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Housing and Community Development Corporation of Hawail
MANAGEMENT’S DISCUSSION AND ANALYSIS

June 30, 2006

The management of the Housing and Community Development Corporation of Hawail
(Corporation) offers readers of the Corporation’s financial statements this narrative overview and
analysis of their financial activities for the fiscal year ended (I'YE) June 30, 2006. ‘This document
should be read in conjunction with the audited financial statements.

Introduction

The Housing and Community Development Corporation of Hawaii is a housing authority, established
by the State Legislature cffective July 1, 1988, 'The Corporation consolidated the former Hawan
Housing Authotity, the Housing Finance and Development Corporation, and the Rental Housing
T'rust Fund Commission.

The Corporation administers the following major programs:

e [ederal and State public housing programs

e Federal and State rent subsidy programs

o Homeless programs

e Development programs

s [inancing programs to facilitate affordable housing devclopment

¢ Financing programs to assist first-time homebuyers

The Corporation is responsible for the administration of over 5,300 federal public housing units in
Hawnaii, with funds received from the United States Department of Housing and Urban Development
(HUD), The Corporation also administers the HUL Section 8 Housing Assistance Payments —
Special Allocations Program, through a subcontract with the Bremerton (Washington) Housing
Authority.

The Cosporation has reccived authority from the State of Hawaii (State) to assist in the delivery of
affordable rental housing throughout the State on a cost-effective basis, through the financing and/or
refinancing of rental housing projects developed or acquired by the Corporation.

in addition, the Cotporation administers a rental assistance program that subsidizes rental payments
to persons and families with incomes that do not exceed 80% of the arca median income. The
Corporation also provides incentives, through tax credits, to developers and owners of private rental
housing projects where the monthly rents are affordable to tenants with incomes of 60% or lower of

the area median tncome.



Housing and Community Development Corporation of Hawan
MANAGEMENT’S DISCUSSTON AN ANALYSIS

June 30, 2006

‘The Corporation is administratively attached to the State Department of Tluman Services. The
Corporation’s Board of Directors conststs of nine members, six of whom are public members
appointed by the Governor, and confirmed by the Senate of the State of Hawai. Public members
shall be appointed from each of the counties of Honolulu, Hawaii, Maui and IKaual. At least one
public member shall be a person who is assisted under the federal low-rent public housing or federal
section 8 tenant-based housing assistance payments program. The Director of Business, Heonomic
Development and Tourism; the Director of Human Services; and the Governor’s Senior Policy
Advisor are ex-officio voting members.  All Corporation action is taken by the affirmative vote of at
least five members.

Financial Highlights

e The Corporation’s total assets decreased by $65.0 million (or 5.7%) to $1,081.2 million as
compared to $1,146.2 million in the previous year. "The decrease resulted primarily from the
use of assets held by trustee for the eatly bond redemptions of $67.7 million in the Single
Family Mortgage Purchase Revenue Bond program. Through the issuance of revenue honds,
the Corporation provides cligible borrowers with mortgage loans at below market interest
rates. ‘I'he revenue bonds may also be redeemed without premium prior to maturity, at the
option of the Corporation, as funds become avatlable from un-dishursed bond proceeds,
principal payments and prepayments of mortgages, excess mounts i the debt service reserve
account or excess revenues (as described in the bond indentures).

o lTotal government-wide revenues and expenses were $160.2 million and $148.8 malhon,
respectively, resulting 10 an increase in net assets of $11.4 million during the fiscal year. The
net assets of the Business-type activitics increased by $4.7 million and the net assets of the
Governmental activities increased by $6.7 million.

e At the end of the fiscal year ending June 30, 2006, the Corporation’s governmental funds
reported a combined ending fund balance of $15.1 million, an mcrease of $8.8 million from
the prior year. The increase is due primarily to increases of State allotted appropriations of
$8.1 million for the General Funds and $3.7 million for the State Capital Projects Fund. The
General Frunds experienced a corresponding increase in expenditures of $2.1 million from the
prior year for an excess of revenues over expenditutes of $6.0 million.

o]



Housing and Community Development Corporation of Hawaii

S

MANAGEMENT'S DISCUSSION AND ANALYS

June 30, 2006

Overview of the Financial Statements

This discussion and analysis 15 intended to serve as an introduction to the financial statements of the
Corporation. The financial statements consists of four parts: (1) Management’s Discussion and
Analysis; (2) the basic financial statements; (3) related notes to the financial statements and (4) other
required supplementary information. ‘These components are described below:

Basic Financial Statements

‘I'he basic financial statements include two kinds of statements that present different views of the

Cotporation:

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

e ‘The remaining statements are fund financial statements of the Cotporation’s  overall
povernmental funds, for which activities are funded primarily from apptropriations from the
State or by contributions from HUD, and the Cotporation™ major and non-majot proptietary
funds, which operate similar to business activities. The governmental funds are presented on
a modified accrual basis of accounting. The proprictary and the fiduciary funds are presented
on an accrual basis of accounting.

o The basic financial statements also include a “Notes to Financial Statements” section that
explains some of the information in the Government-wide and the Fund financial statements
and provides more detailed data.

o The “Notes to Financial Statements” are followed by a “Supplementary Information” section,
which presents a  budgetary comparison schedule, which is required supplementary

information, and information on non-major funds, which is not required.

Government-Wide Financial Statements

The government-wide statements repott information about the Corporation as a whole uvsing
accounting methods similar to those used by private sector companies. 'The statement of net asscts
provides both short-term and long-term information about the Corporation’s financal position,



Housing and Community Development Corporation of Hawau
MANAGEMENTS DISCUSSION AND ANALYSIS

June 30, 2006

which assists in assessing the Corporation’s economic condition at the end of the fiscal year. All of
the cutrent year revenues and expenses are accounted for in the statement of activities repardless of
when cash is received or paid. Most of the Corporation’s activities are business-type activities and ate
reported in its proprietaty funds. ‘The government-wide financial statements include two statements:

o The statement of net assets presents all of the Corporation’s assets and habilifies, with the
difference between the two reported as “pet assets.” Over time, increases and decreases in the
Corporation’s net assets may scrve as a useful indicator of whether the financial position of

the Corporation is improving ot deteriorating.

o The statement of activities presents information indicating how the Corporation’s net assets
changed during the most recent fiscal year.

"The government-wide financial statements of the Corporation are divided into two categories:

e Governmental activities — The activities in this section are primarily supported by State
appropriations or by HUD contributions.

e Business-type activities — These functions normally are intended to recover all or a significant
portion of their costs through user fees and charges to external users.

TFund Financial Statements

The fund financial statements provide mote detalled information about the Corporation’s most
significant funds and not the Corporation as a whole. The financial activities of the Corporation are
recorded in individual funds, each of which is deemed to be a separate accounting entity. Iunds are
either reported as a major fund or a non-major fund. In June 1999, the Governmental Accounting
Standards Board (GASB) issued Statement 34, Basic Financial Statements — Management’s [Discussion and
Analysis — for State and Local Governments, which sets forth the minimum criteria for the determination
of major funds. The Corporation was required to implement these standards for the fiscal year ended
June 30, 2002. The non-major funds are combined in a column in the fund financial statements and
are detailed in the combining section of the financial statements.



Housing and Community Development Corporation of Hlawaii
MANAGEMENTS DISCUSSION AND ANALYSIS

June 30, 2000

The Corporation has three types of funds:

o Governmental Funds;

O

Governmental funds are used to account for essentially the same functions reported as
governmental activities in the government-wide financial statements.

Governmental fund financial statements help determine whether there are more or
fewer financial resoutces that can be spent in the near future to finance the
Corporation’s programs.

The focus of the governmental funds is narrower than that of the government-wide
financial staternents, therefore it is vseful to compare the information presented for
governmental funds with similar information presented for governmental activitics in
the government-wide financial statements. By doing so, readers may better
understand the long-term impact of the government’s near-term fmancing decision.

Both the governmental fund balance sheet and the governmental statement of
revenues, expenditures and changes in fund balances provide a reconciliation to
facilitate this compatison between governmental funds and governmental activities.

e Proprietary Funds:

o

Fnterprise Funds are used to account for those activities for which the mntent of
management is to recover, primarily through user charges, the cost of providing

services to customers.

Internal Service Funds ate used by the Cotporation to account for its central

equipment and vehicles.



Housing and Community Development Corporation of Hawan
MANAGEMENT’S DISCUSSION AND ANALYSIS

June 30, 2006

¢ Fiduciary Funds:
o Fiduciary Ifunds are not reflected in the government-wide financial statement because
the resources of those funds are not available to support the Corporation’s own

Programs.

Notes to Financial Statements

The notes provide additional information that is essential to a full understanding of the data provided
in the government-wide and fund financial statements. The notes o the financial statements follow
the bastc financtal statements.

Required Supplementary Information

In addition to the basic financial statements and accompanying notes, this report also presents certain
required supplementary information. This section includes a budgetary comparison schedule, which
includes a reconciliation between the statutoty fund balance for budgetary purpose and the fund
balance for the major governmental funds as presented in the governmental fund financial statements.
‘This management’s discussion and analysis is also requited supplementary information that 1s required
to be presented preceding the financial statements.

Other information

‘The combining statements, which include non-major funds, governmental, enterprise and internal
service funds are presented as other nformation.

6



Housing and Community Development € ‘orporation of Hawait

MANAGEMENT’S DISCUSSION AND ANALYSIS

Government-Wide Financial Analysis

June 30, 2006

As noted eatlier, the szatement of net assets presents all of the Corporation’s assets and labilities, with the

difference between the two repotted as net assets.  Over time, changes in net assets may serve as a
uscful indicator of the Corporation’s financial position. As indicated below, as of June 30, 2000, the
Cotporation’s total net asset balance was $617.2 million, an increase of $11.4 million (or 1.9%) from

the previous year.

Condensed Statement of Net Assets
June 390, 2006 and June 30, 2005

(In thousasd of doflars)

TFoal
Governmental Business Percentage
Activities Activities Total Change
2006 2005 2006 2005 2006 2005 2006-2005
Current assels $ 2235 $ 11,800 $ 229,679 $ 219227 $ 252,037 $ 231,027 9.1%
Asgsets held by trustee - - 329,550 413,792 329,550 413,142 ~200.4%:
Capital assets 39,075 41,195 354,443 358,591 393,518 399,786 -1.6%
Other asseds ’ - - 100,089 101,562 106,089 101,562 4.5%
Total assets $ 61,434 $ 52,995 $ 1,019,761 $1,003,172 41,081,194 51,846,167 -8.7%
Current Liabilities $ 7600 $ 5,860 $ 65984 $ 106,882 3 73.583 [12,742 4%
Long-lern liabilities - - 390,376 427,630 390,376 427,630 B.7%
Total liabikities 7,600 5.860 456,360 534,512 463 959 540,372 NENES
Next assets
Invested in capital assets
nef of related debt 34,075 41,195 245 B3 247,728 284,878 288,923 Ry
Restrictexd - - 338,056 425,248 338,056 421,248 -19.7%
Unresircted 14,759 5940 (2(1,458) (110,316) (5,699) (104.376) 94.5%
Total net asscts 53834 47,135 563,401 558,660 617.235 015,795 1.9%
Total habdilities and net
assets $ 61434 § 52995 $LOER701 $1,003,172 51,081,194 $1,146,167 -5.7%




Housing and Community Development Corporation of Hawau
MANAGEMENT'S DISCUSSION ANID ANALYSIS

June 30, 2006

Restricted net assets represent resources that are subject to external restrictions on how they may be
used. The majority of this balance is attributed to approximately $268.4 million of assets held by
trustees under the Single Family Revenue Bond Fund. ‘The Revenue Bond Funds trust indentures
require cash and investments be held by a trustee.

Investment in capital assets conststs of all capital assets, reduced by the outstanding balances of any
bonds, mortgages, notes or other borrowings that are attributable to the acquisition, construction, or

improvement of those assets,

Unrestricted net assets consist of net asscts that do not meet the definition of “restricted” or “net
assets invested in capital assets, net of related debt” At the end of the fiscal year ending June 30,
20006, untestricted net assets reflected a deficit balance. "This is primarily due to the Single Family
Mortgage Revenue Bond Fund’s revenue bonds payable balances of $233.6 million. The assets that

suppott these liabilities are the assets held by trustees, which are reflected as restricted net assets.

‘The decrease in long-term liabilities of $37.2 million (or 8.7%) is primarily due to the redemptions of
revenue bonds in fiscal year 2006. The long-term revenue bonds payable balance decreased by $30.8

million (ot 8.8%0).



Housing and Community Development Corpotation of Hawait

MANAGEMENT’S DISCUSSION AND ANALYSIS

Juae 30, 2006

The statcment of activities presents information indicating how the Corporation’s net assets changed

during the most recent fiscal year,

Revenues
Program revenues:
Charpges for services
Operating grants and contgibutions
Capital grants and contributions

General revenues:
State allotted appropriations, net  of
lapses

Total revenues

Expenses

Governmental activities
Homeless services and assistance
prograrm
Rental housing and assistance program

Business-type activities
Rental assistance program
Housing development program
Mulu-family mortgage ioan programs
Single-family mortgage loan program
Rental housing program
Others

Total goverament-wide expenses

[ixcess of revenues over expenscs

Transfers
CHANGE IN NET ASSETS
Total net assets, beginning of yeay

Totat net assets, end of year

Government-Wide

Statemnent of Activities
Years Ended June 30, 2006 and June 30, 2005

{In thousand of dottars)

Total
Governmental Business Percentage
Activities Activities Total Change
2006 2605 2006 2005 2006 2005 20006-2005
k3 - $ - $ 72,194 % 30,289 $72,194 % 86,289 -16.3%
37,208 31717 18,439 29,290 55,647 67,007 -F6,9%
- - 12,533 22355 12,533 22,355 -34.6%
19,853 1126 - - 19,853 7126 157.0%
57,061 45.443 13,166 137.934 160,227 183,377 -12.6%
8,045 2,889 - 8,045 2,886 178.5%
40,142 43,458 - - 40,142 43,458 -7.6%
- - 47,120 43,061 47,120 43,061 9.4%
- - 5,353 31987 5,383 31,987 -83.3%
- - 3279 2,996 320 2996 9.4%
- - 15,849 21,213 5,849 25,213 -25.3%
- - 23,824 23,379 23,824 23,379 1.9%
- - 5,149 4,699 5,149 4,699 L.1%
48,187 46,347 100,574 127,335 148,761 173,682 -14.3%
8,874 (904) 2,502 10,599 11,460 9,095 I8.3%
(2,175) {1,187) 2,149 1,178 {20) (9) -188.9%
6,699 (2091 4,741 11,777 11,440 9,686 18, 1%
47,135 49,226 558,000 546,883 605,795 596,109 1.6%
$ 53,834 $47,135 $503.40F  § 558,060 $617.235  $605.795 1.9%

Y



Housing and C(_)mmunity Development Corporation of Flawai
MANAGEMENT’S DISCUSSION AND ANALYSIS

June 30, 2006

Governmental Activities

Total net assets of the governmental activities were $53.8 million at June 30, 2006, an increase of $6.7
million from the previous year. Key clements of this increase are as follows:

® State allotted appropriations increased $12.1 million from the prior year, primarily due to an
increase n appropriations to the General Funds of $8.1 million and an increase in
apptopriations to the State Capital Projects Fund of $3.7 million

e lixpenses for the Homeless services and assistance program increased $5.2 million from the
ptior year.

Business-type Activities

Revenues of the Corporation’s business-type activities were primatily from charges for services,
program investment income and federal assistance program funds. Charges for services consist
primarily of rental income and interest ncome on loans related to the Corporation’s lending
programs. ‘The majority of the program investment income is from income earned within the
Corporation’s bond funds and 1s resteicted to thosc funds.

For the fiscal year ending June 30, 2006, business-type activities increased the Corporation’s net assets
by $4.7 mullion. Key clements of this increase are as follows:

e (apital grants and contributions decreased by $9.8 million primarity due to a decrease in HUD
I g y p ¥
Capital grants received.

e The Rental Housing Trust Fund recognized an increase in net assets of $18.8 million,
primartly due to the influx of $17.0 million of conveyance tax transfers.

¢ ‘lThe Dwelling Unit Revolving Fund had an increase in net assets of $3.3 million primarily due
to the $1.2 muillion net gain on the sale of land and units and an operating transfer in of funds

of $1. 1 millon.

¢ The Single Family Mortgage Purchase Revenue Bond Tund incurred a decrease in mortgage-
backed securities of $10.1 million which resulted in a decrease in net assets of $7.0 million.

10



Housing and Community Development Corporation of Hawaii
MANAGEMENTS DISCUSSION AND ANALYSIS

June 30, 2006

Financial Analysis of the Fund Financial Statements

A fund is a grouping of related accounts that is used to mamtam control over resources that have

been scgregated for specific activities or objectives. The Corporation, like other state and local

governments, uses fund accounting to ensure and demonstrate compliance with finance-related

legal requirement.

Governmental Funds

At June 30, 2006, the Corporation’s governmental funds reported a combined ending fund

balance of $15.1 million, an increase of §8.8 million in comparison to the combined fund balance

of $6.3 at June 30, 2005. T'he increase was primarily due to the following:

The State Capital Inprovement Projects Pund recognized an mcrease in fund balance of $3.9
million.  During the current year, the fund received $4.9 mullion of State allotted
appropriations for capital projects, expended $0.7 million for capital outlays and
transferved out $0.3 million.

The fund balance of the General Funds increased $5.8 million. This was primarly due to an
increase in State allotted appropriations of $8.1 million and an increase in homeless
services expenditures of $2.0 million.

Proprietary Funds

‘The proprietary fund consists of four major and several non-major funds. The four major funds

are: 1) Federal Low Rent Program, 2) Dwelling Unit Revolving Fund, 3) Hawait Rental Housing

System Revenue Bond Fund and 4) Single Family Mortgage Purchase Revenue Bond Fund.

Under the federal Low Rent Program, the Corporation administers the operations of over
5,300 federal public housing units. HUD provides the Corporation with tunds to operate,
repair and maintain the public housing nventory.  Durng fiscal year 2006, the
Corporation recetved $25.7 million of HUL operating subsidies and grants, a decrease of
$7.7 million from the prior year. The decrease was due primarily to a decrease i revenues
attributed to the federal capital grant program.

Vhe Dwelling Unit Revolving Vrnd accounts for State funds used for acquiting, developing,
selling, leasing and renting residential, commerctal and industrial properties, providing

11



Housing and Community Development Corporation of Hawai
MANAGEMENT’S DISCUSSION AND ANALYSIS

June 30, 2006

mottgrage and interim financing, which generates rental income, sales proceeds and interest
earnings from the financing and investment of such funds. Net assets increased by $3.3
million during the cutrent year. The increase in net assets 1s primarily due to the sales of
land and units which resulted in a net gain of $1.2 million and a net operating transfer in
of funds of §$1.1 million.

o Uhe Hawaii Rental Housing Systews Revenue Bond Fund accounts for special funds for housing
projects or systems of housing projects tinanced from proceeds of bonds secured under
the same trust indenture. The fund accounts for six multifamily rental housing projects
located throughout the State. Net assets increased by $0.1 million during the current year.

o the Single Family Mortgage Purchase Revenne Bond Fund accounts for the proceeds from the
issuance of bonds used to make below-market Intercst rate mortgage loans and the
repayment, interest, and earnings from such loans and mvestment of such funds. Change
in net assets was a decrease of $7.0 million in 2006 compared to an increase of $0.9
million in the prior year. 'The decrease in net assets was primarily due to the adjustment to
the fair value of investments. There was a net decrease 1n fair value of mortgage-backed
securities of $10.1 million in the current year compared to a net zzcrease in fair value of $1.5
million in the prior year.

During the current year, the Single Family Mortgage Purchase Revenue Bond Fund had
early redemptions of $67.7 million,

Budgetary Analysis
The differences between the original and final amended budgets were relatively minor. The actual

expenditures for the general funded rental housing and homeless service programs were $106,962
less than the budgeted expenditures. "This was due primarily to program requirements.



Housing and Community Development Corporation of Hawait
MANAGEMENT’S DISCUSSION AND ANALYSIS

June 30, 2006

Capital Assets and Debt Administration
Capital A ssets

As of June 30, 2006, the Corporation had invested approximately $393.5 million (net of
accumulated depreciation of $344.9 million) in a broad range of capital assets.  'This amount
represents a decrease of $6.3 milhion {(or 1.6%) over the prior year.

Corporation's Capital Assels
Years Ended June 30, 2006 and June 30, 2005

(In thousand of doBars)

Total
Governmental Business Percentage
Activilies Activities o Total Change
2006 2005 2006 2005 2006 005 2006-2005

Land § 2373 $ 2,373 $ 44,003 £44 146 $ 46,376 § 40,519 -0.3%

Buildings and improvements 37,471 34,671 596,269 566,942 633,740 601,613 5.3%

Equipment 1,097 1,097 11,971 12,021 13,068 13,118 -0.4%

Construction in progress 18,148 21,907 27,103 44,688 45,251 66,505 A2 1%

Total 59,089 60,048 679,340 667,797 738,435 727,845 1.5%

Accumulated depreciation (20,014) {18,853) (324,903) (309.205) (344.917) (328,058) 5.1%
Total Capital  Assets,

nel $39.075 $41,195 $354,443 $358,592 $393,518 $309,787 -1.6%

Debt Admirustration

Through June 30, 2006, approximately $2.13 billion of revenue bonds have been issued. The revenue
bonds are payable solely from the revenues and other monies and assets of the Revenue Bond Funds
and other assets of the Corporation pledged under the various bond indentures. Revenue bonds
payable decreased $69.6 million to $388.6 million at June 30, 2006 from $458.2 million at June 30,
2005. During the year ended June 30, 2006, the Corporation issued approximately $6.2 million of new
bonds and had bond redemptions of approximately $76.3 million. As defined in the bond mndentures,
under certain conditions, revenue bonds may be redeemed without premium prior to matunry.
Included in the current year bond redemptions were early redemptions of $67.7 million.



Housing and Community Development Cotporation of Hawaii
MANAGEMENT’S DISCUSSION AND ANALYSIS

June 30, 2006

under certain conditions, revenue bonds may be redeemed without premmum prior to maturity.
Included in the current year bond redemptions were eatly redemptions of $67.7 million.

During fiscal year 2006, Moody’s Investors Service’s rating of the Corporation continued to be A2
with a negative outlook. The Corporation’s bond ratings for the Single Family Mortgage Purchase
Revenue Bond program were as follows:

e Standard & Poor’s Rating Services: AAA
*  Moody’s Tnvestors Service: Aaa

e Fitch Ratings: AAA
Currently Known Facts, Decisions, or Conditions

¢ Inaccordance with Act 196, SLH 2005, the Corporation will be split into two organizations to
more cffectively concentrate on the development of affordable housing. The legislature found
that the State’s role in maintaining affordable housing in Hawail has evolved into two parts:
(1) Administering the State’s public housing programs; and (2) Iinancing and devcloping
affordable housing. Fffective July 1, 20006 the Corporation will be bifurcated into (1) the
Hawaii public housing administration and (2} the Hawaii housing finance and development
administration.

¢ On July 1, 2006, the Corporation redeemed $11.3 million of outstanding revenue bonds from
the Single Family Mortgage Purchase Revenue Bond Fund, including $5.8 million of carly
redemptions.

Requests for Information
This report is designed to provide an overview of the Corporation’s finances. Questions concerning
any of the information found in this report or requests for additional information should be directed

to the Fiscal Management Officer, Housing and Community Development Corporation of Hawaii,
677 Queen Street, Suite 300, Honolulu, Hawaii 96813,
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