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BOARD MEETING

TEXAS DEPARTMENT OF HOUSING AND COMMUNITY AFFAIRS

The Westin Galleria Dallas

13340 Dallas Parkway, Consular/Congressional Room, Dallas, Texas 75240

February 11, 2004 9:00 a.m.

AGENDA

CALL TO ORDER, ROLL CALL
CERTIFICATION OF QUORUM

PUBLIC COMMENT
The Board will solicit Public Comment at the beginning of the meeting and will also provide for Public Comment on
each agenda item after the presentation made by department staff and motions made by the Board.

Elizabeth Anderson
Chair of Board

The Board of the Texas Department of Housing and Community Affairs will meet to consider and possibly act on the
following:

ACTION ITEMS

ltem 1

ltem 2

Iltem 3

ltem 4

ltem 5

ltem 6

ltem 7

Presentation, Discussion and Possible Approval of Minutes of
Board Meeting of January 13, 2004

Presentation and Discussion of Audit Results from the
Deloitte & Touche FYE 08/31/2003 Reports:
Communications with Audit Committee Letter
Opinion Audit on FY 2003 Basic Financial Statements
Opinion Audit on FY 2003 Revenue Bond Program Financial
Statements
Opinion Audit of FY 2003 Computation of Unencumbered
Fund Balances
Report to Management (Management Letter)

Presentation, Discussion and Possible Approval of First Quarter
Investment Report

Presentation and Discussion of Report from Programs Committee

Presentation, Discussion and Possible Approval of Programmatic ltems:
a) Adoption of 2004 Housing Tax Credit Rural Rescue Policy

b) Adoption of Amendment to Public Comment Procedures and
Topics of Public Hearings and Meetings; Title 10, Part 1,
Subchapter A, Section 1.10, Texas Administrative Code

c) Amendment for Orange County under the Housing Trust Fund
State Energy Conservation Office Program

Presentation, Discussion and Possible Approval of Single Family Bond
Program:

Resolution No. 04-010 Authorizing a Restructuring of Single Family
Mortgage Revenue Bonds, 2002 Series A, B, C, D (Program 57A)

Presentation, Discussion and Possible Approval of Multi-Family

Mortgage Revenue Bonds and Four Percent (4%) Housing Tax
Credits with TDHCA as the Issuer:

a) Proposed Issuance of Multifamily Mortgage Revenue Bonds For

4

Elizabeth Anderson

Shadrick Bogany

Edwina Carrington

C. Kent Conine

C. Kent Conine

Edwina Carrington

Vidal Gonzalez



Providence at Bellfort Village, Houston, Texas in an Amount Not
to Exceed $13,700,000 and Issuance of Determination Notice
(Requested Amount of $739,659 and Recommended

Amount of $716,805), for Housing Tax Credits for Providence

at Bellfort Village, 03-469

b) Proposed Issuance of Multifamily Mortgage Revenue Bonds for
Park at Woodline Townhomes, Montgomery County, in an Amount
Not to Exceed $13,800,000 and Issuance of Determination
Notice (Requested Amount of $659,796 and Recommended
Amount of $659,734) for Housing Tax Credits for Park at Woodline
Townhomes, 03-473

c) Proposed Refunding of Multifamily Mortgage Revenue Bonds for
Meadow Ridge Apartments, Round Rock, Texas in an
Amount not to Exceed $12,950,000

d) Housing Preservation Incentives Program:
1) Approve Recommendations to Transfer Funds from the Below
Market Interest Rate (BMIR) Program to Multifamily Finance
Production and Increase the Existing Notice of Funding Availability
For the Housing Preservation Incentives Demonstration Program
By $1,079,722

2) Approve the Funding of the Sherwood Apartments in Edinburg,
Texas in the Amount of $825,000

Iltem 8 Presentation, Discussion and Possible Approval of Housing Tax Credit Items: Elizabeth Anderson
a) Issuance of Determination Notices on Tax Exempt Bond Transactions
with Other Issuers:
03-474 Mayfair Park Apartments, Houston, Texas
(Requested Amount of $643,947 and Recommended Amount
of $629,049)
Houston Housing Finance Corporation is the Issuer
b) Proposed Amendments to Housing Tax Credit Projects:
03-162 Pinnacle Point Apartments, Victoria, Texas
03-261 Pebble Creek Apartments, Port Arthur, Texas
03-262 Crystal Creek Apartments, Port Arthur, Texas
03-263 Cedar Ridge Apartments, Port Arthur, Texas

C) Waiver of Ineligibility Concerning Four Bedroom Units for 2003
Forward Commitments for Housing Tax Credits for:

03-007 Bexar Creek, San Antonio, Texas
03-003 Mission del Valle Townhomes, Socorro, Texas
03-004 Arbor Woods, Dallas, Texas

d) Extensions for Commencement of Construction Loan Closing and
Substantial Construction for:

02-019 Yale Village Apartments, Houston, Texas



02-020 Kings Row Apartments, Houston, Texas
02-021 Continental Terrace Apartments, Fort Worth, Texas
02-022 Castle Gardens Apartments, Lubbock, Texas

e) Extensions for Commencement of Substantial Construction:
02-086 Refugio Street Apartments, San Antonio, Texas

REPORT ITEMS
Executive Directors Report Edwina Carrington
Update on Response to Public Comment from Ability Resources, Inc. at the
December Board Meeting
Request for Attorney General Opinion from Representative Talton concerning
The 2004 Qualified Allocation Plan and Private Activity Bond Program

EXECUTIVE SESSION Elizabeth Anderson
If permitted by law, the Board may discuss any item listed on this
agenda in Executive Session

OPEN SESSION Elizabeth Anderson
Action in Open Session on ltems Discussed in Executive Session

ADJOURN Elizabeth Anderson
To access this agenda and details on each agenda item in the board book, please visit our website at

www.tdhca.state.tx.us or contact the Board Secretary, Delores Groneck, TDHCA, 507 Sabine, Austin, Texas 78701,
512-475-3934 and request the information.

Individuals who require auxiliary aids, services or sign language interpreters for this meeting should contact Gina
Esteves, ADA Responsible Employee, at 512-475-3943 or Relay Texas at 1-800-735-2989 at least two days before
the meeting so that appropriate arrangements can be made.

Non-English speaking individuals who require interpreters for this meeting should contact Delores Groneck, 512-475-
3934 at least three days before the meeting so that appropriate arrangements can be made.



EXECUTIVE OFFICE

BOARD ACTION REQUEST
February 11, 2004

Action Items
Board Minutes of January 13, 2004.

Required Action

Approve with any necessary corrections the minutes of the Board Meetings.

Background

The Board is required to keep minutes of each of their meetings. Staff recommends approval of the minutes.




BOARD MEETING
TEXAS DEPARTMENT OF HOUSING AND COMMUNITY AFFAIRS
507 Sabine, Room 437, Austin, Texas 78701
January 13, 2004 10:00 a. m.

Summary of Minutes

CALL TO ORDER, ROLL CALL

CERTIFICATION OF QUORUM

The Board Meeting of the Texas Department of Housing and Community Affairs of January 13, 2004 was called to order by the
Chair of the Board Elizabeth Anderson at 10:15 a.m. It was held at the Texas Department of Housing and Community Affairs
Boardroom, 507 Sabine, Austin, Texas. Vidal Gonzalez was absent. Roll call certified a quorum was present.

Members present:

Elizabeth Anderson -- Chair
C. Kent Conine -- Vice Chair
Shadrick Bogany — Member
Norberto Salinas -- Member
Patrick Gordon — Member

Staff of the Texas Department of Housing and Community Affairs was also present.

PUBLIC COMMENT

The Board will solicit Public Comment at the beginning of the meeting and will also provide for Public Comment on each
agenda item after the presentation made by department staff and motions made by the Board.

Ms. Anderson called for public comment and the following either gave comments at this time or preferred to wait until the
agenda item was presented.

Shannon Shields, Chief of Staff for State Rep. Bill Zedler, Arlington, Texas

Ms. Shields was representing the Kennedale Ind. School District concerning the issuance of multi family mortgage revenue
bonds for Addison Park Apartments. The school district’s concern is that this district is extremely small. The influx of students
into their district would hurt them as they do not have the space, the staff, nor the funds to serve the students. She read a letter
into the record from Rep. Zedler which stated:

“Dear Board Members, Addison Park Development is requesting tax-exempt bonds for a property located within the Kennedale
Independent School District. As State Representative of this area, my concern is that it will be extremely difficult for Kennedale
Independent School District to provide for the children that will live in that proposed development. The Kennedale School
Board has expressed to me a great negative impact that this development could bring. A housing development such as a
senior center, however, would have virtually no impact, since the issue solely regards the school district.

As the Addison Park proposal stands, we recommend that the Board please deny the tax-exempt bonds. Thank you for both
your consideration and your service on the Board. Sincerely, State Representative Bill Zedler, District 96."

Rev. H. J. Johnson, of Representing Rep. Sylvester Turners Office, the Baptist Ministers Union of Houston and the Maxima
Housing & Economic Development Group of Texas, Houston, Texas

Rev. Johnson stated Rep. Sylvester Turner supports the project of Providence at Veterans Memorial in Houston, Texas as he
encourages this type of development in the Houston area. The representative has attended several of the neighborhood
meetings.

Brent Stewart, Trammel Crow, Austin, Texas
Mr. Stewart was in attendance to answer any questions the Board may have.

Cherno Njie, Austin, Texas




Mr. Njie stated he was withdrawing Little York Villas from consideration at this Board meeting as additional information needed
to be provided to the Department.

Ms. Anderson closed public comment at 10:24 a.m. but would allow those people who requested to speak at the time of the
agenda items to do so at that time.

ACTION ITEMS

(1) Presentation, Discussion and Possible Approval of Minutes of the Board Meetings of December 11, 2003
Motion made by Shad Bogany and seconded by C. Kent Conine to approve the Minutes of the Board Meeting of
December 11, 2003.

Passed Unanimously

(2) Presentation, Discussion and Possible Approval of Interagency Contract with the Texas Department of
Housing and Community Affairs and the Office of Rural Community Affairs on the Housing Tax Credit Rural
Regional Allocation
Ms. Carrington stated the interagency between the Department and the Office of Rural Community Affairs stated that
the Department and ORCA will jointly administer any set-aside for the rural areas in the Low Income Housing Tax
Credit program and this is the second year for this interagency contract. There are three changes being proposed
from the 2003 contract. The reference to the set-aside has been removed as it is called the rural regional allocation.
The reference to low income housing tax credits in the QAP has been changed to housing tax credits and the
Department has stated what will take place if the rural regional allocation is undersubscribed.

Motion made by Shad Bogany and seconded by C. Kent Conine to approve the Interagency Contract with the Texas
Department of Housing and Community Affairs and the Office of Rural Community Affairs on the Housing Tax Credit
Rural Regional Allocation.

Passed Unanimously

Ms. Anderson recognized Beau Rothchild who is the Committee Clerk for the House Urban Affairs Committee and Liza
Gonzales from the Governors Office who were in attendance at this meeting.

(3) Presentation, Discussion and Possible Approval of Report from Programs Committee And Approval of
Programmatic Items:
Mr. Conine stated the Programs Committee met earlier in the today and they will try to make a thorough review of all
programs and report back to the Board with progress reports as the year goes forward. The first one they will review is
the Bond Program which will be handled at the February meeting. The next program to be reviewed after the Bond
Program will be the HOME Program which will begin in March.

Robert Chavira, Consultant for Housing Plus, Inc., Harlingen, Texas

Mr. Chavira requested that the Board consider the circumstances and actions of two previous appeals that were approved by
the Board in September and October of 2003. The circumstances are similar to this appeal. The reason for denial by staff has
to do with insufficient committed funding sources. Staff has stated that the grant application of $350,000 was denied by the
Federal Home Loan Bank of Dallas but even if they had been approved for these funds from the Federal Home Loan Bank,
that this project would not work based on debt service capacity.

As far as the Federal Home Loan Bank is concerned, it is very hard to receive any funds due to scoring criteria and income-
targeting criteria. Without a rental application to target the units to very low income, an approval from them is very difficult.
The TDHCA underwriting report reflects a higher increase in the operating expenses which resulted in a lower DCR. He
requested to substitute the $350,000 funds from the Federal Home Loan grant application denial with additional HOME dollars.
This Board approved an additional $250,000 on a previous application under an appeal.

Dora Ellis, Chair, Housing Plus, Inc., Harlingen, Texas

Ms. Ellis stated there is a big need for affordable housing in San Benito and the Harlingen area. It is hard to find homes that
meet standards for people to live in and there is a waiting list of 655 people and under Section 8, 603 people with 244
vouchers are needing homes. The income is very low in the Border region and these people need this housing.

a) Multi-Family Division
Appeal for Star Village. CHDO Rental Housing Development Application No. 2003-0320 and Possible Award



Ms. Carrington stated Housing Plus applied in the multi-family round for CHDO funds with the intent to build 52 units of
affordable housing using the HOME Program funds. The real estate analysis division reviewed this transaction and
determined that the application was financially infeasible and was denied. Housing Plus has filed an appeal. Housing
Plus has stated they would save funds by sharing employees who work in their other complexes.

Mr. Tom Gouris, Director of Real Estate Analysis, stated Housing Plus has administered a TDHCA homebuyer
assistance program and been involved in a tax credit development in Raymondville. This problem with this transaction
is that they are on their third lender and the most recent commitment is from Frost Bank and is dated in November
after the cycle closed and the funding has been made. The appeal was filed late with the Department.

There will be an open CHDO cycle beginning shortly and this Housing Plus could apply again at that time. This would
give them an opportunity to work on a financing commitment that would be conditioned on TDHCA'’s funding that would
have a debt coverage amount.

Mr. Conine stated that one key is sharing the cost of a property manager or the cost of a maintenance man the Board
needs to have information on the number of units this will affect.

Motion made by C. Kent Conine and seconded by Shad Bogany to deny the appeal for Star Village CHDO
Development, Application No. 2003-0320.
Passed Unanimously

Gary Dugger, Superintendent, Kennedale ISD Schools, Texas

Mr. Dugger stated the school boundaries in the Kennedale ISD district overlap the Arlington city limits and there about 50-55%
of their students from Arlington. There are 4 other apartment complexes near the development and all of the students will be
coming into their district. They do not have the capacity to deal with that number of students. He stated it was not fair to their
children to have new children at this time as they are at the maximum number they can handle. He felt the developer has not
addressed the impact of what this would do to their schools and he felt this was not in the application as it should have been by
September 1.

Ms. Carrington stated this was a 2003 reservation of multifamily private activity bonds and the bond rules that govern
this development was in place at the time they applied which was November of 2002. The 2002 rules would apply to
this transaction. The complex will be paying real estate property taxes.

Trent Townsend, Rep. of State Senator Kim Brimer’s Office, Arlington, Texas
Mr. Townsend read a letter into the record from Senator Brimer which stated:

"My office recently received notice that Arlington Partners, L.P. is making an application for tax credits with your department for
Addison Park Apartments to be located at the southeast corner of Balkan River Way and U.S. Highway 287, Arlington, Tarrant
County, Texas. | have also been contacted by the Kennedale Independent School District regarding this matter. Kennedale
ISD is opposed to this multi-family bond transaction for the Addison Park Apartments. The significant number of additional
students being enrolled over a short period of time once the project is completed would have a negative impact on this small
school district.

"This sudden increase in enrollment would cause a serious facility and staffing shortage. Kennedale ISD has a minimum tax
rate cap at a $1.50, which leaves little room to recover for the substantial impact. The City of Kennedale and Kennedale ISD
are located within Senate District 10, which | represent. After studying the facts, | concur with Kennedale ISD's opposition. |
understand that a decision was made at the hearing on January 13, 2004 regarding this matter. | strongly urge you to decline
this project. "Cordially, Senator Kim Brimer." Thank you.

Cliff Bates, Developer for Addison Park Apartments, Arlington, Texas

Mr. Bates stated this is their fourth tax-exempt bond transaction in Texas but the first one that the Department has been the
issuer. They have prepared plans, completed the due diligence and met with the City to submit their plans. They are not a
CHDO and are paying full taxes. He stated a TEFRA hearing was held and they tried to meet with one of the board members
of the neighborhood association but could not work it out. In regards to having an actual meeting, they have not met with the
neighborhood. They have also not met with the school district.

Michael Eaton, Attorney, Dallas, Texas
Mr. Eaton stated he represented Arlington Partners the independent partner of this development. He stated he understood the
school districts budget constraints but when one tries to develop quality, affordable multifamily housing in Texas, there are
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many barriers to work through. They will be paying about $200,000 a year in full taxes. They have completed first-class,
highest quality affordable housing developments Texas. They have had experience and success in other states and he asked
for approval of the project.

Chad Triplett, Clark Development, Dallas, Texas

Mr. Triplett stated they have built over 9,000 affordable housing units in eight states in the past nine years and do have
developments in Houston, Fort Worth and Tyler. They offer after school programs and educational programs in their projects.

4)

1)

2)

3)

Presentation, Discussion and Possible Approval of Financial Items:

Multi-Family Mortgage Revenue Bonds and Four Percent (4%) Housing Tax Credits:

Proposed Issuance of Multifamily Mortgage Revenue Bonds For Addison Park Apartments, Arlington, Texas in
an Amount not to Exceed $14,000,000 and Issuance of Determination Notice in the Amount of $620,571, for
Housing Tax Credits for Addison Park Apartments, 03-461, with TDHCA as the Issuer

Ms. Carrington stated she met with two members of the Texas Association of School Boards to begin a dialogue of
how TDHCA can accommodate the needs of communities for additional multi-family housing, yet working to
understand the pressures that school districts in Texas are under right now. School districts are stressed as much as
they can be. Many districts send money to other school districts around the state. They are supportive of having multi-
family housing but have the financial issues to handle these children.

Addison Park Apartments is in Arlington, Texas with 244 units and this application comes under the 2003 rules for the
bond program and the QAP. This transaction would have one, two and three bedrooms and is 100% low income.
There was a hearing held at the Kennedale High School and nine people attended this hearing. Five people were
opposed to the transaction, two supported it and two were neutral. Three people spoke at this hearing. There was a
letter of opposition from Senator Brimer that was also read into the record.

Motion made by C. Kent Conine and seconded by Shad Bogany to approve the issuance of Multifamily Mortgage
Revenue Bonds for Addison Park Apartments in an Amount not to exceed $14,000,000 and Resolution No. 04-03 and
tax credits in the amount of 620,571.

Passed unanimously

Proposed Issuance of Multifamily Mortgage Revenue Bonds For Providence at Rush Creek Il, Arlington,

Texas in an Amount not to Exceed $10,000,000 and Issuance of Determination Notice in the Amount of

$438,609, for Housing Tax Credits for Providence at Rush Creek, 03-463 with TDHCA as the Issuer

Ms. Carrington stated Providence at Rush Creek 11, Arlington, Texas will have 244 units. 100% of those unites will be
low income units at 60% or below. There was a TEFRA hearing held in Arlington and there were 15 people opposed
to the transaction, 3 people supported it and 1 was neutral. There was no written correspondence either in favor or in
opposition to this transaction. Staff is recommending both the issuance of the bonds and the tax credits.

Motion made by C. Kent Conine and seconded by Shad Bogany to approve Rush Creek 11 in Arlington, in the amount
of $10,000,000 and Resolution No. 04-05 and the tax credits in the amount of $438,609.
Passed Unanimously

Proposed Issuance of Multifamily Mortgage Revenue Bonds For Providence at Veterans Memorial, Houston,
Texas in an Amount not to Exceed $16,300,000 and Issuance of Determination Notice in the Amount of
$677,432, for Housing Tax Credits for Providence at Veterans Memorial, 03-462 with TDHCA as the Issuer

David Sepulveda, Vierny Partners, Houston, Texas

Mr. Sepulveda stated this project is in the hundred Year floodplain. All of the building slabs will be 18 inches minimum above
the finished floor so there will be no chance of flooding in the multi family units. There will be no negative impact to the
hundred year water surface elevation in Green’s Bayou. The parking and paving will be in a maximum depth of six inches per
the requirements of the hundred year floodplain with the exception of the drive connections to the adjacent roadways. He
asked for approval of the project.

Eugene Thomas, Housing Advocate, Houston, Texas

Mr. Thomas stated he is bringing comments from the Honorable Sheila Jackson Lee and she could not attend this meeting but
she sent her letter of support for the project. The homeowners are in support of this project and everyone is excited and
looking forward to this development being in this area.

Bill Fisher, Developer, Dallas, Texas
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Mr. Fisher thanked the staff for their favorable recommendation and stated as they began this development there was a great
deal of concern in the community about issues involving it, and concern over the drainage problems. He asked for an approval
for the original tax credit allocation request and not the amount being recommended by the Underwriting Department. He
stated if they do not meet that standard of costs that the credits be adjusted at a later date. It is important to get these dollars
now as they need to close and can not wait until next month’s meeting. The additional cost estimates have been provided to
the department.

4)

b)

c)

Ms. Carrington stated this complex will have 238 units and all are low income with two and three bedrooms. The debt
on this development is proposed to be unrated and unenhanced. The tax credit amount that staff is recommending is
$677,432 which is the eligible basis amount. This is a reduction of $75,000 from what was requested by the developer.
At the public hearing there were 19 people in support and 4 opposed. There are letters from local officials. The board
reviewed this transaction in the past and it now has a new owner. The site is in the hundred year floodplain.

A second public hearing was held at the elementary school and they had solid support with the neighbors. Staff is
recommending the approval of the project.

Mr. Tom Gouris, Director of Real Estate Analysis, stated the Department received a revised site plan and revised cost
breakdown on December and this is the information used to complete the underwriting report. The concern has been
the site work costs and there is still a difference in the amount of funding requested by the developer and the amount
recommended by staff. There was not time to get together on the costs.

Motion made by C. Kent Conine and seconded by Shad Bogany to approve the issuance of Multifamily Mortgage
Revenue Bonds for Providence at Veterans Memorial, Houston, Texas in an amount not to exceed $16,300,000 with
approval of Resolution No. 04-04 and issuance of tax credits of $677,432 as a minimum and up to a maximum of
$750,577 subject to further TDHCA staff review with the developer and the resolution of the cost issues.

Passed Unanimously

Proposed Issuance of Multifamily Mortgage Revenue Bonds For Humble Parkway, Houston, Texas in an

Amount not to Exceed $11,700,000 and Issuance of Determination Notice in the Amount of $556,530, for

Housing Tax Credits for Humble Parkway, 03-465 with TDHCA as the Issuer

Ms. Carrington stated the Humble Parkway in Houston will have 216 units and rents and incomes will be at 60% AMFI.
There was no opposition at the public hearing and staff is recommending approval of the project.

Motion made by C. Kent Conine and seconded by Shad Bogany to approve the issuance of Multifamily Mortgage
Revenue Bonds for Humble Parkway, Houston, Texas in an amount not to exceed $11,700,000 and approving
Resolution No. 04-02 and issuance of tax credits in the Amount of $556,530 subject to receipt of third-party conflict
opinion.

Passed Unanimously

Underwriters for the Multifamily Bond Program

Ms. Carrington stated in April of 2003, the Board approved an RFQ for investment banking firms to add them to the list
of multi-family underwriters. Staff has received two applications from financial advisory firms to be added to the list and
they are First Albany Corporation as senior manager and Bank of America as senior manager. Staff is recommending
that these firms be added to the list.

Motion made by C. Kent Conine and seconded by Norberto Salinas to approve First Albany Corporation and Bank of
America as senior managers for the multifamily bond program and to be added to the approved list of underwriters.
Passed Unanimously

Single Family Bond Program:

Taxable Mortgage Program

Ms. Carrington stated this is a product that bond finance and single family and one of the approved investment banks,
Citigroup Global Market, are exploring for the development of a taxable mortgage loan product that would offer
products that are not available through the departments existing tax-exempt program. One would not have to be a
first-time homebuyer to use this program. There would be a product conforming refinanced mortgage loans. The
department would be looking at refinancing higher interest rate loans or predatory loans. Subprime purchase loans
with down payment assistance would be to borrowers at A- or B credit. The department would not be issuing bonds
to make these mortgage loans available. The loans would be made through sources that are available to Citigroup.
This would allow the department to diversity its products and offer a broader range of products.
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2)

3)

5)
a)

There was no action required on this item.

Extension of Certificate Purchase Period for Residential Mortgage Revenue Bonds Series 2002A (Program 59)
Ms. Carrington stated the termination of the loan origination period for Program 59 is April of 2004. There is $14.1
million of unexpended proceeds and with this extension, those funds could be originated. Staff is requesting the
extension until April of 2005.

Motion made by Shad Bogany and seconded by C. Kent Conine to approve the extension of the purchase period for
Program 59 until April of 2005 with approval of Resolution No. 04-07.
Passed Unanimously

Preliminary Approval of Single Family Mortgage Revenue Bonds, 2004 Series A

Ms. Carrington stated the department is looking at issuing up to $179 million for Program 61A. The timing for getting
Program 61 approved, the structure and bonds issued is by May, 2004. Staff is proposing that 100% of the bond
proceeds for Program 61 be for assisted loans.

Mr. Byron Johnson stated that interest rates may remain stable or increase over the next year or so and now is a good
time to lock in rates and staff is proposing to issue the entire amount.

Mr. Bogany had concerns with the marketing of this product and asked staff to include realtors in their marketing plans.

Mr. Johnson stated that staff will work with the Texas Association of Realtors, possibly may try to hire a marketing firm
to give the department ideas and also work with Country Home Loans as they have a good marketing department.

Mr. Conine requested that a set-aside for marketing come out of the issuance cost of the bonds. There needs to be an
increase in marketing of TDHCA's products.

Ms. Anderson stated that at the March meeting when this item is brought back to the Board for final approval that a
written marketing plan be provided. In assembling this plan, staff should consider who are the audiences one is going
to market to, what are the activities one is going to do to market it and the time line of the activities.

Motion made by Shad Bogany and seconded by C. Kent Conine to approve the Single Family Mortgage Revenue
Bonds 2004 Series A.
Passed Unanimously

Presentation, Discussion and Possible Approval of Housing Tax Credit Items:

Issuance of Determination Notices on Tax Exempt Bond Transactions with Other Issuers:

03-466 Wellington Park Apartments, Houston, in amount of $640,989

Harris County HFC is the Issuer

Ms. Carrington stated staff is recommending a credit allocation amount of $640,989 for this project of 244 units with
100% low income at 60% rents and incomes.

Motion made by Shad Bogany and seconded by C. Kent Conine to approve the credit allocation in the amount of
$640,989 for Wellington Park Apartments, Houston, Texas.
Passed Unanimously

Kennis Ketchum, Portfolio Development, Ft. Worth, Texas

Mr. Ketchum stated he was in attendance to answer any questions the Board might have.

Michael Eaton, Attorney, Dallas, Texas

Mr. Eaton stated he represented Blue Lake at Marine Creek Limited Partnership and stated they requested $464,937 in tax
credits but the staff was not recommending any allocation for this project. He felt this was due to the calculation of the capture
rate for this project. They have governmental support, local support and issuer support for the transaction and Charter Mac
has agreed to purchase the bonds. The most recent updated and accurate assessment of the actual capture rate for this
project are all down below the maximum allowable and he asked for approval of the full amount requested.

Kelly Hunt, Dallas, Texas

Deferred his time to Darrell Jack.
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Tammie Goldston, Dallas, Texas

Deferred her time to Darrell Jack.

Ted Stokely, Dallas, Texas

Deferred his time to Darrell Jack.

Darrell Jack, Apartment Market Data, Dallas, Texas

Mr. Jack stated they do market studies for the department in the State. They have been engaged to review the market and to
review the capture rate calculation. The Census data obtained from their outside providers and the Census questions, do not
ask what the percentage of renters is at any particular income band. TDHCA has applied it as a blanket across all income
bands. The capture rate for this project using the weighted system and applying it is under 25%. The occupancy for affordable
projects is over 94% in this area and in his opinion, the project meets the states requirement.

Clifton Phillips, Dallas, Texas

Mr. Phillips stated he had a letter from First Southwest stating there was no opposition at the TEFRA hearing. They met with
the homeowners in the area, the homeowners associations and had productive meetings getting the support of the
homeowners and the associations.

b)

c)

03-464 Blue Lake Marine Creek Apartments, Ft. Worth, in amount of $0

Tarrant County HFC is the Issuer

Ms. Carrington stated Blue Lake at Marine Creek to be located in Ft. Worth requested a credit allocation amount of
$474,683. The staff's recommendation is that there not be a credit allocation to this development based on the
underwriting report on the capture rate calculation.

Tom Gouris, Director or Real Estate Analysis, stated the final revision provided is just a revision and not a study. The
way the department calculates the capture rate is to utilize the entire unstabliized product in the area to calculate that
capture rate.

Motion made by C. Kent Conine and seconded by Shad Bogany to approve the credit allocation in the amount of
$464,637 subject to staff becoming comfortable with the capture rate and staff to report back to the Chair on how they
finally approved the item.

Passed Unanimously

Waiver of Ineligibility Concerning Four Bedroom Units for 2003 Forward Commitments for Housing Tax
Credits for:

03-007 Bexar Creek, San Antonio, Texas

03-003 Mission del Valle Townhomes, Socorro, Texas

03-004 Arbor Woods, Dallas, Texas

Ms. Carrington stated in July of 2002 there were seven developments that were granted forward commitments of 2003
credits. These applications were funded under the 2003 Qualified Allocation Plan. The 2003 QAP does not allow four-
bedroom units and the department discovered that three out of the seven of those developments do have four-
bedroom units. The Board has the ability to use discretion to waive a portion of the QAP to allow these four-bedroom
units.

Motion made by Shad Bogany and seconded by Norberto Salinas to approve the waiver of ineligibility concerning four
bedroom units for 2003 forward commitments for housing tax credits for Bexar Creek, Mission del Valle Townhomes
and Arbor Woods.

Mr. Conine had questions on the forward list and which QAP they came under. He was under the impression that
anything going forward, should go under the new rules and to meet that criteria. The Board requested that staff review
the transcript and determine what was stated at the time the credits were allocated as forward commitments.

The motion was withdrawn by Mr. Bogany and Mr. Salinas as the board wanted more information on this item.

Motion made by C. Kent Conine and seconded by Shad Bogany to table this item until the next meeting.
Passed Unanimously

Proposed Amendments to Housing Tax Credit Projects:
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02-022 Castle Garden, Lubbock, Texas
Ms. Carrington stated that Castle Garden is being deferred to a later meeting.

Tom McMullen stated he was available to answer any questions the Board might have on Bexar Creek in San Antonio, Texas.

03-007 Bexar Creek, San Antonio, Texas

Ms. Carrington stated when this application was approved, the Board put a condition on it that the applicant procure an
additional development partner because the staff felt like there was not sufficient development experience and Bexar
Creek has done that. When they brought in the new development partner he asked to change the design of the
proposed development and increasing the buildings from 10 to 18. The points would not have been affected because
the site stayed the same so staff is recommending the item for approval.

Motion made by C. Kent Conine and seconded by Shad Bogany to approve the amendment for Bexar Creek, San
Antonio, Texas.
Passed Unanimously

03-236 Little York Villas, Houston, Texas
This item was withdrawn from consideration.

d) Extensions for Commencement of Substantial Construction for:
02-135, Lakeridge Apartments, Texarkana, Texas
02-103, Valley View Apartments, Pharr, Texas
Ms. Carrington stated these two projects are asking for an extension for commencement of substantial construction
and staff is recommending approval.

Motion made by Shad Bogany and seconded by Norberto Salinas to approve the extensions for 02-135, Lakeridge
Apartments, Texarkana, Texas and 02-103, Valley View Apartments, Pharr, Texas.
Passed Unanimously

REPORT ITEMS

Executive Directors Report

Developments from the Housing Tax Credit Waiting List for 2003

Ms. Carrington stated the Board requested staff to report anything that came off the waiting list for 2004. The department
received $687,000 in national pool credits. One project, Northline Point Apartments returned their credits and this allowed
Reserve Il at Las Brisas to receive a full allocation of credits. There was $214,000 left in region six but no one on the list
wanted that small amount. Suncrest in Region 13 returned credits in December in the amount of $1,273,664. There were two
transactions that received these credits and both of them were for $636,832. The department used some of the $214,000 to fill
the gap and ended the year with $145,032 in credits that went unused and will be rolled over into the amount available for
2004.

Update on Response to Public Comment from Ability Resources, Inc. at the December Board Meeting
Ms. Carrington stated staff is working with the applicant and will have a report to the Board next month.

Ms. Carrington also advised the Board that in order to have an opportunity for the department to have visibility around the state
she was participating in nine different engagements. Staff will also participate in the midwinter conference of the Texas
Association of Realtors.

Mr. Conine thanked the staff and board members for the support he received during his tenure as the President for the 2003
National Association of Homebuilders. It was a tremendous and rewarding experience and this country set a new home sales
record of close to a million-one units.

Ms. Carrington announced that the February Board Meeting will be held in Dallas on February 11, 2004.

EXECUTIVE SESSION

If permitted by law, the Board may discuss any item listed on this agenda in Executive Session

OPEN SESSION
Action in Open Session on Items Discussed in Executive Session
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Ms. Anderson stated there would be no Executive Session held.

ADJOURN
Motion made by C. Kent Conine and seconded by Shad Bogany to adjourn the meeting.

The meeting adjourned at 1:20 p.m.

Respectfully submitted,

Delores Groneck
Board Secretary

Bdminjan
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December 15, 2003

The Audit Committee of Board of Trustees
Texas Department of Housing and Community Affairs

We have audited the consolidated financial statements of the Texas Department of Housing and
Community Affairs (the “Department”) for the year ended August 31, 2003 and have issued our report
thereon dated December 15, 2003.

Our professional standards require that we communicate with you concerning certain matters that may be
of interest to you in fulfilling your obligation to oversee the financial reporting and disclosure process
for which management of the Department is responsible. We have prepared the following comments to
assist you in fulfilling that obligation.

OUR RESPONSIBILITY UNDER AUDITING STANDARDS GENERALLY ACCEPTED IN THE
UNITED STATES OF AMERICA AND GOVERNMENT AUDITING STANDARDS ISSUED BY THE
COMPTROLLER GENERAL OF THE UNITED STATES

Our responsibility under auditing standards generally accepted in the United States of America
(“generally accepted auditing standards™) and Government Auditing Standards issued by the Comptroller
General of the United States has been described to you in our engagement letter. As described in that
letter, those standards require, among other things, that we obtain an understanding of the Department’s
internal control sufficient to plan the audit and to determine the nature, timing and extent of audit
procedures to be performed. We have issued a separate report to you, dated December 15, 2003,
containing our comments on the Department’s internal control.

SIGNIFICANT ACCOUNTING POLICIES

The Department’s significant accounting policies are set forth in Note 1 to the Department’s 2003 basic
financial statements.

MANAGEMENT JUDGMENTS AND ACCOUNTING ESTIMATES

Accounting estimates are an integral part of the financial statements prepared by management and are
based on management’s current judgments. Those judgments are normally based on knowledge and
experience about past and current events and on assumptions about future events. Significant accounting
estimates reflected in the Department’s 2003 financial statements include the allowance for doubtful
accounts and accumulated depreciation.
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AUDIT ADJUSTMENTS

Our audit was designed to obtain reasonable, rather than absolute, assurance about whether the financial
statements are free of material misstatement, whether caused by error or fraud. In addition, we are -
obligated by generally accepted auditing standards to inform you of any adjustments arising from the
audit that could, in our judgment, either individually or the aggregate, have a significant effect on the

~ Department’s financial reporting process. In testing mortgage loans receivable and the related reserves
for uncollectible loans, we noted that the Department’s reserve for uncollectible loans was overstated by
approximately $20.7 million. An adjustment to correct this account was recorded by management and is
properly reflected in the Department’s 2003 financial statements.

In addition, we are obligated by generally accepted auditing standards to inform you about uncorrected
misstatements (regardless of whether they have a significant effect on the financial reporting process)
aggregated by us during the current engagement and pertaining to the latest period presented that were
determined by management to be immaterial, both individually and in the aggregate, to the financial
statements taken as a whole. There are no such uncorrected misstatements, as all misstatements detected
in our audit have been corrected by management.

.OTHER. INFORMATION IN THE FINANCIAL STATEMENTS

When audited financial statements are included in documents containing other information such as the
schedules included with the basic financial statements, generally accepted auditing standards require that
we read such other information and consider whether it, or the manner of its presentation, is materially
inconsistent with the information, or the manner of its presentation; in the financial statements audited by

_ us: We have read the other information in the schedules and have inguired as to the methods of
measurement and presentation of such information. If we had noted a material inconsistency, or if we

“had obtained any knowledge of a material misstatement of fact in the other information, we would have
discussed this matter with management.

DISAGREEMENTS WITH MANAGEMENT

We have not had any disagreements with management related to matters that are material to the
- Department’s 2003 financial statements. We received the full cooperation of management during our
audit.

CONSULTATION WITH OTHER ACCOUNTANTS

We are not aware of any consultations that management may have had with other accountants about
auditing and accounting matters during 2003.

MAJOR ISSUES DISCUSSED WITH MANAGEMENT PRIOR TO RETENTION

Throughout the year, routine discussions regarding the application of accounting principles or auditing
standards were held with management in connection with transactions that have occurred, transactions
that are contemplated or reassessment of current circumstances. In our judgment, such discussions were
not held in connection with our retention as auditors.



DIFFICULTIES ENCOUNTERED IN PERFORMING THE AUDIT

In our judgment, we received the full cooperation of the Department’s management and staff and had
unrestricted access to the Department’s senior management in the performance of our audit.

MANAGEMENT ADVISORY SERVICES

The Department did not engage us to perform any management advisory services during 2003,

This report is intended solely for the information and use of the Board of Trustees, management and
others within the Department and is not intended to be and should not be used by anyone other than these
specified parties. '

We will be pleased to discuss this report with you further at your convenience.

Yours truly,

(QML v Towecl o LL.P.
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INDEPENDENT AUDITORS’ REPORT

The Honorable Rick Perry, Governor, and the Board of Directors
Texas Department of Housing and Community Affairs

We have audited the accompanying financial statements of the governmental activities, business-type
activities, major funds, remaining fund information and supporting schedules 1A through 1D of the Texas
Department of Housing and Community Affairs (the “Department”) as of and for the year ended August 31,
2003, as listed in the table of contents. These financial statements are the responsibility of the Department’s
management. Our responsibility is to express an opinion on these financial statements and supporting
schedules based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards, issued
by the Comptroiler 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. An audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that our audit
provides a reasonable basis for our opinions.

As discussed in Note 1 to the financial statements, the financial statements of the Department are intended to
present the financial position and results of operations and cash flows of only that portion of the funds of the
State of Texas which are attributable to the transactions of the Department.

In our opinion, the basic financial statements referred to above present fairly, in all material respects, the
financial position of the governmental activities, business-type activities, major funds and remaining fund
information of the Department, as of August 31, 2003, and the results of its operations and cash flows (where
applicable) for the year then ended in conformity with accounting standards generally accepted in the United
States of America. Also, in our opinion, schedules 1A through 1D, as listed in the table of contents, present
fairly, in all material respects, the information set forth therein.

Management’s Discussion and Analysis is not a required part of the financial statements but is 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 supplementary information. However, we did not audit the information and express no
opinion on it.

Our audit was conducted for the purpose of forming an opinion on the basic financial statements taken as a
whole. Supplementary schedules 1 and 2, as listed in the table of contents, are presented for the purpose of
additional analysis and are not a required part of the basic financial statements of the Department. These
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financial statements and schedules are also the responsibility of Department management. Such additional
information has been subjected to the auditing procedures applied in our audit of the basic financial
statements and, in our opinion, is fairly stated in all material respects when considered in relation to the basic
financial statements taken as a whole.

In accordance with Government Auditing Standards, we have also issued our report dated December 15, 2003
on our consideration of the Department’s internal control over financial reporting and on our tests of its
compliance with certain provisions of laws, regulations, contracts and grants. 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.

@JLJL. +Towed LLP

December 15, 2003
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TEXAS DEPARTMENT OF HOUSING AND COMMUNITY AFFAIRS
MANAGEMENT’S DISCUSSION AND ANALYSIS

This section of the Texas Department of Housing and Community Affairs’ (Department) annual
financial report presents management’s discussion and analysis of the Department’s financial
performance during the fiscal year that ended on August 31, 2003. Please read it in conjunction
with the Department’s financial statements, which follow this section.

Financial Highlights

e Decrease in the Department’s business-type activity net assets of $11.4 million and a
decrease of $11.3 million in governmental activities.

e Decrease in Operating Income (Loss) in the Department’s proprietary fund from $34.9
million to ($9.4) million. This was a combination of a decrease in revenues and increases
in expenses. The change in fair value of investments decreased from an unrealized gain
of $24.6 million in fiscal year 2002 to an unrealized loss of ($6.2) million in fiscal year
2003 or $30.8 million, this accounted for 88% of the decrease in operating income.
There was an increase in expenses, specifically bond interest expense of $3.3 million to
$98 million due to an increase in bonds outstanding.

e Fund Balances in the Department’s Governmental Funds decreased from $23.1 million to
$11.7 million. The change is a combination of decreased revenues of $5.4 million from
Investor Owned Utilities and increased expenditures of $3 million in the Housing Trust
Fund. This accounted for over 70% of the changes in Fund Balance. The increase of
Other Financing Sources is related to the System Benefit Fund which was reclassified
from a Fiduciary Fund to a Special Revenue Fund during this fiscal year.

e The Department’s debt outstanding of $1.7 billion as of August 31, 2003 increased
$124.8 million. Debt issuances and debt retirements totaled $376.3 million and $251.5
million, respectively.

e Loan originations for the year totaled $189.6 million and $29.2 million in the
Department’s proprietary and governmental funds, respectively.

e In January 2003, the Department received a request by the offices of the Governor,
Lieutenant Governor and Speaker of the House to immediately reduce fiscal year 03
spending by an amount equal to at least 7% of general revenues. The Department
responded by submitting a $1.5 million savings plan. The System Benefit Fund and
$753,690 was subsequently excluded from consideration when it was determined to be a
Trust Fund instead of general revenue in fiscal year 2003. The plan offered reductions in
administrative costs in order to minimize the impact on direct services. In 2003, the
Department was successful at realizing savings in the areas of travel, capital purchases,
professional/consulting services, salaries, State Office of Risk Management (SORM) and
other general administrative costs and transferred back to Comptroller $753,187 in
general revenue appropriations during fiscal year 2003.
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Overview of the Financial Statements

The financial statements consist of three parts — management’s discussion and analysis (this
section), the basic financial statements, and supplementary information. The basic financial
statements include two types of statements that present different views of the Department.

e The first two statements are Department-wide financial statements that provide
information about the Department’s overall financial position and results. These
statements, which are presented on an accrual basis, consist of the Statement of Net
Assets and the Statement of Activities.

e The remaining statements are fund financial statements of the Department’s
governmental funds and proprietary fund. The governmental funds’ activities are funded
primarily from Federal funds but also include General Revenue appropriations for which
the Department follows a modified accrual basis of accounting. The Department’s
proprietary fund operates similar to business activities and follows an accrual basis of
accounting.

e The basic financial statements also include a “Notes to Financial Statement” section
which explains some of the information presented in the Department-wide and fund
financial statements and provides additional detailed data.

e The Notes to the Financial Statements are followed by a “Supplementary Information”
section, which presents supplementary bond information.

The remainder of this overview section of the management’s discussion and analysis explains the
structure and contents of each of these statements.

Government Wide Statements

The Statement of Net Assets shows Governmental Activities and Business-type Activities
consolidated on a full accrual basis. The Statement of Activities presents a government wide
format of expenses, charges for services, operating grants and contributions and net expenses by
both Governmental activities and Business-type activities. Both activities are further broken
down by function and programs. The second section of the Statement of Activities shows
general revenues not associated with a particular program but provides resources for the
Department’s programs and operations. The fiduciary activity is not included in the government
wide statements.



Financial Analysis of the Department as a Whole

Statement of Net Assets

The following tables show a summary of changes from prior year amounts by fund type.

Texas Department of Housing and Community Affairs
Condensed Statements of Net Assets — Governmental Activities
As of August 31,2003
Governmental
Activities Increase / (Decrease)
Assets 2003 2002 Amount %
Cash & Investments 10,611,463 $ 5,638,267 4,973,196 88.2
Legislative Appropriations 11,749,954 23,817,593 (12,067,639) (50.7)
Federal Receivable 3,931,559 1,027,014 2,904,545 282.8
Other Intergovernmental Receivables 2,223,298 2,408,105 (184,807) (7.7)
Accounts Receivable 377,928 - 377,928 0.0
Interfund Receivables 291,387 292,378 (991) 0.0
Loans and Contracts 82,989,269 59,808,742 23,180,527 38.8
Capital Assets 192,434 198,962 (6,528) (3.3)
Due from Other Agencies 507,893 196,526 311,367 158.4
Other Assets 74,845 119,017 (44,172) 37.1
Total Assets 112,950,030 93,506,604 19,443,426 20.8
Liabilities
Accounts Payable 16,753,502 7,760,045 8,993,457 115.9
Payroll Payable 861,242 922,525 (61,283) (6.6)
Deferred Revenue 80,705,770 61,542,042 19,163,728 31.1
Due to Other Agencies 2,768,810 4,051 2,764,759 68248.8
Employees Compensable Leave 734,016 823,554 (89,538) (10.9)
Total Liabilities 101,823,340 71,052,217 30,771,123 433
Net Assets
Invested in Capital Assets 192,435 198,963 (6,528) (3.3)
Restricted by Grantor 275,970 5,192,499 (4,916,529) (94.7)
Unrestricted 10,658,285 17,062,925 (6,404,640) (37.5)
Total Net Assets $ 11,126,690 § 22,454,387 $ (11,327,697) (50.4)

Net assets of the Department’s governmental funds decreased by 50.4%.

Cash and Accounts Payable both increased due to the reclassification of the System Benefit Fund
(SBF) from a Fiduciary Fund type to a Governmental Fund type during the fiscal year. The
ending balance of Legislative appropriations decreased during fiscal year 2003 due to transfers
out of revenues collected in excess of appropriation authority and the utilization of Investor
Owned Utility balances carried forward from fiscal year 2002 and new revenues have diminished
as that program is phasing out due to utility deregulation.

The Department also experienced an increase in Federal Receivable, Due From Other Agencies,

and Other Assets. Increased payment activities at year-end for the Low Income Home Energy

Assistance Program (LIHEAP) were reflected in the increase of Federal Receivable and
vi



Accounts Payable. Increases in Due from Other Agencies and Other Assets represent
receivables for the Housing Trust Fund and Investor Owned Ultilities.

The Department experienced increases of Loans and Contracts as well as Deferred Revenue.
This $36 million occurred primarily because of the increase of program loans (current and non-
current), which are funded by state and federal funds. These loans are for the purpose of HOME
($32 million) and Housing Trust Fund ($4 million) program activities.

The increase of Due to Other Agencies represents a deposit of the Texas Workforce Commission

(TWC) which was erroneously wired to our account in the State Treasury. This deposit was
transferred back to TWC through the State Treasury after year-end.

Proprietary Fund

Texas Department of Housing and Community Affairs
Business-Type Activities — Condensed Statement of Net Assets as of August 31, 2003

Business-Type

Activities Increase / (Decrease)
Assets 2003 2002 Amount %
Cash & Investments $ 1,320,233,438 $ 1,240,050,113 $ 80,183,325 6.4
Loans and Contracts 771,706,169 613,980,087 157,726,082 25.6
Interest Receivable 10,041,796 10,039,071 2,725 0.0
Capital Assets 307,981 422,477 (114,496) (27.1)
Real Estate Owned 756,360 489,799 266,561 54.4
Deferred Issuance Cost 11,379,321 12,418,092 (1,038,771) (8.3)
Other Assets 1,022,084 1,042,762 (20,678) (0.0)
Total Assets 2,115,447,149 1,878,442,401 237,004,748 12.6
Liabilities
Bonds/Notes Payable 1,794,838,720 1,618,898,972 175,939,748 10.9
Interest Payable 23,317,030 22,630,680 686,350 3.0
Deferred Revenue 10,562,494 9,501,713 1,060,781 11.2
Other Liabilities 177,903,040 107,208,880 70,694,160 65.9
Total Liabilities 2,006,621,284 1,758,240,245 248,381,039 14.1
Net Assets
Invested in Capital Assets 307,981 422,477 (114,496) (27.0)
Restricted 84,064,184 93,532,618 (9,468,434) (10.1)
Unrestricted 24,453,700 26,247,061 (1,793,361) (6.8)
Total Net Assets $ 108,825,865 $ 120,202,156 $ (11,376,291) (9.5)

Net assets of the Department’s proprietary fund decreased $11,376,291, or 9.5% to
$108,825,865. The decrease resulted primarily from a decline in earnings of the Department’s
investments, loans, and other programs and an increase in expenses. Restricted net assets of the
Department’s proprietary fund decreased $9,468,434 or 10.1%. Unrestricted net assets decreased
$1,793,691 or 6.8%.
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Cash and investments increased $80,183,325, or 6.4% to $1,320,233,438, as funds were
generated from debt issuances, reinvestment of loan repayments, and interest earnings. Program
loans receivable (current and non-current) increased $157,726,082, or 25.6% to $771,706,169
primarily as a result from the origination of $185,700,000 of mortgage loans under the
Department’s Multi-Family Program. Total bonds and notes payable (current and non-current)
increased $175,939,748, or 10.9% due to new debt issuances associated with the Department’s
Single Family and Multi-Family Programs.

Earnings within the Department’s various funds were $102,728,963 of which $95,210,695 is
classified as restricted and $7,518,268 as unrestricted.

Restricted earnings are composed of $98,730,469 in interest and investment income,
($6,195,744) in fair value of investments, and $2,675,970 in other revenue. Interest and
investment income are restricted per bond covenants for debt service. Fair value of investments
is an unrealized loss due to the fact that the Department holds investments until maturity. Other
revenue is predominantly an accounting recognition of fees received in previous years that were
deferred when received and are being amortized over a period of time.

Unrestricted earnings are composed of $515,358 in interest and investment income and
$7,002,910 in other operating revenue.

Interest and investment income earned from unrestricted investments are used to support various
housing initiatives programs such as Housing Trust Fund and the Bootstrap Program. Sources for
other operating revenue are fees from the Tax Credit Program, compliance fees, bond
administrative fees, and miscellaneous interest earned from funds held by the Comptroller.

Fees earned under the Tax Credit Program are application fees, commitment fees, and inspection
fees. Yearly compliance fees are generated from the Department’s portfolio of multifamily
properties. The department performs on site visits and desk reviews to ensure that the properties
are in compliance with the various housing regulations. Bond administrative fees are generated
yearly from the various bond issuances to support the Department’s administrative expenses.
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The graph below illustrates the composition of the $7,002,910 in other operating revenue,

classified as unrestricted earnings, according to the different housing programs.
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Statement of Activities. The Statement of Activities reflects the sources of the Department’s
changes in net assets as they arise through its various programs and functions. Single Family,
Multi-Family and Housing Trust Fund are shown as business-type activities, and eight major
programs are shown as governmental activities. Federal and state assistance activities allocate
various subsidy funds to local governments, nonprofit organizations or individuals.

A condensed Statement of Activities for the fiscal year ended August 31, 2003 and 2002 is

shown in the table below.

Condensed Statement of Activities

Texas Department of Housing and Community Affairs

(In Thousands)
Governmental Business-Type
Activities Activities Total
2003 2002 2003 2002 2003 2002

Program Revenues:
Charges for Services 2,207 $ 3877 $ 108,409 $ 109,934 § 110,616 $ 113,811
Operating Grants and Contributions 126,490 176,390 - 175 126,490 176,565
General Revenues 9,481 12,355 (7,638) 24,193 1,843 36,548

Total Revenue 138,178 192,622 100,771 134,302 238,949 326,924
Total Expenses 150,919 186,152 112,146 109,964 263,065 296,116
Excess before Transfers (12,741) 6,470 (11,375) 24,338 (24,116) 30,808
Transfers 1,429 (6,643) - - 1,429 (6,643)
Change in Net Assets (11,312) $ (173) $ (11,375 $ 24338 § 22,687 $ 24,165
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Revenues of the Department’s governmental activities totaled $138,177,810 and were generated
by grants and contributions primarily from LIHEAP, Community Services and HOME programs.
Expenses of $150,918,653 consisted primarily of Intergovernmental and Public Assistance
Payments.

Revenues of the Department’s business-type activities were primarily from charges for services
of $108,409,349 and a decrease of fair value of investments of $6,195,744. Charges for services
consist primarily of earned interest income on loans for the three housing lending programs. It
also includes program investment income which is earned within the Department’s bond
programs, the investments and the income of which are restricted to those programs by a pledge
to the respective bond indentures. Total revenue declined $33,531,122 which consisted primarily
of the decrease in fair value of investments from a gain of $30,837,994 in fiscal year 2002 to a
loss of $6,195,744 in fiscal year 2003.

Expenses of the Department’s business-type activities consist primarily of interest expense of
$97,952,620, which increased $3,305,578. The increase in interest expense is a result of an
increase in the Department’s debt issued to fund its various Single Family and Multifamily
lending programs. The direct expenses also include Administrative Funds, allocations of
expenses of Department programs that directly involve the production or monitoring activities
associated with the housing programs, as well as certain costs incurred, both internally and
externally. Administrative expenses increased $210,432 to $11,510,938 which was incurred
within the Department’s Administrative Funds including all other administrative and supportive
functions and overhead expenses.

The Department’s business-type activities expenses of $112,146,129 exceeded charges for
services of $108,409,349 by $3,736,780. Charges for services, primarily interest income on
loans and investment income, are intended to cover bond principal and interest expense. The
other direct expenses were covered and the difference was covered by prior year available net
assets. This income, plus interest earned on loans, produces an adequate amount to pay
Department obligations as required by the bond indentures covenants.

The Department’s business-type activities also generated $515,358 of unrestricted investment
income, which was used primarily to pay administrative costs. The decrease in fair value of
investments of $6,195,744 accounted for the majority of the Department’s change in net assets of
($11,375,192).

Governmental Activities

The Department’s revenues from governmental activities decreased by $54 million in 2003. The
majority of this decrease was attributed to the changes in federal revenues. Three federal
programs contributed to the majority of the change. These programs were the Home Investment
in Partnership Program (HOME), Community Development Block Grant (CDBG) and LIHEAP.
The HOME program experienced a double funding cycle while the CDBG program was
transferred to another state agency, the Office of Rural Community Affairs (ORCA) thereby
reducing revenue by $70 million. The LIHEAP program experienced increase in funding during
the fiscal years.

The change to Other Revenues was due to the decrease of revenues from Investor Owned
Utilities. This program is being phased out as the IOU opt into deregulated competition. The
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SBF was established by the Legislature as part of the state electric deregulation to replace the
previous IOU contracts that funded weatherization programs for low income Texans. The
creation of the SBF reduced the number of participating investor owned utility providers.

The change to licenses, fees, and permits was a result of reduction in revenues related to the
Manufactured Housing Division.

The Department also experienced a similar decrease in expenses. It consisted of a decrease in
Intergovernmental Payments by 62% primarily for the CDBG Program and increase in the Public
Assistance Payments by 23% primarily for the HOME and LIHEAP programs.

Fund Financial Statements

The fund financial statements provide more detailed information about the Department’s most
significant funds and the Department as a whole. The Department has two types of funds:

e Governmental funds — The Department has a General Revenue Fund and a Special
Revenue Fund. The General Revenue Fund is the principal operating fund used to
account for the Department’s general activities. The financing for this fund is authorized
through state legislative appropriations either as committed or collected revenues.
Federal and state programs are also reported within this fund. The Special Revenue Fund
is used to account for the System Benefit Fund which was accounted for as a Private-
Purpose Trust Fund until July 2003.

e Proprietary fund — The Department’s activities in its proprietary fund are accounted for in
a manner similar to businesses operating in the private sector. Funding has primarily
arisen through the issuances of taxable and tax-exempt bonds whose proceeds are used
primarily to fund various types of loans to finance low and moderate-income housing.
This fund also receives fee income from the Multifamily Tax Credit Program and
Compliance fees collected for the purpose of covering the operating costs of the
Department. The net assets of these funds represent accumulated earnings since their
inception and are generally restricted for program purposes or debt service.
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Texas Department of Housing and Community Affairs

Governmental Fund Activities

Statements of Revenues, Expenses and Changes in Fund Balances

OPERATING REVENUES
Legislative Appropriations
Federal Revenues
Federal Grant Pass-Through
State Grant Pass-Through
Licenses, Fees and Permits
Interest and Investment Income
Sales of Goods and Services
Other Revenue

Total Operating Revenues

OPERATING EXPENSES

Salaries and Wages

Payroll Related Costs

Professional Fees and Services

Travel

Materials and Supplies

Communications and Utilities

Repairs and Maintenance

Rentals and Leases

Printing and Reproduction

Claims and Judgments

Other Operating Expenditures

Capital Outlay

Federal Pass-Through Expenditures

Intergovernmental Payments

Public Assistance Payments
Total Operating Expenditures

Excess of Revenues over Expenditures
Other Financing Sources (Uses)
CHANGE IN FUND BALANCE

Beginning Fund Balance
Appropriations Lapsed

Ending Fund Balance

Increase / (Decrease)

2003 2002 Amount %
11,612,582 12,275,708 $ (663,126 (5.4)
123,257,880 166,811,780 (43,553,900) (26.1)
10,000 - 10,000 -
1,021,269 1,863,257 (841,988) (45.2)
1,853,255 3,348,651 (1,495,396) (44.7)
212,548 263,362 (50,814) (19.3)
353,952 528,158 (174,206) (33.0)
3,307,200 8,220,683 (4,913,483) (59.8)
141,628,686 193,311,599 (51,682,913) (26.7)
8,793,150 9,294,916 (501,766) (5.4)
2,000,751 1,937,239 63,512 3.3
611,015 492,788 118,227 24.0
522,021 641,240 (119,219) (18.6)
332,190 548,310 (216,120) (39.4)
254,028 289,540 (35,512) (12.3)
74,624 237,385 (162,761) (68.6)
1,045,934 1,230,460 (184,526) (15.0)
69,688 101,696 (32,008) (31.5)
365,460 587,079 (221,619) (37.8)
228,870 539,709 (310,839) (57.6)
74,317 12,621 61,696 488.8
15,995 21,522 (5,527) (25.7)
32,511,942 85,426,370 (52,914,428) (61.9)
104,118,513 84,582,560 19,535,953 23.1
151,018,498 185,943,435 (34,924,937) (18.8)
(9,389,812) 7,368,164 (16,757,976) (227.4)
(49,213) (6,659,822) 6,610,609 (99.3)
(9,439,025) 708,342 (10,147,367) (1,432.6)
23,078,979 23,059,891 19,088 0.1
(1,971,683) (689,254) (1,282,429) 186.1
11,668,271 23,078,979 $ (11,410,708) (49.4)
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The following graphs illustrate a comparison between fiscal year 2003 and 2002 for Federal
Revenues, Other Revenues, Intergovernmental Payments, and Public Assistance Payments.

The following listing defines the acronyms used in the following graphs:

CDBG Community Development Block Grant
CSBG Community Services Block Grant
DOE Department of Energy Weatherization Assistance for Low-Income Persons
ESGP Emergency Shelter Grants Program
HOME HOME Investment Partnerships Program
LIHEAP Low-Income Home Energy Assistance
SEC 8 Section 8 Housing Choice Voucher
HTF Housing Trust Fund
10U Investor Owned Utilities
MH Manufactured Housing
SBF System Benefit Fund
Federal Revenues
$80,000 1
$70,000 |
$60,000 -
g $50,000 -
é $40,000 - 52002
£ 2003
<g $30,000 -
$20,000 -
$10,000 -
$-
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Program
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Other Revenues: Receipts from bonding companies for manufactured housing inspection fees,
grants from investor owned utilities or other transactions which are not identifiable directly to
another revenue category.

Other Revenues
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Intergovernmental Payments: Payment of grants to cities, counties, council of governments or
other governmental entities.

Intergovernmental Payments
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