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CLEVELAND HOUSING NETWORK, INC. AND AFFILIATE

Independernt Auditors’ Report

We have audited the accompanying consolidated statement of financial position of Cleveland
Housing Network, Inc. and Affiliate as of December 31, 2008, and the related consolidated
statements of activities, functional expenses, and cash flows for the year then ended. These
consclidated financial statements are the responsibility of Cleveland Housing Network, Inc.’s
management. Our responsibility is to express an opinion on these consolidated financial statements
based on our audit. The prior year summarized comparative information has been derived from the
Organization's 2007 financial statements and in our report, dated June 4, 2009, we expressed an
unqualified opinion on those financial statements.

We conducted our audit in accordance with auditing standards generally accepted in the

tnit
Auditing Standards, issued by the Comptroller General of the United States. Those standards

require-that-we--plan-and-perform-the-audit-io-obtain-reasonable--assurance--about-whether-the .

assessing the accounting principles used and significant estimates made by management, as well

as_evaluating.the_overall_financial_statement_presentation.__We believe_thal 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 consolidated financial position of Cleveland Housing Network, Inc. and Affiliate as of
December 31, 2008, and the changes in their net assets and their cash flows for the year then ended
in conformity with accounting principles generally accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued our report dated

June 42009, on our consideration of Cleveland Housing Network, Incand-Affiliate’sintermal controt
aver financial reporting and our tests of their compliance with certain provisions of laws, regulations,
contracis and grant agreements, and other matters. The purpose of that report is to describe the
scope of our testing of internal cantrol 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 read in conjunction with this report in considering the results of
our audit.

Our audit was performed for the purpose of forming an opinion on the basic financial
statements of Cleveland Housing Network, Inc. and Affiliate taken as a whole. The accompanying
schedule of expenditures of Federal awards is presented for purposes of additional analysis as
required by the U.S. Office of Management and Budget Circular A-133, Audits of States, Local
Governments, and Non-Profit Organizations, and is not a required part of the basic financial
statemnents. Such information has been subjected to the auditing procedures applied in the audit of
the basic financial statements and, in our opinion, is fairly stated, in all material respects, in relation

to the basic financial statements taken as a whole.
Cahlm | CoM{lei

June 4, 2008
Cleveland, Ohio
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CLEVELAND HOUSING NETWORK, INC. AND AFFILIATE PAGE 6
CONSOLIDATED STATEMENT OF CASH FLOWS
YEARS ENDED DECEMBER 31, 2008 AND 2007
2008 2007*
CASH FLOW PROVIDED FROM OPERATING ACTIVITIES
Change in net assets $ 101,080 $ 579,164
Noncash items included in income
Depreciation and amortization 34,761 36,668
Forgiveness cf long-term debt (973,000)
Deferred interest income (1,390,491) (1,351,978)
Loss on collection of notes and accounts receivable 760,318 1,338,580
Reserve for notes receivable impairment 600,000
Reserve for inventory impairment 275,000 350,000
Increase (decrease) in cash caused by changes
in current items
Accounts receivable - Net (886.251) 5,506,686
Inventory - Net 3,749,320 3,946,686
Prepaid_and other assets 16,988 72,799
Accounis payable and accrued expenses 455,735 (1,332,402)
Deferred revenue . 363,457 (142,447)
Net cash flow provided from operations 3,106,917 9,003,756
CASH FLOW USED IN INVESTING ACTIVITIES
Proceeds on sale of land and buildings held for sale 541,149 184,870
Renovation costs on land and buildings held for sale (280,967)
Advances under notes and mortgages receivable (679,658) (2,853,741)
Repayment of notes, mortgages, and interest receivable 6,385
{413,091) (2,668,871)
CASH FLOW USED IN FINANCING ACTIVITIES
Additional financing 13,024,715 5,086,245
Repayment of debt (16,226,538) (10,418,948)
{3,201,823) (5,333,703)
INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS (507,997) 1,001,182
CASH AND CASH EQUIVALENTS - BEGINNING OF YEAR 4,544,651 3,543,469
CASH AND CASH EQUIVALENTS - END OF YEAR $ 4,036,654 $ 4,544,651
NONCASH INVESTING AND FINANCING ACTIVITIES
Homes transferred to lease purchase buyers in exchange
for forgiveness of debt $ 385177 $ 569,193
Assumption of debt upon receipt of homes from
affiliated partnership 3 - $ 500,000
SUPPLEMENTAL INFORMATION
Interest paid $ 815,300 $ 964,600

*Reclassified to conform to current year presentation

The accompanying notes are an integral part of these statements.




CLEVELAND HOUSING NETWORK, INC. AND AFFILIATE PAGE 7

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Nature of Operalions

The accompanying consolidated financial statements of Cleveland Housing Network, Inc.
(the Network) include the accounts of its afiiliate, NHI, inc. (NHI), consclidated on the
basis of control and economic interest in accordance with AICPA Statement of Position
94-3. All intercompany transactions and baiances are eliminated in consolidation.

Cleveland Housing Network, Inc. is an Ohio non-profit corporation exempt from Federal
income tax under Section 501(c}3) of the Internal Revenue Code. The Network was
established for the purpose of developing affordable housing and providing housing
services in the City of Cleveland and surrounding areas in partnership with its 17
neighborhood constituent community development corporations (CDCs), all of which are
tax exempt. These CDCs are Buckeye Area Development Corporation, Burten Bell Carr
Development Corporation, Clark-Metro  Developmert Corporation, —Detroit—Stroreway

Community Development Organization, Fairfax Renaissance Development Corporation,
o Famicos Foundation.Inc_'G!enVille Developmenicorpﬂraﬁon,MDUUt PleasantNOW ..............
.Development_Corporation,_Noriheast Shares_Development_Corporation, Ohio City Near

————West-Devetopment-CorporationShaker-Square-Area-Development-Gorperation-Slavie

Village Development, St. Clair-Superior Neighborhood Development Corporation,

Stockyard Redevelopment Organization, Tremont West Development Corporation,
Union-Miles Development Corporation, and Westown Community Development
Corporation.

NHI, inc. is an Ohio non-profit corporation exempt from Federal income tax under Section
501(c)(3) of the Internal Revenue Code. NHI, Inc. was established for the purpose of
holding real property to be used to support the charitable activities of the Network.
During 2008, NHI-had-no-income-statement-activity-and-any-asseis-held-had-zero-value:

The Network operates many different programs. They are summarized in the financial
staterments as follows:

Partnershins and Development {Low Income Housing)

The Network forms limited partnerships and utilizes private sector equity generated by
the low income housing tax credits to acquire, develop, and lease properties with the
goal of generating pathways out of poverty or providing low income individuals a 15-
year pathway to homeownership. The Network receives Federal, state, and local
grants and loans which it in turn loans to the partnerships. Since inception, over
3,000 units have been completed.

Weatherization

These programs assist low income families in maintaining and improving the properties
which they occupy. Since inception, approximately 88,000 homes have received
electrical, plumbing, weatherization, furnace, and/or lead abatement improvements
at no or minimal cost to the families.

Funding is provided by utility companies and Federal, state, and local grants.



CLEVELAND HOUSING NETWORK, INC. AND AFFILIATE PAGE 8

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES {Continued)
Homeward

This program acquires, develops, and sells properiies 1o low and moderate income
families. Since inception, 1,421 homes have been developed and sold to qualifying
families at affordable prices. Sale price is set based upon development cosis. Each
house is completely renovated to exceed code. Through mortgage financing
packages arranged by the Network, many families not otherwise able to afford home
ownership become homeowners through the Homeward program.

Family Services and Community Training

These programs provide pathways out of poverty for low and moderate income
households and include social services, training, and counseling. Over 340 families
have received permanent housing coupled with largeted supporiive services for

——____________disabled and formerly homeless nousenolds.  Another 1800 families Teceived—

foreclosure prevention counseling and direct assistance that resulted in avoiding
foreclosure. In addition, 11,000 adults and children have participated in financial
literacy, homeownership, computer and technoloqy, and after schooi Iearnmq

achleve homeownershlp.

Subsidiaries

The Network has 32 for-profit and not-for-profit subsidiaries with ownership of 25% to 100%.
The scle purpose of these subsidiaries is io act as geperal paripers in limited
partnerships (owning .01% - 1%) which acquire, develop, operate, and sell low income
housing. The Network accounts for its ownership interest in the subsidiaries in
accordance with guidance provided by EITF 04-5. The limited partners have substantive
kick-out and participation rights and, accordingly, the Network has not consolidated the
subsidiaries in these accompanying financial statements.

Income Taxes

In June 2006, the Financial Accounting-Standards Board (FASB) issued FASB Interpretation
No. 48 (FIN 48) — Accounting for Uncertainty in Income Taxes thai requires the tax
effects of certain tax positions to be recognized. These tax positions must meet a "more
likely than not" standard that, based on their technical meriis, have a more than 50
percent likelihood of being sustained upon examination. In accordance with FASB FSP
FIN 48-3, the Network has elected 1o defer the adoption of FIN 48 until 2009. FASB is
presently preparing guidance for the adoption of FIN 48 for not-for-profit entities. Once
this guidance is available, management of the Network will evaluate the impact, if any,
that FIN 48 will have on the financial statements.

Comparative Totals

The financial statements include certain prior-year summarized comparative information in
total but not by net asset class. Such information does not include sufficient detail to
constitute a presentation in confarmity with accounting principles generally accepted in
the United States of America. Accordingly, such information should be read in
conjunction with the Network's financial statements for the year ended December 31,
2007, from which the summarized information was derived.



CLEVELAND HOUSING NETWORK, INC. AND AFFILIATE PAGE 9

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Revenue Recognition

Grants

The Network recognizes grants from governmental agencies as exchange transactions.
The grants require the Network to provide services of approximate equal value to the
amounts received under the grants.

The Network recognizes funds as support from grants when eligible costs are incurred.
A receivable is recorded to the extent granis earned exceed cash advances.
Conversely, deferred revenue is recorded when grant or coniract cash advances
exceed support earned. The grantors may, at their discretion, regquest
reimbursement for unallowed expenses as a result of noncompliance by the Network
with the terms of a grant. On ceriain grants, if advances exceed eligible costs, the
funds must be returned te the grantor.

The Network received 52% of its public support from two funding sources, the OChio

East-Ohio-under-the-Housewarming-Program.

Contribtiiicons

All contributions are considered available for unrestricted use, unless received with
donor stipulations that limit the use of the assets. When the intent of the donor is
that the assets are to remain in perpetuity, the asseis are reported as permanently
restricted. The investment income generated by these assets is reported in
accordance with the donors’ stipulations. Currently, all such income is designaied
for general operations. When a donor restriction expires, for example, when a
stipulated time restriction ends or purpose restriction is accomplished, temporarily
restricted net assets are reclassified to unrestricted net assets and reported in the
statement of activities as net assets released from restrictions. Donations whaose
stipulations are met in the year received are recorded as unrestricted support.

Management Fees

Management fee revenue includes developer fees earned by the Network for contract
and development services provided to its related limited partnerships during the pre-
development and development phases of the projecls. The fees are recognized
upon the completion of specific performance milestones as outlined in the
agreements.

Maintenance Services

Revenue from maintenance and oversight of properties is charged on a per unit basis
and recognized in the year in which service is provided.

Accounis Receivable

Accounts receivable includes program service fees, escrow, and grant proceeds from
houses sold, and fees and advances due from various limited partnerships. These
amounts are due under various payment terms. Payments of receivables are allocaied
to the specific invoices (if applicable} identified on the remittance advice or, if
unspecified, are applied to the earliest unpaid invoices.



CLEVELAND HOUSING NETWORK, INC. AND AFFILIATE PAGE 10

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Accounts Receivable {Continued)

The carrying amount of accounts receivable is reduced by a valuation allowance that
reflects management's best estimate of the amounts that will not be collected.
Management individually reviews all receivable balances that exceed 90 days from
invoice date and estimates the portion, if any, of the balance that will not be collected.
Additionally, management eslimates an allowance for the aggregate remaining
receivables based on historical collectibility. At December 31, 2008, an allowance of
$161,900 has been recorded for uncollectible receivables.

Accounting Estimates

Management uses estimailes and assumptlions in preparing its financial statements in

accordance with accounting principles generally accepted in the United States of
America:-Those-estimates-and-assumptions-affect-the-reporied-amounts-of-assets-and
liabilities, the disclosure of contingent assets and liabilities, and the reported revenue
and-expenses.-Actual-results-could-vary-from-the-estimates-ithat-were-used.

Cash and Cash Equivalents

Cash and cash equivalents include demand deposits, money market accounts, and other
investments with original maturities of six months or less.

The Network's cash is held in accounts the balances of which substantially exceed the
amount of related Federal insurance.

Inventory

————}ventory includes housesheldfor satewith-totat costsof-$4,802; 346under the Homeward———

program. Inventory includes all costs to purchase and rehabilitate these properiies,
including capitalized interest of $844,288 and capitalized developrment fees of $48,350.
These development fees are charged at a set amount {o each house {(40% at contract,
50% at sale, and 10% at closing) which approximates the personnel costs incurred by
the Network in-acquiring and rehabilitating each house. At December 31, 2008, the
Network has a reserve for impairment as management expects to sell the inventory for
less than its cost.

Inventory — Homeward program $ 4,802,346
Reserve for impairment (1,375,000}
3,427,346
Inventory — Other programs 850,394
Inventory — Net $ 4277740

Gross sales and cost of sales for 2008 for the Homeward program were $3,681,213 and
$5,305,252, respectively. In addition, $582,997 of grants were received to reduce the
cost of the houses and the losses on the houses. These transactions are recorded net
in the loss on sale of houses in the statement of activities. At December 31, 2008, there
were 45 properties in Homeward inventory, including 25 vacant lois held for future
development.

The balance in inventory from other programs consists of properties purchased for resale to
affiliated partnerships, vacant lots, and other miscellaneous properties.



CLEVELAND HOUSING NETWORK, INC. AND AFFILIATE PAGE 11

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Depreciation

Depreciation of furniture and equipment is provided by use of the straight-line method over
the estimated useful lives of the assets as follows:

Furniture and equipment 5 -7 years

Land and Buildings Held for Sale

l.and and buildings held for sale are properties received in payment of notes and interest
receivable and are recorded at fair value at date received and held for sale to qualified
low income purchasers.

Functional Allocation of Expenses

The costs of prowdmg the various programs and other activities have been summarized on

certain costs-have been allocated between program services, management and general,
-and-fundraising. S y . _

2. NOTES RECEIVABLE

Long-term notes receivable are due from various limited partnerships in which the Network’s
subsidiaries are general partners. The partnerships acquire, develop, own, operate,
lease, and provide tenants with the opportunity to purchase low-income housing. The
properties are developed using low income housing tax credits. Interest rates on the
notes receivable range from .25% to 8.01%. Certain of the notes require current

payments of inlerest but a substantial porfion of the interest i1s deferred unti the matunty
of the notes. All principal payments are deferred until the completion of the fifteen year
requirement for low income housing tax credits. The due dates of the notes range from
2009 through 2034. The notes are collateralized by the assignment of investor limited
partners’ notes or mortgages on certain real and personal property. '

At the due date of the principal, the Network expects, in substantially all cases, to receive
parinership properties as repayment for these receivables. In many cases, amounts due
to the City of Cleveland by the Network related to these properties are forgiven at the
same time. The Network will then sell the properties to tenants or other qualified low-
income purchasers.

Loss on Collection of Notes and Accounts Receivable

During 2008, the Network received properties as repayment for notes and interest
receivable, which were accounted for as follows:

Fair value of homes received $ 2,089,000
Notes receivable forgiven (3,634,234)
Interest receivable forgiven (1,057,334)
Related loans forgiven by City of Cleveland 2,043,846
Deferred interest forgiven by City of Cleveland 227,892
Related accounis receivable written off {439,488)

Loss on collection 3 (7160.318)
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

2. NOTES RECEIVABLE {Continued)

Loss on Collection of Notes and Accounts Receivable {Continued)

The Network reviews its long-term notes and interest receivable for impairment whenever
events or changes in circumstances indicate that the value of the receivable and
underlying collateral may not be recoverable. Recoverability is measured by comparison
of the expected future sales price of the properties to the amount of debt estimated to be
assumed and repaid. If the realizable value of the properties is considered potentially
impaired, management records a reserve for an estimate of the loss. The Network has a
history of receiving less than the carrying value of the receivables. Accordingly, at

December 31, 2008, management has provided a reserve for future losses amounting to
$600,000.

3. MORTGAGES RECEIVABLE

The Network receives Federal funds io provide non-interest bearing deferred second
7 'mortgages which are used to finance the purchase of homes by low and moderate
income-individuals._The_notes-are_due infulLif_the home._buyer sells_the_home_within.the

——————————————first-byears-of-ownership—in-years-&-through—26—=-proportionate—share—of-thefean-is
forgiven, and at year 20, no amount is due. Forgiveness in 2008 was approximately

$23,2007 At December 312008, the outstanding balance on these mortgages was
$140,465.

The Network also provides second and third deferred mortgages to finance the purchase of
homes by low and moderate income individuals. No interest is due on these loans
unless they are sold within 5 years of ownership. Morigages provided to buyers of the
Homeward homes are due in full if the home buyer sells the home within the first 30
years of ownership. Provided the house is not sold for 30 years, the mortgages are

forgiven. At December 31, 2008, the outstanding balance on these morigages was
$590,138.

Morigages provided to buyers of homes in the lease-purchase program are repaid to the
Network upon the sale of ihe home. At December 31, 2008, the outstanding balance on
these mortgages was $102,576.

4. NOTES PAYABLE

The Network has lines of credit with four banks and two community development lending
institutions, totaling $13,325,000, of which $6,038,430 was outstanding at December 31,
2008. The interest rates are fixed at 0% and 6.75% or vary from prime (3.25%) less
3.5% to .5% above prime. Approximately $6,000,000 of the total lines may be used only
for acquisition and construction of properties purchased for inventory. No more than
95% of the total costs per house may be financed on these lines. Interest is payable
monthly with principal to be repaid from proceeds of properiies sold. Approximately
$3,975,000 of the lines are unsecured. The balance of the lines are secured by land
and buildings held for sale, future rents, general intangibles, receivables, and contract
rights. The notes payable are classified as current liabilities as management expects
the notes to be repaid in 2008.

Two of the lines of credit with two community development lending institutions have certain
financial covenants, requiring the maintenance of a current ratio and liabilities to net
worth ratio.



Future maturities of long-term debt are as follows:

2009
2010
2011
202
2013
Thereafter

$ 2,677,155
741,369
2,801,995
1,100,000

27772441
35,092,960

CLEVELAND HOUSING NETWORK, INC. AND AFFILIATE PAGE 13
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
5. LONG-TERM DEBT
Long-term debt at December 31, 2008, consists of the following:
4.5% unsecured note, payable to LISC with inierest payable
monthly and $10,000 due upon the sale of certain property;
with balance due January 2013 $ 131,169
0% - 6.5% mortgages, payable to the City of Cleveland and
State of Chio with all interest and principal deferred; due
2011 through 2037; certain of the morigages have
provisions for forgiveness of principal and interest 27,897 436
Note, payable to the City of Cleveland with no interest or
principal payments through 2012; $480,000 of principal
forgiven in 2012 if loan conditions met; after 2012,
payrients of principal-ard-interestof 5% until
cbligation is repaid; collateralized by mortgages 600,000
4.3% - 6.8% construction notes, pavable to a bank with
aggregate-maximum borrowi
separated into four tranches of $677,000 each. The
remaining tranchesare payable-in-fall-in-2009-through
2011; collateralized by assignment of leases and
second mortgages 1,878,600
Non-interest bearing, unsecured Community Development
Block Grants; the debt will be forgiven if certain
provisions are met; net of$3,657,673 forgiven and
considered as grant income 78,365
4% unsecured note, payable to a bank with interest
payable quarierly; due July 2012 500,000
4% note, payable to a bank with interest payable quarterly,
due April 2017; collateralized by real estate 2,000,000
4.5% unsecured notes, payable fo ESIC New Markets
Partners X Limited Partnership, interest at 4.5%
payable monthly, principal due December 2009 2,007,380
35,092,960
Less: Current portion 2,677,155
$32,415.805
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

5. LONG-TERM DEBT (Continued)

During 2008, the City of Cleveland forgave home loans payabie in accordance with the
terms of the loan agreements. The Network has included this forgiveness in public
support on the accompanying slatement of aclivilies. The amounts forgiven were for
acquisition of properties related to the following limited partnerships:

Erieview Homes I{ LP $ 650,000
Slavic Village Homes LP $ 323,000

6. BOARD DESIGNATED UNRESTRICTED NET ASSETS

Unrestricied net assets at December 31, 2008, were designated by the Board of Trustees as
follows:

Designated for lease purchase price leveling fund $ 113,000
Designated for reducing the sale price of homes
- to future lease purchase-buyers ' . 10,683,525

7. TEMPORARILY RESTRICTED NET ASSETS

Temporarily restricted net assets at December 31, 2008, were restricted for the following
purpose:

Hope 3 loans $§ 142.600

8. PERMANENTLY RESTRICTED NET ASSETS

Permanently restricted net assets are restricted o assets held in perpetuity whose income is
designated for general_operations.

In August 2008, FASB issued FASB Staff Position (FSF) No. FAS 117-1, Endowments of
Not-for-Profit Organizations, which is effective for fiscal years ending after December 15,
2008. This FSP provides guidance on the net asset classification of donaor-restricted
endowment funds for a not-for-profit organization, and requires additional disclosures for
both donor-restricted and board-designated endowment funds.

The Network's endowment funds consist of donor restricted funds. Net assets associated
with endowment funds are classified and reported based on the existence or absence of
donor imposed restrictions. Endowment nel assets totaling $825,000 at December 31,
2008, are classified as permanently restricted net assets due to donor restrictions. The
endowment assets are non-income producing and are invested in two low-income
housing projects.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

8. PERMANENTLY RESTRICTED NET ASSETS (Continued)

There were no changes in the permanently restricted endowment assets for the year ended
December 31, 2008,.

9. COMMITMENTS AND CONTINGENCIES

Leases

The Network leases office space and office equipment under long-term operating leases
through 2016.

Minimum annual rentals are as follows:

2009 $232,007
2010 238,125

e
2012 185,476
2013 182,185
Thereafter 488,170
$ 1543373

Total rent expense for office space and equipment for 2008 amounted to $245,475.

In June 2008, the Network signed a letter of intent to lease additional office space. The
letter of intent states that the Network will occupy an additional 6,200 square feet of
space for seven years at $12 per square foot, or approximately $6,200 per month. The
—————how 16356 Wil Contain an escalation cause —The Network—expeets—to—oeeupythis—————
additional space in December 2008.

{itigation

The Network is the named defendant in several pending lawsuits. The ultimate outcome of
these lawsuits cannot be presently determined. In the opinion of management, the

outcome of these lawsuits will not have a material effect on the Network's financia!
position.

10. PROFIT SHARING PLAN

The Network has a 401(k) profit sharing plan covering substantially all empioyees. The plan
was changed effective January 2004, to allow for an employer contribution of 3% of all
eligible wages. Employer contributions for 2008 amounted to $133,368. The plan also
allows for additional contributions at the discretion of the Board. There were no
discretionary contributions for 2008.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

11. RELATED PARTY TRANSACTIONS
During the ordinary course of business, the Network conducts transactions with related
parties. During 2008, the Neitwork paid $543,052 for property management, $492,954
for weatherization, and $4,800 for development of Homeward homes to its neighborhood
constituent community development corporations.
In 2008, the Network charged the affiliated partnerships $84,767 for accounting services.

In 2008, the Network gave $93,000 in grants to its affiliated partnerships.

12. GUARANTEES

The Network has guaranteed ioans for seven of its affiliated partnerships as follows:

Partnership Amount Type of Loan
East 65™ Street Development LLC 3 181,250 Construction Line of Credit
_.South Pointe Commons o % 427282 Bank
Edgewood Park $ 299,700 Community Development Lender
Edgewood Park % 1,080,945 Bank
Opportunity Housing, LLC $ 341,964 Bank

The term of the guarantees is the life of the loans through the construction periods, which
are expected o mature in 2009 and 2010. In addition to the guarantee, the loans are
collateralized by morlgages on the parinerships’ properties for the project. The
guarantees were made to assist the partnerships in obtaining financing for housing

I i i e Nefwork would be required io
perform under the guarantees if the partnerships defaulted on their loans. The maximum
potential amount to be owed would be the balance of the loan plus accrued interest.
The Network would expect the amount due to be reduced by the proceeds of the sale of
collateral.

13. FAIR VALUE MEASUREMENT

During the year, the Network adopted FASB Statement of Financial Accounting Standards
No. 157, Fair Value Measurement, (FAS 157) effective January 1, 2008. SFAS 157
establishes a framework for measuring fair value and expands disclosures about fair
value measurements in financial statements. FASB issued FSB 157-2 in 2008, which
provided for the delay of the effective date of FAS 157 until fiscal years beginning after
November 15, 2008, for nonfinancial assets and liabilities.
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SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

YEAR ENDED DECEMBER 31, 2008

Federal Grantor/Pass-Through
Grantor/Program Title CFDA# Expenditures

United States Department of Energy passed
through the City of Cleveland

Home Weatherization Assistance Program (DOE) 81.042 8 274,261

United States Depariment of Health and Human Services
passed through the City of Cleveland
Home Weatherization Assistance Program (HHS) 93.568 588,221

United States Depariment of Health and Human Services
passed through the State of Ohio

Home Energy Assistance Program ‘ e gaEes T asdEm

United States Department of Health and Human Services

—passedthrough-the-State-of-Chio

Residential Energy Assistance Challenge 93.568 307,857

United States Department of Health and Human Services
passed through the State of Ohio

Foreclosure Prevention Counseling 93.558 61,369
United States Department of Health and Human Services
passed through Cuyahoga County
Temporary Assistance for Needy Families 93.558 86,752

— = T

1,629,021

—_—t

United States Department of Housing and Urban
Development passed through Cuyahoga County

Emergency Shelter Program 14.231 13,534

United States Department of Housing and Urban
Development

Support Service-Transitional Housing Project 14.235 17,837

United States Deparntment of Housing and Urban
Development

Supplemental Assistance for Facilities to
Assist Homeless 14.235 105,201

See accompanying note to Schedule of Expenditures of Federal Awards.
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SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS (Continued)

YEAR ENDED DECEMBER 31, 2008

Federal Grantor/Pass-Through
Grantor/Program Tille CFDA # Expenditures
United States Depariment of Housing and Urban
Development

Suppertive Housing Program 14.235 76,153
United Stales Department of Housing and Urban
Development passed through the City of Cleveland
Lead Based Paint Hazard Control Program 14.900 197,953
United States Department of Housing and Urban
Development passed through Cuyahoga County
Healthy Homes Initiative 14.901 123,730
United States Department of Housing and Urban
Development passed through the City of Cleveland
Home Investment Partnership Program 14.239 627,335

United.States. Departiment of Housing and. Urban

Development passed through the Enterprise Community
Partners

Capacity Building Program 14 XXX 282,910

United States Depariment of Housing and Urban
Development passed through Housing Partnership

Network
Housing Counseling Programs 14.169 246,122
1.6920,755
Total Federal Expenditures § 3594057

See accompanying note to Schedule of Expenditures of Federal Awards.
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CLEVELAND HOUSING NETWORK, INC. AND AFFILIATE

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

We have audited the consolidated financial statements of Cleveland Housing Network,
Inc. and Affiliate as of and for the year ended December 31, 2008, and have issued our report
thereon dated June 4, 2009. We conducied 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 Qver Financia! Reporting

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

A control deficiency exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to
prevent or detect misstatements on a timely basis. A significant deficiency is a control
deficiency, or combination of control deficiencies, that adversely affects the entity's ability to
initiate, authorize, record, process, or report financial data reliably in accordance with generally
accepted accounting principles such that there is more than a remote likelihood that a
misstatement of the entity’s financial statements that is more than inconsequential will not be
prevented or detected by the entity's internal control.

A maierial weakness is a significant deficiency, or combination of significant deficiencies,
that results in more than a remote likelihood that a material misstatement of the financial
statements will not be prevented or detected by the entity's internai control.

Our consideration of internal control over financial reporting was for the limited purpose
described in the first paragraph of this section and would not necessarily identify ali deficiencies
in internal control that might be significant deficiencies or material weaknesses. We did not
identify any deficiencies in internal control over financial reporting that we consider to be
material weaknesses, as defined above.
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Compliance and Other Matters

As part of obtaining reasonable assurance about whether Cleveland Housing Network,
Inc. and Affiliate's consolidated financial statements are free of material misstatement, we
performed tests of its compliance with certain provisions of laws, reguiations, contracts, and
grant agreements, noncompliance with which could have a direct and material effect an 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 herein under Government Auditing Standards.

We noted cerlain other matters involving internal controls that we reported to management
of Cleveland Housing Network, Inc. and Affiliate in a separate letter dated June 4, 2009.

This report is intended solely for the information and use of management, the Board of
Trustees, others within the Organization, 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

Colum 4 COM{IBM!

June 4, 2009
Cleveland, Ohio
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Report on Compliance with Requiremenis Applicable to
Each Major Program and Internal Control Over
Compliance in Accordance with OMB Circular A-133

Compliance

We have audited the compliance of Cleveland Housing Network, Inc. and Affiliate 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
programs for the year ended December 31, 2008. Cleveland Housing Network, inc. and
Affiliate’s major Federal programs are identified in the summary of auditors’ results section of
the accompanying schedule of findings and questioned costs. Compliance with the
requirements of laws, regulations, confracts, and grants applicable to its major Federal
programs is the responsibility of Cleveland Housing Network, inc. and Affiliate's management.
Our responsibility is to express an opinion on Cleveland Housing Network, Inc. and Affiliate’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 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 major Federal programs
occurred. An audit includes examining, on a test basis, evidence about Cleveland Housing
Network, Inc. and Affiliate’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 Cleveland Housing Network, Inc. and Affiliate’s compliance with those requirements.

In our opinion, Cleveland Housing Network, Inc. and Affiliate complied, in all material
respects, with the requirements referred to above that are applicable to its major Federal
programs for the year ended December 31, 2008.
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Internal Conirol Over Compliance

The management of Cleveland Housing Network, Inc. and Affiliate is responsible for
establishing and maintaining effective internal control over compliance with reguirements of
laws, regulations, contracts, and grants applicable to Federal programs. in planning and
performing our audil, we considered Cleveland Housing Network, Inc. and Affiliate’s internal
control over compliance with the requirements that could have a direct and material effect on
major Federal programs in order to determine our auditing procedures for the purpose of
expressing our opinion on compliance, but not for the purpose of expressing an opinion on the
effectiveness of internal control over compliance. Accordingly, we do not express an opinion on
the effectiveness of Cleveland Housing Network, inc. and Affiliate’s internal control over
compliance.

A control deficiency in an entity's internal control over compliance exists when the design
or operation of a control does not allow management or employees, in the normal course of
performing their assigned functions, to prevent or detect noncompliance with a type of
compliance requirement of a Federal program on a timely basis. A significant deficiency is a
control deficiency, or combination of control deficiencies, that adversely affects the entity’s
ability to administer a Federal program such that there is more than a remote likelihood that
noncompliance with a type of compliance requirement of a Federal program that is more than
inconsequential will not-be prevented or detected by the entity’s internal control.

A material weakness is a significant deficiency, or combination of significant deficiencies,
that results in more than a remote likelihood that material noncompliance with a type of
compliance requirement of a Federal program will not be prevented or detected by the enlity's
internal control.

Our consideration of the internal control over financial reporting was for the Imited
purpose described in the first paragraph of this section and would not necessarily identify all
deficiencies in the internal control that might be significant deficiencies or material weaknesses.
We did not identify any deficiencies in the internal control over compliance that we consider to
be material weaknesses as defined above.

This report is intended solely for the information and use of the Board of Trustees,

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.

Colpm 4 CoMpm,

June 4, 2009
Cleveland, Ohio
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SCHEDULE OF FINDINGS AND QUESTIONED COSTS

YEAR ENDED DECEMBER 31, 2008

SECTION | - SUMMARY OF AUDITORS’ RESULTS

Financial Statements

Type of auditors’ report issued: Unqualified
Internal control over financial reporting:
Material weakness(es) identified? Yes o No
Significant deficiency(ies) identified
not considered to be material weaknesses? Yes Y None reported

Noncompliance material to financial statements
noted? Yes y No

Federal Awards

Internal Control over major programs:

Material weakness(es) identified? Yes \ No
Significant deficiency(ies) identified
not considered to be material weaknesses? Yes w] None reported

Type of auditors’ report issued on compliance
for major programs: Unqualified

Any audit findings disclosed that are reguired
to be reported in accordance with
Circular A-133, Section 510(a)? Yes y No

Identification of major programs:
CEDA Number Name of Federal Program or Cluster

03.568 Home Weatherization Assistance Program, Home Energy Assistance
Program, & Residentia! Energy Assistance Challenge

Dollar threshold used to distinguish

between Type A and Type B programs: D 300,000
Auditee qualified as low-risk auditee? v Yes No

SECTION Il - FINANCIAL STATEMENT FINDINGS

No matters were reported.
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SCHEDULE OF FINDINGS AND QUESTIONED COSTS (Continued)

YEAR ENDED DECEMBER 31, 2008

SECTION Il - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

No matters were reported.

SECTION IV — PRIOR YEAR FINDINGS AND QUESTIONED COSTS

None.
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NOTE TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

YEAR ENDED DECEMBER 31, 2008

1. SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

The accompanying schedule of expenditures of Federal awards was prepared on the
accrual basis of accounting.
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independent Auditors’ Report on Supplemental Financial Information

Qur report on our audit of the basic financial statements of Cleveland Housing Network,
inc. and Affiliate for 2008 appears on page 2. Our audit was conducted for the purpose of forming
an opinion on the consolidated financial statements taken as a whole. The supplemental
information contained on pages 28 through 34 is presented for purposes of additional analysis and
is nol a required part of the consolidated financial statements. The information has been
subjected to the auditing procedures applied in the audit of the basic consolidated financial
statements, and, in our opinion, is fairly staied in all material respects in relation to the basic

consolidated financial staterments taken as a whole.

Colm Compml

June 4, 2009
Cleveland, Ohio
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PAGE 28

SCHEDULE OF OHIO DEPARTMENT OF DEVELOPMENT ADMINISTERED GRANTS

YEAR ENDED DECEMBER 31, 2008

Remaining
Cash Expenses Grant
Grant Name Number Received Charged Balance
Housing Development
Assistance Program N-06-505-7 $ 255,920 $ 255,920 $ -
Housing Developmenit
Assistance Program N-06-505-8 $ 95710 $ 95710 5 -
Housing Development
Assistance Program N-06-505-9 $ 350,650 $ 350,650 $ -
Housing Development
Assistance Program N-B-06-505-1 $ 751,000 $ 751,000 $ -
Housing Trust Fund R-05-505-1 $ 75,000 $ 75,000 $ -
Housing Trust Fund H-05-505-1 $ 418,000 $ 418,000 3 -
Housing Trust Fund H-06-505-1 $ 91,800 $ 91,800 $ -
Housing Trust Fund D-07-505-9 $ 75,599 $ 83,209 $ 69,901
Housing Trust Fund H-07-505-1 $ 125,694 $ 137,778 $ 218,306
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SCHEDULE OF LONG-TERM NOTES RECEIVABLE
DECEMBER 31, 2008
Interest Maturity
Description Amount Rate Date

Cleveland Housing Network

Limited Partnership X $ 1,578,457 0.50% December 2009
Cleveland Housing Network 804,288 7.33%

Limited Partnership X 1,876 6.83% (Deferred) December 2009
Cleveland Housing Network

Limited Partnership X 1,080,000 Prime December 2009
Cieveland Housing Network

Limited Partnership Xl 2,187,806 AFR (6.46%) December 2010
Cleveland Housing Network

Limited Partnership XlI 600,000 7.13% July 2022
Cleveland Housing Network

Limited Partnership Xl 173,302 1% December 2022
Cleveland Housing Network

Limited Partnership XI! 1,976,106 7.13% December 2022
Cleveland Housing Network

Limited Partnership XlI 154,125 7.13% December 2022
Cleveland Housing Network

Limited Parinership XHI 1,843,125 6.42% December 2023
Cleveland Housing Network

Limited Partnership XIi 310,000 6.42% December 2024
Cieveland Housing Network

Limited Partnership XIV 2,689,397 7% December 2024
Cleveland Housing Network

Limited Partnership XIV 122,400 .50% December 2024
Cleveland Housing Network

Limited Partnership XIV 300,000 6% December 2024
Cleveland Housing Network

Limited Partnership XV 1,749,516 5.30% December 2025
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SCHEDULE OF LONG-TERM NOTES RECEIVABLE (Continued)

DECEMBER 31, 2008

Interest Maturity
Description Amount Rate Date

Cleveland Housing Network

Limited Partnership XV 300,000 5.30% December 2029
Cleveland Housing Network

Limited Parnership XV} 1,750,000 5% (Deferred) December 2026
Cleveland Housing Network

Limited Parinership XVIi 516,000 8.00% December 2027
Cleveland Housing Network

Limited Partnership XVII 300,000 8.00% December 2031
Cleveland Housing Network

Limited Partnership XVIii 525,336 8.00% December 2031
Cleveland Housing Network

Limited Partnership XV1lI 300,000 7.00% Becember 2032
Cleveland Housing Network

Limited Partnership XVIii 300,000 2.00% December 2032
Cleveland Housing Network

Limited Partnership XIX 750,000 5% (Deferred) December 2029
Cleveland Housing Network

Erieview Homes |, Ltd. 446,000 5% (Deferred) December 2029
Cleveland Housing Network

Limited Partnership XX 1,850,000 5% (Deferred) December 2030
Cleveland Housing Network

Limited Partnership MF2 32,824 1% December 2009
New Construction Limited

Partnership | 300,000 8.01% November 2026
New Construction Limited

Partnership !l 300,000 1% December 2028
New Construction Limited

Partnership |l 300,000 7.04% December 2028

Erie Square LP 500,000 5% {Deferred) Decermnber 2030
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DECEMBER 31, 2008

Interest Maturity
Description Amount Rate Dale
New Construction Limited
Partnership il 516,000 .25% December 2031
Cleveland Housing Network
Limited Partnership XXI 1,500,600 5% (Deferred) December 2021
Erieview Homes |l LP 1,005,668 7% December 2033
Stockyard Homes LP 735,000 5.25% December 2033
Slavic Village Homes LP 545,233 7% December 2033
Cleveland New Homes LP : 806,421 5% {Deferred) December 2027
West One LP 213,497 4.39% January 2024
251,381 1% May 2034
Notes due from Houseco 517,107
30,320,865
L ess; Current portion 3,687,445

Less: Reserve for impairment 600,000

$ 26.033.420



CLEVELAND HOUSING NETWORK, INC. AND AFFILIATE PAGE 32
SCHEDULE OF NOTES PAYABLE
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Total Amount
Available Outstanding
Interest Due Line of at December
Payee Rate Date Credit 31, 2008
Enterprise Community

Loan Fund 6.75% January 2008 $ 1,000,000 $ 250,000
Key Bank Prime July 31, 2008 2,000,000 287,801
Key Bank Prime — 3.5% May 2011 3,000,000 2,465,403
Key Bank Prime July 2009 1,000,000 172,987
Key Bank Prime — .25% October 2009 3,000,000 1,819,453
Village Capital Corporation 6% July 2010 1,000,000 -
Village Capital Corparation 0% June 2009 25,000 25,000
Charter One Bank Prime + .5% On demand 750,000 72,000
Fifth Third Bank Prime + .5% September 2009 500,000 -
Key Bank Prime July 2009 400,000 339,836
Fifth Third Bank Prime + .5% September 2009 100,000 100,000
Dollar Bank Prime + .25% On demand 100,000 899,932
Fifth Third Bank Prime + .25% November 2018 450,000 406,018
$ 13,325,000 § 6.038.430
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Interest Due
Description Rate Date Amount

Morlgages Payable to City of Cleveland and Siate of Chio
P1 0% * 5 17,500
P2 0% * 15,000
P5 8.5% (Deferred) * 28,720
PB 6.5% (Deferred) * 31,050
F7 2% * 184,234
P7 (State) 0% 2032 110,000
P8 1% ¥ 308,979
P8 (State) 0% 2033 200,000
P8 (State) 0% 2017 204,536
P10 0.5% 2021 447 750
P10 0.5% 2011 2,124,995
P11 0% 2020 2,477,764
P12 0% 2022 2,400,000
P13 0% 2023 1,532,640
P13 (State loan) 0% 2025 310,000
P14 (State loan) 0% 300,000
P14 0% 2024 2,601,831
P15 {State loan) 0% 300,000
P15 0% 2025 1,749,516
P16 0% 2026 1,750,000
P17 0% 2017 516,000
P17 (State loan) 0% 300,000
P18 0% 2028 492,000
P18 (State loan) 0% 300,000
P19/Erieview Homes 0% 2029 1,130,000
P20 0% 2030 1,850,000
NC1 1% 2026 300,000
NC2 0% 2031 300,000
NC2 (State loan) 0% 300,000
Cleveland New Homes 0% 2027 806,421
P21 0% 2031 1,500,000
NC3 0% 2033 516,000
MF1 3% 2020 172,500
Erie Square 0% 2037 500,000
Erieview Homes Il 0% 2034 750,000
Slavic Village Homes 0% 2034 335,000
Stockyard Homes 0% 2033 735.000

$27.897.436

* Interest and principal to be forgiven upon tenant’s exercise of the lease purchase provision.
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Interest Due
Description Rate Date Amount

CDBG Loans Payable

Year 14 0% Due upon sale 5 9,000
Year 15 0% Due upon sale 13,980
Year 16 0% Due upon sale 55,385

$ 78,365



