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STATE OF INDIANA

AN EQUAL OPPORTUNITY EMPLOYER STATE BOARD OF ACCOUNTS
302 WEST WASHINGTON STREET
ROOM E418 .
INDIANAPOLIS, INDIANA 46204-2765

Telephone: (317) 232-2513
Fax: (317) 232-4711
Web Site: www.in.gov/sboa

May 15, 2009

Board of Commissioners
Kendallville Housing Authority
240 Angling Rd.

Kendallville, IN 46755

We have reviewed the audit report prepared by Jean Sickels, CPA, Independent Public Accountant,
for the period January 1, 2007 to December 31, 2007. In our opinion, the audit report was prepared in
accordance with the guidelines established by the State Board of Accounts. Per the Independent Public
Accountants’ opinion, the financial statements included in the report present fairly the financial condition of the
Kendallville Housing Authority, as of December 31, 2007, and the results of its operations for the period then
ended, on the basis of accounting described in the report.

The Independent Public Accountants’ report is filed with this letter in our office as a matter of public
record.

We call your attention to the findings in the report. Pages 26 and 27 contain the status of nine prior

auditfindings. Pages 28 through 31 contain five current audit findings. The management letter contains three
comments.
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Jans$ idds

Certified Public Accountant

8518 S Kays Chapel Rad
Fredericksburg, IN 47120

INDEPENDENT AUDITOR'S REPORT

Board of Commissioners

Housing Authority of the City of Kendallville
240 Angling Road

Kendallville, IN 46755

T have audited the financial statements of the Housing Authority of the City of Kendallwville ({"the
Authority") as of and for the year ended December 31, 2007, as listed in the table of contents. These
financial statements are the responsibility of the Authority's management. My responsibility is to
express an opinion on these financial statements based on my audit.

I conducted my audit in acceordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards issued
by the Comptroller General of the United States. Those standards require that I plan and perform the
audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the accounting principles used
and significant estimates made by management, as well as evaluating the overall financial statement
presentation. T believe that my audit provides a reascnable basis for my opinion.

In my opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of the ARuthority as of December 31, 2007, and the changes in financial position and its

cash flows for the year indicated above, in conformity with accounting principles generally accepted in
the United States of America.

In accordance with Government Auditing Standards, 1 have also issued my report dated September 25, 2008,
on my consideration of the Authority’'s internal control over financial reporting and my tests of its
compliance with certain provisions of laws, regulations, contracts, and grant agreements and other

matters. The purpose of that report is to describe the scope of my testing of internal control over
financial reporting and compliance and the results of that testing, and not to provide an opinion on the
internal control over financial reporting or on compliance. That report is an integral part of an audit

performed in accordance with Government Auditing Standards, and should be considered in assessing the
results of my audit.

The Management's Discussion and Analysis, as detailed in the tabkle of contents in this Report, is not a
required part of the financial statements but 1is supplementary information, reguired by accounting
principles generally accepted in the United States of America. I have applied certain limited procedures,
which consisted principally of ingquires made of management regarding the methods of measurement and

presentation of the supplementary information. However, I did ncot audit the information and express no
opinion on it.

My audit was performed for the purpose of forming an opinion on the financial statements of the Housing
Authority of the City of Kendallville. The accompanying Schedule of Expenditures of Federal Awards is
presented for purposes of additional analysis as required by the U.S5. Office of Management and Budget
Circular A-133, Audits of States, Local Governments and Non-Profit Organizations, and is not a required
part of the financial statements of the Authority. The supplemental information as listed in the table of
contents, including the Financial Data Schedule is presented for purposes of additiocnal analysis, and is
not a reguired part of the financial statements. Such supplementary information has been subijected to the
auditing procedures applied in the audit of the financial statements, and in my opinion, is fairly stated
in all material respects in relation to the financial statements taken as a whole.

6:'0@5

Certifiled Public Accountant

Fredericksburg, IN
September 25, 2007



KENDALLVILLE HOUSING AUTHORITY
Kendallville, Indiana
MANAGEMENT DISCUSSION AND ANALYSIS
FISCAL YEAR ENDING DECEMBER 31, 2007

The management of the Kendallville Housing Authority (PHA) offers this narrative overview and analysis of its
audited financial statements for fiscal year ended December 31, 2007. The goal is for the reader to better
understand the Authority’s financial activities and its overall financial position and to show whether current year
revenues covered current year expenses and the extent to which the Authority has invested its capital assets.
We encourage readers to consider the information presented here in conjunction with the Authority’s financial
statements, which begins on page 2.

FINANCIAL HIGHLIGHTS:

The assets of the PHA exceed its liabilities as of December 31, 2007 by $2,374,751 (Net Assets).

The PHA’s investment in Capital Assets, net of related debt as of December 31, 2007 was $1,895,023.
The PHA’s total revenue for the fiscal year end December 31, 2007 was $1,127 694.

The PHA'’s fotal expenses for the fiscal year end December 31, 2007 were $1,376,520. Therefore, the
PHA's total combined expenses exceeded its total combined revenue by $248,826.

OVERVIEW OF THE FINANCIAL STATEMENTS:

The following financial statements are included in this report:

Statement of Net Assets - reports the Authority current financial resources: its cash and other current
assets, its current and non-current liabilities and comparing those two elements, the resulting net
assets of the PHA. A comparison between this year and the preceding year is also provided.
Statement of Revenue and Expenses - reports the PHA’s various revenue and expenses and provides
a comparison between this year and the preceding year.

Statement of Cash Flows —reports cash inflows and outflows for the Housing Authority’s fiscal year.

ANALYSIS OF FINANCIAL STATEMENTS:

STATEMENT OF NET ASSETS

INCREASE

2007 2006 {DECREASE}

Cash and investments $ 438,145 $ 273628 $ 164,517
Other current assets 56,881 217,635 (160,654)
Capital assets 1,895 023 2,256,857 (361,834)
Non-current assets 40,366 - 40 366
TOTAL ASSETS $ 2,430,515 $ 2748120 $  (317.605)
Current liabilities 3 55,800 $ 124579 $ (68.779)
TOTAL LIABILITIES 55800 124 579 (68.779)
Invested in capital assets 1,895,023 2,256,857 $ (361,834)
Restricted assets 20,730 - 20,730
Unrestricted assets 458 962 366,684 92278
TOTAL NET ASSETS § 2374715 $ 2623541 $  (248.826)



KENDALLVILLE HOUSING AUTHORITY
Kendallville, Indiana
MANAGEMENT DISCUSSION AND ANALYSIS - Continued
FISCAL YEAR ENDING DECEMBER 31, 2007

ANALYSIS OF FINANCIAL STATEMENTS — Continued:

The increase in cash is due to receiving proceeds from an insurance policy.

The decrease in other current assets is due to setting up an allowance for the receivables that the Housing -
Authority is expecting not to collect.

The decrease in capital assets is due to disposing of assets on the KHFC books and depreciation being
recorded for the year.

The increase in non-current assets is due to recording the interest of ownership in a tax credit project.

The decrease in current liabilities is due to a decrease in accounts payable in the New Construction program.

ANALYSIS OF STATEMENT OF REVENUE AND EXPENSES
PRIOR AND CURRENT FISCAL YEAR:

YEAR ENDING
DECEMBER 31, INCREASE
2007 2006 {(DECREASE)

REVENUE
Tenant revenue $ 343,005 $ 317,667 $ 25,428
HUD operating and capital grants 752,855 1,212,820 (459,965)
Interest 13,977 8,930 5,047
Gain/l.oss on sale of capital assets (127,921) 953 - (128,874)
Other revenue 145,688 26614 119,074

TOTAL REVENUE $ 1.127.694 $ 1,566,984 $ (439,290)
EXPENSES
Administrative expenses $ 175,813 $ 258,385 $ (82,572
Tenant services 6,566 11,054 (4,488)
Utilities 98,661 94,625 4,036
Ordinary maintenance 145,173 221,963 (76,790)
General expenses 370,377 39,616 330,761
Housing assistance payments 580,827 1,032,839 (452,012)
Extraordinary maintenance 3,305 6,702 (3,397)
Depreciation 245 200 256,221 (11,021)
Prior Period Adjustment (249.,402) (102) (249,300

TOTAL EXPENSES $ 1,376,520 $ 1921303 $ (544.783)

EXCESS OF EXPENSES

OVER REVENUE $ (248,826) $ (354,319)

The increase in tenant revenue is due to an increase in rental charges

The decrease in HUD operating and capital grants is due to the New Construction being completed in June.
There was an increase in the amount of Capital Funds money drawn down for the year.

it



KENDALLVILLE HOUSING AUTHORITY
Kendallville, Indiana
MANAGEMENT DISCUSSION AND ANALYSIS - Continued
FISCAL YEAR ENDING DECEMBER 31, 2007

ANALYSIS OF STATEMENT OF REVENUE AND EXPENSES
PRIOR AND CURRENT FISCAL YEAR - Continued:

The increase in other revenue is due to the commissioners reimbursing the PHA for ineligible expenses and for
State Farm Insurance paying out for fidelity bond coverage. This covers the fraud committed by the executive
director. This increase is also due to recording the interest of ownership in a tax credit project.

The decrease in gain/loss on sale of capital assets is due to writing of all fixed assets on KHFC program
books.

The decrease in administrative expenses is due to a decrease in legal expenses, staff training, travel and other
administrative expenses for the year.

The increase in tenant services is due to an increase in recreation, publication and other costs.

The decrease in ordinary maintenance is due to a change in staffing in the maintenance department. There
was also a decrease in materials and contract costs for the year.

The increase in general expenses is due to setting up an allowance for doubtful accounts.
The decrease in the housing assistance payment is due to the New Construction being completed in June.

The extraordinary maintenance was payments for flooring.

SIGNIFICANT TRANSACTIONS

BUDGETARY HIGHLIGHTS

Low-Rent Public Housing (Operations Oniy)

The Board-approved budget anticipated an operating income of $91,846. Actual result of operation was an
operating income before depreciation of $88,437 a negative budget variance of approximately $3,409.

CAPITAL ASSET ACTIVITY DURING THE YEAR

There were capital asset purchases made throughout the year. They are as follows:

» Low Rent Program
o 9 Washers and Dryers - $11,286

There were 9 washers and dryers disposed of totaling $7,596 during the year. All of the assets that were on
the KHFC books totaling $127,921 were written off during the year.

FUTURE EVENTS (NEW BUSINESS)

None Anticipated
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KENDALLVILLE HOUSING AUTHORITY
Kendallville, Indiana .

MANAGEMENT DISCUSSION AND ANALYSIS - Continued
FISCAL YEAR ENDING DECEMBER 31, 2007

CONTACTING THE AUTHORITY’S FINANCIAL MANAGEMENT

The financial report is designed to provide a general overview of the PHA’s finances for all those with an
interest. Questions concerning any of the information provided in this report or requests for additional

information should be addressed to John Sisson, Executive Director, Kendaliville Housing Authority, 240
Angling Road, Kendallville, IN 46755-1002.



FINANCIAL STATEMENTS




KENDALLVILLE HQOUSING AUTHORITY
Kendallville, Indiana

STATEMENT OF NET ASSETS
DECEMBER 31, 2007

ASSETS
Current Assets
Cash and cash eguivalents S 389,497
Restricted cash and cash equivalents 48, 648
Accounts receivable, net 50, 880
Prepaid expenses 4,666
Inventory 1,435h
Total Current Assets 495,126

Capital Assets

Land and other nondepreciable assets 388,549
Depreciable capital assets, net 1,506,474
Total Capital Assets 1,895,023

Noncurrent Assets

Tnvestments in jolnt ventures 40, 366
Total Noncurrent Assets 40,366
Total Assets 2,430,515
LIARTI.ITIES
Current liabilities
Accounts pavable 19,831
Deferred revenue 8,051

Payable from restricted cash and cash equivalents:
Tenants security deposits 27,918

Total Current Liabilities 55,800

Net Assets

Iinvested in capital assets 1,895,023
Restricted 20,730
Unrestricted 458,962
Total Net Assets 5 2,374,715

The accompanying notes are an integral part of these financial statements



KENDALLVILLE HOUSING AUTHORITY

Kendaliville, Indiana

STATEMENT OF REVENUES, EXPENSES AND CHANGES IN NET ASSETS

DECEMBER 31, 2007

OPERATING REVENUES

Rental income

Othexr Ilncome

TOTAL OPERATING REVENUE

OPERATING EXPENSES
Administrative

Tenant services

Utilities

Ordinary maintenance and operation
General expense

"Housing assistance payments

Depreciation expense

TOTAL OPERATING EXPENSES

OPERATING INCOME (LOSS)

NONOPERATING REVENUES (EXPENSES)
Federal cperating grants

Interest inccme
- Galn on disposal of capital assets

TOTAL NONOPERATING REVENUES

Net income before capital contributions

CAPITAL CONTRIBUTIONS

CHANGE IN NET ASSETS

5

TOTAL WET ASSETS - BEGINNING OF YEAR, as originally stated

Prior period adjustments

TOTAL NET ASSETS - BEGINNING CF YEAR, as restated

TOTAL NET ASSETS - END OF YEAR

The accompanying notes are an integral part of these

$

financial statements

343,095
145, 688

488,783

175,813

6,566
98, 661
148,478
370,377
580,827
245,200

1,625,922
(1,137,139)
741,569

13,977
{127,921)

627,625

(509,514)

11,286

(498,228)
2,623,541
249,402

2,872,943

2,374,715




KENDALLVILLE HOUSING AUTHORITY
Kendallville, Indiana

STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED DECEMBER 31, 2007

Receipts from tenants and other deposits ] 572,806
Payments to vendors (641,054}
Payments to land lords (580,827
Payments tc employees 1229,757)

Net Cash Used by Operating Activities _ {878,832)

Federal operating grants received 741,569

Net Cash From Noncapital Financing Activities 741,569

CASH FIOWS FROM CAPITAT AND RELATED FINANCING ACTIVITIES

Capital grants received 11,286
Loss on disposal of capital assets (127,921)
Purchase of capital assets N 116,634
Net Cash Flows Provided (Used)

by Capital and Related Financing Activities (1)

Interest income 13,977
Investment in joint ventures 38,402
Prior period adjustments 249,402
Net Cash From Investing Activities 301,781
Net Increase (Decrease) in Cash and Cash Equivalents 164,517
Cash - Beginning of year - 213,628
Cash - End of year s 438,145

Reconciliation of Cash

Unrestricted s 389,497
Restricted B 48, 648
5 438,145

Continued



KENDALLVILLE HOUSING AUTHORITY

Kendallville, Indiana

STATEMENT _OF CASH FLOWS
FOCR THE YEAR ENDED DECEMBER 31, 2007
(Continued)

RECONCILIATION OF QPERATING (LOSS) TO
NET CABH USED BY OQPERATING ACTIVITIES

Operating income {(loss) 8 (1,137,139
Adjustments to reconcile net income to net cash
Provided by operating activities:
Depreciation 245,200
Changes in operating assets and liabilities:
{(Increase) Decrease in:

Accounts receivable 75,972
Prepald expenses 431
Inventory 5,483
Increase (Decrease) in: I ’
Accounts pavyable (76,830)
Deferred revenue ) 8,051 .
Net Cash Flows Provided {Used) by Operating Activities $ (873;§§gl

The accompanying notes are an integral part of these financizl statements.



HOUSING AUTHORITY OF THE CITY OF KENDATLILVILLE
Kendallville, Indiana

NOTES 70O FINANCIAL STATEMENTS
DECEMBER 31, 2007

NOTE 1 — Summary of Significant Accounting Policies and Organization:

The financial statements of the HOUSING AUTHORITY OF THE CITY OF KENDALLVILLE ("the

Authority"}) have been prepared in conformity with generally accepted accounting
principles (GRAP) as applied to special purposs governments engaged in business type
activities. The Government Accounting Standards Board (GASB) is the accepted

standard-setting bedy for establishing governmental accounting and financial
reporting principles.

Organization: Housing Authority of the City of Kendallville is a public body
corporate and politic pursuant to the Laws of the State of Indiana, which was,
organized to provide low rent housing for qualified individuals in accordance with
the rules and regulations prescribed by the U.S. Department of Housing and Urban
Development {HUD} and other Federal Agencies.

Reporting Entity:

The -entity is a public corporation, legally separate, fiscally independent and
governed by the Board of Commissiocners, As required by generally accepted
accounting principles, these financial statements present the financial position and
results of operations of the Housing Authority of the City of Kendallville, a
primary government. Although it is legally separate from the Housing Authority of
the City of Kendallville, the Kendallville Affordable Housing, Inc. is reported as
if they were part of the primary government because its scle purpose is to work in
conjunction with the Housing Authority to assist with providing housing for low and
moderate income individuals and have the same governing boards, accordingly the
Kendallville Affordable Housing Inc.’s financial information {component unit) has
been blended with the Housing Authority of the City of Kendallville. There are no
other component units te be included herewith, but this report does include all
programs which are controlled by the entity's governing body.

Activities of the Housing Authority:

At December 31, 2007, the Housing Authority had 208 units in management and was
administering other programs as listed below:

Management
Low-Income Fublic Housing 118

Lower Income Housing Assistance Program

Section 8 New Construction 75
Secticon 8 Housing Choice Vouchers 15
TOTAL SECTION 8 a0
TOTAL ALL PROGRAMS 208

Other Programs
Capital Fund Program
Business Activities
Component Units

Basis of Presentation and Accounting: In accordance with uniform financial
reporting standards for HUD housing programs, the financial statements are prepared
in accordance with 0. §. generally accepted accounting principles (GAAP) as

applicable to special purpose governments engaged only in bhusiness type activities.

6



HOUSING AUTHORITY OF THE CITY CF KENDALLVILLE
Kendallville, Indiana

NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2007
(Continued)

NOTE 1 — Summary of Significant Accounting Policies and Qrganization: {continued)

The Authority’'s financial statements are accounted for on the flow of economic

resources measurement focus using the accrual basis of accounting. Revenues are
recognized when they are earned, and expenses are recognized when incurred.
Pursuant to GASB Statement No. 20, Accounting and Financial Reporting for

Proprietary Funds and Other Governmental FEntities that wuse Proprietary Fund
Accounting, the Authority applies all applicable GASE pronouncements as well as FASB

Statements and Interpretaticns, APB Opinions, and ARB's igssued on or hefore,
November 30, 1989, unless those pronouncements confliqt with or contradicts GASB
pronouncements.

This special purpose government sngaged in activities similar teo business activities
uses an enterprise fund to account for those operations that are financed and
operated in a manner similar to private business, or where the Board has decided
that the determinaticn of revenues earned, costs incurred, and/or net income 1s
necessary for management accountablility. The intent of the governing body i1s that
the costs (expenses including depreciation) of providing services to the general
public on a continuing basis be financed or recovered primarily through user
charges.

Generally accepted accounting principles for state and local governments requires
that resocurces be classified for accounting and reporting purposes into the
following net asset categories:

Invaested in Capital Assets, Net of Related Debt: Capital assets, net cof accumulated
depreciation and outstanding principal Dbalances of debt attributable to .the

acgquisition, construction or improvement of those assets. The Authority has no
debt.

Restricted: Net assets whose use by the Authority 1s subject to externally imposed
stipulations that can be fulfilled by actions of the Authority pursuvant to those
stipulaticns or that expire by the passage of time. Such assets include assets
restricted for capital acgquisitions and debt service. The Authority has restricted
funds totaling $20,730 that represents excess HAP grant funding provided by the
Department of Housing & Urban Development for the sole purpose of providing
assistance payments to eligible individuals through the Housing Choice Voucher
Program, This amount represents the total amount of excess Authority to retain
these funds for future housing assistance payments. The reguirements imposed by HUD
represent a legally enforceable reguirement upon this program,

Unrestricted: Net assets that are not subject to externally imposed stipulations.
Unrestricted net assets may be designated for specific purposes by action of
management or the Authcrity Board or may otherwise be limited by c¢contractual
agreements with outside parties.

Budgets: Budgets are prepared on an annual basis for each major operating program
and are used as a management tool throughout the accounting cycle. The capital fund
budgets are adopted on a “project length” basis. Budgets are not, however, legally

adopted nor legally required for financial statement presentation.



HOUSING AUTHORITY OF THE CITY OF KENDALLVILLE
Kendallville, Indiana

NCTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2007

{Continued)
NOTE 1 - Summary of Significant Accounting Pclicies and Qrganization: (continued)
Cash Equivalents: Cash eguivalents «consist principally of checking accounts,
savings accounts and certificates of deposit. These are stated at fair value.

Certificates of deposit that are redeemable immediately with little or no penalty
are considered cash equivalents.

Interprogram Receivables and Payables: Interprogram receivables/payables are all
current, and are the result of the use of the Business Activities Program as the
common paymaster for shared costs of the Authority. Cash settlements are made
periodically, and all interprogram balances net zero. Offsetting due to/dus from
balances is eliminated for the financial statement presentation.

Investrents: Investments are recorded at fair wvalue. Investment instruments
consist only of items specifically approved for public housing agencies by HUD.
Investments are either insured or collateralized using the dedicated method. Under

the dedicated method of collateralization, all deposits and investments over the
federal depository insurance coverage are collateralized with securities held by the
Authority’s agent through the State of Indiana’s Collateralization Program. It is
the Authority’s policy that all funds on deposit are collateralized in accordance
with both HUD reguirements and reguirements of the State of Indiana.

Inventories: Inventories (consisting of materials and supplies) are valued at cost
using the first in, first out (FIFO) method. If inventory falls below cost due to
damage, deterioration or obsolescence, the Authority establishes an allowance for
obsolete l1nventory. In accordance with the consumption method, inventory is
expensed when items are actually placed in service.

Prepaid Items: Payments made to vendors for goods or services that will benefit
periods beyond the fiscal year end are recorded as prepaid items.

Restricted Assets: Certain assets may be classified as restricted assets on the
balance sheet because their use is restricted by contracts or agreements with
cutside third parties and lending instituticns.

Use of Estimates: The preparation of financial statements in conformity with U.S,
generally accepted accounting principles requires management to make estimates and
assumptions that affect the reported amounts of - assets and liabilities and
disclosure of contingent liabilities at the date of the financial statements and
reported amounts of revenue and expenses during the reporting period. Actual
results could differ from those estimates.

Capital Assets:

a. Book Value: All purchased capital assets are valued at cost when historical
records are avallable. When no historical records are available, capital assets
are valued at estimated historical cost. Land wvalues were derived from

development closeout documentation.

Deonated capital assets are recorded at their fair value at the time they are
received. Donor imposed restrictions are deemed to expire as the asset
depreciates.



HOUSING AUTHORITY OF THE CITY OF KENDALLVILLE
Kendallville, Indiana

NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2007
{Continued)

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

Capital Aszsets: (Continued)

A1l normal expenses of preparing an asset for use are capitalized when they meet
or exceed the capitalization thresheold.

b. Depreciation: The cost of bulldings and equipment is depreciated over the
estimated useful lives of the related assets using the straight-line method.

Depreciation commences on modernization and develcopment additions in the year
following completion.

The useful lives of Dbuildings and equipment for purposes of computing
depreciation are as follows:

Bulldings & Improvements 15-40 years
Furniture, Tquipment & Machinery 3-10 years
¢. Maintenance and Repairs Expenditures: Maintenance and repalrs expenditures
are charged tc operations when incurred. Betterments in excess of 8100 are

capitalized. When buildings and eguipment are sold or otherwise disposed of, the
asset account and related accumulated depreciation account are relieved, and any
gain or loss is included in cperations.

Compenéated Absences: Compensated absences are these absences for which employees
will be paid, such as vacation and sick leave computed in accordance with GASB
Standards, A liability for compensated absences that is attributable to services

already rendered and that are not contingent on a specific event that is outside the
control of the Autherity and its employvees, is accrued as employees earn the rights
to the benefits. Compensated absences that relate to future services or that are
contingent on a specific event that is ocutside the contrcl of the Authority and its
employees are accounted for in the period in which such services are rendered or in
which such events take place.

Litigation Losses: The Authority recognizes estimated losses related to litigation
in the periced in which the ocecasion giving rise to the loss occurred the. loss is
probable and the loss is reascnably estimable.

Annual Contribution Contracts: Annual Contribution Contracts provide that HUD shall
have the Authority to audit and examine the records of public housing authorities.
Aecordingly, final determination of the Authority’s financing and contribution
status for the Annual Contribution Contracts is the responsibility of HUD based upon
financial reports submitted by the Authority.

Risk Management: The Authority is exposed to various risks of loss related to
torts; theft of, damage to, and destruction of assets; errors and omissions;
injuries to employees; and natural disasters. The Authority carries commercial

insurance for all property and eguipment, employee health and accident insurance,
general liability, fire and extended coverage, fidelity bond, automobile, and
Director and Officers liability. Settled claims resulting from these risks have not
exceeded commercial 1insurance coverage in any of the past three fiscal vyears.
Bdditionally, there have been no significant reductions in insurance coverage from
the priocr year.



HOUSING AUTHCRITY OF THE CITY OF KENDALLVILLE
Kendallville, Indiana

NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2007

(Continued)
NOTE 1 — Summary of Significant Accounting Policies and Organization: (continued)
Operating Revenues and Expenses: Operating revenues and expenses generally result
from providing and producing goods and/or services in connection with providing low
income housing programs. Cperating expenses include the cost of sales and services,
administrative expenses and depreciation on capital assets. ARll revenues and
expenses not meeting this definition are reported as non-operating revenues and

expenses,

Restricted Assets: When both restricted and unrestricted rescurces are available for
use, 1t 1is the Authorities policy to use unrestricted resources first, then
raestricted, as they are needed.

Leasing Activities (as Lessor): The Authority is the Lessor of dwelling units
mainly to low-income residents. The rents under the leases are determined generally
by the resident's income as adjusted for eligible deductions regulated by HUD,
although the resident may opt for a flat rent. lLeases may be cancelled by the
lessee at any time. The Authority may cancel the lease only for cause.

Revenues assoclared with these leases are recorded in the financial statements and
schedules as "Rental Revenue". Rental Revenue per dwelling unit generally remains
consistent from vyear to year, but is affected by general economic conditions, which
impact personal income such as local job availability.

NOTE 2 — Deposits, Cash and Cash Equivalents:

1. HUD Deposit Restrictions

HUD requires Authorities to invest excess HUD program funds in obligations of the
United States, certificates of deposit or any other federally insured instruments.

HUD alsec requires that deposits of HUD program funds be fully insured or
cocllateralized at all times. Acceptable security includes FDIC/FSLIC insurance and
the market wvalue of securities purchased and pledged tc the political subdivision.
Pursuant to HUD restrictions, obligations of the United States are allowed as

security for deposits. Obligaticns furnished as security must be held by the
Authority or with an unaffiliated bank or trust company for the account of the
Ruthority.

2. Risk Disclosures

L. Interest Rate Risk: As a means of limiting its exposure to fair wvalue lecsses
arising from rising interest rates, the Authority’s investment policy limits the
Authority’s investment portfolic to maturities not to exceed two years at time of
purchase. At December 31, 2007, the Authority’s deposits and investments were not
limited and all of which are either available on demand or have maturities of less
than two years.

At December 31, 2007, the carrying amount of the Authority’s deposits was $438,145.
The deposits are either covered by federal depository insurance, by collateral held
by the Authority's agent in the Authority's name or by the Federal Reserve Banks
acting as third party agents or by a collateralization agreement. Restricted cash
consists of tenant security deposits and Secticn 8§ HAP payments.
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HOUSING AUTHORITY OF THE CITY OF KENDALLVILLE
Kendallville, Indiana

NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2007
{Continued)

| NOTE 2 - Deposits, Cash and Cash Equivalents: (Centinued)

Deposits consist of the following:

Checking accounts 5 306,973

Certificates of Deposit 131,172

Total $..438,145
NOTE 3 - Accounts Receivable:

Accounts receivables at December 31, 2007 consist of the following:

HUD S 50,243
Former Executive Director, net of allowance of $335,508 637
See NOTE 14

Total $_ 50,880

NOTE 4 - Prepaid Expenses:

Prepaid Expenses at December 31, 2007 consist of the feollowing:
Prepaid insurance and other prepaid assets $ 4,666
NOTE 5 - Inventory:
Inventory at December 31, 2007, consist of the following:

Inventory, net of allowance of $(0) $ 1,435

NOTE 6 - Capital Assets:

Beginning Ending
Balance Balance
12/31/06 Increases Dacreases 12/31/07
Capital assets, not
being depreciated:
Land e 515,170 3 0 $(126,621) S 388,548
Construction in
Progress 1,300 0 { 1,300} 0
Total Capital Assets,
not being depreciated 516,470 0 (127,921) 388,549
Capital Assets, being
depreciated:
Buildings &
Improvements 4,762,883 0 0 4,762,883
Furniture, Equipment ‘
& Machinery 334,297 3,690 0 337,887

Total Capital Assets,
being depreciated 5,097,180 3,690 0 5,100,870
11




HOUSING AUTHORITY OF THE CITY OF KENDALLVILLE
Kendallville, Indiana

NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2007

{(Continued})
NOTE 6 - Capital Assets: (Continued)
Less Accumulated
Depreciation for:
Buildings &
Improvements ( 3,072,545) (218,217) 0 { 3,072,545
Furniture, Egquipment
and Machinery { 284,248) ( 26,983) 7,597 | 284,248)
Total Accumulated
Depreciation ( 3,356,793) (245,200} 7,597 (3,594,396}
Total Capital Assets,
being depreciated, net 1,740,387 (241,510} 7,597 1,506,474
Capital Assets, Net $ 2,256,857 $(241,510) $(120,324)y $ 1,895,023
Major construction renovation through the Capital Fund Program costs of $86,482 are
yet to be expended under the current programs. HUD has approved funding for the
above amount. Depreciation expense for the year ended December 31, 2007, was
5245,200.
NOTE 7 - Investments in Partnerships:

Investments at December 31, 2007 consist of the following:
Partnership Kendallviile limited partnership. $ 40,366
The Housing Authority’s nonprofit organization Kendallville Affordable Housing, Inc,

entered into a limited partnership {Lamplighter II, Limited Partnership) agreement
for the purpose of constructing and managing a 24-unit complex of one and two

bedroom units. The partnership has recelved tax credits from the State of Indiana.
The Nonprofit organization holds a 1% general partnership interest, with the
remaining 99% limited partnership interests held by unrelated investors. The

partnership interest is recorded on the equity basis.

NCTE 8 - Accounts Payable:

Accounts payable at December 31, 2007 consist of the following:

Vendors’ Accounts Payable $ 18,251
Compensated Absences - Current 781
Accrued Wages 795
Total $ 15,831

NOTE 9 - Deferred Revenue:

Deferred revenue at December 31, 2007 consist of the following:

Frepald rent $ 21
Prepaid capital fund funds _ 8,030
Total $ 8,051
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HOUSING AUTHCRITY OF THE CITY OF KENDALLVILLE
Kendallville, Indiana

NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2007
{Continued)

' NOTE 10 - Prior Period Adjustment:

Prior period adjustments consist of the following:
To set up an accounts receivable that was not on the books 5 249,402
This is the amount that the former Executive Director owes.

NOTE 11 - Economic Dependency:

The Authority receives approximately 67% of its revenues from the U.S. Department

of Housing and Urban Development (HUD), If the amount of revenues received from
HUD falls below critical levels, the BAuthority’s operations could be adversely
affected.

' NOTE 12 -Pension Plan:

Plan Description

The Authority contributes to the Indiana Public Employees’ Retirement Fund (PERF),
a defined benefit pension plan. PERF is an agent multiple-employer public smployee
retirement system, which provides retirement benefits to plan members and
beneficiaries. All full-time employees are eligible to participate in the definad
benefit plan. State statutes (IC 5-10.2 and 5-10.3) govern, through the PERF
Becard, most requirements of the system and give the BAuthority the power to
contribute to the plan. The PERF retirement benefit consists of the pension
provided by employer contributicns plus an annuity provided by the member’s annuity
savings account. The annuity savings account consists of member’s contributions,
set by state statute at three percent of compensation, plus the interest credited
to the member’s account. The employer may elect to make the ceoniributions on
behalf of the member.

The BAuthority's contributicns were calculated using the base salary amount of
5174,694, During the year ended Decembexr 31, 2007, the Authority’s required and
actual contributions amounted to $9,047, which was 5.25%% of its current-yeaar
covered payroll in the amount of §172,293, Contributions for 2006 were 5$9,457.
Contributicons for 2005 were 58,993, ‘

PERF administers the plan and issues a publicly aveilable financial rasport that
inciudes financial statements and required supplementary informetion for the plan
as a whole and for its participants, The report may be obtained by contacting:

Public Employee’s Retirement Fund
Harrison Building, Room 800

143 West Market Street
Indianapolis, IN 46204

Ph. (317} 233-4162

Basis of Accounting

The financial statements are prepared using the accrual basis of accounting. Flan
member contributions are recognized in the period in which the contributions are
due. Employer contributions are recognized when due and the employer has made a
formal commitment te provide the contributions. Benefits and refunds are
recognized when due and payable in accordance with the terms cf the plan.
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HOUSING AUTHORITY OF THE CITY OF KENDALLVILLE
Kendallville, Indiana

NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2007

{Continued)
NOTE 12 -Pension Plan: {continued)
Valuation of Investments
Investments are reported at fair wvalue. Shert-term investments are reported at
cost, which approximates fair value. Securities traded on a national or
international exchange are valued at the last reported sales price at current
exchange rates. Mortgages are valued on the basis of future principal and interest

payments, and are discounted at prevailing interest rates for similar instruments.
The fair wvalue of real estate investments 1s based on independent appraisals.
Investments that do not have an established market are reported at estimated fair
value.

NOTE 13 - Commitments and Contingencies:

Litigation: At December 31, 2007, the Authority was not involved in any threatened
litigation.

Examinations: The Authority is subject to possible examinations made by federal
and state authorities whe determine compliance with terms, conditions, laws, and
regulations governing cother grants given to the Authority in the current and prior
years. There was one examination concerning the year ended December 31, 2007. The
Indiana Board c¢f Accounts identified fraudulent transactions. The audit identified
cver $566,000 in guestioned costs from the periocd Januwary 1, 1999 to June 30, 2006.

Grant Disallowances: Amounts received or receivable from HUD are subject to audit
and adjustment by HUD. Any disallowed claims, including amounts already collected,
may censtitute a liability of the Authority. Other than the amounts listed in the
paragraph above, the amounts, 1if any, of expenses which may be disallewed by the
grantor cannct be determined at this time although the Authority expects such
amounts, 1f any, to be immaterial.

Construction Projects: There are certain major construction projects in progress
at December 31, 2007. These include modernizing rental units at the project sites.
These projects are being funded by HUD. Funds are reguested periodically as the
cost 1s incurred. These costs will be paid by grants committed to the Authority by
HUD.

NOTE 14 -Subsequent events:

In June 2007, the former Executive Director wrote a letter to the Kendallville
Housing Autherity Board where she admitted te irregularities in the financial
records. She pled guilty to the charge of Theft, Class C Felony and agreed to
serve a priscn sentence of 8 years in the Indiana Department of Corrections. The
Authority continues to have pending gquestioned costs due teo these irregularities
from previous vyears. The former Executive Director still has an accounts
receivable that is recorded net of an allowance of $335,508 for financial statement
reporting purposes.
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KENDATTVILLE HOUSING AUTHORITY
Kendallville, Indiana

COMBINING SCHEDULE OF PROGRAM NET ASSETS
DECEMBER 31, 2007

Annual Contributions Contract

C-2000 INO36 B C-2000
Low Section 8
Income Housing
Public Choice Capital
ASSETS _ Housing Vouchers Fund
Current Assets
Cash and cash equivalents s 369,948 & 15,385 3 0
Restricted cash and cash equivalents 27,918 20,730 0
Accounts receivable, net 637 0 0
Interprogram 24,632 85,899 8,030
Prepaid expenses 4,666 0 0
Inventory 1,435 O_ 0
Total Current Assets _ 429,236 122,014 8,030
Capital Assets
Land and other nondepreciable assets 388,549 0 0
Depreciable capital assets, net 1,495,658 0 10,816
Total Capital Assets 1,884,207 0 10,816
Noncurrent Assets
Investment in joint ventures 0 o 0
Total Noncurrent Assets ) 0 0]
Total Assets 2,313,443 122,014 18,846
LIABTLITIES
Current liabilities
Accounts payable : 19,831 0 0
Interprogram 93,929 115,146 0
Deferred revenue 21 ¢ 8,030
Payable frcm restricted cash and
and cash eguivalents:
Tenants security deposits 27,918 0 . 0
Total Current Lizsbilities 141,689 B 115,146 8,030
Net Assets
Invested in capital assets, net of related debt 1,884,207 0 10,816
Restricted 0 20,730 0
Unrestricted N 287,537 (13,862} o G
Total Net Assets S 2,171,744 S 6,868 S 10,816
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INO36NCO010

Section Housing
8 New Business Development Interfund
construction Activities Corporation Elimination Total

5 4,164 § o s 0 3 0o s 389,497
¢ 0 0 o 48,648

50,243 0 0 0 50,880
115,147 0 0 (233,708) 0

0 0 0 0 4,666

. 0 B 0 0 G 1,435
169,554 0 0 (233,708) 495,126

0 0 0 0 388,549
0 0 0 0 _ .. 1,506,474
1,895,023

_ 0 0 40,366 - 0 ) 40,366
] o 0 40,366 0 40,366
169,554 0 40,366 {233,708) 2,430,515

0 -0 0 0 15,831

24,633 0 (233,708) 0

0 0 4] 0 8,051

i 0 0 o 0 - 0 27,918
24,633 0 __(233,708) 55,800

v 0 0 0 1,895,023

0 0 0 0 20,730
144,921 0 40,366 o 458,962
S 144,921 5 0 s 40,366 S 0 $_ 2,374,715




KENDALLVILLE HOUSING AUTHORITY

Kendallville, Indiana

FOR THE YEAR ENDED DECEMBER 31, 2007

Annual Contributions Contrac

C-2000 _ IND36 C-2000
Low Secticon B8
Income Housing
Public Checice Capital
Housing __Vouchers - Fund
CPERATING REVENUES
Rental income 5 343,085 5 0O 3 0
Other income 105,322 0 8]
TOTAT. CPERATING REVENUE 448,417 0 o
62,930 27,949%
OPERATING EXPENSES
Administrative 144,692 5,000 13,143
Tenant services 6,566 0 0
Utilities 28,661 0 0
Ordinary maintenance and operation 148,087 0 0
General expense 363,640 0 0
Housing assistance payments 0 37,118 0
Depreciation expense 244,730 0 470
TOTAL OPERATING EXPENSES 1,006,376 42,118 13,613
OPERATING INCOME (LOSS) (557,9591 (42,118) {13,613)
NONOPERATING REVENUES (EXPENSES)
Federal operating grants 138,055 62,830 16,663
Interest income 10,689 100 0
Gain on disposal of capital assets 0 0 0
Interest expense 0 0 0
TOTAL NONOPERATING REVENUES 148,744 62,930 16,663
Net income before capital contributions (409,2152 20,812 3,0597
CAPITAL CONTRIRBUTIONS 0 0 11,286
CHANGE TN NET ASSETS {409,215) 20,812 14,336
TOTAL NET ASSETS - BEGINNING OF YEAR,
as originally stated 2,242,504 (13,944) 0
Prior period adjustments 338,055 8] (3,520}
TOTAL NET ASSETS — BEGINNING OF YEAR,
as restated 2,580,959 B (13,944) {3,520)
TOTAL NET ASSETS - END OF YEAR $ 2,171,744 $ 6,868 S 10,816
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_ INDO36NC0010
Section Housing
8 New Business Development
Construction _Activities Corporation Total

S o 5 a s 0 3 343,005
0 Q 40,366 B 145,688

- o 0 40,366 488,783
12,978 0 0 175,813

0 0 0 6,566

0 0 0 98,661

381 0 o] 148,478

6, 137 0 o 376,377
543,709 0 0 580,827

0 0 0 245,200

563,815 0 0 _ 1,625,922
{563,815) 0] 40,366 _.€1,137,139)
524,021 0 0 741,569
3,188 0 0 13,977

0 0 (127,821 {(127,921)

0 9 0 0
- 527,209 o (127,921) 627,625
{(36,606) o (87,555) {509,514)

0 0 0 11,286

{(36,606) 0 (87,555) (498,228)
104,783 77,354 212,444 2,623,541
Th,744 {77,354} (84,523 249,402
181,527 0 127,921 2,872,943

$ 144,921 3 0 $ 40,366 $ 2,374,715
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HOUSING AUTHORITY OF THE CITY OF KENDALIVILLE
Kendallwville, Indiana

SCHEDULFE, OF EXPENDITURES OF FEDERAIL. AWARDS
FOR THE YEAR ENDED DECEMERER 31, 2007

ANNUAL PROGRAM
CONTRIBUTION AND CFDA

CONTRACT ASSISTANCE TYPE ~ NUMBER AWARD EXPENDITURES

U. 8. DEPARTMENT OF HUD

IN-036 Section 8 New Construction  14.187 5 524,021 s 524,021
IN-0386 Lew Rent Public Housing 14.850 138,055 138,055
IN-036 Housing Choice Vouchers 14.871 62,830 62,830
IN-036 Capital Fund Program 14.872 o 137,183 N 27,949
TOTAL FEDERAT FINANCIAT, ASSISTANCE 5 862,089 § 752,855

Notes to Schedule of Expenditures of Federal Awards:

Note 1 - The Schedule of Expenditures of Federal Awards is presented on the accrual
pasis of accounting as described in Note A.

20







OTHER REPORTS




Jan S idds

Certified Public Accountant

8518 S Kays Chapel Rd
Fredericksburg, IN 47120

REPORT ON INTERNAL CONTROL OVER FINANCIAL
REPORTING AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT
OF FINANCTAIL STATEMENTS PERFORMED IN ACCORDANCE WITH
GOVERNMENT AUDITING STANDARDS

Board of Commissioners

Housing Authority of the City of Kendallville
240 Angling Road

Kendallville, Indiana 46755

I have audited the financial statements of the Housing Authority of the City of
Kendallville, as of and for the year ended December 31, 2007 and have issued my report
thereon dated September 25, 2008, which included a disclaimer of opinicon on Management's
Discussion and Analysis. 1 conducted my audit in accordance with auditing standards
generally accepted in the United States of America and the standards applicable to financial
audits contained in Goverpment Auditing Standards, issued by the Comptroller General of the
United States.

Internal Control Over Financial Reporting

In planning and performing my audit, I considered the Housing Authority of the City of
Kendallville’s internal control over financial reporting as a basis for designing my auditing
procedures for the purpose of expressing my opinion on the financial statements, but not for
the purpose of expressing an opinion on the effectiveness of the Housing Authority of the
City of Kendallville’s internal contrel over financial reporting. Accordingly, I do not
express an opinion on the effectiveness of the Entity’s internal control over financial
reporting.

My consideration of internal control over financial reporting was for the limited purpose
described in the preceding paragraph and would not necessarily identify all deficiencies in
internal ceontrol over financial reporting that might be significant deficiencies or material
weaknesses. However, as discussed below, 1 identified certain deficiencies in internal
control over financial reporting that I consider to be significant deficiencies.

A control deficiency exists when the design or operation of a control does not allow
management or employees, in the nermal course of performing their assigned functions, to
prevent or detect misstatements on a timely basis. A significant deficiency is a control
deficiency, or combination of control deficiencies, that adversely affects the entity’s
ability to initiate, authorize, record, process, or report Financial data reliably in
accordance with generally accepted accounting principles such that there is more than a
remote likelihood that a misstatement of the entity’s financial statements that is more than

inconsequential will not be prevented or detectad by the entity’s internal control. I
consider the deficiencies described in the accompanying Schedule of Findings and Questioned
costs to be significant deficiencies in internal contrel over financial reporting. The

finding reference numbers are 2007-01, 2007-03 and 2007-05.

A material weakness is a significant deficiency, or combination of significant deficiencies,
that results in more than a remcte likelihood that a material misstatement of the financial
statements will not be prevented or detected by the entity’s internal control.

My consideration of internal control over financial reporting was for the limited purpose
described in the first paragraph of this section and would not necessarily identify all
deficienciles 1in internal contrcl over financial reporting that might be significant
defliciencles and, accordingly, would nct necessarily disclese all significant deficiencies
that are also considered material weaknesses. However, I believe that none of the
significant deficiencies described above is a material weakness.
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Compliance and Other Matters

As part of obtaining reasonable assurance about whether Housing Authority of the City of
Kendallville’s financial statements are free of materizl misstatement, T performed tests of
its compliance with certain provisions of laws, regulations, contracts, and grant agreements,
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, T do not express such an
opinion. The results of my tests disclosed no instances of noncompliance or cother matters
that are required to be reported under Government Auditing Stendards.

T noted certain matters that T reported to the management of the Housing Authority of the
City of Kendallville in a separate letter dated September 25, 2008.

Housing Authority of the City of Kendallville's respcnse to the findings identified in my
audit are described in the accompanying schedule of findings and responses. I did not audit

the Housing Authority of the City of Kendallville’s response and accordingly, I express no
opinion on it.

This report is intended sclely for the infeormation and use of the audit committee, management
and the Department of Housing and Urban Development and is not intended to be and should not
be used by anycne other than these specified parti

f;kﬁ

Certfffied Public Accountant

Fredericksburg, IN
September 25, 2007



Jans$ idds

Certified Public Accountant

8518 § Kays Chapel Rd
Fredericksburg, IN 47120

REPORT ON COMPLIANCE WITH REQUIREMENTS APPLICABLE TO EACH MAJOR
PROGRAM AND INTERNAL CONTROL OVER COMPLIANCE IN ACCORDANCE
WITH OMB CIRCULAR A-133

Board of Commissioners

Housing Authority of the City of Kendallville
240 Angling Road

Kendallville, Indiana 46755

Compliance

I have audited the compliance of the Housing Authority of the City of Kendallville with the types of
compliance requirements described in the U.S5. Office of Management and Budget (OMB) Circular A-133
Compliance Supplement that are applicable to each of its major federal programs for the year ended
December 31, 2007. The Housing Authority of the City of Kendallville'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 reguirements of laws, regulations, contracts and grants
applicakle to each of its major federal programs is the responsibility of the Housing Authority of The
City of Kendallville's management. My responsibility is to express an opinion cn the Housing Authority
of The City of Kendallville’s compliance based on my audit.

T conducted my audit of compliance in accordance with auditing standards generally accepted in 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 QOrganizations. Those standards and OMB Circular A-133
require that I plan and perform the aundit to obtain reascnable assurance about whether noncompliance
with the types of compliance requirements referred toc above that could have a direct and material
effect on a major federal program occurred. An audit includes examining, on a test basis, evidence
about the Housing Authority of the City of Kendallville's cempliance with those requirements and
performing such other procedures as I considered necessary in the circumstances. T believe that my
audit provides a reasonable basis for my opinion. My audit does not provide a legal determination cn
the Housing Authority of The City of Kendallville's compliance with those requirements.

In my opinion, the Housing Authority of the City of Kendaliville complied, in all material respects,
with the requirements referred to above that are applicable to each of its major federal programs for
the year ended December 31, 2007. However, the results of my auditing procedures disclosed instances of
noncompliance with those reguirements, which are reguired to be reported in accocrdance with OMB
Circular A-133 and which are described in the accompanying schedule of findings and questioned costs as
items 2007-02 and 2007-04.

Internal Control Over Compliance

The management of the Housing Authority of the City of Kendallville 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, I considered
the Housing Authority of the City of Kendallville’s internal control over compliance with requirements
that could have a direct and material effect on a major 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, I do not
express an opinion on the effectiveness of the Authority’s internal control over compliance.

My consideration of internal contrel over compliance was for the limited purpose described in the
preceding paragraph and would not necessarily identify all deficiencies in the Authority's internal
control that might be significant deficiencies or material weaknesses as defined below. However, as
discussed below, I identified certain deficiencies in internal control over compliance that I consider
to be significant deficiencies.
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A control deficiency in an entity’s internal control over compliance exists 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 a type of compliance reguirement of a
federal program on a timely basis. A significant deficiency is a control deficiency, or a combination
cof control deficiencies, that adversely affects the entity’s ability to administer a federsal program
such that there is more than a remote likelihcod that noncompliance with a type of compliance
requirement of a federal program that is more than inconsequential will not be prevented or detected by
the entity’s internal control. I consider the deficiencies in internal control over compliance

described in the accompanying schedule of findings and guestiocned costs as items 2007-02 and 2007-04 to
be a significant deficiencies.

A material weakness is a significant deficiency, or combination of significant deficiencies, that
results in more than a remote likelihood that material noncompliiance with a type of compliance
requirement of a federal program will not be prevented or detected by the entity’s internal control.

However, I do not consider the significant deficiencies described above as items 2007-07 and 2007-04 to
be material weaknesses.

The Housing Authority of the City of Kendallville’s response to the findings identified in my audit is
described in the accompanying schedule of findings and questioned costs. I did not audit the Housing
Authority of The City of Kendallville’s response and, accordingly, I express no opinion onm it.

This report is intended solely for the information and use of the audit committee, 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.

(i3

Certified Pubklic Accountant

Fredericksburg, IN
September 25, 2007
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HOUSING AUTHORITY OF THE CITY OF KENDALLVILLE
Kendallwille, Indiana

DECEMBER 31, 2007

SCHEDULE OF FINDINGS AND QUESTIONED COSTS

SECTION I - SUMMARY OF AUDITOR'S RESULTS

FINANCIAT, STATEMENTS

Type of auditor's report issued: Unqualified
Internal control over financial reporting:
~ Material weakness(es) identified? o ves X no
~ Significant deficiencies identified that are
not considered to be material weaknesses? X vyes none reported

Noncempliance material to financial statements
noted? yes X no

FEDERAL AWARDS

Internal centrol over major programs:

~ Material weakness{es) identified? yes X no
~ Significant deficiencies identified that are
not considered to be material weakness(es)? X yes ______none reported

Type of auditor's report issued on compliance
for major programs: Unqualified
Any audit findings disclosed that are required
to be reported in accordance with section 51C{a)
of Circular A-133? X yes no

Identification of major programs:

CFDA Number Name of Federal Program
14.850 Low Income Public Housing
14.182 Section 8 New Construction

Dollar threshold used te distinguish
between type A and type B programs: $ 306,000

Auditee qualified as low-risk auditee? yes X no

SECTION II1 - FINANCIAI. STATEMENT FINDINGS

Findings 2007-01, 200G7-03, and 2007-05 are Financial Statement Findings.

SECTION 111 - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

Findings 2007-02, and 2007-04 are Federal Award Findings.
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2005-01

2005-02

2005-03

2005-04

2005-05

CONDITION:

CURRENT
CONDITION:

CONDITION:

CURRENT
CONDITION:

HOUSING AUTHORITY OF THE CITY OF KENDALLVILLE
Kendallville, Indiana

DECEMBER 31, 2007

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
{Continued)

PRIOR YEAR FINDINGS
{Continued)

AUDIT CONDUCTED LATE

The audit for December 31, 2006 did not begin until November of
2007 .

The audit for the December 31, 2007 year was completed on time.

This finding is cleared.

CASH DISBURSEMENTS

During the review of «cash disbursements the following

discrepancies were noted: The Authority did not properly
support the expenditures. The Authority expended amounts for
unallowable costs. The Authority did not have a sufficient

internal control system in place to ensure that all expenses
are allowable and necessary for the Housing Authority
operations.

The Authority has put new internal control procedures into
place.

This finding is cleared.

Continued as current Finding 2007-01

CONDITION:

PAYROLL

Continued as current finding 2007-02

CONDITION:

POLICIES AND PROCEEDURES

Continued as current finding 2007-03

CONDITION:

JOURNAL VOUCHERS
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2005-06

2005-07

2005-08

2006-01

CONDITION:

CURRENT
CONDITION:

HOUSTNG AUTHORITY OF THE CITY OF KENDPALLVILLE
Kendallville, Indiana

DECEMBER 31, 2007

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
{Continued)

PRIOR YEAR FINDINGS
{Continued)

ACCOUNT BALANCE SUPPORT

The Authority did not maintain proper supporting documentation
for the following account balances:

1. Gold Street Notes Recelvable.

2. New Construction accounts receivable.

3. New Construction accounts payable.

4. Tax credit project equity account.

5. Low Rent security deposits.

6. Low Rent miscellaneous accounts receivable.
7. Low Rent inventory list.

8. Low Rent accounts payable list.

9. Low Rent compensated absences.

10.Payments in lieu of taxes (PILOT).

The Authority has obtained Board approval and written off or
resolved all of the account balances.

This finding is cleared.

continued as current finding 2007-04

CONDITION:

CONDITION:

CURRENT
CONDITION:

COLLATERIATL.IZATION

BUDGET

The Authority did not have a system of internal control in
place to ensure that the Authority was under budget. The
budgeted expenditures for the low rent program were $521,110,
the actual expenditures were $617,737. The Authority was over
budget by 596,627 or 19%.

The Authority was under budget for the. The Audit committes is
monitoring the budget monthly.

This finding is cleared.

Continued as 2007-05

CURRENT
CONDITION:

INTERNAT, CONTROILS OVER FINANCIAL STATEMENTS
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HOUSING AUTHORITY OF THE CITY OF KENDALLVILLE

Kendallville, Indiana

DECEMBER 31, 2007

SCHEDULE OF FINDINGS AND QUESTIONED COSTS

2007-01 CONDITION:

CURRENT
CONDITION:

CFDA #:

CRITERIA:

CAUSE/EFFECT:

RECOMMENDATION:

MANAGEMENT
RESPONSE:

2007-02 CONDITION:

(Continued)

CURRENT YEAR FINDINGS

PAYROLL

In a sample of 25 payroll checks the following was noted: The
Authority paid salaries that were not on the schedule of all
positions and salaries. The Authority did not have segregation
of duties for dinputting, processing, issuing and signing
payroll checks. The Authority did not adegquately monitor the
budgeted salaries as compared to actual.

In a sample of 19 there were 5 exceptions noted. The Authority
has not documented the budgeted payroll amounts. There were

discrepancies between the budgets, 941's and amounts reported
on the IDS.

14.182, 14.850

HUD rules and regulations reguired adequate accounting and
record keeping for salaries and wages. A system of internal
control including segregation of duties is also reguired.

The Authority did not have an adequate system of internal
controls for payroll.

The Authority should put internal control procedures into place
that are strong enough to ensure that salaries are paid in
accordance with a beard approved schedule of all positions and
salaries. The internzal control procedures should include a
segregation of duties that is sufficient to ensure the
employees are paid for hours worked.

The Housing Authority will create an Internal Contrcl Policy.
A Finance Committee of two Board members has been astablished
to more closely watch all aspects of the Housing Authority
Finances. The Internal Control Policy will ensure that salaries

are paid based on a Board approved schedule of positions and
salaries.

This finding continues.

POLICIES AND PRCCEEDURES

From a review of the minutes from January 2005 until December
2006, it was noted that there have been no updates to the
Authority policies and procedures for the past several years.
The existing peolicies and procedures for cash disbursements and

payroll were mnot adeguate. The =admissions and occupancy
policies were not updated to reflect changes in the federal
rules and regulations. The Authority deoes not have a fraud
policy.



2007-02

2007-03

HOUSING AUTHORITY OF THE CITY OF KENDALILVILLE

Kendallville, Indiana

DECEMBER 31, 2005

SCHEDULE OF FINDINGS AND QUESTIONED COSTS

{Continued)
CURRENT
CONDITION:

CEDA #:

CRITERIA:

CAUSE/EFFECT:

RECOMMENDATION:

MANAGEMENT
RESPONSE:

CONDITION:

CURRENT
CONDITION:

CFDA #:

CRITERIA:

CAUSE/EFFECT:

RECOMMENDATION:

(Continued)

CURRENT YEAR FINDINGS
{(Continued)

The Authority is in the process of completing new policies;
however, this process is not complete.

14.182, 14.850

HUD rules and regulations require the Authority to maintain
current policies and procedures that are in accordance with
relevant rules and regulatiocns.

The Authority did not review and update policies and
procedures.

The Authority should review and update all the policies. The
Authority should ensure that pollicies such as the cash
disbursement, payroll and fraud policies are adequate for this
Housing Authority operation.

Policies and Procedures — The Board of Commissioners will be
reviewing all Policies of the Housing Authority over the next
few months. We will establish a system that will ensure each
policy is reviewed and undated on a regular basis as needed.
Most recently the board has approved a new Personnel Policy and
EIV Policy. The Beard will look into establishing committees
to review policies.

This finding continues.

JOURNAL VOUCHERS

In the sample of Journal Vouchers, it was noted that the
Authority does not have a system of internal to review ang
approve the Vouchers and that the Vouchers lack proper
supporting decumentation.

There was no change.

14.182, 14.850

HUD rules and regulations require internal controls over
Journal Vouchers.
The Authority did not have a system in place during the year

under audit to review and approve Jjournal vouchers.

Review and approve Journal Vouchers and ensure that they are
properly supported.
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200703

2007-04

2007-05

HOUSING AUTHORITY OF THE CITY OF KENDALLVILLE

Kendallville, Indiana

DECEMBER 31, 2007

SCHEDULE OF FINDINGS AND QUESTIONED COSTS

{Continuead)

MANAGEMENT
RESPONSE:

CONDITION:

CURRENT

CONDITION:

CEDA #:

CRITERIA:

CAUSE/EFFECT:

RECOMMENDATION:

MANAGEMENT
RESPONSE:

CURRENT
CONDITION:

CFDA #:

CRITERIA:

{Continued)

PRIOR YEAR FINDINGS
(Continued)

The Executive Director will begin providing monthly Journal
Vouchers to the Board for approval. These vouchers are created
by our fee Accountant and the board will review and approve
these vouchers during monthly board meetings ensuring that they
are properly supported.

This finding continues.

COLLATERIALIZATION

The Authority did not have a system of internal contreol 1in
place to ensure that collateralization was adequate.

The Authority does not have current
agreements for all financial institutions.

general depository

14.182, 14.850

HUD rules and regulations required bank accounts tc be properly
ccllateralized.

The Authority did not have an adequate system of internal
controls for tracking collateralization.

The Authority should put internal control procedures into place
that are strong enough to ensure that the bank accounts are
adequately collateralized. The Authority should execute
current General Deposlitory Agreements (HUD form 51999) .

The Housing Authority will include in its new Internal Contreol
Policy procedures to ensure that bank accountants are properly
and adeguately collateralized. This will be done in accordance
with HUD regulations. We will alsc ensure that HUD Forms 52736-
A and 52736-B are executed and completed for all financial
institutions doing business with the Housing Authority,

This finding continues,

INTERNAL CONTROLS OVER FINANCIAL STATEMENTS

The Authority did not have a system in place to ensure the
gceuracy of the financial statements.

14.182

Auditing Standards require a system of internal controls to be
in place to ensure the accuracy of the financial statements.
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2007-05

HOUSING AUTHORITY OF THE CITY OF KENDALLVILLE

Kendallville, Indiana

DECEMBER 321, 2007

SCHEDULE OF FINDINGS AND QUESTIONED COSTS

{Continued)

CAUSE/EFFECT:

RECOMMENDATION :

MANAGEMENT
RESPONSE:

(Continued)

CURRENT YEAR FINDINGS
{Continued)

The timing of the Authority write off’s and adjustments on the
unaudited REAC submissicn caused changes in the audited
submisslion and effect the REAC score.

The Authority should develop a system where the financial
statements are reviewed on a monthly basis.

The Housing Authority will develop an Internal Control Policy
that will discuss the review of financial statements. We have
alsc created a VFinancial Committee within the Board of
Directors consisting of two commissioners. BEach of these
members recelves a duplicate copy of all financials directly
from our Fee Accountant for review.

This finding continues.
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HOUSING AUTHORITY OF THE CITY COF KENDALLVILLE
Kendallville, Indiana

DECEMBER 31, 2007

SUMMARY SCHEDULE OF PRIOR YEAR FINDINGS

2005-01 Audit Conducted Late Cleared
2005-02 Cash Disbursements Cleared
2005-03 Payroll Continues as 2007-01
2005~-04 Policies and Procedures Continues as 2007-02
2005-05 Journal Vouchers Continues as 2007-03
2005-06 Account Balance Support Cleared
2005-07 Collateralization Continues as 2007-04
2005-08 Budget Cleared
2006-01 Internal controls cover financial statements Continues as 2007-05

FINDINGS FROM HUD REVIEW

The Indlanapclis HUD office conducted a compliance review dated

September 30, 2007. The review contains 4 findings and 3 observations which
remain open at this time.

FINDINGS FROM MEMORANDUM OF UNDERSTANDING

The Authority complefed a Memorandum of Understanding with the Indianapolis HUD
office dated September &, 2008. The Authority is in the process of complying
with the scheduled competition dates.
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Jan$ idds

Certified Public Accountant

870 Cinderella Court
Decatur, GA 30033-5812

Telephone No. (404) 297-9881
Facsimile No. (404) 299-0653
Mobile No. (404) 307-5903
Mobile No. (404) 210-0394

September 26, 2008

Management and

Board of Commissioners cof the

Housing Authority of the City of Kendallville
Kendallville, Indiana

In the conduct ¢f my work over the financial statements of the Housing Buthority of the City
of Kendalliville as of and for the year ended December 31, 2007, I was engaged to consider the
Authority’s internal control in order to determine my auditing procedures for the purpese of
expressing an opinion on the financial statements and not to provide assurance on internal
control.

However, during my work, I became aware of matters that are opportunities for strengthening
internal controls and coperating efficiency. This letter does not affect my report dated
September 26, 2008 on the financial statements of the Authority.

I will review the status of the comment during my next audit engagement. I have already
discussed the comment and suggestion with Authority personnel, and will be pleased to discuss
the comment in further detail at your convenience, to perform any additional study of the
matter, or to assist you in implementing the recommendation. My comments are summarized as
follows:

CONDITION: CAPITALIZATION POLICY:

During the performance of the audit, it was ncoted that the capitalization policy is set
at $10C.

RECOMMENDATLON:

The Authority should consider amending the capitalization policy to a higher threshold
and writing off the assets below the new threshold amount.

CONDITION: SEARCH FOR UNRECORDED LIABILITIES:

During the search for unrecorded liabilities there was one inveoice found that should
have been accrued but was not.

RECOMMENDAT ION:

The Authority should thoroughly review all January and February invoices and ensure
that all December llabilities are reccrded in the proper period.

CONDITION: MINUTES:

During the review of the minutes it was noted that minutes are prepared and available
in a binder, however, they are not signed.

RECOMMENDATION:

The minutes should be signed by the Secretary and the Chairman of the Board of
Directors.



I wish to thank the Executive Director and the staff of the Authority for their support and
assistance during my audit.

This report is intended seclely for the information and use of the Board of Commissioners,
Management, and others within the Authority and is not intended to be and should not be used
by anyone other than these specified parties.

Singerely,

Jezz Sickels
Cerfified Public Accountant





