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Federal Summary

Pierce County Housing Authority
January 1, 2005 through December 31, 2005

The results of our audit of the Pierce County Housing Authority are summarized below in accordance with
U.S. Office of Management and Budget Circular A-133.

o An unqualified opinion was issued on the Housing Authority’s financial statements.

) We noted no instances of noncompliance that were material to the financial statements of the
Housing Authority.

) We issued an unqualified opinion on the Housing Authority’s compliance with requirements
applicable to its major federal program.

) We reported no findings, which are required to be disclosed under OMB Circular A-133.

o We noted in our Independent Auditor's Report on Financial Statements that the Schedule of
Expenditures of Federal Awards was fairly presented.

o The dollar threshold used to distinguish between Type A and Type B programs, as prescribed by
OMB Circular A-133, was $529,922.

) The Housing Authority qualified as a low-risk auditee under OMB Circular A-133.

o The following was a major program during the period under audit:

CFDA No. Program Title

14.871 Housing Choice Vouchers

Washington State Auditor's Office
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Independent Auditor’s Report on Internal
Control over Financial Reporting and on
Compliance and Other Matters in Accordance
with Government Auditing Standards

Pierce County Housing Authority
January 1, 2005 through December 31, 2005

Board of Commissioners
Pierce County Housing Authority
Tacoma, Washington

We have audited the basic financial statements of the Pierce County Housing Authority, Pierce County,
Washington, as of and for the year ended December 31, 2005, and have issued our report thereon dated
June 30, 2006.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to the 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 Housing Authority’s internal control over financial
reporting in order to determine our auditing procedures for the purpose of expressing our opinion on the
financial statements and not to provide an opinion on the internal control over financial reporting.

Our consideration of the internal control over financial reporting would not necessarily disclose all matters
in the internal control that might be material weaknesses. A material weakness is a reportable condition
in which the design or operation of one or more of the internal control components does not reduce to a
relatively low level the risk that misstatements caused by error or fraud in amounts that would be material
in relation to the financial statements being audited may occur and not be detected within a timely period
by employees in the normal course of performing their assigned functions. We noted no matters involving
internal control over financial reporting and its operation that we consider to be material weaknesses.

COMPLIANCE AND OTHER MATTERS

As part of obtaining reasonable assurance about whether the Housing Authority’s financial statements are
free of material misstatement, we performed tests of the Housing Authority’s 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, the objective of
our audit of the financial statements was not to provide an opinion on overall compliance with these
provisions. 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 herein under Government Auditing Standards.

This report is intended for the information and use of management, the Board of Commissioners, federal
awarding agencies and pass-through entities. However, this report is a matter of public record and its
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distribution is not limited. It also serves to disseminate information to the public as a reporting tool to help
citizens assess government operations.

BRIAN SONNTAG, CGFM

STATE AUDITOR

June 30, 2006

Washington State Auditor's Office
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Independent Auditor’s Report on Compliance
with Requirements Applicable to its Major
Program and Internal Control over Compliance
in Accordance with OMB Circular A-133

Pierce County Housing Authority
January 1, 2005 through December 31, 2005

Board of Commissioners
Pierce County Housing Authority
Tacoma, Washington

COMPLIANCE

We have audited the compliance of the Pierce County Housing Authority, Pierce County, Washington,
with the types of compliance requirements described in the U.S. Office of Management and Budget
(OMB) Circular A-133 Compliance Supplement that are applicable to its major federal program for the
year ended December 31, 2005. The Housing Authority’s major federal program is identified in the
Federal Summary. Compliance with the requirements of laws, regulations, contracts and grants
applicable to its major federal program is the responsibility of the Housing Authority’s management. Our
responsibility is to express an opinion on the Housing Authority’s compliance based on our audit.

We conducted our audit of compliance in accordance with auditing standards generally accepted in the
United States of America; the standards applicable to the financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States; and OMB Circular A-133,
Audits of States, Local Governments, and Non-Profit Organizations. Those standards and OMB Circular
A-133 require that we plan and perform the audit to obtain reasonable assurance about whether
noncompliance with the types of compliance requirements referred to above that could have a direct and
material effect on a major federal program occurred. An audit includes examining, on a test basis,
evidence about the Housing Authority’s compliance with those requirements and performing such other
procedures as we considered necessary in the circumstances. We believe that our audit provides a
reasonable basis for our opinion. Our audit does not provide a legal determination on the Housing
Authority’s compliance with those requirements.

In our opinion, the Housing Authority complied, in all material respects, with the requirements referred to
above that are applicable to its major federal program for the year ended December 31, 2005.

INTERNAL CONTROL OVER COMPLIANCE

The management of the Housing Authority is responsible for establishing and maintaining effective
internal control over compliance with requirements of laws, regulations, contracts and grants applicable to
federal programs. In planning and performing our audit, we considered the Housing Authority’s internal
control over compliance with requirements that could have a direct and material effect on a major federal
program in order to determine our auditing procedures for the purpose of expressing our opinion on
compliance and to test and report on internal control over compliance in accordance with OMB Circular
A-133.
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Our consideration of the internal control over compliance would not necessarily disclose all matters in the
internal control that might be material weaknesses. A material weakness is a condition in which the
design or operation of one or more of the internal control components does not reduce to a relatively low
level the risk that noncompliance with applicable requirements of laws, regulations, contracts and grants
caused by error or fraud that would be material in relation to a major federal program being audited may
occur and not be detected within a timely period by employees in the normal course of performing their
assigned functions. We noted no matters involving the internal control over compliance and its operation
that we consider to be material weaknesses.

This report is intended for the information of management, the Board of Commissioners, federal awarding
agencies and pass-through entities. However, this report is a matter of public record and its distribution is
not limited. It also serves to disseminate information to the public as a reporting tool to help citizens
assess government operations.

BRIAN SONNTAG, CGFM

STATE AUDITOR

June 30, 2006

Washington State Auditor's Office
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Independent Auditor’s Report on Financial
Statements

Pierce County Housing Authority
January 1, 2005 through December 31, 2005

Board of Commissioners
Pierce County Housing Authority
Tacoma, Washington

We have audited the accompanying basic financial statements of the Pierce County Housing Authority,
Pierce County, Washington, as of and for the year ended December 31, 2005, as listed on page 8.
These financial statements are the responsibility of the Housing Authority’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.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of the Pierce County Housing Authority, as of December 31, 2005, and the changes in
financial position and cash flows, where applicable, thereof, 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 on our consideration
of the Housing Authority’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.

The management’s discussion and analysis on pages 9 through 14 is not a required part of the basic
financial statements but is supplementary information required by the Governmental Accounting
Standards Board. We have applied certain limited procedures, which consisted principally of inquiries of
management regarding the methods of measurement and presentation of the required supplementary
information. However, we did not audit the information and express no opinion on it.

Our audit was performed for the purpose of forming opinions on the financial statements that collectively
comprise the Housing Authority’s basic financial statements. The accompanying Schedule of
Expenditures of Federal Awards is presented for purposes of additional analysis as required by U.S.
Office of Management and Budget Circular A-133, Audits of States, Local Governments, and Non-Profit
Organizations. The accompanying Financial Data Schedule and HUD Forms are supplemental
information required by HUD. These schedules are not a required part of the basic financial statements.
Such information has been subjected to the auditing procedures applied in the audit of the basic financial
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statements and, in our opinion, is fairly stated, in all material respects, in relation to the basic financial
statements taken as a whole.

BRIAN SONNTAG, CGFM

STATE AUDITOR

June 30, 2006

Washington State Auditor's Office
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Financial Section

Pierce County Housing Authority
January 1, 2005 through December 31, 2005

REQUIRED SUPPLEMENTAL INFORMATION

Management’s Discussion and Analysis — 2005

BASIC FINANCIAL STATEMENTS

Statement of Net Assets — 2005

Statement of Revenues, Expenses and Changes in Net Assets — 2005
Statement of Cash Flows — 2005

Notes to the Financial Statements — 2005

SUPPLEMENTAL INFORMATION

Schedule of Expenditures of Federal Awards — 2005

Notes to the Schedule of Expenditures of Federal Awards — 2005
Financial Data Schedule — 2005

Actual Modernization Cost Certificate WA19P054502-03, form HUD-53001
Actual Modernization Cost Certificate WA19P054501-05, form HUD-53001
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MANAGEMENT'S DISCUSSION AND ANALYSIS

Our discussion and analysis of the Pierce County Housing Authority's financial performance provides an
overview of the Authority's financial activities for the fiscal year ended December 31, 2005. Please read it
in conjunction with the Authority's financial statements.

FINANCIAL HIGHLIGHTS

There were events in 2005 that make comparisons of financial position and results from operations
difficult.

On July 1, 2005, the property agent for one of the Authority’s apartment complexes exercised its right
under a pre-existing option agreement to purchase the one remaining complex under its management.
The affect of this transaction was to reduce debt in amounts exceeding the net book value of the
properties. This transaction also converted assets previously restricted for debt service reserves to
unrestricted assets. This property accounted for 10% of 2005 and 21% of 2004 rent revenue,
respectively and 9% of 2005 and 21% of 2004 apartment operations and administration expenses,
respectively. As a result of this 2005 sale, operating revenue and expenses include only one half of a
year of operations for this property as compared to a full year during 2004. The sale of this property is
frequently cited as the reason for the changes in results from operations from 2004 to 2005.

The difference between HUD Annual Contributions and Housing Assistance payments increased by
approximately $1 million from 2004 to 2005. This change is the major reason for increase in net assets
for the Assisted Housing Program.

Significant 2005 Financial Events

There were two events in 2005 that significantly improved the financial condition and results from
operations from other years.

The property agent for some of the Authority’s apartment complexes exercised its right under a pre-
existing option agreement to purchase the one property remaining under its management. The affect of
this transaction was to reduce debt in amounts exceeding the net book value of the properties. This
transaction also converted assets previously restricted for debt service reserves to unrestricted assets.
The sale of this property is frequently cited as the reason for the changes in assets and liabilities.

The other significant event was the regulatory change within the Section 8 Housing Choice Voucher
program. Retroactive to January 1, 2005, this change provided substantially all of the increase to net
assets in the Assisted Housing Program by requiring the Housing Authority to retain as a designated fund
balance, the amounts awarded by HUD from the 2005 appropriation that was in excess of the housing
assistance paid.

The Authority is a highly leveraged operation, as is common in the residential real estate business.
Because its rents are set at rates to provide affordable housing to low-income individuals and families, net
income from operating apartment complexes is expected to be very minor. The operation of the Assisted
Housing Programs is designed to operate on a break-even basis with a small administrative fee allowed
for managing the program for Federal agencies.

Excluding the 2004 and 2005 activity from the property sold during 2005, total apartment operating
revenues increased by 16%, which is a result of increases in both occupancy and rental rates. Total
apartment operating expenses increased by 12% from 2004 to 2005, excluding the sold property.

The 2005 sale of the property generated a gain on sale of approximately $2.3 million, since the retired
debt exceeded the net book value of the sole property.

Washington State Auditor's Office
9



As a result of these factors, there was an overall increase in net assets of approximately $3.3 million in
2005. Because of this increase in net assets, certain of the Authority’s key financial measures that use
net assets or results of operations significantly improved from 2004 to 2005. These key measures are
provided in the following chart and are discussed below.

Key Financial Measures

2005 2004
Working Capital 6,260,715 4,250,560
Working Capital Ratio 411.53% 194.09%
Long-term Liabilities to Net Assets 191.99% 319%
Return on Assets 6.76% -1.98%
Return on Net Assets 20.59% -9.02%
Cash Flow before Debt Service (Excluding Asset Sales) 4,702,118 3,561,784
Debt Service 2,693,405 3,218,871
Debt Service Coverage 175% 111%

» Working capital measures the Authority’s available financial resources to meet its short-term
obligations. Working capital was obtained during 2005 from the positive apartment and HUD
program operating results and from the sale of the property previously discussed. The Authority
has sulfficient resources to pay its current obligations.

» Because the Authority generated more revenue than expenses during 2005, the return on assets
and return on net assets are both positive as compared to the negative ratios in 2004. As was
previously discussed, the sale of the property and improved operations increased net assets and
reduced debt levels, which caused the debt-to-equity ratio to significantly decrease from 2004 to
2005. A decrease in the debt-to-equity ratio signals an improved overall financial condition.

» The measure of debt service coverage from operations is important to the Authority’s long-term
creditors because it provides a broad measure of the Authority’s ability to generate sufficient cash
flow to fund its annual debt service requirements. As is noted above, this measure improved from
2004 to 2005, mainly due to increased net operating income and reduced debt levels (from the
sale of the property). The debt service coverage measure is an aggregate of the Authority as a
whole, and is not based on the contractual method of calculating debt service coverage based on
the operating results of specific properties. The notes to the financial statements contain
additional information regarding debt covenants.

Introduction to the Financial Statements

The Authority operates the following two major business type programs that are combined in the financial
statements.

Assisted Housing Programs

This major program is used to account for the various U.S. Housing and Urban Development (HUD) and
other Federal housing programs administered by the Authority such as Section 8, public housing and
Rural Development programs.

Apartments Program

This major program is used to account for apartment building operations that are financed and operated
in a manner similar to private business enterprise. The intent of the Authority is that the costs (expenses,
including depreciation) of providing services to the general public on a continuing basis be financed or
recovered primarily through rental revenues. Revenues and expenses related to financing or investing
activities are treated as non-operating revenues and expenses in the Statement of Revenues, Expenses
and Changes in Net Assets. This major program also accounts for the sale and financing of single-family
residences under its Homeownership program.

Washington State Auditor's Office
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USING THIS ANNUAL REPORT

This annual report consists of a series of financial statements. The Statement of Net Assets, the
Statement of Revenues, Expenditures and Changes in Net Assets and the Statement of Cash Flows
found after Management’s Discussion and Analysis, provide information about the activities of the
Authority as a whole and present a longer-term view of the Authority's finances. In limited circumstances,
the Authority acts solely as a trustee or agent for the benefit of others outside of the Authority. These
fiduciary functions are very minor and are not reflected in these financial statements.

Reporting the Authority as a Whole

The Statement of Net Assets, the Statement of Revenues, Expenditures and Changes in Net Assets and
the Statement of Cash Flows report information about the Authority as a whole and about its activities in a
way that helps communicate the financial condition of the Authority. These statements include all assets
and liabilities using the accrual basis of accounting, which is similar to the accounting used by most
private sector companies. All of the current year's revenues and expenses are taken into account
regardless of when cash is received or paid.

These statements report the Authority's net assets and changes in them as well as how cash was
generated and used during the year. The Authority's net assets are the difference between assets and
liabilities. It is one way to measure the Authority's financial position. Over time, increases or decreases in
the Authority's net assets are one indicator of whether its financial condition is improving or deteriorating.
You will need to consider other nonfinancial factors, however, such as changes in the Authority's funding
structures and the condition of the Authority's housing stock, to assess the overall financial health of the
Authority.

Reporting the Authority's Fiduciary Responsibilities

The Authority manages two properties for other entities and may hold a minor amount of assets for other
entities in an agency capacity. The programs are purely custodial in nature (i.e. assets equal liabilities)
and thus do not focus on the measurement of operations (i.e. there are no revenues, expenditures or fund
balances). The Administrative fees generated by these activities are reflected in the Apartments
Program, but no other revenues and expenses related to these separate operations are reflected in these
financial statements. The Authority conducts no other “fiduciary” activities. Because of their minor
amounts, none of the Authority's fiduciary activities are reported in separate Statements of Fiduciary Net
Assets and Changes in Fiduciary Net Assets. We exclude these activities from the Authority's financial
statements because the Authority cannot use these assets to finance its operations. The Authority is
responsible for ensuring that the assets reported in these programs are used for their intended purposes.

THE AUTHORITY AS A WHOLE
The Authority's combined net assets increased by approximately $3.3 million from a year ago. In contrast,

last year’s net assets decreased by approximately $1.1 million from the prior year. The following analysis
focuses on the changes in assets, liabilities and net assets of the Authority's operations as a whole.

NET ASSETS Percentage
2005 2004 Change

Current and Other Assets $ 13,407,357 $ 14,913,240 -10.10%
Capital Assets, Net 34,774,338 42,183,637 -17.56%
Total Assets 48,181,695 57,096,877 -15.61%
Long Term Libilities 30,359,058 40,022,693 -24.15%
Current Liabilities 2,009,692 4,517,632 -55.51%
Total Liabilities 32,368,750 44,540,325 -27.33%
Net Assets:
Invested in Capital Assets, Net of Debt 6,678,677 5,139,027 29.96%
Restricted 4,027,644 4,349,501 -7.40%
Unrestricted 5,106,624 3,068,024 66.45%
Total Net Assets $ 15,812,945 $ 12,556,552 25.93%
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Total net assets of the Authority increased by 26%. Unrestricted net assets represents the portion of net
assets that can be used to finance day-to-day operations without constraints established by debt
covenants, enabling legislation, or other legal requirements. Unrestricted net assets increased by
approximately $2.1 million from 2004 to 2005. A significant factor in this increase was the improved 2005
operating results and the sale of a property, as previously discussed. The increase in investment in
capital assets is caused by several offsetting factors. The 2005 sale of a property reduced capital-related
debt in an amount exceeding the net book value of the capital assets. The affect of this sale is to increase
net assets invested in capital. Likewise, capital additions paid from operating cash flow increased this net
asset category. Changes to accumulated depreciation and amortization expense exceeded the principal
payments on the related capital debt, which reduces the net assets invested in capital assets. Decreases
in restricted net assets correspond to decreases in restricted cash and investment balances. There are
two major offsetting factors that account for most of the change in restricted net assets. The 2005
property sale converted approximately $1.3 million of restricted debt service reserves to unrestricted
assets, thus reducing the restricted net asset category. A 2005 change in HUD’s Housing Assistance
Payments program requirements placed additional restrictions on the use of those funds. This change
increased restricted net asset by approximately $1.1 million.

The Authority's total operating revenues reflected in the following chart remained substantially unchanged
from 2004 to 2005. This was mainly due to offsetting impacts of the loss of one-half of a year’s revenue
from the sale of the property as of July 1, 2005 and the increases in occupancy and rental rates from the
remaining properties. Tenant revenues increased (1%) while operating costs decreased (2%) from
operating factors and the property sale, previously discussed. Excluding the activity from the property
sold during 2005, total apartment operating revenues increased by 16%, which is a result of increases in
both occupancy and rental rates. Total apartment operating expenses increased by 12% from 2004 to
2005, excluding the activity from the property sold during 2005. The increase in interest revenue of
approximately $50,000 is due mainly to general interest rate increases from 2004 to 2005.

CHANGES IN NET ASSETS Percentage

2005 2004 Change
Rent and Other Tenant Revenues $ 8,547,351 $ 8,436,716 1.31%
Annual Contributions (HUD) 17,728,245 17,903,889 -0.98%
Other Revenues 164,043 150,627 8.91%
Total Operating Revenues 26,439,639 26,491,232 -0.19%
Apartment Operations and Administration 6,642,281 6,808,115 -2.44%
Assisted Housing Operations and Administration 17,180,844 18,242,428 -5.82%
Total Operating Expenses 23,823,125 25,050,543 -4.90%
Net Operating Income 2,616,514 1,440,689 81.62%
Gain (Loss) on Disposition of Assets 2,253,590 (807,065) 379.23%
Insurance Proceeds 7,113 37,823 -81.19%
Interest Revenue 370,854 316,704 17.10%
Interest Expense (2,068,140) (2,434,286) -15.04%
Net Non-Operating Income (Expense) 563,417 (2,886,824) -119.52%
Capital Grant Contributions 76,462 313,012 -75.57%
Increase (Decrease) in Net Assets $ 3,256,393 $ (1,133,123) 387.38%

The total cost of all operating programs and services decreased by 5%. The net affect of the revenue
and cost decreases, increased net operating income by approximately $1.2 million or 82%. The large
increase in net non-operating income is mainly from the gain on the 2005 sales of an apartment building
as compared to the loss on disposed assets experienced in 2004. The 2004 loss on disposed assets is
directly related to the major exterior renovation projects and the upgrade of the interior living spaces of
the residential units. The combination of all of these factors resulted in the current year increase in net
assets of $3.3 million in 2005 as compared to the 2004 decrease in net assets of $1.1 million.
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Budgetary Highlights

The Authority’s Commission accepted the 2005 budget in December 2004 and there were no revisions
during the year. The Authority exceeded its revenue targets by approximately $694,000 and spent
approximately $423,000 less than its operating expense budget. Non-operating items such as interest
and capital grants exceeded expectation by approximately $179,000, resulting in a net variance for 2005
of $1,296,000. The main factors causing the variances are as follows:

» Annual contributions from HUD for the Housing Choice Voucher program were $82,000 more than
expected and the housing assistance payments were $994,000 less than expected.

» The Operating Subsidy and rental revenue in the Low-Income Public Housing program fell short by
$33,000 while expenses increased by $35,000 over the planned expenditures.

» Tenant associated revenue generated through the Housing Authority’s Business Activities Programs
were $637,000 more than expected and the expenses were only more than anticipated by $521,000.

» Investment income exceeded expectations by $151,000.

CAPITAL ASSET AND DEBT ADMINISTRATION

Capital Assets

At the end of 2005, the Authority had $34.5 million invested in its portfolio of housing stock and $0.2
million invested in assets used in administration and program support. This amount represents a net

decrease (including additions, sales, disposals and depreciation) of $7.4 million, or 17.6%, from last year.
The changes in capital assets during 2005 are presented in the following chart.

Beginning

Balance Additions Disposals Ending Balance
Land $ 7,762,102 $ - $ 1,356,609 6,405,493
Building 45,015,567 917,797 7,734,439 38,198,925
Equipment & Flooring 3,801,979 675,338 887,172 3,590,145
Capital Assets $ 56,579,648 $ 1,593,135 $ 9,978,220 $ 48,194,563
Accumulated Depreciation (14,396,011) (1,615,155) 2,590,941 (13,420,225)
Capital Assets, Net $ 42,183,637 $ 34,774,338

The reductions to capital asset components are due to the sale of the property, previously discussed and
the sale of Low Income Housing Program single-family properties under the Homeownership Program.
This year’s disposals also include the assets replaced by major maintenance and building addition
projects.

This year's major additions include major maintenance and replacement projects as well as individual unit
“turnover” costs.

The Authority maintains capital replacement reserves under a bond indenture requirement. As of
December 31, 2005, the Authority has approximately $202,000 in reserves held by the trustee for capital
replacements on the pooled housing refunding bonds. The Authority's fiscal-year 2006 capital budget
calls for it to spend $1,000,000 for operating capital projects, principally for projects involving the pooled
housing bond properties and the Low Income Public Housing program. As such, these capital
improvements will be funded from existing reserves, capital fund grants and will require the use of
operating cash flow. For additional information refer to the notes to the financial statements.
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Debt Administration

At year-end, the Authority had $29.1 million in bonds, bonds, notes and advances outstanding versus
$38.8 million last year, a decrease of 25%, as shown in the following chart.

Balance Outstanding Balance Outstanding
December 31,2004  Additions Payments December 31, 2005
Housing Revenue Bonds $ 38,080,000 $ - $ (9,055,000) $ 29,025,000
Rural Development Program Loans 663,236 - (9,585) 653,651
Other Borrowings 774,160 202,248 (976,408) -
Total Outstanding Debt at year End $ 39,517,396 $202,248 $(10,040,993) $ 29,678,651
Less Current Portion of Long Term Debt (784,585) (625,265)
Total Long Term Debt Outstanding $ 38,732,811 $ 29,053,386

The reduction in Housing Revenue Bonds was from an $8.3 million payoff related to the 2005 dale of a
property and from normal, recurring, principal payments. The reduction in Rural Development Program
Loans was from normal, recurring, principal payments. The Authority received advances under its
property agent management agreement for capital and operating needs during 2005, but the outstanding
advance was settled in connection with the sale of the property as of July 1, 2005.

The Authority is responsible under bond covenants to maintain predetermined debt service coverage.
Additional information regarding long-term debt and related bond covenants is provided to the notes to
the Authority’s financial statements.

ECONOMIC FACTORS AND NEXT YEAR'S BUDGETS AND RATES

The Authority's appointed commissioners and management have considered many factors when setting
the fiscal year 2006 budget. One of those factors is the economy and its impact on the multi-family
housing rental market within the Authority’s service area. The Authority’s preliminary budget assumes a
1% increase in apartment revenues and a 1% decrease in housing assistance grants in 2005. The
Authority has not factored occupancy changes into the revenue forecast for the coming year so expects
the 1% increase to be generated through modest rental rate increases. The reduction of the housing
assistance proceeds is a result of reduced housing assistance payments that was experienced in the
prior year. Operating expenses are budgeted to increase by 7%; with substantially all of the increased
expenditures planned for deferred maintenance and physical improvements of the multi-family and single
family buildings in the Housing Authority’s portfolio.

The Housing Authority also expects to be awarded at least three grants during the same period, which
would offset the 7% increase in operating expenses explained above. If these estimates are realized, the
Authority's unrestricted net assets are expected to remain substantially unchanged by the close of 2005.
The net assets that are invested in capital assets, net of related debt is expected to decrease due to the
different rate of debt principal payments from the depreciation rates, as previously discussed. The
restricted net assets balance should remain substantially unchanged. In order to meet the budget
targets, the occupancy targets will need to be maintained, productivity in managing the assisted housing
programs will need to be achieved and expense controls will need to be rigorously enforced.

Contacting the Authority’s Financial Management

This financial report is designed to provide our citizens, renters, housing assistance customers, and
creditors with a general overview of the Authority's finances and to show the Authority's accountability for
the money it receives. If you have questions about this report or need additional financial information,
contact the Authority’s finance department, at Pierce County Housing Authority, 603 South Polk Street,
PO Box 45410, Tacoma, WA 98445-0410.
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PIERCE COUNTY HOUSING AUTHORITY
STATEMENT OF NET ASSETS
AS OF DECEMBER 31, 2005

ASSETS

Current Assets

Cash, Cash Equivalents and Investments 6,086,998
Restricted Cash and Cash Equivalents 1,689,376
Accounts Receivable/prepaids (net) 408,015
Inventory 86,018
TOTAL CURRENT ASSETS 8,270,407
Non Current Assets
Restricted Cash Equivalents and Investments 2,338,268
Investments 174,899
Notes Receivable 1,040,793
Deferred charges (net) 1,582,990
Capital Assets:
Land 6,405,493
Buildings and equipment 41,789,070
Less accumulated depreciation (13,420,225)
TOTAL NON CURRENT ASSETS 39,911,288
TOTAL ASSETS 48,181,695
LIABILITIES
Accounts Payable 490,442
Accrued Interest Payable 137,793
Tenant Deposits and Prepaid Rent 353,111
Other Accrued Liabilities 143,103
Accrued Payroll & Compensated Absences 123,178
Deferred Grant Revenue 136,800
Current portion of long term liabilities 625,265
TOTAL CURRENT LIABILITIES 2,009,692
Non Current Liabilities
Long term liabilities Capital 29,053,386
Tenant Deposits, Compensated Absences,
Other Non-Current Liabilities and Deferred
Revenue 1,305,672
TOTAL LIABILITIES 32,368,750
NET ASSETS
Invested in Capital Assets, net of related debt 6,678,677
Restricted 4,027,644
Unrestricted 5,106,624
TOTAL NET ASSETS 15,812,945
TOTAL LIABILITIES AND NET ASSETS 48,181,695

The notes to the financial statements are an integral part of this statement.
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PIERCE COUNTY HOUSING AUTHORITY

STATEMENT OF REVENUES, EXPENSES AND CHANGES

IN NET ASSETS
FOR THE YEAR ENDED DECEMBER 31, 2005

OPERATING REVENUES

Dwelling Rent 7,833,764
Tenant Charges 655,383
Laundry 38,023
Utilities 20,181
Other Income 164,043
Annual Contributions (HUD) & Operating Grants 17,728,245
TOTAL OPERATING REVENUES 26,439,639
OPERATING EXPENSES
Administration 1,804,971
Tenant Services 37,263
Utilities 1,077,551
Maintenance Costs 2,145,476
On Site Salaries and Benefits 630,928
General Operational Costs 1,738,478
Other 177,652
Independent Audit Costs 69,074
Housing Assistance Payments 14,434,095
Depreciation 1,615,155
Amortization 92,482
TOTAL OPERATING EXPENSES 23,823,125
OPERATING INCOME 2,616,514
NONOPERATING REVENUES (EXPENSES)
Gain on Disposition of Assets 2,253,590
Insurance Settlement Proceeds 7,113
Investment Revenue 370,854
Interest Expense (2,068,140)
Total Nonoperating Revenue (Expenses) 563,417
INCOME BEFORE CONTRIBUTIONS 3,179,931
Capital Contributions 76,462
CHANGE IN NET ASSETS 3,256,393
TOTAL NET ASSETS BEGINNING 12,556,552
TOTAL NET ASSETS ENDING 15,812,945

The notes to the financial statements are an integral part of this statement.
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PIERCE COUNTY HOUSING AUTHORITY
STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED DECEMBER 31, 2005

CASH FLOWS FROM OPERATING ACTIVITIES
Receipts from customers

Payments to suppliers, employees and landlords
Receipts from governments

Receipts from non-governmental operating grants
Net cash provided by operating activities

CASH FLOWS FROM NON CAPITAL FINANCING ACTIVITIES
Proceeds from operating borrowings

Principle paid on operating borrowings

Net cash used by non capital financing activities

CASH FLOWS FROM CAPITAL AND RELATED FINANCING
ACTIVITIES

Proceeds from capital debt

Insurance Settlement Proceeds

Capital contributions

Proceeds from sale of Highland Park

Purchases of capital assets

Principal paid on capital debt

Interest paid on capital debt

Net cash used by capital and related financing activities

CASH FLOWS FROM INVESTING ACTIVITIES
Proceeds from sales and maturities of investments
Investment of proceeds from sales and maturities of investments
Proceeds from Payoffs of Notes Receivable
Interest and dividends
Net cash used by investing activies

Net decrease in cash and cash equivalents
Balances - beginning of the year
Balances - end of the year
Investments
Total Cash, Cash Equivalents and Investments

Reconcilation of operation income (loss) to net cash provided
(used) by operating activities:

Operating income (loss)
Adjustments to reconcile operating income to net cash provided
(used) by operating activities:
Depreciation expense
Amortization expense
Changes in assets and liabilities:
Receivables, net
Inventories
Accounts Payable
Accrued Expenses
Tenant Deposits and Prepaid Rent
Accrued Payroll and Compensated absences
Non Current Liabilties
Prepaid HUD Contributions
Net Cash provided by operating activities

The notes to the financial statements are an integral part of this statement

8,219,505
(22,487,076)
16,338,340

92,200

2,162,969

116,129
(358,848)

(242,719)

86,119
7,113
76,462
9,261,408
1,593,135
9,682,145
2,455,533

A,_\A,_\
— = = <

4,299,711

2,882,669

(4,047,000)
631,357
370,854

(162,120)

(2,541,581)
9,287,675

6,746,094
3,543,448

10,289,541

2,616,514

1,615,155
92,482

(239,818)
2,202
64,583
(499,776)
(252,071)
23,742
37,661
(1,297,705)

2,162,969
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NOTES TO THE FINANCIAL STATEMENTS

NOTE 1: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The Pierce County Housing Authority (the Authority) was organized pursuant to the laws of the State of
Washington. These financial statements have been prepared in conformity with generally accepted
accounting principles as applied to governments. The Governmental Accounting Standards Board
(GASB) is the accepted standard setting body for establishing governmental accounting and financial
reporting principles. The Housing Authority’s significant accounting policies are described in the following
notes.

Reporting Entity

The purpose of the Authority is to provide safe, decent, sanitary and affordable housing to low
income families in Pierce County, Washington, and to operate the housing programs in
accordance with federal legislation administered through the U.S. Department of Housing and
Urban Development (HUD) under provisions of the National Housing Act of 1937. The Authority
was created in 1978 by an act of Pierce County, Washington.

The governing body of the Authority is its Board of Commissioners, which is comprised of six
members, five of whom are appointed by the Pierce County Executive and ratified by the County
Council and one, which is appointed by the Authority Board of Commissioners. The Board
appoints an Executive Director to administer the affairs of the Authority. The authority is not
considered a component unit of Pierce County, as the Board of Commissioners independently
oversees the Authority’s operations and Pierce County is not financially accountable for the
Authority. Financial accountability is defined as appointment of a majority of the entities board
and either (a) the ability to impose the primary government’s will, or (b) the Authority will provide
a financial benefit to, or impose a financial burden on, the primary government.

The accompanying financial statements include all programs, and organizations for which the
Board of Commissioners is financially accountable. The Authority manages two properties and
may hold a minor amount of assets for other entities in an agency capacity. The Authority is not
financially accountable for these entities as defined above. As such, the operations of these
entities are not included in these financial statements.

B. Basis of Presentation-Program Accounting

The accounts of the Authority are organized on the basis of programs, each of which is
considered a separate accounting entity. The operations of each entity are accounted for with a
separate set of self-balancing accounts that comprise its assets, liabilities, net assets, revenues
and expenses as appropriate. Resources are allocated to and accounted for in individual
programs based upon the purposes for which they are to be spent and the means by which
spending activities are controlled. The operations of the Authority combine the two following
major programs that account for separate business-type activities. The Authority uses sub-
accounts within these major programs to account for certain funding streams that require
separate accounting by State law, HUD regulations and by bond covenants.

Assisted Housing Programs
This major program is used to account for the various HUD and other Federal programs

administered by the Authority such as Section 8, Low-Income Public Housing and Rural
Development programs.
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Programs Administered

Public Housing: This program accounts for low-rent public housing projects developed and
operated by the Authority. HUD provided development grants to allow the Authority to purchase
real estate for use in the program and provides operating subsidies and capital improvement
grants for ongoing management of the project.

Section 8 programs: The Section 8 programs include Moderate Rehabilitation and the Housing
Choice Voucher programs. These programs were authorized by Section 8 of the National
Housing Act and provide housing assistance payments to private landlords to subsidize rentals
for low-income persons.

Moderate Rehabilitation: The Section 8 Moderate Rehabilitation program allows for the subsidy
of rent on rehabilitated, low-income housing units for a contracted period of time. Both for-profit
and not-for-profit developers may provide low-income housing under this program. The program
has HUD-established and controlled rents designed to reimburse owners with sufficient rental
income to pay for rehabilitation costs. Developers must obtain their own financing and HUD
subsidizes rents once the units are occupied.

Housing Choice Voucher: The Section 8 Housing Choice Voucher program allows for existing
housing units to be used for low-income housing. HUD provides a contracted number of Section
8 voucher budget authority, a portion of which is used to provide supplemental rental payments to
landlords for a specified number of housing units. The budget authority also provides
administrative funding to the Housing Authority to operate the program.

Rural Development: This program provides for special needs populations in rural areas. Rural
development provides both rent subsidies and interest rate subsidies for a specific project.

While dwelling rent is recognized as operating revenues, the major portion of operating revenues
in the Assisted Housing Programs are the HUD Annual Contributions. These operating grants
are reported as operating revenue in the statement of revenues, expenses and changes in net
assets. Revenues and expenses related to financing or investing activities are treated as non-
operating revenues and expenses in the statement of revenues, expenses and changes in net
assets. Capital contributions are treated as non-operating revenue.

Apartments Program

This major program is used to account for apartment building operations that are financed and
operated in a manner similar to private business enterprises. Costs (expenses, including
depreciation) of providing services to the general public, on a continuing basis, are recovered
primarily through rental revenues. Revenues and expenses related to financing or investing
activities are treated as non-operating revenues and expenses in the statement of revenues,
expenses and changes in net assets. However, all revenues, whether operating or non-
operating, except for certain capital contributions are used as security for the revenue bonds
issued to purchase the apartments.

This major program also accounts for the Homeownership program. This program accounts for
the sale of public housing program homes to current residents. Homes sold under this program
are transferred from the Assisted Housing Program to the Homeownership program sub-account
within the Apartments Program at its net book value. The proceeds of the sales are a
combination of cash, for privately financed first mortgages, and second mortgage notes
receivable. The Authority holds a “silent second” mortgage that bears no interest. These
mortgages are due upon sale of the property or at such time as the family can afford to pay at
least $50 per month in debt service as determined under program guidelines. Since the timing of
repayment of these notes is uncertain, the investment in the related notes receivable have not
been discounted. As such, these notes are stated at their face value in the accompanying
statement of net assets.
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Other Activities

The Authority manages two properties for other entities and may hold a minor amount of assets
for other entities in an agency capacity. The funds are purely custodial in nature (i.e. assets
equal liabilities) and thus do not focus on the measurement of operations (i.e. there are no
revenues, expenditures or fund balance). The Administrative fees generated by these activities
are reflected in the Apartments Program, but no other revenues and expenses related to these
separate operations are reflected in these financial statements. The Authority conducts no other
“fiduciary” activities.

Measurement Focus and Basis of Accounting

Basis of Accounting refers to when revenues and expenditures are recognized in the accounts
and reported in the financial statements. All of the Authority’s programs are considered
business-type activities, which use the economic resources measurement focus and the accrual
basis of accounting. Under this basis of accounting, revenues are recognized when they are
earned and expenses recognized when incurred. All transactions in the Apartments Program are
considered to be exchange type transactions. Annual HUD Contributions reflected in the Assisted
Housing Program are considered to be voluntary non-exchange transactions. Revenues for such
transactions are recorded when eligible payments have been made.

The Authority follows all applicable Governmental Accounting Standards Board (GASB)
pronouncements as well as all Financial Accounting Standards Board (FASB) Statements and
Accounting Principles Board (APB) Opinions issued on or before November 30, 1989 unless
those pronouncements conflict with or contradict GASB pronouncements.

The Authority presents a classified statement of net assets, which distinguishes between short-
term and long-term assets and liabilities. The criterion used to determine whether an asset or
liability is long or short-term is one year. This means that assets that are expected to convert to
cash or will benefit the ensuing year’s operations are treated a current assets. Likewise, liabilities
that will likely be settled within the ensuing year are treated as current liabilities. For example,
cash and cash equivalents held by the trustee that will be used to pay the next scheduled debt
service payment are classified as Restricted Cash and Cash Equivalents in current assets while
cash equivalents and investments held by the trustee that are held as reserves that can be used
only under unlikely circumstances are treated as Restricted Cash Equivalents and Investments
under non-current assets.  Certain liabilities, such as Tenant Deposits and Compensated
Absences, are classified into current and long-term portions based upon estimates of the
amounts that will be settled during the ensuing year.

Specific Assets, Liabilities and Revenue Recognition Policies
1. Cash, Cash Equivalents and Investments

The Authority’s cash and cash equivalents are considered to be cash on hand, demand
deposits, money market funds, balances held by the bond trustee and short term
investments with original maturities of three months or less from the date of acquisition.
Investments due within one year are included in the caption Cash, Cash Equivalents and
Investments. Investments are reported at fair value. Investment Contracts held by the
bond trustee are not considered marketable securities and, therefore, are recorded at
cost.

2. Accounts Receivable
The Allowance Method for uncollectable accounts receivable (tenant rental and tenant

charges) is utilized. All rents and other charges due from vacated tenants and all rents
and other charges due from active tenants that are in excess of 60 days past due are
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deemed to be uncollectable. These amounts reduce the amount of accounts receivable
and increase General Operational Costs reflected in these financial statements.

Restricted Cash Equivalents and Investments

These accounts contain resources restricted by external parties for debt service, housing
assistance payments, repair and replacement and capital improvements in the various
funds. Specific debt service reserve requirements are described in Note 4. The bond
trustee holds certain investment agreements in bond reserve funds that yield a fixed rate
of return for the life of the bonds. These investment agreements from a variety of
financial institutions yield interest rates from 3.41% to 5.31%. The trustee has valued
these agreements at cost, as they are not considered marketable. Cash held for the
operation of the assisted housing programs are not considered restricted, as they are
available for operating expenses of those programs, except for excess housing
assistance or administrative fees received for the Housing Choice Voucher Program in
calendar year 2005. Cash held for the Family Permanency Project is not considered
restricted, as it is available for operating expenses of that program.

Due From and Due to other programs

During the course of the Authority’s operations, numerous transactions occur between
programs and/or between specific apartment rental buildings to finance operations and
provide services. Internal activity within a program and between programs is eliminated
except for residual balances remaining at year-end in the preparation of these financial
statements. These residual balances are eliminated in these entity-wide financial
statements.

Notes Receivable

Notes held by the Authority under its Homeownership Program are stated at the face
value of unpaid second mortgages. Because the ultimate timing of receipt of these funds
is uncertain, no discounting of amounts to reflect the time value of money is reflected in
these financial statements.

Capital Assets

All capital assets are valued at historical cost, which is comprised of acquisition,
development and modernization costs of buildings, property improvements and
equipment. Capital assets, except for land, are being depreciated on the straight-line
method over estimated useful lives ranging from five to forty years.

The Authority’s capitalization policies are as follows:

Expenditures for land or structures (buildings and improvements) are capitalized.
Expenditures for equipment and furnishings, including tenant unit flooring, having a unit
cost in excess of $200 and a useful life of more than one year are capitalized.
Expenditures for betterments and additions, which add to the value or life of existing
capital assets, are capitalized.

The majority of the Authority’s capital assets are apartment buildings acquired as
operating units in connection with the issuance of Housing Revenue Bonds. In most
cases, the acquisition price was allocated between land and buildings, with no allocation
of the purchase price to equipment or other internal apartment unit furnishings. In these
cases, when equipment or other internal apartment unit furnishings are replaced, the loss
on disposition of capital assets is recorded as a reduction to buildings while the
disposition for equipment or other internal apartment furnishings that where separately
purchased are recorded as a reduction to equipment.
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The Authority applies certain HUD guidelines regarding eligible capital costs to all of the
Authority’s programs. As a result, major maintenance items such as roof replacements
and exterior painting are capitalized and are depreciated over the remaining life of the
structure.

Other expenditures for non-major maintenance and repairs, which do not add to the
value or life of capital assets, are charged to operating expenses as incurred.

Capital asset activity for the year ended December 31, 2005 was as follows:

Beginning
Balance Additions Disposals Ending Balance
Land $ 7,762,102 $ - $ 1,356,609 6,405,493
Building 45,015,567 917,797 7,734,439 38,198,925
Equipment & Flooring 3,801,979 675,338 887,172 3,590,145
Capital Assets $ 56,579,648 $ 1,593,135 $§ 9,978,220 $ 48,194,563
Accumulated Depreciation (14,396,011) (1,615,155) 2,590,941 (13,420,225)
Capital Assets, Net $ 42,183,637 $ 34,774,338
The additions to building, equipment and flooring are costs incurred under the HUD
Capital Fund Program, reconstruction costs at certain apartment buildings and other
improvements. A portion of the additions to equipment and flooring and some of the
disposals in this category represent replacement of appliances and flooring in tenant
units. While substantially all of the disposal activity reported in land and buildings is a
result of the sale of one apartment project, the land and building disposals also reflect the
transfer of four single family homes at net book value to the Homeownership program for
sale to the resident and the disposition of the declined value for building reconstruction
and equipment replacement.
7. Compensated Absences
Vested and accumulated vacation and sick leave are reported as expenses and
classified into current and long term portions in the applicable program.
8. Debt Issue Costs and Bond Discounts
Debt issue costs and original issue discounts on bonds are amortized over the period for
which the related debt is outstanding. Deferred charges include the original debt issue
costs and discounts on bonds as well as deferred charges, related to gains or losses on
bond refunding programs.
9. Revenue Recognition
Tenant rent revenue is recognized on the first day of the month for which the rent is due.
Rental payments received in advance of the month for which the payment is made is
deferred as prepaid rent and is included in current liabilities. HUD contributions for
continuing contracts are recognized as costs are incurred. For non-recurring or new
HUD contribution contracts, revenue is not recognized until the Authority receives a
signed contract. Revenues from local grants are recognized as costs are incurred.
10. Inventory

Maintenance supplies maintained in the Authority’s maintenance warehouse are valued
at cost using the last-in, first-out method.
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NOTE 2: LEGAL COMPLIANCE-BUDGETS

The Authority has no legal obligation to provide a comprehensive annual budget. For certain HUD
programs, the Authority is contractually required to prepare budgets. These budgets were prepared in
accordance with HUD program requirements and were approved by the Board of Commissioners. When
necessary, budget revisions were submitted to HUD and approved.

NOTE 3: DEPOSITS, CASH EQUIVALENTS AND INVESTMENTS

Deposits and Investments
Carrying Amount Bank Balance

Deposits

Bank Deposits $ 439,986 $ 590,875

Carrying Amount Market Value

Evidenced by Securities

US Treasury and Agencies $ 3,318,796 $ 3,318,796
Corporate Bonds $ 224652 $ 224,652
Other
Mutual Funds 3,288,375 3,288,375
CD/Cash Equivalents 198,396 198,396

Investment Agreements and Cash
Equivalents held by Bond Trustee 2,819,336 2,819,336

Total Cash Equivalents and Investments  $ 9,849,555

Total Cash, Cash Equivalents and
Investments $ 10,289,541

As required by State law, all deposits and investments of the Authority’s programs are deposited with
Washington State banks. The deposits are entirely covered by federal depository insurance (FDIC) or by
collateral held in a multiple financial institution collateral pool administered by the Washington Public
Deposit Protection Commission (PDPC). Certain balances are maintained in money market mutual funds
and are considered cash equivalents. Certain investments are held in US government agency securities,
registered in the Authority’s name and held by a safekeeping agent that issues safekeeping receipts to
the Authority. As such, there is no custodial risk for these registered securities. The bond trustee holds
funds in investment agreements with commercial entities. These investment agreements are not subject
to custodial credit risk. All investments evidenced by securities are registered in the Authority’s name and
held by our agent in the Authority’s name. The Authority uses the Victory Funds for substantially all of its
money market accounts. The Standard and Poors credit rating for these funds is AAA.

The Authority is authorized by HUD to invest in time deposits, certificates of deposits and obligations of
the US Treasury and Agencies. The Authority has deposits of HUD funds as of December 31, 2005 in
money-market mutual funds and in investments of the US Treasury and Agencies. The authority also
holds tenant security deposits in money-market mutual funds and in investments of the US Treasury.

The US Treasury and Agency securities mature in increments from three to nine months. Most of these
securities are 0-Coupon securities that are purchased at a discount to provide the market yield to maturity
at the date of purchase. As a result of these short maturities, the Authority has limited interest rate risk.

Approximately $1,071,000 of the investments listed on the previous page are held by a broker for the
Greater Tacoma Community Foundation (GTCF) as agent for the Sound Families Grant. The GTCF
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account is invested in money market, certificates of deposit, corporate bonds and mutual funds. Since
these securities are not registered in the Authorities name, they are subject to custodial credit risk. Most
of these assets have short-term or no maturity dates as such there is limited interest rate risk. The
corporate bonds are rated by Moodys from A3 to AAA and by Standard and Poors from A- to AAA.

NOTE 4: LONG TERM OBLIGATIONS

The Authority’s long-term obligations consist of low-income housing revenue bonds, and other Federal
program debt. In addition, the authority records long term liabilities for a portion of tenant deposits,
compensated absences and deferred grant revenues.

The changes in the various classifications of the Authority’s contractual and other debt from 2004 to 2005
is as follows:

Balance Balance
Outstanding Outstanding Current
December 31,2004 Additions Payments December 31,2005 Portion
Housing Revenue Bonds $ 38,080,000 $ - $ (9,055,000) $ 29,025,000 $ 615,000
Rural Development Program Loans 663,236 - (9,585) 653,651 10,265
Other Borrowings 774,160 202,248 (976,408) - -
Total Outstanding Debt at year End $ 39,517,396 $202,248 $(10,040,993) $ 29,678,651
Less Current Portion of Long Term Debt (784,585) (625,265) $ 625,265
Total Long Term Debt Outstanding $ 38,732,811 $ 29,053,386

The Authority retired $976,408 of the debt during the year simultaneous with a $8,285,000 current
defeasance of the bonds associated with the sale of the Highland Park apartment project.

During 2004, the Authority revised its procedure for classifying certain liabilities between its current and
long-term portions. Tenant security deposits, compensated absences and Family Self Sufficient program
funds were classified between their current and long-term portions. In addition, the Authority received an
advance of a long-term Family Permanency Project (FPP) Grant. The non-current liabilities other than
bond and contractual debt are listed in the following chart:

Non Current Liabilities
December 31,2004 Increase Decrease December 31, 2005

Family Self Sufficiency 45911 - 6,899 39,012
Tenant Security Deposits 133,575 46,228 179,803
Deferred FPP Grant Revenue 980,250 42,033 938,217
Compensated Absenses 130,146 5,195 135,341
Unclaimed Property 13,299 13,299
Total Other Non-Current Liabilities ~ $ 1,289,882 $ 64,722 $ 48,932 §$ 1,305,672

Since the FPP grant will be used over several years, it is recorded as deferred revenue included in other
long-term liabilities. The other long-term liabilities represent the estimate of the portion of certain
liabilities expected to be liquidated after December 31, 2006.

Information regarding individual debt issues is as follows:

Original Interest Rate Outstanding
Issue Purpose Balance Range (%) Maturity Dates Balance
Refunding for Several
Pooled Project A Apartments 31,140,000 4.75%-5.9% 2006-2028 27,500,000
Refunding for Several
Pooled Project B Apartments 3,030,000 6.0% 2006-2028 1,525,000
Rural Development
Program Loan Purchase of Apartments 696,219 1.0% 2006-2030 653,651
Total $ 34,866,219 $ 29,678,651
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Prior Years Defeasance

During 2003, Housing Revenue Bonds totaling $30,685,000 was defeased in connection with the sale of
the Park Meadows, Emerald Terrace, Park Village and Mallards Landing apartment projects. Funds in
the amount of $5,250,980 had been placed irrevocably in trust to fully fund the advanced defeasance of
the Mallards Landing apartment project in 2004. As of December 31, 2005 there are no bonds
outstanding on these apartment projects.

Also during 2003, the Authority exercised its option to fully prepay the amount of $45,781 for the
outstanding bond issued in 1992 for an administrative building.

During 2000, the Harbor Heights bonds totaling $3,190,000 were defeased in connection with the sale of
the property. Securities with a cost of approximately $3,250,000 were placed in escrow to fund the
advanced defeasance. The advance refunding met the requirements of an in-substance defeasance and
the old bonds were removed from the Authority’s financial statements. As of December 31, 2003 no
bonds are outstanding.

On December 1, 1998 Pierce County Housing Authority issued Senior Revenue Bonds of $31,140,000
and $3,030,000 Subordinate bonds at par with an effective interest rate of 5.74%. These bonds were
used to refinance existing short-term debt that was coming due and to defease other debt with higher
interest rates and short term financing. Interest on the short-term debt ranges from 5.25% to 8%. The
net proceeds were used to pay off debt, which was short-term, and or callable, or were placed in an
irrevocable trust to defease the Bonds, which were not immediately available to be paid off. The US
Government Securities purchased with the proceeds remained in trust until September 1, 2003, when the
final bonds were called at par for the then outstanding bonds. The advance refunding met the
requirements of an in-substance defeasance and the old bonds were removed from the Authority’s
financial statements. As of December 31, 2003 none of these bonds are outstanding.

Debt Service to Maturity

The balance of individual issues and debt service to maturity in the Housing Revenue Bonds and other
Authority debt are as follows:

Principal Total Debt
Issue Rates Balance Interest Service
Pooled Project A 4.75%-5.9% 27,500,000 22,576,819 50,076,819
Pooled Project B 6.0% 1,525,000 1,744,050 3,269,050
Rural Development Program Loan 1.0% 653,651 143,418 797,069
Total $ 29,678,651 $ 24,464,287 $ 54,142,938

Authority Wide Debt Service to Maturity

Year Principal Interest
2006 $ 625,265 $ 1,670,120
2007 $ 655,993 §$ 1,640,179
2008 $ 691,773 § 1,608,116
2009 $ 732,608 $ 1,564,036
2010 $ 773,503 $ 1,523,721
2011-2015 $ 4,548,322 $ 6,929,385
2016-2020 $ 6,152,388 $ 5,469,430
2021-2025 $ 8,775,381 § 3,371,480
2025-2030 $ 6,723,418 $ 687,820
$ 29,678,651 $ 24,464,287
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Bond issue costs and discounts at December 31, 2005 were $1,582,990, net of accumulated amortization
of $1,479,175.

Debt service requirements on the bond issues are paid from funds established pursuant to Board
resolutions. Such bond funds are funded primarily from the net operating revenues of the respective
housing projects on which the bonds are secured. These funds are used to accumulate sufficient
amounts for debt service and are reflected as current restricted assets.

The bonds also have established debt service reserve funds that were funded from the original debt
proceeds. These debt service reserve funds are reflected as non-current restricted assets. While these
bonds are subject to IRS arbitrage rules, no arbitrage liability exists at December 31, 2005.

NOTE 5: DEFINED BENEFIT PENSION PLAN

Substantially all full-time and qualifying part-time Authority employees participate in the Public
Employee’s Retirement System (PERS), a series of cost-sharing multiple-employer defined benefit plans
administered by the Washington State Department of Retirement Systems (DRS). DRS issues separate
stand-alone financial reports for PERS. The Authority, in accordance with rates specified by DRS, pays
employer contributions monthly. PERS Plan | covers employees whom established membership in PERS
on or before September 30, 1977. Those joining thereafter are enrolled in Plan Il or Plan Ill.

The State Legislature established PERS in 1947 under Chapter 41.40 RCW. Each biennium, the
legislature establishes Plan | employer contribution rates and Plan Il employer and employee contribution
rates. Employee contribution rates for Plan | are established by legislative statue and do not vary from
year to year. Employer rates for Plan | are not necessarily adequate to fully fund the system. The
employer and employee contribution rates for Plan Il are developed by the Office of State Actuary to fully
fund the system. All employers are required to contribute at the level established by the legislature. The
methods used to determine the contribution requirements are established under State statute.

Employees covered by Plan | are eligible for retirement after 30 years of service, or at the age of 60 with
five years of service, or at the age of 55 with 20 years of service. They are entitled to an annual
retirement benefit equal to 2% of the average final compensation (based on the greatest compensation
during any two consecutive years) for each year of membership service. The annual retirement benefit
may not exceed 60% of average final compensation. In addition, 100% joint and survivor and 50% joint
and survivor retirement benefit options are available on an actuarial equivalent basis. A member who
terminates with five or more years of service to their credit may leave their accumulated contributions in
the system and receive full retirement benefits at age 65 or a percentage of full benefits after reaching
age 60. PERS Plan | also provides death and disability benefits.

Under PERS Plan Il, the contribution rates for members and employers are equal except that the cost of
amortizing the unfunded actuarial accrued liability for Plan Il is borne by the employer. Employees
covered by this plan are eligible for retirement at age 65 with 5 years of service or at age 55 with 20 years
of service. They are entitled to an annual retirement benefit equal to 2% of the member’s average final
compensation (based on the highest compensation during any five year period) for each year of service
(for employees who retire prior to reaching age 65, the retirement benefit is actuarially reduced to reflect
the period between the age at retirement and attainment of age 65). There is not a cap on years of
service credit and a COLA is granted, capped at 3% annually. In addition, 100% joint and survivor and
50% joint and survivor retirement benefit options are available on actuarial equivalent bases. A member
who terminates service with five or more years of services to their credit may leave their accumulated
contribution in the system and receive a retirement allowance at age 65 or actuarially reduced allowance
at age 55 if they have 20 years of service. PERS Plan Il also provides death and disability benefits.

A new optional retirement plan known as PERS Ill became available to PERS Il members, and those
employees hired after the PERS Il effective date in 2002. PERS IIl has two components. The defined
benefit component, funded by employer contributions, will provide members with a guaranteed benefit,
similar to what is currently provided in PERS II. The defined contribution component, funded by member
contributions, will allow members to direct the investment of their member contributions, by choosing from
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several investment options and programs. Employees covered by this plan are eligible for normal
retirement at age 65 or older if the member has at least 10 service credit years, or 5 service credit years
including 12 service credit months after attaining age 54, or 5 service credit years as earned in PERS I
by June 1, 2003 and transferred to PERS llI; or early retirements at age 55 or older if the member has at
least 10 service credit years. They are entitled to an annual retirement benefit equal to 1% of the
member’s average final compensation (based on the highest compensation during any five year period)
for each year of service (for employees who retire prior to reaching age 65, the retirement benefit is
actuarially reduced to reflect the period between the age at retirement and attainment of age 65).
Additionally they receive an amount based on the amount contributed under the defined contribution
component, the transfer and gain sharing payments (if any) added to an account and the performance of
their investments. There is not a cap on years of service credit and a COLA is granted, capped at 3%
annually. In addition, joint and 100% survivor, joint and 66.67% survivor, and joint and 50% survivor
retirement benefit options are available on actuarial equivalent bases. A member who terminates service
may leave their accumulated contribution in the system and receive a retirement allowance at age 65 or
actuarially reduced allowance at age 55 if they have 20 years of service.

The payroll for employees covered by the PERS Plan | for the fiscal year ended December 31, 2005 was
$55,976. The payroll for employees covered by PERS Plan Il for the fiscal year ended December 31,
2005 was $2,046,923. The payroll for employees covered by PERS Plan Ill was $236,925. The
Authority’s total payroll for PERS participants was $2,339,824.

The Authority’s actuarially determined contribution rates and actual contribution rates for PERS Plan |, Il
and lll expressed as a percentage of covered payroll and actual contribution, for the fiscal years ended
December 31 are as follows:

PERS | PERS Il PERS Il
Required % of Required  Required % of Required  Required % of Required

Year Rates Dollars Contribution Rates Dollars Contribution Rates Dollars Contribution
2005 Employer 1.38%-2.44% 1,079 100% 1.38%-2.44% 39,804 100% 1.38%-2.44% 4,898 100%

Employee 6.00% 3,328 100% 1.18%-2.25% 35,819 100% 5%-10% 12,497 100%
2004 Employer 1.38%-1.4% 1,286 100% 1.38%-1.4% 28,773 100% 1.38%-1.4% 980 100%

Employee 6.00% 5,531 100% 1.18% 24,367 100% 5.00% 3,527 100%
2003 Employer 1.32%-1.4% 1,662 100% 1.32%-1.4% 27,472 100% 1.32%-1.4% 555 100%

Employee 6.00% 7,329 100% .65%-1.18% 18,606 100% 5.0%-7.5% 2,044 100%

NOTE 6: DEFERRED COMPENSATION PLAN

The Authority offers its employees a deferred compensation plan created in accordance with the Internal
Revenue Code section 457. This plan is available to all regular full-time and part-time Authority
employees who are permitted to defer receipt of a portion of their salary until future years. Participation in
the plan is optional. The deferred compensation is not available to the employee or their beneficiaries
until termination, retirement, death or an unforeseeable emergency. The amounts of compensation
deferred under the plan and all income attributable to these amounts are the sole property of the
participant or their beneficiary. Aetna Retirement Services and DRS hold and invest these funds on
behalf of the Authority’s employees. No amounts related to this plan are reflected in these financial
statements.

NOTE 7: INSURANCE

Pierce County Housing Authority is currently a member of both Housing Authority Risk Retention Group,
Inc. (HARRG) and Housing Authority Property Insurance, Inc. (HAPI) which are the Authority’s primary
suppliers of General Liability and Commercial Property coverage, respectively.

The Authority finances its various risks of loss through the payment of premiums to the organizations
discussed above as well as commercial insurance. The Authority handles its risk of property loss with
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property insurance that covers building, contents and loss of rents. Risk of loss from general liability is
handled with general liability coverage, which provides for $5,000,000 coverage per occurrence with a
$5,000 deductible. Coverage for public officials / errors and omissions provides $1,000,000 of coverage
per occurrence with a $25,000 deductible. Coverage for employment practices liability provides
$1,000,000 of coverage per occurrence with a $75,000 deductible. The Authority also carried employee
dishonesty bonding for $100,000 with a $5,000 deductible.

The Authority has also purchased their Auto Liability, Auto Physical Damage and Excess Auto coverage’s
effective 11/1/2005, which carries a combined single limit of $ 5,000,000 per occurrence.

There have been no settlements that exceeded insurance coverage for the past three years.

HARRG and HAPI are owned by their members and each member is asked to make an individual initial
capital contribution upon entering the membership to each company of either 50% of their first year’s
premium or a minimum $ 100 contribution. Pierce County Housing Authority has not contributed surplus
to either company as of December 31, 2005.

NOTE 8: DEBT SERVICE COVERAGE, COMMITMENTS AND CONTINGENCIES

The Authority is responsible under the individual bond covenants to maintain predetermined debt service
coverage. All of the Apartments Program properties are debt financed as is disclosed in Note 4. The
debt instruments carry debt service coverage covenants. Such covenants require the authority to
maintain a certain property’s net operating income at prescribed levels exceeding total annual debt
service for the bonds. Debt service coverage covenants were met for the Revenue bonds during 2005.

During the course of its operations, the Authority enters into commitments for various capital project and
major maintenance work. As of December 31, 2005 commitments under these contracts are
approximately $206,551.

NOTE 9: CONDUIT DEBT

The Housing Authority has issued debt instruments for the purpose of providing capital financing for
specific non-governmental entities, which are not a part of the Housing Authority’s financial reporting
entity. In general, the Housing Authority has issued conduit debt, but the Housing Authority is not
responsible for the payment of the original debt. That debt is secured by a Multifamily Deed of Trust,
Assignment of Rents and Security Agreement for the underlying properties. Owners of the debt have no
recourse to any revenues of the Housing Authority. The Housing Authority participated in the following
transactions:

Name of Non- Project Description Date of Issue Original
Governmental Issue Amount
Entity

Hidden Hills 2001, LP Acquisition and rehabilitation January 1, 2002 $8,100,000

of Hidden Hills Apartments

Sumner Commons, LP Acquisition of land and December 20, 2002 $1,750,000
construction of Sumner
Commons Apartments
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PIERCE COUNTY HOUSING AUTHORITY
Notes to the Schedule of Expenditures of Federal Awards
For the Year Ending December 31, 2005

NOTE 1 — BASIS OF ACCOUNTING

The Schedule of Expenditures of Federal Awards is prepared on the same basis of accounting as Pierce
County Housing Authority’s financial statements.

NOTE 2 - PROGRAM COSTS

The amounts shown as current year expenditures represent only the federal portion of the program cost.
Actual program costs, including the Housing Authority’s portion, may be more than shown.
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1 H U.5. Department of Housing OME Approval No. 2577-0044 fexp. D4:3012604)
A{:tual Modernlzatlon and Urban Development OME Approval No. 257T-D157 fexp. 12031/99)

Cost Certificale Office of Public and tndian Housing 0 R I G' NA L

Comprehensive Improvement Assistance Program (CIAP)
Comprehensive Grant Program (CGP}

Fublic reparting burden for this collaclion of irfoemation is estimated to average 2 hours per respanse, inchuding the time for reviewing instructigns, search
existing data soyroes, gathering and malntairing the daia needed, and cormpleting and reviewing the collection of informaticn, Send comments regarding t
burden estimate or any other aspact of this coliaction of infarmation, ncluding suggestions Tor reducing this burden, to the Reports Management Offic
Paperwork Reduction Project (25770044 and 0157}, Office of Information Tachnology, U.6. Department of Heusing and trban Development, Washingian, D
20410-2600. This agency may not conduc! or sponsor, and a person ts not requived Lo respond to. a collection of information unless that coflaction dispk
& valid OMB contro! number,

Do nat send this form to the above address.

Thiz eollection of information raquires that sach Housing Authorily (HA} submit iformation 1o enable HUD to inttiate the fiscal closgout procass. T
informzation will be used by HUD 1o dgetermine whalher the modemization grant is ready to be audiled and ciosed out. The information is eggential Tar au
verification and fiscal close oui. Respenses 1o the coliection are required by regulation. The information requested doas not lend itsalf 10 confidantish

HA Mama. T Ma de mization Froact Mumber:

Pierce County Housing Authority WA15P054502-03

The HA hereby cerlifies to the Department of Housing and Urban Development as follows:
1. That the total amount of Modamization Cast {herein called the “Actual Modemization Cost") of the Modemization Grant, is 25 shown belo

A Ongmal Funds Approved 3 54,354

3 fwesoswsed 4 s
C Fun-cls-;ilended {Actual Modermzanoﬁ Cost) _ “ - _$ ..... - __5.4'2;_
D. Amount 1o be Bcaptured (A-0) s .
£ Excess of Funds Disbursed (B.C: R | T,

2. That all modernization work in connection with the Modsrmizatian Grani has been completed;

3. Thai the entire Actual Modernization Cost or liabiities therefor incurred Ly the HA nave been fully paid;

4. That there are no vndischarged mechanics”. laborers’, confractors'. or material-men’s liens against such modernization
work on file in any public office where the same shoukd be filad in order 1o be valid against such modernization werk; and

3. That the time in which such liens coul? be filsd has expired,

I hereby certity thal all the information s1ated harem, 5 well oo any Iformation provided i the accompsniment Ferewith, s rae amd accorate,
Warning: HUD will prosacuie false claims and statements. Convictlon may 7esult in criminal andiar eivil penaltiss. {18 U.S.C. 1001, $910, 1012, 31 U.S.0, aTza, 3802

Signature of Executive Director & Dalé:
. Yomgnn daeld

! ; E tive Direst
&&—’ﬂmqﬂ’h xecutive |rec_or

For HUD Use Only

-The Cost Certificate is appf;:wed for audit:
Approve 4 LA

« (s

The audited cosis agree with the costs shown above:
Verfied:  [Desigraied HUD Official) I Date:

X B . N

Appraved: {Director. Office of Pubiic Housing [ GHAP Administraior) | Bate:

X |

form HUD-5300% (10096}
raf Handoooks 74851 4.3
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Actuaf MOdBrﬂjZEltiOI'l U.S. Departrment of Housing it Approval Mo 25770044 (Cap 0430200

K and Urban Development OMB fpproval Mo, 26770157 lexp 12¢31/09)
Cost Certificate Dffics of Pustic and Indian Housing

omprehansive Improvement Assistance Pragram (ClaP)
~emprehensive Grant Pragram {CGP)

Public reparting burden far ks Solestion of infarrmalion is estim ated 1o verant I haurs peresponse, ineluding ihe ime fae reviewing mstructions, sean
exigling datd sources, gathetng and mairdaining he dala nesded and coaplatmg and révigwing iha collection of nformation. Send commeants regarding
biurden estimale or any sther Aspocl of this callection of information ineluding suggestions for reduing Ihis burden, o e Repots Manapemeni OF
Paperyork Haduclion Projecl (2377-0042 and 0157y, Offire af Infermation Technalegy, U5 Depariment af 4 ieusing and Lirban Deveiopment, Whshinglon,
2RATE-TH00. This agency Ty not conduch ar spansor, and 8 persan i ot 1eeuired to resnond 1. 2 collection of tormation unless that colicotion digg
a i DR cantral number

Dig rot send this form to the sbove address.

Thes collestion of infermation requires that each Housing Authosdy [HA) submil infermztion to enabie HUD 1o mitizie the fiscal clossoul pincass

wfoemalion will e used by HUD b determine whether the masernzation grant is wady lo be auitiled and closed ol The inigrmation jo essential fur
verificatioe and fizoal close cut Respons s 1o the colteclion are required Dy regudalion. The inlarmation requested doas not lend ilself to confidenti:
HA Hame:

| Modernuzation Projact Numbar

Pierce County Housing Authority | WATSPO54501-05

The HA herchy certifios Lo the Departmcnt of Housing and Urban Qevelopment as follows:

1. That the total amaunt of Madernization Cost {hercincalled the “Actual Modern zation Cost") fthe Modemization Gra nt, 15 as shawn bef

A Orginal Furds Approvod | % 75,453
B Funds Disbursed PF 276,453

T T e e— e —_——_— —_—— o _!_. ______ —_— — — —
C. Funus Expanded (Astual Modernization Cost) | b 276,453
0D Amount to be Recapiued (A-C) i! 3 1)
E. Excess of Funds Disbursed {B-Cj | b3

0

2. That 4l modemization work in cornection with the Modernizalion

— —_— — —

Grant has been compleled;
3. Thit the anfire Actusl Modornization Cost or liabilities therefor incuired ty the HA have been fully praid;

4. That there are no undischarged mechanics', labarers'| Gontraclors’, of miaierial-men's lens agamnst such modermnization
wark on ile in any public office wharg the: samz should be filed in order 10 he valid against such modermization wWork; ar

5. That the Eme in which such liens coudd be tied has éxnired

rre:f:?y c;_ﬁ].ly that all tH-e_mférmatimn statert -nerr-!in,_a-s.' well as any R:rm_.){ion vrovided in the acnonl[?&?ﬂi‘l?ﬁh‘éf&wﬂh_ is frue ama a;:cumt{a_

Warning: HUD wil prosecule f1lse Claims and siglamants. Conviction My resull in ermwial andior ceyil prnalties {f8 U S S0, 1019, 1512, M S C 372y, 38D

Sunature of Exooutve Dirsctar § Date

X “Nea

Executive Director

Far HUD Use Only

The Cost Centificate is appraved for audit:
Apptoved for Awdit tDirector, Office of Pubiic Finusing ¢ ONAP Administrate fDale;

X /fi 7“—7— L-?"/;, s

The audited ccs!s’éfgrce with the costs shown above:

Verdied: (Desgnated HUD Offigigl] | Date:

K . - - - — - —_— _L- [ — —_
Approved: Direcior, Ciffece ed Pubhic Housing 7 ONAaR Adminislrator | ‘ Date:

X i

forrn HUB-53004 {10/56)
velf Handborks 74851 4.3
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