
for such debt beyond the resources provided by the lease or loan with the third party on
whose behalf they are issued.

At the time of conduit bond issuance, the Commission assigns its rights, title, and interest in
the loan agreement (with certain exceptions and reservations), and in any collateral securing
the loan, to a bond trustee pursuant to a trust indenture. The bond trustee administers the
bond issue. The bonds, which constitute a special obligation of the Commission, are payable
solely from the bond fund established pursuant to the indenture, and are funded primarily
from payments made by the borrower to satisfy the loan agreement and from any other
money held by the bond trustee pursuant to the indenture. As such, the assets of each bond
are pledged as collateral for the debt. As of June 30, 2007, the assets so pledged were
$2.86 billion.

The obligation of the borrower to repay the loan is absolute and unconditional. The bonds do
not constitute a general, moral, or special obligation of the state of Washington, a pledge of
the faith and credit of the state, or a general obligation of the Commission. The owners of the
bonds have no right to require the state of Washington or the Commission, nor has the state
of Washington or the Commission any obligation or legal authorization to levy any taxes or
appropriate or expend any of its funds for the payment of principal thereof, premium, if any,
or interest thereon.

Private placement notes are those issued and privately placed directly by the Commission with
a financial institution or other sophisticated investor. The proceeds those notes are used to
finance construction or rehabilitation and permanent loans on multifamily rental housing
projects. The tax-exempt notes are funded by the investors at such time as disbursements are
made for acquisition, construction, or rehabilitation.
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Note 1 - Description of Business (Continued)

Multifamily Housing Program: These funds account for financing issued on behalf of
developers of multifamily housing. The funds are used to purchase, construct, refinance,
and/or remodel projects containing affordable housing and housing for the elderly. Activities
of these funds also include the purchase, construction, refinancing, and/or remodeling of
continuing care retirement communities and nursing homes.

Nonprofit Housing Program: These funds account for bonds and notes issued on behalf of
nonprofit housing organizations. The funds are used to putchase, construct, refinance, and/or
remodel projects containing low-income housing.

Nonprofit Facilities Program: These funds account for the bonds and notes sold to purchase
loans of organizations. The loans, which may be secured by real and/or personal property, are
used by 501(c)(3) otrganizations for capital acquisitions and/or improvements.

Note 2 - Summary of Significant Accounting Policies

The financial statements of the Commission have been prepared in conformity with
accounting principles generally accepted in the United States of America as applied to
governmental units. The Governmental Accounting Standards Board (“GASB”) is the
accepted standard-setting body for establishing governmental accounting and financial
reporting principles. The Commission has applied all applicable GASB pronouncements, as
well as the following pronouncements issued on or before November 30, 1989 (unless they
conflict with or contradict GASB pronouncements): Statements and Interpretations of the
Financial Accounting Standards Board, Accounting Principles Board Opinions, and
Accounting Research Bulletins of the Committee on Accounting Procedure. The more
significant of the Commission’s accounting policies are described below.

Measurement Focus and Basis of Accounting - All accounts and transactions of the
Commission are accounted for on a flow of economic resources measurement focus. With
this measurement focus, all assets and all liabilities associated with the operation of these
funds are included on the statement of net assets. The statement of revenues, expenses, and
changes in net assets for all funds present increases (e.g., revenues) and decreases (e.g.,
expenses) in net total assets. These funds utilize the accrual basis of accounting. Under this
method, revenues are recorded when earned and expenses are recorded at the time liabilities
are incurred.
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Note 2 - Summary of Significant Accounting Policies (Continued)

Unclassified Balance Sheet - The Commission’s business cycle is greater than one year. As
such, all assets and liabilities as shown on the Statement of Net Assets are unclassified..

Cash and Cash Equivalents - Cash deposits in the bond fund are held in the corporate trust
departments of commercial banks in the bond issue’s name. The total amount of
uncollateralized or uninsured cash equivalents in the bond fund is $53.6 million as of June 30,
2007. Cash deposits held by the General Operating Fund are entirely covered by the Federal
Depository Insurance Corporation (“FDIC”) or by collateral held in a multiple financial
institution collateral pool administered by the Washington Public Deposit Protection
Commission (“PDPC”). For purposes of the statements of cash flows, the Commission
considers all highly liquid, interest-bearing instruments purchased with an original maturity of
three months or less to be cash and cash equivalents.

Investments - Investments in the General Operating and Program Investment Funds are
managed by First American Funds and are comprised of securities issued or guaranteed by the
U.S. government. These marketable securities are valued at fair value based upon quoted
market prices as of June 30, 2007 and 2006. Guaranteed investment contracts held in the
Restricted Bond Funds are non-participating and therefore stated at cost as the redemption
terms are not affected by market rates. At June 30, 2007, commercial paper was held by the
trustee for five multifamily bond issues and is stated at market value at year end. No such
investments were held in the year ended June 30, 2000.

Mortgage-Backed Securities - Mortgage-backed securities are presented at their fair value
based on quoted market prices as of June 30, 2007 and 2000.

Mortgage Loans, Net - Mortgage loans, net are stated at their unpaid principal balance,
increased by mortgage premiums or reduced by unearned discounts, and reduced by deferred
commitment fees and unamortized bond insurance premiums over the life of the loan.

Provision for Possible Loan Losses - The mortgage loans and mortgage-backed securities
are funded by the Single-Family Program, Multifamily Housing Program, Nonprofit Housing
Program and Nonprofit Facilities Program bonds which are non-recourse revenue bonds
payable solely from the assets specifically pledged under the trust indenture with respect to
such bonds. No assets of the Commission, other than those assets held under such trust
indentures, are pledged to payment of the bonds.
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Note 2 - Summary of Significant Accounting Policies (Continued)

Single Family Mortgage Loans - No loan loss provisions have been considered necessary,
as the current assets held by all the outstanding Single-Family indentures are mortgage-
backed securities, of which payment is guaranteed.

Multifamily and Nonprofit Housing Mortgage Loans - No loan loss provisions have been

considered necessary as most of the Commission’s multifamily bond issues obtain credit
enhancement from a third party that pays or secures the payment of principal and interest
on the bonds. However, in some programs, the only collateral for the payment of principal
and interest is the real estate loan. The Commission has generally limited investment in
such bonds to a small number of bond owners, who must be sophisticated investors that
have underwritten the real estate loan. These investors have authority under the bond
documents to enforce remedies against the projects to protect their interests as investors.
These limited investor bond issues include private placements and bond fund issues. On
issues where there have been delinquencies in the payment of debt service, workout
agreements have been reached between the bond owner/investor and the borrower.

Nonprofit Capital Facilities Mortgage loans - No loan loss provisions have been
considered necessary as the majority of nonprofit capital facilities loans are backed by
letters of credit from banks. In addition, the nonprofit capital facilities program has bond
issues where the loan is the direct collateral for repayment of bond principal and interest,
similar to the multifamily loans previously discussed. These issues have been sold to a
limited number of sophisticated investors.

Program Investment Fund - The Commission provides for estimated losses on loans in its
Program Investment Fund based on its past loan loss experience, known and inherent risks
in the portfolio and current economic conditions. The allowance for loan losses is
increased by charges to expense and decreased by charge-offs (net of recoveries).

Other Assets - Furniture, fixtures, equipment and leasehold improvements are accounted for
in the General Operating Fund and are stated at cost, less accumulated depreciation and
amortization. The Commission’s policy is to capitalize assets with a cost of $5,000 or more.
Depreciation and amortization are charged to current operations on the straight-line method
over the estimated useful lives of the assets, generally between three and ten years. See Note 5
for additional information concerning furniture, fixtures and equipment.

Deferred Revenue - Deferred revenue represents the unearned portion of the Commission’s

compliance monitoring fees that are received in advance. These fees are recorded as other fee
income on the statement of revenues, expenses and changes in net assets when earned.
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Note 2 - Summary of Significant Accounting Policies (Continued)

Private Placement Notes - Private placement notes are tax-exempt notes issued and
privately placed by the Commission with lenders, the proceeds of which are used to finance
construction or rehabilitation and permanent loans on multifamily rental housing projects.
The tax-exempt notes are funded by the investors at such time as disbursements are made for
acquisition, construction, or rehabilitation.

Bonds Payable - Current interest serial and term bonds are stated at their principal amounts
outstanding, net of unamortized bond discount, if any. Compound interest bonds, which are
stated at their accreted values, represent amounts equal to the original offering price
compounded at the original issue yield to maturity from the date of delivery of each issue to
the respective balance sheet date. Certain bonds in the multifamily and nonprofit programs are
variable rate bonds remarketed on a daily, weekly, or monthly basis and are subject to market
rate fluctuation.

Unamortized Bond Issuance Cost, Unamortized Bond Premium and Unamortized
Bond Discount - Unamortized bond issuance costs, unamortized bond premium and
unamortized bond discounts are amortized using the bonds outstanding method.

Project Equity Held for Borrower - Project equity held for borrower represents funds
contributed by the borrower to complete the bond issuance that are held in trust, pursuant to
the terms of the indenture. The funds may be used for project expenditures or interest costs,
or to fund reserve funds or lag deposits necessary to meet rating agency requirements. The
funds are accounted for as a liability until such time as the funds are requisitioned and released
to the borrower.

Compensated Absences - Permanent employees of the Commission earn annual leave in
accordance with length of service. Generally, a maximum of 240 hours of annual leave may be
accumulated. Upon termination, employees are entitled to compensation for their
unused leave.

In addition, non-exception work period employees may earn compensatory time at the rate of
time-and-one-half up to a maximum of 240 hours. Employees classified as exceptions work
period employees may earn exchange time at the rate of actual time worked up to a maximum
of 174 hours. Upon separation or transfer to another agency, the employee is given the
opporttunity to postpone his/her cessation of employment until the accumulated authorized
compensatory or exchange time has been used.
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Note 2 - Summary of Significant Accounting Policies (Continued)

Employees earn sick leave at the rate of one day per month and may be compensated for
accumulated sick leave at the rate of 25% percent in many circumstances. In consideration of
this, the Commission accrues all cost associated with compensated absences and 25% of sick
leave, including an allowance for payroll taxes.

Net Assets - Net assets are classified into three components: Restricted, Invested in capital
assets, net of related debt, and Unrestricted, defined as follows:

Restricted net assets have constraints placed on use by external parties such as creditors,
grants, laws or regulations.

Invested in capital assets, net of related debt consists of capital assets, net of accumulated
depreciation. The Commission does not hold any debt related to capital assets.

Unrestricted net assets consist of the remaining assets and liabilities.

Revenue Recognition - The primary source of revenue for the Commission is interest
earned on its mortgage loans outstanding, mortgage-backed securities and other investments.
This revenue is used to pay interest expense on the bonds outstanding.

In addition, the Commission earns fees on its bond issues, which are allocated to the
Restricted Bond, General Operating, and Program Investment Funds and which are recorded
as other fee income on the statement of revenues, expenses and changes in net assets. The
Commission earned $22,627,979 and $18,051,195 in other fee income during the fiscal years
ended June 30, 2007 and 2000, respectively. Other fee income is comprised of the following at

June 30:
2007 2006
Commission fees $ 8,399,206 $ 5,498,143
Other program fees 6,942,090 6,088,103
Other income 7,286,683 6,464,949

§ 22627979 $ 18,051,195

Interest and fees are recognized on the accrual basis.
Income Taxes - The Commission, as an instrumentality of the state of Washington, is

exempt from federal and state income taxes. Accordingly, no provision for income taxes is
necessary.

22



WASHINGTON STATE HOUSING FINANCE COMMISSION
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2007 AND 2006

Note 2 - Summary of Significant Accounting Policies (Continued)

Rebateable Arbitrage - Arbitrage earnings that are owed to the United States Department of
the Treasury are recorded as accrued arbitrage rebate and based on calculations performed by
an independent valuation specialist on an ongoing basis. This liability does not reflect any
unrealized appreciation or depreciation as a result of recording investment securities at fair
market value.

Use of Estimates - The preparation of the statements in conformity with accounting
principles generally accepted in the United States of America requires management to make
estimates and assumptions that affect amounts reported in the financial statements. The
Commission uses estimates in determining the allowance for doubtful accounts, arbitrage
rebate liability, loan loss provisions, accrued sick leave and other contingencies. Actual results
may differ from those estimates.

Note 3 - Investments

General Operating and Program Investment Funds

Investment Policy - While RCW 43.180.080(5) grants the Commission the authority to
invest its funds, it provides no investment guidelines or restrictions. The State law generally
limits the type and character of investment of “public funds.” In light of the Commission’s
authorizing legislation, Washington State court decisions, and the sources of its dedicated
funds, the Commission finds that the investment limitations on public funds do not apply to
its dedicated funds. As a matter of policy, however, the Commission believes that, at this time,
an appropriate course of conduct is to invest its dedicated funds in a manner consistent with
the investment limitations on public funds. The Commission has entered into an agreement
with First American Funds to manage the investment of a portion of the General Operating
and Program Investment Funds’ reserves, subject to the following policy.

The Commission may invest in non-governmental investments, including certificates of
deposit, banker’s acceptances, and repurchase agreements. In addition, the following

governmental investments are eligible:

1. Treasury bills, notes, and other obligations issued by the United States Department of the
Treasury and backed by the full faith and credit of the U.S. government.

2. Federal Home Loan Bank notes and bonds.

3. Federal Land Bank bonds.
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Note 3 - Investments (Continued)

4. Federal National Mortgage Association notes, debentures, and guaranteed certificates of
participation.

5. The obligations of certain government-sponsored entities whose obligations are eligible as
collateral for advances to member banks as determined by the Board of Governors of the
Federal Reserve System.

6. Shares of mutual funds with portfolios consisting of only U.S. government bonds or U.S.
government guaranteed bonds issued by federal agencies with average maturities of less
than four years.

Limiting investments to those authorized with the policy minimizes the Commission’s
exposure to credit risk on general operating funds. The investments of the General Operating
and Program Investment Funds are registered, or securities are held by the Commission’s
agent in the Commission’s agent’s name and therefore subject to custodial credit risk.
However, the Commission addresses this custodial credit risk by pre-qualifying institutions
with which the Commission places investments and maintaining a standard of quality for its
investments.

Examining the maturities of the Commission’s General Operating and Program Investment
Fund securities can reveal information about interest rate risk. Cash, cash equivalents, and
investment securities along with maturities of the Commission’s debt securities, as of June 30,
2007 consist of the following:

Cash, Cash Equivalents and Investment Securities - General Operations and Program
Investment Fund

Maturities (In Years)

Type Cost Less than 0.5 0.5-1 1-2 2-10 More than 10
Deposits $ 300,005 $ 300,005 $ - $ - $ - $ -
Money market fund 5,021,805 5,021,805 - - - -
US Agencies 24,019,832 - 3,027,290 5,111,509 15,541,856 339,176
US Treasuries 6,677,158 - - 999,531 5,677,627 -

$ 36,018,800 $ 5,321,810 $ 3,027,290 $ 6,111,040 $ 21,219,483 $ 339,176
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Bond Programs

The indenture for each bond issue outlines the permitted investments for that transaction.
Generally, bond proceeds are invested in investment agreements with institutions whose credit
rating is at least equivalent to the rating on the bonds being issued and for terms specified in
the indentures. These investment agreements are binding agreements, but are not usually
collateralized by specifically identified securities and, as such, are not tradable or subject to risk
categorization. However, generally there are provisions that require the provider to
collateralize the investment in the event the rating of the provider is downgraded below the
required standard, thereby minimizing the Commission’s exposure to credit risk within the
bond funds. Guaranteed investment contracts are stated at cost as the redemption terms are
not affected by market rates. Investments within the bond programs are held by the Trustee in
the name of the bond issue, thereby minimizing custodial credit risk.

At June 30, 2007 a portion of bond proceeds for five multifamily bond issuances were
invested in commercial paper and held by the trustee. At June 30, 2007, the total market value
of the commercial paper was $144.3 million. No such investments were held in the prior year
ended June 30, 2006. Funds not in investment agreements or commercial paper are held in
money market accounts in the name of the bond issuance. Although all of the program funds
must be used for program purposes, certain other funds have been restricted for payment of
debt service as required by the bond indentures.

The Commission places no limit on the amount that may be invested in any one investment
agreement provider. The following table lists investments held by the Single Family Programs
in issuers that represent 5% or more of the total investments held by the Single Family

Program at June 30, 2007:
Investment Issuer Amount
Transamerican $ 37,294,206
Pallas Capital $ 112,457,327

Note 4 - Mortgage-Backed Securities

The bond proceeds for all Single-Family bond issues issued since 1988 have been used to
purchase modified mortgage-backed securities in which principal and interest are guaranteed
by either the Government National Mortgage Association (“Ginnie Mae”) or the Federal
National Mortgage Association (“Fannie Mae”), whose guarantee is backed by the full faith
and credit of the U.S. government. Certain of the securities include variable rate mortgages;
however, any interest rate risk is mitigated by the related variable rate bond issues with the
same terms. Ten bonds in the Multifamily Housing Bond Program also contains mortgage-
backed securities.
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Note 4 - Mortgage-Backed Securities (Continued)

For the fiscal year ended June 30, 2007, the net decrease in fair market value from that of the
prior year end, based upon quoted market price at the fiscal year end, was $4,383,728. The
following table shows the sources of the gains (losses) on mortgage-backed securities on the
statements of revenue, expenses, and changes in net assets for 2007 and 2006 by program.

Gain (loss) on mortgage-backed securities as of June 30:

2007 2006
Multifamily & Multifamily &
Single- Non-Profit Single- Non-Profit
Family Housing Total Family Housing ‘Total
Unrealized gain (loss) due to
adjustment to market value $ (4787894 $ 404,166 $  (4383,728) § (30,628,182) § = (4,540,101) § (35,168,283)

Cumulative unrealized gains (loss) for fiscal years 2007 and 2006 are ($29,090,229) and
($24,706,501), respectively, and are included in the balance of mortgage-backed securities on
the statement of net assets.

Note 5 - Furniture, Fixtures and Equipment

Furniture, fixtures and equipment as shown below at June 30, 2007 and 2006 are included in
prepaid fees and other on the statements of net assets.

Useful Life July 1, 2005 Increase Decrease June 30, 2006
Furniture, fixtures and equipment 3 to 10 years $ 899,007 $ 117,528 $ - $ 1,016,535
Leasehold improvements 4 to 5 years 176,058 - - 176,058
Total assets 1,075,065 117,528 - 1,192,593
Less accumulated depreciation (844,563) (104,173) - (948,7306)
Net book value $ 230,502 $ 13,355 $ - $ 243,857
Useful Life July 1, 2006 Increase Decrease June 30, 2007
Furniture, fixtures and equipment 3 to 10 years $ 1,016,535 $ 163,902 $ - $ 1,180,437
Leasehold improvements 4 to 5 years 176,058 - - 176,058
Total assets 1,192,593 163,902 - 1,356,495
Less accumulated depreciation (948,7306) (106,902) - (1,055,638)
Net book value $ 243857 $ 57,000 $ - $ 300,857
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Bonds issued by the Commission are limited obligations payable solely from and secured by a
pledge of the mortgage loans (including any insurance payments made with respect thereto),
restricted investments and undisbursed bond proceeds and the earnings thereon held under
the indenture authorizing the bonds.

Interest Rate Swaps - On June 16, 2005, the Commission entered into an interest rate swap
agreement in connection with issuing variable rate mortgage revenue bonds. The intention of
the swap is to create debt with a synthetic, collared interest rate the range of which is lower
than achievable from long-term fixed rate bonds to achieve the Commission’s goal of lending
to low- and moderate-income first-time home buyers at below market, fixed interest rates.

Using rates as of June 30, 2007, debt service requirements of the outstanding variable rate
debt and associated net swap payments, assuming current interest rates remain the same for
their term, are as follows. As rates vary, variable rate bond interest payments and net swap
payments will vary.

Interest Rate

Fiscal Year Principal Interest Swap, Net Total
2008 $ - $ 381,041 $ - $ 381,041
2009 - 380,000 - 380,000
2010 - 380,000 - 380,000
2011 - 380,000 - 380,000
2012 - 381,041 - 381,041
2013 - 160,329 - 160,329

The terms and counterparty credit ratings of the outstanding swap as of June 30, 2007, are
contained below. The notional amount of the swap matches the principal amount of the
associated debt.

Associated Current Fixed Swap Counterpart
Bond Notional Effective Rate Rate Fair Termination Credit
Series Amount Date Paid Received Value Date Rating

2005 - S VR2 $ 10,000,000 June 16, 2005 3.30% SIFMA over $ 55459 December 1, 2012 AA2/P-1

3.92%
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The maturity of the variable debt exceeds that of the swap by 24 years creating the risk that
variable rates after the swap terminates may exceed the swap fixed rate to the Commission of
3.30% yet the Commission will not be able to obtain a subsequent interest rate agreement that
limits interest to Securities Industry and Financial Markets Association (SIFMA), formerly
Bond Market Association (BMA), rate of 3.92%.

The Commission’s swap contract is based upon the International Swap Dealers Association
Master Agreement, which includes standard termination events. The swap contract may be
terminated by either party if the other party fails to perform under the terms of the contract.
Upon termination, a payment is due to one party irrespective of causality based upon the
market value of the swap. The potential termination risks to the Commission are the liability
for a termination payment to the counterparty or the inability to replace the swap under
favorable financial terms. To reduce the Commission’s termination risk, the swap contract
limits the counterparty’s ability to terminate due to the following Commission actions or
events: payment defaults, other defaults that remain uncured for 30 days after notice,
bankruptcy and insolvency.

The terms of the swaps expose the Commission to potential credit risk with the counterparty
upon the occurrence of a termination event. The swap agreements contain collateral
requirements based upon counterparty credit ratings and the fair value of the swap. These bi-
lateral requirements are established to mitigate potential credit risk exposure. These
requirements were met as of June 30, 2007.

The Commission may incur amortization risk because the Commission may receive
prepayments from the mortgage loans portfolio that cannot be used to call other bonds of the
same Series or to cross-call into other Series. The flexibility of the Commissions operating
policy and other series of bonds as well as the use of Planned Amortization Class (PAC)
Bonds for restricted principal payments minimizes this risk. Additionally, the Commission
may terminate the swaps at market value at any time.

The Commission incurs the potential risk that the variable interest payments on its bonds will
not equal the variable interest receipts from its swaps. This basis risk exists because the
Commission pays a variable rate on its AMT bonds based on a weekly remarking rate but,
under the terms of its swap, received a variable rate based upon the weekly SIFMA rate, which
is based upon AA non-AMT variable rate demand bonds. Basis risk will vary over time due to
inter-market conditions. As of June 30, 2007, the interest rate on the Commission’s variable
rate debt was 3.80% per annum while the interest rate on the swap was 3.73% per annum. In
order to reduce the cumulative effect of basis risk the variable rate determination structure
included cash flow modeling with bond rate assumptions at ten basis points above SIFMA.
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The structure of the variable interest rate payments the Commission receives from its swap
contract is based upon the historical long-term relationship between taxable and tax-exempt
short-term interest rates. Tax risk represents a risk that may arise due to a chance in the tax
code that may fundamentally alter this relationship. The Commission has chosen to assume
this risk because it was not economically feasible to transfer to the swap counterparty.

Bond Defeasance - Bond defeasances in the Multifamily, Nonprofit Housing and Nonprofit
Facilities programs are not disclosed since the cash flows and economic gain or loss accrues to
the borrower and not the Commission as the issuer. In the Single Family bond program
defeasance amounts are deposited in irrevocable trusts to provide for all future debt service
payments on the bonds. Accordingly, neither the assets of the respective trust accounts or the
liabilities for the defeased bonds are reflected in the Commission’s financial statements. Funds
held in the respective trust accounts are qualifying U.S. Government securities and are
assumed sufficient to service and redeem the defeased bonds. The difference between the cost
to defease outstanding debt and the carrying value of bonds defeased by refunding bonds is
deferred and amortized over the shorter of the remaining term of the refunded bonds or the
term of the refunding bonds, using the straight line-method.

No Single Family bonds were defeased during fiscal years ended June 30, 2007 or 20006.

As of June 30, 2007, the Commission had outstanding notes and bonds of $3.7 billion bearing
interest varying in rates as listed below:

Low High
Single Family Program 2.40% 5.95%
Multi Family Program 1.00 8.75
Non Profit Housing Program 3.25 8.00
Non Profit Facilities 3.20 7.48
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The bonds mature in varying amounts through 2048. Future principal and interest
requirements are shown in the following table.

Fiscal Year Total Principal Total Interest Total Debt
Ending June 30: Redemptions Redemptions Service
2008 28,926,175 $ 165,603,972 194,530,147
2009 29,312,654 164,863,329 194,175,983
2010 45,830,923 163,775,804 209,606,727
2011 77,191,803 160,872,252 238,064,055
2012 113,686,623 156,973,019 270,659,642
2013 - 2017 200,850,153 745,456,918 946,307,071
2018 - 2022 316,013,776 681,775,083 997,788,859
2023 - 2027 473,095,262 593,433,815 1,066,529,077
2028 - 2032 589,452,183 462,817,749 1,052,269,932
2033 - 2037 1,075,475,592 286,882,885 1,362,358,477
2038 - 2042 678,276,748 86,871,196 765,147,944
2043 - 2047 54,910,000 7,153,596 62,063,596
2048 8,997,205 267,920 9,265,125

§ 3,692,019,007 § 3,676,747,538  § 7.368,766,635

Changes in bonds outstanding during the fiscal year ended June 30, 2007 are summarized in
the following table:

June 30, 2006 Issued Redeemed June 30, 2007

$ 2709,098262  $ 1361460352 $ 378539517  $ 3,692,019,097
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Note 7 - Commitments

Mortgage Loans - The Commission has committed to purchase mortgage loans to the extent
qualified loans are available under each of the programs currently in the acquisition phase. The
Commission’s commitments by program as of June 30, 2007 are shown below:

Program Amount
Single-Family Housing Program $ 93,764,094
Multifamily Housing Program 109,440,972
Nonprofit Housing Program 341,266,370
Nonprofit Facilities Program 75,843,652

$ 620,315,088

Operating Lease - The Commission has lease commitments for office space on a long-term
basis. Lease expense for the fiscal years ended June 30, 2007 and 2006 was $669,749 and
$809,405, respectively. Commitments for future minimum lease payments are as follows:

For the Year Ending June 30:

2008 $ 676,677
2009 676,950
2010 675,337
2011 669,861

$ 2,698,825

Note 8 - Employee Benefit Plans

Deferred Compensation Plan - The State offers its employees a deferred compensation plan
created in accordance with Internal Revenue Code Section 457. The plan, available to all
Commission employees, permits them to defer a portion of their salaries until future years.
The deferred compensation is paid to employees upon termination, retirement