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MALCOLM JOHNSON COMPANY
CERTIFIED PUBLIC ACCOUNTANTS
P.O. Box 530848
210 N. Highway 17-92
DeBary, Florida 32753-0848

Phone (386) 668-6464 Fax (386) 668-6463

INDEPENDENT AUDITOR’S REPORT

Board of Commissioners HUD, Knoxville Field Office
Knoxville's Community Development Corporation 710 Locust Street, S. W.
Knoxville, Tennessee Knoxville, Tennessee 37902-2526

We have audited the basic financial statements of the Knoxville’s Community Development Corporation ("the Authority") as of
and for the year ended June 30, 2008, as listed in the table of contents. These basic financial statements are the responsibility of
" the Authority's management. Our responsibility is to express an opinion on these basic financial statements 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 basic
financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the basic financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall basic financial statement presentation. We believe
that cur audit provides a reasonable basis for our opinion.

In our opinion, the basic financial statements referred to above present fairly, in all material respects, the financial position of the
Authority as of June 30, 2008, and the changes in financial position and cash flows 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 also issued our report dated December 23, 2008, on our
" consideration of the Authority's internal control over financial reporting and on 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
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 our audit.

The Management's Discussion and Analysis as detailed in this Report, is not a required part of the basic financial statements but is
supplementary information required by accounting principles generally accepted in the United States of America. We have
applied certain limited procedures, which consisted principally of inquiries made of management regarding the methods of
measurement and presentation of the required supplementary information. However, we did not audit the information and express

no opinion on it.

COur audit was conducted for the purpose of forming an opinion on the basic financial statements of the Authority. The
accompanying Schedule of Expenditures of Federal Awards as required by the U. S. Office of Management and Budget Circular A-133,
Audits of States, Local Governments and Non-Profit Organizations, the Financial Data Schedule required by the U.S. Department of
Housing and Urban Development, the Schedule of Expenditures of Federal Awards, and state financial assistance and the other
supplemental information as listed in the table of contents are presented for purposes of additional analysis and are 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, is fairly stated, in all material respects, in relation to the basic financial statements

taken as a whole.

Certified Public Accountants

DeBary, Florida
December 23, 2008



KNOXVILLE’S COMMUNITY DEVELOPMENT CORPORATION
Knoxville, Tennessee

MANAGEMENT’S DISCUSSION AND ANALYSIS
JUNE 30, 2008

Knoxville’s Community Development Corporation’s (KCDC) Management’s Discussion and Analysis (MD&A) is
designed to (a) assist the reader in focusing on significant financial issues, (b) provide an overview of KCDC’s
financial activity, (c) identify changes in KCDC’s financial position (its ability to address the next and subsequent
year challenges), and (d) identify individual program issues or concerns.

Since the MD&A is designed to focus on the current years activities, resulting changes and currently known facts,
please read it in conjunction with KCDC’s basic financial statements (see table of contents).

Financial Highlights

¢ KCDC’s net assets increased by $2.4 million (or 2.8%) during fiscal year 2008. Since KCDC engages only
in business-type activities, the increase is all in the category of business-type net assets. Net Assets were
$83.8 million and $86.2 million for 2007 and 2008 respectively. This increase is primarily due to an increase
in Housing Assistance Payment equity now classified as a restricted net asset under the Section 8 Housing
Choice Voucher Program.

e The business-type activities revenue decreased by $2.1 million (or 5.0%) during 2008. Revenues were $43.5
million and $41.4 million for 2007 and 2008 respectively. This decrease is primarily due to the fact that
there were no major property sales in 2008 as compared to the sale of Ridgebrook Apartments, a project
based Substantial Rehabilitation Section 8 property during fiscal year 2007 and there was a decrease in
restricted interest from the Capital Fund Financing Program (CFFP) and the Energy Performance contract
due to a decrease in the escrow account balances. The Energy Performance contract and Capital Fund
Financing Program (CFFP) project fund was completed in 2008.

s The total expenses of KCDC programs decreased by $1.3 million (or 3.3%). Total expenses were $40.4
million and $39.]1 million for 2007 and 2008 respectively. This decrease is primarily due to a decrease in
staff as well as a decrease in salary and benefit related costs associated with early retirement incentives and
voluntary reduction in force that occurred in 2007, a decrease in utilities due to increased leasing of units
back in service resulting in less vacant unit utilities as well as a decrease in consumption at the hi-rise
properties, and a decrease in worker’s compensation insurance due to the decrease in employees from 2007
which resulted in a sizable rebate during 2008.

Using This Annual Report

The Report includes three major sections, the “Management’s Discussion and Analysis (MD&A), “Basic Financial
Statements”, and “Supplementat Information™:

MD&A
~ Management Discussion and Analysis

Basic Financial Statements
~ Authority-wide Basic Financial Statements
~ Notes to Basic Financial Statements (expanded/restructured)

Supplemental Information
~ Supplemental Information




KNOXVILLE’S COMMUNITY DEVELOPMENT CORPORATION
Knoxville, Tennessee

MANAGEMENT’S DISCUSSION AND ANALYSIS
JUNE 30, 2008
(Continued)

The primary focus of KCDC’s basic financial statement (summarized program-type information) has been discarded.
The new and clearly preferable focus is on both KCDC as a whole {Authority-wide). This perspective (Authority-
wide) allows the user to address relevant questions, broaden a basis for comparison (year to year or Authority to
Authority) and enhance KCDC’s accountability.

Authority-Wide Basic Financial Statements

The Authority-wide basic financial statements are designed to be corporate-like in that all business type activities are
consolidated into columns which add to a total for KCDC.

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

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

Net Assets, Invested in Capital Assets, Net of Related Debt: This component of Net Assets consists of all
Capital Assets, reduced by the outstanding balances of any bonds, mortgages, notes or other borrowings that are
attributable to the acquisition, construction, or improvement of those assets.

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

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

The Authority-wide basic financial statements also include a Statement of Revenues, Expenses and Changes in
Net Assets (similar to an Income Statement). This Statement includes Operating Revenues, such as Rental Income,
Operating Expenses, such as administrative, utilities, and maintenance, and depreciation, and Nonoperating Revenue
and Expenses, such as grant revenue, investment income and interest expense,

The focus of the Statement of Revenues, Expenses and Changes in Net Assets is the “Change in Net Assets”, which
is similar to Net Income or Loss.

Finally, a Statement of Cash Flows is included, which discloses net cash provided by, or used for operating
activities, non-capital financing activities, and from capital and related financing activities.
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KNOXVILLE’S COMMUNITY DEVELOPMENT CORPORATION
Knoxville, Tennessee

MANAGEMENT’S DISCUSSION AND ANALYSIS
JUNE 30, 2008
{Continued)
Authority-Wide Statement

Statement of Net Assets

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

Table 1 — Statement of Net Assets (in millions)

2008 2007 Variance % Change
Assets:
Current and restricted assets $ 36.8 $ 427 (5.9) (13.9%)
Capital assets, net 88.1 80.6 7.5 9.4%
Other assets 8.1 7.2 9 12.5%
Total Assets 133.0 130.5 2.5 1.9%
Liabilities:
Current liabilities 6.0 2.1 (3.1 (33.7%)
Noncurrent liabilities 40.8 37.6 3.2 8.6%
Total Liabilities 46.8 46.7 1 4%
Net Assefs:
Invested in capital assets,
net of related debt 50.8 50.7 1 1%
Restricted 4.7 1.7 3.0 175.2%
Unrestricted 30.7 314 (D (2.2%)
Total Net Assets 3 86.2 8 83.8 2.4 2.8%

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

Total liabilities increased by $.1 million and Total Assets increased by $2.5 million primarily due to the purchase of
Valley Oaks Apartments and the increase in Capital Assets from the Energy Performance contract and the renovation
work at Christenberry Heights and Lonsdale Homes, while Net Assets increased by $2.4 million due to the increase in
restricted net assets primarily due to the increase in housing assistance payment equity under the Section 8 Housing
Choice Voucher program.

iii



KNOXVILLE’S COMMUNITY DEVELOPMENT CORPORATION
Knoxville, Tennessee

MANAGEMENT’S DISCUSSION AND ANALYSIS
JUNE 30, 2008
{(Continued)

Table 2 presents details on the change in Unrestricted Net Assets

Table 2 — Change in Unrestricted Net Assets (in millions)

Unrestricted Net Assets 06/30/2007 $ 314
Results of Operations 2.3
Adjustments:

Depreciation Expense 6.6
Adjusted results from operations 8.9
Capital expenditures from operations (9.6)
Unrestricted Net Assets 06/30/2008 $ 307

While the result of operations is a significant measure of KCDC’s activities, the analysis of the changes in
Unrestricted Net Assets provides a clearer change in financial well-being,

Table 3 — Statement of Revenues, Expenses and Changes in Net Assets (in millions)

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

2008 2007 Variance % Change

Revenues
Tenant revenue — rents and other $ 42 % 3.8 4 10.4%
Program grants/subsidies 34.7 34.5 2 6%
Interest income 1.8 1.7 A 6.2%
Other revenues i 3.5 {2.8) (80.2%4)
Total Revenue 41.4 43.5 2.1) (5.0%)

Expenses
Administrative 7.2 8.6 (1.4) (16.1%)
Tenant services 0.9 0.8 y 9.6%
Utilities 3.0 3.2 (.2) (4.3%)
Maintenance 4.7 5.9 (1.2) (20.4%)
Protective services 0.5 0.5 0 (3.4%)
General 1.3 0.9 4 44.6%
Interest 1.4 1.4 0 (1.0%)
Housing assistance payments 13.5 12.9 .6 4.8%
Depreciation 6.6 6.2 4 5.6%
Total Expenses 39.1 40.4 (1.3) (3.3%)
Increase in Net Assets $ 23 § 3.1 (.8) (26.8%)

iv



KNOXVILLE’'S COMMUNITY DEVELOPMENT CORPORATION
Knoxyville, Tennessee

MANAGEMENT’S DISCUSSION AND ANALYSIS
JUNE 30, 2008
{Continued)

Major Factors Affecting the Statement of Revenues, Expenses and Changes in Net Assets

* The decrease in revenue during FY 2008 is primarily due to the fact that there were no major property sales
in 2008 as compared to the sale of Ridgebrook Apartments, a project based Substantial Rehabilitation
Section 8 property during fiscal year 2007 and there was a decrease in restricted interest from the Capital
Fund Financing Program (CFFP) and the Energy Performance contract due to a decrease in the escrow
account balances. The Energy Performance contract and Capital Fund Financing Program (CFFP) project
fund was completed in 2008. The decrease in expenses during FY 2008 is primarily due to a decrease in
staff as well as a decrease in salary and benefit related costs associated with early retirement incentives and
voluntary reduction in force that occurred in 2007, a decrease in utilities due to increased leasing of units
back in service resulting in less vacant unit utilities as well as a decrease in consumption at the hi-rise
properties, and a decrease in worker’s compensation insurance due to the decrease in employees from 2007
which resulted in a sizabie rebate during 2008.

Budgetary Highlights

For the year ended June 30, 2008, budgets were prepared by KCDC and were approved by the Board of
Commissioners. The budgets were primarily used as a management tool and have no legal stature. The budgets were
prepared in accordance with the accounting procedures prescribed by the applicable funding agency.

As indicated by the excess of revenues over expenses, KCDC’s net assets increased during the fiscal year. This
increase is indicative of KCDC operating within its budgetary limitations in total, for all its programs.
Capital Assets and Debt Administration

Capital Assets

As of year end, KCDC had 88.1 million invested in a variety of capital assets as reflected in the following schedule,
which represents an increase (addition, deductions and depreciation) of 7.5 million from the end of last year. This net
increase is primarily due to the purchase of Valley Oaks Apartments and the increase in Capital Assets from the
Energy Performance contract and the renovation work at Christenberry Heights and Lonsdale Homes.

Table 4 — Capital Assets at Year-End (Net of Depreciation) (in millions)

Business-type

Activities
2008 2007 Variance % Change
Land $ 34 % 32 2 4.9%
Buildings 162.1 152.0 10.1 6.7%
Furniture and equipment 29 34 (.5 (16.2%)
Accumulated depreciation (116.9) (110.9) (6.0) 5.4%
Construction in progress 36.6 329 3.7 11.5%
Capital Assets, net 3 88.1 % 80.6 $7.5 2.4%




KNOXVILLE’S COMMUNITY DEVELOPMENT CORPORATION
Knoxville, Tennessee

MANAGEMENT’S DISCUSSION AND ANALYSIS

JUNE 30, 2008
(Continued)

The following reconciliation summarizes the change in Capital Assets, which is presented in detail in the notes to the

financial statements.

Table 5 — Change in Capital Assets

Beginning Balance 06/30/2007
Additions

Retirements-

Net of depreciation

Depreciation

Ending Balance 06/30/2008

Debt Qutstanding

Business Type
Activities
3 80.6
23.7
(9.6)
(6.6)
3 88.1

As of year-end, KCDC had $ 40.5million in long term debt (bonds, notes, etc.) outstanding compared to $40.3 last
year, showing an $.2 million increase primarily due to debt assumed from the purchase of Valley Oaks Apartments
and the completion of the Energy Performance contract and associated debt with the project. The current portion of
outstanding debt decreased by $2.6 million as a result of the payment of the Civic Building note with SunTrust Bank

and the subsequent refihancing with Regions bank over a 25 year term.

Table 6 — Qutstanding Debt, at Year-End (in millions)

Business Type
Capital improvements-Long Term

Current Portion
Total

vi

Totals
2008 2007
$ 39.1 § 36.3
14 4.0
3 405 § 40.3




KNOXVILLE’S COMMUNITY DEVELOPMENT CORPORATION
Knoxville, Tennessee

MANAGEMENT’S DISCUSSION AND ANALYSIS
JUNE 30, 2008
{(Continued)
Economic Factors

Significant economic factors affecting KCDC are as follows:
s Federal funding of the Department of Housing and Urban Development
¢ Local labor supply and demand, which can affect salary and wage rates
» Local inflationary, recessionary and employment trends, which can affect resident incomes and therefore the
amount of rental income
s Inflationary pressure on utility rates, supplies and other costs

Financial Contact

The individuals to be contacted regarding this report are Tracee B. Pross, Vice President of Finance and
Administration, KCDC at (865) 755-6433 or Paul G. Bacon, Controller, KCDC at (865) 403-1119. Specific requests
may be submitted to Tracee B. Pross, Vice President of Finance and Administration, KCDC, P. O. Box 3550,
Knoxville, TN 37927-3550.

vii



KNOXVILLE'S COMMUNITY DEVELOPMENT CORPORATION
Knoxville, Tennessee

STATEMENT OF NET ASSETS
JUNE 30, 2008

ASSETS

Current assets
Cash and cash equivalents, unrestricted
Cash and cash equivalents, restricted
Investments, unrestricted
Investments, restricted
Accrued interest receivable net of allowance of $505,230
Accounts receivable, net of allowance of $202,155
Due from other governments
Inventories, net of allowance of $95,080
Notes and mortgages receivable
Prepaid items
Total current assets
Noncurrent assets

Other assets
Notes and mortgages receivable
Other
Total other assets
Capital assets
Not being depreciated
Depreciable, net
Total capital assets, net
Total noncurrent assets
Total assets
LIABILITIES
Current liabilities
Vendors and contractors payable
Accrued wages/taxes payable
Accrued compensated absences
Accrued interest payable
Due to other governments
Deferred revenues
Notes and bonds payable
Gther current liabilities
Accrued utilities
Total current liabilities
Current liabilities payable from restricted assets
Resident security deposits
Noncurrent liabilities
Notes and bonds payable
Accrued compensated absences
F38 escrows
Total noncurrent liabilities
Total liabilities
NET ASSETS
Invested in capital assels
Restricted
Unrestricted

Total net assets

The accompanying notes are an integral part of these basic financial statements.

12,114,532
1,347,654
14,699,815
5,196,095
154,630
324,614
2,275,653
453,290
41223
155,986

36,763,503

7977418
148,669

8,126,087

40,015,413
48,095,772

88,111,185

96,237,272

133,000,775

661,645
188,671
32,233
452,082
87,959
1,602,834
1,430,914
1,285,101
281,932

6,023,371

13,893

39,125,905
1,579,382
89,553

40,794,840

46,832,104

30,751,710
4,707,924
30,709,037

86,168,671




KNOXVILLE'S COMMUNITY DEVELOPMENT CORPORATION
Knoxville, Tennessee

STATEMENT OF REVENUES, EXPENSES AND CHANGES IN NET ASSETS
FOR THE YEAR ENDED JUNE 30, 2008

Operating revenues

Rental revenue 3 3,958,509
Other governmental grants 277.806
Other revenue 200,301
Total operating revenues 4,436,616
Qperating expenses
Administrative 7,147,385
Tenant services 879,151
Utilities 3,068,941
Otrdinary maintenance & operation 4,685.976
Protective services 490,253
Insurance 374,954
General expenses 898,354
Housing assistance payments 13,511,613
Depreciation 6,595.553
Total operating expenses 37,652,180
Operating loss (33,215,564)
Nonoperating revenues (expenses)
HUD grants 30,359,918
Interest revenue, unrestricted 1,431,199
Interest revenue, restricted 187,921
Mortgage interest revenue 144,817
Interest and amortization (1,371,571)
Fraud recovery 213,694
Other revenue 1,450,805
Other expense (35,510)
Gain/{loss) on disposition of capital assets (959,845)
Total nonoperating revenues 31,421,428
Loss before contributions (1,794,136)
Capital contributions 4,101,965
Increase in net assets 2,307,829
Net assets, beginning of year, restated 83,860,842
Net assets, end of year 3 86,168,671

The accompanying notes are an integral part of these basic financial statements.



KNOXVILLE'S COMMUNITY DEVELOPMENT CORPORATION
Knoxville, Tennessee

STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED JUNE 30, 2008

Cash Flows From Operating Activities

Receipts from dwelling rentals $ 3,857,905
Other receipts 3,075,834
Payments to employees and suppliers (18,570,227)
Payments to landlords (13,511,613)
Net cash used by operating activities (25,148,101)
Cash Flows From Noncapital Financing Activities
Operating grants 29,792,064
Cash Flows From Capital and Related Financing Activities
Capital contributions 4,101,965
Purchases of capital assets (14,088,297)
Proceeds from disposals of capital assets (959,845)
Principal paid on capital debt 297,264
Interest paid on capital debt (1,369,783)
Other receipts 158,784
Net cash used by capital and related financing activities (11,859,912)
Cash Flows From Investing Activities
Purchase/sale of investments 10,592,960
Increase in notes receivable 45,139
Interest and dividends 1,722,810
Net cash provided by investing activities 12,360,909
Net increase in cash and cash equivalents 5,144,960
Balance - beginning of the year 8,317,226
Balance - end of the year $ 13,462,186
Reconciliation of Cash Flows to Statement of Net Assets
Cash and cash equivalents, unrestricted $ 12,114,532
Cash and cash equivalents, restricted 1,347,654
h 13,462,186

There are no non-cash transactions.



KNOXVILLE'S COMMUNITY DEVELOPMENT CORPORATION

Knoxville, Tennessee

STATEMENT OF CASH FLOWS

FOR THE YEAR ENDED JUNE 30, 2008
(Continued)

Reconciliation of Net Operating Loss to
Net Cash Used By Operating Activities

Operating loss $  (33,215,564)

Adjustments to reconcile net operating loss to
net cash used by operating activities:

Depreciation elimination 6,595,553
Increase in accounts receivable (105,353)
Decrease in inventory 110,777
Decrease in prepaid expenses 37,476
Increase in other assets (148,669)
Increase in security deposits 4,749
Decrease in accounts payable (801,708)
Decrease in accrued wages (262,890)
Increase in compensated absences 185,431
Decrease in accrued liabilities (258,789
Increase in deferred credits 1,047,914
Prior year restatement 33,983
Fraud recovery, other revenue, other expense and transfers to other entities reported as

nonoperating 1,628,989

Interest revenue reported in investing activities

Net cash used by operating activities $ (25,148,101)

The accompanying notes are an integral part of these basic financial statements,
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KNOXVILLE’S COMMUNITY DEVELOPMENT CORPORATION
Knoxville, Tennessee

NOTES TO BASIC FINANCIAL STATEMENTS
JUNE 30, 2008

Summary of Significant Accounting Policies and Organization:

1. Organization - Knoxville’s Community Development Corporation, Inc. (“KCDC”) is a public body

corporate and politic pursuant to the laws of the State of Tennessee 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. The primary purpose of KCDC is
to provide safe, decent, sanitary and affordable housing to low-income, elderly, and handicapped families
in Knoxville, Tennessee.

Reporting Entity - The governing body of KCDC is its Board of Commissioners, which is composed of
seven members appointed by the Mayor of the City of Knoxville. The Board appoints a Chief Executive
Officer to administer the business of KCDC. KCDC is not considered a component unit of the City of
Knoxville, as the Board independently oversees KCDC’s operations.

In determining how to define the reporting entity, management has considered all potential component
units. The decision to include a component unit in the reporting entity was made by applying the criteria
set forth in Section 2100 and 2600 of the Codification of Governmental Accounting and Financial
Reporting Standards and Statement No. 14 (amended), of the Governmental Accounting Standards
Board: The Financial Reporting Entity. These criteria include manifestation of oversight responsibility
including financial accountability, appointment of a voting majority, imposition of will, financial benefit
to or burden on a primary organization, financial accountability as a result of fiscal dependency, potential
for dual inclusion, and organizations included in the reporting entity although the primary organization is
not financially accountable. Based upon the application of these criteria, the reporting entity includes the
following blended component units:

Passport Development Corporation is a Section 115 Corporation acting as KCDC’s general partner to
the HOPE VI related limited partnerships formed in conjunction with low-income tax credits.

Knoxville’s Housing Development Corporation is a Section 115 Corporation established to acquire
affordable housing projects in the Knoxville area for KCDC.

Greater Tennessee Housing Assistance Corporation is a Section 115 Corporation established for the
purpose of funding the construction of six Section § New Construction housing projects. Five of these
six projects have now been sold.

Family Investment Foundation, Inc. is a 501(c)(3) Corporation established for charitable, social,
vocational, recreational and health purposes, and related business ventures.

Main programs of KCDC are as follows:

Low Rent Public Housing under Annual Contributions Contract A-2571: This type of housing
consists of apartments and single-family dwellings owned and operated by KCDC. Funding is
provided by tenant rent payments and subsidies provided by HUD.

Section 8 Housing Assistance Payments Programs under Annual Contributions Contract A-3159
(Housing Choice Vouchers, and five Moderate Rehabilitation Programs): These are housing
programs wherein low rent tenants lease housing units directly from private landlords rather than
through KCDC. KCDC contracts with these private landlords to make assistance payments for the
difference between the approved contract rent and the actual rent paid by the low rent tenants.

6



KNOXVILLE’S COMMUNITY DEVELOPMENT CORPORATION
Knoxville, Tennessee

NOTES TO BASIC FINANCIAL STATEMENTS
JUNE 30, 2008
(Continued)

A - Summary of Significant Accounting Policies and Organization: (Continued)
Main programs of KCDC are as follows: (Continued)

Section 8 New Construction Housing Programs
® Dunlap Gardens - Contract A-82-0920

¢ Forest Creek - Contract A-82-0918

® Robert Brooks - Contract A-82-0915

KCDC administers these contracts in a manner similar to other Section 8 programs.

Redevelopment Program administers CDBG and other projects for the City of Knoxville and
Knox County.

Public Housing Capital Fund Program (CFP) are funding programs for the modernization,
demolition and redevelopment of public housing.

The Manor, previously known as the Bridgeview Assisted Living Program, is a program
whereby KCDC provides meals, laundry service, and has a twenty-four hour staff available for the
special needs of the more dependent elderly tenants. This service is provided to those tenants for
a fee.

Other Programs administered by KCDC are designed to give assistance to residents in a manner
which encourages independence and upward mobility.

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

Based upon compelling reasons offered by HUD, KCDC reports its basic financial statements as a
special purpose government engaged solely in business-type activities, which is similar to the
governmental proprietary fund type (enterprise fund), which uses the accrual basis of accounting and
the flow of economic resources measurement focus. Revenues are recorded when earned and
expenses are recorded at the time the liabilities are incurred. Pursuant to the election option made
available by GASB Statement No. 20, Pronouncements of the Financial Accounting Standards Board
(FASB) issued after November 30, 1989 are applied in the preparation of the basic financial
statements, unless those pronouncements conflict with or contradicts GASB pronouncements.

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 Assets, Net of Related Debt — Capital assets, net of accumulated
depreciation and outstanding principal balances of debt attributable to the acquisition,
construction or improvement of those assets.

Restricted - Net assets whose use by KCDC is subject to externally imposed stipulations that can
be fulfilled by actions of KCDC pursuant to those stipulations or the expire by the passage of
time. Such assets include assets restricted for capital acquisitions and debt service.
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KNOXVILLE’S COMMUNITY DEVELOPMENT CORPORATION
Knoxville, Tennessee

NOTES TO BASIC FINANCIAL STATEMENTS
JUNE 30, 2008
(Continued)

Summary of Significant Accounting Policies and Organization: (Continued)

3.

10.

11.

Basis of Presentation and Accounting: (Continued)

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 KCDC Board or may
otherwise be limited by 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 basic
financial statement presentation.

Cash and Cash Equivalents: For purposes of the Statement of Cash Flows, KCDC considers all
highly liquid investments (including restricted assets) with a maturity of three months or less when
purchased and non-negotiable certificates of deposit to be cash equivalents.

Interprogram Receivables and Payables: Interprogram receivables/payables, when present, are all
current, and are the result of the use of the Public Housing Program as the common paymaster for
shared costs of KCDC., Cash settlements are made periodically, and all interprogram balances net
zero, Offsetting due to/due from balances are eliminated for the basic financial statement
presentation.

Investments: Investments, when present, are recorded at fair value. Investment instruments consist
only of items specifically approved for public housing agencies by HUD.

Inventories - Inventories (consisting of materials and supplies) are valued at cost using the moving
average method. If inventory falls below cost due to damage, deterioration or obsolescence, KCDC
establishes an allowance for obsolete inventory. KCDC relies upon its periodic (annual} inventory for
financial reporting purposes. 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.

Use of Estimates: The preparation of basic 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
basic financial statements and reported amounts of revenues and expenditures during the reporting
period. Actual results could differ from those estimates.

Fair Value of Financial Instruments: The carrying amount of KCDC’s financial instruments at
June 30, 2008 including cash, investments, accounts receivable, and accounts payable closely
approximates fair value.
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Summary of Significant Accounting Policies and Organization: (Continued)

12. Capital Assets:

a.

Book Value: All purchased fixed assets are valued at cost when historical records are available.
When no historical records are available, fixed assets are valued at estimated historical cost.

Land values were derived from development closeout documentation.
Donated fixed assets are recorded at their fair value at the time they are received.
Donor imposed restrictions are deemed to expire as the asset depreciates.

All normal expenditures of preparing an asset for use are capitalized when they meet or exceed
the capitalization threshold.

Depreciation: The cost of buildings and equipment is depreciated over the estimated useful lives
of the related assets on a composite basis using the straight-line method.

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

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

Buildings 27 years
Building modemization 10 years
Appliances 7 years
Office equipment 7 years
Maintenance equipment 5 years
Automobiles 5 years
Community space equipment 5 years
Computer Equipment 3 years

Maintenance and Repairs Expenditures; Maintenance and repairs expenditures are charged to
operations when incurred. Betterments in excess of $1,000 are capitalized. When buildings and
equipment are sold or otherwise disposed of, the asset account and related accumulated
depreciation account are relieved, and any gain or loss is included in operations.

13. Compensated Absences: Compensated absences are those absences for which employees will be
paid, such as vacation and sick leave computed in accordance with GASB Statement No. 16. 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 KCDC and its employees, 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 outside the control of KCDC and its employees are accounted
for in the period in which such services are rendered or in which such events take place.






