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Independent Auditor's Report

Board of Directors
Habitat for Humanity of Orange County, Inc.

Opinion

We have audited the financial statements of Habitat for Humanity of Orange County, Inc. (the
Organization), a California nonprofit public benefit corporation, which comprise the statement of
financial position as of June 30, 2025, 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, the accompanying financial statements present fairly, in all material respects, the
financial position of the Organization as of June 30, 2025, 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 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 Auditor’s
Responsibilities for the Audit of the Financial Statements section of our report. We are required to be
independent of the Organization 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 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 within one year after the date
that the financial statements are issued or available to be issued.



Auditor’s 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 auditor’s 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.

¢ 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.

¢ 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.

g 9 O LLF

Glendale, California
January 26, 2026



Habitat for Humanity of Orange County, Inc.
Statement of Financial Position
June 30, 2025

ASSETS
Current assets
Cash and cash equivalents $ 5,322,536
Restricted cash 5,726,063
Contributions receivable, current portion 147,610
Other receivables 339,195
Inventory - homes for sale 3,378,344
Inventory - ReStore 285,022
Inventory - housing assets 1,017,254
Prepaid expenses and deposits 255,507
Total current assets m

Noncurrent assets
Contributions receivable, net of current portion 244,363
Mortgage notes receivable, net -
Property and equipment, net 18,593
Right-of-use assets 2,275,453

Total noncurrent assets 2,538,409

Totalassets $ 19,009,940

LIABILITIES AND NET ASSETS
Current liabilities

Accounts payable and accrued expenses $ 296,819
Deferred revenues 859,023
Line of credit, current portion 3,093,168
Lease liabilities, current portion 982,961
Total current liabilities 5,231,971

Noncurrent liabilities
Line of credit, net of current portion 2,435,000
Lease liabilities, noncurrent portion 1,393,552
Total noncurrent liabilities 3,828,552
Total liabilities 9,060,523

Net assets

Without donor restrictions 7,596,055
With donor restrictions 2,353,362
Total net assets 9,949,417

Total liabilities and net assets §$§ 19,009,940

See notes to financial statements.
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Habitat for Humanity of Orange County, Inc.
Statement of Activities
Year ended June 30, 2025

Without
Donor With Donor
Restriction Restrictions Total
Revenue and other support
Contributions $ 1,800,065 $ - $ 1,800,065
In-kind goods and services 3,315,317 - 3,315,317
Rehab income 769,258 - 769,258
ReStore sales 2,858,875 - 2,858,875
Other sales 65,576 - 65,576
Sale of homes 120,536 - 120,536
Special events, net 2,647,402 - 2,647,402
Other income 34,407 - 34,407
Net assets released from restrictions 458,040 (458,040) -
Total revenue and support 12,069,476 (458,040) 11,611,436
Expenses
Program activities:
ReStore 5,716,183 - 5,716,183
Construction and other programs 5,434,586 - 5,434,586
Total program services 11,150,769 - 11,150,769
Supporting activities:
Management and general 703,406 - 703,406
Fund development 1,269,183 - 1,269,183
Total supporting activities 1,972,589 - 1,972,589
Total expenses 13,123,358 - 13,123,358
Deficiency of revenue and other support
over expenses (1,053,882) (458,040) (1,511,922)
Other gains and losses
Gain on sale of mortgage notes receivable 1,781,996 - 1,781,996
Interest income 228,331 - 228,331
2,010,327 - 2,010,327
Change in net assets 956,445 (458,040) 498,405
Net assets, beginning of year 6,639,610 2,811,402 9,451,012
Net assets, end of year $ 7,596,065 $§ 2,353,362 $ 9,949,417

See notes to financial statements.
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Habitat for Humanity of Orange County, Inc.
Statement of Functional Expenses
Year ended June 30, 2025

Program Activities
Construction

Supporting Activities

and other Management Fund
ReStore programs and general development Total

Accounting $ -$ 67,305 $ 13,443 $ -8 80,748
Bank charges - 26,505 - - 26,505
Advertising and promotions 36,427 - - 524,069 560,496
Conference 2,391 6,937 41,743 - 51,071
Cost of home sales - 1,586,912 - - 1,586,912
Cost of ReHabs - 1,455,040 - - 1,455,040
Cost of ReStore sales 81,825 - - - 81,825
Depreciation - - 1,328 - 1,328
Grantwriting consultant - - - 62,050 62,050
Information technology 20,306 91,695 62,073 29,458 203,532
In-kind goods and services 3,103,897 - - - 3,103,897
Insurance 148,340 178,664 32,838 38,022 397,864
Occupancy 939,280 180,278 63,874 67,222 1,250,654
Office expense 14,201 - 23,988 - 38,189
Officer compensation - 699,000 253,000 90,000 1,042,000
Other expenses 8,053 27,648 51,066 9,821 96,588
Other salaries 1,149,753 976,665 117,680 399,478 2,643,576
Payroll taxes 114,478 131,578 42,373 49,063 337,492
Vehicle costs 97,232 6,359 - - 103,591

Total expenses $ 5,716,183 $ 5,434,586 $ 703,406 $ 1,269,183 $ 13,123,358

See notes to financial statements.
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Habitat for Humanity of Orange County, Inc.
Statement of Cash Flows
Year ended June 30, 2025

Cash flows from operating activities

Change in net assets
Adjustments to reconcile change in net assets
to net cash used in operating activities

Depreciation
Gain on sale of mortgage notes receivable
Lease expense in accordance with ASC 842, net of cash paid
In-kind good and services revenue
In-kind good and services expenses
Changes in:

Other receivables

Inventory - homes for sale

Prepaid expenses and deposits

Inventory - housing assets

Accounts payable and accrued expenses

Deferred revenues

Net cash used in operating activities

Cash flows from investing activities
Proceeds from sale of mortgage notes receivable
Acquisition of property and equipment
Net cash provided by investing activities

Cash flows from financing activities
Drawdown on lines of credit
Principal payments on notes payable
Net cash provided by financing activities

Increase in cash and cash equivalents and restricted cash
Total cash and cash equivalents and restricted cash, beginning of year

Total cash and cash equivalents and restricted cash, end of year

Supplemental disclosure of cash flow information:
Interest paid during the year

Reconciliation of cash
Cash and cash equivalents
Restricted cash

See notes to financial statements.
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$ 498,405

1,328

(1,781,996)
15,840

(3,315,317)
3,103,897

375,596
(2,957,287)
(1,712)
731,702
57,276
843,068
(2,429,200)

4,611,049
(19,921)
4,591,128

3,275,000
(319,687)
2,955,313

5,117,241
5,931,358

§ 11,048,599

§__ 232047

$ 5,322,536

5,726,063
§ 11,048,509



Habitat for Humanity of Orange County, Inc.
Notes to Financial Statements
Year ended June 30, 2025

NOTE 1

NOTE 2

ORGANIZATION PROFILE

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.

The Organization is currently constructing six (6) homes scheduled for completion in
fiscal year 2026. These homes will be added to the 239 homes previously constructed
and sold since the Organization’s inception. Two (2) homes were repurchased and
sold to another qualifying family. By serving families, the Organization has changed
nearly 5,000 lives since its inception. Fifty-two (52) homes, including one (1) veterans’
home, were repaired during fiscal 2025. The Organization has also funded the building
of nearly 500 homes worldwide as of June 30, 2025, 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 27.00% of
total revenue for the year ended June 30, 2025. Purchased product represented less
than 1% of total retail sales for the year ended June 30, 2025.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Presentation

The accompanying financial statements of the Organization have been prepared on
the accrual basis of accounting in accordance with generally accepted accounting
principles in the United States of America (U.S. GAAP), which requires the
Organization to report information regarding its financial position and activities
according to the following net asset classification:

Net assets without donor restrictions — Net assets that are not subject to donor
imposed restrictions and may be expended for any purpose in performing the
primary objectives of the Organization. These net assets may be used at the
discretion of the Organization's management and the Board of Directors.




Habitat for Humanity of Orange County, Inc.
Notes to Financial Statements
Year ended June 30, 2025

NOTE 2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
Basis of Presentation (Continued)

Net assets with donor restrictions — Net assets subject to stipulations imposed by
donors and grantors. Some donor restrictions are temporary in nature; those
restrictions will be met by actions of the Organization or by the passage of time.
Other donor restrictions are perpetual in nature, whereby the donor has stipulated
that the funds be maintained in perpetuity. Donor restricted contributions are
reported as increases in net assets with donor restrictions. When a restriction
expires, net assets are reclassified from net assets with donor restrictions to net
assets without donor restrictions in the statement of activities.

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.

Restricted cash

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.

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. No housing reserve
write-off was recorded for the year June 30, 2025.

ReStores

The Organization operates two ReStore retail outlets, 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 construction costs, donated materials, and donated
land.



Habitat for Humanity of Orange County, Inc.
Notes to Financial Statements
Year ended June 30, 2025

NOTE 2

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
Inventory (Continued)

Housing assets (Continued)

Homes under construction are accounted for as inventory in process and therefore
follow the accounting guidance for inventory under Accounting Standards Codification
(ASC) 330, Inventory using the specific identification method to cost each home
individually. Under ASC 330, inventory measured using any method other than Last-In,
First-Out (LIFO) or the retail inventory method must 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 must be recognized as a loss in earnings
in the period in which it occurs. Such loss may be required due to damage, physical
deterioration, obsolescence, changes in price levels, or other similar causes.

Mortgage notes receivable

Mortgage notes receivable represent the amounts charged to the homeowners for
houses built and are to be paid back over an established and mutually agreed-upon
period of time. These mortgages are typically repaid back on a monthly basis. At the
same time, the first mortgage is signed, a second-lien mortgage in the amount of
$1,000 is executed with the homeowner. This second mortgage, also known as a
“silent mortgage”, is a legal document executed with the homeowner to protect against
homeowners selling their house for a profit before the first mortgage is paid off, and to
protect the homeowner by preventing predatory lenders from paying off the first
mortgage and burdening the homeowners with an onerous new loan.

The Organization’s mortgages consist of non-interest bearing residential home loans
made to qualified borrowers and secured by a deed of trust, payable in monthly
installments over the term of the loan, which ranges from 15 to 40 years. These
non-interest bearing mortgages are discounted based on the rate recommended by
Habitat for Humanity International, Inc. (HFHI) for the year in which they were
originated. Mortgages receivable are discounted to present value based on prevailing
market rates for low-income housing at the inception of the loans. HFHI develops a
discount rate annually on June 30.

The difference between the face amount of the mortgage and its present value is
recorded as a discount, which is presented 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 results in mortgages
receivable being reduced by the discount amount while the expense is increased.
HFHI recommends that mortgage discounts be recorded as program services expense
in a mortgage discount expense account, and that each year a ratable portion of the
discount be 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 result in the remaining
unamortized discount balance being closed and recorded to a mortgage discount
revenue account.



Habitat for Humanity of Orange County, Inc.
Notes to Financial Statements
Year ended June 30, 2025

NOTE 2

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Mortgage notes receivable (Continued)

The Organization’s portfolio of mortgage loans receivable includes first trust deeds for
direct loans financed by the Organization and a limited number of second trust deeds
funded by CalHome program first-time homebuyer loans.

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

Additionally, homes may be encumbered with second, third and/or fourth trust deeds
in favor of either the Organization or a local governmental agency to ensure
compliance with the terms of the Organization’s affordable homeownership
programs. These notes are “silent”. The primary purpose of these silent mortgage
notes is to provide the Organization with the “Right of First Refusal” to buy back any
loans (i.e., pay off the remaining balance) when a homeowner wishes to sell or goes
into default. This ensures that the home remains within the Affordable Home
Ownership Program. These silent mortgage notes bear no interest and are forgiven if
the homeowner resides in the home for the required period and complies with all other
covenants and restrictions under the deed of trust. Accordingly, since these silent
mortgage notes have no value unless or until a homeowner fails to comply with the
covenants and restrictions of the home sale, the Organization does not record a value
for them. These Silent Notes typically range from $1 to $1000 in maximum value.

Beginning in 2018, the Organization stopped self-financing mortgages and began
utilizing third-party banks to issue the first trust deed mortgages on home sales at
discounted interest rates. The Organization still retains the silent second loans as
noted above. These third-party loans are owned and serviced externally by the lender
and are not included in the Organization’s mortgage receivables.

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 the due date.

Allowance for credit losses on mortgage notes receivable

The Organization regularly reviews its mortgage notes receivable portfolio and monitors
the accounts for delinquencies. The Organization’s allowance for credit losses
represents the amount considered adequate to absorb probable losses in the portfolio,
based on management’s evaluation of the current risk characteristics of the mortgage
notes receivable. A mortgage note receivable is considered impaired when, based on
current information and events, it is probable that the Organization will be unable to
collect the scheduled payments when due according to the contractual terms of the note.
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Habitat for Humanity of Orange County, Inc.
Notes to Financial Statements
Year ended June 30, 2025

NOTE 2

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Allowance for credit losses on mortgage notes receivable (Continued)

The Organization recognizes and measures expected credit losses for financial assets
held in accordance with Financial Accounting Standards Board (FASB) ASC 326,
Financial Instruments — Credit Losses: Measurement of Credit Losses on Financial
Instruments. As mentioned in Note 4, the Organization’s mortgage notes receivable as
of June 30, 2025 consisted of mortgages originated with funds from CalHome. Because
of the terms of the notes and the uncertainty of collection, the Organization has fully
discounted the mortgage notes receivable and provided an allowance for credit losses
for the entire amount.

Contributions receivable

Unconditional promises to give are recognized as support and revenues or gains in the
period promised and as assets, decreases in liabilities, or expenses depending on the
form of the benefits received. The Organization records unconditional promises to give
that are expected to be collected within one year at net realizable value. Unconditional
promises to give that are expected to be collected in future years are initially recorded
at the present value of their net realizable value, discounted using the appropriate
risk-adjusted interest rates applicable to the year in which the receivable was received.
The Organization determines the allowance for uncollectible promises to give based
on historical experience, an assessment of current economic conditions and a review
of subsequent collections. Promises to give are written off when deemed uncollectible.
At June 30, 2025, no allowance was deemed necessary.

Other receivables

Other receivables consist of miscellaneous items related to properties. As of June 30,
2025, other receivables totaled $339,195. The allowance for doubtful accounts is
determined on the basis of experience, economic conditions in the industry, and the
financial stability of customers. At June 30, 2025, no allowance was deemed necessary.

Leases

FASB ASC 842, Leases, which requires lessees to recognize right of use (“ROU”) assets
that represent the right of use to the underlying assets over the lease term, and lease
liabilities that represent obligations for lease payments arising from the related leases.
These ROU assets and lease liabilities are recognized at the lease commencement date
based on the present value of lease payments over the lease term. Lease terms may
include options to extend the lease when it is reasonably certain that such options will
be exercised. Short-term leases (those with terms of 12 months or less) are not recorded
as ROU assets or liabilities in the statements of financial position. The Organization’s
lease arrangements do not provide an implicit rate. Therefore, an accounting policy
election was made to use the risk-free rate as the discount rate to determine the present
value of future lease payments.

Lease expenses for operating lease payments are recognized on a straight-line basis
over the lease term.

The ROU assets of $2,275,453 and ROU lease liabilities of $2,376,513 are included in
the statement of financial position as of June 30, 2025.
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Habitat for Humanity of Orange County, Inc.
Notes to Financial Statements
Year ended June 30, 2025

NOTE 2

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Property and equipment

Purchased property, software, and equipment are recorded at cost or, if donated, at fair
value on the date of donation. Depreciation and amortization are computed using the
straight-line method over the estimated useful lives of the assets or the life of the lease,
whichever is shorter, as follows:

Buildings and improvements 30 years
Furniture, software, equipment and automobiles 3-10 years
Leasehold improvements 5-20 years

Maintenance, repairs, and investments in minor equipment are charged to operations.
Expenditures that materially increase the value of properties or extend their useful lives
are capitalized.

Revenue Recognition

Contributions

Unconditional promises to give are recorded as revenues in the period received. All
contributions are available for unrestricted use unless specifically restricted by the donor.
Unconditional promises to give, due in subsequent years, are reported at the present
value of their net realizable value, using risk-free interest rates applicable to the years in
which the promises are to be received.

Conditional promises to give, that contain a measurable performance or other barrier,
and a right of return, are not recognized until the conditions on which they depend
have been substantially met. At June 30, 2025, the Organization have approximately
$1.2 million of conditional grants or contributions for which the conditions remained
unmet. The Organization expects to meet the required conditions and recognize the
related revenue by March 2027.

In-kind contributions

Donated services

Donated services are recognized 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 value 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, 2025, the total amount of donated
services was $246,547.
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Habitat for Humanity of Orange County, Inc.
Notes to Financial Statements
Year ended June 30, 2025

NOTE 2

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
Revenue Recognition (Continued)
In-kind contributions (Continued)

Donated materials to ReStore

Donated materials to ReStore are recorded based on the estimated fair value as of the
date of receipt. There are no restrictions on donated materials unless otherwise noted.
Donated materials to ReStore are monetized. Fair value is estimated based on
wholesale prices that would be received from the sale. For the year ended June 30,
2025, donated materials to ReStore included in in-kind contribution revenues and
expenses amounted to $2,857,350.

Other donated materials

Other donated materials are recorded based on the estimated fair value as of the date
of receipt. There are no restrictions on the other donated materials unless otherwise
noted. The other donated materials are generally utilized for program activities. Fair
value is estimated based on wholesale prices that would be received from the sale. For
the year ended June 30, 2025, other donated materials included in in-kind contribution
revenues and expenses amounted to $209,895.

Revenue recognition from 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 FASB 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 revenue

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.

13



Habitat for Humanity of Orange County, Inc.
Notes to Financial Statements
Year ended June 30, 2025

NOTE 2

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

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, 2025, the total amount of special events revenue
was $2,647,402, net of special events expenses of $202,401.

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.

Functional Allocation of Expenses

The costs of providing the Organization’s various programs and other activities have
been summarized on their functional basis in the statement of functional expenses.
The statement of functional expenses presents the natural classification detail of
expenses by function. Accordingly, certain costs have been allocated among programs
and supporting services benefited, based on either financial or nonfinancial data. Such
allocations are determined by management on an equitable basis. The allocation
methodology chosen is based on benefits received or other readily identifiable
measures of allocation or consumption, such as:

+ Square footage

* Units (visits, enroliment) or usage
+ Salaries

* Full-time equivalents

* Percentage of expenses

Income Taxes

The Organization is recognized as a tax-exempt organization under Section 501(c)(3)
of the Internal Revenue Code (“IRC”) and Section 23701d of the California Revenue
and Taxation Code. The Club is classified as a public charity under IRC Sections
509(a)(1) and 170(b)(1)(A)(vi). Accordingly, the Organization is generally exempt from
federal and state income taxes on income derived from activities substantially related
to its exempt purposes. As such, no provision for federal or state income taxes has
been recorded in the accompanying financial statements.
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Habitat for Humanity of Orange County, Inc.
Notes to Financial Statements
Year ended June 30, 2025

NOTE 2

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Income Taxes (Continued)

To maintain its tax-exempt status, the Organization must continue to satisfy the
organizational and operational requirements of IRC Section 501(c)(3), including
operating exclusively for charitable purposes, refraining from prohibited political or
lobbying activities, and ensuring that its resources are used to further its exempt
purposes. Management monitors the Organization’s activities and financial operations
and believes that the Organization continues to meet all applicable conditions
necessary to maintain its federal and state tax-exempt status.

Notwithstanding its tax-exempt status, the Organization is subject to federal and state
income taxes on net income generated from activities that constitute unrelated
business taxable income (“UBTI”) under IRC Sections 511-514. Management has
evaluated all significant revenue streams and assessed the potential for UBTI. Based
on this evaluation, management has concluded that any UBTI, if present, would not
result in a liability material to the accompanying financial statements. Accordingly, no
provision for UBTI has been recorded.

The Organization accounts for uncertainty in income taxes in accordance with FASB
Accounting Standards Codification (“ASC”) Topic 740, Income Taxes. ASC 740
requires that a tax position be recognized in the financial statements only when it is
more-likely-than-not, based on its technical merits, that the position will be sustained
upon examination by the relevant taxing authorities. Tax positions that do not meet this
threshold are considered uncertain tax positions and would give rise to a liability for
unrecognized tax benefits, which represents the potential amount of tax benefit that
could be disallowed.

Management has reviewed all significant tax positions, including the Organization’s
ongoing qualification for tax-exempt status, compliance with the operational and
organizational requirements of IRC Section 501(c)(3), and the potential for unrelated
business income. Based on this review, management has concluded that it is more-
likely-than-not that all material tax positions would be sustained upon examination.
Accordingly, no liability for unrecognized tax benefits has been recorded, and no
interest or penalties have been accrued, as management believes any such amounts
would not be material to the financial statements.

The Organization’s federal information returns remain subject to examination by the
Internal Revenue Service for three years from the date of filing, and its state
information returns remain subject to examination by California taxing authorities for
four years from the date of filing. Management is not aware of any ongoing or proposed
examinations for periods still open under the applicable statute of limitations.
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Habitat for Humanity of Orange County, Inc.
Notes to Financial Statements
Year ended June 30, 2025

NOTE 2

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

New Accounting Pronouncements Effective in Future Years

In December 2023, the FASB issued an Accounting Standard Update (ASU) 2023-09,
Income Taxes (Topic 740): Improvements to Income Tax Disclosures, requiring
enhanced disclosures about a reporting entity's effective tax rates and income taxes paid
(refunded). The ASU is effective for the Organization beginning on July 1, 2026. The
Organization did not recognize income tax expense for the year ended June 30, 2025
and does not expect a material impact upon adoption. The Organization will reassess
applicability annually.

Fair Value Measurement

Fair value is defined as the exchange price that would be received for an asset or paid
to transfer a liability (an exit price) in the principal or most advantageous market for the
asset or liability in an orderly transaction between market participants at the
measurement date. Assets and liabilities are measured at fair value using a three-level
fair value hierarchy that ranks the quality and reliability of the information used to
measure fair value. The three levels of inputs used to measure fair value are as follows:

Level 1 Quoted prices are available in active markets for identical assets or
liabilities as of the reporting date.

Level 2 Pricing inputs are other than quoted prices in active markets included in
Level 1, which are either directly or indirectly observable as of the reporting
date.

Level 3 Pricing inputs include significant inputs that are generally unobservable
from objective sources. These inputs may be used with internally
developed methodologies that result in management's best estimate of fair
value.

An asset's or liability's level within the fair value hierarchy is based on the lowest level of
any input that is significant to the fair value measurement. All assets and liabilities for
which the fair value measurement is based on significant unobservable inputs or
instruments which trade infrequently and therefore have little or no price transparency
are classified as Level 3.

The Organization's financial assets and liabilities include primarily cash and cash
equivalents, restricted cash, contributions and other receivables. Because of the
short-term nature of the cash and cash equivalents and receivables, the carrying
amounts of these assets and liabilities approximate their fair value.

Recently Adopted Accounting Pronouncements

In September 2022, the FASB issued ASU 2022-04, Liabilities—Supplier Finance
Programs (Subtopic 405-50): Disclosure of Supplier Finance Program Obligations,
which requires additional disclosures for a buyer in a supplier finance program related
to the program’s nature, activity during the period, changes from period to period, and
potential magnitude. The ASU is effective for fiscal years beginning after December 15,
2022, with the exception of the amendment on roll forward information, which is effective
for fiscal years beginning after December 15, 2023. The adoption of ASU 2022-04 did
not have a significant impact on the Organization’s financial statements.
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Habitat for Humanity of Orange County, Inc.
Notes to Financial Statements

Year ended June 30, 2025

NOTE 3

AVAILABILITY OF FINANCIAL ASSETS AND LIQUIDITY

As part of its liquidity management, the Organization has a policy in place to structure
its financial assets to be available as its general expenditures, liabilities, and other

obligations come due.

At June 30, 2025, the Organization's financial assets available to meet general
expenditures, that is, without donor or other restrictions limiting their use, within one

year, are as follows:

Financial assets available to be used within one year:
Total cash and cash equivalents
Contributions receivable, current
Other receivables

Total financial assets available

Less amounts not available to be
used within one year:
Net assets with donor restrictions

Financial assets available to meet
general expenditures over the
next twelve months

Total expenses per Statement of Activities

Less: In-kind goods and services
Total expenses, net

Percentage of available financial assets
over total expenses less in-kind
services and contributions

$ 5,322,536
147,610
339,195

5,809,341

$ 5,809,341
$ 13,123,358

(3,103,897)
5_10,019.461

58%

The Organization manages liquidity by maintaining adequate operating cash,
monitoring cash flows monthly, and maintaining available borrowing capacity under its
lines of credit to meet cash needs for general expenditures. The Organization had no
donor-restricted amounts embedded in operating cash or current contribution

receivable as of June 30, 2025.
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Habitat for Humanity of Orange County, Inc.
Notes to Financial Statements
Year ended June 30, 2025

NOTE 4

NOTE 5

NOTE 6

MORTGAGE NOTES RECEIVABLE

Mortgage notes receivable and related discounts are summarized as follows as of
June 30, 2025:

Mortgage notes receivable $ 813,599
Less: mortgage discount and allowance for credit losses (813,599)
Mortgage notes receivable, net $ -

In February 2025, the Organization sold 65 mortgage notes receivable without
recourse and transferred all the rights, title and interest, including the related servicing
rights, to a financial institution, and recognized a gain on the sale amounting to
$1,781,996.

As of June 30, 2025, the Organization’s mortgage notes receivable consist of
19 mortgages originated with funds received from CalHome. These mortgages are
noninterest bearing, and payment is deferred up to 40 years from the date of the note.
Because of the terms of the notes and the uncertainty of collection, the Organization
has fully discounted the mortgage notes receivable and provided an allowance for
losses for the entire amount.

PROPERTY AND EQUIPMENT

As of June 30, 2025, the Organization’s property and equipment consisted of the
following:

Vehicles $ 136,509
ReStore equipment 42,447
Construction equipment 27,246
Tenant improvement 11,114
217,316

Less: Accumulated depreciation (198,723)
$ 18,593

Depreciation amounted to $1,328 for the year ended June 30, 2025.

NOTES PAYABLE

On December 1, 2011, the Organization obtained a loan from California Bank & Trust
amounting to $661,486, collateralized by certain mortgage notes receivable, with
principal and interest at an annual rate of 4.75% payable in monthly installments of
$5,145 through December 20, 2026. The loan was paid in full on December 2, 2024.

On August 11, 2014, the Organization obtained a loan from California Bank & Trust
amounting to $383,675, collateralized by certain mortgage notes receivable, with
principal and interest at an annual rate of 5.0% payable in monthly installments of
$3,021 through August 20, 2029. The loan was paid in full on December 2, 2024.
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Habitat for Humanity of Orange County, Inc.
Notes to Financial Statements
Year ended June 30, 2025

NOTE 7 LINE OF CREDIT
Line of credit consisted of the following at June 30, 2025:

On March 7, 2024, the Organization entered into a construction line of
credit with NeighborWorks Orange County (a Community Development
Financial Institution, CDFI) for the Washington Street 6- Home Project
in Santa Ana, California. The revolving line of credit carries an interest
rate of 5.00% beginning May 2024. In December 2025, the
Organization renewed its construction line of credit extending the
maturity to May 2026. The line of credit is secured by certain real
properties and requires interest-only payments until maturity. $ 2,253,168

On October 25, 2024, the Organization entered into a Real Estate Non-
Revolving Line of Credit Loan with First Bank amounting to
$2,160,000. The line of credit carries a floating interest rate plus
2.25% margin rate per annum, payable monthly, beginning December
1, 2024 and originally matures on October 31, 2025 but were extended
until December 2026. The Line is secured by a first priority lien of a 9-
unit apartment building in Wellington Avenue, Santa Ana, California. 2,160,000

On October 25, 2024, the Organization entered into a Working Capital
Non-Revolving Line of Credit with First Bank amounting to $840,000.
The line of credit carries a floating interest rate plus 2.25% margin rate
per annum, payable monthly, beginning December 1, 2024 and
originally matures on October 31, 2025 but were extended until
January 31, 2026. The line of credit is secured by a security interest in
all of the assets of the Organization and a pledge of not less than
$840,000 on deposit with First Bank. 840,000

On May 29, 2025, the Organization entered into a revolving line of

credit with Habital Capital LLC for the purpose of furthering the

Organization's mission through homebuilding efforts. The maximum loan

commitment amount is $1,100,000 with interest of 4.50% per annum.

During the year ended June 30,2025, the Organization initially drawn

$275,000. Accrued interest shall be payable quarterly with principal

payable at maturity of June 30, 2028. 275,000
$ 5,528,168

The Organization follows the policy of capitalizing interest during predevelopment as
a component of the cost of its inventory. For the year ended June 30, 2025,
interest capitalized amounted to $232,047. No interest payable was outstanding as of
June 30, 2025.
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Habitat for Humanity of Orange County, Inc.
Notes to Financial Statements
Year ended June 30, 2025

NOTE 8

LEASES

The Organization occupies certain facilities and leases certain equipment under both
month-to-month and long-term lease agreements expiring through September 2029.
These leases typically have original terms of 30 to 74 months and do not include
purchase options that the Organization is reasonably certain to exercise. The lease
arrangements do not include residual value guarantees or restrictive covenants. The
Organization’s lease arrangements may contain non-lease components; the
Organization has elected to combine and account for lease and non-lease 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 the materiality
of the present value of total lease payments when applying lease accounting standards
and preparing disclosures.

For the year ended June 30, 2025, rent expense amounted to $1,250,654 and is
included in the occupancy within the statement of functional expenses.

The Organization’s operating leases have remaining lease terms of up to 6 years. As
of June 30, 2025, the weighted average discount rate used to compute the present
value of remaining future lease payments was the risk-free zero-coupon U.S. Treasury
rate of 5.014%.

Minimum future operating lease payments consist of the following as of June 30, 2025:

Year ending June 30 Amount
2026 $ 1,011,542
2027 892,856
2028 313,937
2029 53,327
2030 2,850
Total future minimum lease payments on operating leases 2,274,512
Less: imputed interest on operating leases (99,098)
Total operating lease liabilities 2,175,414
Less: current portion (944,314)
Lease liabilities - operating leases, net of current portion $ 1,231,100

The Organization has lease agreements with third parties for vehicles that are
accounted for as finance leases. Finance lease liabilities are recorded at the present
value of the net minimum lease payments at the acquisition date using discount rates
of 4.50% to 4.56%.
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Habitat for Humanity of Orange County, Inc.
Notes to Financial Statements
Year ended June 30, 2025

NOTE 8

NOTE 9

NOTE 10

LEASES (CONTINUED)

Aggregate maturities required on finance lease obligations as of June 30, 2025 are as
follows:

Year ending June 30 Amount
2026 $ 46,960
2027 46,960
2028 46,960
2029 82,106
Total minimum lease payments 222,986
Less: amount representing interest (21,887)
Present value of future minimum lease payments 201,099
Less: current portion (38,647)
Lease liabilities - finance leases, net of current portion $ 162,452

Cash paid for amounts included in the measurement of lease liabilities was $956,309
for the year ended June 30, 2025.

RETIREMENT PLAN

The Organization offers a defined contribution retirement plan to eligible employees
under Section 403(b) of the IRC. The Organization provided employer contributions in
the amount of $44,713 for the year ended June 30, 2025.

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 IRC.

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
activities and are recorded when due. The total amount contributed to Habitat for
Humanity International for the year ended June 30, 2025 amounting to $399,984, was
included in other expenses on the statement of functional expenses.
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Habitat for Humanity of Orange County, Inc.
Notes to Financial Statements
Year ended June 30, 2025

NOTE 11

NOTE 12

NOTE 13

CONCENTRATION OF CREDIT RISK

Financial instruments, which potentially expose the Organization to a concentration of
credit risk, consist primarily of cash and cash equivalents. The Organization places its
cash and cash equivalents with major financial institutions. The total cash balances are
insured by the Federal Deposit Insurance Corporation (FDIC) up to $250,000 per bank.
The Organization has both unrestricted and restricted cash balances on deposit with
financial institutions at June 30, 2025 that exceeded the balance insured by the FDIC by
approximately $10.8 million.

CONTINGENCIES

The Organization is subject to legal and administrative proceedings, claims, and
litigation arising in the ordinary course of business. After considering the nature of the
claims, management believes that any potential losses would not significantly affect the
Organization’s financial statements.

SUBSEQUENT EVENTS

The Organization has evaluated events through January 26, 2026, the date on which
the financial statements were available to be issued, for potential recognition or
disclosure in the financial statements and determined no subsequent events require
disclosure or adjustment to the accompanying financial statements.
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