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2001 M Street, NW
Washington, DC 20036

Independent Auditors’ Report

The Board of Supervisors Virginia Housing Development Authority
County of Fairfax, Virginia 601 South Belvidere Street
Richmond, Virginia 23220

The Board of Commissioners
Fairfax County Redevelopment
and Housing Authority:

We have audited the financial statements of the Fairfax County Redevelopment and Housing Authority,
Rental Program — Penderbrook, Project No. 880149 (the Project), as of and for the year ended June 30,
2007 as listed in the accompanying table of contents. These financial statements are the responsibility of
the Project’s management. Our responsibility is to express an opinion on these financial statements based
on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America; the standards applicable to financial audits contained in Government Auditing Standards, issued
by the Comptroller General of the United States, and the Virginia Housing Development Authority’s
Mortgagor/Grantee’s Audit Guide. Those standards and the Guide 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 consideration of internal control over financial reporting as a basis for
designing audit procedures that are appropriate in the circumstances, but not for the purpose of expressing
an opinion on the effectiveness of the Project’s internal control over financial reporting. Accordingly, we
express no such opinion. 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 opinion.

As discussed in note 1, the financial statements of the Project are intended to present the financial position
and changes in financial position and cash flows of only the Project. They do not purport to, and do not,
present fairly the financial position of the Fairfax County Redevelopment and Housing Authority as of
June 30, 2007, and the changes in its financial position and its cash flows for the year then ended in
conformity with U.S. generally accepted accounting principles.

In our opinion, the financial statements of the Project referred to above present fairly, in all material
respects, the financial position of the Project at June 30, 2007, and the changes in its financial position and
its cash flows for the year then ended, in conformity with U.S. generally accepted accounting principles.



Management’s Discussion and Analysis on pages 3 through 6 is not a required part of the basic financial
statements but is supplementary information required by U.S. generally accepted accounting principles.
We have applied certain limited procedures, which consisted principally of inquiries of management
regarding the methods of measurement and presentation of the required supplementary information.
However, we did not audit the information and express no opinion on it.

Our audit was made for the purpose of forming an opinion on the Project’s basic financial statements taken
as a whole. The supplementary information on pages 14 to 18 and the Compliance and Internal Control
Questionnaire on pages 23 to 27 are presented for purposes of additional analysis and are not a required
part of the Project’s basic financial statements. The supplementary information has been subjected to the
auditing procedures applied in the audit of the basic financial statements and, in our opinion, is fairly stated
in all material respects in relation to the basic financial statements taken as a whole. The Compliance and
Internal Control Questionnaire has not been subjected to auditing procedures, and accordingly, we express
no opinion on it.

In accordance with Government Auditing Standards, we have also issued our report dated October 22,
2007 on our consideration of the Project’s internal control over financial reporting and on our tests of its
compliance with certain provisions of laws, regulations, contracts, and grant agreements and other matters.
The purpose of that report is to describe the scope of our testing of internal control over financial reporting
and compliance and the results of that testing, and not to provide an opinion on the internal control over
financial reporting or on compliance. That report is an integral part of an audit performed in accordance
with Government Auditing Standards and should be considered in assessing the results of our audit.

KPMme LIP

October 22, 2007



FAIRFAX COUNTY REDEVELOPMENT AND HOUSING AUTHORITY
Rental Program — Penderbrook
(Project No. 880149)

Management’s Discussion and Analysis (MD&A)
June 30, 2007

Introduction

The Fairfax County Redevelopment and Housing Authority (FCRHA) is a political subdivision of the
Commonwealth of Virginia and is empowered to implement housing, community development, redevelopment
and revitalization programs within Fairfax County (County) as well as towns, cities, and counties with which it
has cooperation agreements. The Fairfax County Board of Supervisors created the Department of Housing and
Community Development (HCD) to act as the development and administrative agency for the FCRHA and the
Board in meeting the housing and community development needs of the County’s low—and moderate—income
residents.

The FCRHA presents this discussion and analysis of Penderbrook, Project No. 880149 (the Project) for the fiscal
year ended June 30, 2007 to assist the reader in focusing on significant financial issues. The Project consists of
48 rental units and is included in the overall Fairfax County Rental Program.

The Project’s Financial Highlights for Fiscal Year 2007 (FY 2007)
In summary, the Project’s FY 2007 financial highlights included the following:

e At June 30, 2007, total assets and liabilities were approximately $4.0 million and $0.6 million,
respectively; thus, total net assets were approximately $3.4 million. Of this amount, $0.6 million
(unrestricted net assets) may be used to meet the Project’s future operational needs.

e Total revenues and expenses were $1.7 million and $0.6 million, respectively; thus, net assets
increased by approximately $1.1 million in FY 2007. The Project’s capital assets increased by
approximately $1.0 million when all forty-eight units of the Project were renovated in FY 2007. The cost
of the work was funded through the U.S. Department of Housing and Urban Development Community
Development Block Grant (CDBG) Program and the County’s Housing Trust Fund. As a result, the
Project’s intergovernmental revenue — capital grants were increased by approximately $1.3 million.

e There is a net increase in cash of $107,106, primarily attributable to the receipt of rental and interest
revenues as well as a decrease in operating and interest expenses.

Project Financial Statements

This discussion and analysis presents the Project’s financial results in three financial statements — the statement
of net assets, the statement of revenues, expenses, and changes in net assets, and the statement of cash flows. The
FY 2007 financial results are compared to those of FY 2006, thus allowing the readers to ascertain the reasons
for changes in expenses, revenues, or net asset balances. These financial statements were prepared using the
economic resources measurement focus and the accrual basis of accounting. Revenues are recorded when earned
and expenses are recorded when a liability is incurred, regardless of the timing of the related cash flows.

3 (Continued)



FAIRFAX COUNTY REDEVELOPMENT AND HOUSING AUTHORITY
Rental Program — Penderbrook

(Project No. 880149)

Management’s Discussion and Analysis (MD&A)

June 30, 2007

Summary of Net Assets

The Project’s FY 2007 and FY 2006 statements of net assets report all financial and capital assets of the Project
and are presented in a format where assets minus liabilities equals net assets. The following table reflects a

condensed summary of net assets as of June 30, 2007 and 2006.

Table 1
Summary of Net Assets
June 30, 2007 and 2006

Increase
Description 2007 2006 (decrease)
Current and restricted assets $ 1,352,637 1,214,644 137,993
Capital assets 2,647,330 1,682,231 965,099
Total assets 3,999,967 2,896,875 1,103,092
Current liabilities 126,703 70,700 56,003
Noncurrent liabilities 513,427 545,829 (32,402)
Total liabilities 640,130 616,529 23,601
Net assets:

Invested in capital assets, net
of related debt 2,101,501 1,106,235 995,266
Restricted 688,571 616,184 72,387
Unrestricted 569,765 557,927 11,838
Total net assets $ 3,359,837 2,280,346 1,079,491

The Project’s net assets increased by approximately $1.1 million from FY 2006 to FY 2007 primarily due to a
57% increase in the Project’s capital assets, net of accumulated depreciation of approximately $1.0 million. All

forty-eight units in the Project underwent renovation in FY 2007.

(Continued)



FAIRFAX COUNTY REDEVELOPMENT AND HOUSING AUTHORITY
Rental Program — Penderbrook
(Project No. 880149)

Management’s Discussion and Analysis (MD&A)
June 30, 2007

Summary of Revenues, Expenses, and Changes in Net Assets

The Project’s statement of revenues, expenses, and changes in net assets include operating revenues, such as
rental income, operating expenses, such as personnel services, utilities, repairs and maintenance, and
depreciation, and nonoperating revenues and expenses, such as investment income and interest expense. Table 2
presents a condensed summary of data from the Project’s statements of revenues, expenses, and changes in net
assets. As previously stated, the Project’s net assets increased by approximately $1.1 million primarily as a result
of rehabilitation work that was completed on the Project’s rental units. The cost for this renovation work was
funded by the CDBG funds and the County’s Housing Trust Fund.

Table 2
Summary of Revenues, Expenses, and Changes in Net Assets
Years ended June 30, 2007 and 2006

Increase

Description 2007 2006 (decrease)

Revenues:
Operating revenues $ 413,341 420,363 (7,022)
Nonoperating revenues and capital grants 1,304,054 23,833 1,280,221
Total revenues 1,717,395 444,196 1,273,199

Expenses:
Operating expenses 399,549 308,598 90,951
Nonoperating expenses 238,355 51,648 186,707
Total expenses 637,904 360,246 277,658
Change in net assets 1,079,491 83,950 995,541
Total net assets, beginning of year 2,280,346 2,196,396 83,950
Total net assets, end of year $ 3,359,837 2,280,346 1,079,491

Capital Assets and Debt Administration

Capital assets. The Project’s capital assets as of June 30, 2007 included land, buildings and improvements, and
equipment that totaled $2,647,330, net of accumulated depreciation of $1,300,122. For further details, see note 3,
page 12, Capital Assets.

Long-term debt. The Virginia Housing Development Authority provided the permanent financing for the
purchase of the land and buildings. For further details, see note 4, pages 12 and 13 concerning debt and long-term
liabilities of the Project.

5 (Continued)



FAIRFAX COUNTY REDEVELOPMENT AND HOUSING AUTHORITY
Rental Program — Penderbrook
(Project No. 880149)

Management’s Discussion and Analysis (MD&A)
June 30, 2007

Contacting FCRHA Management

This financial report is designed to provide the citizens of Fairfax County, taxpayers, tenants, and investors and
creditors with a general overview of the Project’s finances, and to demonstrate the Project’s accountability for
the money it receives. Questions concerning this report or requests for additional financial information should be
directed to the Director, Financial Management Division, Department of Housing and Community Development,
3700 Pender Drive, Suite 300, Fairfax, Virginia, 22030.



FAIRFAX COUNTY REDEVELOPMENT AND HOUSING AUTHORITY
Rental Program — Penderbrook
(Project No. 880149)

Statement of Net Assets
June 30, 2007

Assets
Current assets:
Cash on deposit with County of Fairfax, Virginia $ 606,028
Accounts receivable (less allowance for doubtful accounts of $11,035) 4,909
Interest receivable 35,046
Total current assets 645,983
Restricted assets (note 2):
Deposits held in trust 18,083
Replacement reserves 688,571
Total restricted assets 706,654
Capital assets (note 3):
Nondepreciable:
Land 649,636
Construction in progress 38,500
Depreciable:
Buildings and improvements 3,083,467
Equipment 175,849
Accumulated depreciation (1,300,122)
Total capital assets, net 2,647,330
Total assets 3,999,967
Liabilities
Current liabilities:
Accounts payable and accrued liabilities 52,685
Deposits held in trust 18,083
Deferred revenue 5,651
Accrued compensated absences 17,882
Mortgage payable (note 4) 32,402
Total current liabilities 126,703
Noncurrent liabilities:
Mortgage payable (note 4) 513,427
Total liabilities 640,130
Net assets
Invested in capital assets, net of related debt 2,101,501
Restricted net assets 688,571
Unrestricted net assets 569,765
Total net assets $ 3,359,837

See accompanying notes to financial statements.



FAIRFAX COUNTY REDEVELOPMENT AND HOUSING AUTHORITY
Rental Program — Penderbrook
(Project No. 880149)

Statement of Revenues, Expenses, and Changes in Net Assets
Year ended June 30, 2007

Operating revenues:

Dwelling rentals $ 406,112
Other 7,229
Total operating revenues 413,341
Operating expenses:
Personnel services 152,088
Utilities 13,124
Repairs and maintenance 82,770
Administrative expenses 36,174
Depreciation 115,393
Total operating expenses 399,549
Operating income 13,792
Nonoperating revenues (expenses):
Interest revenue 64,425
Interest expense (40,718)
Loss on disposition of asset (197,637)
Total nonoperating expenses, net (173,930)
Change in net assets before capital grants (160,138)
Intergovernmental revenue — capital grants 1,239,629
Change in net assets 1,079,491
Total net assets, beginning of year 2,280,346
Total net assets, end of year $ 3,359,837

See accompanying notes to financial statements.



FAIRFAX COUNTY REDEVELOPMENT AND HOUSING AUTHORITY
Rental Program — Penderbrook
(Project No. 880149)

Statement of Cash Flows
Year ended June 30, 2007

Cash flows from operating activities:

Rental income received $ 411,724
Miscellaneous income received 7,229
Personnel expenses paid (135,285)
Administrative expenses paid (36,174)
Operating and maintenance expenses paid (87,129)
Utilities paid (13,124)
Net tenant security deposits received 1,552
Net cash provided by operating activities 148,793
Cash flows from capital and related financing activities:
Intergovernmental capital grants received 1,239,629
Purchase of capital assets (1,239,629)
Principal payments on mortgage payable (30,167)
Interest payments on mortgage payable (40,899)
Net cash used in capital and related financing activities (71,066)
Cash flows from investing activities:
Interest received 29,379
Net cash provided by investing activities 29,379
Net increase in cash 107,106
Cash, beginning of year 1,205,576
Cash, end of year $ 1,312,682
Reconciliation of operating income to net cash provided by operating activities:
Operating income $ 13,792
Depreciation 115,393
Decrease in accounts receivable 4,159
Increase in accounts payable and accrued liabilities 759
Increase in accrued compensated absences 11,687
Increase in deferred revenue 1,451
Increase in deposits held in trust 1,552
Net cash provided by operating activities $ 148,793

See accompanying notes to financial statements.
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FAIRFAX COUNTY REDEVELOPMENT AND HOUSING AUTHORITY
Rental Program — Penderbrook
(Project No. 880149)

Notes to Financial Statements
June 30, 2007

Narrative Profile

The Fairfax County Redevelopment and Housing Authority (the Authority) Rental Program -
Penderbrook, Project No. 880149 (the Project), is comprised of two 24-unit apartment buildings included
in the Fairfax County Rental Program. The Project is part of the privately owned Penderbrook community,
which consists of approximately 1,800 housing units. The developers sold the land and buildings to the
Authority on September 7, 1988. The purchase price of the Project was financed by appropriations from
the County of Fairfax, Virginia (the County) and a 30 — year mortgage from the Virginia Housing
Development Authority (the VHDA). The Authority is a component unit of the County.

The accompanying financial statements present only the financial position, changes in financial position,
and cash flows of the Project and are not intended to present fairly the financial position, changes in
financial position, and cash flows of the Authority in conformity with U.S. generally accepted accounting
principles (GAAP).

Summary of Significant Accounting Policies

The accounting policies of the Project conform to GAAP as applicable to proprietary fund types of
governmental units. The following is a summary of the Project’s more significant accounting policies:

(a) Measurement Focus and Basis of Accounting

The activities of the Project are reported using the economic resources measurement focus and the
accrual basis of accounting. Revenues are recognized when earned and expenses are recorded when a
liability is incurred, regardless of the timing of related cash flows. The Project applies all applicable
pronouncements of the Financial Accounting Standards Board (FASB) issued on or prior to
November 30, 1989, unless these pronouncements conflict with pronouncements of the
Governmental Accounting Standards Board (GASB). For external financial reporting in accordance
with GAAP, the Project is following the reporting guidance set forth in GAAP for “departmental”
financial statements.

(b) Cash on Deposit with County of Fairfax, Virginia

Project cash is maintained and administered by the County Investment/Cash Management Division.
To optimize investment returns, the Project’s funds are invested together with all other County
pooled funds, all of which are fully insured and collateralized. The County allocates investment
income to the Project based on its average cash balance.

(c) Restricted Assets and Deposits Held in Trust

Restricted assets represent deposits and funded reserves held by the VHDA, a state-housing-finance
agency, pursuant to the regulatory agreement. All amounts are fully insured and collateralized. Such
restricted assets have been included in cash for purposes of the statement of cash flows.

Deposits held in trust reflect amounts collected as security deposits from tenants, as well as accrued
interest on these deposits.

10 (Continued)
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FAIRFAX COUNTY REDEVELOPMENT AND HOUSING AUTHORITY
Rental Program — Penderbrook
(Project No. 880149)

Notes to Financial Statements
June 30, 2007

Capital Assets

Capital assets, which include land, buildings and improvements, equipment, and construction in
progress are reported in the financial statements at cost when purchased and at estimated fair value
when donated. Capital assets are defined by the Authority as assets with an initial individual cost of
more than $5,000 and an estimated useful life of more than one year. Depreciation has been provided
for in amounts sufficient to relate the cost of the depreciable assets to operations over their estimated
useful lives using the straight line method. The estimated useful lives range from 5 to 27.5 years.

Compensated Absences

Employees of the Project are granted vacation and sick leave based on their length of service.
Unused vacation leave is payable to employees upon termination based on the employees’ current
rate of pay, up to certain limits. Sick leave does not vest with employee; however, it is converted to
years of service upon retirement. Accumulated vacation is recorded as an expense and an accrued
liability as the benefits accrue to employees. The liability calculations include an accrual at the
current rate for ancillary salary-related payments (e.g., employer’s share of social security taxes).

Revenue Recognition

Dwelling rental revenues are recorded as rentals become due. Rental payments received in advance
are deferred until earned. Revenue from grants are recognized in the fiscal year in which all
eligibility requirements have been satisfied. Grant revenues received in advance of satisfying all
requirements are reported as deferred revenue.

Operating Revenues and Expenses

The Project’s policy is to report all project revenues and expenses as operating with the exception of
interest revenue, interest expense, gain or loss on disposal of capital assets, and intergovernmental
revenue.

11 (Continued)



FAIRFAX COUNTY REDEVELOPMENT AND HOUSING AUTHORITY
Rental Program — Penderbrook
(Project No. 880149)

Notes to Financial Statements
June 30, 2007

(3) Capital Assets

Capital asset activity for the year ended June 30, 2007 was as follows:

Beginning Ending
balance Additions Disposals balance
Capital assets, not being depreciated:
Land $ 649,636 — — 649,636
Construction in progress — 38,500 — 38,500
Total capital assets,
non-depreciable 649,636 38,500 — 688,136
Capital assets being depreciated:
Buildings and improvements 2,587,486 1,117,125 (621,144) 3,083,467
Equipment 60,229 122,504 (6,884) 175,849
Total capital assets
being depreciated 2,647,715 1,239,629 (628,028) 3,259,316
Less accumulated depreciation for:
Buildings and improvements (1,578,896) (98,599) 423,507 (1,253,988)
Equipment (36,224) (16,794) 6,884 (46,134)
Total accumulated
depreciation (1,615,120) (115,393) 430,391 (1,300,122)
Capital assets, net $ 1,682,231 1,162,736 (197,637) 2,647,330

(4) Mortgage Payable

The VHDA provided the permanent financing for the purchase of the Project’s land and buildings. The
outstanding balance of the mortgage loan was refinanced in February 2006 at a rate of 7.17% with final

payment due October 1, 2018, the same date as the original loan. The monthly principal and interest
payment is $5,874.

The land, buildings and equipment of the Project are pledged as security for the mortgage loan. The Project

maintains capital replacement reserves in accordance with provisions of Regulatory Agreement. This
restricted cash is held by VHDA to be used for replacement of property.

12 (Continued)
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FAIRFAX COUNTY REDEVELOPMENT AND HOUSING AUTHORITY
Rental Program — Penderbrook
(Project No. 880149)

Notes to Financial Statements
June 30, 2007

The aggregate amount of the required principal and interest payments on the mortgage loan as of June 30,
2007 is $798,851 and is due as follows:

Principal Interest
Year ending June 30:

2008 $ 32,402 38,085
2009 34,803 35,684
2010 37,382 33,105
2011 40,153 30,334
2012 43,129 27,358
2013-2017 268,586 83,849
2018-2019 89,374 4,607

Total $ 545,829 253,022

Noncurrent liability activity for the year ended June 30, 2007, was as follows:

Beginning Ending Due within
balance Additions Reductions balance one year
Mortgage payable $ 575,996 — 30,167 545,829 32,402

Risk Management

The Project is exposed to various risks of loss related to torts, theft of, damage to and destruction of assets,
errors and omissions, injuries to employees and citizens, and natural disasters. For all of these risks, the
Project participates in the County’s insurance program, which includes self-insurance and the purchase of
certain commercial insurance policies, the costs of which are borne by the County. There were no claims
settlements in excess of insurance coverage in any of the past three fiscal years. Information regarding the
County’s self-insurance internal service fund is available in the County’s Comprehensive Annual Financial
Report for the fiscal year ending June 30, 2007.

On-Behalf Payments

The accompanying statement of revenues, expenses, and changes in net assets does not include certain
on-behalf payments of Project expenses made by the County and Authority. These on-behalf payments are
a result of the Project’s incorporation in a larger, integrated reporting entity, which provides shared
services at no direct charge to the Project. On-behalf payments may include salaries, pension plan
contributions, employee health and life insurance premiums, salary supplements, homeowner association
dues, condominium fees, trash pick up services, automobile, property and liability insurance coverage,
County fleet vehicle maintenance, attorney fees, and information technology funding. The Project incurs
no obligation to either the Authority or County for these payments. Inclusion of on-behalf payments would
also have no effect on net assets. Therefore, for all these reasons, on-behalf payments have been excluded
from the financial statements of the Project.

13
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FAIRFAX COUNTY REDEVELOPMENT AND HOUSING AUTHORITY
Rental Program — Penderbrook
(Project No. 880149)

Supplementary Information
June 30, 2007

The following supplementary information is presented for the purpose of additional analysis:

Accrued Liabilities

Accrued liabilities represent salaries and fringe benefits earned during the final payroll cycle of June 2007 and
vacation earned, but not used as of June 30, 2007.

Delinquent Tenant Accounts Receivable

Number of Amounts

tenants past due
Delinquent 0-30 days $ 9 2,961
Delinquent 31-60 days 6 1,179
Delinquent over 60 days 5 11,804
Balance at June 30, 2007 $ 20 15,944

Tenant Security Deposits

As of June 30, 2007, consistent with County of Fairfax, Virginia treasury procedures, tenant security deposits are
not maintained in a separate trust fund. The VHDA has waived the requirement to deposit tenant security
deposits in a separate account from all other funds of the Project. However, tenant security deposits, and the
corresponding accrued interest associated with them, are restricted from use on the operations of the property.
Accounts Payable, Accrued Liabilities, and Compensated Absences

Payable within 30 days $ 70,567

Balance at June 30, 2007 $ 70,567

Payables due in more than 60 days, all payables due mortgagee:

Date Original Amount
Creditor Purpose refinanced Terms amount due
VHDA Mortgage February 2006 12 years $ 587,942 $ 545,829

See accompanying independent auditors’ report.

14 (Continued)



FAIRFAX COUNTY REDEVELOPMENT AND HOUSING AUTHORITY
Rental Program — Penderbrook
(Project No. 880149)

Supplementary Information
June 30, 2007

Schedule of Surplus Cash and Residual Receipts

Cash:
Cash in treasury of County of Fairfax, Virginia $ 606,028
Deposits held in trust 18,083
Total cash 624,111
Less current obligations:
Tenant security deposits 18,083
Accounts payable and accrued liabilities (due within 30 days) 70,567
Deferred revenue 5,651
Total current obligations 94,301

Surplus cash and residual receipts to be deposited to operating
reserve account* $ 529,810

* The VHDA has waived the requirements to deposit surplus cash and residual receipts for the Project.

Reserve for Replacements

In accordance with the provisions of the Regulatory Agreement, restricted cash is held by VHDA to be used for
replacement of property with the approval of VHDA as follows:

Balance as of June 30, 2006, confirmed by mortgagee $ 616,184
Monthly deposits 43,008
Interest received 29,379
Balance as of June 30, 2007, confirmed by mortgagee $ 688,571

See accompanying independent auditors’ report.

15 (Continued)



FAIRFAX COUNTY REDEVELOPMENT AND HOUSING AUTHORITY
Rental Program — Penderbrook
(Project No. 880149)

Supplementary Information
Schedule of Revenues and Expenses
Year ended June 30, 2007

Part | Description of Account Acct. No. Amount
Apartments or Member Carrying Charges (Coops) 5120 406,112
Tenant Assistance Payments 5121 —
Furniture and Equipment 5130 —
Stores and Commercial 5140 —
Rental Income 510 Garage and Parking Spaces 5170 —
Flexible Subsidy Income 5180 —
Miscellaneous (specify) 5190 —
Total Rent Revenue Potential at 100% Occupancy 406,112
Apartments 5220 —
Furniture and Equipment 5230 —
Stores and Commercial 5240 —
Vacancies 5200 |Garage and Parking Spaces 5270 —
Miscellaneous (specify) 5290 —
Total Vacancies —
Net Rental Revenue 406,112
ElderTy and Congregate Services Income — 5300
Total Service Income (Schedule Attached) 5300 —
Interest Income — Project Operations 5410 32,466
Tncome from Tnvestments— Residual Recelpts 5430 —
Financial Revenue [Tncome from Tnvestments— Reserve for Replacements 5440 31,959
Tncome from Investments— Miscellaneous 5490 —
Total Financial Revenue 64,425
Laundry and Vending 5910 —
NSF and Late Charges 5920 6,302
Damages and Cleaning Fees 5930 —
Other Revenue |Forfeited Tenant Security Deposits 5940 —
5900 Other Revenue (Intergovernmental Revenues $1,239,629 anc
Other Revenues $927) 5990 1,240,556
Total Other Revenue 1,246,858
Total Revenue 1,717,395
Advertising 6210 —
Other administrative Expense 6250 21,146
Office Salaries 6310 126,565
Office Supplies 6310 956
Office or Model Apartment Rent 6312 —
Management 6320 —
Administrative |Manager or Superintendent Salaries 6330 —
Expenses Manager or Superintendent Rent Free Unit 6331 —
6200/6300 Legal Expenses — Project 6340 2,476
Audit Expense — Project 6350 8,000
Bookkeeping Fees / Accounting Service 6351 —
Telephone and Answering Service 6360 —
Bad Debts 6370 3,596
Miscellaneous Administrative Expenses (specify) 6390 —
Total Administrative Expenses 162,739 |
Fuel Oil / Coal 6420 —
Electricity (Light and Misc. Power) 6450 3,571
Utilities Expenses |Water 6451 9,553
6400 Gas 6452 —
Sewer 6453 —
Total Utilities Expense 13,124 |
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FAIRFAX COUNTY REDEVELOPMENT AND HOUSING AUTHORITY

Rental Program — Penderbrook
(Project No. 880149)

Supplementary Information
Schedule of Revenues and Expenses
Year ended June 30, 2007

Part | Description of Account Acct. No. Amount
Janitor and Cleaning Payroll 6510 —
Janitor and Cleaning Supplies 6515 —
Janitor and Cleaning Contract 6517 14,112
Exterminating Payroll / Contract 6519 1,000
Exterminating Supplies 6520 —
Garbage and Trash Removal 6525 6,845
Security Payroll / Contract 6530 —
Grounds Payroll 6535 —
Grounds Supplies 6536 —
. Grounds Contract 6537 10,291
Oper ating and Repairs Payroll 6540 —
Maintenance Repairs Material 6541 35,781
Expenses 6500  [Rapairs Contract 6542 p
Elevator Maintenance / Contract 6545 —
Heating / Cooling Repairs and Maintenance 6546 —
Swimming Pool Maintenance / Contract 6547 —
Snow Removal 6548 —
Decorating Payroll / Contract 6560 —
Decorating Supplies 6561 —
Other 6570 14,443
Miscellaneous Operating and Maintenance Expenses 6590 298
Total Operating and Maintenance Expenses $ 82,770
Real Estate Taxes 6710 —
Payroll Taxes (FICA) 6711 —
Miscellaneous Taxes, Licenses, Permits and Insurance 6719 —
Property and Liability Insurance (Hazard) 6720 —
Taxes and Fidelity Bond Insurance 6721 —
Insurance 6700 Workmen’s Compensation 6722 —
Health Insurance and Other Employee Benefits 6723 25,523
Other Insurance (specify) 6729
Total Taxes and Insurance $ 25,523
Interest on Bonds Payable 6810 —
Interest on Mortgage Payable 6820 40,718
Interest On Notes Payable (Long-Term) 6830 —
Financial Expenses [Interest on Notes Payable (Short-Term) 6840 —
6800 Mortgage Insurance Premium / Service Charge 6850 —
Miscellaneous Financial Expenses (Loss on Disposition of
Asset $197,637) 6890 197,637
Total Financial Expenses $ 238,355
Total Service Expenses (Schedule Attached) 6900 $ —
Elderly and Total Cost of Operations Before Depreciation $ 522,511
Congregate Service [Profit (Loss) Before Depreciation ] 1,194,884
Expenses 6900 |Depreciation and Amortization 6600 $ 115,393
Operating Profit or (Loss) 1,079,491
Officer Salaries 7110
Legal Expenses — (Entity) 7120
Corporate or .. [Taxes — (Federal — State — Entity) 7130-32
Mortgage or Entity Other Expenses — (Entity) 7190
Expenses 7100 Total Corporate Expenses $ —
5 1,079,491

Net Profit or (L 0ss)

See accompanying independent auditors’ report
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FAIRFAX COUNTY REDEVELOPMENT AND HOUSING AUTHORITY

Rental Program — Penderbrook
(Project No. 880149)

Supplementary Information

Changes in Capital Asset Accounts

Year ended June 30, 2007

Accumulated depreciation

Balance Balance Balance Balance
June 30, June 30, June 30, Current June 30, Net book
2006 Additions Disposals 2007 2006 (Disposals)  provision 2007 value
Land $ 649,636 — — 649,636 — — — — 649,636
Construction
in progress — 38,500 — 38,500 — — — — 38,500
Buildings and
improvements 2,587,486 1,117,125 (621,144) 3,083,467 1,578,896 (423,507) 98,599 1,253,988 1,829,479
Furniture and
equipment 60,229 122,504 (6,884) 175,849 36,224 (6,884) 16,794 46,134 129,715
$ 3,297,351 1,278,129 (628,028) 3,947,452 1,615,120 (430,391) 115,393 1,300,122 2,647,330

See accompanying independent auditors’ report.
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2001 M Street, NW
Washington, DC 20036

Independent Auditors’ Report on Internal Control over Financial Reporting and on Compliance and
Other Matters Based on an Audit of Financial Statements Performed in Accordance with
Government Auditing Standards

The Board of Supervisors Virginia Housing Development Authority
County of Fairfax, Virginia 601 South Belvidere Street
Richmond, Virginia 23220

The Board of Commissioners
Fairfax County Redevelopment
and Housing Authority:

We have audited the financial statements of the Fairfax County Redevelopment and Housing Authority,
Rental Program—Penderbrook, Project No. 880149 (the Project), as of and for the year ended June 30,
2007, and have issued our report thereon dated October 22, 2007. That report emphasized that these
financial statements are not intended to present the financial position, results of operations and cash flows
of the Fairfax County Redevelopment and Housing Authority. We conducted our audit in accordance with
auditing standards generally accepted in the United States of America; the standards applicable to financial
audits contained in Government Auditing Standards, issued by the Comptroller General of the United
States; and the Mortgagor/Grantee’s Audit Guide, issued by the Virginia Housing Development Authority.

Internal Control over Financial Reporting

In planning and performing our audit, we considered the Project's internal control over financial reporting
as a basis for designing our auditing procedures for the purpose of expressing an opinion on the financial
statements, but not for the purpose of expressing an opinion on the effectiveness of the Project’s internal
control over financial reporting. Accordingly, we do not express an opinion on the effectiveness of the
Project’s internal control over financial reporting.

Our consideration of internal control over financial reporting was for the limited purpose described in the
preceding paragraph and would not necessarily identify all deficiencies in internal control that might be
significant deficiencies or material weaknesses. However, as discussed below, we identified a certain
deficiency in internal control over financial reporting that we consider to be a significant deficiency.

A control deficiency exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions, to prevent or detect misstatements
on a timely basis. A significant deficiency is a control deficiency, or combination of control deficiencies,
that adversely affects the entity's ability to initiate, authorize, record, process, or report financial data
reliably in accordance with U.S. generally accepted accounting principles such that there is more than a
remote likelihood that a misstatement of the entity’s financial statements that is more than inconsequential
will not be prevented or detected by the entity’s internal control over financial reporting. We consider the
deficiency described below to be significant deficiency in internal control over financial reporting.
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A material weakness is a significant deficiency, or combination of significant deficiencies, that results in
more than a remote likelihood that a material misstatement of the financial statements will not be prevented
or detected by the entity’s internal control. Our consideration of the internal control over financial
reporting was for the limited purpose described in the first paragraph of this section and would not
necessarily identify all deficiencies in the internal control that might be significant deficiencies and,
accordingly, would not necessarily disclose all significant deficiencies that are also considered to be
material weaknesses. However, we believe that the significant deficiency described below is a material
weakness.

Finding 2007-01:

Fairfax County Redevelopment and Housing Authority (the Authority) does not have adequate controls
in place to ensure that all significant transactions between Fairfax County (the County) and the
Authority are identified timely and accounted for in accordance with U.S. generally accepted
accounting principles. As a result, rehabilitation costs incurred in FY 2007 amounting to approximately
$1.3 million were not reflected in the Project’s draft FY 2007 financial statements. The Authority
subsequently adjusted the FY 2007 Project financial statements to reflect the rehabilitation costs.

During FY 2007, the County incurred approximately $1.3 million in rehabilitation costs for the Project.
Such costs were funded primarily from U.S. Department of Housing and Urban Development (HUD)
Community Development Block Grant (CDBG) and County Housing Trust funds. These programs are
administered by the County Department of Housing and Community Development. County staff
provided engineering, architecture and project management oversight throughout the project. General
contractor invoices were reviewed and approved by County construction oversight and paid for out of
the County CDBG and Housing Trust funds, however, the expenditures were not brought to the
attention of the appropriate FCRHA accountant so they could be properly reflected in the 2007 draft
project financial statements.

The need to establish a strong system of internal controls to ensure effective and efficient financial
reporting has been documented by the Committee of Sponsoring Organizations (COSO) of the
Treadway Commission. The COSO has defined internal controls as “a process, effected by an entity’s
board of directors, management, and other personnel, designed to provide reasonable assurance
regarding the achievement of objectives in the following categories: effectiveness and efficiency of
operations; reliability of financial reporting; and compliance with applicable laws and regulations.”

We recommend that the Authority implement controls to ensure that all significant transactions
between the County and the Authority are identified timely to allow sufficient time for the Authority to
account for them in accordance with U.S. generally accepted accounting principles.

Management’s Response:

The Authority’s response to the finding identified in our audit is included on page 29. We did not audit the
Authority’s response and, accordingly, we express no opinion on it.
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Auditor’s Response to Management’s Response:
We have reviewed management’ s response and have the following comment:

KPMG made FCRHA aware that such costs had been incurred and that they had not been considered in the
preparation of the draft Project financial statements provided to us for our initial review. Additionally, it
was not until after KPMG made FCRHA management aware of such costs that an analysis was performed
by management to determine the appropriate accounting under GAAP. Consequently, we continue to
recommend that the Authority implement controls to ensure that all significant transactions between the
County and the Authority are identified timely to allow sufficient time for the Authority to account for
them in accordance with GAAP.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Project’s financia statements are free of
material misstatement, we performed tests of its compliance with certain provisions of laws, regulations,
contracts, and grant agreements, noncompliance with which could have a direct and material effect on the
determination of financial statement amounts. However, providing an opinion on compliance with those
provisions was not an objective of our audit, and accordingly, we do not express such an opinion. The
results of our tests disclosed no instances of noncompliance or other matters that are required to be
reported under Government Auditing Standards.

* * * * *

This report is intended solely for the information and use of the Board of Supervisors of Fairfax County,
Virginia, the Board of Commissioners of the Fairfax County Redevelopment and Housing Authority, the
Project’s management, and the Virginia Housing Development Authority and is not intended to be and
should not be used by anyone other than these specified parties.

KPme LIP

October 22, 2007
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FAIRFAX COUNTY REDEVELOPMENT AND HOUSING AUTHORITY
Rental Program — Penderbrook
(Project No. 880149)

Identification of Engagement Auditor

Auditing firm:

Office mailing address:

Office telephone number:

Office fax number:

Lead auditor and primary contact:

E-mail address:

June 30, 2007
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KPMG LLP

2001 M Street NW
Washington, DC 20036

(202) 533-3006
(202) 315-2661

Paul M. Geraty
Partner

pgeraty@kpmg.com



FAIRFAX COUNTY REDEVELOPMENT AND HOUSING AUTHORITY
Rental Program — Penderbrook
(Project No. 880149)

Compliance and Internal Control Questionnaire
(Unaudited)
June 30, 2007

Project Name Rental Program — Penderbrook
Project Number 880149
Fiscal Year End June 30, 2007

The following questionnaire is a required part of this report per the VHDA Mortgagor’s Audit Guide. The
responses to the questions were entered by FCRHA management.

Examination status Yes No N/A

1. Mortgage Status
a. Are payments on all mortgages current? X

b. Has the Mortgagor/Grantee complied with the
terms and conditions of the modification,
forbearance and/or workout arrangement? X

c. If the workout agreement or subsequent
correspondence requires periodic deposits of
surplus cash, were such deposits made within
thirty days after the end of the specified
period? X

2. Books and Records
a. Are a complete set of books and records
maintained in a satisfactory manner? X

b. Does the Mortgagor/Grantee make frequent
postings (at least monthly) to the ledger

accounts? X
3. Cash Activities
a. Are the cash receipts deposited in an account X as
in the name of the development? approved
by VHDA
b. Are all account balances federally insured? X
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FAIRFAX COUNTY REDEVELOPMENT AND HOUSING AUTHORITY
Rental Program — Penderbrook
(Project No. 880149)

Compliance and Internal Control Questionnaire
(Unaudited)
June 30, 2007

Examination status Yes No N/A
. If a centralized account is used, is it limited to X as
disbursements? approved
by VHDA
. Are security deposits kept in an account X as
separate and apart from all other funds of the approved
development? by VHDA

. Does the balance in the security deposit
account equal or exceed the liability? Note:
The liability should include the accrued
interest payable. X

Does owner and/or management have a
fidelity bond in an amount at least equal to
potential collections for two months (one
month on Section 8 uninsured developments)
that provides coverage for all employees
handling cash? X

. Did cash disbursements exclude payments for
items listed below: X

e Legal expenses incurred in the sale of
partnership interest? X

The fee for the preparation of a partner’s,
shareholder’s or individual’s federal,
state, or local income tax returns? X

Expenses for advice to an owner on tax
consequences of foreclosure? X

Reimbursement to the owners or affiliates
for prior advances, capital expenditures
and/or development acquisition costs
while the mortgage/grant is in default,
under modification, forbearance, or
provisional workout arrangements? X

Were all disbursements from the
operating account(s) made exclusively
for operations or obligations of the
development? X
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FAIRFAX COUNTY REDEVELOPMENT AND HOUSING AUTHORITY
Rental Program — Penderbrook
(Project No. 880149)

Compliance and Internal Control Questionnaire
(Unaudited)
June 30, 2007

Examination status Yes No N/A

. Were distributions made to, or on behalf of,
the owners limited to those authorized by the
Regulatory Agreement or the distributions in
accordance with prior written approval of
VHDA, while the development was in a
“surplus cash” position? X

Note: If development was operating under a
modification or forbearance agreement
and/or a  provisional  workout
arrangement, is it not in a “surplus
cash” position for the purposes of
distributions? X

Note: In the use of rental proceeds to pay for
costs included in the
Mortgagor/Grantee’s cost
certification, are there no unauthorized
distributions of development income? X

Were residual receipts deposited with the
mortgagee within thirty days after mortgagee
request of such deposit? X

Were excess rental collections in Section 236
developments remitted to HUD each month? X

. Does the Mortgagor/Grantee have a formal
rent collection policy? X

Is the collection policy uniformly enforced? X

. Do tenant accounts receivable consist
exclusively of amounts due from other than
employees?? X

. Is there a formal procedure for write-off of
bad debts? X

. Have write-offs of tenants’ accounts been less
than five percent of the gross rent? X

. Are accounts receivable other than tenants’
receivables composed exclusively of amounts
due from unrelated persons or firms? X
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FAIRFAX COUNTY REDEVELOPMENT AND HOUSING AUTHORITY
Rental Program — Penderbrook
(Project No. 880149)

Compliance and Internal Control Questionnaire
(Unaudited)
June 30, 2007

Examination status

Were there indications that payments for
services, supplies, or materials were not
substantially in excess of amounts normally
paid for such services in order to assure the
most advantageous terms to the development?

Were accounts payable remitted in a timely
manner so as to not incur late
charges/penalties?

. Management Compensation

a.

Was compensation to the Management Agent
limited to the amounts prescribed in the
Management Agreement?

Did agent not charge development for
expenses which the Management Agreement
requires agent to pay?

. Rents and Occupancy

a.

On conventional development, is the gross
potential rental income from apartments equal
to or less than that shown on the most recent
rent schedule(s) maintained by the
Management Agent?

On subsidized developments, are dwelling
unit rents the same as those approved by
VHDA on the most recent Rent Schedule,
HUD No. 92458?

. HDA/HUD Subsidy Payments (Section 8/RAP
Developments Only)

a.

Were the amounts requested from
VHDA/HUD adequately supported by the
accounting records?

Yes No N/A
X
X
X
X
X
X
X
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FAIRFAX COUNTY REDEVELOPMENT AND HOUSING AUTHORITY
Rental Program — Penderbrook
(Project No. 880149)

Compliance and Internal Control Questionnaire
(Unaudited)
June 30, 2007

Examination status Yes No N/A

b. Were subsidy receipts recorded in the proper
accounts? X

c. Were utility allowance payments paid to
residents within five business days of receipt
from VHDA and in an amount equal to the
corresponding  utility allowance subsidy
amounts received? X

d. Were all uncashed utility allowance payments
refunded to VHDA (via a Part Il adjustment
to the monthly Housing Assistance Payment)
within six months of initial issuance by
VHDA? X
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FAIRFAX COUNTY REDEVELOPMENT AND HOUSING AUTHORITY
Rental Program — Penderbrook
(Project No. 880149)

Certificate of Assistant Secretary
June 30, 2007

| hereby certify that | have examined the accompanying financia statements, supplementary information, and
management’s discussion and analysis and, to the best of my knowledge and belief, they are complete and
accurate. There were no changes in ownership during the year ended June 30, 2007.

M;{ié@w

Mary A. Stevens
Assistant Secretary
Fairfax County Redevelopment and
Housing Authority
Employer Identification Number 52-1464034
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FAIRFAX COUNTY REDEVELOPMENT AND HOUSING AUTHORITY
Rental Program — Penderbrook
(Project No. 880149)

Management’s Response to Findings Identified in Audit
June 30, 2007

The Fairfax County Redevelopment and Housing Authority (Authority) appreciates this opportunity to respond
to KPMG’s material weakness finding. The Authority strongly disagrees with KPMG’s position stated above that
the Authority lacks adequate controls to ensure that all significant transactions between Fairfax County and the
Authority are identified timely and accounted for in accordance with GAAP. We believe that our strong system
of internal controls and financial management system allowed us to capture all of the financial activity related to
the Project in a timely and accurate manner. In addition, the County’s written capitalization policy gave us
guidance on how to handle this activity in accordance with GAAP and consistent with prior years’ practices. We
firmly believe that following the County’s capitalization policy, in accounting for these transactions, was in
accordance with GAAP, and we have support for this position from VHDA, GFOA and previous KPMG audits.

We want to clarify that HCD staff not only administers the CDBG and HTF funds listed above, but also
administers (and serves as staff to) the Penderbrook project. The project accountant, referenced in the finding, is
also a member of the HCD staff and serves as the project accountant for all of the Fairfax County Rental Program
(FCRP), Public Housing and Senior properties. Therefore HCD staff was aware of and managed all of these
transactions.

We disagree with the auditor’s statement that there is a “significant deficiency” in our communication that led to
an incorrect capitalization decision. The HCD accountants recorded the transaction in accordance with the
County’s capitalization policy, which we have consistently applied. As we have always done in the past, when
County funds are used for “capitalizable” items we capitalize them and report them in the project’s balance sheet.
When we believe they have been used for expenses we report them on the County’s books, but do not record
them as revenues or expenses of the property, as no resources have been made available to the property for its
direct use (this is disclosed in the notes to our financial statements).

We believe the issue at hand between the Authority and the KPMG auditors concerns the interpretation of an
accounting rule, not a material control weakness. We do not believe this disagreement warrants a finding of
either “significant deficiency” or “material weakness.” It is our position that the activities on this Project were for
routine maintenance, repairs and replacements and were properly classified in accordance with the County’s
capitalization policy, which has been consistently applied.

All forty-eight units in the four buildings at the Penderbrook project underwent maintenance, repairs and
replacements in FY 2007. During this process, HCD staff contracted with a firm to paint, and to replace
windows, siding, doors, locks, carpets, tiles, railings, sidewalks, tub/shower valves, etc. In accordance with
GAAP, we do not capitalize such replacement items.

The HCD accounting staff reviewed the activity as it occurred and accurately determined them to be
replacements, repairs and maintenance. This is consistent with the County’s capitalization policy, as followed in
previous years. For example, during the FY 2006 audit, the Authority, in conjunction with KPMG, determined
the following costs should be expensed as repair and maintenance:

. Two hot water heaters totaling $21,065

. A hot water heater, flooring and roofing totaling $165,092
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FAIRFAX COUNTY REDEVELOPMENT AND HOUSING AUTHORITY
Rental Program — Penderbrook
(Project No. 880149)

Management’s Response to Findings Identified in Audit
June 30, 2007

o A rake board & gutter, asphalt roofing, and sidewalk totaling $211,782.

All of the above items were replacements of existing items, and as such, they were treated as repair and
maintenance costs consistent with the County’s capitalization policy. A replacement cost or a cost to restore to
the original utility level would not qualify for capitalization as it does not meet the definition of extending the
assets’ useful life. According to the County’s capitalization policy, useful life is extended when an asset costing
more than $5,000 is added that provides an additional or different capacity than that which previously existed.

In other cases, items purchased that did not previously exist at the project were capitalized and depreciated over
their useful life, also consistent with County policy. For example, the following costs were capitalized in FY
2006:

o Playground equipment and courtyard improvements totaling $417,170

o A new handicap entrance system totaling $9,100.

The County’s capitalization policy was developed in cooperation with the Director of Government Fixed Asset
Services, Inc., who worked closely with the Government Finance Officers Association (GFOA) on fixed asset
implementation issues. The County also gained approval of its capitalization policy from the Director of
Technical Services for the GFOA prior to implementation.

In addition, we spoke with Sarah Shafer of the Virginia Housing and Development Authority (VHDA), who is
the Asset Manager for Penderbrook. Sarah is aware of the repair and replacement work at the project and does
not have an issue with the County’s capitalization policy, as it was applied in this case.

In conclusion, KPMG has opined that the County’s capitalization policy, as stated in our notes to the financial
statements, is in conformance with GAAP. Therefore, we do not believe that we can have a “significant
deficiency” or “material weakness” as a result of following this policy. We believe that our strong system of
internal controls allowed us to both capture accurate information in a timely manner and properly account for it
in accordance with GAAP, based on our written policy, as supported by VHDA, GFOA and KPMG’s previous
audits. For these reasons, we believe that our disagreement with the KPMG auditors was one of “professional
judgment” concerning an accounting rule, where both sides represent positions that are in accordance with
GAAP. Our advocacy for utilizing the County’s capitalization policy was based on the need to be consistent with
prior years” GAAP reporting practices. Therefore, we believe that neither a finding of “significant deficiency” or
“material weakness” is warranted.
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