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_ AND COMPANY, CPAs

¢ a E. COHEN

Building Profitable Ideas

INDEPENDENT AUDITOR’S REPORT

Board of Directors
Washington Area Community Investment Fund, Inc.
Washington, DC

We have audited the accompanying statements of financial position of
Washington Area Community Investment Fund, Inc. ("WACIF"), as of December
31, 2007 and 2006, and the related statements of activities, changes in net
assets, cash flows and functional expenses for the years then ended. These
financial statements are the responsibility of WACIF'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 audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in
the financial statements. An audit also includes assessing the accounting
principles used and significant estimates made by management as well as
evaluating the overall financial statement presentation. We believe that our
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 Washington Area Community
Investment Fund, Inc. as of December 31, 2007 and 2006, 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.

5. Codovo and Comfa:.j, ClA s

November 10, 2008

One Research Court
Suite 101
Rockville, MD 20850
Tel: 301.917.6200 Fax: 301.917.6220
www.ecohencpas.com




WASHINGTON AREA COMMUNITY INVESTMENT FUND, INC.

Current assets

STATEMENTS OF FINANCIAL POSITION
DECEMBER 31, 2007 AND 2006

ASSETS

Cash and cash equivalents

Borrowers' escrow

Investments

Pledges, grants and other receivables, net of reserve

of $14,875 and $36,123 in 2007 and 2006
Accrued interest receivable

Current portion, notes receivable, net of reserve

of $299,024 and $185,695 in 2007 and 2006

Other receivable

Prepaid expenses and other current assets

Total current assets

Noncurrent assets
Other receivable

Notes receivable, net of current portion

Deposits

Property and equipment, net

Total noncurrent assets

Total assets

2007 2006

$ 545,845 $ 403,331
56,360 19,058
566,866 1,091,431
211,987 101,598
217,020 125,429
1,904,233 1,346,619

51,002 -
4,602 8,724
3,657,915 3,096,190
- 50,156
479,668 994,768
1,860 1,860
12,966 18,869
494,494 1,065,653
$ 4,052,409 $ 4,161,843

See notes to the financial statements.



WASHINGTON AREA COMMUNITY INVESTMENT FUND, INC.

STATEMENTS OF FINANCIAL POSITION (Continued)

DECEMBER 31, 2007 AND 2006

LIABILITIES AND NET DEFICIT

Current liabilities
Accounts payable and accrued expenses
Deferred revenue
Lines-of-credit
Current portion of notes payable
Total current liabilities

Long-term liabilities

Borrowers escrow

Notes payable, net of current portion
Total long-term liabilities
Total liabilities

Commitments and contingencies

Unrestricted

Board-designated
Undesignated

Total unrestricted deficit
Temporarily restricted net assets

Total deficit

Total liabilities and deficit

2007 2006

$ 98853 $ 58602
- 25,183
1,280,082 1,186,500
1,497,305 1,325,239
2,876,240 2,595,524
21,241 19,058
1,723,095 1,834,672
1,744,336 1,853,730
4,620,576 4,449,254
775,055 817,771
(1,343,222) (1,127,003)
(568,167) (309,232)

- 21,821

(568,167) (287,411)

$ 4,052,409  $ 4,161,843

See notes to the financial statements.
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WASHINGTON AREA COMMUNITY INVESTMENT FUND, INC.

STATEMENTS OF CASH FLOWS
YEARS ENDED DECEMBER 31, 2007 AND 2006

2007 2006
Cash flows from operating activities
Change in net assets $ (280,756) $ (496,330)
Adjustments to reconcile change in net assets to net
cash used in operating activities
Depreciation expense 5,903 7,011
Provision for bad debt 134,024 385,946
Realized and unrealized loss (gain) on investments 776 (46,314)
Noncash contribution - (37,731)
Gain on disposal of fixed assets - (2,195)
(Increase) decrease in assets
Borrowers' escrow (37,302) (2,117)
Pledges and grants receivables (110,389) 13,698
Accrued interest receivable (91,591) (42,895)
Other receivables (846) -
Prepaid expenses and other assets 4,122 (2,175)
Deposits - (1,860)
Increase (decrease) in liabilities
Accounts payable and accrued expenses 40,251 40,984
Deferred revenue (25,183) 25,183
Recoverable grant - (47,222)
Deferred compensation - (5,503)
Total adjustments (80,235) 284,810
Net cash used in operating activities (360,991) (211,520)
Cash flows from investing activities
Purchases of fixed assets - (4,104)
Purchases of certificates of deposit (586,763) (89,026)
Redemption of certificates of deposit 1,110,552 3,787
Issuance of notes receivable (505,264) (1,515,488)
Collections of notes receivable 328,726 947,776
Net cash provided by (used in) investing activities 347,251 (657,055)

See notes to the financial statements.



WASHINGTON AREA COMMUNITY INVESTMENT FUND, INC.

STATEMENTS OF CASH FLOWS (Continued)
YEARS ENDED DECEMBER 31, 2007 AND 2006

2007 2006

Cash flows from financing activities

Proceeds from borrowers' escrow $ 2,183 $ 88

Proceeds from (repayment of) lines of credit 93,582 (8,261)

Repayment of notes payable (11,218) (2,126,993)

Proceeds from notes payable 71,707 2,495,145
Net cash provided by financing activities 156,254 359,979
Net increase (decrease) in cash 142,514 (508,596)
Cash and cash equivalents, beginning of year 403,331 911,927
Cash and cash equivalents, end of year $ 545,845 $ 403,331
Cash paid during the year for interest $ 193,330 $ 99,919
Non-cash activities - investing
Transfer of funds from bank to government agency $ - $ 50,156

There were no non-cash financing activities for the years ended
December 31, 2007 or 2006.

See notes to the financial statements.
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WASHINGTON AREA COMMUNITY INVESTMENT FUND, INC.

NOTES TO FINANCIAL STATEMENTS
YEARS ENDED DECEMBER 31, 2007 AND 2006

1. Organization

The Washington Area Community Investment Fund, Inc. (WACIF) is a non-
stock, not-for-profit corporation organized under the laws of the
Commonwealth of Virginia. Its primary purpose is to promote community
economic development and provide access to affordable housing for low-
income and disadvantaged households in the Washington metropolitan area.
WACIF provides low-interest loans and affordable financing to community-
based development groups involved in the preservation, construction and
rehabilitation of affordable housing, and provides technical assistance and
access to capital under its Business Community Empowerment Opportunity
program (B-CEO) to small businesses in its target markets.

WACIF’s activities are primarily funded by securing social investment and
permanent capital from individuals, corporations, financial institutions, and
not-for-profit organizations.

WACIF has been determined to be exempt from federal income tax pursuant
to Internal Revenue Code (IRC) Section 501(c)(3) and is classified as other
than a private foundation within the meaning of Section 509(a) of the IRC.
Accordingly, no provision for income taxes has been made in the
accompanying financial statements.

2. Summary of significant accounting policies

Basis of accounting
The financial statements have been prepared on the accrual basis of

accounting.

Basis of presentation

Financial statement presentation follows the recommendations of the
Financial Accounting Standards Board in its Statement of Financial
Accounting Standards (SFAS) No. 117, Financial Statements of Not-for-Profit
Organizations. Under SFAS 117, WACIF is required to report information
regarding its financial position and activities according to three classes of net
assets: unrestricted, temporarily restricted and permanently restricted.

Revenue recognition
WACIF accounts for contributions in accordance with the recommendations of
SFAS 116, Accounting for Contributions Received and Contributions Made.

11



WASHINGTON AREA COMMUNITY INVESTMENT FUND, INC.

NOTES TO FINANCIAL STATEMENTS (continued)
YEARS ENDED DECEMBER 31, 2007 AND 2006

2. Summary of significant accounting policies (continued)

Revenue recognition (continued)

Under the guidelines of SFAS 116, contributions received are recorded as
unrestricted, temporarily restricted or permanently restricted support
depending on the existence and/or nature of any donor restrictions.

Support that is restricted by the donor, including pledges, is reported as an
increase in temporarily restricted or permanently restricted net assets,
depending on the nature of the restriction. When a donor restriction expires,
that is, 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 statements of activities as net assets released
from restrictions. However, if a restriction is fulfilled in the same time period
in which the support is received, WACIF reports the support as unrestricted.

Cost-reimbursement grants are recognized when earned; that is, when the
expenses have been incurred.

Contributions, grants and accounts receivable and allowance for
uncollectible accounts

All contributions are considered to be available for unrestricted use unless
specifically restricted by the donor. Unconditional contributions receivable are
recognized as revenues in the period the pledge is received. Conditional
contributions receivable are recognized when the conditions on which they
depend are substantially met. All contributions receivable are expected to be
collected within one year.

Accounts and grants receivable are recorded at the lower of cost or fair value.
The risk of loss on the receivables is the balance due at the time of default.
The receivables are unsecured. Accounts are considered delinquent when
they are 120 days in arrears. WACIF uses the allowance method to
determine uncollectible contributions and other receivables. The allowance is
based upon experience, management’s analysis of specific promises made,
and other historical factors that pertain to the receivables. No interest is
accrued on receivables.

12



WASHINGTON AREA COMMUNITY INVESTMENT FUND, INC.

NOTES TO FINANCIAL STATEMENTS (continued)
YEARS ENDED DECEMBER 31, 2007 AND 2006

2. Summary of significant accounting policies (continued)

Contributions, grants and accounts receivable and allowance for
doubtful accounts (continued):

WACIF is the recipient of grants from governmental agencies, some of which
are dependent on the performance of specific activities, or achievement of
specified goals by WACIF. In some cases, if the grant requirements are not
met by the expiration of the grant, WACIF is required to return any
unexpended funds. WACIF recognizes the revenue from these grants as it is
earned.

Notes receivable

Notes receivable are recorded at original cost less principal payments
received. Notes for housing development are secured by deeds of trust on
the related properties. Notes for economic development are unsecured. The
risk of loss on the unsecured receivables is the balance due at the time of
default. WACIF uses the allowance method of accounting for uncollectible
accounts. The allowance is based upon management’s analysis of the
creditworthiness of the creditor, experience and other historical factors that
pertain to the receivables.

Property and equipment and depreciation

WACIF capitalizes fixed assets with an original cost of $1,000 or more.
Furniture, equipment and leasehold improvements are recorded at cost.
Donated equipment is reflected in the accompanying financial statements at
its estimated fair value at the date of receipt. Depreciation is provided for in
amounts sufficient to relate the cost of the depreciable assets to operations
using the straight-line method over estimated useful lives of three to seven
years for furniture, equipment and software. Leasehold improvements are
amortized over the life of the lease. Amortization expense is included in
depreciation expense.

13



WASHINGTON AREA COMMUNITY INVESTMENT FUND, INC.

NOTES TO FINANCIAL STATEMENTS (continued)
YEARS ENDED DECEMBER 31, 2007 AND 2006

2. Summary of significant accounting policies (continued)

Cash equivalents

For purposes of the statement of cash flows, WACIF considers all highly liquid
short term instruments whose maturity dates do not extend past three months
from the original date of purchase, and all money market funds, to be cash
equivalents.

Use of estimates

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

Donated services and materials

Donated materials and equipment are reported as unrestricted support unless
there are explicit stipulations regarding their use. Donations of long-lived
assets with explicit restrictions that specify how the assets are to be used are
reported as restricted support.

Donated services are recognized if the services create or enhance long-lived
assets or require specialized skills, are provided by individuals possessing
those skills, and would typically need to be purchased if not provided by
donation. These services are recorded as support and expense in the
accompanying Statement of Activities in accordance with SFAS No. 116,
Accounting for Contributions Received and Contributions Made.

Donations in-kind have been received from members of the Board of Directors
for out-of-pocket expenses including travel, telephone, postage, etc. The
value of such donations is not reflected in the accompanying financial
statements as it does not meet the requirements for recording donated
services.

14



WASHINGTON AREA COMMUNITY INVESTMENT FUND, INC.

NOTES TO FINANCIAL STATEMENTS (continued)
YEARS ENDED DECEMBER 31, 2007 AND 2006

2. Summary of significant accounting policies (continued)

Functional allocation of expense

The costs of providing various programs and other activities of WACIF have
been summarized on a functional basis in the accompanying financial
statements. Costs that can be identified with particular programs or support
functions are charged directly to that program or function. Salaries and
related costs have been allocated among the programs and supporting
services based upon timesheets prepared by the employees and
management’s best estimates of the proportion of these costs applicable to
each program. Other allocable costs have been allocated to program services
and to support services based upon management’s best estimates.

Reclassification

Certain items in the prior year's financial statements have been reclassified to
conform to the current year's presentation. These reclassifications had no
effect on previously reported net income.

3. Investments

Investments are recorded at market value and consist of the following at
December 31,

2007 2006

Fair Market Fair Market
Value Cost Value Cost

Certificates of deposit $ 520,490 $ 520,041 $ 746,596 $ 746,59

Fixed income securities 17,286 18,455 183,910 183,676
Equity securities 29,090 30,000 141,721 125,992
Mutual funds 19,204 19,044

$ 566,866 $ 568,496 $ 1,091,431 $ 1,075,308
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WASHINGTON AREA COMMUNITY INVESTMENT FUND, INC.

NOTES TO FINANCIAL STATEMENTS (continued)
YEARS ENDED DECEMBER 31, 2007 AND 2006

3. Investments (continued)

Investment income consists of the following:

2007 2006
Interest on notes receivable $ 201,267 $ 221,508
Interest on other investments 24,462 14,260
Unrealized (loss) gain (776) 18,380
Total $ 224,953 $ 254,148

4. Notes receivable

For the year ended December 31, 2007, notes receivable amounted to
$2,383,901, net of the reserve for uncollectible notes of $299,024. Of the total
notes receivable, $1,351,429 is secured by first lien deeds of trust, and
$187,215 is secured by second lien deeds of trust. For the year ended
December 31, 2006, notes receivable amounted to $2,341,387, net of the
reserve for uncollectible notes of $185,695. Future maturities of notes
receivable approximate the following:

Years ending December 31,

2008 $ 2,203,257
2009 437,986
2010 41,682
Subtotal 2,682,925

Less reserve for uncollectible
notes ( 299,024)
Total $ 2,383,901
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WASHINGTON AREA COMMUNITY INVESTMENT FUND, INC.

NOTES TO FINANCIAL STATEMENTS (continued)
YEARS ENDED DECEMBER 31, 2007 AND 2006

4. Notes receivable (continued)

Interest on notes receivable ranges from 3% to 9.5%. Costs and fees for loan
processing are expensed as incurred.

Notes receivable are considered delinquent when they are 120 days past due.
As of December 31, 2007, $1,072,236 in notes receivable were considered
delinquent but are included in the amount due in 2008 in the above schedule
because they are considered collectible.

Notes receivable serve as collateral for notes payable.
Management believes that it is not practicable to estimate the fair value of the
notes receivable because programs with similar characteristics are not
currently available to WACIF.

5. Property and equipment

Property and equipment consisted of the following at December 31, 2007 and
2006:

2007 2006
Equipment $ 30,326 $ 30,326
Furniture and fixtures 8,319 8,319
Leasehold improvements 12,733 12,733
Software 1,243 1,243
Total 52,621 52,621
Less accumulated depreciation (39,655) (33,752)
Net property and equipment $ 12,966 $ 18,869
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WASHINGTON AREA COMMUNITY INVESTMENT FUND, INC.

NOTES TO FINANCIAL STATEMENTS (continued)
YEARS ENDED DECEMBER 31, 2007 AND 2006

6. In-kind contributions

WACIF receives pro bono legal services for its loan programs. The donated
services include preparation of the loan documents and settlement activities.
The value of these services amounted to $43,546 and $37,731 during 2007
and 2006, respectively.

7. Commitments and contingency

Lease

In 2005 WACIF exercised its option to extend its office lease for an additional
year. As of December 31, 2007, a new lease had not been signed. WACIF
continues to occupy its space on a month-to-month basis, at a monthly cost of
$1,860.

Off-balance sheet risk

WACIF is a party to financial instruments with off-balance sheet risk in the
normal course of business to meet the financing needs of its clients. These
financial instruments include commitments to extend credit. WACIF's
exposure to credit loss in the event of nonperformance by the other party to
the financial instrument for commitments to extend credit is represented by
the contractual amount of those instruments. WACIF uses the same credit
policies in making commitments as it does for on-balance sheet instruments.
Commitments to extend credit are agreements to lend as long as there is no
violation of any condition established in the contract. Commitments generally
have fixed expiration dates. WACIF evaluates each customer's
creditworthiness on a case-by-case basis.

WACIF has approved funding for program grants and loan commitments
totaling approximately $300,000 that had not been disbursed as of December
31, 2007.

Contracts

WACIF has entered into an annual information technology maintenance
contract with required payments of $1,400 per month through December,
2008. The principal of the information technology firm is related to a member
of WACIF’'s management (see Note 12).
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WASHINGTON AREA COMMUNITY INVESTMENT FUND, INC.

NOTES TO FINANCIAL STATEMENTS (continued)
YEARS ENDED DECEMBER 31, 2007 AND 2006

7. Commitments and contingency (continued)

Contracts (continued)

In September 2007, WACIF entered into a contract for architectural services
in connection with the child care center program. The contract calls for total
compensation of $10,000 and expires in August 2008. As of December 31,
2007, $2,500 had been paid under this contract.

8. Lines-of-credit

WACIF has a $100,000 revolving line-of-credit with City First Bank with an
interest rate of 5% and 6% at December 31, 2007 and 2006, respectively,
collateralized by a certificate of deposit. The outstanding balance on this line
at December 31, 2007 and 2006 was $82,419 and $86,500, respectively.

WACIF has a $200,000 revolving line-of-credit with National Capital Bank with
an original maturity date of July 2005 with the option to renew annually. This
loan requires interest to be paid quarterly at a rate of 2%. As of December 31,
2007 and 2006, the outstanding balance on this line was $197,664 and

$100,000, respectively.

WACIF has a $1,000,000 revolving line-of-credit with City First Bank. This
line-of-credit matured in December 2005 but was extended for additional
terms through December 2008. Draws from this line are to be used to provide
short-term working capital to eligible borrowers. Interest on the first $750,000
advanced is fixed at the then current federal funds rate, as published in the
Wall Street Journal. Interest on the remaining $250,000 is 4%. As of
December 31, 2007 and 2006 the amount drawn against this line was
$1,000,000. The line-of-credit facility requires that WACIF maintain certain
financial ratios. As of December 31, 2007 and 2006, WACIF failed to meet

this requirement.

WACIF has established a $125,000 line-of-credit with the DC Department of
Housing and Community Development. The line bears no interest rate, and is
to be used only for projects specified in the agreement. At the conclusion of
the project, unexpended funds must be returned to the Department. As of
December 31, 2007, WACIF had not drawn on this line.
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WASHINGTON AREA COMMUNITY INVESTMENT FUND, INC.

NOTES TO FINANCIAL STATEMENTS (continued)
YEARS ENDED DECEMBER 31, 2007 AND 2006

8. Lines-of-credit (continued)

WACIF has established a $350,000 line-of-credit with the DC Department of
Housing and Community Development. The line bears no interest rate, and is
to be used only for projects specified in the agreement. At the conclusion of
the project, unexpended funds must be returned to the Department. As of
December 31, 2007, WACIF had not drawn on this line.

9. Notes payable

Notes payable at December 31, 2007 and 2006 amounted to $3,220,400 and
$3,159,911, respectively. Future maturities of notes payable approximate the
following:

Years ending December 31,

2008 $ 1,497,305
2009 239,804
2010 1,093,174
2011 197,698
2012 62,704
Thereafter 129,715
Total $ 3,220,400

Principal payments are generally due upon maturity. Interest is payable
quarterly, annually or biannually, and rates range from 0% to 4.75%. Notes
payable are collateralized with the assets of the organization.

Management believes that it is not practicable to estimate the fair value of the
notes payable because programs with similar characteristics are not currently
available to WACIF.

10.Borrowers’ escrow

Borrowers’ escrow consists of amounts paid by note-holders as collateral
against notes issued by WACIF.
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WASHINGTON AREA COMMUNITY INVESTMENT FUND, INC.

NOTES TO FINANCIAL STATEMENTS (continued)
YEARS ENDED DECEMBER 31, 2007 AND 2006

11.Concentration of credit risk

WACIF has concentrated its credit risk for cash by maintaining deposits in
financial institutions in excess of the $100,000 federally insured limit. The
maximum potential loss that could have resulted from this concentration
approximated $690,867 at December 31, 2007. WACIF has not experienced
any losses on such accounts and believes it is not exposed to any significant
risk on cash held by these financial institutions.

WACIF established a reserve for uncollectible accounts against its notes
receivables balances. The notes are secured by deeds of trust on respective
properties financed by WACIF.

One debtor accounts for 21.7% of accounts receivable.
12.Related party transactions

During 2006, WACIF obtained consulting services from a Company owned by
a relative of a member of management amounting to $33,752. The cost of
these services is included in the Statements of Activities. As of December 31,
2006 WACIF was owed $185 by this Company. WACIF has entered into an
annual service contract with this Company (see Note 7).

A Company of which a Board member is a principal member of management
has a line of credit with WACIF. At December 31, 2007 and 2006, that
Company owed WACIF $57,741 and $100,000, respectively.

13. Temporarily restricted net assets

Temporarily restricted net assets consist of funds set aside to be used for
community loans. These funds, however, can also be used to offset loan
losses. Interest earned on these funds can be used to support WACIF's
general activities. Restricted net assets of $21,821 of community loan funds
were available at December 31, 2006, and were used for community loans
during 2007.

21



WASHINGTON AREA COMMUNITY INVESTMENT FUND, INC.

NOTES TO FINANCIAL STATEMENTS (continued)
YEARS ENDED DECEMBER 31, 2007 AND 2006

14.Board-designated net assets

As a matter of policy, the Board of Directors has designated reserves with
relation to the loan fund. The reserve is calculated at 15% of funds available
for loan, to be set aside as a liquidity reserve. A separate reserve for SBA
loan funds consists of 15% of the balance disbursed and outstanding on
loans from the SBA facility. In addition, the Board sets aside not less than
$165,000, as a reserve against the allowance for uncollectible accounts.

Liquidity reserve $ 595,850
SBA reserve 14,205
Loan loss reserve 165,000

Total Board-designated net assets $ 775,055

15. Noncash transactions

During 2006, a certificate of deposit was inadvertently transferred to the
District of Columbia Unclaimed Property Division. Management has filed the
appropriate paperwork to regain possession of the funds, which were
returned in 2008. The cerificate of deposit is recorded as an other
receivable.

16.Going concern

The net asset deficit was funded by transfers from the loan fund to the
operating account. Management has taken steps to reduce expenses and
accelerate collection of receivables. Approximately $950,000 of receivables
outstanding at December 31, 2007 have been collected in 2008. WACIF has
increased its fees for new loans and renewals of loans, and those borrowers
utilizing lines of credit are required to make monthly interest payments. In
addition, WACIF has continued to receive funding under its existing
government grants, as well as a new award of a $750,000 contract to support
the economic development of designated commercial districts. Earnings in
excess of operating expenses will be used to replenish net assets.
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