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INDEPENDENT AUDITORS' REPORT

September 4, 2003

To the Board of Commissioners of
Lorain Metropolitan Housing Authority
Lorain, Ohio

We have audited the accompanying statements of net assets of Lorain Metropolitan Housing Authority
(LMHA) and the discretely presented component unit, Lorain County Elderly Housing Corporation (LCEHC), a
not for profit entity, as of June 30, 2003 and 2002 and the related statements of revenue, expenses, and
changes in net assets and the statements of cash flows for the fiscal years then ended. These financial
statements are the responsibility of the management of Lorain Metropolitan Housing Authority. Our
responsibility is to express an opinion on these financial statements based on our audits.

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

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial
position of Lorain Metropolitan Housing Authority as of June 30, 2003 and 2002, and the results of its
operations and its cash flows for the years then ended in conformity with accounting principles generally
accepted in the United States of America.

As discussed in Note B, Lorain Metropolitan Housing Authority has impiemented, as of June 30, 2003, a new
financial reporting model, as required by the provisions of Governmental Accounting Standards Board
(“GASB") Statements No. 34 and 37, Basic Financial Statements - and Management's Discussion and
Analysis for State and l.ocal Governments, and GASB Statement No. 38, Certain Financial Statement Note
Disclosures. The June 30, 2002 financial statements have been restated for the effects of the new financial
reporting model.

Certified Public Accountants / Management Consultants 1215 Superior Avenue, Suite 400 5050 Waterford Drive
Cleveland, Ohio 44114-3289 Sheffield, OH 44035
(216) 566-3000 (440) 934-3850

(216) 566-9321 Fax (440) 934-3950 Fax



To the Board of Commissioners of
Lorain Metropolitan Housing Authority
Lorain, Ohio
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In accordance with Government Auditing Standards, we have also issued a report dated September 4, 2003
on our consideration of Lorain Metropolitan Housing Authority’s internal control over financial reporting and our
tests of its compliance with certain provisions of laws, regulations, contracts and grants. That report is an
integral part of an audit performed in accordance with Government Auditing Standards and should be read in
conjunction with this report in considering the results of our audits.

The Management’s Discussion and Analysis information on Pages 3 through 13 is not a required part of the
financial statements but is supplemental information required by the Government Accounting Standards Board
(GASB). We have applied certain limited procedures, which consisted principally of inquiries of management
regarding the methods of measurement and presentation of the required supplementary information.
However, we did not audit the information and express no opinion on it.

Our audits were performed for the purpose of forming an opinion on the financial statements as awhole. The
supplemental schedules listed in the table of contents are presented for purposes of additional analysis and
are not a required part of the financial statements of Lorain Metropolitan Housing Authority. The schedule of
expenditures of federal awards is presented as required by the U. S. Office of Management and Budget
Circular A-133, Audits of States, Local Governments, and Nonprofit Organizations. The combining Financial
Data Schedule (FDS) is presented for additional analysis as required by the Department of Housing and Urban
Development (“HUD"). These schedules are the responsibility of management of Lorain Metropolitan Housing
Authority. Such information has been subjected to the auditing procedures applied in the audit of the financial
statements and, in our opinion, are fairly stated, in all material respects, in relation to the financial statements
taken as a whole.
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Lorain Metropolitan Housing Authority

MANAGEMENT’S DISCUSSION AND ANALYSIS
FOR THE YEAR ENDED JUNE 30, 2003

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

This Management Discussion and Analysis is new, and will now be presented at the front
of each year’s financial statements.

Since the Management’s Discussion and Analysis (MD&A) is designed to focus on the
current year’s activities, resulting changes and currently known facts, please read it in
conjunction with the Authority’s financial statements (beginning on page 13).

FINANCIAL HIGHLIGHTS

e The Authority’s net assets increased by $.8 million (or 2%) during 2003. Since the
Authority engages only in business-type activities, the increase is all in the category
of business-type net assets. Net Assets were $39.3 million and $38.5 million for
2003 and 2002 respectively.

e The business-type activities revenue increased by $2.2 million (or 8%) during 2003,
and were $28.3 million and $26.1 million for 2003 and 2002 respectively.

e The total expenses, before extraordinary items, of all Authority programs increased
by $1.3 million (or 5%). Total expenses, before extraordinary items, were $26.1
million and $24.8 million for 2003 and 2002 respectively.



USING THIS ANNUAL REPORT

This is a different presentation of the Authority’'s previous financial statements.

following outline of the annual report is provided for your review:

The

MD&A

~ Management Discussion
and Analysis (new-2003) ~

Financial Statements

~ Enterprise Fund Financial Statements — pgs 13-16 ~
~ Notes to Financial Statements — pgs 17-33 ~

Other Required Supplementary Information

~ Required Supplementary Information pgs 34-45~
(other than MD&A)




Financial Statements

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 the Authority.
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 “Non-current”.

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 the entire
Authority. Net Assets (formerly equity) are reported in three broad categories:

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

Restricted Net 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 financial statements 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 Non-Operating Revenue and Expenses, such as
grant revenue, investment income and interest expense.

The focus of the Statement of Revenues, Expenses and Changes in 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, investing activities, and from capital and related financing
activities.




The Authority’s Programs

Conventional Public Housing — Under the Conventional Public Housing Program, the
Authority rents units, that it owns, to low-income households. The Conventional Public
Housing Program is operated under an Annual Contributions Contract (ACC) with HUD,
and HUD provides operating subsidy and capital grant funding(previously known as
Comprehensive Grant funding) to enable the PHA to provide the housing at a rent that is
based upon 30% of household income. The Conventional Public Housing Program also
includes the Capital Fund Program, which is the primary funding source for physical and
management improvements to the Authority’s properties.

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

Drug Elimination Program — This grant program, funded by the Department of Housing
and Urban Development, is intended to reduce the use of illegal drugs within the
Authority’s properties.

New Approach Anti-Drug Program(Component Unit) — This grant program, funded by the
Department of Housing and Urban Development, is intended to provide funding to owners
of certain housing developments to augment security, assist in the investigation and
prosecution of drug-related criminal activity and provide funds for capital improvements
relating to enhancing security.

Resident Opportunities and Self-Sufficiency Program — This grant program, funded by the
Department of Housing and Urban Development, is intended to assist residents to
become economically self sufficient by providing supportive services and resident
empowerment activities.

Shelter Plus Care Program — This grant program, funded by the Department of Housing
and Urban Development, is designed to link rental assistance to supportive services for
hard-to-reach homeless persons with disabilities (primarily those who are seriously
mentally ill; have chronic problems with alcohol, drugs or both; or have acquired
immunodeficiency syndrome (AIDS) and related diseases) and their families.

Component Unit — The Lorain County Elderly Housing Corporation(L.CEHC), a 501(c)(3)
not for profit entity, was organized for the purpose of providing a comprehensive and
coordinated system of services for the elderly in the Lorain County area of northeastern
Ohio. LCEHC consists of two 100 unit apartment complexes, located in Elyria and Lorain.

Business Activities — These non-HUD resources were developed from a variety of
activities.




AUTHORITY-WIDE STATEMENT

Statement of Net Assets

The following table reflects the condensed Statement of Net Assets compared to prior

year. The Authority is engaged only in Business-Type Activities.

STATEMENT OF NET ASSETS
(In millions)

2003

Current and other assets
Capital assets

2002

$11.2
33.8

Total assets

45.0

Current liabilities
Long-term liabilities

Total liabilities

Net assets:
Invested in capital assets,
Net of related debt
Restricted
Unrestricted

30.5
1.0
7.0

Total net assets

$38.5

For more detailed information see the Statement of Net Assets.

Major Factors Affecting the Statement of Net Assets

Current assets were increased by $1.3 million while current liabilities were increased by
$1.6 million. Current assets(primarily cash and investments) were increased generally by
the day-to-day operating activities of the Housing Choice Voucher Program and the
Conventional Public Housing Program. Current liabilities increased primarily due to the
$1.4 million Housing Choice Voucher recapture of accumulated administrative fees
earned. For more detail see “Notes to the Financial Statement - Extraordinary ltems”.

Capital assets also changed significantly, increasing from $33.8 million to $34.8 million.
The $1 million increase may be attributed primarily to a combination of acquisitions ($3.6
million), less current year depreciation ($2.6 million). For more detail see “Capital Assets

and Debt Administration”.



CHANGE OF UNRESTRICTED NET ASSETS

(In millions)
Unrestricted Net Assets 6/30/02 $7.0
Results of Operations .8
Adjustments:

Depreciation (1) 2.5
Adjusted Results from Operations 3.3
Capital Expenditures (3.6)
Unrestricted Net Assets 6/30/03 $(6.7)

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

While the results of operations is a significant measure of the Authority’s activities, the
analysis of the changes in Unrestricted Net Assets provides a clearer change in financial

well-being.



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. The Authority is engaged only in Business-Type Activities.

2003 2002

Revenues
Tenant revenue - rents and other $2.4 $2.4
Operating subsidies and grants 21.7 20.6
Capital grants 3.5 1.8
Investment income 0.3 0.5
Other revenues 04 08
Total revenues 28.3 26.1

Expenses
Administrative 3.2 3.0
Tenant services 0.2 0.3
Utilities 1.5 1.3
Maintenance 2.7 26
Protective services 0.5 0.4
General 0.9 0.9
Housing assistance payments 14.5 13.9
Depreciation 26 24
Total expenses before extraordinary item 26.1 24.8
Extraordinary ltem 1.4 0.0
Total expenses after extraordinary item 27.5 24.8
Net increase $0.8 $1.3

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

Tenant revenue remained stable.

Operating Subsidies, Grants and Capital Grants increased $2.8 million. This increase was
due to an increase in Housing Choice Voucher payments and a higher level of activity in
the areas of capital grants. The Authority is under-taking an aggressive modernization
program.

Total Expenses after extraordinary items increased $1.4 million due to the recapture of the
administrative fee reserves as required by the FY03 Omnibus Appropriations bill as
reflected by the extraordinary item. Another factor affecting the total expenses was the



MAJOR FACTORS AFFECTING THE STATEMENT OF REVENUE, EXPENSES AND
CHANGES IN NET ASSETS (CONTINUED)

increase in the housing assistance payments Most other expenses increased moderately
due to inflation.

CAPITAL ASSETS AND DEBT ADMINISTRATION
Capital Assets
As of year-end, the Authority had 34.8 million invested in a variety of capital assets as
reflected in the following schedule, which represents a net increase (additions, deductions

and depreciation) of $1 million from the end of last year.

CAPITAL ASSETS AT YEAR-END

(NET OF DEPRECIATION)
(In millions)
2003 2002
Land $5.0 $5.0
Buildings 60.7 56.7
Office equipment 0.6 0.6
Maintenance equipment 0.3 0.3
Vehicles 0.6 0.6
Construction in progress 0.6 1.0
L.ess: accumulated depreciation (33.0) (30.4)

Total $34.8 $33.8

10



CAPITAL ASSETS AND DEBT ADMINISTRATION (CONTINUED)

The following reconciliation summarizes the change in Capital Assets, which is presented
in detail in the notes on fixed assets.

CHANGE IN CAPITAL ASSETS
(In millions)

Business Type

Activities
Beginning balance $33.8
Additions 3.6
Retirements - net 0.0
Depreciation (2.6)
Ending balance $34.8

This year’s major additions are:
Business — Type Activities

Capital Improvements Programs (modernization

completed on variety of the Authority’s Public

Housing complexes ) $3.5

Equipment purchases $0.1
Debt Outstanding
As of the year-end, the Authority’s component unit had $4.8 in debt (bonds) outstanding
compared to $4.9 last year, a $.1 decrease (debt retirement). No other debt was

outstanding.

OUTSTANDING DEBT, AT YEAR-END

(In millions)
Business Type 2003 2002
Refinance of construction & acquisition $4.8 $4.9
Less: Current portion (0.2) (0.1)

Refinance of construction & acquisition $4.6 $4.8

11



ECONOMIC FACTORS

Significant economic factors affecting the Authority are as follows:

e Federal funding of the Department of Housing and Urban Development and the
subsidies provided to the Authority by the Department of Housing and Urban
Development.

e Local labor supply and demand, which can affect salary and wage rates

e Local inflationary, recessionary and employment trends, which can affect resident
incomes and therefore the amount of rental income

e Inflationary pressure on utility rates, employee health care costs, insurances, rents,
supplies and other costs.

FINANCIAL CONTACT
Information regarding this report can be obtained by contacting the Finance Director of the

Lorain Metropolitan Housing Authority. Specific requests may be submitted to Finance
Director, Lorain Metropolitan Housing Authority, 1600 Kansas Avenue, Lorain, OH 44052.

12



LORAIN METROPOLITAN HOUSING AUTHORITY

Statement of Net Assets

ASSETS

Current Assets
Cash and equivalents;
Cash and cash equivalents
Cash - restricted
Cash - tenant security deposits

Accounts and notes receivables:
Accounts receivable - PHA projects
Accounts receivable - HUD other projects
Accounts receivable - miscellaneous
Accounts receivable - tenants net
Fraud recovery receivable

Investments - restricted

Inventories net

Prepaid expenses and other assets
Interprogram due from other entities
TOTAL CURRENT ASSETS

NonCurrent Assets

Land, structures, and equipment
| ess accumulated depreciation

TOTAL NONCURRENT ASSETS

TOTAL ASSETS

See Notes to Financial Statements

Restated
June 30, 2003 June 30, 2002
Component Component
Lorain Unit Lorain Unit
Metropolitan Lorain County Total Metropolitan Lorain County Total
Housing Elderly Housing  Memorandum Housing Elderly Housing ~ Memorandum
Authority Corporation Only Authority Corporation Only
$ 7,404,901 $ 2,612,408 $10,017,309 $ 6,181,913 $ 2,628,403 $8,811,316
126,203 126,203 98,057 98,057
138,088 36,789 174,878 136,398 36,555 172,953
7,669,193 2,649,197 10,318,390 6,416,368 2,665,958 9,082,326
0 4,967 4,967
892,313 1,233 893,546 642,247 10,737 652,984
5,633 5,897 11,630 4,550 4,550
63,047 3,374 66,421 45,197 5,579 50,776
48,082 48,082 103,971 103,971
1,009,075 10,604 1,018,679 800,932 16,316 817,248
860,005 860,005 836,895 836,895
232,556 232,556 246,157 246,157
72,015 4,700 76,715 69,178 1,789 70,967
8,724 8,724 149,831 149,831
8,991,563 3,524,506 12,516,069 7,682,466 3,520,958 11,203,424
61,040,761 6,747,659 67,788,420 57,495,289 6,745,091 64,240,380
(29,545,027) (3.421,112) (32,966,139) (27,203,677) (3,255,233) (30,458,910
31,495,734 3,326,547 34,822,281 30,291,612 3,489,858 33,781,470
31,495,734 3,326,547 34,822,281 30,291,612 3,489,858 33,781,470
$40,487,297 $6,851,053 $47,338,350 $37,974,078 $7,010,816 $44,984,894
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LORAIN METROPOLITAN HOUSING AUTHORITY

Statement of Net Assets

LIABILITIES

Current Liabilities

Accounts Payable

Accrued wages and payroll taxes
Accrued compensated absences
Accrued interest payable

Accounts payable - HUD PHA programs
Accounts payable - PHA projects
Accounts payable - PILOT and other
Tenant security deposits

Current portion of long-term debt
Other current liablities

Interprogram due to other entities

TOTAL CURRENT LIABILITIES

NonCurrent Liabilities
Long-term debt, net of current portion
Accrued compensated absences
Noncurrent liablities-FSS escrow

and others
TOTAL NON CURRENT LIABILITIES

TOTAL LIABILITIES

NET ASSETS

Contributed capital:

Invested in capital assets,
net of related debt
Restricted net assets
Unrestricted net assets
TOTAL NET ASSETS

TOTAL LIABILITIES AND NET ASSETS

See Notes to Financial Statements

Restated
June 30, 2003 June 30, 2002
Component Component
Lorain Unit Lorain Unit
Metropolitan Lorain County Total Metropolitan Lorain County Total
Housing Elderly Housing ~ Memorandum Housing Elderly Housing ~ Memorandum
Authority Corporation Only Authority Corporation Only
$ 582,342 $ 17,503 $ 599,845 $ 336,140 $ 31,064 $ 367,204
166,892 11,072 177,964 140,849 10,795 151,644
135,754 8,285 144,049 139,529 7,280 146,809
138,239 138,239 142,000 142,000
1,382,267 1,382,267 21,067 21,067
284 284 0
44,726 21,894 66,620 50,241 24,244 74,485
138,088 36,789 174,878 136,398 36,555 172,953
155,000 155,000 145,000 145,000
248,882 0 248,882 97,284 200 97,484
2 8,724 8,726 149,831 149,831
2,699,238 397,516 3,096,754 921,508 546,969 1,468,477
4,595,000 4,595,000 4,750,000 4,750,000
140,364 9,278 148,642 98,464 8,103 106,567
171,884 171,884 199,964 199,964
312,248 4,604,278 4,916,526 298,428 4,758,103 5,056,531
3,011,486 5,001,794 8,013,280 1,219,936 5,305,072 6,525,008
31,495,734 175,804 31,671,538 30,291,612 194,115 30,485,727
126,203 860,005 986,208 98,057 836,895 934,952
5,853,874 813,450 6,667,324 6,364,473 674,734 7,039,207
37,475,811 1,849,259 39,325,070 36,754,142 1,705,744 38,459,886
$40,487,297 $6,851,053 $47,338,350 $37,974,078 $7,010,816 $44,984,894
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LORAIN METROPOLITAN HOUSING AUTHORITY

Statement of Revenue, Expenses, and Changes in Net Assets

Operating Revenue

Net tenant rental revenue
Tenant revenue-other

HUD PHA operating grants

Capital grants

Fraud recovery receivable

Other revenue

Gain(loss) on the sale of fixed assets

Operating Expenses

Administrative
Tenant services
Utilities
Ordinary maintenance and operation
Protective services
Insurance premiums
Other general expenses
Payments in lieu of taxes
Bad debt-tenant rents
Severance expense
Extraordinary maintenance
Casuality losses - non-capitalized
Housing assistance payments
Depreciation expense

Total operating expenses

Operating income

Nonoperating revenues(expenses)

Extraordinary ltem

Investment income - unrestricted
Investment income - restricted
Interest expense

Total nonoperating revenue(expense)

Change in net assets

Total net assets-beginning
Total net assets-ending

See Notes to Financial Statements

Restated
June 30, 2003 June 30, 2002
Component Component
Lorain Unit Lorain Unit
Metropolitan Lorain County Total Metropolitan Lorain County Total
Housing Elderly Housing Memorandum Housing Elderly Housing Memorandum
Authority Corporation Only Authority Corporation Only
$ 1,810,054 $ 470,979 $ 2,281,033 $ 1,749,805 $ 463,917 $2,213722
134,102 2,629 136,731 145,340 9,750 155,090
1,944,156 473,608 2,417,764 1,895,145 473,667 2,368,812
20,896,630 824,822 21,721,452 19,834,872 751,324 20,586,196
3,492,131 1,264 3,493,395 1,807,809 40,181 1,847,990
35,282 0 35,282 38,075 38,075
330,986 7,115 338,101 405,427 1,000 406,427
(119) (119) 335,976 335976
26,699,066 1,306,809 28,005,875 24,317,304 1,266,172 25,683,476
2,965,871 243,755 3,209,626 2,804,388 234,230 3,038,618
240,041 5,669 245710 290,261 290,261
1,217,609 241,316 1,458,925 1,077,837 207,899 1,285,736
2,532,138 215,900 2,748,038 2,360,604 267,256 2,627,860
449,624 24,383 474,007 331,394 23,530 354,924
197,490 16,733 214,223 142,448 8,363 150,811
0 0 8 8
45,154 21,894 67,048 50,663 24,244 74,907
66,471 4,666 71,137 46,807 (837) 45,970
15,648 15,648 57,569 57,569
218,633 218,633 205,195 1,753 206,948
5,923 5,923 30,892 (200) 30,692
14,450,564 14,450,564 13,948,339 13,948,339
2,383,327 165,875 2,549,202 2,188,791 160,273 2,349,064
24,788,493 940,191 25,728,684 23,535,196 926,511 24,461,707
1,910,573 366,618 2,277,191 782,108 339,661 1,121,769
(1,366,416) {1,366,416) 0
174,242 68,963 243,205 293,210 147,620 440,830
3,270 9,772 13,042 11,901 17,340 29,241
0 (301,838) {301,838) (12,990) (310,331) (323,321)
(1,188,904) (223,103) (1,412,007) 292121 (145,371) 146,750
721,669 143,515 865,184 1,074,229 194,290 1,268,519
36,754,142 1,705,744 38,459,886 35,679,913 1,611,454 37,191,367
$37,475,811 1,849,259 39,325,070 $36,754,142 1,705,744 38,459,886
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LORAIN METROPOLITAN HOUSING AUTHORITY

Statements of Cash Flows

Years Ended June 30,

Restated
2003 2002
Component Component
Lorain Unit Lorain Unit
Metropolitan Lorain County Total Metropolitan Lorain County Total
Housing Elderly Housing  Memorandum Housing Elderly Housing  Memorandum
Authority Corporation Only Authority Corporation Only
CASH FLOWS FROM OPERATING ACTIVITIES
Tenant revenue received $1,926,306 $475,813 $2,402,119 $1,874,401 $469,578 $2,343,979
Other revenue received 427,613 1,352 428,965 790,490 3,147 793,637
General and administrative expenses paid {21,970,861) {790,867) (22,761,828) {21,550,436) (845,728) (22,396,164)
Net cash provided by or (used) in operating activities (18,617,042) {313,702) (19,930,744} {18,885,545) {373,003} (19,258,548)
CASH FLOWS FROM NON CAPITAL FINANCING ACTIVITIES
Govemment operating grants received 21,141,973 834,326 21,976,299 18,225,139 740,587 18,965,726
Increase/decrease in due to/due from related entity 141,109 {141,107) 2 {183,999) 183,989 0
Net cash provided by or (used) in financing activities 21,283,082 693,219 21,976,301 18,041,140 824,586 18,865,726
CASH FLLOWS FROM CAPITAL AND RELATED FINANCING
ACTIVITIES
Govemnment capital grants received 2,896,722 1,264 2,997,986 1,716,088 40,181 1,756,269
Purchases of land, structures and equipment {3,587,970) (2,568) (3,590,538) (1,794,515) (367,796) (2,162,311)
Payments to retire long term debt ¢} {145,000) (145,000) 0 (140,000} {140,000)
Interest paid 0 {305,599) (305,599) {12,990) (313,331) {326,321)
Disposal of land, structures and equipment 521 0 521 35,265 0 35,265
Net cash provided by or (used) in capital and related financing activities {580,727) {451,803) (1,042,630) {56,152) (780,946) {837,088)
CASH FLOWS FROM INVESTING ACTIVITIES
Purchase of investments G (1,480,440) (1,480,440) 0 (1,393,389) (1,393,388)
Proceeds from sale of investments 0 1,457,330 1,457,330 2,151,856 1,419,807 3,571,663
Interest received 177,512 78,735 256,247 422,660 165,707 588,367
Net cash provided by or (used) in investing activities 177,512 55,625 233,137 2,574,516 182,125 2,766,641
INCREASE {(DECREASE) IN CASH AND CASH EQUIVALENTS 1,252,825 (16,761) 1,236,064 1,673,958 (37,238) 1,636,721
CASH AND CASH EQUIVALENTS - BEGINNING OF YEAR 6,416,368 2,665,958 9,082,326 4,742,409 2,703,196 7,445,605
CASH AND CASH EQUIVALENTS - END OF YEAR $7,669,193 $2,649,197 $10,318,380 $6,416,368 $2,665,958 $9,082,326
RECONCILIATION OF OPERATING INCOME TO NET CASH PROVIDED BY OPERATING ACTIVITIES
Change in net assets 721,669 143,515 865,184 1,074,228 194,280 1,268,518
Adjustments to change in net assets
HUD PHA operating grants (20,896,630) (824,822) (21,721,452) (19,834,872) (751,324) (20,586,196)
Capital Grants (3,492,131) (1,264) (3,493,395) {1,807,8089) (40,181) (1,847,880)
nterest incomel/expense (177,512) 223,103 45,581 (292,121} 145,371 {146,750)
Add back non-cash items:
Depreciation expense 2,383,327 165,879 2,549,206 2,188,791 160,273 2,349,064
Decrease (Increase) in Operating Assets
Accounts Receivable 41,923 {3,792) 38,131 (15,642) (2,859) (18,501)
Prepaid Expenses (2,837) (2,911) (5,748) (2,664) 76 (2,588)
inventory 13,601 0 13,601 (2,643) (2,643)
52,687 {6,703) 45,984 (20,949) (2,783) {23,732)
increase (Decrease) in operating Liabilities
Accounts Payable 1,607,686 {13,561) 1,594,125 (91,768) (88,033) (179,801)
Accrued Liabilities 189,377 2,50 191,878 (88,032) 7,299 (80,733)
Other Liabilities {5,515) (2,350} (7,865) (13,014) 2,085 (10,829)
1,791,548 {13,410) 1,778,138 (192,814) (78,649) (271,463)
Net Cash Used from Operating Activities ($19,617,042) ($313,702)  ($18,930,744) (318,885 545) ($373,003)  ($19,258548)

See Notes to Financial Statements
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LORAIN METROPOLITAN HOUSING CORPORATION

Notes to Financial Statements
Years Ended June 30, 2003 and 2002

NOTE A - DESCRIPTION OF THE ENTITY

The Lorain Metropolitan Housing Authority (“"LMHA") is a political subdivision organized under
laws of the State of Ohio. LMHA is responsible for operating certain low - rent housing
programs in Lorain County under 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.

Reporting Entity

The accompanying general purpose financial statements comply with the provisions of GASB
Statement 14 (“Statement”), “The Financial Reporting Entity”, in that financial statements
include all organizations, activities and functions for which LMHA is financially accountable.
Under this Statement, the financial reporting entity is the “primary government’. A
fundamental characteristic of a primary government is that it is a fiscally independent entity.
In evaluating how to define the financial reporting entity, management has considered all
potential component units. A component unit is a legally separate entity for which the primary
government is financially accountable. Under the definition of GASB Statement Number 14,
the Loran County Elderly Housing Corporation (LCEHC) a 501(c)(3) not for profit entity is a
component unit of LMHA.

Lorain Metropolitan Housing Authority

LMHA was created under the Ohio Revised Code Section 3735.27 to engage in the
acquisition, development, leasing and administration of a low-rent housing program. In
accordance with an Annual Contributions Contract (C-5010) between LMHA and the United
States Department of Housing and Urban Development (HUD), LMHA has agreed to develop
and operate low-rent owned housing units, while HUD has agreed to provide financial
assistance (a) to develop such low-rent housing, (b} maintain “the low-rent character of such
housing”.

In addition, LMHA participates in the Section 8 - Housing Assistance Payments Program (C-
10009). Under the Section 8 housing program, LMHA provides assistance fo low and
moderate income persons seeking decent, safe and sanitary housing by subsidizing rents
between such persons and owners of existing private housing. Under these programs,
LMHA enters into housing assistance payments (“HAP”) contracts with eligible landlords.
Under a HAP contract, landlords are provided with subsidies for the difference between the
contract rent and the amount payable by the Section 8 tenants.

LMHA owns and operates an eight-unit apartment complex (“Complex”) with an attached car
wash. LMHA does not receive federal financial assistance to operate this Complex. Revenue
received from the Complex is recorded in business activities in the supplemental schedules.
Management fees earned by LMHA are also recorded in business activities.
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LORAIN METROPOLITAN HOUSING CORPORATION

Notes to Financial Statements
Years Ended June 30, 2003 and 2002

NOTE A - DESCRIPTION OF THE ENTITY (CONTINUED)

Component Unit

The Lorain County Elderly Housing Corporation (LCEHC), a 501(c)(3) not for profit entity, is a
component unit of the Lorain Metropolitan Housing Authority and is organized for the purpose
of providing a comprehensive and coordinated system of services for the elderly in the Lorain
County area of northeastern Ohio.

All three Board members of the LCEHC are also members of the Board of Commissioners of
LMHA. LCEHC is a component unit of LMHA and the financial results and financial activity of
the LCEHC are included as part of the financial statements of LMHA. A separate financial
statement is issued for LCEHC.

LMHA acts as managing agent for the LCEHC and performs all financial and operating
functions for the LCEHC except for those administrative duties performed by the Trustee.
The LCEHC pays LMHA a managing fee for the services rendered.

Joint Venture

LMHA is a member of Housing Authority Property Insurance, Inc. ("HAPI"). HAPI is a
nonprofit, tax-exempt mutual insurance company that is wholly owned by public housing
authority members. HAPI is a captive insurance company formed pursuant to the Vermont
Captive Insurance Companies Act. [t provides property insurance to public housing
authorities and public housing and redevelopment authorities throughout the United States.
Due to the lack of significant oversight responsibility accountability of the LMHA’s Board of
Commissioners for actions, operations, and fiscal matters of HAPI, the degree of financial
interdependency is considered insufficient to warrant inclusion of these organizations within
LMHA’s reporting entity.

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Accounting

LMHA has prepared its financial statements in conformity with accounting principles generally
accepted in the United States of America ("GAAP”). Under the GAAP basis of accounting,
revenues and expenses are recognized in the period earned or incurred. All transactions of
LMHA are accounted for in an enterprise fund. This presentation is used to reflect operations
that are financed and operated in a manner similar to private business enterprises where the
intent is that the costs (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 where it has been decided that periodic determination of revenue earned,
expenses incurred, and/or net income is appropriate for capital maintenance, public policy,
management control, accountability or other purpose.
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LORAIN METROPOLITAN HOUSING CORPORATION

Notes to Financial Statements
Years Ended June 30, 2003 and 2002

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Effective June 30, 2003, LMHA implemented GASB Statement No. 34, Basic Financial
Statements and Management’s Discussion and Analysis for State and Local Governments,
Statements No. 37, Basic Financial Statements and Management’s Discussion and Analysis
for State and Local Governments: Omnibus, an amendment of GASB Statements No. 21 and
No. 34, and Statement No. 38, Certain Financial Statement Disclosures. These statements
revised accounting and reporting standards for financial reporting by governmental units.
LMHA follows the business-type activities reporting requirements of GASB Statement No. 34.
The financial statements for the year ended June 30, 2002 were restated for the effects of
these new statements. The implementation of these GASB statements did not have a
material effect to the beginning nets of LMHA.

In accordance with Statement Number 20 of the Government Accounting Standards Board
(GASB No. 20) “Accounting and Financial Reporting for Proprietary Funds and Other
Government Entities that Use Proprietary Fund Accounting,” LMHA has elected not to apply
the provisions of the Statements and Interpretations of the Financial Accounting Standards
Board issued after November 30, 1989. LMHA will continue to apply all applicable
pronouncements of the Governmental Accounting Standards Board.

The significant accounting policies under which the financial statements have been prepared
are as follows:

Cash and Cash Equivalents
Highly liquid investments are considered to be cash and cash equivalents.

Allowance for Doubtful Accounts - Bad Debt Expenses
With the Board of Commissioners approval, LMHA and its component unit LCEHC write-off
unpaid tenants’ accounts receivable balances for which there has been no payment activity
for 60 days and for which an ouistanding balance remains.

At June 30, 2003 and 2002, the allowance for doubtful accounts was $8,402 and $7,000 for
LMHA, respectively and $380 and $1,300 for LCEHC, respectively.

Fraud Recovery Receivable

Fraud recovery receivable represents the full amount of the accounts receivable from tenants
who committed fraud or misrepresentation and now owe additional rent for prior periods or
retroactive rent. As collection of these accounts receivables are questionable, the revenues
associated with these accounts receivables have been deferred. Revenue will be recognized
when collection is assured.
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LORAIN METROPOLITAN HOUSING CORPORATION

Notes to Financial Statements
Years Ended June 30, 2003 and 2002

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Investments
Investments for both LMHA and LCEHC consist of certificates of deposits, U. S. Treasury
Bills, and other federal government financial instruments. Investments are reported at fair
market value.

Investments - Restricted

Restricted investments for LMHA represent amounts received from tenants for either security
deposits or the family self sufficiency (FSS) program which are deposited into escrow
accounts.

Restricted investments for LCEHC represent tenant security deposits and amounts held by
the trustee for the retirement of LCEHC debt and for other escrow accounts. Tenant security
and FSS deposits are restricted by HUD regulations and can only be used to refund deposits,
unless forfeited.

Trustee restricted investments can only be released to LCEHC with trustee approval.

Inventory
Inventory is valued using an average costing method. Expense is recorded based upon
consumption.

At June 30, 2003 and 2002, the allowance for obsolete inventory was $6,232 and $100,
respectively.

Land, Property and Equipment

Land, property and equipment are recorded at cost. Property and equipment are depreciated
over the estimated useful lives of the assets. Depreciation is computed using the straight line
method. Useful lives of assets are:

Buildings 40 Years
Computer equipment 3 Years
Vehicles 5 Years
Office equipment 5 Years
Other equipment 5-10 Years
Leasehold improvements 15 Years

Only items with a unit cost of $1,000 or more are capitalized and depreciated.
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LORAIN METROPOLITAN HOUSING CORPORATION

Notes to Financial Statements
Years Ended June 30, 2003 and 2002

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Compensated Absences
LMHA and its component unit LCEHC account for compensated absences in accordance
with GASB Statement Number 16.

Vacation leave earned at the end of the fiscal year (June 30), is accrued based on the
employee hourly rate multiplied by the employee vacation hour balance. Vacation leave can
not be carried forward from the end of the calendar year to the beginning of the next calendar
year, unless specifically approved by the Board of Commissioners. Employees are not
eligible to receive monetary compensation for vacation leave in lieu of time off. LMHA and
LCEHC record a liability for all vacation leave earned.

Sick leave balances are subject to payment to the employee only after ten (10) years of
service at LMHA. Employee sick leave payments are equal to 50% of the employee’s
available sick time hour, up to a maximum to 960 hours. LMHA and LCEHC record a liability
for unused sick leave {o the extent that it is probable that payment will be made.

Interprogram Due To and Due From Other Entities

Payables and receivables between LMHA and LCEHC, which occur due to the
disbursements of expenses utilizing centralized checking accounts, are shown as either an
Interprogram Due from other Entities (asset) or an Interprogram Due fo other Entities
(liability). These balances are current and paid within the year. Interprogram eliminations
were made when combining balance sheets from the Financial Data Schedule to the
Statement of Net Assets.

Use of Estimates

The preparation of financial statements in conformity w