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Independent Auditor's Report

Board of Trustees
Knox Metropolitan Housing Authority
Mt. Vernon, Ohio

| have audited the accompanying financial statements of the Knox Metropolitan Housing
Authority, as of September 30, 2007 and for the year then ended, listed in the foregoing table of
contents. These financial statements are the responsibility of the Knox Metropolitan Housing
Authority's management. My responsibility isto express an opinion on these financial statements
based on my audit.

I conducted my audit in accordance with generally accepted auditing standards in the United
States of America, and the standards applicable to financia audits contained in Gover nment
Auditing Standards, issued by the Comptroller General of the United States. Those standards
require that | plan and perform the audit to obtain reasonabl e assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on atest
bas's, evidence supporting the amounts and disclosures in the financia statements. An audit also
includes assessing the accounting principles used and significant estimates made by management,
aswell as evaluating the overal financial statement presentation. | believe that my audit provides
areasonable basisin my opinion.

In my opinion, the financial statements referred to above present fairly, in all material respects,
the financia position of the Knox Metropolitan Housing Authority, as of September 30, 2007,
and the changes in net assets and revenues, expenditures and other changes, and the cash flows
for the year ended September 30, 2007 in conformity with accounting principles generally
accepted in the United States of America

The Management’ s Discussion and Analysis (MD&A) on pages 3 —9, is not arequired part of
the financial statements but is supplemental information required by the Governmental
Accounting Standards Board. The MD& A has been reviewed in accordance with the standards
established by the American Institute of Certified Public Accountants. Such areview, however,
is substantially lessin scope than an audit in accordance with auditing standards generally
accepted in the United States of America, the objective of which is the expression of an opinion
regarding the financial statements taken as awhole. Accordingly, | do not express such an
opinion on the MD&A information.



In accordance with Gover nment Auditing Standards, | have also issued my report dated February
26, 2008 on my consideration of the Knox Metropolitan Housing Authority's internal control
over financial reporting and my tests of its compliance with certain provisions of laws,
regulations, contracts and grants agreements and other matters. The purpose of that report isto
describe the scope of my testing of internal control over financia reporting and compliance and
the results of that testing, and not to provide an opinion on the internal control over financia
reporting or on compliance. That report isan integral part of an audit performed in accordance
with Government Auditing Standards and should be read in conjunction with this report in
considering the result of my audit.

My audit was performed for the purpose of forming an opinion on the basic financial statements
of Knox Metropolitan Housing Authority taken as awhole. The accompanying schedule of
expenditures of federal awards is presented for purposes of additional analysis as required by
U.S. Office of Management and Budget Circular A-133, Audits of States, Local Governments,
and Non-Profit Organizations. In addition, the financial data schedule, pages 23 to 25 are
presented for additional analysis as required by the U.S. Department of Housing and Urban
Development. These schedules are the responsibility of management of Knox Metropolitan
Housing Authority, and is not arequired part of the basic financial statements. Such information
has been subjected to the auditing procedures applied in the audit of the basic financia
statements and, in my opinion, isfairly stated, in all material respects, in relation to the basic
financial statements taken as awhole.

Kevin L. Penn, Inc.

February 26, 2008



Knox Metropolitan Housing Authority
Management’s Discussion and Analysis

September 30, 2007
MANAGEMENT’SDISCUSSION AND ANALYSIS

The Knox Metropolitan Housing Authority’ s (the Authority”) management’ s discussion and analysis
is designed to (@) assist the reader in focusing on significant financial issues, (b) provide an overview
of the Authority’ s financial activity, (c) identify changes in the Authority’ s financial position (its
ability to address the next and subsequent fiscal year challenges), and (d) identify individual fund
iSsUes or concerns.

This Management Discussion and Analysisis new, and will now be presented at the front of each
year’sfinancial statements.

Since the Management’ s Discussion and Analysis (MD&A) is designed to focus on the current years
activities, resulting changes and currently known facts, please read it in conjunction with the
Authority’ sfinancial statements (beginning on page 10).

FINANCIAL HIGHLIGHTS

e During FY 2007, the Authority’s net assets decreased by $5,846 (or 1.57%). Since the
Authority engages only in business-type activities, the decrease is all in the category of
business-type net assets. Net Assets were $371,996 and $366,150 for FY 2006 and FY 2007
respectively.

e Therevenueincreased by $140,561 (or 5.07%) during FY 2007, and was $2,772,538 and
$2,913,099 for FY 2006 and FY 2007 respectively.

e Thetotal expenses of the Authority increased by $198,654 (or 7.30%). Total expenses were
$2,720,290 and $2,918,944 for FY 2006 and FY 2007 respectively.



Authority-Wide Financial Statements

The Authority-wide financial statements (see pgs 10-13) are designed to be corporate-like in that all
business type activities are consolidated into columns, which add to atota for the entire Authority.

These Statements include a Statement of Net Assets which is similar to a Balance Sheet. The
Statement of Net Assets reports all financial and capita resources for the Authority. The statement
is presented in the format where assets, minus liabilities, equals “Net Assets’, formerly known as
equity. Assetsand liabilities are presented in order of liquidity, and are classified as “ Current”
(convertible into cash within one year), and “Non-current”.

The focus of the Statement of Net Assets (the “Unrestricted Net Assets’) is designed represent the
net available liquid (non-capital) assets, net of liabilities, for the entire Authority. Net Assets
(formerly equity) are reported in three broad categories:

Net Assets, Invested in Capital Assets, Net of Related Debt: This component of Net Assets consists
of all Capital Assets, reduced by the outstanding balances of any bonds, mortgages, notes or other

borrowings that are attributable to the acquisition, construction, or improvement of those assets.

Restricted Net A This component of Net Assets consists of restricted assets, when constraints
are placed on the asset by creditors (such as debt covenants), grantors, contributors, laws,
regulations, etc.

Unrestricted Net Assets Consists of Net Assets that do not meet the definition of “Net Assets
Invested in Capital Assets, Net of Related Debt”, or “ Restricted Net Assets’.

The Authority-wide financia statements also include a Statement of Revenues, Expenses and
Changesin Fund Net Assets (similar to an Income Statement). This Statement includes Operating
Revenues, such as rental income, Operating Expenses, such as administrative, utilities, and
maintenance, and depreciation, and Non-Operating Revenue and Expenses, such as grant revenue,
investment income and interest expense.

The focus of the Statement of Revenues, Expenses and Changes in Fund Net Assetsis the “Change
in Net Assets’, which issimilar to Net Income or Loss.

Finally, Statement of Cash Flows (see page 12) isincluded, which discloses net cash provided by, or
used for operating activities, non-capital financing activities, and from capital and related financing
activities.



Fund Financial Statements

Traditional users of governmental financial statements will find the Authority-wide financia
statements presentation more familiar. The focusis now on Major Funds, rather than fund types.
The Authority consists of exclusively Enterprise Funds. Enterprise funds utilize the full accrual
basis of accounting. The Enterprise method of accounting is similar to accounting utilized by the
private sector accounting.

Many of the funds maintained by the Authority are required by the Department of Housing and
Urban Development. Others are segregated to enhance accountability and control.

The Authority’s Funds

Business Type Funds

Housing Choice Voucher Program — Under the Housing Choice Voucher Program, the Authority
administers contracts with independent landlords that own the property. The Authority subsidizes
the family’ s rent through a Housing Assi stance Payment made to the landlord. The program is
administered under an Annual Contributions Contract (ACC) with HUD. HUD provides Annual
Contributions Funding to enable the Authority to structure alease that sets the participants' rent at
30% of adjusted household income.




AUTHORITY —WIDE STATEMENT

Statement of Net Assets

The following table reflects the condensed Statement of Net Assets compared to prior year. The
Authority is engaged only in Business-Type Activities.

TABLE1

STATEMENT OF NET ASSETS

FY 2007 FY 2006

Current and Other Assets $371,864 $ 401,097
Capital Assets _ 32132 _ 35,608

Total Assets 403,996 436,705
Other Liabilities 34,826 53,392
Non-Current Liabilities 3,020 11,318

Total Liabilities 37,846 64,710
Net Assets:

Invested in Capital Assets,

Net of Related Debt 32,132 35,608
Restricted 0 0
Unrestricted 334,018 336,387
Total Net Assets $ 366,150 $ 371,995

For more detailed information see page 10 for the Statement of Net Assets.
Major Factors Affecting the Statement of Net Assets

Current assets were decreased by $29,233 or 7.29% and liabilities were reduced by $26,863 or
41.51%. Factors for these changes include reclassifying allowance for doubtful accounts for the
Fraud Recovery accounts. Also reducing current assets was the slight decrease to the Undesignated
HAP fund and the loss for the year.

The Capital Assets had a net decrease of $3,476. Thisis the net amount of current year's
depreciation of $5,181 and the current year's purchases of $1,705. For more detail see “ Capital
Assets and Debt Administration” below.



TABLE 2

CHANGE OF UNRESTRICTED NET ASSETS

Unrestricted Net Assets 9/30/2006 $ 336,387
Results of Operations (5,845)
Adjustments:

Depreciation (1) 5,181
Adjusted Results from Operations (664)
Capital Expenditures (1,705)
Unrestricted Net Assets 09/30/07 $ 334,018

(1) Depreciation istreated as an expense and reduces the results of operations but does not have
an impact on Unrestricted Net Assets

While the result of operationsis a significant measure of the Authority’s activities, the analysis of the
changes in Unrestricted Net Assets provides a clearer changein financial well-being.

TABLE 3
STATEMENT OF REVENUES, EXPENSES AND CHANGESIN NET ASSETS

The following schedule compares the revenues and expenses for the current and previous fisca year.

The Authority is engaged only in Business-Type Activities.

FY 2007 FY 2006

Revenues
HUD PHA Operating Grants $ 2,845,148 $ 2,730,765
Investment Income 5,446 6,235
Other Revenues — Other 59,452 20,389
Other Revenues — Fraud Recovery 3,053 6,149
Total Revenue 2,913,099 2,772,538

Expenses
Administrative 346,000 366,114
Maintenance 35,123 32,477
Generd 28,674 5,513
Housing Assistance Payments 2,503,966 2,304,565
Depreciation 5,181 8,621
Total Expenses 2918,944 2,720,290
Net Increase/(Decrease) $ (5845 $ 52248



MAJOR FACTORSAFFECTING THE STATEMENT OF REVENUE, EXPENSES AND
CHANGESIN NET ASSETS

HUD PHA Grants increased $109,143 or 3.99%. HUD provided a slight increase to Housing
Assistance Funding in Calendar Y ear 2007. The Authority was able to mantain ahigh leasing rate to
utilize most of the funding.

The $ 5,845 net decrease is actually a $1,187 decrease to Undesignated HAP funds for FY07 and a $
4,658 decrease to the Authority’s reserves.

Administrative expenses decreased due to 2007 staffing changes.
CAPITAL ASSETSAND DEBT ADMINISTRATION
Capital Assets

As of 09/30/07, the Authority had $32,132 invested in capital assets as reflected in the following
schedule, which represents a net decrease (addition, deductions and depreciation).

TABLE 4

CAPITAL ASSETSAT YEAR-END
(NET OF DEPRECIATION)

Business-type
Activities
FY 2007 FY 2006
Leasehold Improvements $ 17,7711 % 17,771
Equipment — Administrative 51,846 50,141
Accumulated Depreciation (37,485) (32,304)
Total $ 32,132 $ 35,608

The following reconciliation summarizes the change in Capital Assets, which is presented in detail
on page 19 of the notes.



TABLES

CHANGE IN CAPITAL ASSETS

Beginning Balance,10/1/06 $ 35,608
Additions 1,705
Disposition (0)
Depreciation (5,181)
Ending Balance,9/30/07 $ 32,132

Thisyear’s mgjor additions are:
New office Equipment totaling $1,705.
Debt Outstanding
As of 9/30/07, the Authority had no outstanding debt (bonds, notes, etc.)
ECONOMIC FACTORS

Significant economic factors affecting the Authority are as follows:
e Federal funding of the Department of Housing and Urban Devel opment
e Local labor supply and demand, which can affect salary and wage rates
e Locdl inflationary, recession and employment trends, which can affect resident incomes and
therefore the amount of housing assistance
e Inflationary pressure on utility rates, supplies and other costs

FINANCIAL CONTACT

The individual to be contacted regarding this report is Jason E. Booth, Executive Director for the

Knox Metropolitan Housing Authority, at (740) 397-8787. Specific requests may be submitted to the
Authority at 236 South Main Street, Suite 201, Mt. Vernon, OH 43050.



KNOX METROPOLITAN HOUSING AUTHORITY
STATEMENT OF NET ASSETS
SEPTEMBER 30, 2007

ASSETS

Current Assets

Cash and Cash Equivalents (Note 1) $ 304,033
Investments - Unrestricted 60,556
Accounts Receivable - Net 2,383
Prepaid Expenses 4,892

Total Current Assets 371,864

Non-Current Assets

Property and Equipment - Net (Note 1) 32,132
Total Non-Current Assets 32,132
TOTAL ASSETS $ 403,996

LIABILITIES AND NET ASSETS

Current Liabilities

Accounts Payable - Vendor $ 12,044
Accrued Liabilities 8,177
Other Current Liabilities 14,605

Total Current Liabilities 34,826

Non-Current Liabilities

Accrued Compensated Absences 3,020
Total Non-Current Liabilities 3,020
Total Liabilities $ 37,846

Net Assets

Invested in Capital Assets, Net of Related Debt $ 32,132

Unrestricted 334,018
Total Net Assets $ 366,150

The accompanying notes are an integral part of the financial statements.
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KNOX METROPOLITAN HOUSING AUTHORITY
STATEMENT OF REVENUES, EXPENSES AND CHANGES IN NET ASSETS
FOR THE YEAR ENDED SEPTEMBER 30, 2007

Operating Revenue:

HUD Grants $ 2,845,148
Other Revenue 62,505
Total Operating Revenue 2,907,653

Operating Expenses:

Housing Assistance Payments 2,503,966
Administrative Salaries 223,367
Compensated Absences (3,309)
Employee Benefits 75,847
Other Administrative Expenses 50,095
Material and Labor - Maintenance 35,123
General Expenses 28,674
Total Operating Expenses 2,913,763
Operating Income (Loss) (6,110)

Non-Operating Revenues (Expenses)

Depreciation Expense (5,181)
Investment Income 5,446
Change in Net Assets (5,845)
Net Assets- Beginning of Year 371,995
Net Assets- End of Year $ 366,150

The accompanying notes are an integral part of the financial statements.
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KNOX METROPOLITAN HOUSING AUTHORITY
STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED SEPTEMBER 30, 2007

Cash Flows From Operating Activities:
Cash payments to suppliers for goods and services
Cash payments for salaries and benefits
Housing assistance payments
HUD operating subsidies and grants
Other receipts

Other payments
Net Cash Provided (Used) by Operating Activities
Cash Flows From Non-Capital Financing:
Net Cash Provided (Used) by Non-Capital Financing

Cash Flows From Capital and Related Financing Activities:

Net Cash Provided (Used) by Capital and Related Financing Activities

Cash Flows From Investing Activities:
Change in Investments
Investment Income
Acquisition of Machinery and Equipment

Net Cash Provided (Used) by Investing Activities

Increase (Decrease) in Cash and Cash Equivalents

Cash and Cash Equivalents - Beginning of Year

Cash and Cash Equivalents - End of Year

The accompanying notes are an integral part of the financial statements.
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$ (85,218)
(282,050)
(2,503,966)
2,845,148
62,505
(28,674)

7,745

101,220
5,446
(6,886)

99,780

107,525

196,508

$ 304,033




KNOX METROPOLITAN HOUSING AUTHORITY
STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED SEPTEMBER 30, 2007

Reconciliation of Operating Loss to Net Cash Used in Operating Activities:
Operating Income (LosS)

Adjustments to reconcile operating loss to net cash used in operating
activities:
Depreciation

(Increase) decrease in:
Accounts Receivable
Prepaid Expenses

Increase (decrease) in:
Accounts Payable - Vendor

Accrued Compensated Absences
Accrued Expenses

Net cash used in operating activities

The accompanying notes are an integral part of the financial statements.
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$

(6,110)

5,181

30,713
4,825

(1,083)
(8,298)
(17,483)

$

7,745




KNOX METROPOLITAN HOUSING AUTHORITY
MT.VERNON, OHIO

NOTESTO FINANCIAL STATEMENTS
September 30, 2007

NOTE 1- Summary of Significant Accounting Policies:

A. Organization

The Knox Metropolitan Housing Authority (KMHA) is a political subdivision of the State of Ohio,
located in Mt. Vernon, Ohio, created under Section 3735.27 of the Ohio Revised Code, to engage in
the acquisition, development, leasing and administration of low-rent housing program. An Annual
Contributions Contract was signed by the KMHA and the United States Department of Housing and
Urban Development (HUD), to provide low and moderate income persons with safe and sanitary
housing through rent subsidies, viathe Section 8 and VVoucher Program. Based on the criteria
established by Governmental Accounting Standards Board (GASB) codification 2100, there are no
component units to be included with the reporting entity.

B. Basis of A ntin

The Authority has prepared its financia statementsin conformity with accounting principles
generally accepted in the United States of America. Effective October 1, 2002, the Authority
implement GASB Statement No. 34, Basic Financial Statements and Management’ s Discussion and
Analysisfor State and Local Governments, Statement No. 37, Basic Financial Statements and
Management’ s Discussion and Analysis for State and Local Governments: Omnibus, an amendment
of GASB Statements No. 21 and No. 34, and Statement No. 38, Certain Financial Statement
Disclosures. These statements revise accounting and reporting standards for general purpose
external financial reporting by governmental units. The Authority now follows the business-type
activities reporting requirements of GASB Statement No. 34. In accordance with GASB statement
No. 34, the accompanying basic financial statements are reported on an Authority-wide basis.

Statement No. 34 requires the following, which collectively make up the Authority’ s basic financial
statements:

Management’s Discussion and Analysis

Basic Financial Statements:
Statement of Net Assets
Statement of Revenues, Expenses, and Changesin Net Assets
Statement of Cash Flows

Notesto the Financial Statements
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KNOX METROPOLITAN HOUSING AUTHORITY
MT.VERNON, OHIO

NOTESTO FINANCIAL STATEMENTS
September 30, 2007

NOTE 1- Summary of Significant Accounting Palicies: (continued)

B. Basis of Accounting (continued)

In accordance with GASB Statement No. 20, Accounting and Financial Reporting for Proprietary
Funds and Other Governmental Entities that Use Proprietary Fund Accounting, the Authority has
elected not to apply the provisions of the Statements and Interpretations of the Financial Accounting
Standards Board issued after November 30, 1989. The Authority will continue to apply al
applicable pronouncements of the Governmental Accounting Standards Board.

C. Land, Property and Equipment

Land, property and equipment are recorded at cost. Property and equipment are depreciated over the
estimated useful lives of the assets. Depreciation is calculated using the straight-line method over
the useful life lives of the respective assets, which are as follows:

Property 15-40 Years
Equipment 3- 7Years

Tota depreciation expense for the 2007 fiscal year was $5,181.

D. Accounting and Reporting for Nonexchange Transactions

The Authority adopted GASB Statement No. 33 “Accounting and Financial Reporting for
Nonexchange Transactions’ and GASB Statement No. 36 “Recipient for Certain Shared
Nonexchange Revenues, effective for the year ended September 30, 2003.

E. Cash and Cash Equivaents

For purposes of the Statement of Cash Flows and for presentation of the Balance Sheet, cash and
cash equivalents consist principally of checking and savings accounts.

F. Use of Estimates
The preparation of financial statementsin conformity with generally accepted accounting principles,

requires management to make estimates and assumptions that affect certain reported amounts and
disclosures. Accordingly, actual results could differ from those estimates.

15



KNOX METROPOLITAN HOUSING AUTHORITY
MT.VERNON, OHIO

NOTESTO FINANCIAL STATEMENTS
September 30, 2007

NOTE 1- Summary of Significant Accounting Policies: (continued)

G. Prepaid Items

Payments made to vendors for services that will benefit periods beyond September 30, 2007, are
recorded as prepaid item using the consumption method. A current asset for the prepaid amount is
recorded at the time of the purchase and an expenditure/expenseis reported in the year in which
services are consumed.

H. Compensated Absences

Vacation benefits are accrued as aliability as the benefits are earned if the employee' sright to
receive compensation are attributable to services already rendered and it is probable that employer
will compensate the employees for the benefits through paid time off or some other means. Sick
leave benefits are accrued as a liability using the termination method. The liability is based on an
estimate of the amount of accumulated sick |eave that will probably be paid as termination benefits.

Vacation and sick leave policies are established by the Board of Commissioners based on local and
state laws. Employeesare entitled to 10 days of annual |eave after completing twelve months of
consecutive employment, 15 days after six years of service, 20 days after 13 years of service, and 25
days after 23 years of service. Sick pay isaccumulated at the rate of 4.33 hours for each completed
75 hours of pay to a maximum of 900 hours.

At September 30, 2007, $8,009 was accrued by the Authority for unused vacation and sick time.

l. Revenue Recognition

Subsidies and grants received from HUD and other grantors are generally recognized during the
periods to which the grants relate. Tenant rental revenues are recognized during the period of
occupancy. Expenses are recognized as incurred.

NOTE 2—Deposits and | nvestments:

In 2005, the Authority adopted the provisons of GASB Satement No. 40, Deposit and Investment Risk
Disclosures. This new standard revised the existing requirements regarding disclosure of custodid credit risk
and establishes requirementsfor disclosuresregarding credit risk, concentration of credit risk, interest raterik,
and foreign currency risk. Adoption of GASB Statement No. 40 had no effect on net assets and change in net
assetsin the prior or current year.
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KNOX METROPOLITAN HOUSING AUTHORITY
MT.VERNON, OHIO

NOTESTO FINANCIAL STATEMENTS
September 30, 2007

NOTE 2— Deposits and Investments:

A. Deposits
State statutes classfy monies held by the Authority into three categories.

Activedepositsare public deposits necessary to meet demandson thetreasury. Suchmoniesmust
be maintained ather as cash in the Authority's Treasury, in commerciad accounts payable or
withdrawable on demand, including negotiable order of withdrawd (NOW) accounts, or in
money market deposit accounts.

Inactive deposits are public deposits that the Authority has identified as not required for use
within the current two year period of designation of depositories. Inactivedepostsmust ether
be evidenced by certificates of deposit maturing not later than the end of the current period of
designation of depositories, or by savings or deposit accounts including, but not limited to
passbook accounts.

Interim deposits are deposits of interim monies. Interim monies arethose monieswhich arenot
needed for immediate use but which will be needed before the end of the current period of
designation of depositories. Interim deposits must be evidenced by time certificates of deposit
maturing not more than one year from the date of deposit or by savings or deposit accounts
including passbook accounts.

At year-end, the carrying amount of the Authority's deposits was $364,589 (including
$303,922 of unrestricted funds, $60,556 of Star Ohio, and $111 of petty cash) and the bank
balance was $364,997.

Cugtodial Credit Risk

Custodia Credit Risk istherisk that, in the event of abank failure, the Authority's deposits may
not bereturned. The Authority's policy isto place depositswith mgor loca banks approved by
the Board. Multiple financia ingtitution collateral pools that insure public deposits must
maintain collateral in excess of 105 percent of deposits, as permitted by Chapter 135 of the
Ohio Revised Code. As of year-end, deposits totaling $100,000 were covered by Federa
Depository Insurance and deposits totaling $264,997 were uninsured and collateraized with
securities hed by the financia ingtitution's trust department or agent, but not in the
Authority's name.

B. Investments

HUD, State Statute, and Board resol utions authorize the Authority to invest in obligations of
the U. S. Treasury, agencies and instrumentdities, certificates of deposit, repurchase
agreements, money market deposit accounts, municipal depository funds, super NOW
accounts, sweep accounts, separate trading of registered interest and principal of securities,
mutual funds, bonds and other obligations of this State, and the State Treasurer's investment
pool. Investmentsin stripped principal or interest obligations, reverse repurchase agreements,
and derivativesareprohibited. Theissuanceof taxablenotesfor the purpose of arbitrage, theuseof
leverage, and short sdlling ared o prohibited. Aninvestment must mature within fiveyearsfrom
the date of purchase unless matched to aspecific obligation or debt of the Authority and must be
purchased with the expectation that it will be held to maturity.
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KNOX METROPOLITAN HOUSING AUTHORITY
MT.VERNON, OHIO

NOTESTO FINANCIAL STATEMENTS
September 30, 2007

NOTE 2—Deposits and | nvestments:

Investments may only be made through specified deders and ingtitutions. Payment for
investments may be made only upon ddivery of the securitiesrepresenting theinvestmentsto
the Treasurer or, if the securities are not represented by a certificate, upon receipt of
confirmation of transfer from the custodian.

The Authority hasaformd investment policy. The objective of this policy shdl beto maintain
liquidity and protection of principa whileearninginvestment interest. Safety of principa isthe
primary objective of theinvestment program. The Authority followsGASB Statement No. 31,
Accounting and Financial Reporting for Certain Investments and for External Investment
Pools, and records all its investments at fair value.

Interest Rate Risk
As ameans of limiting its exposure to fair vaue of losses caused by rising interest rates, the

Authority'sinvestment policy requires those funds which are not operating reserve fundsto be
invested in investments with amaximum term of one year or the Authority's operating cycle.

For investments of the Authority's operating reserve funds, the maximum term can be up to
three years. Theintent of the policy isto avoid the need to sall securities prior to maturity.

Credit Risk

Credit risk istherisk that anissuer of aninvestment will not fulfill itsobligation to the hol der of
the investment. This is measured by the assgnment of arating by a nationally recognized
statistical rating organization. The Authority has no investment policy that would further
limit itsinvestment choices.

Concentration of Credit Risk

Generdly, the Authority places no limit on the amount it may invest in any one insurer.
However, theinvestment policy limitsthe investment of HUD - approved mutua funds to no
morethan 20 percent of the Authority'savailableinvestment funds. The Authority'sdepositsin
financid ingtitutions represents 100 percent of its deposits.

Foreign Currency Risk

Foreign currency risk is the risk that changes in exchange rates will adversdly affect the fair
vaue of an investment or deposit. As of year-end, the Authority had no exposureto foreign
currency rate risk, as regulated by HUD.

Reconciliation of cash and cash equivaents and investmentsis as follows:

Cash and Cash
Equivalents * Investments
Per Statement of Net Assats $ 304,033 $ 60,556
Star Ohio 60,556 (__60,556)
Per GASB Statement No. 3 $364,589 $ 0

* Includes Petty Cash.
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KNOX METROPOLITAN HOUSING AUTHORITY
MT.VERNON, OHIO

NOTESTO FINANCIAL STATEMENTS
September 30, 2007

NOTE 3— Property and Equipment:

A summary of capital assets at September 30, 2007 by classis asfollows:

10/1/2006 Additions Deductions 9/30/2007

Capital Assets Being Depreciated

$ $
Leasehold Improvements 17,771 17,771
Equipment 50,141 1,705 51,846
Subtotal Capital Assets Being
Depreciated 67,912 1,705 69,617
Accumulated Depreciation: (32,304) (5,181) (37,485)
Depreciable Assets, Net 35,608 (3,476) - 32,132

$ $
Total Capital Assets, Net 35,608 $ (3,476) $ - 32,132

NOTE4- PENSION PLAN

Ohio Public Employees Retirement System
All Authority full-time employees participate in the Ohio Public Employees Retirement System
(OPERS). OPERS administers three separate pend on plans, as described be ow:

The Traditional Pension Plan (TP) - a cost-sharing multiple-employer defined benefit
pension plan;

The Member-Directed Plan (MD) - adefined contribution plan in which the member
invests both member and employer contributions (employer contributions vest over

five years at 20 percent per year). Under the Member-Directed Plan, members

accumul ate retirement assets equal to the value of member and (vested) employer
contributions plus any investment earnings;

The Combined Plan (CO) - a cost-sharing multiple-employer defined benefit pension plan.
Under the Combined Plan employer contributions are invested by the retirement system to
provide aformularetirement benefit similar in nature to the Traditional Pension Plan benefit.
Member contributions, the investment of which is self-directed by the members, accumul ate
retirement assets in a manner similar to the Member-Directed Plan.

PERS providesretirement, disability, survivor, and death benefits and annual cost of living
adjustments to members of both the Traditional Pension and the Combined plans. Members
of the Member-Directed Plan do not qualify for ancillary benefits. Authority to establish
and amend benefits is provided by State statute per Chapter 145 of the Ohio Revised Code.
OPERS issues a stand-alone financial report. Interested parties may obtain a copy by
making a written request to 277 East Town Street, Columbus, Ohio 43215-4642 or by
calling (614) 222-6701 or 1-800-222-7377.
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NOTE 4- PENSION PLAN (continued)

Ohio Public Employees Retirement System

The Ohio Revised Code provides statutory authority for member and employer
contributions. For 2006, member and employer contribution rateswere consistent acrossall
threeplans (TP, MD, and CO). Plan members are required to contribute 8.5 percent of their
annual covered salary to fund pension obligations. The employer pension contribution rate
for the Authority was 13.55 percent of covered payroll. The Authority's required
contributions to OPERS for the years ended September 30, 2007, 2006, and 2005 were
$28,954, $28,155 and $27,028 respectively.

NOTE 5- POST-EMPLOYMENT BENEFITS

Ohio Public Employees Retirement System

The Ohio Public Employees Retirement System (OPERS) provides post-retirement health
care coverage to age and service retirees with ten or more years of qualifying Ohio service
credit. Health care coverage for disability recipients and primary survivor recipients is
availablewith both the Traditional and the Combined Plan; however, hedth care benefitsare
not statutorily guaranteed. Members of the Member-Directed Plan do not qualify for
ancillary benefits, including post-employment health care coverage. The health care coverage
provided by the retirement system is considered an Other Post-Employment Benefit
(OPEB) as described in GASB Statement No.12.

A portion of each employer's contribution to OPERS is set aside for the funding of post-
retirement health care. The Ohio Revised Code provides statutory authority for employer
contributions. The employer contribution rate was 13.70 percent from October 1, 2006
through December 27, 2006 and 13.85 percent from January 1, 2007 to September 30,
2007 of covered payroll, the portion that was used to fund health carewas 4.5 percent from
October 1, 2006 through December 27, 2006 and 5 percent from January 1, 2007 through
September 30, 2007.

Benefits are advance-funded using the entry age normal actuarial cost method of vauation.
Significant actuarid assumptions, based on OPERS latest actuarid review performed as of
December 31, 2005, include arate of return on investments of 6.50 percent, an annud increasein
activeemployeetota payroll of 4 percent compounded annudly (assuming no changeinthenumber
of active employees) and an additiond increase in total payroll of between .50 percent and 6.30
percent based on additiona annual pay increases Hedlth care costswereassumed toincreaseét the
projected wageinflation rate plusan additiona factor ranging from .50 percent to 6 percent for the
next 8 years. In subsequent years (9 and beyond) hedlth care costs were assumed to increase at 4
percent (the projected wage inflation rate).

All investments are carried at market. For actuarial vauation purposes, a smoothed market
approach is used. Assets are adjusted to reflect 25 percent of unredized market appreciation or
depreciation on investment assets.



KNOX METROPOLITAN HOUSING AUTHORITY
MT.VERNON, OHIO

NOTESTO FINANCIAL STATEMENTS
September 30, 2007

NOTE 5- POST-EMPLOYMENT BENEFITS (continued)

Ohio Public Employees Retirement System

At December 31, 2005, the number of active contributing participantsinthe Traditionad Pensonand
Combined Planstotded 376,214. The actud contribution and the actuarialy required contribution
amounts are the same. OPERS net assets available for payment of benefits at December 31, 2005
(the latest information available) were $11.1 billion. The actuaridly accrued liability and the
unfunded actuarid accrued liability were $31.3 billion and $20.2 billion, respectively.

On September 9, 2004 the OPERS Retirement Board adopted aHed th Care Preservation Plan (HCPP)
with an effective date of January 1, 2007. The HCPP restructures OPERS hedlth care coverageto
improve the financia solvency of the fund in response to skyrocketing hedlth care costs.

Under the HCPP, retiress digible for hedth care coverage will receive a graded monthly allocation
based on their years of service at retirement. The Plan incorporates a cafeteria approach, offering a
broad range of hedlth care options that alow benefit recipients to use their monthly alocation to
purchase hedth care coverage customized to meet their individua needs. If the monthly alocation
exceeds the cogt of the options selected, the excessis deposited into a Retiree Medica Account that
can be used to fund future hedth care expenses.

NOTE 6—Insurance Coverage and Risk Retention:

The Authority is exposed to various risks of loss during the normal course of its operations

including, but not limited to, loss related to torts; theft of damage to, and destruction of assets; errors

and omissions; and injuries to employees.

The Authority maintains comprehensive insurance coverage with private carriers for health, real
property, and building contents. There was no significant reduction in coverage and no settlements

exceeded insurance coverage, during the past three years.

NOTE 7 — Schedule of Expenditures of Federal Awards:

The accompanying schedule of expenditures of federal awards includes the federal grant activity of
Konx Metropolitan Housing Authority and is presented on the accrued basis of accounting. The
information in this schedule is presented in accordance with the requirements of OMB Circular A-

133, Audits of States, Local Governments and Non-Profit Organizations.
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KNOX METROPOLITAN HOUSING AUTHORITY

Balance Sheet
September 30, 2007

Financial Data Schedule Submitted to U.S. Department of HUD

Account Description
ASSETS
Cash and Cash Equivalents
TOTAL CASH
Accounts Receivable - Other
Accounts Receivable - Fraud Recovery
Allowance for Doubtful Accounts - Fraud Recovery

TOTAL ACCOUNTS RECEIVABLE
Investments - Unrestricted
Prepaid Expenses
TOTAL CURRENT ASSETS
Furniture, Equipment & Machinery - Administration
Leasehold Improvements
Accumulated Depreciation
TOTAL FIXED ASSETS, NET
TOTAL ASSETS

LIABILITIES
Accounts Payable
Accrued Wage/Payroll Taxes Payable
Accrued Compensated Absences
Other Current Liabilities
TOTAL CURRENT LIABILITIES
Accrued Compensated Absences - Non Current
TOTAL NON-CURRENT LIABILITIES
TOTAL LIABILITIES
Invested in Capital Assets, Net of Related Debt
Unrestricted Net Assets
TOTAL NET ASSETS
TOTAL LIABILITIES AND NET ASSETS
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Public

Local Housing Total
$ 58,289 $ 245,744 $ 304,033
58,289 245,744 304,033
- 2,383 2,383
- 20,508 20,508
- (20,508) (20,508)
- 2,383 2,383
50,838 9,718 60,556
- 4,892 4,892
109,127 262,737 371,864
- 51,846 51,846
- 17,771 17,771
- (37,485) (37,485)
- 32,132 32,132
$109,127 $ 294,869 $ 403,996
$ - $ 12,044 $ 12,044
- 3,188 3,188
. 4,989 4,989
- 14,605 14,605
- 34,826 34,826
- 3,020 3,020
- 3,020 3,020
- 37,846 37,846
- 32,132 32,132
109,127 224,891 334,018
109,127 257,023 366,150
$109,127 $ 294,869 $ 403,996
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KNOX METROPOLITAN HOUSING AUTHORITY

Statement of Revenue, Expenses and Changes in Net Assets

For the Year Ended September 30, 2007

Financial Data Schedule Submitted to U.S. Department of HUD

Account Description

Revenue:
HUD PHA Operating Grant
Investment Income - Unrestricted
Fraud Recovery
Other Revenues

Total Revenue

Expenses:
Administrative Salaries
Audit Fees
Compensated Absences
Employee Benefit Contributions — Administrative
Other Operating - Administrative
Ordinary Maintenance and Operations - Labor

Ordinary Maintenance and Operations - Materials and Other

Insurance Premiums
Other General Expenses
Total Operating Expenses
Excess Operating Revenue over Expenses

Other Expenses
Housing Assistance Payments
Depreciation Expense

Total Expenses

Total Other Funding Sources(Uses)

Excess of Operating Revenue Over Expenses
Beginning Net Assets

Ending Net Assets
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Public

Local Housing Total
$ - $ 2,845,148 $ 2,845,148
3,291 2,155 5,446
- 3,052 3,052
53,541 5,912 59,453
56,832 2,856,267 2,913,099
23,063 200,304 223,367
- 4,386 4,386
- (3,309) (3,309)
5,931 69,916 75,847
- 45,709 45,709
6,800 0 6,800
- 28,323 28,323
4,799 10,838 15,637
13,037 0 13,037
53,630 356,167 409,797
3,202 2,500,100 2,503,302
- 2,503,966 2,503,966
- 5,181 5,181
53,630 2,865,314 2,918,944
3,202 (9,047) (5,845)
105,925 266,070 371,995
$109,127 $ 257,023 $ 366,150
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1118

KNOX METROPOLITAN HOUSING AUTHORITY
Additional Information Required by HUD
Year Ended September 30, 2007

Financial Data Schedule Submitted to U.S. Department of HUD

Account Description

Unit Months Available

Number of Unit Months Leased
Administrative Fee Equity

Housing Assistance Payments Equity
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$

$

7,824

7,824

31,338

225,685



KNOX METROPOLITAN HOUSING AUTHORITY
Schedule of Expenditures of Federal Awards

For the Year Ended September 30, 2007

Federal
CFDA Contract
Federal Grantor/Program Title Number Number
U.S. Department of Housing and Urban Development
Direct Program:
Section 8 Tenant Based Cluster:
Housing Choice Vouchers 14.871 C-5101
Ohio Department of Development
Home Investment Partnership Program:
Shelter Plus Care Program 14.238 OH16C50-7011

TOTAL FEDERAL FINANCIAL ASSISTANCE

The accompanying notes are an integral part of the financial statements.
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Grant
Amount
Received

$ 2,845,148

$ 6,944

Federal
Expenditures

$ 2,865,314

6,944

$ 2,872,258



Cartified Public Accountant
11811 Shaker Boulevard, Site421
Clevdand, Ohio 44120
(216)421-1000
Fax:(216)421-1001
Email: kipenncpa@eol.com

Independent Auditor's Report on Compliance and on Internal Control over Financial
Reporting based on an Audit of Financial Statements Performed in Accordance with
Government Auditing Standards

Board of Trustees
Knox Metropolitan Housing Authority
Norwalk, Ohio

| have audited the financial statements of Knox Metropolitan Housing Authority as of and for the
year ended September 30, 2007, and have issued my report thereon dated February 26, 2008. |
conducted my audit in accordance with generally accepted auditing standardsin the United States
of Americaand the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States.

Internal Control Over Financial Reporting

In planning and performing my audit, | considered Knox Metropolitan Housing Authority’s
internal control over financial reporting as a basis for designing my auditing procedures for the
purpose of expressing my opinions on the financial statements, but not for the purpose of
expressing an opinion on the effectiveness of the Knox Metropolitan Housing Authority' s
internal control over financial reporting. Accordingly, | do not express an opinion on the
effective ness of the Knox Metropolitan Housing Authority' s internal control over financial

reporting.

A control deficiency exists when the design or operation of control does not allow management
of employees, in the normal course of performing their assigned functions, to prevent or detect
misstatements on atimely basis. A significant deficiency is acontrol deficiency, or combination
of control deficiencies, that adversely affects Knox Metropolitan Housing Authority’s ability to
initiate, authorize, record, process, or report financia datareliably in accordance with generally
accepted accounting principles such that there is more than aremote likelihood that a
misstatement of Knox Metropolitan Housing Authority' s financial statements that is morethan
inconsequentia will not be prevented or detected by Knox Metropolitan Housing Authority' s
internal control.

A materia weaknessis asignificant deficiency, or combination of significant deficiencies, that

resultsin more than aremote likelihood that a material misstatement of the financial statements
will not be prevented or detected by Knox Metropolitan Housing Authority’s internal control.
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My consideration of internal control over financia reporting was for the limited purpose
described in the first paragraph of this section and would not necessarily identify all deficiencies
in internal control that might be significant deficiencies or material weaknesses. | did not
identify any deficienciesin internal control over financia reporting that | consider to be material
weaknesses, as defined above.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether Knox Metropolitan Housing Authority’s
financial statements are free of material misstatement, | performed tests of its compliance with
certain provisions of laws, regulations, contracts and grants, noncompliance with which could have a
direct and material effect on the determination of financial statement amounts. However, providing
an opinion on compliance with those provisions was not an objective of my audit and, accordingly, |
do not express such an opinion. The results of my tests disclosed no instances of noncompliance or
other matters that are required to be reported under Government Auditing Standards.

| noted certain matters that | reported to management of Knox Metropolitan Housing Authority in a
separate letter dated February 26, 2008

This report isintended solely for the information and use of management, and federal awarding
agencies and is not intended to be and should not be used by anyone other than these specified
parties.

Kevin L. Penn, Inc.

February 26, 2008
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Certified Public Accountant
11811 Sheker Boulevard, Site421
Clevdand, Ohio 44120
(216)421-1000
Fax:(216)421-1001
Email: Klpenncpa@aol.com

Independent Auditor's Report on Compliance with Requirements Applicable to each
Major Program and Internal Control over Compliancein Accordancewith OMB Circular
A-133

Board of Trustees
Knox Metropolitan Housing Authority
Norwalk, Ohio

Compliance

| have audited the compliance of Knox Metropolitan Housing Authority with the types of
compliance requirements described in the U.S. Office of Management and Budget (OMB)
Circular A-133 Compliance Supplement that are applicable to each of its magjor federal programs
for the year ended September 30, 2007. Knox Metropolitan Housing Authority's major federal
programs are identified in the summary of auditor's results section of the accompanying schedule
of findings and questioned costs. Compliance with the requirements of laws, regulations,
contracts and grants applicable to each of its major federal programs is the responsibility of Knox
Metropolitan Housing Authority's management. My responsibility isto express an opinion on
Knox Metropolitan Housing Authority's compliance based on my audit.

I conducted my audit of compliance in accordance with generally accepted auditing standardsin
the United States of America; the standards applicable to financial audits contained in
Government Auditing Standards, issued by the Comptroller General of the United States; and
OMB Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations.
Those standards and OMB Circular A-133 require that | plan and perform the audit to obtain
reasonabl e assurance about whether noncompliance with the types of compliance requirements
referred to above that could have adirect and material effect on amajor federa program
occurred. An audit includes examining, on atest basis, evidence about Knox Metropolitan
Housing Authority's compliance with those requirements and performing such other procedures
as | considered necessary in the drcumstances. | believe that my audit provides areasonable
basis for my opinion. My audit does not provide alega determination on Knox Metropolitan
Housing Authority's compliance with those requirements.

In my opinion, Knox Metropolitan Housing Authority complied, in all material respects, with the
requirements referred to above that are applicable to each of its mgjor federal programs for the
year ended September 30, 2007.
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Internal Control Over Compliance

The management of Knox Metropolitan Housing Authority is responsible for establishing and
maintaining effective internal control over compliance with requirements of laws, regulations,
contracts and grants applicable to federal programs. In planning and performing my audit, |
considered Knox Metropolitan Housing Authority's internal control over compliance with
requirements that could have a direct and material effect on amajor federal program in order to
determine my auditing procedures for the purpose of expressing my opinion on compliance, but
not for the purpose of expressing an opinion on the effectiveness of internal control over
compliance. Accordingly, | do not express an opinion on the effectiveness of Knox Metropolitan
Housing Authority sinternal control over compliance.

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

A materia weaknessis a significant deficiency, or combination of significant deficiencies, that
results in more that aremote likelihood that material noncompliance with atype of compliance
requirement of afederal program will not be prevented or detected by the entity’ s internal
control.

My consideration of internal control over compliance was for the limited purpose described in
the first paragraph of this section and would not necessarily identify all deficienciesin internal
control that might be significant deficiencies or material weaknesses. | did not identify any
deficienciesin internal control over compliance that | consider to be material weaknesses, as
defined above.

This report isintended solely for the information and use of management, and the Department of
Housing and Urban Development and is not intended to be and should not be used by anyone
other than these specified parties.

Kevin L. Penn, Inc.

February 26, 2008
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Knox Metropolitan Housing Authority
Schedule of Findings and Questioned Costs
September 30, 2007

Section | - Summary of Auditor's Results

Financial Satements

Type of auditor's report issued: Unqualified
Internal control over financial reporting:
Material weakness(es) identified? No
Significant deficiency(ies) identified
not considered to be material weaknesses? No
Noncompliance material to financial statements noted? No
Federal Awards
Internal control over financial reporting:
Material weakness(es) identified? No
Significant deficiency(ies) identified
not considered to be material weaknesses? No

Type of auditor's report issued on compliance
for major program: Unqualified

Any audit findings disclosed that are required
to be reported in accordance with

Circular A-133, Section .510(a)? No
Identification of major programs:

14.871 Housing Choice Voucher Program
Dollar threshold used to distinguish

between Type A and Type B programs. $300,000 (Type A)
Auditee qualified as low-risk auditee? Yes

Section Il - Financiad Statement Findings
No matters were reported.
Section 111 - Federal Award Findings and Questioned Costs

No matters were reported.
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Knox Metropolitan Housing Authority
Summary Schedule of Prior Audit Findings
Y ear Ended September 30, 2007

There were no audit findings, during the 2006 fiscal year.
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