HOUSING AUTHORITY OF THE BOROUGH OF HIGHLANDS
(A Component Unit of the Borough of Highlands, State of New Jersey)

Financial Statements and Supplementary Schedules
For the years ended June 30, 2014 and 2013

(With Independent Auditors’ Report thereon)




|
!

HOUSING AUTHORITY OF THE BOROUGH OF HIGHLANDS
Financial Statements and Supplementary Schedules

June 30, 2014 and 2013
CONTENTS

Page
Independent Auditors’ Report o i-3
Management’s Discussion and Analysis 4-9
Statements of Net Position 10
Statements of Revenues, Expenses, and Changes in Net Position , . 11
Statements of Cash Flows _ 12-13
Notes to Financial Statements " 14-23

- ) Schedule 1 — Detailed Schedule of Revenues, ) \

Expenses, and Changes in Net Position - 24-25
Schedule 11 — Financial Data Schedules ‘ 26-35
Independent Auditors’ Report on Internal Control Over Financial

Reporting and on Compliance and Other Matters

Based on an Audit of Financial $tatements Performed in

Accordance with Government Auditing Standards 36-37
Independent Auditors’ Report on Compliiance'for. each Major Federal

Program and Report on Internal Control Over Compliance Required

. by OMB Circular A-133 © 38-39
Schedule of Expenditures of Federal Awards : 40
Notes to Schedule of Expenditures of Federal Awards’ | 41
Schedule of Findings and Questioned Costs : 42-43
Schedule of Prior Year Findings and Questioned Costs ‘ 44




HFE

657 Hooper Avenue, Bidg B, Sitte 201, Toms River, NJ _38753 «Tel 7327519333
£18 Stokes Road, Mediord, Ny 08055 + Tel: 606.953.0012

HOLMAN | FRENIA 512 iy 55, St . Fstd WOT20 o T2 408K
' | Carton Stoet; Troy, PA 16947 + Tel: 576,267 5090
PC. 795 Canien Swreet; Troy, PA 16047 « Tek 570 267 504
Cfi‘r’iﬁi\k};l}"fzgmer;ﬁ & Cansudionts 920 tisin Steet, Suiie 103 Hameé, A5 18R3T7 - Tel 510267 50®
' werwhfacpas.com
M

A

INDEPENDENT AUDITORS’ REPORT

The Board of Commissioners
Housing Authority of the Borough of Highlands:

Report on the Financial Statements

We have audited the accompanying financial statements of the business-type activities of the Housing
Authority of the Borough of Highlands, a component unit of the Borough of Highlands, County of
Monmouth, State of New Jersey, as of and for fiscal years ended June 30, 2014 and 2013, and the refated
notes to the financial statements, which collectively comprise the Authority’s basic financial statements.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting principles generally accepted in the United States of America; this includes
the design, implementation, and maintenance of internal control relevant to the preparation and fair
presentation of financial statements that are free from material misstatement, whether due to fraud or
error.

Auditors’ Responsibility

Our responsibility is to express opinions on these 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; and in compliance with audit standards prescribed by the
Division of Local Govemment Services, Department of Community Affairs, State of New Jersey. Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditors’ judgment, inciuding the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or error.
In making those risk assessments, the auditor considers internal control relevant to the entity’s preparation
and fair presentation of the financial statements in order to design audit procedures that are appropriate in
the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity’s
internal control. Accordingly, we express no such opinion. An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness of significant accounting estimates
made by management, as well as evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our audit opinions,




Opinions

In our opinion, the financial statements referred to above present fairly, in all fnaterial respects, the
respective financial position of the business-type activities of the Housing Authority of the Borough. of
Highlands, County of Monmouth, State of New Jersey, as of June 30, 2014 and 2013, and the respectl.ve
changes in financial position and cash flows thereof for the years then ended in accordance with
accounting principles generally accepted in the United States of America.

Other Matters

Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the management’s
discussion and analysis and supplementary information on pages 4-9 and 25-26 -be presented to
supplement the basic financial statements. Such information, although not a part of the basic financial
statements, is required by the Governmental Accounting Standards Board who considers it to be an
essential part of financial reporting for placing the basic financial statements in an appropriate
operational, economic, or historical context. We have applied certain limited procedures to the required
supplementary information in accordance with auditing standards generally accepted in the United States
of America, which consisted of inquiries of management about the methods of preparing the information
and comparing the information for consistency with management’s responses to our inquiries, the basic
financial statements, and other knowledge we obtained during our audit of the basic financial statements.
We do not express an opinion or provide any assurance on the information because the limited procedures
do not provide us with sufficient evidence to express an opinion or provide any assurance.

Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the Housing Authority of the Borough of Highlands® basic financial statements as a whole. The
accompanying schedule of expenditures of federal awards, as required by Office of Management and
Budget Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations and the
financial data schedules, 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.

The schedule of expenditures of federal awards and financial data schedules are the responsibility of
management and were derived from and relate directly to the underlying accounting and other records
used to prepare the basic financial statements. Such information has been subjected to the auditing
procedures applied in the audit of the basic financial statements and certain additional procedures,
including comparing and reconciling such information directly to the underlying accounting and other
records used to prepare the basic financial statements or to the basic financial statements themselves, and
other additional procedures in accordance with auditing standards generally accepted in the United States
of America. In our opinion, the schedule of expenditures of federal awards and financial data schedules
are fairly stated, in all material respects, in relation to the basic financial statements as a whole.

Other Reporting Required by Government Auditing Standards -

In accordance with Government Auditing Standards, we have also issued our report dated January 20,
2015 on our consideration of the Housing Authority of the Borough of Highlands’ 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 internal control over financial reporting or on compliance. That report is an
integral part of an audit performed in accordance with Government' Auditing Standards in considering
Housing Authority of the Borough of Highland’s internal control over financial reporting and compliance.

Yol Elomit frisn

HOLMAN FRENIA ALLISON, P.C.
Certified Public Accountants

January 20, 2015
Toms River, New Jersey




HOUSING AUTHORITY OF THE BOROUGH OF HIGHLANDS
MANAGEMENT’S DISCUSSION AND ANALYSIS
JUNE 30, 2014

As Management of the Highlands Housing Authority (“the Authority”), we offer readers
of the Authority’s financial statements this narrative overview and analysis of the .
financial activities of the Authority for the fiscal year ended June 30, 2014. We
encourage readers to consider the information presented here in conjunction with the
Authority’s financial statements as presented elsewhere in this Report.

A. Financial Highlights

1. The assets of the Authority exceeded its liabilities at the close of the most
recent fiscal year by $3,265,307 (net position) as opposed to $3,395,288 for
the prior fiscal year.

2. At the close of the current fiscal year, the Authority reported ending
Unrestricted Net Position of $545,889 an increase of $71,447 from the prior

fiscal year.
3

3. The Authority’s cash and cash equivalents balance (including restricted cash)
at June 30, 2014 was $653,173 representing an increase of $59,687 from the
prior fiscal year.

4, The Authority had Total Operating Revenues of $1,007,105 and Total
Operating Expenses (excluding depreciation) of $890,081 for the year ended
June 30, 2014.

5. The Authority's capital outlays for the fiscal year were $40,862.

6. The Authority's Expenditures of Federal Awards amounted to $504,681 for
the fiscal year.

B. Using the Annual Report

1. Management's Discussion and Analysis

The Management’'s Discussion and Analysis is intended to serve as an
introduction to the Authority’s basic financial statements. The Authority’s
basic financial statements and Notes to Financial Statements included in this
Report were prepared in accordance with Generally Accepted Accounting
Principles (“GAAP") applicable to governmental entities in the United States
of America for Proprietary Fund types.




HOUSING AUTHORITY OF THE BOROUGH OF HIGHLANDS
MANAGEMENT’S DISCUSSION AND ANALYSIS
JUNE 30, 2014

B. Using the Annual Report (continued)

2. Basic Financial Statements

The basic financial statements are designed to provide readers with a broad
overview of the Authority’s finances, in a manner similar to a private-sector
business. They consist of Statements of Net Position, Statements of
Revenues, Expenses and Changes in Net Position and Statements of Cash
Flows.

The Statements of Net Position present information on all the Authority’s
assets and liabilities, with the difference between the two reported as net
position. Increases or decreases in net position will serve as a useful

indicator of whether the financial position of the Authority is improving or
deteriorating. ' '

The Statements of Revenues, Expenses and Changes in Net Position present
information showing how the Authority’s net position changed during the most
recent fiscal year. All changes in net position are reported as soon as the
underlying event giving rise to the change occurs, regardless of the timing of
unrelated cash flows. Thus, revenues and expenses are reported in this
statement for- some items ‘that will only result in cash flows in future fiscal
periods (e.g., depreciation and earned but unused vacation leave).

Statements of Cash Flows reports the Authority’s cash flows from operating,
~ investing, capital and non-capital activities. '

The basic financial statements report on the Authority’s activities. The
activities are primarily supported by HUD subsidies and grants. The
Authority’s function is to provide decent, safe and sanitary housing to low
income and special needs populations. The basic financial statements can
be found on pages 10 through 13 in this Report. '

3. Notes to Financial Statements

The Notes to Financial Statements provide additional information that is
essential to a full understanding of the data provided in the basic financial
statements. The Notes to Financial Statements can be found in this Report
after the basic financial statements.




HOUSING AUTHORITY OF THE BOROUGH OF HIGHLANDS
MANAGEMENT’S DISCUSSION AND ANALYSIS
JUNE 30, 2014

Using the Annual Report (continued)

4. Supplemental Information

The Schedule of Expenditures of Federal Awards is presented for purposes of
additional analysis as required by U.S. Office of Management and Budget
Circular. A-133, Audits of States, Local Governments, and Non-profit
Organizations. The Schedule of Expenditures of Federal Awards can be
found on page 41 of this report.

The Authority as a Whole

The Authority’s net position decreased during the fiscal year as detailed on page
7. The Authority's revenues are primarily subsidies and grants received from
HUD and tenant rent. The Authority receives subsidies each month based con a
pre-approved amount by HUD. Grants are drawn down based on need against a
pre-authorized funding level. The Authority’s revenues and reserves were
sufficient to cover all expenses, excluding depreciation during the fiscal year.

By far, the largest portion of the Authority’s net position reflects its investment in
capital assets (e.g., land, buildings, equipment and construction in progress).
The Authority uses these capital assets to provide housing services to its
tenants, consequently, these assets are not available for future spending. The
unrestricted net position of the Authority are available for future use to provide
program services. :




C.

HOUSING AUTHORITY OF THE BOROUGH OF HIGHLANDS

MANAGEMENT’S DISCUSSION AND ANALYSIS

" JUNE 30, 2014

The Authority as a Whole (continued)

Computations of Net Position are as follows:

Cash and Other Assets
Capital Assets — Net
Total Assets

Less: Total Liabilities
Net Position

Net Investment in Capital Assets

Unrestricted Net Position
Net Position

6/30/2014

Computations of Changes in Net Position are as follows:

Revenues
Tenant Revenues
HUD Operating Grants
Other Revenues
Total Operating Revenues

Expenses
Other Operating Expenses
Depreciation Expense
Total Operating Expenses

Operating Income (Loss)
Non-Operating Revenues (Expense):
interest Expense
Interest on Investments

HUD Capital Grants
Total Non-operating Revenues (expenses)

Change in Net Position
Net Position, Beginning of Year
Prior Period Adjustment

Net Position - Beginning of Year

Net Position - End of Year

6/30/2013
$ 599,394 659,689
3,365,846 3,134,418
3,965,240 3,794,107
569,952 528 800
$ 3,395,288 3,265,307
$ 2,920,846 2,719,418
474 442 545 889
$ 3,395,288 3,265,307
$ 523,327 526,944
502,318 463,821
11,642 16,340
1,037,287 1,007,105
910,269 890,081
272,289 272,290
1,182,558 1,162,371
(145,271) (155,266)
(20,604) (19,537)
1,337 3,963
30,585 40,859
11,318 25,285
(133,953) (129,981)
3,529,241 3,395,288
3,529,241 3,395,288
$ 3,395,288 3,265,307




HOUSING AUTHORITY OF THE BOROUGH OF HIGHLANDS
'MANAGEMENT'S DISCUSSION AND ANALYSIS
JUNE 30, 2014

The Authority as a Whole (continued)

Cash — Unrestricted. increased $59,646 due to an increase in the Authority's
unrestricted net position of $71,447.

Net capital assets decreased $231,428 due to depreciation of $272,290 for the
fiscal year ending 6/30/14 and capital additions of $$40,862.

Accounts Payable decreased $7,781 there were several large contract bills
outstanding as of 6/30/13.

Accrued Expenses decreased $2,296 as the sewer bill for JPM was paid as of
6/30/14 but was accrued at 6/30/13.

Unearned revenues increased $1,615 as the Authority had several tenants pay
" their July 2014 rent in June.

Long-term debt decreased $30,000 as the Authority paid its annual debt service
due on the bond leveraging bonds. :

Net investment in capital assets decreased $201,418 due to depreciation of
$272,290 offset by capita! additions of $40,862 and the principal debt payment of
$30,000.

Unrestricted net position increased $71,447 mainly due to the Authority’s
revenue exceeding expenses by $71,219.

HUD operating grants decreased $38,497 due to HUD cuts in the operating fund
formula proration.

Other revenues increased $4,698 due to FEMA monies received during 6/30/14
for losses as a resuit of Super storm sandy.

Capital grants increased $10,274 as the PHA expended more under the Capital
Fund program. ‘

Administrative expenses decreased $40,058 due to a staff reduction in 2014 to
lower expenses as a result of the HUD cuts in subsidy.

Utilities increased $11,008 due to higher gas costs for increased consumption
attributable to the extremely cold winter. :

General expenses increased $10,875 due to higher insurance premiums and
more write-offs of tenant’s accounts receivable.

Investment income increased $2,626 due to higher investment balances created
by additional cash generated from the increase in unrestricted net position.

Budgetary Highlights

For the year ended June 30, 2014, individual program or grant budgets were
prepared by the Authority and were approved by the Board of Commissioners.
The budgets were required by HUD and primarily used as a management tool
and have no legal stature. Also, the Authority adopted a comprehensive annual
budget for the general fund. The budgets were prepared in accordance with the
accounting procedures prescribed by the applicable funding agency.




HOUSING AUTHORITY OF THE BOROUGH OF HIGHLANDS
MANAGEMENT’S DISCUSSION AND ANALYSIS
JUNE 30, 2014

Capital Assets and Debt Administration

. Capital Assets

As of June 30, 2014, the Authority’s investment in capital assets, net of related
debt for its Proprietary Fund was $2,719,418. This investment in capital assets
includes land, buildings, equipment and construction in progress.

Major capital assets purchased from grants of $40,862 during the fiscal year
pertained to expenditures made in accordance with the Authority’s Capital Fund
Program. These activities are funded by grants from HUD.

Additional information on the Authority’s capital assets can be found in the Notes
to the Financial Statements, which is included in this Report.

. Long Term Debt

During the fiscal year ended June 30, 2005, the Authority entered into a Capital

'Fund Leveraging Pool. The New Jersey Housing and Mortgage Finance Agency
issued the bonds and the funds were distributed to the Housing Authority. In
December 2004, the Authority received $583,608 to be used for capital
improvements to its buildings. All funds have been obligated as of December
2008. Further details can be found in the Notes to the Financial Statements.

Economic Factors and Next Year's Budget and Rates

The following factors were considered in preparing the Authority’s budget for the,
fiscal year ending June 30, 2014.

. The need for Congress to cut-back on HUD subsidies and grants.
. The use o_f .the Authority’s Unrestricted Net Position of $545,889 to fund any
shortfalls rising from a possible economic downturn and reduced subsidies and

gl'r]arr\:fs. The Authority’s Unrestricted Net Position appears sufficient to cover any
shortfall.

Contacting the Authority's Financial Management

The financial report is designed to provide a general overview of the Authority's
ﬁnances for all those with an interest. Questions concerning any of the
information provided in this report or requests for additional financial information
should be addressed to Douglas G. Dzema, Executive Director, Housing

Authority of the Borough of Highlands, 215 Shore Drive, Highlands, NJ 07732, or
call (732)872-2022.




HOUSING AUTHORITY OF THE BOROUGH OF HIGHLANDS
Statements of Net Position

June 30,2014 and 2013
2014 2013
ASSETS
Current assets:
Cash and cash equivalents 5 652,331 3 592,685
Accounts receivable - tenants, net B 6,516 5,908
Total current assets 658,847 598,593
Non-current assets:
Capital assets, net 3,134,418 3,365,846
Restricted cash ' 8§42 801
Total non-current assets 3,135,260 3,366,647
Total assets ' 3,794,107 3,965,240
LIABILITIES
Current liabilities:
Accounts payable ' 32,448 40,229
Accrued expenses - 5,242 7,538
_ Accrued compensated absences, current 6,009 7,507
Tenant security deposits 40,836 41,601
Unearned revenues 1,615 -
Other current liabilities : 27,650 28,077
Current portion of long-term debt 30,000 30,000
Total current liabilities A 143,800 154,952
Long-term liabilities: _
Long-term debt, net of current portion 385,000 415,000
Total liabilities 528,800 569,952
NET POSITION
Net position:
Net investment in capital assets ' 2,719,418 2,920,846
Unrestricted 545,889 474,442
Total net position $ 3,265,307 $ 3,395,288

The accompanying notes to the financial statements are an integral part of this statement.
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HOUSING AUTHORITY OF THE BOROUGH OF HIGHLANDS
; - Statements of Revenues, Expenses, and Changes in Net Position
For the years ended June 30, 2014 and 2013

2014 2013
Operating revenues:
Tenant revenue - $ 526,944 $ 523,327
HUD operating grants 463,821 . 502,318
Other revenues © 16,340 11,642
Total operating revenues 1,007,105 1,037,287
Operating expenses:
Administrative A 335,395 375,453
" Tenant services 32 1,503
Utilities 250,442 239,434
Ordinary repairs and maintenance 224,592 225,134
General expenses 79,620 68,743
Depreciation 272,290 ' 272,289
Total operating expenses 1,162,371 1,182,558
Operating loss {155,266) (145,271)
Non-operating revenues (expenses):
Interest expense ' (19,537) (20,604)
Investment income 3,963 1,337
Net non-operating expenses {15,574) (19,267)
Net loss before capital grants (170,840) (164,538)
Capital grants 40,859 30,585
Change in net position : (129,981) (133,953)
Net position, beginning of year ' 3,395,288 3,529,241
Net position, end of year s 3,265,307 $. 3,395,288

‘The accompanying notes to the financial statements are an integral part of this statement.
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HOUSING AUTHORITY OF THE BOROUGH OF HIGHLANDS
Statements of Cash Flows
For the years ended June 30, 2014 and 2013

2014 2013
Cash flows from operating activities: -

Cash received from tenants . 5 © 544,291 $ 534,941
Cash received from grantors 463,821 538,761
Cash paid to employees ‘ (230,709) (254,893)
Cash paidto vendors (672,139) (658,138)

Net cash flows from operating activities 105,264 160,671
Cash flows from capital activities: _

‘Purchases of capital assets - (40.862) {30,585)
Interest paid on debt (19,537) (20,604)
Principal payments on long term debt (30,000) (25,000}
Proceeds from capital grants 40,859 30,585

Net cash flows from capital activities (49,540) (45,604)
Cash flows from investing activities:
Interest received on investments : 3,963 1,337 -
Net cash flows from investing activities . 3,963 1,337
Net change in cash . 59,687 116,404
Cash and cash equivalents, beginning of year 593,486 477,082
Cash and cash equivalents, end of year $ 653,173 | $ 593,486
Reconciliation to Statements of Net Position:
Cash and cash equivalents h 652,331 $ 592,685
Restricted cash _ : 842 801
Total cash and cash ‘equivalents . 3 653,173 § 593,486

The accompanying notes to the financial statements are an integral part of this statement.
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HOUSING AUTHORITY OF THE BOROUGH OF HIGHLANDS
Statements of Cash Flows {continued)
For the years ended June 30, 2014 and 2013

2014 2013
Reconciliation of operating loss to net cash
flows from operating activities:
Operating loss b (155,266) b (145,271)
Iterns which did not use cash:
Depreciation 272,290 272,289
. Bad debts , 8,299 3,667
Working capital changes which (used)/provided cash:
Accounts receivable - HUD Co- 36,443
Accounts receivable - tenants ' (8,907) (2,694)
Accounts payable (7,781) (688)
Accrued wages and payroll taxes (2,296) (1,971)
Accrued compensated absences (1,498) (4,014)
Tenant security deposits (765) 221
Unearned revenues 1,615 . (1,001)
Other current liabilities ‘ (427) 3,690
Net cash flows from operating activities 3 105,264 3 160,671

The accompanying notes to the financial statements are an integral part of this statement.




HOUSING AUTHORITY OF THE BOROUGH OF HIGHLANDS
Notes to Financial Statements
For the years ended June 30, 2014 and 2013

NOTE 1: ORGANIZATION AND PURPOSE

The Housing Authority of the Borough of Highlands (the “Authority”) is a governmental, public
corporation created under federal and state housing laws as defined by State statute (NJ.S.AL4A12A-],
et. Seq., the “Housing Authority Act”) for the purpose of engaging in the development, acquisition, and
administrative activities of the low-income housing program and other programs with similar objectives
for low and moderate income families residing in the Borough of Highlands. The Authority is
responsible for operating ‘certain low-rent housing programs administered by the U.S. Department of
Housing and Urban Development (“HUD”). These programs provide housing for eligible families
under the United States Housing Act of 1937, as amended.

The Authority is governed by a board of commissioners which is essentially autonomous but is
responsible to HUD and the State of New Jersey Department of Community Affairs. An executive
director is appointed by the Authority’s Board to manage the day-to-day operations of the Authority.
NOTE 2: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
A. Description of Programs
Low Rent Public Housing Program

The public housing program is designed to provide low-cost housing within the Borough of
Highlands. Under this program, HUD provides funding via an annual contributions contract. These
funds, combined with the rental income received from tenants, are available solely to meet the
operating expenses of the program.

Public Housing Capital Fund Program

The purpose of the Capital Fund Program is to provide another source of funding to cover the cost
f)f phys.ical and management improvements and rehabilitation on existing low-income housing and
improving the central office facilities. Funding for this program is provided by grants from HUD.

B. Reporting Entity

In accordance with Statement No. 39 of the Government Accounting Standards Board (*GASB™),
the Authority’s financial statements include those of the Authority and any component units.
Component units are legally separate, tax-exempt organizations that meet all of the following
criteria:

» The economic resources reccived by the separate organization are almost entirely for the direct
benefit of the Authority,

» The Authority has the ability to access a majority of the economic resources held by the
separate organization,

» The economic resources referred to above are significant to the Authority.




HOUSING AUTHORITY OF THE BOROUGH OF HIGHLANDS
Notes to Financial Statements (continued)
For the years ended June 30, 2014 and 2013

NOTE 2: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

B.

Reporting Entity (continued)

Based upon the application of these criteria, this report includes all programs and activities operated
by the Authority. There were no additional entities required to be included in the reporting entity
under these criteria in the current fiscal year. Furthermore, the Authority is not included in any
other reporting entity on the basis of such criteria.

. Basis of Accounting

The financial statements of the Authority have been prepared on the accrual basis of accounting
and in accordance with generally accepted accounting principles (“GAAP™) applicable to
enterprise funds of state and local governments.

All activities of the Authority are accounted for within a single proprietary (enterprise) fund.
Proprietary funds are used to account for operations that are (a) financed and operated in a
manner similar to private business enterprise where the intent of the governing body is that the
cost (expenses, including depreciation) of providing goods or services to the general public on a
continuing basis be financed or recovered primarily through user charges; or (b) where the
governing body has decided that periodic determination of revenues earned, expenses incurred,
and/or net income is appropriate for capital maintenance, public policy, management control,
accountability, or other purposes.

The accounting and financial reporting treatment applied to the Authority is determined by its
measurement focus. The transactions of the Authority are accounted for on a flow of economic
resources measurement focus. With this measurement focus, all assets, liabilities and deferred
inflow or outflow of resources associated with the operations are included on the statement of net
position. Net position (i.e., total assets net of total liabilities) are segregated into invested in

capital assets, net of related debt and unrestricted components.

Use of Management Estimates

'_I‘he preparation of financial statements in conformity with accounting principles generally accepted
in the United States of America requires management to make estimates and assumptions that affect
certain reported amounts of assets and liabilities, and disclosure of contingent assets and liabilities
at the date of the financial statements and the reported amounts of revenues and expenses during the
reporting period. Significant estimates include the allowance for doubtful accounts, accrued
expenses, depreciable lives of properties and equipment, amortization of leasehold improvements
and contingencies. Actual results could differ significantly from these estimates.

Cash and Cash Equivalents

New Jersey Authorities are required by N.J.S.A. 40A:5-14 to deposit public funds in a bank or trust
company having its place of business in the State of New Jersey and organized under the laws of the
United States of America or State of New Jersey or the New Jersey Cash Management Fund.
N.JS.A. 40A:5-15.1 provides a list of securities which may be purchased by New Jersey
Authorities. The Authority is required to deposit funds in public depositories protected from loss
under the provisions of the Governmental Unit Deposit Protection Act (“GUDPA”). GUDPA was

Fnacted in 1970 to protect governmental units from a loss of funds on deposit with a failed banking
institution in New Jersey. .




HOUSING AUTHORITY OF THE BOROUGH OF HIGHLANDS
Notes to Financial Statements (continued)
For the years ended June 30, 2014 and 2013

NOTE 2: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
E. Cash and Cash Equivalents (continued)

N.I.S.A. 17:9-42 requires governmental units to deposit public funds only in public depositories
located in New Jersey, when the funds are secured in accordance with the Act.

HUD requires housing authorities to invest excess funds in obligations of the United States of
America, certificates of deposit, or any other federally insured investment. HUD also requires that
deposits be fully collateralized at all times. Acceptable collateralization includes FDIC insurance
and the market value of securities purchased and pledged to the political subdivision. Pursuant to
HUD restrictions, obligations of the United States of America are allowed as security for deposits.
Obligations furnished as security must be held by the Authority or with an unaffiliated bank or trust
company for the account of the Authority.

For the Statements of Cash Flows, cash and cash equivalents include all cash balances and highly
liquid investments with an original maturity of three months or less at time of acquisition.

It is the Authority's policy to maintain collateralization in accordance with state and HUD
requirements.

E. Accounts Receivable - Tenants

Rents are due from tenants on the first day of each month. As a result, tenants’ receivable balances
primarily consist of rents past due and vacated tenants. An allowance for doubtful accounts is
established to provide for all accounts which may not be collected in the future for any reason.
Collection losses on accounts receivable are charged against the allowance for doubtful accounts.

F. Accounts Receivable - HUD

The Authority periodically draws down from a preauthorized amount of grant funds available
through HUD’s Line of Credit Control System (LOCCS). HUD grant funds that are earned by the
Authority at year end which have not yet been received are recorded as accounts receivable - HUD.
No allowance for doubtful accounts is established, as amounts have been preauthorized by HUD.

G. Prepaid Expenses

Prepaid expenses represent amounts paid as of year-end that will benefit future operations.

H. Capital Assets

Capital assets are stated at cost. Expenditures for repairs and maintenance are charged directly to
expense as they are incurred. Expenditures determined to represent additions or betterments are
capitalized.” Upon the sale or retirement of fixed assets, the cost’ and related accumulated
depreciation are. eliminated from the accounts and any related pain or loss is reflected in the
Statement of Revenues, Expenses, and Changes in Net Position. Depreciation is calculated using
the straight-line method based on the estimated useful lives of the following asset groups:

Furniture and equipment 3 — 5 years
Site improvements 15 years
New buildings 40 years




HOUSiNG AUTHORITY OF THE BOROUGH OF HIGHLANDS
’ Notes to Financial Statements (continued) '
For the years ended June 30, 2014 and 2013

NOTE 2: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

H.

L

Capital Assets (cohtinued)
The Authority has established a capitalization threshold of $1,000.
Compensated Absences

Compensated absences represent amounts to which employees are entitled to based on accumnulated
leave earned in accordance with the Authority's Personnel Policy. Employees may be compensated
for accumulated vacation leave in the event of retirement or termination from service at the current
salary. Accumulated leave will be paid up to 50% of an employee’s accumulated vacation days, up
to $7,500. For the years ended June 30, 2014 and 2013, the Authority accrued compensated
absences in the amount of $6,009 and $7,507, respectively. '

Unearned Revenue

The Authority's unearned revenue primarily consists of the prepayment of rent by residents and the
receipt of HUD and other governmental program funding applicable to future periods.

K. Inter-Program Receivables and Payables

Inter-program receivables/payables are current, and aré the result of the use of the Public Housing
Program as the common paymaster for shared costs of the Authority. Cash settlements are made
periodically, and all inter-program balances net to zero. In accordance with GASB Statement No.
34, inter-program receivables and payables are eliminated for financial statement purposes,
however they are reflected in the accompanying financial data schedule as required by HUD.

L. Operating Revenues and Expenses
The Authority defines its operating révenues as income derived from charges to residents and others
for services provided as well as government subsidies and grants used for operating purposes.
Oper:%tmg expenses are costs incurred in the operation of its program activities to provide services
to residents and others. The Authority classifies all other revenues as non-operating.

M. Taxes
The Authority is a unit of local government under New Jersey law and is exempt from real estate,
sales and income taxes.

N. Equity Classifications

Equity is classified as net position and can displayed in three components as follows:

Net Investment in capital assets - Consists of capital assets including restricted capiial assets, net of

accumulated depreciation and 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. '




HOUSING AUTHORITY OF THE BOROUGH OF HIGHLANDS
Notes to Financial Statements (continued)
For the years ended June 30, 2014 and 2013

NOTE 2: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
N. Equity Classifications

Restricted net position - Consists of net position with constraints placed on the use either by (1)
external groups such as creditors, grantors, contributors, laws or regulations of other governments;
or (2) law through constitutional provisions or enabling legislation.

Unrestricted net position - All other net position that do not meet the definition of "restricted" or
“net investment in capital assets”.

O. Budgets and Budgetary Accounting

The Authority is required by contractual agreements to adopt annual, appropriated operating
budgets for all its Enterprise Funds receiving federal expenditure awards. All budgets are prepared
on a HUD basis, which is materially consistent with accounting principles. generally accepted in the
United States of America. All appropriations lapse at HUD's program year-end or at the end of
grant periods.

Q. Subséquel_lt Events

Housing Authority of the Borough of Highlands has evaluated subsequent events occurring after
June 30, 2014 through the date of January 20, 2015, which is the date the financial statements
were available to be issued.

- NOTE 3: CASH AND CASH EQUIVALENTS

At June 30, 2014 and 2013, the Authority had funds on deposit in checking and escrow accounts. All
‘bank deposits as of the balance sheet date are covered by the Government Unit Depository Protection
Act of the State of New Jersey, which requires the institution to pool collateral for all governmental
deposits and have the collateral held by an approved custodian in the Authority's name.

For-the fiscal years ended June 30, 2014 and 2013, the carrying amount of the Authority's cash and cash
equivalents (including restricted cash) was $653,173 and $593,486 and the bank balances totaled
$659,366 and $606,257, respectively. ‘ -

At June 30, 2014 and 2013, cash and cash equivalents consisted of the following:

2014 2013
Unrestricted cash $ - 611,495 $. 551,084
Tenant security deposits 40,836 41,601
Restricted cash 842 : 801

Total cash and cash equivalents 653,173 $ 593,486




HOUSING AUTHORITY OF THE BOROUGH OF HIGHLANDS
Notes to Financial Statements (continued)
For the years ended June 30, 2014 and 2013

NOTE 4: ACCOUNTS RECEIVABLE - TENANTS, NET
Tenant receivables consist of rental money due to the Authority for providing housing, and are shown

net of an allowance established by the Authority. As of June 30, 2014 and 2013, tenant accounts
reccivable consisted of the following:

2014 : 2013
Tenant receivables 3 12,381 $ 7.385
Allowance for doubtful accounts (5.865) (1.477)

Total accounts receivable — tenants, net $ 6,516 h 5908

NOTE 5: ACCOUNTS RECEIVABLE - HUD

Accounts receivable — HUD consists of amounts due as part of the Authority’s low rent public housing
program. As of June 30, 2014 and 2013, the Authority had no accounts receivable from HUD.

NOTE ¢: RESTRICTED CASH

Restricted cash consists of Capital Fund Program Revenue Bonds proceeds from the 2004 Series A
Capital Fund Program Revenue Bonds and are restricted for certain capital improvements in accordance
with the Authority’s approved annual plan: As of June 30, 2014 and 2013, the carrying amount of the
Authority’s restricted cash was $842 and $801, respectively.

NOTE 7: CAPITAL ASSETS, NET

A summary of the changes in capital assets during 2014 and 2013 is shown on the following page.

June 30, June 30,
Description 2013 Additions Deletions 2014
Non-depreciable:
Land 5 54,433 $ - 3 - 3 54,433
Construction in progress 41,235 40,862 - 82.097
Total 95,668 : - - 136,530
Depreciable:
Buildings ‘ 7,629,194 - .- 7,629,194
Furniture and equipment 131,263 - - 131,263
Leasehold improvements 1,168,562 - - 1,168,562
Total §.929.019 - - 8.929.019
Less: accumulated depreciation {5.658.841) (272.290) - (5.931.131)

Capital assets, net $ 3365846 S (231.429) § - §_ 3134418




HOUSING AUTHORITY OF THE BOROUGH OF HIGHLANDS
Notes to Financial Statements (continued)
For the years ended June 30, 2014 and 2013

NOTE 7: CAPITAL ASSETS, NET (continued)

June 30, June 30,

Description 2012 Additions Deletions 2013
Non-depreciable:
Land 5 54433 % - % - % 54,433
Construction in progress 162,875 30,586 (152,226) 41,235
Total 217,308 30.586 (152,226) 95,668
Depreciable:
Buildings 7,480,969 148,225 - - 7,629,194
Furniture and equipment 131,263 - - 131,263
Leasehold improvements 1.164.562 4,000 . - 1,168,562
Total _ 8.776.794 - - 8.929.019
Less: accumulated depreciation (5.386.552) (272.289) - (5.658.841)
Capital assets, net $ 3607550 §__(89.478) § - % 3365846

NOTE 8: OTHER CURRENT LIABILITIES

Other current liabilities consist of a payment in lieu of taxes. Under Federal, State and local law, the
Authority’s programs are exempt from income, property and excise taxes. However, the Authority is
required to make a payment in licu of taxes (“PILOT”) for the PHA Owned Program in accordance with
the provisions of its Cooperation Agreement with the Borough of Highlands. Under the Cooperation
Agreement, the Authority must pay the Borough the lesser of 10% of its net shelter rent or the
approximate full real property taxes. For the years ended June 30, 2014 and 2013, the Authority
incurred PILOT expenses in the amount of $27,650 and $28,077, respectively.

NOTE 9: LONG TERM DEBT

During 2004, the Authority entered into a Capitat Fund leveraging pool. The New Jersey Housing and
Mortgage Finance Agency issued tax exempt, twenty year Capital Fund Program Revenue Bonds, 2004
Series A, on December 23, 2004. The Authority’s share of funds from the bond issue pool amounted to
$600,000. Interest accrues at 4.418% and is payable semi-annually on May 1* and November 1%
Repayment of the funds shall be paid solely from Capital Fund allocations received by the Authority
from the Department of Housing and Urban Development.

The Authority’s long-term debt at June 30, 2014 and 2013 consisted of the following:

' 2014 2013
Capital fund revenue bonds $ 415,000 $ 445,000
Less: current portion {30.000) (30.000)

Long-term debt, net of current portion § 385,000 $ 415,000




HOUSING AUTHORITY OF THE BOROUGH OF HIGHLANDS
Notes to Financial Statements (continued)
For the years ended June 30, 2014 and ‘2013

NOTE 9: LONG TERM DEBT (continued)

Future maturities of debt service are as follows:

Year ’ Principal Interest Totat
2015 3 30,000 $ 18,573 $ 48,573
2016 30,000 17,272 47,272
2017 30,000 15,983 45,983
2018 40,000 14,561 54,561
2019 30,000 12,921 42921
2020-2024 195,000 ) 39,808 234,808
2025-2026 60,000 2.820 62,820
§ 415000 ) 121,961 - 8. 536961

NOTE 10: PENSION PLAN

A,

Plan Description

The Authority contributes to a cost-sharing multiple-employer defined benefit pension plan
administered by Public Employees’ Retirement System (PERS) of New Jersey, which is part of the
Division of Pensions in the Department of Treasury, State of New Jersey. It provides retircment,
disability, annual cost-of-living and death benefits to plan members and beneficiaries. The State
administered funds were established by an Act of the State Legislature, which assigns the authority
to establish and amend benefit provisions to the plan’s board of trustees. PERS issues a publicly
available financial report that includes financial statements and required supplementary information.
That report may be obtained by writing to PERS.

Contribution Requirements

The contribution policy is set by N.J.5.4.43:154, Chapter 62, P.L. of 1994, Chapter 115, P.L. of
1997 and N.JSA.18:66, and requires contributions by active members and contributing
employers. Plan member and employer contributions may be amended by State of New Jersey
legisiation. PERS provide for employee contributions of 6.5%, effective October 1, 2011, of
employees’ annual compensation as defined. The rate will increase over the next seven years to
7.5%. From July 1, 2011 through September 30, 2011, plan members were required to contribute
5.5% of their annual salaries until the contribution rate increased to 6.5% on October 1, 2011,
Employers are required to contribute at an actuarially determined rate in PERS. The actuarially
determined contribution includes funding for cost-of-living adjustments, noncontributory
death benefits, and post-retirement medical premiums. The Authority contributed $21,613
and $25,281 to PERS for the years ended June 30, 2014 and 2013, respectively.




HOUSING AUTHORITY OF THE BOROUGH OF HIGHLANDS
Notes to Financial Statements (continued)
For the years ended June 30, 2014 and 2013

NOTE 11: POST EMPLOYMENT BENEFITS

A.

Plan Description

The State of New Jersey sponsors and administers the post-retirement health benefit program plans
for participating entities, including the Authority. The Plans are cost-sharing, multiple employer-
defined benefit plans.

As a result of implementing GASB Statement No. 43, Financial Reporting for Post-Employment
Benefit Plans Other than Pension Plans (“OPEB™), effective for fiscal year 2007, the State Health
Benefits Program (“SHBP”) and the Prescription Drug Program (“PDP™) and Post-Retirement
Medical (“PRM™) of the PERS and TPAF are combined and reported as Pension and Other
Employee Benefit Trust funds in the State’s Comprehensive Annual Financial Report (“CAFR”).
Specifically, SHBP-State, PDP-State, and the PRM of the PERS are combined and reported as a
Fund (Health Benefits Program Fund-State). The SHBP-Local, PDP-Local, and the PRM of the
TPAF are combined and reported as a separate Fund (Health Benefits Program Fund-Local) in the
State’s CAFR. The health benefits programs had a total of 602,738 enrolled participants for the
fiscal year 2013,

The State of New Jersey, Department of the Treasury, Division of Pensions and Benefits issues
publicly-available financial reports that include the financial statements and required supplementary
information of the above trusts. The financial reports may be obtained by writing to the State of
New Jersey, Department of the Treasury, Division of Pensions and Benefits, PO Box 295, Trenton,
New Jersey 08625-0295.

. Funding Status and Progress

P.L. 1987, ¢.384 and P.L. 1990, c.6 required the PERS to fund post-retirement medical benefits for
those State and participating local government employees who retire after accumnulating 25 years of
credited service or on a disability retirement. As of June 30, 2013, there were 147,778 retirces
eligible for post-retirement medical benefits. The cost of these benefits is funded through
contributions by the State and participating local governments in accordance with P.L. 1994, ¢.62.

Funding of post-retirement medical benefits changed from a pre-funding basis to a pay-as-you-go
basis beginning in fiscal year 1994.P.L. 1977, c.136 provides for the State and participating local
governments to pay health benefits on a pay-as-you-go basis for all enrolled retired employees,
regardless of retirement date, under 2 provisions, The first is for employees whose pensions are
based on 25 years or more of credited service (except those who elect a deferred retirement). The
second is for retired employees who are eligible for a disability retirement regardless of years of
service.

PERS retirees are excluded from the provisions set forth in P.L. 1977, ¢.136 since their health
benefits coverage is funded through each of their respective pension fund systems via an annual
appropriation, Participating local governments made PRM contributions of $322.3 million for
PERS in fiscal year 2013. '

22




HOUSING AUTHORITY OF THE BOROUGH OF HIGHLANDS
Notes to Financial Statements (continued)
For the years ended June 30, 2014 and 2013

NOTE 11: POST EMPLOYMENT BENEFITS
B. Funding Status and Progress (continued)

The State will set in fiscal year 2012 the employer contribution rate based on the annual required
contribution of the employers (“ARC™), an amount actuarially-determined in accordance with the
parameters of GASB Statement No. 45. The ARC represents a level of funding that, if paid on an
ongoing basis, is projected to cover normal cost each year and amortize any unfunded actuarial
liabilities (or funding excess) of the plan over a period not to exceed 30 years. The Authority’s
contributions to the State Health Benefits Program Fund for post-retirement benefits for the years
ended June 30, 2014 and 2013 were $42,298 and $106,850, respectively.

NOTE 12: CONSTRUCTION COMMITMENTS

At June 30, 2014 and 2013, the Authority retained outstanding construction commitments
pertaining to its capital fund. The costs pertaining to such commitments will be paid by grants
approved and committed to the Authority by the LS. Department of Housing and Urban
Development.

NOTE 13: ECONOMIC DEPENDENCY

The Low Rent Public Housing programs are economically dependeﬁt on annual subsidics from
HUD.

NOTE 14: RISK MANAGEMENT

The Authority is exposed to various risks related to lawsuits, torts, theft of, damage to and
destruction of assets; error and omission, injuries to employees; and natural disaster. Significant
losses are covered by commercial insurance for all major programs; there have been no significant
reductions in insurance coverage. Claims expenditures and liabilities are reported when it is
probable that a loss has occurred, the amount of the loss can be reasonably estimated, and said
amount exceeds insurance coverage. Settlement amounts have not exceeded insurance coverage
except for deductibles for the past three years.

NOTE 15: CONTINGENT LIABILITIES

The Authority rececives financial assistance from HUD in the form of grants and subsidies.
Entitlement to the funds is generally conditional upon compliance with terms and conditions of the
grant agreements and applicable regulations, including the expenditure of the funds for eligible
purposes. Substantially all grants, entitlements and cost reimbursements are subject to financial and
compliance audits by HUD. As a result of these audits, costs previously reimbursed could be
disallowed and require payments to HUD. As of June 30, 2014 and 2013, the Authority estimates
that no material liabilities will result from such audits.




i HOUSING AUTHORITY OF THE BOROUGH OF HIGHLANDS Schedule 1
: Detailed Schedules of Revenues, Expenses, andrChanges in Net Position
For the years ended June 30, 2014 and 2013

2013

2014
Revenues:
Apartment rentals:
70300 Nettenant rental revenue 5 518,301 511,761
70400 Tenant revenue - other 8,643 11,566
70600 HUD operating grants 463,821 502,318
Total rental revenue, net 990,765 1,025,645
Financial revenue:
71100 Investment income - unrestricted 3,963 1,337
Other revenue:
70610 Capital grants 40,859 30,585
715060 Miscellaneous revenue 16,340 11,642
Total other revenue 57,199 42,227
Total revenue 1,051,927 1,069,209
Expenses:
Administrative:
91100 Administrative salaries 161,854 177,500
21200  Audit expense 6,740 6,740
91500 Employee benefits 40,704 73,859
91600 Office expense 85,266 80,939
91700 Legal expense 13,280 14,608
91800 Travei 4,292 711
91900 Miscellaneous administrative expense 23,259 21,096
Total administrative 335,395 375,453
Tenant services:
92400 Other ieqant services 32 1,503
Total tenant services 32 1,503
Utilities:
93100 Water 26,702 24,208
93200  Electricity 72,973 72,674
93300 Gas 79,647 70,957
93600 Sewer 71,120 71,120
. 93600 Other utility expense - 475
Total utilities 250,442

239,434




HOUSING AUTHORITY OF THE BOROUGH OF HIGHLANDS Schedule I
Detailed Schedules of Revenues, Expenses, and Changes in Net Position (continued)
For the years ended June 30, 2014 and 2013

2014 2013
Expenses (continued):
Operating and maintenance:
94100 Salaries 65,061 71,408
94200 Materials 27,791 29,430
94300 Contracts 87,277 91,305
94500 Employee benefits 44,463 32,991
Total operating and maintenance 224,592 225,134
General expenses:
96100 Insurance 41,258 36,691
96210 Compensated absences 2,413 310
96300 Payment in lieu of taxes 27,650 28,077
96400 Bad debt - tenant rents 8,299 3,667
96710 Interest expense 19,537 20,604
96710 Amortization of bond issue cost - -
Total general expenses 99,157 £9,349
Total cost of operations before depreciation 909,618 930,873
Change in net position before depreciation 142,309 138,336
97400 Depreciation expense 272,290 272,289
Change in net position (129,981} (133,953)
Net position, beginning of year 3,395,288 3,529,241
Net position, end of year $ 3,265,307 3,395,288
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INDEPENDENT AUDITORS’ REPORT ON INTERNAL CONTROL OVER FINANCIAL
REPORTING AND ON COMPLIANCE AND OTHER MATTERS
BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED
IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

The Board of Commissioners
Housing Authority of the Borough of Highlands:

We have audited, in accordance with the 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, the financial statements of the Housing Authority

of the Borough of Highlands, as of and for the year ended June 30, 2014, and the related notes to the
financial statements, which collectively comprise the Housing Authority of the Borough of Highlands®
basic financial statements, and have issued our report thereon dated January 20, 2015.

Internal Control Over Financial Reporting

In planning and performing our audit of the financial statements, we considered the Housing Authority of
the Borough of Highlands® internal control over financial reporting (internal control) to determine the
audit procedures that are appropriate in the circumstances for the purpose of expressing our opinions on
the financial statements, but not for the purpose of expressing an opinion on the effectiveness of the
Housing Authority of the Borough of Highlands’ internal control. Accordingly, we do not express an
opinion on the effectiveness of the Housing Authority of the Borough of Highlands” internal control.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employzes, 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 a 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 on a timely basis. A
significant deficiency is a deficiency, or a combination of deficiencies, in internal control that is less
severe than a material weakness, yet important enough to merit attention by those charged with
governance.

Our consideration of internal control was for the limited purpose described in the first paragraph of this
section and was not designed to identify all deficiencies in internal control that might be material
weaknesses or significant deficiencies. Given these limitations, during our audit we did not identify any
deficiencies in internal control that we consider to be material weaknesses. However, material weaknesses
may exist that have not been identified.
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Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Housing Authority of the Borough of
Highlands® financial statements are free from 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 no instances of
noncompliance or other matters that are required to be reported under Government Auditing Standards.

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control and compliance
and the results of that testing, and not to provide an opinion on the effectiveness of the entity’s internal
control or on compliance. This report is an integral part of an audit performed in accordance with
Government Auditing Standards in considering the entity’s internal control and compliance. Accordingly,
this communication is not suitable for any other purpose.

ot ELenip fisH

HOLMAN FRENIA ALLISON, P.C.
Certified Public Accountants

January 20, 2015
Toms River, New Jersey
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INDEPENDENT AUDITORS’ REPORT ON COMPLIANCE FOR EACH MAJOR FEDERAL
PROGRAM AND REPORT ON INTERNAL CONTROL OVER COMPLIANCE REQUIRED BY
OMB CIRCULAR A-133

The Board of Commissioners
Housing Authority of the Borough of Highlands:

Report on Compliance for Each Major Federal Program

We have audited the Housing Authority of the Borough of Highlands® compliance with the types of
compliance requirements described in the U. S. Office of Management and Budget (OMB) Circular A-133
Compliance Supplement that could have a direct and material effect on each of its major federal programs
for the year ended June 30, 2014. Housing Authority of the Borough of Highlands® major federal programs
are identified in the summary of auditors’ results section of the accompanying schedule of findings and
questioned costs.

Management’s Responsibility

Management is responsible for compliance with the requirements of laws, regulations, contracts, and
grants applicable to its federal programs.

Auditors’ Responsibility

Our responsibility is to express an opinion on compliance for each of Housing Authority of the Borough of
Highlands” major federal programs based on our audit of the types of compliance requirements referred to
above. 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 OMB Circular A-133,
Audits of States, Local Governments, and Non-Profit Organizations. Those standards, OMB Circular A-
133, require that we plan and perform the audit to obtain reasonable assurance about 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 Housing Authority of the Borough of Highlands’ 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 on compliance for each major

federal program. However, our audit does not provide a legal determination of Housing Authority of the
Borough of Highlands’ compliance.
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Opinion on Each Major Federal Program

In our opinion, Housing Authority of Borough of Highlands complied, in all material respects, with the
types of compliance requirements referred to above that could have a direct and material effect on each of
its major federal programs for the year ended June 30, 2014.

Report on Internal Control Over Compliance

Management of Housing Authority of the Borough of Highlands is responsible for establishing and
maintaining effective internal control over compliance with the types of compliance requirements referred
to above. In planning and performing our audit of compliance, we considered Housing Authority of the
Borough of Highlands” internal control over compliance with the types of requirements that could have a

_ direct and material effect on each major federal program to determine the auditing procedures that are

appropriate in the circumstances for the purpose of expressing an opinion on compliance for each major
federal program and to test and report on intemal control over compliance in accordance with OMB
Circular A-133, but not for the purpose of expressing an opinion on the effectiveness of internal control

over compliance, Accordingly, we do not express an opinion on the effectweness of Housing Authonty of

the Borough of Highlands’ internal control over compliance.

A deficiency in internal control over dompliance exists when the design or operation of a control over
compliance does not allow 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 combination of deficiencies, in internal control over compliance, such that there is a
réasonable 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. A significant deficiency in

internal control over compliance is a deficiency, or a combination of deficiencies, in internal control over
compliance with a type of compliance requirement of a federal program that is less severe than a material
weakness in internal control over compliance, yet amportant enoughto merit attention by those.charged
with govemance

Cur conside'ration of internal control over compliance was for the limited purpose described in the first
paragraph of this section and was not designed to identify all deficiencies in internal control over
compliance that might be material weaknesses or significant deficiencies. We did not identify any
deficiencies in internal control over compliance that we consider to be materlal weaknesses. However,
matenal weaknesses may exist that have not been identified.

The purpose of this report on internal control over compliance is solely to describe the scope of our

“testing of internal contro! over compliance and the results of that testing based on the requirements of

‘OMB Circular A-133. Accordingly, this report is not suitable for any other purpose..

H AMIN LB #uisnl

- HOLMAN FRENIA ALLISON, P.C.
- Certified Public Accountants

January 20, 2015
Toms River, New Jersey




- HOUSING AUTHORITY OF THE BOROUGH OF HIGHLANDS
Schedule of Expenditures of Federal Awards
For the year ended June 30, 2014

: Federal CFDA/ Grant - Current Year
Grantor/Program Title _ Account Number Amount Grant Period Expenditures
U.S. Department of Housing
and Urban Development:
Public and Indian Housing 14.850 $ 388,879 07/01/2013-06/30/2014 % 388,879
* Public Housing Capital Fund Program 14.872 115,802 07/01/2013-06/30/2014 115,802
b 504,681

The accompanying notes to the schedule of expenditures of federal awards are an integral part of this statement.

40

o



HOUSING AUTHORITY OF THE BOROUGH OF HIGHLANDS
‘Notes to Schedule of Expenditures of Federal Awards
For the year ended June 30, 2014
NOTE 1, GENERAL ‘,
" The accompanymg schedule of expendltures of federal awards presents the actmty of all federal
financial assistance programs of, the Housing Authonty of the Borough of nghlands The Authorlty
is defined in Note 1 of the general purpose fi financial statements..
NOTE 2: BASI_S OF A(fCOUNTlNG
The accompanying schedule of expenditures of federal awards includes the federal grant activity of
the Authority and is presented on the accrual basis of accounting. The information in this schedule is
presented - in accordance with the requirements of OMB CircularA-133, Audits of States, Local
Governments, and Non-Profit Organizations. Therefore, some amounts presented in this schedule
may differ from amounts presented in, or used in the preparation of the basic financial statements.
NOTE 3: RELATIONSHIP TO THE GENERAL PURPOSE FINANCIAL STATEMENTS
Amounts reported in the accompanying schedules agree with amounts reported in the Authority’s
general—purpose financial statements :
NOTE 4: RELATIONSHIP TO THE FEDERAL F TNANCIAL REPORTS
Amounts reported in the- accompanymg schedule agree with amounts reported in the related Federal
financial reports. . : -

NOTE 5: NON-CASH FEDERAL ASSISTANCE e

The Authority did not receive any non-cash Federal assistance for the year ended June 30, 2014,

NOTE 6: LOAN GUARANTEES

At Jtme 30,20 1'4, the Authority is not the gugrantor of any _loar’ts outstanding.
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HOUSING AUTHORITY OF THE BOROUGH OF HIGHLANDS
Schedule of Findings and Questioned Costs
- For the year ended June 30, 2014
Section I - Summary of Auditors' Results
Financial Statements
ijpe of auditors' report issued: ‘ ' " Unmedified
Internal control over financial reporting:

1) Material weakness identified? ‘None noted

2) Deficiencies in internal control identified that are ‘
not considered to be material weaknesses? __ None noted .

Noncompliance material to general pulpose financial _
statements.noted? o None noted

A

Federal Awards

Do!lér thres‘hold-used to distinguish between type Aand fype B programs: $ 300,000
Auditee qualified as low-risk auditee? ’ S ‘ - Yes
" Type of auditors’ifepon issued on compliance for major programs: Unmodified

Internal Control over major programs:

1) Material weakness iden_tiﬁed?' ‘ _ B ‘None noted

2) Deficiencies in internal control identified that are _
not considered to be matf::rial weaknesses? None noted

© Any aundit findings disclosed that aré required to be reported
in accordance with OMB Circular A-133? - _ None noted

Identification of major programs:

. CFDA Number o Name of Federal Program
14850 * Public & Indian Housing

14872 . : Public Housing Capital Fund

42




HOUSING AUTHORITY OF THE BOROUGH OF HIGHLANDS
. Schedule of Findings and Questioned Costs (continued)
' For the year ended June 30, 20'14 ’

Section II — Financial Statement Fi inding&

This section identifies the reportable conditions, material weaknesses and instances of noncompliance
- related to the basic financial statements that are required to be reported in accordance with Chapter 5 of
Government Auditing Standards.

No Current Year Findings.

Section III ~Federal Financial Assistance Findings & Questioned Costs -

This section identifies thé reportable conditions, material weaknesses and instances of noncompliance, including
questioned costs, related to the audit of major federal programs, as required by OMB Circular A-133.

‘No Current Year Findings.
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HOUSING AUTHORITY OF THE BOROUGH OF HIGHLANDS
Schedule of Prior Year Findings and Questioned Costs
For the year ended June 30, 2014

This section identifies the status of prior-year findings related to the basic financial statements and
Federal awards that are required to be reported in accordance with Chapter 6.12 of
Government Auditing Standards and U.S. OMB Circular A-133 (section .315 (a)(b)).

No Prior Year Findings
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