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CERTIFIED PUBLIC ACCOUNTANTS

265 RIVERCHASE PARKWAY EAsT. Suite 100 BmrMINGHAM, ALABAMA 35244
PHoNE: (205) 982-0992 Fax: (205) 982-0997

To the Board of Commissioners
Shelby County Housing Authority

Independent Auditor's Report

We have audited the accompanying basic financial statements of the Shelby County Housing Authority
(the “Authority”), as of and for the year ended June 30, 2011, as listed in the table of contents. These
financial statements are the responsibility of the Authority’'s management. Qur responsihility is to express
opinions on these financial statemeants based on our audit.

We conducted our audit in accordance 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 we plan and
perform the audit to obtain reasonable assurance about whether the financial statements are free of
material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts
and disclosures in the financial statements. An audit also includes assessing the accounting principles
used and significant estimates made by management, as well as evaluating the overall financial
statement presentation. We believe that our audit provides a reasonable basis for our opinions.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the Authority as of June 30, 2011, and the respective changes in financial
position and, where applicable, cash flows thereof for the year then ended in conformity with accounting
principles generally accepted in the United States of America.

In accordance with Government Auditing Standards, we have issued our report dated March 29, 2012, on
our consideration of the Authority’s internal control over financial reporting and our 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 our festing of internal control over financial reporting and
compliance and the results of that testing, and not to provide an opinion on the internal conirol 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 our audit.

The management’s discussion and analysis on pages 3 through 7 are not a required part of the basic
financial statements but are supplementary information required by the Governmental Accounting
Standards Board. We have applied certain limited procedures, which consisted principally of inquiries of
management regarding the methods of measurement and presentation of the required supplementary
information. However, we did not audit the infermation and express no opinion on i{.

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the Authority’s basic financial statements. The accompanying supplemental information, which
includes the Financial Data Schedule (FDS) and the Board of Commissioners Roster, is presented for
purposes of additional analysis, and is not a required part of the basic financial statements. 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-FProfit Organizations, and is also not a required part of the basic financial statements. Such
information has been subjected to the auditing procedures applied in the audit of the basic financial statements
and, in our opinion, are fairly stated in ail material respects in relation to the basic financial statements taken as
a whole.

Lol

Henderson & Hill, LLC
March 28, 2012



SHELBY COUNTY HOUSING AUTHORITY
MANAGEMENT'S DISCUSSION & ANALYSIS
JUNE 30, 2011

Management’s Discussion and Analysis

The Management's Discussion and Analysis (the “MD&A”) is designed to (a} assist the reader in focusing
on significant financial issues, {b) provide an overview of the Shelby County Housing Authority's, (the
“Authority" financial activity, {c) identify changes in the Authority's financial position (its ability to address
the next and subsequent years' challenges), and (d) identify issues or concerns. This will now be
presented at the front of each year’s financial statements.

Since the MD&A is designed to focus on the current year's activities, resulting changes and currently
known facts, please read it in conjunction with the financial statements, which follow this section.

Financial Highlights

o Net assets at June 30, 2011, decreased to $1,431,795. Since the Authority engages only in
business-type activities, the decrease is all in the category of business-type net assets. Nst
assets were $1,754,066 for 2010.

s The business-type activities operating revenue at June 30, 2011, decreased to $1,247,991. Total
operating revenue was $1,435,071 for 2010.

s The total operating expenses of all programs for June 30, 2011, increased to $1,567,024. Total
operating expenses were $1,299,559 for 2010.

« Total capital grant contributions at June 30, 2011, decreased to $7,295. Total capital grant
contributions were $162,756 for 2010.

Overview of the Financial Statements

The financial statements included in this annual report are those of a special-purpose government
engaged in a business-type activity.

This MD&A is intended to serve as an introduction to the Authority’s basic financial statements.
The following statements are included:

» Statement of Net Assets — reports current financial resources (short-term expendable resources)
with capital assets and long-term obligations.

+ Statement of Revenue, Expenses, and Changes in Fund Net Assets - reports operating and
nonoperating revenue, by major source along with operating and nonoperating expenses and
capital contributions.

e Statement of Cash Flows — reports cash flows from operating, investing, capital, non-capital
activities.

Programs

Conventional Public Housing — Under the Cenventional Public Housing Program, the Authority rents units
that it owns to low-income households. The Conventional Public Housing Program is operated under an
Annual Contributions Contract (ACC) with HUD, and HUD provides operating subsidy and capital grant
funding to enable the PHA fo provide the housing at a rent that is based upon 30% of household income
(as defined in the HUD regulations).




Capital Fund Grants — The Authority’s capital funds are received from the federal government through a
formula driven computation. These funds are used to upgrade our facilities at various developments to
give our residents the decent and safe living environment they need. Each year's grant funds must be
entirely obligated within two years of inception of the grant, and entirely expended within four years.

Housing Choice Voucher Program - Under the Housing Chaice Voucher Program, the Authority contracts
with independent landlerds that own the property. The Authority subsidizes the family’s rent through a
Housing Assistance Payment (HAP) made to the landlord. The program is administered under an Annual
Contributions Contract (ACC) with HUD. HUD provides Annual Contributions funding fo enable the
Authority to structure a lease that sets the participant’s rent at 30% or up 40% of household income.

FINANCIAL ANALYSIS

The following tables focus on the net assets and the change in net assets of the primary government as a
whole.

TABLE 1 - STATEMENT OF NET ASSETS

2011 2010 Variance %Change

Current Assets 3 339,557 § 593,781 $ (254,224) -42.81%
Capital Assets, Net 1,120,589 1,177,275 (56,686) -4.82%
Total Assets $ 1,460,146 $ 1,771,056 § (310,910) -17.56%
Current Liabilities $ 23,964 % 15,155 § 8,809 58.13%
Noncurrent Liabilities 4,387 1,835 2,552 138.07%
Toftal Liabilities 28,351 16,990 11,361 66.87%
Net Assets:

Invested in Capital Assets 1,120,589 1,177,275 (56,686) -4.82%
Restricted 49,0969 194,702 {144,733) -74.34%
Unrestricted 261,237 382,089 {120,852) -31.63%
Total Net Assets 1,431,795 1,754,066 {322,271) -18.37%
Total Liabilities & Net Assets $ 1,460,146 $ 1,771,056 § {310,910) -17.56%

MAJOR FACTORS AFFECTING THE STATEMENT OF NET ASSETS

Current assets decreased by $254,224 due primarily to a reduction in HCV cash related to Housing
Assistance Payments (HAP) reserves and a decrease in HUD accounts receivable.

Capital assets decreased by $56,686 primarily due to current year depreciation in excess of capital
additions.

Current liabilities increased by $8,809 due to an increase in accounts payable at year-end.

Noncurrent liabilities increased by $2,552 due to an increase in the noncurrent portion of accrued
compensated absences expense.



TABLE 2 - STATEMENTS OF REVENUE, EXPENSES AND CHANGES IN FUND NET ASSETS

The following schedule compares the revenue and expenses for the current and previous fiscal years.
The Authority is engaged only in business-type activities.

2011 2010 Variance % Change
Operating Revenues
Rental Income $ 78,1688 % 128,729 $ (50,561) -39.28%
Federal Grants 1,105,465 1,234,948 {129,483) -10.48%
Other 64,358 71,394 (7,036) -9.86%
Total Operating Revenues 1,247,991 1,435,071 (187,080) -13.04%
Operating Expenses
Administration 436,152 349,022 87,130 24.96%
Tenant Senices - 106,532 (106,532)  -100.00%
Utilities 13,789 47,673 {33,884) -71.08%
Maintenance 137,764 176,187 {38,423) -21.81%
General 62,266 58,580 3,686 8.29%
Housing Assistance Payments 823,970 352,185 471,785 133.96%
Depreciation 93,083 209,380 (116,297) -55.54%
Total Operating Expenses 1,567,024 1,299,558 267,465 20.58%
Operating Income (loss) {319,033) 135,512 (454,545) -335.43%
Nonoperating revenues (expenses):
Interest Revenue 1,105 920 185 20.11%
Capital Contributions 7,295 162,756 (155,461) -95.52%
Loss on Disposal of Capital Assets {11,638) -
Loss on Impairment of Capital Assets - (1,937,088) 1,937,088 -100.00%
Total Nonoperating Activity (3,238} (1,773,412) 1,770,174 -99.82%
Change in Net Assets (322,271) {1,637,900) 1,315,629 -80.32%
Pricr Period Adjustments - (219,597) 219,697 -100.00%
Beginning Net Assets 1,754,066 3,611,563 (1,857,497} -51.43%
Ending Net Assels $ 1431795 & 1,754,066 % {322,271} -18.37%

MAJOR FACTORS AFFECTING THE STATEMENT OF REVENUE, EXPENSES AND CHANGES IN
FUND NET ASSETS

Decrease in net assets was $322,271 primarily due to a reduction in federal grants and capital
contributions and an increase in HAP expense.

The Authority had an operating loss of $319,033 including non-cash depreciation expense of $93,083
versus an operating gain of $135,512 and depreciation expense of $209,380 in prior year.

Total operating revenue decreased by $187,080 to $1,247,991 as a result of a decrease in federal grants.



Total operating expenses increased by $267,465 to $1,567,024 primarily due to an increase in HAP
expense in connection with the HCV program and increased administrative costs.

Capital contributions decreased by $155,481 to $7,295 due to unit modification projects that were
undertaken during the previous year compared to the purchase of a copier in the current year.

The Authority recognized a loss on impairment of capital assets in the prior year in the amount of
$1,937,088, which represents the excess of the carrying value of the assets associated with the Horton
Gardens project over their appraised value of $200,000. No such impairment was noted in the current
year.

CAPITAL ASSETS

As of June 30, 2011, investment in capital assets for its business-type activities was $1,120,589 net of
accumulated depreciation. This investment in capital assets includes land, buildings, improvements,
equipment and construction in progress.

Major capital asset purchasas during the current fiscal year included the following:

+ 2010 Dodge Charger
+ Security cameras
+ Copier

Major capital asset disposals during the current fiscal year included the following:

+  Write off of obsolete administrative equipment

SUBSEQUENT EVENTS

Subsequent to year-end the Authority was the subject of an Office of Inspector General (OIG)
investigation based upon an audit request from the U.S. Department of Housing and Urban Development
{HUD). The OIG issued their report on January 26, 2012. A complete copy of the report can be obtained
at www.hudoig.govireports/TN.php.

In response to the OIG findings, the Board upon consultation with HUD’s office of public housing has
determined that the agency is not financially viable and on January 6, 2012 passed a resolution to
develop an action plan of merger with the Memphis Housing Authority (MHA) relinquishing ownership of
the public housing properties and programmatic assets and responsibilities associated with the public
housing low rent program and the Housing Cheice Voucher program. The merger will require additional
official action by the Board, the MHA Board and approval by the Assistant Secretary of HUD.
Negotiations between the two agencies will ensure a merger plan is developed. It is anticipated that the
transition would take a minimum of three months to complete. The Board will then make a determination
relative to the dissolution of the current entity legally known as the Shelby County Housing Authority upon
advice of Counsel.

Effective February 1, 2012, the Authority and Martin Housing Autherity have entered into an
intergovernmental management agreement. The Martin Housing Authority now has full management
authority for the Authority’s operations and will provide the Board much needed operational support and
guidance during this transition period.

In 2010, the Authority adopted a plan to dispose of the Herton Gardens public housing project. [n
caonnection with the plan of disposal, the Authority wrote down the carrying value of the property to the
estimated fair value of $200,000 in accordance with GASB Statement No. 42, Accounting and Financial



Reporting for Impairment of Capital Assets and for Insurance Recoveries. Subsequently, the physical
condition of the site has deteriorated significantly and the fair market value of the property may have
substantially declined since the balance sheet date. At June 30, 2011, the carrying valus of Horton
Gardens public housing project is included in Capital Assets on the Statement of Net Assets and consists
of the following:

Land $ 82,562
Buildings 117,438
Total $ 200,000

ECONOMIC FACTORS
Significant economic factors affecting the Authority are as follows:

» Federal funding of the Department of Housing and Urban Development.

s Local labeor supply and demand, which can affect salary and wage rates.

s Local inflation, recession and employment trends, which can affect resident incomes and
therefore the amount of rental income.

s [nflationary pressure on utility rates, supplies and other costs.

» The President’s 2012 budget contains language that if included in the HUD 2012 Appropriations
Act would require HUD to take into account the Authority's operating reserves in the calculation of
the Authority’s 2012 operating subsidy. This process is referred to as the “Subsidy Allocation
Adjustment.” After HUD determines the 2012 operating fund eligibility for each public housing
authority project, HUD will make an allocation adjustment, as applicable, to the Authority's
eligibility. The Authority estimates this could result in an 82-100 percent reduction in the
Authority's 2012 operating subsidy eligibility.

FINANCIAL CONTACT

This financial report is designed to provide a general overview of the finances for all those with an interest
in the Authority’s finances. Questions concerning any of the information provided in this report or request
for additional information should be addressed to Mr. Brian Harris, Agency Consultant, Shelby County
Housing Authority, 901-353-0590.



SHELBY COUNTY HOUSING AUTHORITY
STATEMENT OF NET ASSETS
ENTERPRISE FUND
JUNE 30, 2011

ASSETS
Current Assets:
Unrestricted cash and cash equivalents
Resfricted cash and cash equivalents
Accounts receivable
Miscellaneous
Tenants, netof allowance of $16,929
Fraud recovery
Inventories, netof allowance af $500
Prepaids and other assels

Tofal currentassets

Noncurrent assets:
Capital assets:
Land
Building and equipment
Consiruction in progress
Less accumulated depreciation
Capital assets, net
Tatal noncurrent assets

Total assets

LIABILITIES

Currentliabilities:;
Accounts payable
Accrued liabilities
Other government payables
Tenant security deposits
Other current liabilities

Total current liabilities

Noncurrent liahilities:
Compensated absences, net of current portion

Total noncurrent liakilities
Total liakilities

NET ASSETS
Invested in capital assets
Restricted
Unrestricted
Total net assets

Total Liabilities & Net Assets

The accompanying notes are an integral part of these financial statements
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$ 269,870
56,136

2,981
389
238

1,500

8,463

339,657

100,000
1,651,407
52,151

(682,069)
1,120,589

1,120,589

$ 1460146

$ 7,991
9,804

3,800
2,367

23,8964

4,387
4,387

28,351

1,120,589
49,969
261,237

—_—e

1,431,795

$ 1,460,146



SHELBY COUNTY HOUSING AUTHORITY

STATEMENT OF REVENUES, EXPENSES AND CHANGES IN FUND NET ASSETS

ENTERPRISE FUND
FOR YEAR ENDED JUNE 30, 2011

Operating revenues
Rental income
Federal grants
Other

Total operating revenues

Operating expenses
Administration
Utilities
Maintenance
General
Housing assistance payments
Depreciation

Total operating expenses
Operating Income (loss)
Nonoperating revenues (expenses).

Interest revenue
Loss on disposal of capital assets

Income (loss) before contributions
Capital contributions

Change in net assets
Tolal net assets - beginning of the year

Total net assets - end of the year

The accompanying notes are an integral part of these financial statements

$

78,168
1,105,465

64,358

1,247,991

436,152
13,789
137,764
62,266
823,970

93,083

1,567,024

(319,033)

1,106

(11,638)

(329,566)

7,295

(322,271)

1,754,066

$

1,431,795



SHELBY COUNTY HOUSING AUTHORITY
STATEMENT OF CASH FLOWS
ENTERPRISE FUND
FOR YEAR ENDED JUNE 30, 2011

CASH FILLOWS FROM OPERATING ACTIVITIES
Receipts from tenanis
Faderal grants
Other receipts
Payments to suppliers and Section 8 landlords
Payments to or on behalf of employees

Net cash provided (used) by operating activities

CASH FLOWS FROM CAPITAL AND RELATED
FINANCING ACTIVITIES
Purchase of capital asssts
Capital contributions

Net cash provided (used) by capital
financing activities

CASH FLOWS FROM INVESTING ACTIVITIES
Interest revenue

Net cash provided {used) by investing activities

Net increase (decrease) in cash and
cash equivalents

Balances - beginning of the year

Balances - end of the year

Reconciliation of income (loss} to net cash
provided (used) by operating activities
Operating income (loss)
Adjustments to reconcile operating income 1o net
cash provided (used) by operating acthities:
Depreciation expense
Change in assets and liakilities:
Receivables, net
Inventories, net
Prepaids and other assets
Accounts payable
Intergovernmental payables
Other liabilities
Accrued liabilities
Compensated absences
Tenant security deposits

Net cash provided (used} by operating activities

The accompanying notes are an infegral part of these financial statements
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$ 69,956
1,154,613

64,358
(1,080,334)
(346,823)

(138,230)

(48,035)
7,295

(40,740)

1,105

1,105

(177,865)

503,871

—_— e

$ 326000

$ (319,033)

93,083

58,479
7,886
9,984
7,844

2
2,367
791
207
150

$ (138,230)



- SHELBY COUNTY HOUSING AUTHORITY
NOTES TO FINANCIAL STATEMENTS
FOR YEAR ENDED JUNE 30, 2011

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The financial statements of the Shelby County Housing Authority (the “Authority”} have been prepared in
conformity with generally accepted accounting principles (GAAP) as applied to government units. The
Governmental Accounting Standards Board {GASB} is the accepted standard-setting body for establishing
governmental accounting and financial reporting principles. The Authority has previously implemenied
GASB Statement 34, Basic Financial Statements — and Management’s Discussion and Analysis — for
State and Local Governments, Certain significant changes in the statements are as follows: The financial
statements will include a Management's Discussion and Analysis (MD&A) section providing an analysis of
the Authority’s overall financial position and results of operations.

The Authority is a special-purpose government engaged only in business-type activities and therefore,
presents only the financial statements required for enterprise funds, in accordance with GASB Statement
34, paragraph 138. For these governments, basic financial statements and required supplemental
information consist of:

Management Discussion and Analysis (MD&A)

Enterprise fund financial statements consisting of —
* Statement of Net Assets
* Statement of Revenues, Expenses and Changes in Fund Net Assets
* Statement of Cash Flows

Notes to financial statements

Required supplemental information other than MD& A

The Authority has multiple pregrams which are accounted for in one enterprise fund, which is presented
as the “enterprise fund” in the basic financial statements. Significant Authority policies are described
below.

A. The Reporting Entity

The Authority was established as a tax-exempt quasi-governmental entity under the United States
Housing Act of 1937 for the purpose of providing affordable housing to low and moderate income families
in Shelby County, Tennessee. The governing body of the Authority is composed of a 5 member
appointed Board of Commissioners (the “Board™). The Mayor appoints the Board, who in turn hires the
Executive Director. The Authority is governed by its charter and by-laws, state and local laws and federal
regulations. The Board is responsible for the establishment and adoption of pelicy. The execution of
such policy is the responsibility of the Authority’s management. The Authority has no component units.

B. Measurement Focus, Basis of Accounting and Financial Statement Presentation

The Authority's financial statements are accounted for on the flow of economic resources management
focus using the accrual basis of accounting. The accounting objectives are a determination of net
income, financial position, and changes in cash flow.

All assets and liabilities associated with a proprietary fund’s activities are included on the Statement of
Net Assets. Proprietary fund net assets are segregated into Invested in Capital Assets, Net of Related
Debt, Restricted Net Assets and Unrestricted Net Assets. Revenues are recognized when they are
earned and expenses are recognized when incurred. Proprietary funds distinguish operating revenues
and expenses from non-operating items. Operating revenues and expenses generally result from
providing services in connection with a proprietary fund’s principal cngoing operations. The principal
operating revenues of the proprietary funds are rental charges to tenants and operating subsidy grants
from HUD. Operating expenses for proprietary funds include the cost of administrative expenses,

11



SHELBY COUNTY HOUSING AUTHORITY
NOTES TO FINANCIAL STATEMENTS
FOR YEAR ENDED JUNE 30, 2011

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

maintenance expenses, and depreciation on capital assets. All revenues and expenses not meeting this
definition are reported as non-operating revenues and expenses. The Authority applies restricted
resources to fund restricted costs and unrestricted resources to fund unrestricted costs. All material inter-
program accounts and transactions are eliminated in the preparation of the basic financial statements.

The Authority applies all relevant GASB pronouncements and Accounting Principles Board {APB)
Opinions issued on or before November 30, 1989. The Authority follows all applicable Financial
Accounting Standards Board {FASB) pronouncements issued after November 30, 1989 for proprietary
activities, unless they conflict with GASB pronouncements.

The Authority has previously adopted GASB Statement No. 33, Accounting and Financial Reporting for
Nonexchange Transactions. In accordance with this statement, the Authority accounted for all grants that
qualify as non-exchange transactions, recognizing receivables and revenues when all applicable eligibility

-requirements are met. In addition, capital contributions are recorded on the Statement of Revenues,
Expenses and Changes in Fund Net Assets after income before contributions and before changes in net
assets.

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

* Invested in capital assels — Capital assets, net of accumulated depreciation and outstanding principal
halances of debt atiributable to the acquisition, construction or improvement of those assets.

e  Restricted — Net assets whose use by the Authority is subject to externally imposed stipulations that
can be fulfilled by actions of the Authority pursuant to those stipulations or that expire by the passage
of time. Such assets include assefs restricted for capital acquisitions, debt service and HUD
mandated HAP equity.

«  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 Board or may
otherwise be limited by contractual agreements with outside parties.

C. Cash, Cash Equivalents and Investments

Cash and cash equivalents include cash on hand, demand deposits and money market accounts. For
purposes of the statement of cash flows, the Authority considers all highly liquid investments available for
current use with an initial maturity of three months or less to be cash equivalents. The carrying amounts
reported on the balance sheet approximate fair values because of the short maturities of those
investments.

D. Receivables

All receivables are current and due within one year. Receivables are reported net of an allowance for
uncollectible accounts. Allowances are reported when accounts are proven to be uncollectible. At June
30, 2011, the allowance account is $16,929 based on the Authority’s estimates.

E. Restricted Assets and Liabilities

Debt covenants, HUD regulations, and inter-local agreements restrict the use of certain assets. Restricted
assets are offset by related liabilities in accordance with their liquidity.

12



SHELBY COUNTY HOUSING AUTHORITY
NOTES TO FINANCIAL STATEMENTS
FOR YEAR ENDED JUNE 30, 2011

NOTE 1 —- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
F. Inventcries

Inventories are accounted for under the consumption method and recorded at the lower of cost or market,
net of any allowance for cbsoclete inventory. Materials and supplies are reccrded as inventories when
purchased and as expenditures when used. At June 30, 2011, the allowance account is $500 based on
the Authority's estimates.

G. Prepaids
Prepaids represent payments made to vendors for services that will benefit beyond June 30, 2011.
H. Capital Assets

Capital assets include property, furniture, equipment and machinery. Capital assets with initial, individual
costs that equal or exceed $500 and estimated useful lives of over one year are recorded as capital
assets. Capiial assets are recorded at historical cost or estimated hisforical cost if purchased or
constructed. Donated capital assets are recorded at estimated fair market value at the date of donation.
Major outlays for capital assets and improvements are capitalized as projects are consiructed. Interest
incurred during the construction phase of capital assets is included as part of the capitalized value of the
assets consfructed. Construction in progress consists of capital improvements funded by modernization
grant programs. Capital assets are depreciated using the straight line method over the following
estimatad useful lives:

Assets Years
Buildings & Improvements 20-40
Improvements other than buildings 15
Furniture, equipment, and machinery 3-7

[. Compensated Absences

The Autherity's policy allows each employee to accumulate up to 240 vacation hours and be paid for
them upon separation. Unlimited sick leave can also be accrued but is only paid in the event of illness
while employed. Time accrued beyond these amounts is forfeited unless exception is granted by the
Board. The majority of employees utilize their annual accrual of vacation and sick leave during the year
accrued. The Authority records compensated absences in the period they are earned and uses a
systematic allocation process to allocate between shert-ferm and long-term liability classification.

J. Use of Estimates

The preparation of financial statements in 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.

K. Recent Accounting Pronouncements

The Authority's management has assessed the potential impact of GASB Statement No. 45, Accounting

and Financial Reporting by Employers for Postemployment Benefits Other Than Pensions and
determined this is not applicable as the Authority provides no other postemployment benefits.

13



SHELBY COUNTY HOUSING AUTHORITY
NOTES TO FINANCIAL STATEMENTS
FoRr YEAR ENDED JUNE 30, 2011

NOTE 2 - CASH DEPOSITS AND INVESTMENTS

Cash and investments may be invested in the following HUD-approved vehicles:

Direct obligations of the federal government backed hy the full faith and credit of the United States;
Obligations of government agencies;
Securities of government sponsored agencies;
Demand and savings deposits; and,

Time deposits and repurchase agreements.

At June 30, 2011, cash was in bank deposits or money market funds that were insured or collateralized
with securities held by the Authority or by its agent in the Authority’s name. The investments were in

certificates of deposit.

Interest Rafe Risk — The Authority’s formal investment policy does not specifically address the exposure

fo this risk.

Credit Risk - The Authority’s formal investment policy does not specifically address credit risk. Credit risk
is generally evaluated based on the credit ratings issued by nationally recognized statistical rating

organizations.

Custodial Credit Risk — The Authority’s policy is to limit credit risk by adherence to the list of HUD
permitted investments, which are backed by the full faith and credit of or a guarantee of principal and
interest by the U.S. Government.

Concentration of Credit Risk — The Authority’s investment policy does nof restrict the amount that the
Authority may invest in any one issuer.

NOTE 3 — CAPITAL ASSETS

A. Changes in Capital Assets

Capital asset activity for the year ended June 30, 2011 was as follows:

Capital assets not being depreciated

Land

Construction in process

Total capital assets not being depreciated

Capital assets being depreciated
Buildings and improvernents

Equipment

Total capital assets being depreciatad

Less accumulated depreciation for:
Buildings and improvements

Equipment

Total accumulated depreciation

Capilal assets, net

Beginning

Balance Additions Decr Reclassifications __Ending Balance

$ 100000 § - % - 3 - & 100,000
434,265 7,205 - (389,409) 52,151
534,265 7,285 - (389,409) 152,151
1,115,994 22,223 - 381,794 1,520,011
180,477 18,517 (75.213) 7.615 131,396
1,296,471 40,740 (75,213) 389,409 1,651,407
(507,737) (74,258) - - (581,995)
{145,724) (18,825) 63,575 - (100,974)
{653,461} (93,083} 63,575 - (682,960

$ 1,177,275 3 {45,048) § (11,638) § - 1,120,589
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SHELBY COUNTY HOUSING AUTHORITY
NOTES TO FINANCIAL STATEMENTS
FOR YEAR ENDED JUNE 30, 2011

NOTE 3 - CAPITAL. ASSETS (Continued)

B. Net Capital Assets

The following is a summary of net capital assets as shown on the statement of net assets:

Land $ 100,000
Construction in progress 52,151
Buildings and improvements 1,520,011
Equipment 131.396
1,803,558
Less: accumulated depreciation {682,969)
Capital assets, net $ 1,120,589

C. Capital Contributions

The Authority receives capital grants from HUD. The Authority recognized $7,295 in capital contributions
for the fiscal year ended June 30, 2011.

NOTE 4 - NONCURRENT LIABILITIES

Noncurrent liabilities at June 30, 2011 consisted of the following:

Beginning Ending Due Within

Balance Additions Reductions Balance One Year
Accr. Compensated Absences  § 6,116 § 2,562 % 2,345 % 6,323 § 1,036
Total Noncurrent Liabilities $ 6,116 2,552 % 2345 $ 6,323 % 1,936

NOTE 5 — PENSION PLAN (DEFINED CONTRIBUTION)

The Authority provides pension benefits for its employees through a defined contribution plan, which is
administered by Housing Agency Retirement Trust. The plan was adopted on November 1, 2008. Only
the Board has the authority to approve any amendments fo the plan. In a defined cenfribution plan,
benefits depend solely on amounts contributed to the plan plus investment earnings. All employees are
eligible for the plan after one year of service. The Authority contributes an amount equal to 2% of each
employee’s base salary to the plan. Employees are required to contribute 1% to the plan. During the
past year, the Authority’s contributions were $3,530 and the employees contributions were $1,765.

NOTE 6 — RISK MANAGEMENT

The Authority is exposed fo 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 has mitigated
this risk by obtaining insurance coverage from commercial insurance companies. Premiums paid for
insurance coverage are recorded as expenses of the funds affected. The various insurance policies are
subject to deductible amounts and maximum coverages. [f the deductibles and maximums are exceeded,
this could cause the Authority fo suffer losses if a loss is incurred from any such incidents. The ultimate
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SHELBY COUNTY HOUSING AUTHORITY
NOTES TO FINANCIAL STATEMENTS
FOR YEAR ENDED JUNE 30, 2011

NOTE 6 - RISK MANAGEMENT (Continued)

outcome of uninsured losses cannot presently be determined, and no provision for any liability that may
result, if any, has been made in the financial statements. During the current year and the prior three
years, settled claims have not exceeded coverage levels, and insurance coverage, by major categories of
risk, is consistent with prior year.

NOTE 7 - CONCENTRATION OF RISK

The Authority receives most of its funding from HUD. These funds and grants are subject to modification
by HUD depending on availability of funding.

NOTE 8 — RELATED PARTY TRANSACTION

There was one related party transaction during the year between the Authority and the business owned
by the father in law of the Operations Manager, Jerry McGill Landscaping. The transaction consisted of
disbursements for annual lawn care services in the amount of approximately $9,000.

NOTE 9- COMMITMENTS AND CONTINGENCIES

A. Grants

Amounts received or receivable from HUD are subject to audit and adjustment by grantor agencies. If
expenses are disallowed as a result of these audits, the claims for reimbursement to the grantor agency
would become a liability of the Authority. Subsequent to year-end, the Authority was the subject of an
OIG investigation which identified approximately $315,000 of ineligible costs that may ultimately be
required to be repaid (see Note 11 — Subsequent Events).

B. Litigation

The Authority is a defendant in two lawsuits against it arising from matters relating fo its normal
operations. The Autharity intends to vigorously defend itself in all litigation. The Authority’s potential
liability in these matters, if any, cannof yet be determined.

NOTE 10 — RESTRICTED NET ASSETS

Restricted Net Assets consists of excess Housing Assistance Payment (HAP) funds available to the
Authority under the Section 8 Housing Choice Vouchers program. These funds are to be used only for
HAFP expenditures for the program. These funds are also known as Resfricted Net Assets since there is
no offsetting liability. Tofal restricted net assets related to this excess were $49,969 as of the end of the
fiscal year.

NOTE 11 - SUBSEQUENT EVENTS
Events that occur after the balance sheet date but before the financial statements were available to be

issued must be evaluated for recognition or disclosure. The effects of subsequent events that provide
evidence abouf the conditions that existed at the balance sheet date are recognized in the accompanying
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SHELBY COUNTY HOUSING AUTHORITY
NOTES TO FINANCIAL STATEMENTS
FOR YEAR ENDED JUNE 30, 2011

NOTE 11 - SUBSEQUENT EVENTS (Continued)

financial statements. Subsequent events which provide evidence about conditions that existed after the
balance sheet date require disclosure in the accompanying notes. Management evaluated the activity of
the Authority through March 29, 2012 (the date the financial statements were available to be issued) and
concluded that the following events have occurred that require disclosure in the notes to the financial
sfatements.

Subsequent to year-end the Authority was the subject of an Office of Inspector General (OIG)
investigation based upon an audit request from the U.S. Department of Housing and Urban Development
(HUD}. The OIG issued their report on January 26, 2012. A complete copy of the report can be obtained
at www. hudoig.gov/reports/TN.php.

In response to the OIG findings, the Board upon consultation with HUD's office of public housing has
determined that the agency is not financially viable and on January 6, 2012 passed a resolution to
develop an action plan of merger with the Memphis Housing Authority (MHA) relinquishing ownership of
the public housing properties and programmatic assets and responsibilities associated with the public
housing low rent program and the Housing Choice Voucher program. The merger will require additional
official action by the Board, the MHA Board and approval by the Assistant Secretary of HUD.
Negotiations between the two agencies will ensure a merger plan is developed. It is anticipated that the
transition would take a minimum of three months to complete. The Board will then make a determination
relative to the dissolution of the current entity legally known as the Shelby County Housing Authority upon
advice of Counsel.

Effective February 1, 2012, the Authority and Martin Housing Authority have entered into an
intergovernmental management agreement. The Martin Housing Authority now has full management
authority for the Authority’s operations and will provide the Board much needed operational support and
guidance during this transition period.

In 2010, the Authority adopted a plan to dispose of the Horton Gardens public housing project. In
connection with the plan of disposal, the Authority wrote down the carrying value of the property to the
estimated fair value of $200,000 in accordance with GASB Statement No. 42, Accounting and Financial
Reporting for Impairment of Capital Assets and for Insurance Recoveries. Subseguently, the physical
condition of the site has deteriorated significantly and the fair market value of the property may have
substantially declined since the balance sheet date. At June 30, 2011, the carrying value of Horton
Gardens public housing project is included in Capital Assets on the Statement of Net Assets and consists
of the following:

Land $ 82,562
Buildings 117,438
Total $ 200,000

The President’s 2012 budget contains language that if included in the HUD 2012 Appropriations Act
would require HUD to take into account the Authority’s operating reserves in the calculation of the
Authority’s 2012 operating subsidy. This process is referred to as the "Subsidy Allocation Adjustment.”
After HUD determines the 2012 operating fund eligibility for each public housing authority project, HUD
will make an allocation adjustment, as applicable, to the Authority’s eligibility. The Authority estimates
this could result in an 82-100 percent reduction in the Authority's 2012 operating subsidy eligibility.
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Shelby County Housing Authority
Financial Data Schedule - Balance Sheest
June 30, 2011
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Shelby County Housing Autharity
Financial Data Schedule - Balance Sheet
June 30, 2011
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Shelby County Haousing Authority
Financial Data Schedule - Income Statement
For Year Ended June 30, 2011
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Shelby County Housing Authority
Financial Data Schedule -~ Income Statement
For Year Ended June 30, 2011
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Shelby County Housing Authority
Financial Data Schedule - Income Statement
For Year Ended June 30, 2011
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SHELBY COUNTY HOUSING AUTHORITY
SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
FOR YEAR ENDED JUNE 30, 2011

Federal Awards

US Department of Housing and Urban Development (HUD):

Low Rent Public Housing Program 14.850 | TM025-00000110D | § -1 198,458 | 5 198,468 | -

Low Rent Public Housing Program 14.850 | TNO95-00000111D - 151,250 151,250
Total Low Rent Public Housing Program (14.850) - 349,708 349,708 "
Heusing Cholce Voucher Program 14,871 | TNOSBAF - 765,757 785,757 -
Total Housing Choice Voucher Program (14.871) - 755,757 755,757 -
Capital Fund Program 14.872 | TN43P0S5501-08 (49,148) 49,148 - -
Capital Fund Program 14,872 | TNA3P095501-09 - 7,295 7,205 -
Total Capital Fund Program (14.872) (49,148) 56,443 7,295 -
TOTAL FEDERAL AWARDS $ (49,148 § 1,161,908 | § 1,112,760 | § -

Note A — Basis of Presentation

The accompanying schedule of expenditures of federal awards includes the federal grant aclivity of the
Shelby County Housing Authority and is presented on the accrual basis of accounting. The infermation in
this schedule is presented in accordance with the requirements of OMB Circular A-133, Audits of States,
Local Governments, and Non-Profit Organizations. Therefore, some amounis presented in this schedule
may differ from amounts presented in, or used in the preparation of, the basic financial statements.
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§ HENDERSON & HiLL, LLC

CERTIFIED PUBLIC ACCOUNTANTS

265 RIVERCHASE PARKwWAY EaAsT. Suite 100 BirMINGHAM, AlLaBama 35244
Puone: {205) 982-0992 Bax: (205) 982-0997

To the Board of Commissioners
Shelby County Housing Authority

Report on Internal Control over Financial Reporting and on Compliance and Cther Matters
Based on an Audit of Financial Statements Performed in Accordance with Government
Auditing Standards

We have audited the basic financial statements of the Shelby County Housing Authority (the "Authority™),
as of and for the year ended June 30, 2011, and have issued our report thereon dated March 29, 2012.
We conducted our audit in accordance 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.

Internal Control over Financial Reporting

In planning and performing our audit, we considered the Authority's internal control over financial
reporting as a basis for designing our auditing procedures for the purpose of expressing our opinion on
the financial statements, but not for the purpose of expressing an opinion on the effectiveness of the
Authority's internal control over financial reporting. Accordingly, we do not express an opinion on the
effectiveness of the Authority's internal contrel over financial reporting.

Our consideration of the internal control over financial reporting was for the limited purpose described in
the preceding paragraph and was not designed to identify all deficiencies in internal control that might be
significant deficiencies or material weaknesses, and therefore, there can be no assurance that all
deficiencies, significant deficiencies, or material weaknesses have been identified. However, as described
in the accompanying schedule of findings and questioned costs, we identified certain deficiencies in
internal control over financial reporting that we consider to be material weaknesses,

A deficiency in internal conirol 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 and correct misstatements on a timely basis. A material weakness is a deficiency, or combination
of deficiencies, in internal control, such that there is a reasonable possibility that a material misstatement
of the entity’s financial statements will not be prevented, or detected and corrected cn a timely basis. We
consider the deficiencies described in the accompanying schedule of findings and questioned costs as
items 11-01, 11-04, 11-05 and 11-06 to be material weaknesses.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Authority's financial statements are free of
material misstatement, we 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 our audit, and accordingly, we do not express such an opinion.

The results of our tests disclosed instances of noncompliance or other matters that are required to be
reported under Government Auditing Standards and which are described in the accompanying schedule
of findings and questioned costs as items 11-04, 11-05 and 11-06.

We noted certain matters that we reperted to management of the Authority in a separate letter dated
March 29, 2012.
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The Authority’s response to the findings identified in our audit is described in the accompanying schedule
of findings and questioned costs. We did not audit the Authority’s response and, accordingly, we express
no opinion on it.

This report is intended for the information of the Board of Commissioners, management, others within the
entity and the Office of Mousing and Urban Development and is not intended to be and should not be
used by anyone other than these specified parties.

haburbin

Henderson & Hill, LLC
March 29, 2012
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HeENDERSON & HiLL, LLC

CERTIFIED PUBLIC ACCOUNTANTS

265 RIVERCHASE Parkway EasTt Surre 100 BIRMINGHAM. ALABAMA 35244
PHoNE: (205) 982-0992 Fax; (205) 982-0997

To the Board of Commissioners
Shelby County Housing Authority

Report on Compliance with Requirements Applicable to Each Major Program and Internal
Control over Compliance in Accordance with OMB Gircular A-133

Compliance

We have audited the compliance of the Shelby County Housing Authority {the “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 major federal programs for the year ended
June 30, 2011, The 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 the Authority’'s management. Our responsibility is to express an opinion on the
Authority's compliance based on our audit.

We conducted our 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 U.S. Cffice of Management and
Budget (OMB) Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations. Those
standards and Circular A-133 require that we plan and perform the audit to obtain reasonable assurance
abouf whether noncompliance with the types of compliance requirements referred to 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 Autherity's compliance with those requirements and performing such other
procedures as we considered necessary in the circumstances. We believe that our audit provides a
reasonable basis for our opinion. Our audit does not provide a legal determination of the Authority's
compliance with those requirements.

As described in items 11-02 and 11-03 in the accompanying schedule of findings and questioned costs,
the Authority did not comply with requirements regarding Eligibility and Special Tests that are applicable
to its Housing Choice Voucher program. Compliance with such requirements is necessary, in our opinion,
for the Authority to comply with the requirements applicable to that program.

In our opinion, except for the noncompliance described in the preceding paragraph, the Authority
complied, in all material respects, with the requirements referred to above that are applicable tc each of
its major federal programs for the year ended June 30, 2011.

Internal Control over Compliance

The management of the 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 our audit, we censidered the Authority's internal control over
compliance with requirements that could have a direct and material effect on a major federal program as
a basis for designing our auditing procedures for the purpese of expressing our opinion on compliance,
but not for the purpose of expressing an ¢pinion on the effectiveness of internal control over compliance.
Accordingly, we do not express an opinion on the effectiveness of the Authority’s internal control over
compliance.
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Qur consideration of internal control over compliance was for the limited purpose described in the
preceding paragraph and was not designed to identify all deficiencies in internal control that might be
deficiencies, significant deficiencies, or material weaknesses in internal control over compliance as
defined below. However, as discussed below, we identified certain deficiencies in internal control over
compliance that we consider to be significant deficiencies.

A deficiency in internal control over compliance exists when the design or operation of a control does not
atlow management or employees, in the normal course of performing their assigned functions, to prevent,
or detect and correct noncompliance with a type of compliance requirement of a federal program on a
timely basis. A material weakness in internal control over compliance is a deficiency, or a combination of
deficiencies in internal control over compliance, such that there is a reasonable possibility that material
noncompliance with a type of compliance requirement of a federal program will not be prevented, or
detected and corrected on a timely basis. We consider the deficiencies in internal control over compliance
described in the accompanying schedule of findings and questioned costs as items 11-02 and 11-03 to be
material weaknesses,

The Authority's response to the findings identified in our audit is described in the accompanying schedule
of findings and questioned cosfs. We did not audit the Authority's response and, accordingly, we express
no opinion on it.

This report is intended solely for the information and use of the Board of Commissioners, management,
others within the organization, and the Office of Housing and Urban Development and is not intended to
be and should not be used by anyone other than these specified parties.

\)\m\mr\\&:\:\&

Henderson & Hill, LLC
March 29, 2012
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SHELBY COUNTY HOUSING AUTHORITY

SUMMARY SCHEDULE OF PRIOR YEAR FINDINGS

FoRr YEAR ENDED JUNE 30, 2011

10-01  Financial Reporting

Condition and Critetia:

Cause:

Effect:

Auditor’s Recommendation:

Grantee Response:

Current Status:

During our audit, we identified cerfain material misstatements to prior
year audited and current year unaudited financial statements. In
addition, we determined that the Board was not providing adequate
governance and aversight over the Authority’s financial reporting.

A confrol deficiency 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 and correct
misstatements of the financial statements onh a timely basis.
Statement on Auditing Standards (SAS) 7175 states that the
restatement of previously issued financial statements due to the
gorrection of an error, identification by the auditor of a material
misstatement of the financial statements under audit and ineffective
gversight of the entity’s financial reporting and internal control by
those charged with governance are indications of material
weaknesses. :

During the year, the Authority converted to a new accounting software
and encountered significant difficulties during implementation. The
Authority also relocated to a new public housing office after the prior
office was severely vandalized in which certain records were
destroyed or misplaced. [n regards to governance, the Board of
Commissioners experienced significant turnover and did not meet
regularly during the year.

The Authority reported a prior period adjustment in the current year
financial statements to correct depreciation errors in prior years and
we identified certain material misstatement of expenses in the current
year. Also, the Authority could not provide a Board approved 2010
operating budget and operated without proper Board oversight during
the year.

We recommend the Authority continue to become more familiar with
the accounting software and it's capabiliies to ensure financial
transactions are properly recorded and necessary historical reports
are available for review. Board meetings should occur at least
quarterly and sufficient financial information should be provided to
Board members to facilitate effective oversight aver the Authority's
financial reporting while ensuring all applicable policies and
procedures are followed.

The Executive Director acknowledges the finding and is fellowing the

auditor's recommendation.

See finding 11-01.
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SHELBY COUNTY HOUSING AUTHORITY

SUMMARY SCHEDULE OF PRIOR YEAR FINDINGS

FOR YEAR ENDED JUNE 30, 2011

10-02 Eligibility — Housing Choice Voucher Program

Condition and Criteria:

Catise:

Effact:

Audifor’s Recommendation:

Grantee Response:

Current Status:

The Authority could not produce all necessary, required information in
cerfain tenant files selected for testing fo determine eligibility and/or
support proper determination of tenant rents.

OMB Circular A-133 Single Audit compliance requirements require
that for tenant eligibility, tenant files include certain information and
documentation. Per 24 CFP section 5.230, 5.603, & 960.259, tenants
are required to provide necessary information, decumentation, and
releases for the Authority to verify income eligibility.

The Authority could not provide certain required documentation from
tenants necessary to perform eligibility determination and accurate
tenant rent calculations. The Housing Choice Voucher Program was
newly implemented in the current year and employees had limited
experience with the compliance requirements of the program. In
addition, the closure of the Horton Gardens public housing project
and the occurrence of a natural disaster in the form of a flood that
displaced hundreds of families in Shelby County, TN and the
surrounding area created excessive demand for Section 8 rental
assistance.

Some of the Authority’s tenants may be ineligible for the Section 8
Housing Choice Voucher Program and/or the Authority may not be
charging the tenants the correct amount of rent.

The Authority should be more thorough when obtaining the required
eligibility information from the tenants and should ensure tenants
provide all necessary information and documentation before
admittance into the Authority’s Housing Choice Voucher Program.

The Executive Director acknowledges the finding and is following the
auditor's recommendation.

See finding 11-02.
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SHELBY COUNTY HOUSING AUTHORITY
SUMMARY SCHEDULE OF PRIOR YEAR FINDINGS
FOR YEAR ENDED JUNE 30, 2011

10-03 Special Tests - Housing Choice Vouchers Program

Condition and Criteria: The Authority did not comply with HUD requirements to provide
sufficient documentation to determine rent reasonableness or the
proper enforcement of HQS inspection violations.

~ Cause: The Housing Choice Voucher Program was newly implemented in the
current year and employees had limited experience with the
compliance requirements of the program. In addition, the closure of
the Horton Gardens public housing project and the occurrence of a
natural disaster in the form of a flood that displaced hundreds of
families in Shelby County, TN and the surrounding area created
excessive demand for Section 8 rental assistance.

Effect: Sufficient documentation was not available to verify compliance with
certain Special Test compliance requirements of the Housing Choice
Voucher Program.

Auditor’s Recommendation: The Authority should perform an internal review of all controls over
compliance with Housing Choice Voucher program requirements,
. including quality control inspections of tenant files.

Grantee Response: The Executive Director acknowledges the finding and is following the
auditor's recommendation.

Current Status: See finding 11-03.
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SHELBY COUNTY HOUSING AUTHORITY
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FoRrR YEAR ENDED JUNE 30, 2011

Section | - Summary of Auditor's Results
Financial Statements
Type of auditor's report issued: Unqualified

Internal control over financial reporting:
Are any material weaknesses identified? X  Yes No

Are any significant deficiencies identified not
considered to be material weaknesses? Yes % None Reported

Is any noncompiiance matetial to financial statements noted? X Yes No

Federal Awards

Type of auditor's report issued on compliance for
major programs: Qualified

Internal contrel over major programs:
Are any material weaknesses identified? x Yes No

Are any significant deficiencies identified not
considered to be material weaknesses? Yes X___Nocne Reported

Are any audit findings disclosed that are required to be
reported in accordance with OMB Circutar A-133,
Section 510(a)? X Yes No

Identification of major programs:
U.S. Department of Housing and Urban Development
CFDA #14.871 - Housing Choice Voucher Program

Dallar threshold used to distinguish between Type A

and Type B programs: $300,000
Is the auditee qualified as low-risk audites? Yes X No

Section Il - Financial Statement Findings
See pages 32, 35-37

Section Ill - Federal Award Findings and Questioned Costs
See pages 33 and 34

31



SHELBY COUNTY HOUSING AUTHORITY

SCHEDULE OF FINDINGS AND QUESTIONED COSTS

FOR YEAR ENDED JUNE 30, 2011

11-01 Financial Management and Governance

Condition and Criteria:

Cause;

Effect:

Auditor's Recommendation:

Grantee Response:

. The Authority lacked sufficient financial management and proper

board aversight during the fiscal year under audit.

A control deficiency 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 and correct
misstatements of the financial statements on a timely basis.
Statement on Auditing Standards (SAS) 115 states that the ineffactive
oversight of the entity's financial reporting and internal control by
management and those charged with governance is an indication of
material weaknesses.

The Board of Commissioners (the "Board’) recently experienced
significant turnover and the new Board was not appointed until early
2011. The first documented meeting of the newly appointed Board
did not oceur until May 2011, eleven months into the fiscal year under
audit. In addition, the former Executive Director was ineffective in
implemented necessary internal confrols over financial reporting and
compliance function.

The Authority operated during the 2011 fiscal year without a Board
approved operating budget or payroll budget, tenant accounts
receivable write-offs were not properly approved, and the Authority
did not comply with its check signing policy, and violated numerous
other internal policies, HUD guidelines, federal regulations, and
provisions of grant agreements.

We have noted the Board has already begun to remediate this issue,-
including, but not limited to, holding regular meetings, the former
Executive Director has been terminated, the Authority has contracted
with another housing authority to provide much needed operational
support and guidance, and is currenfly working on a fransition plan
that may include merging with the Memphis Housing Authority. We
recommend the Authority continue with this current course of action.

The Agency Consultant acknowledges the finding and is following the
auditor's recommendation.
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SHELBY COUNTY HOUSING AUTHORITY
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR YEAR ENDED JUNE 30, 2011

11-02  Eligibility — CFDA # 14.871 — Housing Choice Voucher Program

Condition and Criteria: The Authority could not produce all necessary, required information in
certain tenant files selected for testing to determine eligibility and/or
support proper determination of tenant rents.

HUD guidelines state the Authority must ensure thaf tenant files
include certain information and documentation, Per 24 CFR Part 982
& 984, tenants are required to provide necessary information,
documentation, and releases for the Authority to verify income
eligibility.

Cause: The Housing Choice Voucher Program was newly implemented in
2009 and employees had limited experience with the compliance
requirements of the program. In addition, the recent closure of the
Horton Gardens public housing project and the occurrence of a
natural disaster in the form of a flood that displaced hundreds of
families in Shelby County, TN and the surrounding area created
excessive demand for Section 8 rental assistance.

Effect: All ten of the tenant files selected for testing lacked one or a
combination of the following documentation requirements. Certain
tenant files lacked required citizenship declarations, birth certificates,
social security cards, signed HAP confracts, signed lease
agreements, and we noted errors in the calculation of tenant rents
primarily resulting from inaccurate utility allowances. As a result,
some of the Authority’s tenants may be ineligible for the Section 8
Housing Choice Voucher Program and/or the Authority may not be
charging the tenants the correct amount of rent.

Auditor’s Recommendation: Although we saw improvements in the area of income verification and
determination by key stafi members, the Authority should be more
thorough when obtaining the required eligibility information from
tenants prior to admittance into the program. Additional fraining may
be required in the areas of rent calculation, specifically in determining
utility allowances. In addition, the Authority should implement a
quality control process which includes supervisory review of all tenant
files.

Grantee Response: The Agency Consultant acknowledges the finding and is following the
auditor's recommendation.
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SHELBY COUNTY HOUSING AUTHORITY

SCHEDULE OF FINDINGS AND QUESTIONED COSTS

FOR YEAR ENDED JUNE 30, 2011

11-03 Special Tests — CFDA # 14.871 — Housing Choice Vouchers Program

Condition and Criteria:

Cause:

Effe_ct:

Auditor’s Recommendation:

Grantee Response:

The Authority could not provide sufficient documentation to support
compliance with Special Test compliance requirements of the
Housing Choice Voucher program.

HUD guidelines and federal regulations (24 CFR Part 982 & 984)
require the Authority to perforrmn procedures to ensure tenants are
housed in dwellings that meet certain housing quality standards and
are paying reasonable rents.

The Housing Choice Voucher Program was newly implemented in
2009 and employees had limited experience with the compliance
requirements of the program. In addition, the closure of the Horton
Gardens public housing project and the occurrence of a natural
disaster in the form of a fiood that displaced hundreds of families in
Shelby County, TN and the surrounding area created excessive
demand for Section 8 rental assistance.

All ten tenant files selected for testing lacked one or a combination of
the following documentation requirements. Certain tenant files did
not contain documentation to support that initial and/or annual HQS
inspections were performed on a timely basis, the proper enforcement
of HQS inspections that were identified, or the timely determination of
reasonable rent.

Although we did note that the Authority has implemented procedures
to determine rent reasonableness since the prior year audit, the
Authority should continue to enhance internal controls over
compliance to ensure all applicable compliance requirements are
being met, including quality control inspections of tenant files.

The Agency Consultant acknowledges the finding and is following the
auditor's recommendation.
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SHELBY COUNTY HOUSING AUTHORITY

SCHEDULE OF FINDINGS AND QUESTIONED COSTS

FOR YEAR ENDED JUNE 30, 2011

11-04  ACOP - Waitlist Management and Eviction Procedures

Condition and Criteria:

Cause:

Effect:

Auditor’'s Recommendation:

Grantee Response:

The Authority did not have proper controls in place to ensure
compliance with its Board approved Admission and Continued
Occupancy Policy (ACCOP), HUD guidelines, and dwelling lease
agreements when administering its Low Rent Public Housing
Program.

Management did not ensure employees directly responsible for
administering the Low Rent Public Housing Program had sufficient
training. The newly formed Board of Commissioners also had limited
experience with program requirements and had limited available time
to obtain the desired level of training in order to provide the
appropriate level of oversight. Therefore, the Board relied heavily on
the former Executive Director to ensure the Authority was complying
with all applicable requirements.

Eviction determinations were not consistently applied and the
Authority could not demonstrate compliance with waiting list
procedures when housing tenants.

The Authority should perform an internal review of all controls over

. compliance with regard to its ACOP as it relates fo Waitlist

Management and Eviction Procedures.

The Agency Consultant acknowledges the finding and is following the
auditor's recommendation.
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SHELBY COUNTY HOUSING AUTHORITY
SCHEDULE OF FINDINGS AND QUESTIONED COSTS

FOR YEAR ENDED JUNE 30, 2011

11-05 Safeguarding of Assets

Condition and Criteria:

Cause:

Effect:

Auditor’'s Recommendation:

Grantee Response:

The Authority does not have sufficient proecedures in place to ensure
the safeguarding of Authority assets.

HUD guidelines, federal regulations, and the Authority's Annual
Contributions Contract (ACC) require the Authority properly safeguard
the federal assets of the Authority. These requirements apply to real
property and equipment.

Management failed to properly implement confrols necessary to
preserve Authority assets. In addition, the Authority has not
implemented effective controls over equipment inventory.,

In 2010, the Authority adopted a plan to dispose of the Horton
Gardens public housing project, but subsequently failed to properly
secure and maintain the site in a manner which would guarantee the
preservation of the assets. As a result, the physical condition of the
site has deteriorated significantly and suggests the fair market value
of the property may have substantially declined since June 30, 2011.
In regards to equipment, we noted several equipment items on the
Authority’s fixed asset listing that were no longer in the Authority's
possession and could not be accounted for.

We are aware that the Board has already begun to remediate this
issue, including, but not limited to, taking steps fo clear and secure
the property and moving forward with an immediate auction of the
property. We recommend the Authority continue with this current
course of action and implement controls to ensure the safeguarding
of equipment, including performing an inventory of equipment, which
includes updating the property records at least once every two years.

The Agency Consultant agrees with the finding and will follow the
Auditor's recommendations.
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SHELBY COUNTY HOUSING AUTHORITY

SCHEDULE OF FINDINGS AND QUESTIONED COSTS

FOR YEAR ENDED JUNE 30, 2011

11-06 Procurement

Condition and Criteria:

Cause:

Effect:

Auditor's Recommendation:

Grantee Response:

The Authority was not able to provide sufficient documentation to
support proper procurement of contracts in accordance with its Board
approved Procurement Policy.

Management failed to properly implement confrols to ensure
compliance with internal procurement policies and procedures.

The Authority was not able to provide sufficient documentation to
support proper procurement of 2 out of 3 contracts tested. In each
case, the Authority did not obtain the necessary number of bids as
outlined in the Board approved Procurement Policy. In addition, no
formal contract could be provided for one of the items tested.

We are aware that the Board has already begun to remediate this
issue, including, but not limited to, contracting with another housing
authority to provide much needed operational support and necessary
training to assure that compliance with procurement requirements is
maintained untii a more permanent course of action can be
determined. We recommend the Authority continue with this course
of action.

The Agency Consultant agrees with the finding and will follow the
Auditor's recommendations.
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1 HENDERSON & HiLL, LLC

CERTIFIED PuBLIC ACCOUNTANTS

268 RivERCcHASE PARKWAY EasT. Sume 100 BRMINGHAM. ALABAMA 352444
Prione: (208) 282-0992 Fax: (205) 982-0997

To the Board of Commissioners
Shelby County Housing Authority

independent Accountant’'s Report on Applying Agresd-Upon Procedure

We have performed the procedure described in the second paragraph of this report, which was agreed to
by the Shelby County Housing Authority (the “Authority”) and the U.S. Department of Housing and Urban
Development, Real Estate Assessment Center (REAC), solely to assist them in determining whether the
electronic submission of certain information agrees with the related hard copy documents. The Authority
is responsible for the accuracy and completeness of the electronic submission. This agreed upon
procedures engagement was conducted in accordance with attestation standards established by the
American Institute of Certified Public Accountants. The sufficiency of the procedure is solely the
responsibility of those parties specified in this report. Consequently, we make no representation
regarding the sufficiency of the procedure described below either for the purpose for which this report has
been requested or for any other purpose.

We compared the electronic submission of the items listed in the “UFRS Rule Information” column with
the corresponding printed documents listed in the “Hard Copy Documents” column. The results of the
performance of our agreed-upon procedure indicate agreement or non-agreement of electronically
submitted information and hard copy documents as shown In the chart below.

We were engaged to perform an audit of the financial statements of the Authority as of and for the year
ended June 30, 2011, and have issued our report thereon dated March 29, 2012. The information in the
“Hard Copy Documents” column was included within the scope, or was a by-product, of that audit.
Further, our opinion on-the fair presentation of the Authority’s Financial Data Schedule dated March 29,
2012, was expressed in relation to the basic financial statements of the Authority taken as a whole.

A copy of the financial statement package and the FDS, which includes the auditor’s report, is available in
its entirety from the Authority. We have not performed any additional auditing procedures since the date
of the aforementioned audit report. Further, we take no responsibility for the security of the information
transmitted electronically to the U.S. Department of Housing and Urban Development, REAC.

This report is intended solely for the information and use of the Authority and the U.S. Department of

Housing and Urban Development, REAC, and is not intended to be and should not be used by anyone
other than these specified parties.
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Procedure

UFRS Rule Information

Hard Copy Documents

Does Not
Agree

1

M e

Balance Sheet and
Revenue And Expense

Footnotes

Type of opinion on FDS
Audit findings narrative
General Information
Financial Statement

Report information

Federal program report
Information

Federal agencies required
to receive reporting package

Basic financial statements

and auditor's reports
required to be submitted
electronically

Henderson & Hill, LLC

March 29, 2012

Financial Data
Schedule, all CFDAs

Footnotes to audited

basic financial statements

Auditor’s supplemental
Report on FDS

Schedule of Findings and

Questioned Costs

OMB Data Collection Form

Schedule of Findings and

Questioned Costs, Part 1

and OMB Data Collection Form

Schedule of Findings and

Questioned Costs, Part 1

and OMB Data Collection Form

OMB Data Collection Form

Basic financial statements
{inciusive of auditor reports)
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