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VIRGINIA HOUSING DEVELOPMENT AUTHORITY
Management’s Discussion and Analysis

June 30, 2006 and 2005

Management of the Virginia Housing Development Authority (the Authority) offers readers of its financial report
this overview and analysis of the Authority’s financial performance for the fiscal years ended June 30, 2006 and
2005. Readers are encouraged to consider this information in conjunction with the Authority’s financial
statements, accompanying footnotes, and supplemental information, which follow this section.

Organization Overview

The Virginia Housing Development Authority (the Authority) is a political subdivision of the Commonwealth of
Virginia, created under the Virginia Housing Development Authority Act (the Act) enacted by the General
Assembly in 1972, as amended. The Act empowers the Authority to finance the acquisition, construction,
rehabilitation and ownership of affordable housing for home ownership or occupancy by low or moderate income
Virginians. To raise funds for its mortgage loan operations, the Authority sells tax exempt and taxable notes and
bonds to investors. Such notes, bonds, and other indebtedness are not obligations of the Commonwealth of
Virginia (the Commonwealth) and the Commonwealth is not liable for repayments of such obligations. The
Authority is self-supporting and does not draw upon the general taxing authority of the Commonwealth.
Operating revenues are generated primarily from interest on mortgage loans, program administration fees, and
investment income from bond proceeds and earnings accumulated since inception.

In addition to its major mortgage loan programs, the Authority also administers, on a fee basis, various other
programs related to its lending activities. Such programs include the Federal Housing Choice Voucher program,
which provides rental subsidies from federal funds and the Federal Low Income Housing Tax Credit program,
which awards federal income tax credits for the purpose of developing low-income, multi-family housing
projects. In addition to its regular programs, the Authority administers its Resources Enabling Affordable
Community Housing (REACH Virginia) program, which finances the most critical housing initiatives requiring
lower cost funds than the Authority’s regular programs. REACH Virginia is designed to serve the elderly,
disabled, homeless, and other low-income persons.

Financial Statements

The basic financial statements consist of a Statement of Net Assets, a Statement of Revenues, Expenses and
Changes in Net Assets, a Statement of Cash Flows and the accompanying notes.

The Statement of Net Assets reports all of the Authority’s assets and liabilities, both financial and capital,
presented in order of liquidity and using the accrual basis of accounting in conformity with U.S. generally
accepted accounting principles.- The difference between assets and liabilities is presented as net assets, and is
displayed in three components: capital assets, net of related debt; restricted net assets; and unrestricted net assets.
Net assets are restricted when external constraints are placed upon their use, such as bond.indentures, legal
agreements or statutes. Over time, changes in net assets may serve as a useful indicator of whether the financial
position of the Authority is improving or deteriorating.

The Statement of Revenues, Expenses, and Changes in Net Assets identifies all the Authority’s revenues and
expenses for the reporting period, distinguishing between operating and nonoperating activities. This statement -
measures the success of the Authority’s operations over the past year and can be used to determine whether the
Authority has successfully recovered all of its costs through mortgage loans, externally funded programs and
other revenue sources.
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VIRGINIA HOUSING DEVELOPMENT AUTHORITY
Management’s Discussion and Analysis

June 30, 2006 and 2005

The Statement of Cash Flows provides information about the Authority’s cash receipts and cash payments during
the reporting period. This statement reports cash transactions, including receipts, payments, and net changes
resulting from operations, noncapital financing, capital financing, and investing activities. This statement
provides information regarding the sources and uses of cash and the change in cash during the reporting period.

The Notes to Financial Statements provide additional information that is essential for understanding financial
data that may not be displayed on the face of the financial statements and as such, is an integral part of the
Authority’s basic financial statements.

Financial Highlights
Fiscal Year 2006

Single-family loan originations totaled 7,693 in fiscal year (FY) 2006, representing a growth rate of 35% over
FY 2005. The strong number of mortgage loans can be attributed to a wider array of products and programs made
available to meet customers’ individual needs and market demands for low interest rate mortgage loans.

As of June 30, 2006, the Authority serviced 38,056 first and second single-family mortgage loans with
outstanding balances totaling $3.3 billion. The number of loans serviced, net of repayments, increased 2,329 or
6.5% over the prior year while the net mortgage loans outstanding increased $656 million, or 24.8%. Repayments
of single-family loans totaled 6,776 during FY 2006, representing 1,477 fewer repayments compared to FY 2005.
Overall delinquency rates on the portfolio of first mortgage loans were 4.12% as of June 30, 2006, a decrease of
0.72% from the prior year. '

Funds committed for multi-family development projects in FY 2006 dropped to 77, down from 90 in FY 2005, or
a decrease of 14%. Total units committed decreased from 6,313 in FY 2005 to 4,415 in FY 2006. The 30%
reduction reflects, in part, the diminishing number of properties properly zoned for rental housing development.

As of June 30, 2006, the Authority serviced 1,283 multi-family mortgage loans with outstanding balances
totaling $2.9 billion. The number of loans serviced, net of loan repayments increased 81 or 6.:7% over the prior
year while the net loan balances outstanding increased $131 million, or 4.8%. Overall delinquency rates on the
portfolio were 0.59% as of June 30, 2006, a decrease of 0.13% compared to June 30, 2005.

Fiscal Year 2005

Single-family loan originations totaled 5,684 in FY 2005, representing a growth rate of 22% over FY 2004. The
new 1st Choice product and the restructured FHA Plus product, each principally funded by tax-exempt bonds,
contributed to the growth rate.

As of June 30, 2005, the Authority serviced 35,727 first and second single-family mortgage loans with
outstanding balances totaling $2.6 billion. The number of loans serviced, net of repayments, decreased 1,653, or
4.4% over the prior year while the net mortgage loans outstanding increased $119 million, or 4.7%, reflecting an
increase in average loan value of $20,000 for new loans added to the portfolio. The reduced volume of loans
serviced together with repayments of 8,253 single-family loans during FY 2005 reflected a continuation of the
housing industry’s refinancing boom in recent years. Refinancing trends, however, slowed substantially in FY
2005 as the volume of loan payoffs decreased by 4,598 from FY 2004. Overall delinquency rates on the portfolio
of first mortgage loans were 4.84% as of June 30, 2005, a decrease of 0.45% from June 30, 2004.
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VIRGINIA HOUSING DEVELOPMENT AUTHORITY
Management’s Discussion and Analysis

June 30, 2006 and 2005

Multi-family loan production was stable year over year, with 90 development projects committed in FY 2005
versus 88 in FY 2004. A total of 6,313 multi-family housing units were placed into production in 2005, or a 14%
decrease from the prior year.

As of June 30, 2005, the Authority serviced 1,202 multi-family mortgage loans with outstanding balances of $2.7
billion. The number of loans serviced, net of repayments, increased by 87, or 7.8% over the prior year, while the
net loan balances outstanding increased $169 million, or 6.6%. Overall delinquency rates on the portfolio were
0.72% as of June 30, 2005, a decrease of 1.29% from June 2004.

Financial Analysis of the Authority

Cash is held by the trustees and banks in depository accounts and investments for a variety of purposes,
including: debt service reserve funds required by bond indenture, escrow and reserve funds held for the benefit of
single-family mortgagors and multi-family projects, funding for new mortgage loan originations, working capital
for operating costs of the Authority, governmental fiinds held for disbursement toward Section 8 projects, and
other funds held in a fiduciary capacity to support other housing initiatives.

Investment objectives are to invest all monies at favorable rates to maximize returns while maintaining
short-term liquidity and to manage investments in a prudent manner to enable the Authority to fulfill its financial
commitments. Precautions are taken to minimize the risk associated with investments, including monitoring
credit worthiness of the banks where monies are deposited and making nonspeculative investments. The -
Authority does not enter into short sales or futures transactions for which a bona fide hedging purpose has not
been established.

Mortgage and other loan receivables represent the Authority’s principal asset. Mortgage loans are financed
through a combination of proceeds of notes and bonds and net assets accumulated since inception. Mortgage loan
payments received from mortgagors are used to pay debt service due on outstanding bonds.

The largest component of the Authority’s liabilities are outstanding bonds payable, the majority of which is
fixed-rate to maturity dates that may extend into the future as much as 40 years. The Authority continues to
maintain long term issuer credit ratings of Aal from Moody’s Investors Services and AA+ from Standard &
Poor’s Rating Services for its comprehensive bond portfolio. Ratings on the Authority’s Commonwealth
Mortgage Bonds, used to finance single-family mortgage loans, are Aaa and AAA, from Moody’s, Investors
Services and Standard & Poor’s Rating Services, respectively.

Net assets are comprised of capital assets, net of related debt, and restricted and unrestricted net assets. Capital
assets, net of related debt represents an office building, land, furniture and equipment, vehicles and an investment
in rental property, less the current outstanding applicable debt. Restricted net assets represent the portion of net
assets held in trust accounts for the benefit of the respective bond owners, subject to the requirements of the
various bond indentures. Unrestricted net assets represent a portion of net assets that have been designated for a
broad range of initiatives, such as administration of the Housing Choice Voucher Program, support for REACH
Virginia initiatives, contributions to bond issues and bond reserve funds, working capital, future operating and
capital expenditures, and general financial support to the Authority’s loan programs.

4 (Continued)



VIRGINIA HOUSING DEVELOPMENT AUTHORITY
Management’s Discussion and Analysis

June 30, 2006 and 2005

Condensed Statement of Net Assets

(In millions)
Year ending June 30
2006 2005
Cash and cash equivalents : $ 707.5 539.9
Investments , 429.0 1,071.7
Mortgage and other loans receivable, net 6,066.2 5,270.6
Other assets 100.9 78.2
Total assets 7,303.6 6,960.4
Notes and bonds payable, net 5,162.2 4,953.8
Other liabilities 326.2 3374
Total liabilities 5,488.4 5,291.2
Invested in capital assets, net of related debt (3.5) (10.9)
Restricted by bond indentures 1,567.2 1,437.2
Unrestricted 251.5 242.9

Net assets $ 1,815.2 1,669.2

June 30, 2006 Compared to June 30, 2005

Total assets increased $343.2 million, or 4.9% from the prior year. Cash, cash equivalents and investments,
combined, decreased $475.1 million, or 29.5% from the prior year. The decrease in funds available for
investment reflects a pay-off of notes to the Federal Home Loan Bank of Atlanta and an increase in mortgage
loans. Mortgage and other loans receivables increased by $795.6 million as a result of strong single-family loan
originations and a decreased level of mortgage loan prepayments.

Total liabilities increased $197.1 million, or 3.7% from the prior year due to additional sales of bonds. The
Authority issued $114.1 million and $689.7 million in tax-exempt and taxable single-family mortgage bonds,
respectively, and $116.3 million and $67.0 million in tax-exempt and taxable multi-family revenue bonds,
respectively, during FY 2006. Bond proceeds were the principal source of funding for the high volume of
mortgage loan originations.

Total assets exceeded total liabilities by $1,815.2 million, thereby increasing net assets $146 million, or 8.7%
from the prior year. As of June 30, 2006, net assets invested in capital assets, net of related debt consisted of
$30.5 million in investments in rental property, net of depreciation and amortization, and $16.1 million in
property, furniture, and equipment, net of depreciation and amortization less related bonds payable of
$50.1 million.
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VIRGINIA HOUSING DEVELOPMENT AUTHORITY
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June 30, 2006 and 2005

June 30, 2005 Compared to June 30, 2004

Total assets increased $755.4 million, or 12.2% from the prior year. Cash, cash equivalents, and investments,
combined, increased $423.2 million, or 35.6% from the prior year. Mortgage and other loans receivables
increased by $333.8 million as a result of a high volume of single-family loan originations and a decreased level
of mortgage loan prepayments.

Total liabilities increased $629.1 million, or 13.5% from the prior year due to increased loan origination activity.
The Authority issued $681.1 million in tax-exempt single-family mortgage bonds plus $162.8 million and
$155.9 million of tax-exempt and taxable multi-family bonds, respectively, during FY 2005. Bond proceeds were
the principal source of funding for the high volume of mortgage loan originations.

Total assets exceeded total liabilities by $1,669.2 million, thereby increasing net assets $126.3 million, or 8.2%
from the prior year. As of June 30, 2005, net assets invested in capital assets, net of related debt consisted of
$19.7 million in investments in rental property, net of depreciation and amortization and $12.2 million in
property, furniture, and equipment, net of depreciation and amortization less related bonds payable of
$42.8 million.

Condensed Statement of Revenues, Expenses and Changes in Net Assets

(In millions)

Year ending June 30
2006 2005
Operating revenues:
Interest on mortgage and other loans $ 389.4 362.6
Pass-through grants received 71.6 71.8
Housing Choice Voucher program income 66.2 58.6
Other operating revenues 13.6 9.4
Total operating revenues 540.8 502.4
Operating expenses: .
Interest on notes and bonds . 260.1 232.3
Pass-through grants disbursed 71.6 71.8
Housing Choice Voucher program expense 54.4 56.7
Other operating expenses 53.6 42.6
Total operating expenses 439.7 403.4
Operating income . 101.1 99.0
Nonoperating revenues:
Investment income* . 449 27.1
Other non-operating revenue 0.1 0.2
Total nonoperating revenue 45.0 27.3
Change in net assets $ 146.1 126.3
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VIRGINIA HOUSING DEVELOPMENT AUTHORITY
Management’s Discussion and Analysis

June 30, 2006 and 2005

The principal determinates of the Authority’s change in net assets (more commonly referred to as net income) are
operating revenues less operating expenses plus nonoperating revenues.

‘Operating revenues consist primarily of interest earnings on mortgage loans and operating expenses consist
predominately of interest expense on notes and bonds payable and operating expenses of the Authority.
Non-operating revenues consist primarily of investment earnings as well as realized and unrealized gains or
losses on the sale of investments. :

Included in investment income is a downward fair market value adjustment totaling $4.6 million and $0.5 million
for the years ended June 30, 2006 and 2005, respectively.

Fiscal Year 2006

Operating revenues increased $38.4 million, or 7.6% from the prior year, the majority of which is attributable to
interest earnings. Interest earnings on mortgage and other loan receivables increased $26.8 million due to growth
in the volume of mortgage loans serviced during the year and a reduction in mortgage prepayments as compared
to previous years.

Operating expenses increased $36.3 million, or 9.0% from the prior year, attributable primarily to interest due on
notes and bonds payable. Interest expense increased $27.8 million, or 12.0% from the prior year due to the high
level of outstanding notes and bonds payable. Other operating expenses, consisting largely of administrative
costs, increased $11.0 million, or 25.8% from the prior year primarily due to a $7.7 million increase in the
provision for loan losses resulting from a larger mortgage loan portfolio.

Nonoperating revenues increased $17.7 million, or 64.8% from the prior year, due to increased earnings from
investments during the year attributable to a generally higher interest rate environment.

Fiscal Year 2005

Operating revenues decreased slightly by $5.7 million, or 1.1% from the prior year, due to a reduction in
mortgage loan portfolio resulting from above average single-family loan prepayments and a lower rate of interest
earnings on mortgage loans during FY 2005 compared to FY 2004.

Operating expenses decreased $13.7 million, or 3.3% from the prior year, attributable primarily to lower interest
expense on notes and bonds payable. Interest expense decreased $12.5 million, or 5.1% from the prior year as a
result of repaying higher cost bonds and replacing them with lower cost bond issues. Other operating expenses,
consisting largely of administrative costs remained stable year over year, decreasing slightly by $1.1 million, or
0.7% from the prior year.

Nonoperating revenues more than tripled over FY 2005 due to a surge in investment earnings during the year
caused by a higher interest rate environment.
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VIRGINIA HOUSING DEVELOPMENT AUTHORITY
Managément’s Discussion and Analysis

June 30, 2006 and 2005

Economic Factors

The Authority’s mortgage loan financing activities are sensitive to the general level of interest rates, the interest
rates and other characteristics of the Authority’s loans compared to loan products available in the conventional
mortgage markets, and the availability of affordable housing in the Commonwealth. The availability of long term
tax exempt financing on favorable terms is a key element in providing the funding necessary for the Authority to
continue its mortgage financing activities.

The Authority’s main sources of revenues include mortgage loan activity and investment interest income.
Short-term investment rates in the United States during fiscal year 2004 dropped to historically low levels before
beginning to rise in FY 2005 and further increasing in FY 2006. As of June 30, 2006, the spread between
long-term conventional single-family mortgage loan financing and the interest rates on long term, fixed-rated
tax-exempt bonds had grown from an average of 50 basis points to approximately 100 basis points.

Additional Information

If you have questions about this report or need additional information, please visit the Authority’s Web site,
www.vhda.com, or contact Susan F. Dewey, Executive Director.



KPMG LLP

Suite 2000

1021 East Cary Street
Richmond, VA 232194023

Independent Auditors’ Report

The Commissioners
Virginia Housing Development Authority:

We have audited the accompanying statements of net assets of the Virginia Housing Development
Authority (the Authority), a component unit of the Commonwealth of Virginia, as of June 30, 2006 and
2005, and the related statements of revenues, expenses and changes in net assets, and cash flows for the
years then ended. These financial statements are the responsibility of the Authority’s management. Our
responsibility is to express an opinion on these financial statements based on.our audits.

We conducted our audits 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 audits to obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes consideration of internal control over financial reporting as a basis for
designing audit procedures thiat are appropriate in the circumstances, but not for the purpose of expressing
an opinion on the effectiveness of the Authority’s internal control over financial reporting. Accordingly,
we express no such opinion. An audit includes examining, on a test basis, evidence supporting the amounts
and disclosures in the financial statements. An audit also includes assessing the accounting principles used
and significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the basic financial statements referred to above present fairly, in all material respects, the
financial position of the Virginia Housing Development Authority as of June 30, 2006 and 2005, and the
respective changes in financial position and its cash flows for the years then ended in conformity with
U.S. generally accepted accounting principles.

As discussed in note 1(n) to the basic financial statements, the Authority changed its method of accounting
for Housing Assistance Payments during the year ended June 30, 2006.

In accordance with Government Auditing Standards, we have also issued our report dated September 22,
2006 on our consideration of the Authority’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 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 1 through 8 is not a required part of the basic
financial statements but is supplementary information required by U.S. generally accepted accounting
principles. We have applied certain limited procedures, which consisted principally of inquiries of
management regarding the methods of measurement and presentation of the required supplementary
information. However, we did not audit the information and express no opinion on it.

KPMGuJ’,uU.S.WudlMp:rmonhip.islhoU.S.
mermber firm of KPMG | jionel, & Swiss cooperative.




Our audits were conducted for the purpose of forming an opinion on the basic financial statements taken as
a whole. The supplementary information included in schedules 1 and 4 are presented for purposes of
additional analysis and is not a required part of the basic financial statements. Such information has been
subjected to the auditing procedures applied in the audits of the basic financial statements and, in our
opinion, is fairly stated, in all material respects, in relation to the basic financial statements taken as a
whole.

KPme P

September 22, 2006
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VIRGINIA HOUSING DEVELOPMENT AUTHORITY

Statements of Net Assets
June 30, 2006 and 2005

Assets

Current assets:
Cash and cash equivalents (note 5)
Investments (note 5)
Interest receivable — investments
Mortgage and other loans receivable (note 4)
Interest receivable — mortgage and other loans
Other real estate owned

Housing Choice Voucher contributions receivable (note 1)

Other assets
Total current assets

Noncurrent assets:
Investments (note 5)
Mortgage and other loans receivable (note 4):
Less allowance for loan losses
Less net deferred loan fees

Mortgage and other loans receivable, net

Investment in rental property, net

Property, furniture, and equipment, less accumulated depreciation
and-amortization of $23,423,088 and $23,366,740 (note 6)

Unamortized bond issuance expenses
Other assets

Total noncurrent assets

Total assets
Liabilities and Net Assets

Current liabilities:
Notes and bonds payable (note 7) ,
Accrued interest payable on notes and bonds
Housing Choice Voucher contributions payable (note 1)
Escrows (note 8)

Accounts payable and other liabilities (notes 5, 9, and 12)

Total current liabilities

Noncurrent liabilities:
Bonds payable, net (note 7)
Project reserves (notes 8 and 13)
Other liabilities (notes 5, 9, 12, and 13)

Total noncurrent liabilities
Total liabilities

Net assets (note 11):
Invested in capital assets, net of related debt
Restricted by bond indentures
Unrestricted

Total net assets

Total liabilities and net assets

See accompanying notes to basic financial statements,

11

2006 2005
$ 707,489,838 539,878,391
99,569,288 625,079,943
3,982,147 3,525,839
102,359,562 94,282,402
25,052,437 24,327,265
6,694,242 3,552,467
105,359 —
8,617,378 4,484,812
953,870,251 1,295,131,119
329,413,357 446,572,542
6,039,549,579  5,256,662,830
40,253,580 32,540,225
35,459,452 47,767,935
5,963,836,547  5,176,354,670
30,474,952 19,720,416
16,148,813 12,193,260
6,103,711 5,890,663
3,779,760 4,535,861
6,349,757,140  5,665267,412
$ 7,303,627,391  6,960,398,531
$ 395,628,673 522,980,000
73,401,206 64,399,972
— 3,207,898
28,938,071 26,255,514
31,340,570 46,856,087
529,308,520 663,699,471
4,766,606,315  4,430,801,728
163,034,955 159,409,620
29,423,339 37,333,270
4,959,064,609  4,627,544,618
5,488373,120  5,291,244,089
(3,474,606) (10,932,357)
1,567,189,542  1,437,187,542
251,539,326 242,899,257
1,815254,262  1,669,154,442
$ 7,303,627,391 6,960,398,531




VIRGINIA HOUSING DEVELOPMENT AUTHORITY
Statements of Revenues, Expenses, and Changes in Net Assets

Years ended June 30, 2006 and 2005

Operating revenues:
Interest on mortgage and other loans
Pass-through grants received
Housing Choice Voucher program income (note 1)
Gains and recoveries on sale of other real estate owned
Other

Total operating revenues

Operating expenses:
Interest on notes and bonds
Salaries and related employee benefits (note 12)
General operating expenses
Note and bond expenses
Amortization of bond issuance expenses
Pass-through grants disbursed
Housing Choice Voucher program expenses (note 1)
External mortgage servicing expenses
Losses and expenses on other real estate owned
Provision for loan losses

Total operating expenses
Opefating income

Nonoperating revenues:
Investment income (note 9)
Other, net :

Total nonoperating revenues
Changé in net assets
Total net assets, beginning of year

Total net assets, end of year

See accompanying notes to basic financial statements.

12

2006 2005
$ 389,391,936 ' 362,637,474
71,643,263 71,782,931
66,204,626 58,593,848
127,960 227,057
13,436,948 9,186,841
540,804,733 502,428,151
260,081,437 232,280,943
27,629,273 25,696,975
14,052,570 12,233,190
287,152 465,915
591,917 734,118
71,643,263 71,782,931
54,449,974 56,656,326
2,944,906 2,833,828
343,890 745,500
7,713,355 —
439,737,737 403,429,726
101,066,996 98,998,425
44,907,251 27,117,078
125,573 163,478
45,032,824 27,280,556
146,099,820 126,278,981

1,669,154,442

1,542,875,461

$ 1,815,254,262

1,669,154,442




VIRGINIA HOUSING DEVELOPMENT AUTHORITY

Statements of Cash Flows

Years ended June 30, 2006 and 2005

Cash flows from operating activities:
Cash payments for mortgage and other loans
Principal repayments on mortgage and other loans
Interest received on mortgage and other loans
Pass-through grants received
Pass-through grants disbursed
Housing Choice Voucher payments received
‘Housing Choice Voucher payments disbursed
Escrow and project reserve payments received
Escrow and project reserve payments disbursed
Other operating revenues
Cash received for loan origination fees
Cash paid for loan origination fees
Cash payments for salaries and related benefits
Cash payments for general operating expenses
Cash payments for mortgage servicing expenses
Proceeds from sale of other real estate owned
Investment in rental property

Net cash provided by (used in) operating activities

Cash flows from noncapital financing activities:
Proceeds from sale of notes and bonds
Principal payments on notes and bonds
Interest payments on notes and bonds
Cash payments for bond issuance expenses
Redemption premium paid on bond calls

Net cash provided by (used in) noncapital financing
activities

Cash flows from capital and related financing activities:
Purchases of property, furniture, and equipment
Proceeds from disposal of furniture and equipment

Net cash used in capital and related financing
activities

Cash flows from investing activities:
Purchases of investments
Proceeds from sales or maturities of investments
Interest received on investments

Net cash provided by (used in) investing activities
Net increase in cash and cash equivalents
Cash and cash equivalents, at beginning of year

Cash and cash equivalents, at end of year

13

2006

2005

$ (1,423,768,793)

(1,021,247,650)

613,957,066 702,983,006
380,389,193 356,945,456
71,643,263 72,195,324
(71,675,078) (72,329,494)
62,937,813 63,217,131
(54,449,974) (57,658,991)
176,095,217 163,805,073
(169,398,210) (160,377,951)
7,851,053 7,691,367
8,194,746 8,182,888
(15,773,809) (8,415,351)
(26,684,637) (24,723,397)
(27,794,688) (2,773,310)
(1,586,050) (1,501,005) -
1,565,325 2,446,464
(2,721,899) —
(471,219,462) 28,439,560
1,064,881,119 1,199,865,000
(860,934,931) (602,391,744)
(239,052,774) (219,983,322)
(6,677,971) (5,750,140)
(1,647,350) (1,396,600)
(43,431,907) 370,343,194
(5,323,331) (464,031)
2,264 63,712
(5,321,067) (400,319)

(1,649,025,671)

(1,374,862,291)

2,286,665,396 1,116,313,636
49,944,158 25,525,270
687,583,883 (233,023,385)
167,611,447 165,359,050
539,878,391 374,519,341

$ 707,489,838 539,878,391

(Continued)



VIRGINIA HOUSING DEVELOPMENT AUTHORITY
Statements of Cash Flows
Years ended June 30, 2006 and 2005

2006 2005

Reconciliation of operating income to net cash provided
by (used in) operating activities:
Operating income $ 101,066,996 98,998,425
Adjustments to reconcile operating income to net cash v
provided by operating activities:

‘Depreciation of property, furniture, and equipment 1,367,616 1,415,461
Other depreciation and amortization 3,197,835 2,809,158
Interest on notes and bonds : 260,081,437 232,280,943
Investment in rental property (12,001,602) ; —
Increase in mortgage and other loans receivable (788,495,804) (324,868,158)
Increase in allowance for loan losses 7,713,355 -—
(Increase) decrease in interest receivable — mortgage and .

other loans (725,172) 1,667,620
Increase in other real estate owned (3,141,775) (1,183,743)
Increase in other assets (4,611,849) (1,443,492) .
Increase (decrease) in accounts payable and other '

liabilities ' (24,277,659) 19,956,266
Increase (decrease) in Housing Choice Voucher

contribution (3,313,257) 4,287,165
Increase in escrows and project reserves 6,697,007 3,427,122
Decrease in'net deferred loan fees _ (14,776,590) (8,907,207)

Net cash provided by (used in) operating activities $ (471,219462) 28,439,560

Supplemental disclosure of noncash investing activity — increase
in other real estate owned as a result of loan foreclosures $ 14,129,008 3,873,554

See accompanying notes to basic financial statements.
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VIRGINIA HOUSING DEVELOPMENT AUTHORITY
Notes to Basic Financial Statements

June 30, 2006 and 2005

Organization and Summary of Significant Accounting Policies

(a)

(b)

(©

@

Organization

The Virginia Housing Development Authority (the Authority) was created under the Virginia
Housing Development Authority Act (the Act) enacted by the 1972 Session of the Virginia General
Assembly. The Act, as amended, empowers the Authority, among other authorized activities, to
finance the acquisition, construction, rehabilitation and ownership of housing intended for occupancy
or ownership, or both, by families of low or moderate income. Mortgage loans are generally made
with the proceeds of notes, bonds, or other debt obligations issued by the Authority. The notes,
bonds and other debt obligations do not constitute a debt or grant or loan of credit of the
Commonwealth of Virginia (the Commonwealth), and the Commonwealth is not liable for the
repayment of such obligations.

For financial reporting purposes, the Authority is a component unit of the Commonwealth. The
accounts of the Authority, along with other similar types of funds, are combined to form the
Enterprise Funds of the Commonwealth. The Authority reports all of its activities as one enterprise
fund, in accordance with U.S. generally accepted accounting principles.

Basis of Accounting

The Authority utilizes the accrual basis of accounting in preparing its financial statements where
revenues are recognized when eamed and expenses when incurred. The accounts are organized on
the basis of funds and groups of funds, which are set up in accordance with the authorizing act and
the various note and bond resolutions. As provided for in Governmental Accounting Standards
Board (GASB) Statement No. 20, Accounting and Financial Reporting for Proprietary Funds and
Other Governmental Entities that Use Proprietary Fund Accounting, the Authority has elected not to
apply Financial Accounting Standards Board pronouncements issued after November 30, 1989.

Use of Estimates

The preparation of financial statements, in conformity with U.S. generally accepted accounting
principles, requires management to make estimates and judgments that affect reported amounts of
assets and liabilities and the disclosures of contingencies at the date of the financial statements and
revenues and expenses recognized during the reporting period. Actual results could differ from those
estimates.

Investments

Investments are reported at fair market value on the statement of net assets, with changes in. fair
market value recognized in investment income in the statement of revenues, expenses, and changes
in net assets. Fair market value is determined by reference to published market prices and quotations
from national security exchanges and securities pricing services.
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VIRGINIA HOUSING DEVELOPMENT AUTHORITY
‘Notes to Basic Financial Statements

June 30, 2006 and 2005

Investment in Rental Property

Investment in rental property represents several multi-family apartment complexes, including
property, furniture, and equipment. These assets are recorded at cost and are depreciated using the
straight line method over the estimated useful lives, which are thirty years for the building, fifteen
years for building improvements and five years for furniture and equipment. The investment is
carried net of accumulated depreciation of $6,160,718 as of June 30, 2006 and $4,913,652 as of
June 30, 2005.

Mortgage and Other Loans Receivable

Mortgage and other loans receivable are stated at their unpaid principal balance, net of deferred loan
fees and costs and an allowance for loan losses. The Authority charges loan fees to mortgagors.
These fees, net of direct costs, are deferred and amortized, using the interest method, over the
contractual life of the loans as an adjustment to yield. The interest method is computed on a loan by
loan basis and any unamortized net fees on loans fully repaid or restructured are recognized as
income in the year in which such loans are repaid or restructured.

Allowance for Loan Losses

The Authority provides for losses when a specific need for an allowance is identified. The provision
for loan losses charged or credited to operating expense is the amount necessary, in management’s
judgment, to maintain the allowance at a level it believes sufficient to cover losses in collection of
loans. Estimates of future losses involve the exercise of management’s judgment and assumptions
with respect to future conditions. The principal factors considered by management in determining the
adequacy of the allowance are the composition of the loan portfolio, historical loss experience,
economic conditions, the value and adequacy of collateral, and the current level of the allowance.
The provision for loan losses was $7,713,355 for the year ended June 30, 2006. For the year ended
June 30, 2005, there was no provision for loan losses.

Property, Furniture, and Equipment

Property, furniture, and equipment are capitalized at cost and depreciation is provided on the straight
line basis over the estimated useful lives, which are thirty years for the building and from three to ten
years for furniture and equipment.

Bond Issuance Expense

Costs related to issuing bonds are capitalized in the related bond group and are amortized on the
straight line basis over the lives of the bonds.

Other Real Estate Owned

Other real estate owned represents real estate acquired through foreclosure and is stated at the lower
of cost or fair value less estimated disposal costs. Gains and losses from the disposition of other real
estate owned are reported separately in the statement of revenues, expenses and changes in net
assets.
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VIRGINIA HOUSING DEVELOPMENT AUTHORITY
Notes to Basic Financial Statements

June 30, 2006 and 2005

Notes and Bonds Payable

Notes and bonds payable are stated at their unpaid balance less any remaining premiums or
discounts. Bond premiums and discounts are amortized over the lives of the issues using the interest
method.

Retirement Plans

The Authority has three defined contribution employees’ retirement savings plan covering
substantially all employees. Retirement expense is fully funded as incurred, thus resulting in no
unfunded future retirement liabilities. To the extent that terminating employees are less than one
hundred percent vested in the Authority’s contributions, the unvested portion is forfeited and
redistributed to the remaining participating employees.

The Authority also provides postretirement healthcare benefits to all employees who have met the
years of service requirement and who retire from the Authority on or after attaining age 55 or
become permanently disabled. The expense is fully funded as incurred. The decision to continue
benefits offered under the postretirement healthcare plan is determined annually by the Board of
Commissioners.

Compensated Absences

Authority employees are granted vacation and sick pay in varying amounts as services are provided.
Employees may accumulate, subject to certain limitations, unused vacation and sick pay earned and,
upon retirement, termination or death, may be compensated for certain amounts at their then current
rates of pay. The amount of vacation and sick pay recognized as expense is the amount earned each
year.

Section 8 Programs

Project Based

As the Commonwealth administrator for the Department of Housing and Urban Development’s
(HUD) Section 8 New Construction and Substantive Rehabilitation program, the Authority
requisitions Section 8 funds, makes disbursements of Housing Assistance Payments (HAP) funds to
landlords of eligible multi-family developments, and recognizes administrative fee income. The
Authority received and disbursed. pass-through grants totaling $71,643,263 and $71,782,931 during
the years ended June 30, 2006 and 2005, respectively.

Tenant Based

As the Commonwealth administrator for HUD’s Section 8 Housing Choice Voucher program, the
Authority requisitions Section 8 funds, makes disbursements of HAP funds to eligible tenants, and
recognizes administrative fee income. For years ending June 30, 2005 and prior, upon receipt of
HAP Section 8 funds, a liability was recorded for the Authority’s obligation to disburse funds to
Section 8 participants. The Authority received and disbursed pass-through grants totaling
$51,073,466 during the year ended June 30, 2005, excluding administrative fees.
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VIRGINIA HOUSING DEVELOPMENT AUTHORITY
~ Notes to Basic Financial Statements

June 30, 2006 and 2005

As of July 1, 2005, and prospectively going forward, the Authority changed the accounting for
Section 8 funds as required by “Notice PIH 2006-03 (HA)” issued by HUD. Upon receipt or
disbursement of HAP and administrative funds related to Section 8, corresponding revenues or
expenses are recorded in Housing Choice Voucher program income or Housing Choice Voucher
program expense in the statement of revenues, expenses and-changes in net assets. Excess funds
budgeted to the Authority to disburse as HAP or administrative funds are recorded in unrestricted net
assets in the statement of net assets as of June 30, 2006 as cash settlement with HUD is no longer
required. The impact of this change in accounting for the year ended June 30, 2006 resulted in
$10.4 million of revenue recorded in the Statement of Revenues, Expenses and Changes in Net
Assets. HUD will monitor the utilization of these excess funds and take the appropriate action to
assure the funds are being used to serve as many families up to the number of vouchers authorized
by the program.

Commonwealth Priority Housing Fund

The Commonwealth Priority Housing Fund, established by the 1988 Session of the Virginia General
Assembly, uses funds provided by the state to provide loans and grants for a wide variety of housing
initiatives. The Department of Housing and Community Development develop the program
guidelines and the Authority acts as administrator for the Funds.

Cash Equivalents

For purposes of the statement of cash flows, cash equivalents consist of investments with original
maturities of three months or less.

Statement of Net Assets

The assets presented in the statement of net assets represent the total of similar accounts of the
Authority’s various groups (see note 2). Since the assets of certain of the groups are restricted by the
related debt resolutions, the total does not indicate that the combined assets are available in any
manner other than that provided for in the resolutions for the separate groups.

Operating and Nonoperating Revenues and Expenses

The Authority’s statements of revenues, expenses and changes in net assets distinguishes operating
revenues and expenses from nonoperating items. Operating revenues and expenses generally are a
result from financing the acquisition, construction, rehabilitation and ownership of housing intended
for occupancy or ownership, or both, by.families of low or moderate income or as a result from the
ownership of certain multi-family housing rental properties. All revenues and expenses not meeting
this definition are reported as nonoperating revenues and expenses.

Reclassifications

Certain reclassifications have been made in the June 30, 2005 financial statements to conform to the
June 30, 2006 presentation.
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VIRGINIA HOUSING DEVELOPMENT AUTHORITY
Notes to Basic Financial Statements
June 30, 2006-and 2005

Description of Account Groups

(@)

®)

(c)

(d)

General Operating Accounts

- The General Operating Accounts consist of a group of accounts used to record the receipt of income

not directly pledged to the repayment of specific notes and bonds and the payment of expenses
related to the Authority’s administrative functions.

Multi-family Housing Bond and Rental Housing Bond Groups

The proceeds of the Multi-family Housing Bonds and Rental Housing Bonds are used to finance
construction and permanent loans on multi-family development projects, as well as, permanent
financing for owned rental property.

VHDA General Purpose Bond Group

The proceeds of these bonds are used to finance construction and permanent loans on multi-family
projects, loans on single-family dwellings, as well as, permanent ﬁnancmg for owned rental property
and the Authority’s office facilities.

Commonwealth Mortgage Bond Group

The proceeds of Commonwealth Mortgage Bonds are used to purchase or make long term loans to
owner occupants of single-family dwelling units, as well as, temporary financing for other real estate
owned.
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VIRGINIA HOUSING DEVELOPMENT AUTHORITY

Notes to Basic Financial Statements

June 30, 2006 and 2005

Unrestricted Assets

The following assets of the Authority are nonrestricted in nature. These assets have been designated for a
broad range of housing initiatives.

Loan program/Bond group

June 30
2006 2005
Unrestricted assets:
Current assets:
Cash and cash equivalents $ 101,204,960 72,476,172
Investments ' 19,873,262 359,879,268
Interest receivable — investments 1,420,981 1,099,005
Mortgage and other loans receivable 3,155,926 2,928,030
Interest receivable — mortgage and other loans 879,911 958,980
Other real estate owned 1,629,664 359,431
Other assets 2,301,063 1,895,300
Total unrestricted current assets 130,465,767 439,596,186
Noncurrent assets:

Investments 239,724,853 252,468,133
Mortgage and other loans receivable, net 115,031,461 118,540,469

Property, furniture and equipment, less accumulated :

depreciation and amortization of $12,918,275 and

$13,543,381 7,436,435 2,909,630
Other assets 3,779,760 3,339,446
Total unrestricted noncurrent assets 365,972,509 377,257,678
Total unrestricted assets $ 496,438,276 816,853,864

Mortgage and Other Loans Receivable

Interest rates

All other assets of the Authority are restricted in nature, either by the requirements of the relevant bond
indenture or other agreements or resolutions.

Substantially all mortgage and other loans receivable are secured by first liens on real property in the
Commonwealth. The following are the interest rates and typical loan terms by loan program or bond group
for the major loan programs:

Initial loan terms

General Operating Loan Programs
Multi-Family Housing Bond Group
Rental Housing Bond Group

VHDA General Purpose Bond Group
Commonwealth Mortgage Bond Group

0% t0 9.14%
3.50%t0 13.11%
0% to 13.13%
0% to 13.92%
0.50% to 13.85%

20

Thirty to forty years
Thirty to forty years
Thirty to forty years
Thirty to forty years
Thirty years
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VIRGINIA HOUSING DEVELOPMENT AUTHORITY
Notes to Basic Financial Statements

June 30, 2006 and 2005

Commitments to fund new loans and monies available to provide future loans were as follows at June 30,
2006:

General Operating Loan Programs $ 19,796,000
Rental Housing Bond Group 128,341,000
Commonwealth Mortgage Bond Group 390,068,000

Total $ 538,205,000

Beginning in fiscal year 2006, the Authority implemented a new methodology for determining the amount
of its net assets to be used to provide reduced interest rates on mortgage loans or to otherwise subsidize its
programs. Such methodology replaces the previous method of a specific dollar amount of mortgage loan
funds to be made available under the Virginia Housing Fund program, which will not be continued. Under
this new methodology, the annual amount of the Authority’s net assets to be dedicated, on a present value
basis as determined by the Authority, to provide reduced interest rates on mortgage loans or to otherwise
provide housing subsidies under its programs, including bond financed programs, shall be equal to 15% of
the average of the Authority’s change in net assets (as unadjusted for the effect of GASB 31) for the.
preceding three fiscal years. The amounts to be made available under this new methodology in the future
are subject to review by the Authority of the impact thereof on its financial position. The Authority has
financed and expects to finance some, but not all, of such subsidized mortgage loans, in whole or in part,
with funds under its various bond resolutions.

Cash, Cash Equivalents, and Investments

Cash includes cash on hand and amounts in checking accounts, which are insured by the Federal
Depository Insurance Corporation or are collateralized under provisions of the Virginia Security for Public
Deposits Act. At June 30, 2006 and 2005, the carrying amount of the Authority’s deposits were

- $32,628,620 and $18,570,226, respectively and checks drawn in excess of bank balances, included in

accounts payable and other liabilities, were $11,374,962 and $21,682,794. The associated bank balance of
the Authority’s deposits were $31,423,141 and $31,663,773 at June 30, 2006 and 2005, respectively. The
difference between the carrying amount and the bank balance is due to outstanding checks, deposits in
transit and other reconciling items. '

Cash equivalents include investments with original maturities of three months or less. Investments consist
of U.S. Government and agency securities, municipal tax exempt securities, corporate notes and various
other investments for which there are no securities as evidence of the investment. Investments in the bond
funds consist of those permitted by the various resolutions adopted by the Authority. Certain bond
indentures include reserve fund requirements, and investments in these reserve funds are generally not
available for mortgage loans. At June 30, 2006 and 2005, total cash equivalents were $674,861,218 and
$521,308,165, respectively.
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VIRGINIA HOUSING DEVELOPMENT AUTHORITY
Notes to Basic Financial Statements

June 30, 2006 and 2005

Investments are classified in the statements of net assets as follows:

June 30
2006 2005
Current investments $ 99,569,288 625,079,943
Noncurrent investments 329,413,357 446,572,542
Total investments $ 428,982,645 1,071,652,485

The Virginia Security for Public Deposits Act requires that securities collateralizing repurchase agreements
must have a fair value at least equal to 102% of the cost and accrued interest of the repurchase agreement.

As a means of limiting its exposure to fair value losses arising from rising interest rates, the Authority’s
investment policy is to hold all investments to maturity and to limit the length of an investment at
purchase, to coincide with expected timing of its use.

No more than 5% of the Authority’s total assets will be invested in any one entity, exclusive of overnight
repurchase agreements.

Interest Rate Risk

Interest rate risk is the risk that changes in interest rates of debt instruments will adversely affect the fair
value of an investment. The Authority has elected the Segmented True Distribution method of disclosure.

As of June 30, 2006, the Authority had the following investments (including cash equivalents) and
maturities:

Less than 1-5 6-10 Over 10
Investment type 1 year years _years years Fair value
Corporate notes $ 48,700,000 4,894,350 804,401 15,000,000 69,398,751
Repurchase agreements 305,467,407 — — 305,467,407
Municipal securities 13,955,399 16,667,896 — 525,115 31,148,410
Asset-backed securities — 19,988,300 — 121,383,029 141,371,329
Agency mortgage-backed — — 7,474,729 36,204,056 43,678,785
Guaranteed investment contracts — — — — —
U.S. Government and _
agency securities 26,953,889 2,603,019 25,251,280 24,917,582 79,725,770
Money market instruments 406,554,671 4,999,600 — — 411,554,271
Other interest bearing 21,499,140 — — — 21,499,140
Total investments $ 823,130,506 49,153,165 33,530,410 198,029,782  1,103,843,863
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VIRGINIA HOUSING DEVELOPMENT AUTHORITY
Notes to Basic Financial Statements

June 30, 2006 and 2005

As of June 30, 2005, the Authority had the following investments (including cash equivalents) and

maturities:
. Less than 1-5 6-10 Over 10
Investment type 1 year years years years Fair value
Corporate notes $ 75,200,000 41,083,832 880,916 — 117,164,748
Repurchase agreements 410,302,007 o — — 410,302,007
Municipal securities 375,000 28,778,263 — — 29,153,263
Asset-backed securities — 11,446,052 37,207,903 188,811,460 237,465,415
Agency mortgage-backed — — — 55,682,361 55,682,361
Guaranteed investment contracts 79,998,979 240,000,000 — — 319,998,979
U.S. Government and '

agency securities 2,985,000 22,468,662 922,027 39,591,009 65,966,698
Money market instruments 29,045,393 — = — 29,045,393
Other interest bearing 1,586,786 326,595,000 — — 328,181,786
Total investments $ 599,493,165 39,010,846 284,084,830  1,592,960,650

670,371,809

Credit Risk

Credit risk is the risk that an issuer or other counterparts to an investment will not fulfill it obligations. The
Authority places emphasis on securities of high credit quality and marketability.

Rating Percentage

Investment Type Amount (per Moody’s) of portfolio
Money market instruments $ 326,557,376 P-1 29.58%
Repurchase agreements 305,467,407 P-1 27.67%
Asset-backed securities 139,477,274 Aaa 12.64%
Money market instruments 79,997,295 Aaa 7.25%
U.S. Government and agency securities 79,428,863 Aaa 7.20%
Corporate Notes 63,700,000 Aaa 5.77%
Agency mortgage-backed 43,678,785 Aaa 3.96%
Municipal securities 17,480,452 Aa 1.58%
Other interest bearing 13,500,000 P-1 1.22%
Municipal securities 12,327,958 Aaa 1.12%
Other interest bearing 7,999,140 AAA 0.72%
Money market instruments 4,999,600 Unrated 0.45%
Corporate Notes 4,894,350 Aa 0.44%
Asset-backed securities 1,894,055 Aa 0.17%
Municipal securities 1,340,000 VMIG-1 0.12%
Corporate Notes 804,401 A 0.07%
U.S. Government and agency securities 296,907 Unrated 0.03%

Total investments

$ 1,103,843,863
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VIRGINIA HOUSING DEVELOPMENT AUTHORITY
Notes to Basic Financial Statements

June 30, 2006 and 2005

Property, Furniture, and Equipment

Activity in the property, furniture, and equipment accounts for the fiscal year 2006 was as follows:

Balance

Balance
June 30, June 30,
2005 Additions Deletions 2006

Land $ 1,945,095 892,000 — 2,837,095
Building 19,106,393 3,227,185 — 22,333,578
Furniture and equipment 14,147,529 1,156,717 (1,291,826) 14,012,420
Motor vehicles 360,983 47,429 (19,604) 388,808
$ 35,560,000 5,323,331 (1,311,430) 39,571,901

Activity in the related accumulated depreciation accounts during fiscal year 2006 was as follows:

Balance Balance
June 30, June 30,
2005 . Additions Deletions 2006
Building $ (9,823,359) (666,838) — (10,490,197)
Fumiture and equipment (13,244,785) (659,386) 1,291,664 (12,612,507)
Motor vehicles (298,596) (41,392) 19,604 (320,384)
$ (23,366,740) (1,367,616) 1,311,268 (23,423,088)

Activity in the property, furniture, and equipment accounts for the fiscal year 2005 was as follows:

Balance

Balance
June 30, June 30,
_ 2004 Additions Deletions 2005
Land $ 1,945,095 — — 1,945,095
Building 19,106,393 — — 19,106,393
Fumiture and equipment 14,644,401 448,643 (945,515) 14,147,529
Motor vehicles 345,595 15,388 — 360,983
$ 36,041,484 464,031 (945,515) 35,560,000
24
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VIRGINIA HOUSING DEVELOPMENT AUTHORITY
Notes to Basic Financial Statements

June 30, 2006 and 2005

Activity in the related accumulated depreciation accounts during fiscal year 2005 was as follows:

Building
Furniture and equipment
Motor vehicles

Balance Balance
June 30, June 30,
2004 Additions Deletions 2005
$ (9,156,523) (666,836) — (9,823,359)
(13,473,622) (715,003) 943,840 (13,244,785)
(264,974) (33,622) — (298,596)
$ (22,895,119) (1,415,461) 943,840 (23,366,740)
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VIRGINIA HOUSING DEVELOPMENT AUTHORITY
Notes to Basic Financial Statements

June 30, 2006 and 2005

(7) Notes and Bonds Payable
Notes and bonds payable at June 30, 2006 and 2005, and changes for the period were as follows:

Notes and bonds payable at June 30, 2006 and 2005, and changes for the period were as follows:

Balance at Balance at
June 30, June 30,
. Description 2005 Issued Retired 2006

(Amounts shown in thousands)

General operating accounts:
Note:
Federal Home Loan Bank, floating rate,
(weighted average rate of 5.29% at
June 30, 2006) no fixed maturity $ 326,595 77,810 397,185 7,220

Total general operating »
accounts 326,595 7,220

Multi-Family Housing Bond Group:

1993 Series C/D/E/F, dated April 1, 1993,

May 1, 1993 and June 1, 1993, 5.64%

effective interest rate, final due date

November 11, 2017 10,875 — 10,875 —
1994 Series B/C, dated April 1, 1994, 5.99%

effective interest rate, final due date

May 1, 2015 1,175 — 1,175 —
1995 Series A/B/C, dated February 2, 1995,

7.51% effective interest rate, final due date

November 1, 2015 » 255 — 255 —
1995 Series E/F, dated June 29, 1995, 6.18%

effective interest rate, final due date

May 1, 2014 2,110 — 2,110 —
1995 Series H/I, dated October 3, 1995, 6.01%

effective interest rate, final due date

November 1, 2015 17,365 — 3,015 14,350
1995 Series J, dated October 26, 1995, 7.10% '

effective interest rate, final due date .

November 1, 2014 5,375 — 5,375 —
1995 Series K/L, dated October 26, 1995,

5.88% effective interest rate, final due date

November 1, 2015 19,975 — 14415 5,560
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VIRGINIA HOUSING DEVELOPMENT AUTHORITY
Notes to Basic Financial Statements

June 30, 2006 and 2005

Balance at Balance at
June 30, June 30,
Description 2005 Issued Retired 2006

(Amounts shown in thousands)

1996 Series A/B/C, dated January 11, 1996,

6.43% effective interest rate, final due

date May 1, 2016 $ 44,240 — 31,880 12,360
1996 Series D/E/F, dated March 28, 1996,

6.70% effective interest rate, final due

date May 1, 2016 , 23,835 — 18,710 5,125
1996 Series G, dated April 25, 1996, 7.76%

effective interest rate, final due date

May 1, 2016 4,205 — 4,205 —
1996 Series H/I, dated April 25, 1996, 5.94%

effective interest rate, final due date -

May 1, 2016 24,400 — 12,690 11,710
1996 Series J, dated August 8, 1996, 6.15%

effective interest rate, final due date

May 1, 2017 15,725 — 935 14,790
1996 Series K/L/M, dated October 1, 1996,

6.36% effective interest rate, final due date

November 1, 2017 14,195 — 720 13,475
1996 Series N/O, dated December 19, 1996,

6.55% effective interest rate, final due date

November 1, 2017 ' 18,575 — 975 17,600
1997 Series A/B, dated May 15, 1997, 6.90%

effective interest rate, final due date

November 1, 2019 40,570 — 2,015 38,555
1997 Series C/D/E, dated September 11, 1997,

6.20% effective interest rate, final due date

November 1, 2019 45,545 — 1,900 43,645
1997 Series F, dated October 16, 1997, 5.34% :

effective interest rate, final due date

November 1, 2017 6,075 — 335 5,740
1997 Series G/H/I, dated December 18, 1997,

6.24% effective interest rate, final due date

May 1, 2019 46,105 — 2,280 43,825
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VIRGINIA HOUSING DEVELOPMENT AUTHORITY
Notes to Basic Financial Statements

June 30, 2006 and 2005

Balance at Balance at
- June 30, June 30,
Description 2005 Issued Retired 2006

(Amounts shown in thousands)

1998 Series A, dated April 23, 1998, 6.79%

effective interest rate, final due date

November 1, 2019 $ 43,610 — 1,830 41,780
1998 Series B/C/E, dated April 23, 1998 and

September 23, 1998, 5.29% effective

interest rate, final due date :

November 1, 2018 46,630 — 2,405 44,225
1998 Series F, dated July 29, 1998, 6.50%

effective interest rate, final due date

May 1, 2019 27,405 — 1,270 26,135
1998 Series G, dated July 29, 1998, 5.10% :

effective interest rate, final due date

November 1, 2018 39,925 — 2,145 37,780
1998 Series H, dated October 27, 1998, :

6.31% effective interest rate,

final due date May 1, 2019 30,745 — 1,420 29,325
1998 Series I, dated October 27, 1998,

4.94% effective interest rate,

final dué date November 1, 2019 29,870 — 1,445 28,425
1999 Series A/B, dated January 28, 1999, :

5.74% effective interest rate, . .

final due date May 1,2019 65,005 — 3,145 61,860

623,790 — 127,525 496,265

Unamortized premium 2,634 2,049
Total Multi-Family

Housing Bonds 626,424 ' 498,314

28 (Continued)



VIRGINIA HOUSING DEVELOPMENT AUTHORITY
Notes to Basic Financial Statements

June 30, 2006 and 2005

Balance at Balance at
June 30, June 30,
Description 2005 Issued Retired 2006

. (Amounts shown in thousands)

Rental Housing Bond Group:

1999 Series C/D/E/F, dated May 20, 1999,

5.89% effective interest rate,

final due date May 1, 2022 $ 42,485 — © 1,600 40,885
1999 Series G/H, dated August 19, 1999,

6.70% effective interest rate,

final due date May 1, 2022 50,995 — 1,580 49,415
1999 Series I/], dated November 4, 1999,

6.83% effective interest rate,

final due date February 1, 2023 34,185 — 1,065 33,120
1999 Series K/L, dated December 16, 1999,

6.21% effective interest rate, final due date

February 1, 2023 33,195 — 1,080 32,115
2000 Series A/B, dated May 10, 2000, 7.14%

effective interest rate, final due date

August 1, 2024 59,370 — 1,490 57,880
2000 Series C, dated August 3, 2000, '

8.18% effective interest rate,

final due date April 1, 2024 16,160 — 430 15,730
2000 Series D/E, dated August 3, 2000,

5.98% effective interest rate,

final due date April 1, 2024 42,590 — 1,365 41,225
2000 Series F/G/H, dated October 12, 2000,

6.90% effective interest rate, final due :

date October 1, 2024 ‘ 61,025 — 1,615 59,410
2001 Series A/B, dated January 9, 2001,

7.02% effective interest rate, final due

date March 1, 2025 59,100 — 1,475 57,625
2001 Series C/D, dated March 22, 2001,

5.87% effective interest rate, final due ,

date June 1, 2024 13,590 — 455 13,135
2001 Series E/F/G, dated April 26, 2001, 5.94%

effective interest rate, final due date June 1,

2025 19,390 — 940 18,950
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Notes to Basic Financial Statements

June 30, 2006 and 2005

Balance at Balance at
June 30, June 30,
Description 2005 Issued Retired 2006
(Amounts shown in thousands)
2001 Series H/I, dated July 31, 2001, 6.56%
effective interest rate, final due date
July 1, 2025 47,720 — 1,240 46,480
2001 Series J/K/L, dated October 23, 2001,
6.06% effective interest rate, final due date
December 1, 2025 61,090 — 1,725 59,365
2001 Series M, dated December 18, 2001,
6.78% effective interest rate, final due date
January 1, 2027 41,570 — 940 40,630
2001 Series N/O, dated December 18, 2001,
5.40% effective interest rate, final due date
January 1, 2027 36,175 — 985 35,190
2002 Series A, dated April 11,2002, 6.70%
effective interest rate, final due date April 1,
2027 23,525 — 605 22,920
2002 Series B, dated April 11, 2002, 5.30% :
effective interest rate, final due date April 1, :
2027 ' 43,030 — 1,180 41,850
2002 Series C/D, dated June 27, 2002, 6.45%
effective interest rate, final due date
September 1, 2027 62,725 — 995 61,730
2002 Series E/F/G, dated December 19, 2002,
5.45% effective interest rate,
final due date January 1, 2028 76,000 — 1,865 74,135
2003 Series A/B, dated April 24, 2003,
5.04% effective interest rate,
final due date June 1, 2028 56,095 — 1,725 54,370
2003 Series C/D, dated August 5, 2003,
3.87% effective interest rate,
final due date November 1, 2028 62,665 — 2,165 60,500 -
2003 Series E, dated August 5, 2003,
4.84% effective interest rate,
final due date November 1, 2028 81,745 — 2,520 79,225
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Notes to Basic Financial Statements

June 30, 2006 and 2005

Balance at Balance at
June 30, June 30,
Description 2005 Issued Retired 2006

(Amounts shown in thousands)

2003 Series F/G, dated December 23, 2003,

5.42% effective interest rate,

final due date April 1, 2030 $ 51,860 — 1,105 50,755
2004 Series A/B, dated March 17, 2003,

5.25% effective interest rate,

final due date March 1, 2030 17,205 — 120 17,085
2004 Series C, dated April 29, 2004,

5.53% effective interest rate,

final due date May 1, 2029 74,895 — 1,760 73,135
2004 Series D/E, dated April 29, 2004, »

4.72% effective interest rate,

final due date May 1, 2029 53,655 — 990 52,665
2004 Series F/G, dated September 2, 2004,

5.78% effective interest rate, »

final due date September 1, 2030 56,230 — — 56,230
2004 Series H/I/J, dated December 16, 2004,

5.10% effective interest rate,

final due date December 1, 2029 39,355 — 240 39,115
2005 Series A, dated April 26, 2005,

5.37% effective interest rate,

final due date May 1, 2030 41,680 — 475 41,205
2005 Series B/C, dated April 26, 2005,

4.58% effective interest rate,

final due date May 1, 2031 65,245 — 150 65,095
2005 Series D, dated June 14, 2005,

5.52% effective interest rate,

final due date September 1, 2033 : 42,065 — — 42,065
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VIRGINIA HOUSING DEVELOPMENT AUTHORITY
Notes to Basic Financial Statements

June 30, 2006 and 2005

Balance at Balance at
June 30, June 30,
Description 2005 Issued Retired 2006

(Amounts shown in thousands)

2005 Series E/F, dated June 14, 2005,

4.60% effective interest rate,

final due date September 1, 2039 $ 74,120 — 29,000 45,120
2005 Series G, dated October 20, 2005,

5.30% effective interest rate,

final due date December 1, 2030 — 93,465 — 93,465
2005 Series H/I, dated October 20, 2005,

4.45% effective interest rate,

final due date December 1, 2030 — 40,540 — 40,540
2005 Series J/K, dated December 14, 2005,

5.30% effective interest rate,

final due date February 1, 2035 — 40,500 — 40,500
2006 Series A, dated May 23, 2006,
4.89% effective interest rate,

final due date April 1, 2033 — . 8,795 — 8,795
1,541,235 183,300 62,880 1,661,655
Unamortized premium 379 _ 2,823
Total Rental Housing
Bonds 1,541,614 1,664,478
VHDA General Purpose Bonds: |

2002 Series W, dated October 31, 2002,

5.91% effective interest rate, final

due date January 1, 2028 83,815 — 3,445 80,370
2002 Series X/Y/Z, dated October 31, 2002, '

4.82% effective interest rate, final due date

January 1, 2043 259,250 — 2,660 256,590
2003 Series Q, dated October 30, 2003,

5.65% effective interest rate, final

due date October 1, 2028 29,085 - 500 28,585
2003 Series R/S/T/U, dated October 30, 2003

4.62% effective interest rate, final

due date October 1, 2038 86,960 — 1,005 85,955
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Notes to Basic Financial Statements

June 30, 2006 and 2005

Balance at

Balance at
June 30, June 30,
Description 2005 Issued Retired 2006
(Amounts shown in thousands) '
2003 Series V, dated June 26, 2003
4.52% effective interest rate, final due
date October 1, 2029 $ 49,920 — 2,520 47,400
509,030 — 10,130 498,900
Unamortized discount (2,066) 811
Total General Purpose Bonds _506,964 _ 498,089
Commonwealth Mortgage Bonds:
1993 Series G/H, dated November 1, 1993,
5.30% effective interest rate, final due date
July 1, 2027 46,120 — 46,120 —
1996 Series E/F, dated December 18, 1996,
5.43% effective interest rate, final due
date January 1, 2046 140,000 — — 140,000
2001 Series A, dated January 30, 2001, 6.50%
effective interest rate, final due date :
February 25, 2030 10,692 — 3,680 7,012
2001 Series B, dated May 4, 2001, 6.50%
effective interest rate, final due date
May 25, 2031 ' 11,784 — 4,179 7,605
2001 Series C/D, dated June 13, 2001, 5.19%
effective interest rate, final due date
July 1, 2027 87,915 — 58,265 29,650
2001 Series F, dated July 31, 2001, 6.50% '
effective interest rate, final due date
September 25, 2031 16,549 — 6,043 10,506
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VIRGINIA HOUSING DEVELOPMENT AUTHORITY

Notes to Basic Financial Statements

June 30, 2006 and 2005

Balance at Balance at
June 30, : June 30,
Description 2005 Issued Retired 2006
(Amounts shown in thousands)
2001 Series G, dated October 17, 2001, 6.00%
effective interest rate, final due date
December 25, 2031 $ 17,923 — 4,920 13,003
2001 Series H, dated October 18, 2001, 5.36%
effective interest rate, final due date
July 1, 2036 223,000 — — 223,000
2001 Series I/J, dated October 18, 2001, 5.09%
effective interest rate, final due date
July 1, 2023 _ 163,685 — 53,695 109,990
2002 Series A, dated January 14, 2002, 6.50%
effective interest rate, final due date :
February 25, 2032 24,399 — 8,719 15,680
2002 Series B, dated March 20, 2002, 6.00% :
effective interest rate, final due date
August 25,2030 66,444 — 17,629 48,815
2002 Series C, dated June 27, 2002, 6.00%
effective interest rate, final due date
June 25, 2032 24,771 — 8,311 16,460
2002 Series D, dated June 27, 2002, 6.50%
effective interest rate, final due date _
June 25, 2032 2,621 — 972 1,649
2002 Series E/F/G, dated December 17, 2002,
5.00% effective interest rate,
final due date December 25, 2032 69,477 — 17,751 51,726
2003 Series A/B, dated April 3, 2003,
4.28% effective interest rate,
final due date April 1, 2027 165,140 — 18,800 146,340
2003 Series C, dated October 1, 2003,
5.00% effective interest rate,
final due date August 25, 2033 4,782 — 2,247 2,535
2004 Series A, dated March 18, 2004,
4.30% effective interest rate, :
final due date October 1, 2035 179,280 — 5,060 174,220
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June 30, 2006 and 2005

Balance at Balance at
June 30, June 30,
. Description 2005 Issued Retired 2006

(Amounts shown in thousands)

2004 Series B, dated June 10, 2004,
5.50% effective interest rate, :
final due date June 25, 2034 $ 15,850 — 2,906 12,944
2004 Series C, dated November 2, 2004,
4.21% effective interest rate,
final due date January 1, 2031 170,000 — 550 169,450
2005 Series A, dated April 21, 2005, :
4.31% effective interest rate, _
final due date October 1, 2031 465,000 — 3,000 462,000
2005 Series B, dated April 21, 2005,
4.92% effective interest rate,
final due date July 1, 2042 46,120 — — 46,120,
2005 Series C/D/E, dated November 3, 2005,
3.23% effective interest rate,
final due date April 1, 2028 — 450,090 — 450,090
2005 Series F/G, dated December 15, 2005,
3.66% effective interest rate,
final due date December 1, 2010 — 239,560 — 239,560
2006 Series A, dated April 27, 2006, :
5.50% effective interest rate,
* final due date March 25, 2036 — 5,651 233 5,418
2006 Series B, dated April 27, 2006,
6.00% effective interest rate,
final due date March 25, 2036 — 7,586 135 7,451
2006 Series C, dated June 8, 2006, '
. 6.00% effective interest rate,

final due dated June 25, 2034 — 100,885 — 100,885

1,951,552 803,772 263,215 2,492,109

Unamortized premium 632 2,025
Total Commonwealth _

Mortgage Bonds 1,952,184 2,494,134

Total $ 4,953,781 5,162,235
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VIRGINIA HOUSING DEVELOPMENT AUTHORITY
Notes to Basic Financial Statements

June 30, 2006 and 2005

Notes and bonds payable at June 30, 2005 and 2004 and changes for the period were as follows (amounts
in thousands):

Change in
unamortized
premium
discount and
compound
interest
June 30, 2004 Issued Retired payable June 30, 2005
General operating accounts $ 139,670 200,050 13,125 — 326,595
Multi-Family Housing Bonds 738,225 — 111,810 9 626,424
Rental Housing Bonds 1,250,396 318,695 27,105 (372) 1,541,614
VHDA General Purpose Bonds 514,770 — 9,295 1,489 506,964
Commonwealth Mortgage Bonds 1,708,406 681,120 441,057 3,715 1,952,184
Total $ 4,351,467 1,199,865 602,392 4,841 4,953,781
June 30
2006 2005
(Amounts shown in thousands)
Notes and bonds payable — current $ 395,629 522,980
Bonds payable — noncurrent 4,766,606 4,430,801
Total $ 5,162,235 4,953,781

The Authority has the right to specifically redeem bonds, without, premium upon the occurrence of certain
specified events, such as the prepayment of a mortgage loan. The Authority also has the right to optionally
redeem the various bonds at premiums ranging from 0% to 2%. The optional redemptions generally cannot
be exercised until the bonds have been outstanding for approximately ten years. All issues generally have
term bonds, which will be subject to redemption, without premium, from mandatory sinking fund
installments.
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Notes to Basic Financial Statements

June 30, 2006 and 2005

The principal payment obligations and associated interest related to all note and bond indebtedness
(excluding the effect of unamortized discounts and premium and including special and optional
redemptions that occurred subsequent to year end) commencing July 1, 2006 and thereafter are as follows:

2042 - 2046

Original Current Total debt
principal interest service
Period ending June 30:

2007 395,628,673 250,084,530 645,713,203
2008 189,825,000 240,661,675 430,486,675
2009 218,320,000 232,527,458 450,847,458
2010 227,185,000 223,133,852 450,318,852
2011 219,370,000 213,190,604 432,560,604
2012 -2016 1,010,765,000 917,067,228 1,927,832,228
2017 -2021 885,210,000 667,989,551 1,553,199,551
2022 - 2026 752,305,000 447,499,515 1,199,804,515
2027 - 2031 558,378,993 265,298,338 823,677,331
2032 -2036 456,065,883 123,963,572 580,029,455
2037 -2041 143,175,000 43,772,198 186,947,198

99,920,000 11,170,344 111,090,344

$ 5,156,148,549 3,636,358,865 8,792,507,414

Escrows and Project Reserves

Escrows and project reserves represent amounts held by the Authority as escrows for insurance, real estate
taxes and completion assurance, and as reserves for replacement and operations (see note 13). The
Authority invests these funds and, for project reserves, allows earnings to accrue to the benefit of the
mortgagor. At June 30, 2006 and 2005, these escrows and project reserves were presented in the
Authority’s statements of net assets as follows:

2006 2005
Escrows — current 28,938,071 26,255,514
Project reserves — noncurrent 163,034,955 159,409,620
Totals 191,973,026 185,665,134

Investment Income

The amount of investment income the Authority may earn in the Commonwealth Mortgage Bond Group
and certain bond issues in the Multi-family Housing Bond and Rental Housing Bond Group is limited by
certain Federal legislations. Earnings in excess of the allowable amount must be rebated to the U.S.
Department of the Treasury. These excess earnings are recorded in accounts payable and other liabilities
and amounted to $2,712,524 and $1,860,897 at June 30, 2006 and 2005, respectively.
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Notes to Basic Financial Statements

June 30, 2006 and 2005

Risk Management

The Authority manages its interest rate risk on a portion of loan commitments through short sales of
investment securities. These transactions meet the requirements for hedge accounting as all hedged items
are specifically identified, probable of occurring, and highly correlated to the hedging instrument. The gain
or loss from hedging transactions is recorded as an unamortized premium or discount and recognized as an
adjustment to yield over the remaining life of the loan. The Authority periodically assesses correlation in
order to determine the ongoing appropriateness of hedge accounting.

During the years ended June 30, 2006 and 2005, the authority experienced a net gain of $1,243,157 and a
net loss of $2,142,074, respectively, from hedging transactions settled during the year. At June 30, 2006,
no short sales were outstanding. The Authority’s policy is to make adjustments to interest rates of loans
related to such hedging transactions to reflect the losses or gains on such hedging transactions.

Net Assets

Capital assets, net of related debt, represent property, furniture, and equipment, as well as an investment in
rental property, less the current outstanding applicable debt.

Restricted net assets represent those portions of the total net assets in trust accounts established by the
various bond resolutions for the benefit of the respective bond owners. Restricted net assets are generally
required reserve funds, mortgage loans and funds held for placement into mortgage loans, investments, and
funds held for scheduled debt service.

Unrestricted net assets represent those portions of the total net assets set aside to reflect cwrent utilization
and -tentative plans for future utilization of such net assets. As of June 30, 2006 and 2005, such
designations included funds to be available for other loans and loan commitments; over commitments and

~over allocations in the various bond issues; for support funds and contributions to bond issues; and for

working capital and future operating and capital expenditures. Additional unrestricted net- assets
commitments include contractual obligations for additional contributions to bond reserve funds;
maintenance of the Authority’s obligation with regard to the general obligation pledge on its bonds;
contributions to future bond issues other than those scheduled during the next year; self insurance on the
uninsured, unsubsidized multi-family conventional loan program and any unanticipated losses in
connection with the uninsured portions of the balance of the single-family and multi-family loans; self
insurance on the liability exposure of Commissioners and officers; the cost of holding foreclosed property
prior to resale; costs incurred with the redemption of bonds; single-family loan prepayment shortfalls and
other risks and contingencies.

Employee Benefits Plans

The Authority incurs employment retirement savings expense under a defined contribution plan equal to
eight percent of full time employees’ compensation. Total retirement savings expense for the years ended
June 30, 2006 and 2005 was $1,539,534 and $1,453,215, respectively.

The Authority sponsors a deferred compensation plan available to all employees created in accordance
with Internal Revenue Section 457. The Plan permits participants to defer a portion of their salary or wage
until future years. The deferred compensation is not available to employees until termination, retirement or
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Notes to Basic Financial Statements

Junie 30, 2006 and 2005

death. The assets of the Plan are in an irrevocable trust with an external trustee and, accordingly, no assets
or liabilities are reflected in the Authority’s financial statements.

As of June 30, 2006 and 2005, included in accounts payable and other liabilities is an employee
compensated absences accrual of $2,710,357 and $2,796,921, respectively (see note 13).

Funding amounts for the postretirement healthcare benefits offered are approved annually by the Board of
Commiissioners. Included in accounts payable and other liabilities is a postretirement healthcare benefit
liability of $6,903,253 and $6,003,160 as of-June 30, 2006 and 2005, respectively (see note 13). Total

expense incurred for these benefits for the years ended June 30, 2006 and 2005 was $639,580 and
$603,138, respectively.

Other Long Term Liabilities

Activity in the Authority’s noncurrent liability accounts, other than bonds payable, for the period ending
June 30, 2006 was as follows:

Balance at Balance at
June 30, June 30,
2005 Additions Decreases 2006

Project reserves $ 159,409,620 52,598,241 48,972,906 163,034,955
Commonwealth Priority Housing

Fund liability 17,985,632 409,044 10,807,424 7,587,252

Other liabilities 10,547,557 3,383,491 1,708,571 12,222,477

Compensated absences payable 2,796,921 1,390,002 1,476,566 2,710,357

Retiree healthcare 6,003,160 1,188,043 287,950 6,903,253

Total $ 196,742,890 58,968,821 63,253,417

192,458,294

Activity in the Authority’s noncurrent liability accounts, other than bonds payable, for the period ending

June 30, 2005 was as follows:

Balance at Balance at
June 30, June 30,
2004 Additions Decreases 2005

Project reserves $ 157,372,369 45,210,555 43,173,304 159,409,620
Commonwealth Priority Housing

Fund liability 18,931,818 525,915 1,472,101 17,985,632

Other liabilities 9,797,546 2,062,124 1,312,113 10,547,557

Compensated absences payable 2,866,993 1,527,436 1,597,508 2,796,921

Retiree healthcare 5,141,028 1,091,736 229,604 6,003,160

Total $ 194,109,754 50,417,766 47,784,630 196,742,890
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" Notes to Basic Financial Statements .

June 30, 2006 and 2005

Contingencies and Other Matters

Certain claims, suits and complaints arising in the ordinary course of business have been filed and are
pending against the Authority. In the opinion of management, all such matters are adequately covered by
insurance or, if not so covered, are without merit or are of such kind or involve such amounts as would not
have a material adverse effect on the financial statements of the Authority.

The Authority participates in several Federal financial assistance programs, principal of which is the Lower
Income Housing Assistance Program. Although the Authority’s administration of Federal grant programs
has been audited in accordance with the provisions of the United States Office of Management and Budget

Circular A 133 through June 30, 2006, these programs are still subject to financial and compliance audits.
The amount, if any, of expenses which may be disallowed by the granting agencies cannot be determined
at this time, although the Authority expects such amounts, if any, to be immaterial in relation to its
financial statements. ' :

Subsequent Events

In addition to schedule bond issues, the Authority made a bond issue of certain bonds payable subsequent
to June 30, 2006 as follows:

Commonwealth Mortgage Bonds, 2006 Series D, E and F July 13,2006 $ 650,000,000

In addition to scheduled redemptions, the Authority made special and optional redemptions of certain
bonds payable subsequent to June 30, 2006 as follows:

Commonwealth Mortgage Bonds October 1, 2006 $ 23,665,000
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KPMG LLP

Suite 2000

1021 East Cary Street
Richmond, VA 232194023

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

Commissioners
Virginia Housing Development Authority:

We have audited the financial statements of Virginia Housing Development Authority, a component unit of
the Commonwealth of Virginia as of and for the year ended June 30, 2006, and have issued our report
thereon dated September 22, 2006. 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.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered Virginia Housing Development 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 assurance 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 the 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 Virginia Housing Development Authority’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 for the information of the board of commissioners and the audit commiitee,
management and federal awarding agencies and pass through entities and is not intended to be and should
not be used by anyone other than these specified parties.

KPMme LP

September 22, 2006

KPMG LLP, 8 U.S. limvited lisbility partnership, is the U.S.
member firm of KPMG | jonsl, & Swiss cooperative.




