o>

HABITAT FOR HUMANITY TUCSON, INC.

Audited Financial Statements

For the Years Ended June 30, 2009 and 2008



Table of Contents

Independent Auditor’s Report
Financial Statements
Statements of Financial Position
Statements of Activities and Changes in Net Assets
Statements of Cash Flows
Statements of Functional Expenses

Notes to the Financial Statements

3-4

5-6

7-8

9-24



)C Bitner & Collings r.c

CERTIFIED PUBLIC ACCOUNTANTS

INDEPENDENT AUDITOR’S REPORT

To the Board of Directors of
Habitat for Humanity Tucson, Inc.

We have audited the accompanying statements of financial position of Habitat for Humanity
Tucson, Inc., (a nonprofit organization) as of June 30, 2009 and 2008 and the related
statements of activities, cash flows, and functional expenses for the years then ended. These
financial statements are the responsibility of the Organization’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. 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 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 financial statements referred to above present fairly, in all material respects,
the financial position of Habitat for Humanity Tucson, Inc. as of June 30, 2009 and 2008 and
the changes in its net assets and its cash flows for the years then ended in conformity with
accounting principles generally accepted in the United States of America.

Habitat for Humanity Tucson, Inc. has voluntarily presented the schedules of functional
expenses as basic financial statements.

Ritner & Collings, plle

October 20, 2009

2930 North Swan Road, Suite 209 ® Tucson, Arizona 85712 ® (520) 321-1334 ® Fax (520) 325-1121



Habitat for Humanity Tucson, Inc.

Statements of Financial Position
June 30, 2009 and 2008

2009 2008
ASSETS
Current Assets
Cash $ 1,415,091 $ 1,038,831
Cash, temporarily restricted 298,517 345,915
Grants receivable 87,546 5,902
Inventories - Habistore, land, and construction-in-progress 3,102,746 3,407,550
Mortgages receivable net of discount, due within one year 582,734 586,071
Agency receivables 1,942,858 1,302,296
Prepaid expenses and other current assets 14,985 31,489
Total Current Assets 7,444 477 6,718,054
Property and Equipment, net 299,664 327,042
Other Assets
Mortgages receivable net of discount, due after one year 4,231,534 4,352,902
Land investments 329,329 981,860
Gift annuity, net of discount of $456,377 and $412,216 18,127 62,288
Refundable deposits 15,500 18,000
Endowment funds 14,227 18,605
Total Other Assets 4,608,717 5,433,655
Total Assets $12,352,858 $12,478,751
LIABILITIES AND NET ASSETS
Current Liabilities
Accounts payable $ 406,040 $ 301,632
Accounts payable to related parties and employees 6,126 -
Accrued salaries 44,920 42,763
Accrued leave 50,977 36,239
Other accrued liabilities 5,967 20,340
Deposits received - 950
Agency payables 1,962,542 1,318,418
Long term debt, due within one year 1,401,404 2,211,787
Total Current Liabilities 3,877,976 3,932,129
Long Term Debt, Due After One Year 203,913 346,154
Total Liabilities 4,081,889 4,278,283
Net Assets
Unrestricted net assets 7,945,699 7,841,603
Temporarily restricted net assets 305,270 338,865
Permanently restricted net assets 20,000 20,000
Total Net Assets 8,270,969 8,200,468
Total Liabilities and Net Assets $12,352,858 $12,478,751

The accompanying notes are an

integral part of the financial statements.
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Habitat for Humanity Tucson, Inc.

Statement of Activities and Changes in Net Assets

For the Year Ended June 30, 2009

Support
Cash contributions
In-kind contributions (Habitat)
In-kind contributions (HabiStore)
Net sales to homeowners
Grant/Contract revenues
HabiStore sales
Interest income - mortgages
Second mortgages collected
Sales - CDP developed lots
Increase (decrease) in gift annuity
Interest and investment income
Realized gains (losses)
Other income

Total Support
Net change in restricted assets
Expenses
Program services - Homes
Program services - HabiStore
Program services - Land
Supporting services

Fundraising
Management and general

Total Expenses

Increase in Net Assets

Net Assets, June 30, 2008

Net Assets, June 30, 2009

Temporarily Permanently

Unrestricted  Restricted Restricted Total
$ 724,695 $ 792,554 $ - $1,517,249
287,338 - - 287,338
809,077 - - 809,077
592,775 - - 592,775
1,061,891 - - 1,061,891
795,774 - - 795,774
386,750 - - 386,750
13,319 - - 13,319
; (44,161) - (44,161)
7,191 (4,129) - 3,062
340,035 - - 340,035
22,886 - - 22,886
5,041,731 744,264 - 5,785,995

777,859 (777,859) - -
2,500,070 - - 2,500,070
1,381,018 - - 1,381,018
1,172,060 - - 1,172,060
375,518 - - 375,518
286,828 - - 286,828
5,715,494 - - 5,715,494
104,096 (33,595) - 70,501
7,841,603 338,865 20,000 8,200,468
$7,945699 $ 305270 $ 20,000 $8,270,969

The accompanying notes are an

integral part of the financial statements.
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Habitat for Humanity Tucson, Inc.

Statement of Activities and Changes in Net Assets

For the Year Ended June 30, 2008

Support
Cash contributions
In-kind contributions
In-kind contributions (HabiStore)
Net sales to homeowners
Grant/Contract revenues
HabiStore sales
Interest income - mortgages
Second mortgages collected
Sales - CDP developed lots
Increase (decrease) in gift annuity
Interest and investment income
Realized gains (losses)
Other income

Total Support
Net change in restricted assets
Expenses
Program services - Homes
Program services - HabiStore
Program services - Land
Supporting services

Fundraising
Management and general

Total Expenses

Increase in Net Assets

Net Assets, June 30, 2007

Net Assets, June 30, 2008

Temporarily Permanently

Unrestricted  Restricted Restricted Total
$ 720565 $ 932,156 $ - $1,652,721
177,566 - - 177,566
800,238 - - 800,238
753,606 - - 753,606
1,014,911 - - 1,014,911
784,439 - - 784,439
454,623 - - 454,623
41,310 - - 41,310
60,166 - - 60,166
- (173,526) - (173,526)
24,810 (1,095) - 23,715
187,385 - - 187,385
82,669 - - 82,669
5,102,288 757,535 - 5,859,823

1,193,104 (1,193,104) - -
3,298,857 - - 3,298,857
1,510,947 - - 1,510,947
311,984 - - 311,984
409,409 - - 409,409
313,326 - - 313,326
5,844,523 - - 5,844,523
450,869 (435,569) - 15,300
7,390,734 774,434 20,000 8,185,168
$7,841,603 $ 338,865 $ 20,000 $8,200,468

The accompanying notes are an

integral part of the financial statements.
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Habitat for Humanity Tucson, Inc.

Statements of Cash Flows

For the Years Ended June 30, 2009 and 2008

2009 2008
Cash Flows From Operating Activities
Cash receipts from contributions $ 1,517,249 $ 1,652,721
Cash receipts from grants and contracts 980,247 1,331,718
Cash receipts from second mortgages 13,319 41,310
Cash receipts from CDP developed lot sales - 4,486
HabiStore sales 795,774 784,439
Other revenues 22,886 82,669
Cash paid to suppliers and employees (4,384,553) (4,232,905)
Interest and investment income 3,062 23,715
Interest expense paid (48,491) (171,619)
Income taxes paid - -
Net Cash Flows From Operating Activities (1,100,507) (483,466)
Cash Flows From Investment Activities
Collections on mortgages receivable 714,611 843,359
Cash received from home closings 38,258 46,850
Acquisition of property and equipment (25,079) (48,427)
Proceeds from sale of assets 556,603 617,292
Cash received (paid) for land held for investment 1,093,220 (15,099)
Net Cash Flows From Investing Activities 2,377,613 1,443,975
Cash Flows From Financing Activities
Decrease in designated/restricted cash 51,779 211,625
Proceeds from new borrowings 33,750 2,647
Repayment of debt (986,374) (452,141)
Net Cash Flows From Financing Activities (900,845) (237,869)
Increase (Decrease) In Cash 376,261 722,640
Cash, beginning of year 1,038,831 316,191
Cash, end of year $ 1,415,092 $ 1,038,831

The accompanying notes are an

integral part of the financial statements.
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Habitat for Humanity Tucson, Inc.
Statements of Cash Flows

For the Years Ended June 30, 2009 and 2008

Reconciliation of Increase (Decrease) in Net Assets to

Cash Flows from Operating Activities

Increase (Decrease) in Net Assets $

Adjustments to reconcile increase (decrease) in net assets to

cash flows provided from operating activities
Sales to homeowners', net
Mortgage loan discount amortization
Non-cash donations included in net assets
Write-down of inventory to net realizable value
Depreciation
Discount on gift annuity
Realized (gains) losses
(Increase) decrease in accounts receivable
(Increase) decrease in inventory
(Increase) decrease in prepaid expenses
(Increase) decrease in agency receivables
(Increase) decrease in refundable deposits
Increase (decrease) in accounts payable
Increase (decrease) in accrued salaries
Increase (decrease) in accrued interest
Increase (decrease) in agency payables
Increase (decrease) in other accrued liabilities
Increase (decrease) in deposits received

Net Cash Flows Provided From Operating Activities

2009 2008
70,501 15,300
(592,776) (753,606)
(386,750) (454,623)
(233,233) (197,609)
264,878 -
52,457 55,384
44,161 173,526
(340,035) (187,386)
(81,644) 316,807
(33,687) 381,310
16,503 7,001
(640,562) (744,731)
2,500 (2,500)
110,534 242,380
2,157 7,069
- (35,390)
644,124 761,097
365 (11,815)
- (55,680)
$ (1,100,507) (483,466)

Supplemental Disclosure of Non-Cash Activities

2009

In kind contributions included in the accompanying statement of financial position

totaled $233,233
2008

In kind contributions included in the accompanying statement of financial position

totaled $197,609
The accompanying notes are an
integral part of the financial statements.

Page 6



) abed

"SjUsWIale)s [eloueUl 8yl Jo Ued [esbajul
ue aJle sajou Buiuedwodoe ay |

v6v'GTL'G ¢  8TS'GLE $ 8¢8'98¢ $ 8TOT8E'T ¢ 0eT'2.9c $
189'6 14°1%4 A7 99¢ Sov'8
€212 - - - gel'e
9706 860°¢c - T8T L€L'S
18.'GE Ve ¥6€'9 28T'.T T/6'TT
9eV'6T 968'T S60'V ¥02'9 Tve'.
96 8095 616 0602 1609
9T8'ST 66T'S 16€'T 022'6 -
000‘01 000‘0v
€9T'09. - - €9T'09. -
090°2/T'T - - - 090°2/T'T
€85'0TV'T ¥95'S - - 6T0'SOV'T
¥£2'26 €v6 9/T'v 6G.°/¢C 9G€'6S
8G¥'2S T89'6 09€'eT T9g0C 9S0°0T
061'8Y - 628 - T99'Lv
9T2'ST €99 8ee's Gee 080'6
9G/'€T 68T T6V'c - 9/0'0T
0.8'8v¢ 022 ¥96'02 G20'TTC 119'VT
0.6'TC T19'2 9¥8'T - €15'¢T
116'Sv 6€G'. 0.0'2T 0.6'6 86E£9T
6£5'Gee ¥66'6. 26S'v G612y 86186
829'CE 06t 966 06.'T2 2se's
(0°74 - (0°14 - -
00022 - 00€'6T 00.2 -
280'6 - 961 - 988'8
19128 LESVT T8E'6 9¥9'GT €09'¢y
9/6'G6T 198'/¢ €G68'v €v5'0e €T.'26
16G'GC G66'S G26'C 8TL'Y 6S6'TT
TS9'9¥9 229'G6 6£6'9. zle'veT 8T.'6VE
Yov'vey 00g'soT GS0'61 866°€L TIT'96T
09¢'/2 $ - $ - $ - $ 092'/¢ $
[e10 puisrey [elauas pue al01SIgeH EERINERS
pun4 juswabeuen weliboid welsboid

sasuadxa snoaue||a2sIN
sosuadxa Buloinias abebron
SJUaAs8 [eloads
sasuadxa a|2IysA
adeuajurew % Jredal ‘qual Juswdinbg
uonualali Jaajunjon/aakojdwg
S99} pJed )Ipald pue Jueg
3U)1 [euoneusdlu| JeligeH
p|os spoob Jo 1509 ai0lsigeH
S1S09 wawdojanap pueT
S1S09 UONONJIISUOD
sasuadxa 1ayl0
aouelnsu|
uoneziuowe pue uoneldaldaq
1s8.J91U|
sBuneaw pue ‘SUoiUSAUOD ‘S82UBIBJU0D
[anel |
Aouednaop
ABojouyoa) uonewlojul
sasuadxa 9210
uonowouid pue BuisiiaApy
1BYIo
S99} Juswabeuew JUsWISaAU|
Bununoosoy
feba
:(s@akojdwa-uou) sadInIaS 10) S9a4
soxe) ||oihed
sujauaq aakojdwsa J1ayl0
suonnguiuod Jakojdwa qEOy pue JTOY Buipnour ‘suonnguiuod ueld uoisuad
sabem pue sale[es 1ayi0
saako|dwa Aay 7 ‘saa1snJ) ‘S1010aIp ‘SIad140 1UaLIND JO uonesuadwo)d
'S'M 8y Ul suoieziuebio pue SJuswulaAob 0] 82UR]SISSE JBYl0 pue siuelo

6002 ‘0€ unf pspu3 JesA s 104

Sasuadx3 [euolldun JO juswarels

JU[ "'UOSON ] Alluewny Joj 1elgeH



g abed

"SjUsWIale)s [eloueUl 8yl Jo Ued [esbajul
ue aJle sajou Buiuedwodoe ay |

€eS'v¥8's ¢ 60v'60F $ 9ce'ere $ L¥6'0TST ¢ 1T¥8'019t $
9/2'se 8.8 10G°.T 059 29
06S - - - 065G
106'T¢ 19 - L€ 9GG'GT
¥59'LY 8.T vTE'S €6€°0C 69.°TC
9/6'8T T1.'C 119V 676'S 6€9'G
629°CT €.¢ €6E'C TOT'E 2929
€9G'9T ¥S9'Y €612 9Tv'6 -
000°0 000‘0v
8T.'ce8 - - 8T.'ce8 -
¥86'TTE - - - ¥86'TTE
689'G9T'C 6vi'y - - 0vZ'T9T'C
€65°L1T 128'T Tv0'S 86E'LY 12€'€6
¥8¢€'SS ¥29'L 6SY'ET G16'2C 98e'TT
6€8'00T - 0.6°CT - 692'88
898'TT 9962 09TV 165 TSS'V
G16'8 €6e'T 12572 €0T'T S0E‘S
886'Vi7¢ 811 69692 261002 6¥0°'ST
L1v'8 1€9'Y G/9 (0] G0
92.L'9v 9/v'8 T/99T 6798 096'CT
YST'vTC 98299 G16'G 1€6'69 9G6'T.
209'vL 816'C 6SY'ET 06T'6E S00‘6T
00¢ - 00¢ - -
000°LT - 00€9T 00. -
2se'. - eTT - 6ET'.L
L¥6'T8 96891 88T'6 €G0°ST 0180V
697'G.T 111'82 962'ce 8Tv'ze 8/6'08
6TIv'eC G129 1212 896'C 60T'TT
105'899 99'eeT 881'69 120'82T 96¢'/V€
669°'TCY €9/'STT 1S¥°0S vev'LL S0'8.T
858'0G $ - $ - $ 89 $ 008'0S $
[e10| Buisrey [elauas) pue 2101SIgeH S92INIBS
pun4 Juswabeue wrelboid wrelboid

sasuadxa snoaue||a2sIN
sosuadxa Buioinias abebron
SJUaAs8 [eloads
sasuadxa a|2IysaA
adeuajurew % Jredal ‘qual Juswdinbg
uonualal Jaajunjon/aakojdwg
S99} pJed )Ipald pue Jueg
3U)1 [euoneusdlu| JeligeH
p|os spoob Jo 109 ai0lsigeH
S1S09 wawdolanap pue]
S1S09 UONONJISUOD
sasuadxa 1ayl0
aouelnsu|
uoneziuowe pue uoneldaidaq
1s8.J91U|
sBuneaw pue ‘SuUoiUSAUOD ‘S82UBIBJU0D
[anel |
Aouednaop
ABojouyoa) uonewlojul
sasuadxa 9210
uonowouid pue BuisiiaApy
1BYIo
S99} Juswabeuew JUsWISaAU|
Bununoosoy
feba
:(s@akojdwa-uou) sadInIaS 10) S99
soxe) ||oihed
sujauaq aakojdwsa J1ayl0
suonnguiuod Jakoidwa qEOy pue JTOY Buipnour ‘suonnguiuod ueld uoisuad
sabem pue sale[es 1ayi0
saako|dwa Aay 7 ‘saa1snJ) ‘S1010aJIp ‘SIad140 1UaLIND JO uonesuadwo)d
'S'M 8y Ul suoieziuebio pue SsJuswulaAob 0] 8JUR]SISSE JBY10 pue siuelo

800¢ ‘0€ aun( papu3 JesA ay} 104

Sasuadx3 [euoldun4 JoO Juswsarels

JU[ "'UOSON ] Alluewny Joj 1elgeH



Habitat for Humanity Tucson, Inc.
Notes to the Financial Statements
For the Years Ended June 30, 2009 and 2008

Note 1 - Summary of Significant Accounting Policies

Organization

An independently and locally governed affiliate or franchise of Habitat for Humanity
International; Habitat for Humanity Tucson, Inc., (Habitat) was incorporated as a tax-exempt
nonprofit organization in the State of Arizona in 1980 and is primarily and directly responsible
for its own operations. Habitat works to end poverty housing in Pima and Santa Cruz counties
by creating opportunities for homeownership in partnership with low-income families and by
making safe, decent, affordable housing a matter of community conscience and action. Habitat
builds market-quality homes utilizing volunteer labor and sells each home to a qualified low-
income family for little cash down and a 20-25 year non-interest bearing mortgage. Depending
upon family size, Habitat requires each of its homebuyers to provide 200-400 hours of “sweat-
equity” labor in its home construction program and/or in some other form of community service.
In addition, each buyer is provided pre-purchase and post-purchase homeowner education
and counseling. Habitat services all of its mortgages.

Habitat's Program Services include not only its home construction program, homeowner
educational services, volunteer management of over 5,500 community volunteers, and
advocacy for affordable housing, but also ongoing and large scale land development projects
(e.g. Corazon del Pueblo or “Program CDP”) and a retail operation (dba the HabiStore) that
sells usable materials donated by retail businesses, contractors, other organizations and the
general public at below cost prices. The proceeds from the HabiStore fund Habitat’s mission of
eliminating poverty housing within the community.

Basis of Accounting

The financial statements of Habitat have been prepared on the accrual basis of accounting and
accordingly reflect all significant receivables, payables, and other liabilities.

Basis of Presentation

The financial statements are classified based on the existence or absence of donor-imposed
restrictions using the following classifications: permanently restricted, temporarily restricted
and unrestricted. These classifications are defined as follows:

Permanently restricted net assets contain a donor-imposed restriction that stipulates that
resources be maintained permanently, but permit Habitat to use or expend the income derived
from the donated asset.

Temporarily restricted net assets contain donor-imposed restrictions that permit Habitat to use
or expend the donated assets as specified and are satisfied either by the passage of time or by
actions of Habitat.

Unrestricted net assets are not restricted by donors, or the donor-imposed restrictions have
expired.
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Habitat for Humanity Tucson, Inc.
Notes to the Financial Statements
For the Years Ended June 30, 2009 and 2008

Note 1 - Summary of Significant Accounting Policies (Continued)

Revenue Recognition

Contributions - Unconditional promises to give are recognized as revenue when the gifts’
underlying promises are received by Habitat. Gifts of cash and other assets are reported as
temporarily restricted support if they are received with donor stipulations that limit the use of
the donated assets. When a donor restriction expires, that is, when a stipulated 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.

Sales to Homeowners - Sales to homeowners represent the sale of houses built by Habitat.
The resulting mortgages are non-interest bearing and have been discounted based upon
prevailing market rates for low-income housing at the inception of the mortgages. The sales to
homeowners presented in the statement of activities are net of this discount. Habitat
recognizes the income from the sales to homeowners on the completed contract method.

Grants and Contracts - Habitat receives funding from several federal, state, county and city
financial assistance programs that supplement its traditional funding sources. Revenues are
recognized as qualifying expenses are incurred as defined in the underlying grant/contract
agreements.

In-Kind Contributions - Contributions of donated non-cash assets are recorded at their fair
values in the period received. Donated services are recognized in accordance with SFAS No.
116, Accounting for Contributions Received and Contributions Made, if the services (a) create
or enhance non-financial assets or (b) require specialized skills, are performed by people with
those skills, and would otherwise need to be purchased by Habitat.

Cost Recognition/Constructions -In-Process

All direct material, labor, and equipment costs and those indirect costs related to home
construction such as indirect labor, supplies and tool costs are recorded as construction-in-
process on the statement of financial position as they are incurred. Land costs included in
construction-in-process are stated at the lower of cost or the fair value at the date of the
contribution. Included in land costs are any costs incurred in development. When revenue from
the sale of a home is recognized, the corresponding costs are then expensed in the statement
of activities as program services.

Advertising and Marketing

Habitat expenses advertising and marketing costs as they are incurred. Advertising and
marketing expense totaled $225,539 and $214,154 in 2009 and 2008, respectively.

Property and Equipment

Acquisition of property and equipment in excess of $500 are capitalized. Property and
equipment are carried at cost or, if donated, at the approximate fair value at the date of
donation. Depreciation is provided on a straight-line basis over the estimated useful lives of the
respective assets (generally 3 to 39 years).
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Habitat for Humanity Tucson, Inc.
Notes to the Financial Statements
For the Years Ended June 30, 2009 and 2008

Note 1 - Summary of Significant Accounting Policies (Continued)

Warranties

Beginning in 1997, Habitat provides a two-year warranty on the sale of homes. The warranty is
generally for defects in materials and workmanship. Warranty costs are expensed when
incurred.

Statements of Cash Flows

For the purposes of the statements of cash flows, Habitat considers only unrestricted highly
liquid investments with an initial maturity of three months or less to be cash equivalents. Cash
designated for long-term purposes or received with donor imposed restrictions limiting their
use to long-term purposes are not considered cash equivalents for purposes of the statement
of cash flows.

Mortgage Receivables

Mortgage receivables consist of non-interest bearing mortgages, which are secured by real
estate and payable in monthly installments. Most of the mortgages have an original maturity of
20-25 years. These mortgages have been discounted at various rates ranging from 6.09% to
11.91% based on the prevailing market rates at the inception of the mortgages. Interest
income (mortgage discount amortization) is recorded using the effective interest method over
the lives of the mortgages. These accounts are considered held for sale. Receivables are
considered past-due or delinquent when they are 30 days late.

Allowance for Doubtful Accounts for Mortgage Receivables

Habitat provides an allowance for doubtful accounts equal to the estimated uncollectible
amounts. Habitat’s estimate is based on historical collection experience and a review of the
current status of accounts receivable. From time to time, Habitat provides some measure of
mortgage payment relief or forbearance, as it sees fit and given a particular homeowner’s
circumstances. It is reasonably possible that Habitat’'s estimate of the allowance for doubtful
accounts will change. Due to the nature and collection of the receivables, management has
determined that all receivables are collectible, and accordingly, no allowance for doubtful
accounts has been recorded for the years ended June 30, 2009 and 2008.

Income Taxes

Habitat for Humanity Tucson is a Section 501(c)(3) organization exempt from taxation under
the Internal Revenue Code Section 501(a). Accordingly, no provision is made in the financial
statements for federal and state income taxes.

Defined Contribution Plan

Certain employees are covered by defined contribution plans. The Organization’s contributions
to these plans are discretionary and are based on a percentage of employee compensation or
employee contributions. These plans are funded on a current basis.
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Habitat for Humanity Tucson, Inc.
Notes to the Financial Statements
For the Years Ended June 30, 2009 and 2008

Note 1 - Summary of Significant Accounting Policies (Continued)

Use of Estimates in Preparing Financial Statements

Preparing the Organization’s financial statements in conformity with accounting principles
generally accepted in the United States of America (GAAP) requires management to make
estimates and assumptions that affect reported amounts of assets and liabilities and
disclosures of contingent assets and liabilities at the date of the financial statements and the
reported amounts of revenues and expenses during the reporting period. Actual results could
differ from those estimates.

The financial statements include some amounts that are based on management’s best
estimates and judgments. The most significant estimates relate to allowance for uncollectible
mortgages, inventory obsolescence, depreciation, mortgage discounts, amortization of
mortgage discounts, fair market values of donations in-kind, and allocations of functional
expenses. These estimates may be adjusted as more current information becomes available,
and any adjustment could be significant.

Grant Receivables and Allowance for Doubtful Accounts

Grant receivables are stated at the amount the Organization expects to collect. Habitat
maintains allowances for doubtful accounts for estimated losses resulting from the inability of
its grantors and customers to make required payments. Management considers the following
factors when determining the collectability of specific grantor accounts: grantor credit-
worthiness, past transactions history with the grantor, current economic industry trends, and
changes in grantor payment terms. If the financial condition of the Organization’s grantors
were to deteriorate, adversely affecting their ability to make payments, additional allowances
would be required. Based on management’s assessment, there was no allowance for both
2009 and 2008.

Inventories

HabiStore inventories are stated at the lower of cost (or if donated, at the approximate fair
value at the date of donation) or market (net realizable value).

Inventories also include land held for development, construction-in-progress, and completed
homes, and are stated at the lower of cost or market (net realizable value).

Agency Receivables and Payables

Agency receivables and payables represent mortgages receivable from homeowners on
mortgages that have been sold to outside entities. Habitat continues to service these
mortgages and remit payments on a recurring basis to the outside entities.

Financial Statement Presentation

Certain amounts in the 2008 financial statements have been reclassified to conform to the
2009 presentation.
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Habitat for Humanity Tucson, Inc.
Notes to the Financial Statements
For the Years Ended June 30, 2009 and 2008

Note 1 - Summary of Significant Accounting Policies (Continued)

Mortgage Receivable Sales

At times, Habitat sells receivables in securitizations of residential mortgage loans, and obtains
servicing assets or servicing liabilities that are initially measured at fair value. Gain or loss on
sale of the receivables depends in part on both the previous carrying amount of the financial
assets involved in the transfer and the proceeds received. To obtain fair values, quoted market
prices are used if available. However, quotes are generally not available for interests that
continue to be held by Habitat, so management generally estimates fair value based on the
present value of future expected cash flows estimated using management’s best estimates of
the key assumptions — credit losses, prepayment speeds, forward yield curves, and discount
rates commensurate with the risks involved.

Retrospective Application of a Change in Accounting Principle

In 2009, Habitat adopted FASB Staff Position (FSP) FAS 117-1, Endowments of Not-for-Profit
Organizations: Net Asset Classification of Funds Subject to an Enacted version of the Uniform
Prudent Management of Institutional Funds Act, and Enhanced Disclosures for All Endowment
Funds, which requires all investment earnings, realized and unrealized appreciation and
depreciation of endowments to be classified as temporarily restricted net assets until they are
appropriated for expenditure. The effect of this change was to decrease temporarily restricted
net assets by $150 in 2007 and increase unrestricted net assets by the same amount. As well
as decrease temporarily restricted net assets by $1,395 and increase unrestricted net assets
by the same amount in 2008. The financial statements for 2008 (including beginning
unrestricted and temporarily restricted net assets) have been retroactively restated for the
change.

Note 2 - Cash Restricted
Cash restricted at June 30, 2009 and 2008 consisted of the following:

2009 2008
Temporarily Restricted
Pasqua Yaqui/Habitat contract funds 101,192 78,455
Contributions temporarily restricted 197,325 267,460

$ 298,517 $ 345,915

Note 3 — Inventories

Inventories for the year ended June 30, 2009 and 2008 included 6 and 47 additional lots on
scattered sites across Pima and Santa Cruz counties. Construction and/or preparation on 11
homes were included in construction in progress for the year ended June 30, 2009; and 11
homes were under construction during the year ended June 30, 2008.
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Habitat for Humanity Tucson, Inc.
Notes to the Financial Statements
For the Years Ended June 30, 2009 and 2008

Note 3 — Inventories (continued)

Also included in land for construction for 2009 and 2008 are 75 and 81 lots at the Corazon Del
Pueblo development which are valued at $2,484,878 and $2,407,365, respectively. Included in
that amount is interest expense that has been capitalized in the amount of $368,106 for 2009
and $356,849 for 2008.

As of June 30, 2009 and 2008 inventories consists of the following:

2009 2008
Land for construction $ 2,302,056 $ 2,763,504
Construction in progress 417,212 394,473
Building supplies and materials 24,438 39,404
Completed/foreclosed homes 150,245 53,743
HabiStore inventory 208,795 156,426

$ 3,102,746 $ 3.407,550

Note 4 — Property and Equipment

Property and equipment consist of the following:

2009 2008
Land $ 31,000 $ 31,000
Building 98,316 98,316
Building Improvements 143,492 143,492
Vehicles and trailer 88,091 83,381
Office and construction equipment and furniture 159,198 146,582

520,097 502,771
Accumulated depreciation 220,433 175,729

$ 299,664 $ 327,042

Note 5 — Sales to Homeowners

During the year there were 14 homes sold to qualifying applicants (17 homes sold for 2008).
Sales to homeowners represent the sales of these homes. The resulting mortgages are non-
interest bearing and the presentation of their book value have been discounted based upon the
prevailing market rates for low-income housing at the inception of the mortgages (current years
— 7.77% for 2009 and 8.00% for 2008). The gross amount and discount on sales to
homeowners presented in the statement of activities and changes in net assets are as follows:

2009 2008
Gross sales to homeowners $ 1,324,843 $ 1,669,877
Discount on sales to homeowners 732,068 916,271
Net sales to homeowners $ 592,775 $ 753,606

Page 14



Habitat for Humanity Tucson, Inc.
Notes to the Financial Statements
For the Years Ended June 30, 2009 and 2008

Note 6 — Mortgages Receivable

Habitat directly finances all of the homes that it sells. Each mortgage is issued as a zero-
interest mortgage to the buyer. Habitat discounts the mortgages using the current interest
rates at the time the home is sold. The discount is amortized using the effective interest
method. Mortgages receivable as of June 30, 2009 and 2008 are as follows:

2009 2008
Mortgages receivable at face value $ 8,928,129 $ 9,227,176
Unamortized discounts on mortgages 4,113,861 4,288,203

$ 4,814,268 $ 4,938,973

Future collections on these mortgages will be received over the next five years as follows:

2010 $ 582,734
2011 579,943
2012 574,927
2013 565,411
2014 550,286
Thereafter 6,074,828
Total $ 8,928,129

Mortgage receivables that were 90 + days late amounted to $2,820 on a balance of $169,402
in 2009 and $5,115 on a balance of $519,228 in 2008.

Note 7 — Transfer of Mortgages Receivable Qualifies as a Sale

During 2009, Habitat sold certain mortgages receivable (“Receivables”) as part of its plan to
reduce debt. The net book value of Receivables sold was $350,411 for which Habitat received
$556,603 in cash proceeds and recognized a gain of $206,192. In 2008, Habitat sold similar
Receivables with a net book value of $412,507 for cash proceeds of $617,292 and a
recognized gain of $204,785. These transactions were accounted for as sales and as a result
the related Receivables have been excluded from the Mortgage Receivables accounts on the
accompanying Comparative Statements of Financial Position.

The agreements underlying the 2008 and 2007 sales of Receivables contain provisions that
indicate that Habitat is responsible for 100% of homeowner payment defaults on sold
Receivables, and in the event a loan is delinquent by ninety (90) days or more, Habitat shall
use its best efforts to replace the nonperforming loan with a substitute loan of equal interest
rate and a maturity date not longer than the nonperforming loan.

Additionally, Habitat services the sold Receivables whereby it continues collecting payments
from the homeowners on behalf of the purchasers of the Receivables. Habitat reports these
amounts as agency receivables and agency payables on the Statement of Financial Position
that do not have any effect on the changes in net assets. Habitat received $700 and $0 in
service income from these arrangements for 2009 and 2008, respectively.
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Habitat for Humanity Tucson, Inc.
Notes to the Financial Statements
For the Years Ended June 30, 2009 and 2008

Note 8 — Long-Term Debt

The components of long-term debt for the years ended June 30, 2009 and 2008 are as follows:

2009 2008
$3,000,000 line of credit. Interest due in monthly
installments calculated at the Libor rate plus 1%.
The principal is due and payable in December
2009. Secured by deeds of trust. $ 1,203,842 $ 1,503,842
$250,000 note payable due in monthly installments
of $2,716, including 5.5% interest through July
2011, with a balloon payment of $144,268 in August
2011. Secured by deeds of trust. 192,725 214,065
$175,000 revolving line of credit, secured by deeds
of trust due April 2010. Interest payments calculated
on the outstanding balance at 2% per annum is due
and payable each month. The line is revolving and
therefore any remaining outstanding balance is
renewed on an annual basis. 175,000 175,000
0% construction note payable to Habitat for
Humanity International as part of the SHOPS grant.
Note is payable in monthly installments of $703
beginning July 2011 through July 2015. 33,750 3,750
$1,000,000 line of credit. Interest due in monthly
installments calculated at 1.25% below the prime
rate. Paid off and closed in July 2008. - 500,000
7% mortgage note payable due in monthly
installments of $1,577, paid off in May 2009. - 161,284
1,605,317 2,557,941
Less: current portion of long-term debt 1,401,404 2,211,787
$ 203913 $ 346,154
As of June 30, 2009, the annual maturities of long-term debt maturities are as follows:
2010 $ 1,401,404
2011 23,839
2012 154,761
2013 8,436
2014 8,436
Thereatfter 8,441
Total $ 1,605,317

Substantially all assets of Habitat, including all receivables and fixed assets have been

pledged as collateral for the various lines of credits.
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Habitat for Humanity Tucson, Inc.
Notes to the Financial Statements
For the Years Ended June 30, 2009 and 2008

Note 8 — Long-Term Debt (continued)

On September 3, 2009, Habitat signed a loan modification effectively dated April 17, 2009,
reducing a line of credit from $1,000,000 to $175,000 and extending the maturity date to April
17, 2010. With this modification, Habitat has no available balance under this line of credit.

Note 9 — Investments

Land held for investment represents donated or purchased properties that are currently
unavailable for the construction of homes. These properties have been recorded at cost or
their estimated fair values at the time of donation. The carrying values for these properties are
$329,329 in 2009 and $981,860 in 2008. The estimated fair values of the properties based on
assessor’s values and offered sales prices are $1,130,799 for 2009 and $1,127,047 for 2008.

During 2009, Habitat sold a large piece of land held for investment for $1,100,000. The net
gain from the sale was $133,843 and is included in “Realized gain (losses)” in the 2009
Statement of Activities and Changes in Net Assets. Also during 2009, Habitat transferred a
parcel of land from Inventories to Investments because they do not plan to develop the lots in
their operations, and are actively trying to sell the land for a profit.

Note 10 — Gift Annuity

In 2001, Habitat received a beneficial interest in a gift annuity funded with a marketable
security valued at $474,504. Since the gift annuity will not be received until the death of the
joint interest donors, the gift value has been discounted over the estimated remaining life of the
donors. During 2008, Habitat Tucson found out more information about the gift annuity which is
held at Habitat International. Under the terms of the annuity agreement, the donor will receive
annual payments of approximately $35,000 during their lifetime and Habitat will receive
payment of the remaining principal upon the termination of the joint and survivor annuity. The
breakdown of the gift annuity valuation is as follows:

2009 2008
Market value of investments $ 284,638 $ 339,853
Valuation of lifetime annuity payout 266,511 277,565

$ 18,127 $ 62,288

Note 11 — Operating Leases

The HabiStore Home Improvement Center operates out of leased facilities acquired in August
2005. The lease is a five (5) year lease that calls for monthly payments of $13,689 (plus
applicable taxes and charges) with 3.5% annual increases in base lease costs. Habitat also
has the option to renew the lease for an additional two (2) two (2) year periods for a total of
four (4) additional years. Total lease payments for the years ended June 30, 2009 and 2008
are $184,951 and $172,969 respectively.
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Habitat for Humanity Tucson, Inc.
Notes to the Financial Statements
For the Years Ended June 30, 2009 and 2008

Note 11 — Operating Leases (continued)

Future minimum payments for the next five years are as follows:

2010 $ 184,095
2011 99,730
2012 -
2013 )
2014 -
Total $ 283.825

In addition to leasing the HabiStore property, Habitat leases equipment through operating
leases. Total lease payments for the equipment for the years ended June 30, 2009 and 2008
are $7,905 and $11,020, respectively.

Note 12 — In-Kind Contributions

Habitat receives many in-kind contributions of materials and supplies used in the construction
and furnishing of its homes. Total amounts of contributed supplies and materials for the years
ended June 30, 2009 and 2008 are $324,740 and $150,537, respectively. In addition to the
materials and supplies, Habitat received 32,217 hours from volunteers helping the organization
in 2009, 28,472 hours in 2008.

Habitat also received considerable non-cash contributions of furniture, household items, and
other materials used for re-sale in the HabiStore. The total value of items donated for the years
ended June 30, 2009 and 2008 were $809,077and $800,238, respectively.

During the years ended June 30, 2009 and 2008 Habitat received gift cards in the amounts of
$12,000 and $20,000, respectively, to be used for purchases at three local businesses. The
remaining balances accumulated on all cards of $21,342 and $34,651 have been included in
inventories for the years ended June 30, 2009 and 2008 respectively.

During 2008, Habitat received a 1999 Ford F-250 SuperDuty pickup truck valued at $5,000
and a 1998 Chevrolet C-150 pickup truck valued at $5,780. These items have been included in
property and equipment and are being depreciated based on these estimated values.

Note 13 — Deposits Received

Deposits received consist of down payments from homeowners and escrow deposits from the
builders involved in the Corazon Del Pueblo project. Deposits held for home sales are $0 for
2009 and $950 for 2008.
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Habitat for Humanity Tucson, Inc.
Notes to the Financial Statements
For the Years Ended June 30, 2009 and 2008

Note 14 — Restricted Net Assets

At June 30, 2009 and 2008, temporarily restricted net assets consisted of the following items:

2009 2008
Temporarily Restricted
Pasqua Yaqui/Habitat contract funds $ 101,192 $ 78,455
Gift annuity restricted until received 18,127 62,288
Contributions temporarily restricted 197,325 199,367
Endowment earnings temporarily restricted (5,774) (1,395)

$ 310,870 $ 338,715

Permanently restricted net assets consist of an endowment fund to be held indefinitely. The
income derived from the funds is restricted for the purchase of kitchen equipment for Habitat's
various projects, if kitchen equipment is not needed (all kitchen appliances are currently being
contributed) then Habitat can use the excess income for the general building program.

Note 15 — Commitments and Contingencies

In addition to the non-interest bearing mortgage received from the sale of each home, Habitat
and/or various government agencies and/or government sponsored entities may issue a
contingent second and third mortgage. The second mortgages, issued by Habitat, represent
the excess of the market value over the original loan amount of each home sold. Should the
homeowner payoff the mortgage early or default on the mortgage, the second mortgage would
become due. The second mortgage payoff is considered less than probable or remote and
therefore no receivable has been recorded in the financial statements. During the years ended
June 30, 2009 and 2008, Habitat did collect $13,319 and $41,310, respectively of second
mortgages that were paid off early. The third mortgages are issued by other governmental
agencies, and represent the public contribution to the homes sold. The third mortgages would
become due and payable upon the sale or transfer of the property and are never collected by
Habitat, and therefore never reported on Habitat’s financial statements.

In May 2003, Habitat entered into a contract with the Pasqua Yaqui tribe to build 22 homes for
tribal members. Of these, five homes were located on the reservation and sold directly to the
tribe and 17 homes were located off of the reservation to be sold directly to Pasqua Yaqui
homeowners. Half of the principal payments from the mortgage receivables received by
Habitat from the Pasqua Yaqui homeowners covered under this contract are deposited into an
interest-bearing account, held by both Habitat and the Pascua Yaqui tribe, to be used for future
home building projects and is included in the temporarily restricted funds. In 2006, the
homeowner chosen by the Pascua Yaqui tribe for the final Balboa Laguna home resigned from
the program and a replacement was not chosen. In January 2008, Habitat bought the
remaining Balboa Laguna home from the Pascua Yaqui tribe for $40,000 and closed on the
home with an African refugee in June 2008. In June 2009, Habitat bought back another
Pascua Yaqui home for $46,000. As a result, Habitat and the Pascua Yaqui tribe agreed to
reduce the number of homes in the agreement to 20 homes.
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Habitat for Humanity Tucson, Inc.
Notes to the Financial Statements
For the Years Ended June 30, 2009 and 2008

Note 16 — Defined Contribution Retirement Plan

Effective July 2001 Habitat initiated a 401(k) defined contribution plan (401(k) Plan) to provide
retirement and incidental benefits for its employees. Under the Plan, all employees who had
completed one (1) year of service who agree to make contributions to the Plan were eligible to
receive matching contributions. During 2008, the Plan was amended to allow all full-time
employees to make contributions to the Plan (the one year of service requirement was
eliminated for employee contributions, not for employer matching). Habitat makes discretionary
matching contributions to the Plan that meet safe-harbor requirements as described by the
Plan document. For the years ended June 30, 2009 and 2008, there were matching
contributions of $25,597 and $23,420, respectively.

Note 17 - Concentration of Credit Risk and Fair Value of Financial Instruments

Fair Value

Cash, cash equivalents, and note payables: The carrying amounts reported in the statements
of financial position approximate fair values because of the short maturities of these
instruments.

Mortgage receivables: The mortgage receivables is estimated by discounting the future cash
flows using various rates based on the prevailing market rates at the inception of the
mortgages.

Credit and Operational Risk

Because Habitat's programs are concentrated in Pima County, Arizona, the amount of
contributions, home sales and collection of mortgage receivables may be affected by changes in
economic or other conditions which affect this locale.

In addition to this geographic concentration risk, management also notes the following risk factors
that may affect the corporation’s future ability to carry out its mission, including: the organization’s
ongoing dependency on donations as a significant portion of total operating revenue; the rate at
which the organization collects its long-term mortgage receivables versus the obligations
presented by the organization’s short-term liabilities, as well as the lack of free cash flow relative
to the organization’s annual debt service coverage; the limited marketability of the mortgage
receivables for resale; the insufficient amount of cash on hand relative to the organization’s short-
term liabilities and operational obligations; and the increasing cost of construction and its affect on
both the affordable house pricing for the organization’s clients and the liquidity of the organization.

Cash and cash equivalents are primarily maintained with major financial institutions in the
United States. Deposits held with these institutions may, at times, exceed the amount of
insurance provided on such deposits. Habitat has not experienced any losses in such accounts
and believes it is not exposed to any significant credit risk to cash. Generally, these deposits
may be redeemed upon demand.
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Habitat for Humanity Tucson, Inc.
Notes to the Financial Statements
For the Years Ended June 30, 2009 and 2008

Note 18 — HabiStore Home Improvement Center

In January 2006, Habitat opened a retall thrift store that specializes in selling surplus new and
used building and home improvement materials, appliances and furniture to the public. The
HabiStore receives donated usable materials from retail businesses, contractors, individuals
and other organizations. These donors receive tax deductions for the sales values of these
items from Habitat due to their 501(c)(3) non-profit designation.

All net proceeds from the operation of the HabiStore flow into the Habitat organization and help
to enhance Habitat’s non-profit mission-related activities. During the year ended June 30, 2009
HabiStore contributed a net operating profit of $233,756 which includes an increase in
inventory of $52,369. For the year ended June 30, 2008 HabiStore contributed a net operating
profit of $71,967, which included a decrease in inventory of $25,250.

Note 19 — Corazon Del Pueblo Project

In November 2004, Habitat purchased 70.53 acres of land. The land was platted for
approximately 393 lots known as Corazon Del Pueblo Residential Cluster project. All
infrastructures have been installed and land developed with the exception of common area
sidewalks (which are 95% complete for the total project and 100% in areas with occupied
houses) and landscaping. Habitat has thus far sold 304 lots to other builders. Habitat has
closed on 14 houses within the project and at June 30, 2009, there were 75 lots available for
Habitat’'s mission. If market conditions improve, Habitat may choose to sell up to 29 more lots
and use the remaining 46 lots for the construction of future Habitat projects. Habitat financed
the purchase and development of the land through an acquisition loan of $3,250,000. The
acquisition loan was replaced with an $8,000,000 non-revolving construction loan that was
secured by the assets and revenues of Habitat. That loan and all debt associated with it was
retired in February 2007. During the year ended June 30, 2009, Habitat did not sell any of the
developed lots. During the year ended June 30, 2008, Habitat sold 2 developed lots for
$60,166. The total number of lots and homes sold to date is 318 for $9,594,418.

Note 20 — Related Party Transactions

Habitat’'s broker for the acceptance and immediate sale of stock gifts is also a member of
Habitat's Board of Directors. For this service, a transaction fee is charged, and during the year
ended June 30, 2009, on $23,744 worth of stock gifts, the broker transaction fee was $281.
During the year ended June 30, 2008, there were a total of 4 stock donations, totaling $36,089
and transaction fees totaling $194.

Habitat is currently negotiating an agreement with an outside home developer to pay the
developer to oversee building out houses to a certain point for Habitat volunteers to finish. This
agreement is not finalized yet. A senior member of management of this outside home
developer also serves on Habitat's Board of Directors.
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Habitat for Humanity Tucson, Inc.
Notes to the Financial Statements
For the Years Ended June 30, 2009 and 2008

Note 20 — Related Party Transactions (continued)

One of Habitat's Board Members is the supervisor of Habitat's 401(k) investment manager.
The Board Member receives no monetary compensation for this from Habitat.

Several members of the management team at Habitat serve on the Corazon del Pueblo Home
Owners’ Association Board of Directors (CDP is still considered a developer owned project).
No additional compensation is received from either organization for these duties.

A senior member of management of Habitat is a Board Member of the Southern Arizona Land
Trust, the other landholder at Corazon del Pueblo.

A senior member of management of Habitat serves on the City of Tucson’s Housing
Commission and the City of Tucson’s Independent Audit Commission.

A senior member of management served on the Board of Directors for the Tucson Urban
League. During 2009, Habitat purchased two homes from the Tucson Urban League for
approximately $168,000 for rehabilitation before selling them to qualified home owners.

A member of the board of directors is a real estate agent who completed a real estate lot
donation for Habitat in December 2008. The board member was not compensated for their
services.

The chairman of Habitat’s audit committee is also the treasurer of the board of directors for the
community foundation which manages the endowment funds for Habitat. The chairman is not
compensated by either organization. Total funds under management of the community
foundation for the years ended June 30, 2009 and 2008 were $14,227 and $18,605,
respectively.

Note 21 — Settlement with Granite Construction

In 2008, Granite Construction Company advised Habitat that Granite is undergoing an audit
with the Arizona Department of Revenue related to certain transaction privilege taxes payable
by Granite. Granite contracted with Habitat on a time and materials basis for certain site
improvements at the Corazon del Pueblo subdivision developed by Habitat. Although Granite
never invoiced Habitat for any transaction privilege taxes related to the work performed by
Granite and the contract between Granite and Habitat is unclear as to who should bear the
burden of such taxes, Granite notified Habitat that if the Arizona Department of Revenue
should assess transaction privilege tax against Granite for the Corazon del Pueblo project,
Granite would seek to recover that amount from Habitat.

During 2009, Granite and Habitat came to an agreement whereby Habitat would pay Granite
$160,000 ($80,000 due on April 1, 2009 and $80,000 due on July 10, 2009). The $80,000 due
on July 10, 2009 was included in Accounts Payable on the accompanying Statement of
Financial Position.
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Note 22 — Losses Resulting from the Write-Down of Inventory to Its Net Realizable Value

Due to changing market conditions in the real estate industry, a provision for inventory losses
of $264,878 was charged to “Program services — Land” in 2009 to write down land inventory to
its net realizable value. This was based on Habitat’'s best estimate of value for the parcels of
land. It is at least reasonably possible that the estimates used by Habitat to determine its
provision for inventory losses will be materially different from the actual amounts or results.

These differences could result in materially higher than expected inventory provisions, which
could have a materially adverse effect on the Organization’s results of operations and financial
condition in the near term.

Note 23 — Subsequent Events

All subsequent events were considered through October 20, 2009. In August 2009, Habitat
came to an agreement with the Tucson Urban League whereby a member of Habitat’s senior
management would act as an interim part time member of senior management for the Tucson
Urban League. In exchange for the services, the Tucson Urban League’s main grantor has
agreed to share half of this person’s salary through a restricted gift made directly to Habitat.

Note 24 — Endowment Funds

The Organization’s endowment investment consists of a mix of 55-60% equities, 30-40% fixed
income funds, and up to 5% hedge funds. The endowment consists solely of donor-restricted
funds. As required by generally accepted accounting principles, net assets associated with
endowment funds are classified and reported based on the existence or absence of donor-
imposed restrictions.

The Board of Directors of Habitat has interpreted the State Prudent Management of
Institutional Funds Act (SPMIFA) as requiring the preservation of the fair value of the original
gift as of the gift date of the donor-restricted endowment funds absent explicit donor
stipulations to the contrary. As a result of this interpretation, Habitat classifies as permanently
restricted net assets (a) the original value of gifts donated to the permanent endowment, (b)
the original value of subsequent gifts to the permanent endowment, and (c) accumulations to
the permanent endowment made in accordance with the direction of the applicable donor gift
instrument at the time the accumulation is added to the fund. The remaining portion of the
donor-restricted endowment fund that is not classified in permanently restricted net assets is
classified as temporarily restricted net assets until those amounts are appropriated for
expenditure. Habitat has invested the $20,000 endowment fund with a local community
foundation that has taken over the responsibilities of determining what amounts are
appropriated for expenditure by Habitat.
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Note 24 — Endowment Funds (continued)

Investment Return Objectives, Risk Parameters and Strategies

Habitat has adopted investment and spending policies, approved by the Board of Directors, for
endowment assets that attempt to provide a predictable stream of funding to programs
supported by its endowment funds while also maintaining the purchasing power of those
endowment assets over the long-term. The management of the endowment funds has been
turned over to a local community foundation specializing in the management of endowment
funds.

Spending Policy

Habitat's objective is to maintain the purchasing power of the endowment assets as well as
provide additional real growth through new gifts and investment return. The local community
foundation managing Habitat’'s endowment is responsible for appropriating amounts available
for Habitat’s distribution.

The composition of endowment net assets and the changes in endowment net assets as of
June 30, 2009 and 2008 is as follows:

Temporarily Permanently

Restricted Restricted Total
Endowment net assets, June 30, 2007 $ (150) $ 20,000 $ 19,850
Contributions - - -
Investment income (net of expenses) 336 - 336
Net appreciation (depreciation) (1,581) - (1,581)
Endowment net assets, June 30, 2008 (1,395) 20,000 18,605
Contributions - - -
Investment income (net of expenses) 331 - 331
Net appreciation (depreciation) (4,710) - (4,710)

Endowment net assets, June 30, 2009 $ (5,774) $ 20,000 $ 14,226

Note 25 — Advertising and Marketing Costs

The following costs are included in advertising and marketing costs:

2009 2008
Advertising and Marketing Costs
Direct advertising and marketing $ 39,883 $ 55,781
Direct mail campaigns 99,101 113,192
Donated in-kind advertising 75,854 30,299
Newsletters 10,701 14,882

$ 225,539 $ 214,154
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