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INDEPENDENT AUDITORS’ REPORT

Board of Directors
Habitat for Humanity of Orange County, Inc.
Santa Ana, California

Qualified Opinion

We have audited the financial statements of Habitat for Humanity of Orange County, Inc. (the Organization),
which comprise the statement of financial position as of June 30, 2023, and the related statements of
activities, functional expenses, and cash flows for the year then ended, and the related notes to the financial
statements.

In our opinion, except for the effects of the matter described in the Basis for Qualified Opinion section of our
report, the accompanying financial statements present fairly, in all material respects, the financial position of
the Organization as of June 30, 2023, and the changes in its net assets and its cash flows for the year then
ended in accordance with accounting principles generally accepted in the United States of America.

Basis for Qualified Opinion

The Organization values inventory based on average monthly sales, which is a method not in conformity
with accounting principles generally accepted in the United States of America, in our opinion.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America (GAAS). Our responsibilities under those standards are further described in the Auditors’
Responsibilities for the Audit of the Financial Statements section of our report. We are required to be
independent of Habitat for Humanity of Orange County, Inc. and to meet our other ethical responsibilities, in
accordance with the relevant ethical requirements relating to our audit. We believe that the audit evidence
we have obtained is sufficient and appropriate to provide a basis for our qualified audit opinion.

Responsibilities of Management for the Financial Statements

Management is responsible for the preparation and fair presentation of the financial statements in
accordance with accounting principles generally accepted in the United States of America, and for the
design, implementation, and maintenance of internal control relevant to the preparation and fair presentation
of financial statements that are free from material misstatement, whether due to fraud or error.

In preparing the financial statements, management is required to evaluate whether there are conditions or
events, considered in the aggregate, that raise substantial doubt about Habitat for Humanity of Orange
County, Inc.’s ability to continue as a going concern for one year after the date that the financial statements
are available to be issued.
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Board of Directors
Habitat for Humanity of Orange County, Inc.
Santa Ana, California

Auditors’ Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are
free from material misstatement, whether due to fraud or error, and to issue an auditors’ report that includes
our opinion. Reasonable assurance is a high level of assurance but is not absolute assurance and therefore
is not a guarantee that an audit conducted in accordance with GAAS will always detect a material
misstatement when it exists. The risk of not detecting a material misstatement resulting from fraud is higher
than for one resulting from error, as fraud may involve collusion, forgery, intentional omissions,
misrepresentations, or the override of internal control. Misstatements are considered material if there is a
substantial likelihood that, individually or in the aggregate, they would influence the judgment made by a
reasonable user based on the financial statements.

In performing an audit in accordance with GAAS, we:
o Exercise professional judgment and maintain professional skepticism throughout the audit.

o Identify and assess the risks of material misstatement of the financial statements, whether due to
fraud or error, and design and perform audit procedures responsive to those risks. Such procedures
include examining, on a test basis, evidence regarding the amounts and disclosures in the financial
statements.

e Obtain an understanding of internal control relevant to the audit in order to design audit procedures
that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the Organization’s internal control. Accordingly, no such opinion is expressed.

o Evaluate the appropriateness of accounting policies used and the reasonableness of significant
accounting estimates made by management, as well as evaluate the overall presentation of the
financial statements.

e Conclude whether, in our judgment, there are conditions or events, considered in the aggregate, that
raise substantial doubt about the Organization’s ability to continue as a going concern for a
reasonable period of time.

We are required to communicate with those charged with governance regarding, among other matters, the

planned scope and timing of the audit, significant audit findings, and certain internal control-related matters
that we identified during the audit.

CliftonLarsonAllen LLP

Irvine, California
October 28, 2024



HABITAT FOR HUMANITY OF ORANGE COUNTY, INC.
STATEMENT OF FINANCIAL POSITION
June 30, 2023

ASSETS
Current assets:
Cash and cash equivalents S 2,251,739
Cash and cash equivalents - restricted 2,366,217
Total cash and cash equivalents 4,617,956
Promises to give, net - current 183,665
Other receivables 58,779
Current mortgages receivable, net of current discount -
Inventory - Homes for sale 765,668
Inventory - ReStores 302,268
Deposits 219,267
Home repair assets, at net realizable value 175,930
Housing assets, at net realizable value 2,069,257
Total current assets 8,392,790
Noncurrent assets:
Promises to give, net - noncurrent 268,305
Mortgages receivable, net of current portion and discount 3,736,921
Property and equipment, net -
Operating right-of-use assets 2,727,779
Total noncurrent assets 6,733,005
Total assets S 15,125,795

See accompanying notes and independent auditors’ report
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HABITAT FOR HUMANITY OF ORANGE COUNTY, INC.
STATEMENT OF FINANCIAL POSITION (CONTINUED)
June 30, 2023

LIABILITIES AND NET ASSETS
Current liabilities:

Accounts payable and accrued expenses S 296,420
Deferred revenues 37,621
Lines of credit 1,100,000
Notes payable - current portion 80,285
Operating lease liability - current portion 731,393

Total current liabilities 2,245,719

Noncurrent liabilities:

Notes payable - noncurrent portion 319,411
Operating lease liability - noncurrent portion 2,063,048
Total noncurrent liabilities 2,382,459

Total liabilities 4,628,178

Net assets:

Without donor restrictions 9,231,400
With donor restrictions 1,266,217
Total net assets 10,497,617

Total liabilities and net assets S 15,125,795

See accompanying notes and independent auditors’ report
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HABITAT FOR HUMANITY OF ORANGE COUNTY, INC.
STATEMENT OF ACTIVITIES

For the Year Ended June 30, 2023

Support and revenue:
Contributions
Donated materials and services
Employee retention credit
Interest income
Rehab income
ReStore sales
Materials donated to ReStore
Sale of homes
Special events revenues
Otherincome
Net assets released from restrictions

Total support and revenue
Expenses:
Program activities:
Restore

Special events
Construction and other programs

Total program activities
Supporting activities:
Management and general
Fund development
Total supporting activities
Total expenses
Change in net assets

Net assets, beginning of year (as restated)

Net assets, end of year

Without donor With donor
restrictions restrictions Total
S 1,694,121 27,683 1,721,804
24,442 136,786 161,228
963,825 - 963,825
166,522 - 166,522
656,976 - 656,976
2,889,529 - 2,889,529
2,869,900 - 2,869,900
1,409,523 - 1,409,523
1,031,488 - 1,031,488
85,271 - 85,271
251,866 (251,866) -
12,043,463 (87,397) 11,956,066
5,396,185 - 5,396,185
217,474 - 217,474
5,712,021 - 5,712,021
11,325,680 - 11,325,680
775,820 - 775,820
886,703 - 886,703
1,662,523 - 1,662,523
12,988,203 - 12,988,203
(944,740) (87,397) (1,032,137)
10,176,140 1,353,614 11,529,754
S 9,231,400 $ 1,266,217 S 10,497,617

See accompanying notes and independent auditors’ report



HABITAT FOR HUMANITY OF ORANGE COUNTY, INC.
STATEMENT OF FUNCTIONAL EXPENSES
For the Year Ended June 30, 2023

Program activities Supporting activities
Construction
Special and other Management Fund
Restore events programs and general development Total
Expenses:

Accounting S - S - S 82,809 § - S - S 82,809
Advertising and promotion 27,939 40,006 307,568 11,014 11,792 398,319
Conference 585 11,980 38,921 19,669 6,156 77,311
Cost of home sales - 19,980 2,711,507 33,199 949 2,765,635
Cost of rehabs - - 861,634 - - 861,634
Cost of ReStore sales 2,869,900 - - - - 2,869,900
Depreciation - - 6,017 - - 6,017
Grants - 135 - - 49,673 49,808
Information technology 12,026 - 219,834 - 94,651 326,511
Insurance 193,676 - 127,897 62,362 23,730 407,665
Interest - - 21,744 - - 21,744
Loss on sale of assets - - - 30,248 - 30,248
Occupancy 810,011 - 99,209 219,301 864 1,129,385
Office expense 80,778 19,080 3,444 45,807 17,724 166,833
Officer compensation - - 848,764 177,520 163,344 1,189,628
Other expenses 178,673 55,661 - - - 234,334
Other salaries and wages 1,053,795 70,632 239,231 139,479 463,557 1,966,694
Payroll taxes 78,293 - 143,442 37,221 54,263 313,219
Travel 90,509 - - - - 90,509

Total expenses S 5,396,185 S 217,474 S 5,712,021 § 775,820 S 886,703 $§ 12,988,203

See accompanying notes and independent auditors’ report
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HABITAT FOR HUMANITY OF ORANGE COUNTY, INC.
STATEMENT OF CASH FLOWS
For the Year Ended June 30, 2023

Cash flows from operating activities
Change in net assets S
Adjustments to reconcile change in net assets
to net cash flows from operating activities:
Depreciation expense
Lease expense
Loss on disposal of property and equipment
Discounts on mortgages receivable
Changes in:
Promises to give
Other receivables
Inventory - Homes for sale
Inventory - ReStores
Prepaid expenses and deposits
Housing assets
Accounts payable and accrued expenses
Deferred revenues

Net cash used in operating activities

Cash flows from investing activities
Issued mortgages receivable
Cash proceeds from mortgages receivable

Net cash from investing activities

Cash flows from financing activities
Line of credit draws
Notes payable principal payments

Net cash provided by financing activities

Net change in cash and cash equivalents and restricted cash

Total cash and cash equivalents, beginning of year

Total cash and cash equivalents, end of year S

See accompanying notes and independent auditors’ report
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(1,032,137)

6,017
66,662
30,248

(29,837)

(226,217)
360
(535,352)
19,629
39,649
301,987
(60,266)
21,666

(1,397,591)

(152,598)

349,917

197,319

300,000

(226,258)

73,742

(1,126,530)

5,744,486

4,617,956



HABITAT FOR HUMANITY OF ORANGE COUNTY, INC.
NOTES TO FINANCIAL STATEMENTS
June 30, 2023

Note 1 — Summary of significant accounting policies

This summary of significant accounting policies is presented to assist in understanding the
accompanying financial statements. The financial statements and notes are the representations of
Habitat for Humanity of Orange County, Inc.’s management, which is responsible for their integrity and
objectivity. These accounting policies conform to generally accepted accounting policies and have been
consistently applied in the preparation of the financial statements.

Nature of activities

Habitat for Humanity of Orange County, Inc. (the Organization) is a non-profit corporation under Section
501(c)(3) of the Internal Revenue Code and was incorporated on January 26, 1988, under the laws of the
State of California. The Organization is an ecumenical grass-roots Christian ministry whose purpose is to
transform lives and communities by helping families in need build and purchase or renovate their own
homes. The Organization aims to accomplish its purpose through privately operated and financed
programs to sell such housing to low- and moderate-income families at cost, utilizing competitive third-
party mortgages at discounted interest rates from banking partners.

The Organization builds new homes and rehabilitates properties repurchased by the Organization to
ready them for resale.

Six (6) homes were constructed during the year ended June 30, 2023. During the year ending June 30,
2023, the Organization sold three (3) homes, and 237 newly constructed homes since inception.
Additionally, two homes were repurchased and have been prepared for resale to another qualifying
family. By serving families, the Organization has changed 4,640 lives since inception. Forty-eight (48)
homes were repaired in the year ended June 30, 2023. Four of these were for Veterans part of a Veteran
Home Repair Program. The Organization has also funded the building of 486 homes worldwide as of
June 30, 2023, and it currently tithes to the Habitat affiliates in Ethiopia and Nicaragua.

The Organization also operates two ReStore retail outlets that sell predominantly donated materials to
the public. ReStore revenue comprises approximately 31.00% of total revenue for the year ended
June 30, 2023. Purchased product represents approximately 9.00% of total retail sales for the year
ended June 30, 2023.

Basis of accounting

The financial statements of the Organization have been prepared on the accrual basis of accounting in
accordance with US GAAP and, accordingly, reflect all significant receivables, payables, and other
liabilities.



HABITAT FOR HUMANITY OF ORANGE COUNTY, INC.
NOTES TO FINANCIAL STATEMENTS
June 30, 2023

Note 1 — Summary of significant accounting policies (continued)

Concentration of credit risk

The Organization maintains its cash deposit accounts at various commercial banks located in Southern
California. Cash accounts at banks are insured by the Federal Deposit Insurance Corporation (FDIC) up to
$250,000. The balances in these accounts may, at times, exceed federally insured limits. Management
believes the Organization is not exposed to any significant risk in connection with cash balances. At
June 30, 2023, the Organization held $3,698,602 in excess of FDIC limits.

Cash and cash equivalents

All cash and highly liquid financial instruments with original maturities of three months or less, which
are neither held for nor restricted by donors for long-term purposes, to be cash and cash equivalents.
Cash and highly liquid financial instruments restricted to building projects, endowments that are
perpetual in nature, or other long-term purposes are excluded from this definition.

Cash and cash equivalents - restricted

Restricted cash consists of amounts held for legal or contract compliance and amounts reserved for
contributions that are subject to donor-imposed restrictions. Restricted cash consists of those amounts
set aside to comply with such restrictions.

Promises to give

Unconditional promises to give are recognized as support and revenues or gains in the period promised
and as assets, decreases of liabilities, or expenses depending on the form of the benefits to be received.
The Organization record unconditional promises to give that are expected to be collected within one
year at net realizable value. Unconditional promises to give expected to be collected in future years are
initially recorded at fair value using present value techniques incorporating risk-adjusted discount rates
designed to reflect the assumptions market participants would use in pricing the asset. In subsequent
years, amortization of the discounts is included in contribution revenue in the statement of activities.
The Organization determine the allowance for uncollectible promises to give based on historical
experience, an assessment of economic conditions, and a review of subsequent collections. Promises to
give are written off when deemed uncollectible. At June 30, 2023, no allowance was deemed necessary.

Other receivables

Other receivables consist of miscellaneous items related to properties. As of June 30, 2023, other
receivables totaled $58,779. The allowance for doubtful accounts is determined on the basis of loss
experience, economic conditions in the industry, and the financial stability of customers. At June 30,
2023, no allowance was deemed necessary.



HABITAT FOR HUMANITY OF ORANGE COUNTY, INC.
NOTES TO FINANCIAL STATEMENTS
June 30, 2023

Note 1 — Summary of significant accounting policies (continued)

Inventory — Homes for sale

The Organization constructs housing for sale to low- and moderate-income families. Homes for sale
inventories are valued at net realizable value.

Inventory — ReStores

The Organization operates two ReStore retail outlets, which are located in Santa Ana and Anaheim, that
sell predominantly donated materials to the public. Donated inventories on hand at year end are valued
at estimated fair market value. Purchased inventories are valued at the lower of cost or net realizable
value.

Housing assets

Housing assets represent amounts expended for the construction of new or refurbished homes and
include costs of construction, donated materials, and donated land.

Habitat homes under construction are accounted for as inventory in process, and thus follow accounting
for inventory under ASC 330, using the specific identification method to cost each home individually.
Under ASC 330, inventory measured using any method other than LIFO or the retail inventory method
shall be measured at the lower of cost and net realizable value (NRV). When evidence exists that the net
realizable value of inventory is lower than its cost, the difference shall be recognized as a loss in earnings
in the period in which it occurs. That loss may be required, for example, due to damage, physical
deterioration, obsolescence, changes in price levels, or other causes.

As of June 30, 2023, the write down to NRV was $797,373, which is reflected in the cost of home sales in
the statement of functional expenses. See Note 16 for subsequent event disclosure of the loss on Lacy

street homes.

Mortgages receivable

Mortgages receivable represent the amount charged to the homeowners for Habitat houses built and
are to be paid back over the established and mutually agreed period of time. These mortgages are
typically paid back on a monthly basis. At the same time, the first mortgage is signed, a second lien
mortgage is executed on the homeowner, for $1,000. This second mortgage, also known as a “silent
mortgage,” is a legal document executed for protection against homeowners who may sell their house
for a profit before the mortgage is paid off and to protect the homeowner by preventing predatory
lenders from paying off the first mortgage and saddling the homeowners with an onerous new
mortgage.
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HABITAT FOR HUMANITY OF ORANGE COUNTY, INC.
NOTES TO FINANCIAL STATEMENTS
June 30, 2023

Note 1 — Summary of significant accounting policies (continued)

Mortgages receivable (continued)

The Organization’s mortgages are noninterest-bearing and have been discounted to present value based
upon prevailing market rates for low-income housing at the inception of the mortgages. Habitat for
Humanity International, Inc. (HFHI) develops a discount rate once per year on June 30. The difference
between the face amount of the mortgage and its present value is accounted for as a discount that is
recorded on the statement of financial position as a contra account to mortgages receivable and
amortized over the life of the mortgage using the straight-line method. The effect of discounting on the
financial statements results in mortgages receivable being reduced by the discount amount as the
expense is increased. HFHI recommends that mortgage discounts be charged as a program services
expense to a mortgage discount expense account and each year a ratable amount of discount the
amortized to a mortgage discount amortization revenue account. For practical purposes, delinquent or
prepaid mortgage payments are not adjusted in the annual amortization. However, mortgage payoffs or
foreclosures do result in the remaining unamortized discount balance being closed and recorded to a
mortgage discount revenue account. See Note 4.

The accrual of the mortgage discount is discontinued at the time the loan is 90 days past due, unless the
credit is well-secured and in process of collection. Past due status is based on contractual terms of the
loan. Loans are returned to accrual status when all the principal amounts contractually due are brought
current and future payments are reasonably assured.

The Organization’s policy for determining when mortgages are past due or delinquent is based on how
recently payments have been received. Mortgages are considered past due 15 days after due date.

Property and equipment

Capital expenditures over $5,000 for property and equipment are capitalized and presented at cost.
Depreciation is computed utilizing the straight-line method over the estimated useful lives of the assets,
which range from three to fifteen years. Donated assets are capitalized at their approximate fair value at
the date of the gift. Depreciation expense for the year ended June 30, 2023, was $6,017.

Long-lived assets are reviewed for impairment whenever events or changes in circumstances indicate
that the carrying amount of an asset may not be recoverable. Recoverability of assets to be held and
used is measured by a comparison of the carrying amount of an asset to future net cash flows
(undiscounted and without interest) expected to be generated by the asset. If such assets are
considered to be impaired, the impairment to be recognized is measured by the amount by which the
carrying amount of the asset exceeds the fair value of the asset. Assets to be disposed of are reported at
the lower of the carrying amount or fair value less costs to sell. During 2023, there were no events or
changes in circumstances indicating that the carrying amount of long-lived assets may not be
recoverable.
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HABITAT FOR HUMANITY OF ORANGE COUNTY, INC.
NOTES TO FINANCIAL STATEMENTS
June 30, 2023

Note 1 — Summary of significant accounting policies (continued)
Net assets

The Organization reports contributions restricted by donors as increases in net assets without donor
restrictions if the restrictions expire (that is, when a stipulated time restriction ends or purpose
restriction is accomplished) in the reporting period in which the revenue is recognized. All other donor-
restricted contributions are reported as net assets with donor restrictions, depending on the nature of
restrictions. When a restriction expires, net assets with donor restrictions are reclassified to net assets
without donor restrictions and reported in the statement of activities as net assets released from
restrictions. At June 30, 2023, net assets with donor restrictions consisted of $1,266,217.

Revenue recognition and rehab income, ReStore revenues, and sale of homes

The Organization recognizes revenue when its customer obtains control of promised goods or services in
an amount that reflects the consideration which the Organization expects to receive in exchange for
those goods or services. To determine revenue recognition for the arrangements that the Organization
determines are within the scope of Financial Accounting Standards Board Accounting Standards
Codification (ASC) Topic 606, Revenue From Contracts With Customers, the Organization performs the
following five steps: (1) identify the contract(s) with a customer, (2) identify the performance obligations
in the contract, (3) determine the transaction price, (4) allocate the transaction price to the performance
obligations in the contract, and (5) recognize revenue when (or as) the Organization satisfies a
performance obligation.

Rehab income and sale of homes — Revenues are recognized when the Organization satisfies a
performance obligation by transferring a promised good or service to a customer. The Organization
considers the terms of the contract and all relevant facts and circumstances when applying the revenue
recognition standard. The Organization also applies the revenue recognition standard consistently to
contracts with similar characteristics and in similar circumstances.

ReStore revenues - Revenue is recognized when control of ReStore inventories has transferred to

customers. For the majority of the Organization’s customer arrangements, control transfers to
customers at a point in time.

12



HABITAT FOR HUMANITY OF ORANGE COUNTY, INC.
NOTES TO FINANCIAL STATEMENTS
June 30, 2023

Note 1 — Summary of significant accounting policies (continued)
Contributions

In accordance with FASB ASC 958-605, Revenue Recognition, contributions received are recorded as
contributions without donor restrictions or contributions with donor restrictions depending on the
existence and/or nature of any donor restrictions. Unconditional promises to give are recognized as
revenues or gains in the period received and as assets, decreases in liabilities, or expenses depending on
the form of the benefits received. Conditional promises to give are recognized when the conditions on
which they depend are substantially met.

Support that is restricted by the donor is reported as an increase in net assets without donor restrictions
if the restriction expires in the reporting period in which the support is recognized. All other support
that is restricted by the donor is reported as an increase in net assets with donor restrictions. When a
restriction expires (that is, when a stipulated time restriction ends or purpose restriction is
accomplished), net assets with donor restrictions are reclassified to net assets without donor
restrictions and reported in the statements of activities as net assets released from restrictions.

Donated services

Donated services are recoghized as contributions if the services (a) create or enhance nonfinancial
assets or (b) require specialized skills, are performed by people with those skills, and would otherwise
be purchased by the Organization. Numerous volunteers provided many services throughout the year
that are not recognized as contributions in the financial statements since the criteria for recognition are
not met. Donated services are recognized as revenues at fair values in the period received and as assets
or expenses depending on the services performed, and valued based on the price that would have been
paid for the same service on the open market. Donated services are generally utilized for program
activities. There are no restrictions on donated services, unless otherwise noted. For the year ended
June 30, 2023, the total amount of donated services was $138,625.

Donated materials

Donated materials and other non-monetary items are reflected as contributions in the accompanying
statement of activities at their estimated fair market values as of the date of receipt. There are no
restrictions on donated materials unless otherwise noted. Donated materials are generally utilized for
program activities. Fair value is estimated based on wholesale prices that would be received for similar
products. For the year ended June 30, 2023, the total amount of donated materials was $22,603.

Contributions received in advance of the promise to give period was recognized as deferred revenues
within the statement of financial position.

13



HABITAT FOR HUMANITY OF ORANGE COUNTY, INC.
NOTES TO FINANCIAL STATEMENTS
June 30, 2023

Note 1 — Summary of significant accounting policies (continued)

Deferred revenues

At various times, approved homeowners reside in homes which have not closed escrow. From the rental
payments received from these homeowners, the Organization designates a portion of these rents to be
applied to the homeowners’ mortgages once escrow closes and recorded within other income in the
statements of activities.

Special events

Special events revenue is comprised of an exchange element based upon the direct benefits donors
receive and a contribution element for the difference. The Organization recognizes special events
revenue equal to the fair value of direct benefits to donors when the special event takes place. The
Organization recognizes the contribution element of special event revenue immediately, unless there is
a right of return if the special event does not take place. All goods and services are transferred at a point
in time. For the year ended June 30, 2023, the total amount of special events revenue was $1,031,488.

Functional allocation of expenses

The financial statements report certain categories of expenses that are attributed to more than one
program or supporting function. Therefore, expenses require allocation on a reasonable basis that is
consistently applied. Certain significant expenses are allocated on a percentage allocation of total
expenditures based on historical experience. Others are allocated on a basis of time and effort
estimates, such as salaries and payroll tax expense. Accordingly, certain costs have been allocated
among the programs and supporting services benefited.

Advertising expense

Advertising costs are expensed as incurred. For the year ended June 30, 2023, advertising expense
totaled $93,150.

Income taxes

The Organization is exempt from Federal and California income tax under Internal Revenue Code Section
501(c)(3). The Organization is subject, however, to federal and California income tax on unrelated
business income as stipulated in Internal Revenue Code Section 511 and Regulation Section 1.511.
During the year ended June 30, 2023, the Organization had revenue from the sale of purchased goods in
the ReStores, which constitutes unrelated business income. However, since purchased product sales
represent approximately 9.00% of total retail sales for the year ended June 30, 2023, and the applicable
expenses of the activity exceeded the income from the activity, the Organization did not have unrelated
business taxable income and, therefore, incurred no tax liability due to unrelated business income. The
Organization does not believe its financial statements include (or reflect) any uncertain tax positions.
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HABITAT FOR HUMANITY OF ORANGE COUNTY, INC.
NOTES TO FINANCIAL STATEMENTS
June 30, 2023

Note 1 — Summary of significant accounting policies (continued)

Use of estimates

The preparation of financial statements in conformity with U.S. GAAP requires management to make
estimates and assumptions that affect certain reported amounts of 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, and those differences could be material.

Adoption of new accounting pronouncements

In February 2016, FASB issued ASU 2016-02, Leases (ASC 842). The standard increased transparency and
comparability among organizations by requiring the recognition by lessees of right-of-use assets (ROU)
and lease liabilities on the statement of financial position. The most prominent among the changes in
the standard is the recognition of ROU assets and lease liabilities by lessees for those leases classified as
operating leases. Under the standard, disclosures are required to meet the objective of enabling users of
financial statements to assess the amount, timing, and uncertainty of cash flows arising from leases.

The Organization adopted the requirements of the standard effective July 1, 2022, including electing to
adopt the package of practical expedients available for the year of adoption. In evaluating contracts to
determine if they qualify as a lease, the Organization considers factors such as if the Organization has
obtained substantially all of the rights to the underlying asset through exclusivity, if the Organization can
direct the use of the asset by making decisions about how and for what purpose the asset will be used
and if the lessor has substantive substitution rights. This evaluation may require significant judgment.

In determining the discount rate used to measure the ROU assets and lease liabilities, the Organization
uses rates implicit in the lease, or if not readily available, the Organization elects by class of underlying
assets to use either the incremental borrowing rate or the risk-free interest rate. The interest rate used
to determine the present value of the lease payments is based on the information available at
commencement date.

The Organization has elected to recognize payments for short-term leases with a lease term of 12
months or less as expense as incurred and these leases are not included as lease liabilities or ROU assets
on the accompanying balance sheets.

The Organization has elected not to separate nonlease components from lease components and instead
accounts for each separate lease component and the nonlease component as a single lease component.

As a result of the adoption of the new lease accounting guidance, the Organization recognized on July 1,
2022, a lease liability of $2,954,645, which represents the present value of the remaining operating
lease payments of approximately $2,598,783, discounted using the average incremental borrowing rate
of 5.16% and a right-of-use asset of $2,954,645. The standard had a material impact on the statement of
financial position but did not have an impact on the statement of activities nor cash flows. The most
significant impact was the recognition of ROU asset and lease liability for operating leases on the
statement of financial position while the Organization’s accounting for its finance leases remained
substantially unchanged. See Note 9.
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HABITAT FOR HUMANITY OF ORANGE COUNTY, INC.
NOTES TO FINANCIAL STATEMENTS
June 30, 2023

Note 2 — Liquidity and availability

As part of liquidity management, the Organization has put a policy in place to structure its financial
assets to be available as its general expenditures, liabilities, and other obligations come due. Financial
assets available for general expenditure within one year consisted of the following at June 30, 2023:

Total cash and cash equivalents S 4,617,956
Other receivables 58,779
Total financial assets 4,676,735

Contractural or donor-imposed restrictions:

Cash restricted for legal or contractual compliance 1,100,000
Donor contributions with specific purpose restrictions (Note 8) 1,266,217
Total contractual or donor-imposed restrictions 2,366,217

Financial assets available to meet cash needs for general
expenditures within one year S 2,310,518

Note 3 — Promises to give

Promises to give may include restricted and unrestricted pledges. Restricted pledges are generally
restricted to payment for the costs of construction for several projects. Promises to give are discounted
to present value in conformity with U.S. generally accepted accounting principles. Promises to give as of
June 30, 2023, include current portions of $183,665 and long-term portions of $268,305.

Note 4 — Mortgages receivable

Mortgages receivable have been discounted to reflect interest at rates ranging from 7.38% to 8.34% as
follows:

Noninterest bearing receivables S 8,684,702
Less: current portion of mortgages receivable (1,016,142)
Less: unamortized mortgage discount (3,940,209)
Adjust for current portion of unamortized mortgage discount 8,570
Mortgages receivable, net of current portion and discount S 3,736,921
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HABITAT FOR HUMANITY OF ORANGE COUNTY, INC.
NOTES TO FINANCIAL STATEMENTS
June 30, 2023

Note 4 — Mortgages receivable (continued)

No amount was recorded for the year ended June 30, 2023 as management believed the mortgages
receivable to be fully collectible.

There were no past due loans or delinquencies as of June 30, 2023.

Certain mortgages have been pledged as collateral under financing agreements with California Bank &
Trust (see Note 6). As of June 30, 2023, the amount of receivables pledged (at face value) in connection
with specific loan agreements are shown in the table below. On the statement of financial position,
these same noninterest-bearing mortgages are included net of discounts.

In the table below, the payment streams represent cash paid out by the Organization to the specified
lenders and cash received by the Organization from mortgage payments from homeowners related to
the collateralized Habitat mortgages.

Payment streams Mortgage
Lender Loan name Paid out Receipts receivable pledged
California Bank & Trust 2011- 15yr S 5099 S 66,453 S 368,375
California Bank & Trust 2014 - 15 yr 25,561 33,338 524,495
Total mortgages receivable pledged S 892,870

These agreements are also subject to certain guarantees and may contain substitution requirements or
options. See Note 11.

Note 5 — Property and equipment

Property and equipment consisted of the following at June 30, 2023:

Equipment S 47,182

Automobiles 136,509

Improvements 11,114
Total property and equipment 194,805
Less: accumulated depreciation (194,805)
Property and equipment, net S -
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HABITAT FOR HUMANITY OF ORANGE COUNTY, INC.
NOTES TO FINANCIAL STATEMENTS
June 30, 2023

Note 6 — Notes payable

Notes payable consisted of the following at June 30, 2023:
Loan payable dated December 1, 2011, to California Bank
& Trust, collateralized by mortgages receivable, with
principal and interest at an annual rate of 4.75% payable
in monthly installments of $5,145 through December 20,
2026. S 202,335

Trust, collateralized by mortgages receivable with
principal and interest at an annual rate of 5.00% payable
in monthly installments of $3,021 through August 20,

2029. 197,361
Total notes payable 399,696
Less: current portion (80,285)
Total notes payable, noncurrent portion S 319,411

Future minimum payments consist of the following for the years ended June 30:

2024 S 80,285
2025 84,254
2026 88,418
2027 65,966
2028 32,968
2029 and thereafter 47,805

S 399,696

Interest expense related to notes payable for the year ended June 30, 2023, totaled $21,744.
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HABITAT FOR HUMANITY OF ORANGE COUNTY, INC.
NOTES TO FINANCIAL STATEMENTS
June 30, 2023

Note 7 — Lines of credit

On January 10, 2022, the Organization entered into a non-revolving line of credit with NeighborWorks
Orange County (the Bank) in the amount of $800,000. The line of credit carries an interest rate of 2.50%
and matured on July 10, 2023. The line of credit was secured by certain real properties and requires
interest-only payments until maturity. At June 30, 2023, the outstanding balance was $800,000. In
December 2023, the Organization paid $400,000 of the outstanding principal and the Bank then reduced
the line of credit principal to $400,000. On January 26, 2024, the maturity date was then extended to
July 10, 2024. In March 2024, the Organization paid the remaining outstanding line of credit of
$400,000.

On June 30, 2023, the Organization entered into a non-revolving line of credit with NeighborWorks
Orange County in the amount of $300,000. The line of credit carries 0% interest rate and matured on
December 31, 2023. The line of credit was secured by certain real properties and requires full payment
at maturity. At June 30, 2023, the outstanding balance was $300,000. On January 26, 2024, the maturity
date was then extended to June 30, 2024. In March 2024, the Organization paid the outstanding line of
credit of $300,000.

Note 8 — Net assets with donor restrictions

Net assets with donor restrictions consisted of the following at June 30, 2023:

The Davis Foundation Gradall Grant S 55,000
ReStore Warehouse 9,482
CalHome Grant 76,332
Home repair 37,614
Future projects 1,087,789

Total net assets with donor restrictions S 1,266,217

Note 9 — Leases

The Organization has lease arrangements for the use of certain facilities. These leases typically have
original terms of 15 to 74 months and do not include purchase options that the Organization is
reasonably certain to exercise. None of the lease arrangements include residual value guarantees or
restrictive covenants. The Organization’s lease arrangements may contain nonlease components; the
Organization has elected to combine and account for lease and nonlease components as a single lease
component for all leases. Payments for the leases are predominantly fixed but can contain variable costs
for usage-based metrics. Such payments are accounted for separately and are not included in the
capitalization and amortization of the leases. In accordance with US GAAP, the Organization considers
materiality of the present value total lease payments when applying lease accounting standards and
preparing disclosures.
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HABITAT FOR HUMANITY OF ORANGE COUNTY, INC.
NOTES TO FINANCIAL STATEMENTS
June 30, 2023

Note 9 — Leases (continued)

Lease expense was comprised of the following for the year ended June 30, 2023:

Operating lease expense S 853,409
Short-term leases 4,759
Total rental and lease expense S 858,168

Cash paid for operating leases for the year ended June 30, 2023, was $786,748.
Noncash information related to leases for the year ended June 30, 2023:

Acquisition of right-of-use assets through
operating lease obligation S 3,425,964

The weighted-average remaining lease term related to the Organization’s operating lease obligations as

of June 30, 2023, was 4.4 years.

The weighted-average discount rate is based on the discount rate implicit in the lease. If the implicit rate
is not readily determinable from the lease, the Organization estimate an applicable incremental
borrowing rate. The incremental borrowing rate is estimated using our applicable borrowing rates and
the contractual lease term. The weighted-average discount rate related to the Organization’s operating

lease obligations as of June 30, 2023, was 5.45%.

The Organization have elected the short-term lease exemption for all leases with a term of 12 months or
less for both existing and ongoing operating leases to not recognize the asset and liability for these

leases. Lease payments for short-term leases are recognized on straight-line basis.

Minimum future operating lease payments consist of the following for the years ended June 30:

2024 S 731,393
2025 716,638
2026 728,228
2027 597,854
2028 319,528
2029 and thereafter 41,929
Less: imputed interest (341,129)

$ 2,794,441
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HABITAT FOR HUMANITY OF ORANGE COUNTY, INC.
NOTES TO FINANCIAL STATEMENTS
June 30, 2023

Note 10 — Retirement plan
The Organization offers a retirement plan to eligible employees. The organization provided employer
contributions in the amount of $52,143 for the year ended June 30, 2023.

Note 11 — Guarantees

The Organization uses cash leveraging programs to generate cash today from years of future monthly
mortgage payments by Habitat homeowners.

Vertical US Recovery Fund, LLC / Statebridge Company, LLC

The Organization entered into agreements with unrelated investors, Vertical US Recovery Fund LLC,
Vertical US Recovery Fund Il LLC, and Vertical Capital Income Fund (collectively, Vertical) which
purchased certain of the Organization’s mortgages. During the year ended June 30, 2017, Vertical sold
all their interests to Statebridge Company, LLC. In conjunction with the agreements, the Organization
will continue to service these mortgages, monitor payments, and be responsible for collections. Under
the terms of the agreement the Organization will remit to Vertical / Statebridge on a monthly basis for a
period up to 40 years, an amount equal to the monthly payments due from the homeowners. This
amount will vary as homeowners pay off their mortgages.

Under the agreements, the Organization retains the right to substitute a mortgage of equal or greater
value in the event of the homeowner requesting a buyback of their property or in the event that the
Organization plans to renegotiate the terms of the mortgage with the family. The Organization has
guaranteed the full and prompt payment of all obligations in conjunction with the mortgages. The
Organization’s obligation to Vertical /Statebridge will not change irrespective of the payments collected
on the mortgages and has outstanding principal amount of $1,564,738 as of June 30, 2023.

California Bank & Trust

The Organization has also guaranteed payment streams in connection with two California Bank & Trust
notes payable. The Organization continues to service these mortgages, monitors payments, and is
responsible for collections, and will remit to California Bank & Trust on a monthly basis per the term of
each agreement as follows: $5,145 for 15 years through December 2026 and $3,021 for 15 years
through August 2029.

The Organization retains the right to substitute a mortgage of equal or greater value in the event of the
homeowner requesting a buyback of their property or in the event that the Organization plans to
renegotiate the terms of the mortgage with the family. The Organization has encumbered eleven loans,
of which their total present value equates to approximately forty percent of the notes payable to
California Bank & Trust, as possible substitution loans. See Notes 4 and 6.
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HABITAT FOR HUMANITY OF ORANGE COUNTY, INC.
NOTES TO FINANCIAL STATEMENTS
June 30, 2023

Note 12 — Related party transactions

Habitat for Humanity International

The Organization is affiliated, by agreement, with Habitat for Humanity International, a tax-exempt
organization incorporated under the laws of the state of Georgia. The Organization has been added to
the roster of exempt subordinates by the Internal Revenue Service within a group exemption granted to
Habitat for Humanity International under Section 501(c)(3) of the Internal Revenue Code.

Under its affiliate agreement, the Organization is expected to contribute a certain portion of its
unrestricted cash donations to Habitat for Humanity International to continue its international
programs. These contributions are accounted for as program services and are recorded when due. The
total amount contributed to Habitat for Humanity International for the year ended June 30, 2023 was
$68,695, which is included in other expenses on the statement of functional expenses.

Donated materials and services

The Organization receives significant donated materials and services from related parties, including
board members, in the normal course of providing its program activities. These donated materials and
services are recorded as revenue and program expenses, resulting in a net zero effect on the change in
net assets.

Note 13 — Agreement with Humanity Housing, Inc.

The Organization has an Agreement of Purchase and Sale and Joint Escrow Instructions (the “Purchase
Agreement”) with an unrelated entity, Humanity Housing, Inc., a California non-profit corporation.
Humanity Housing, Inc. is working in cooperation with the Organization pursuant to the HOME program
regulations requiring Humanity Housing, Inc. to convey the properties and assign all rights and obligations
to the Organization which has qualified to rehabilitate the properties, complete the housing construction,
and offer for sale and sell the completed units to eligible homebuyers. No properties were transferred
between the entities in the fiscal year ended June 30, 2023.

The Organization has an accommodation agreement with Humanity Housing, Inc. whereby the
Organization pays Humanity Housing, Inc. a sum of $200 upon the close of escrow for each Affordable
Housing Agreement (AHA) in which Humanity Housing, Inc. serves as the counterparty in the role of
beneficiary of the AHA.
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HABITAT FOR HUMANITY OF ORANGE COUNTY, INC.
NOTES TO FINANCIAL STATEMENTS
June 30, 2023

Note 14 — Supplemental disclosures of cash flow information

Cash paid during the year ended June 30, 2023 for:
Interest S 21,744

Income taxes S -

Noncash investing and financing activities:
Costs capitalized as housing assets S 3,580,309

Contributed housing assets represents program costs which have been capitalized until the homes are
sold. These costs include land, construction in progress, donated materials and services, and incurred
losses prior to sale of the homes.

There were no investing cash flow activities for the year ended June 30, 2023.

Note 15 — Restatement

During the year ended June 30, 2023, the Organization discovered that previously issued financial
statements included certain errors related to present value of mortgages receivable and discount on
mortgages receivable. Net assets without donor restrictions at the beginning of fiscal year 2023 has
been decreased by $649,314 to correct the error. There is no impact to change in net assets with
respect to this restatement.

Note 16 — Subsequent events

Lines of credit

See Note 7.

Escrows closed

As of the date of management’s evaluation, the Organization sold four homes, which includes 2 Lacy

Street homes that were sold at a loss of approximately $797,000. The Organization repurchased five
homes to be prepared for resale to another qualifying family.

Notes payable

In March 2024, the Organization obtained a construction line of credit of $2,253,000 from
NeighborWorks Orange County for the Washington Street 6- Home Project in Santa Ana.
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HABITAT FOR HUMANITY OF ORANGE COUNTY, INC.
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June 30, 2023

Note 16 — Subsequent events (continued)

Management’s review

Management has evaluated subsequent events through October 28, 20240ctober 28, 2024, the date on
which the financial statements were available to be issued.

24



ki!’A' G lO bal CLA (CliftonLarsonAllen LLP) is a network member of CLA Global. See CLAglobal.com/disclaimer.

—_— Investment advisory services are offered through CliftonLarsonAllen Wealth Advisors, LLC, an
INDEPENDENT

NETWORK MEMBER SEC-registered investment advisor.



