FAIRFAX COUNTY REDEVELOPMENT
AND HOUSING AUTHORITY
Rental Program — Wedgewood Properties

FINANCIAL STATEMENTS
June 30, 2011



TABLE OF CONTENTS

PAGE
INDEPENDENT AUDITOR'S REP O RT ..ottt 1
MANAGEMENT’'S DISCUSSION AND ANALY SIS oottt eas 3
FINANCIAL STATEMENTS
S AL EIMIENT OF N Ot A S S LS . oeuiiitieit ettt ettt et ettt et et et e et et st et e e e e e e e e s e eereeeanes 7
Statement of Revenues, Expenses, and Changes in Net ASSetS.......ccoovvvvviiiiiieecveeceviiiienn. 8
StAtEMENT OFf CASN FIOWS ... ettt ettt e e e e e 9
NOLES 10 FINANCIAl StALEMENES .. ceeeie e ettt e e et e e e e e e e e eaaas 10

INDEPENDENT AUDITOR’S REPORT ON INTERNAL CONTROL OV ER
FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER MAT TERS
BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN
ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS .......ccovvviiiiiiiiiiiiiiiiiieee 13



m Clifton
Gunderson LLP

Certified Public Accountants & Consultants

Independent Auditor's Report

The Board of Supervisors
County of Fairfax, Virginia

The Board of Commissioners
Fairfax County Redevelopment
and Housing Authority

We have audited the accompanying basic financial statements of the Rental Program —
Wedgewood Properties (the Project) of the Fairfax County Redevelopment and Housing
Authority (the Authority) as of and for the year ended June 30, 2011 as listed in the
accompanying table of contents. These basic 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 and the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. 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 present only the accounts of the Project and do
not purport to, and do not, present fairly the financial position of the Authority as of June 30,
2011, and the results of its operations and its cash flows for the year ended in conformity with
accounting principles generally accepted in the United States of America.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of the Project at June 30, 2011, and the results of its operations and its
cash flows for the year then ended, in conformity with accounting principles generally accepted
in the United States of America.

In accordance with Government Auditing Standards, we have also issued our report dated
October 19, 2011 on our consideration of the Project’s internal control over financial reporting
and 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 our audit performed in accordance with Government Auditing
Standards and should be considered in assessing the results of our audit.
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The Management’s Discussion and Analysis on pages 3-5 is not a required part of the basic
financial statements but is supplementary information required by accounting principles
generally accepted in the United States of America. 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.

%WAL/A

Baltimore, Maryland
October 19, 2011



FAIRFAX COUNTY REDEVELOPMENT AND HOUSING AUTHORITY
Rental Program — Wedgewood Properties
MANAGEMENT’S DISCUSSION AND ANALYSIS
June 30, 2011

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 (the 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
(DHCD) 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 Wedgewood Properties, (the Project) for
the fiscal year ended June 30, 2011 to assist the reader in focusing on significant financial
issues. The Project consists of 672 rental units and is included in the overall Fairfax County
Rental Program. The Project’s land, buildings and debt associated with the Project are owned
and recorded on the financial statements of Fairfax County. FCRHA has a lease with the
County to operate the Project. Therefore, only the operations of the Project will be reflected in
these financial statements.

The Project’s Financial Highlights for Fiscal Year 2011 (FY 2011)
In summary, the Project’'s FY 2011 financial highlights included the following:

e At June 30, 2011, total assets and liabilities were $11,284,381 and $457,363,
respectively; thus, total net assets were $10,827,018. Of this amount, $6,708,471
(unrestricted net assets) may be used to meet the Project’s future operational needs.

* Total revenues and expenses were $9,525,324 and $9,228,764, respectively; thus, net
assets increased by $296,560 in FY 2011.

» Cash flows from operating activities amounted to $4,311,413. After considering
investing and non-capital related financing activities, total cash increased by $207,201.

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 2011 financial results are compared to those of
FY 2010, 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.



FAIRFAX COUNTY REDEVELOPMENT AND HOUSING AUTHORITY
Rental Program — Wedgewood Properties
MANAGEMENT’S DISCUSSION AND ANALYSIS
June 30, 2011

Summary of Net Assets

The Project’s FY 2011 and FY 2010 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, 2011
and 2010.

Table 1
Summary of Net Assets
Increase
2011 2010 (Decrease)

Current and restricted assets $ 11,284,381 $ 11,100,055 $ 184,326

Total assets 11,284,381 11,100,055 184,326
Current liabilities 457,363 569,597 (112,234)

Total liabilities 457,363 569,597 (112,234)
Net assets:

Restricted 4,118,547 3,696,973 421,574

Unrestricted 6,708,471 6,833,485 (125,014)
Total net assets $ 10,827,018 $ 10,530,458 $ 296,560

The Project’s net assets increased by $296,560 in FY 2011 compared to an increase of
$2,346,235 in FY 2010. The decrease, on a year-to-year comparative basis, was primarily due
to increased operating costs for personnel services and an increase in repairs and maintenance
expenses.



FAIRFAX COUNTY REDEVELOPMENT AND HOUSING AUTHORITY
Rental Program — Wedgewood Properties
MANAGEMENT’S DISCUSSION AND ANALYSIS
June 30, 2011

Summary of Revenues, Expenses, and Changes in Net A ssets

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 non-operating 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. The decrease of
$2,049,675 in net assets from FY 2010 to FY 2011 was primarily due to the increase in the
grant to county and repairs and maintenance expenses and personnel costs.

Table 2
Summary of Revenues, Expenses, and Changes in Net A ssets
Increase
2011 2010 (Decrease)

Revenues:
Operating revenues $ 9,507,757 $ 9,241,132 $ 266,625
Non-operating revenues 17,567 11,467 6,100
Total revenues 9,525,324 9,252,599 272,725

Expenses:
Operating expenses 5,106,985 4,405,815 701,170
Non-operating expenses 4,121,779 2,500,549 1,621,230
Total expenses 9,228,764 6,906,364 2,322,400
Change in net assets 296,560 2,346,235 (2,049,675)
Total net assets, beginning of year 10,530,458 8,184,223 2,346,235
Total net assets, end of year $ 10,827,018 $ 10,530,458 $ 296,560

Overall, the Project’'s financial position has improved as a result of the year's operation.
Additionally, the Project is in excellent physical condition and no major maintenance items are
required at this time.

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.
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FAIRFAX COUNTY REDEVELOPMENT AND HOUSING AUTHORITY
Rental Program — Wedgewood Properties
STATEMENT OF NET ASSETS
June 30, 2011

ASSETS
CURRENT ASSETS
Cash in bank $ 6,829,651
Accounts receivable 44,145
Total current assets 6,873,796
RESTRICTED ASSETS (Note 1)
Deposits held in trust 292,185
Reserves and mortgage escrow deposits 4,118,400
Total restricted assets 4,410,585
TOTAL ASSETS $ 11,284,381

LIABILITIES AND NET ASSETS

CURRENT LIABILITIES

Accounts payable and accrued liabilities $ 133,753
Deposits held in trust 292,038
Deferred revenue 31,572
Total current liabilities 457,363

NET ASSETS
Restricted net assets 4,118,547
Unrestricted net assets 6,708,471
Total net assets 10,827,018
TOTAL LIABILITIES AND NET ASSETS $ 11,284,381

The accompanying notes are an integral part of the financial statements.
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FAIRFAX COUNTY REDEVELOPMENT AND HOUSING AUTHORITY
Rental Program — Wedgewood Properties
STATEMENT OF REVENUES, EXPENSES, AND CHANGES IN NET ASSETS
Year Ended June 30, 2011

OPERATING REVENUES
Dwelling rentals $ 9,607,757

Total operating revenues 9,507,757

OPERATING EXPENSES

Personnel services 1,042,186
Utilities 1,634,530
Repairs and maintenance 1,607,784
Other supplies and expenses 822,485
Total operating expenses 5,106,985
Operating income 4,400,772

NONOPERATING REVENUES (EXPENSES)

Interest revenue 17,567
Interest expense (3,379)
Grant to Fairfax County (Note 2) (4,118,400)
Total nonoperating revenues, net (4,104,212)
CHANGE IN NET ASSETS 296,560
TOTAL NET ASSETS, BEGINNING OF YEAR 10,530,458
TOTAL NET ASSETS, END OF YEAR $ 10,827,018

The accompanying notes are an integral part of the financial statements.
8



FAIRFAX COUNTY REDEVELOPMENT AND HOUSING AUTHORITY
Rental Program — Wedgewood Properties
STATEMENT OF CASH FLOWS
Year Ended June 30, 2011

CASH FLOWS FROM OPERATING ACTIVITIES

Rental income received $ 9,533,436
Payments to employees for services (1,042,186)
Payments to suppliers for goods and services (4,179,837)
Net cash provided by operating activities 4,311,413
CASH FLOWS FROM INVESTING ACTIVITIES
Interest received 17,567
Interest paid (3,379)
Net cash provided by investing activities 14,188
CASH FLOWS FROM NON CAPITAL-RELATED
FINANCING ACTIVITIES
Grant to Fairfax County (4,118,400)
NET INCREASE IN CASH 207,201
CASH, BEGINNING OF YEAR 11,033,035
CASH, END OF YEAR $ 11,240,236
RECONCILIATION OF OPERATING INCOME TO NET CASH
PROVIDED BY OPERATING ACTIVITIES
Operating income $ 4,400,772
Bad debt expense 67,602
Effects of changes in operating assets and liabilities:
Accounts receivable (30,072)
Accounts payable and accrued liabilities (115,038)
Deferred revenue 2,693
Security deposits (14,544)
NET CASH PROVIDED BY OPERATING ACTIVITIES $ 4,311,413

The accompanying notes are an integral part of the financial statements.



FAIRFAX COUNTY REDEVELOPMENT AND HOUSING AUTHORITY
Rental Program — Wedgewood Properties
NOTES TO FINANCIAL STATEMENTS
June 30, 2011

NOTE 1 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Narrative Profile

The Fairfax County Redevelopment and Housing Authority Rental Program — Wedgewood
Properties is comprised of apartment buildings containing 672 units included in the Fairfax
County Rental Program. The Project consists of three separate communities: Wedgewood East,
Wedgewood West, and Wedgewood Manor. The County purchased the Project in November
2007 to help preserve affordable housing in Fairfax County. The Project’s land, buildings and
debt associated with the Project are owned and recorded on the financial statements of the
County. FCRHA has a lease with the County to operate the Project. Therefore, only the
operations of the Project will be reflected in these financial statements.

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 FCRHA in conformity with U.S.
generally accepted accounting principles (GAAP).

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.

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.

Use of Estimates in Preparing Financial Statements

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

Cash in Bank and Restricted Assets
Cash in bank includes reserves set aside pursuant to internal management decisions.
Restricted assets include the debt service reserve along with the corresponding interests, and

other refinancing related escrows. All amounts are fully insured and collateralized. Such
restricted assets have been included in cash for purpose of the Statement of Cash Flows.
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FAIRFAX COUNTY REDEVELOPMENT AND HOUSING AUTHORITY
Rental Program — Wedgewood Properties
NOTES TO FINANCIAL STATEMENTS
June 30, 2011

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Accounts Receivable

Tenant accounts receivables are carried at the amount considered by management to be
collectible.

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.

Implementation of New GASB Pronouncement

In fiscal year 2011, the Project implemented GASB Statement No. 54, Fund Balance Reporting
and Governmental Fund Type Definitions. The implementation of these new standards had no
impact on the Project’s fiscal year 2011 financial statements.

NOTE 2 — GRANT TO COUNTY

During July 2009, the FCRHA approved an annual contribution of up to $4 million to assist in the
payment of principal and interest for the Project. The source of this contribution was from the
Project's net operating income.

NOTE 3 — 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, 2011.
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FAIRFAX COUNTY REDEVELOPMENT AND HOUSING AUTHORITY
Rental Program — Wedgewood Properties
NOTES TO FINANCIAL STATEMENTS
June 30, 2011

NOTE 4 - MANAGEMENT OF PROJECT

The Project is managed by an unrelated management company pursuant to management
agreement. The management company is paid a fee for its services, which amounts to
approximately 3.5% of rental receipts. Such fees amounted to $331,988 in 2011 and are
reported in other supplies and expenses on the Statement of Revenues, Expenses, and
Changes in Net Assets. Additionally, the management company is reimbursed for operating
costs associated with managing the property. Such costs include a reimbursement for certain
salary and related expenses of employees of the management company, and are included in
personnel services on the Statement of Revenues, Expenses and Changes in Net Assets.

This information is an integral part of the accompanying financial statements.
12
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Independent Auditor’'s Report on Internal Control ov er Financial Reporting and on
Compliance and Other Matters Based on an Audit of F  inancial Statements Performed in
Accordance with Government Auditing Standards

The Board of Supervisors
County of Fairfax, Virginia

The Board of Commissioners
Fairfax County Redevelopment
and Housing Authority

We have audited the financial statements of the Rental Program — Wedgewood Properties, (the
Project) of the Fairfax County Redevelopment and Housing Authority (the Authority) as of and
for the year ended June 30, 2011, and have issued our report thereon dated October 19, 2011.
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.

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.

A deficiency in internal control 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 material weakness is a deficiency, or
combination of deficiencies, in internal control, such that there is a reasonable possibility that a
material misstatement of the entity's financial statements will not be prevented, or detected and
corrected on a timely basis.

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 or material weaknesses. We did not
identify any deficiencies in internal control over financial reporting that we consider to be
material weaknesses, as defined above.
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Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Project’s financial 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 and the Project's management and is not intended to be and should not be
used by anyone other than these specified parties.

%WAL/A

Baltimore, Maryland
October 19, 2011
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