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Independent Auditors’ Report

To the Board of Directors
The Health, Educational and Housing Facility Board of the County of Knox

We have audited the accompanying statement of net assets of the Health, Educational and Housing Facility Board of
the County of Knox (the “Board”), as of March 31, 2012, and the related statements of revenues, expenses and
changes in net assets and cash flows for the year then ended. These financial statements are the responsibility of the
Board’s management. Our responsibility is to express an opinion on these financial statements based on our audit.
The financial statements of the Board as of and for the year ended March 31, 2011, were audited by other auditors
whose report dated July 12, 2011, expressed an unqualified opinion on those statements.

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

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial position
of the Board as of March 31, 2012, and the changes in its financial position and its cash flows for the year then
ended in conformity with accounting principles generally accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued our report dated June 12, 2012 on our
consideration of the Board’s internal control over financial reporting and on our tests of its compliance with certain
provisions of laws, contracts and grant agreements and other matters. The purpose of that report is to describe an
opinion on the internal control over financial reporting or on compliance. That report is an integral part of an audit
performed in accordance with Government Auditing Standards and should be considered in assessing the results of
our audit.

The management’s discussion and analysis on pages 3 through 5 is not a required part of the basic financial
statements but is supplementary information required by accounting principles generally accepted in the United
States of America. We have applied certain limited procedures, which consisted principally of inquires 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,

Rodifn Moss + Co, FLLC

Knoxville, Tennessee
August 30,2012
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THE HEALTH, EDUCATIONAL AND HOUSING FACILITY
BOARD OF THE COUNTY OF KNOX
Management’s Discussion and Analysis
Years Ended March 31, 2012 and 2011

This section of the Health, Educational and Housing Facility Board of the County of Knox’s (the “Board”) annual financial
report represents a discussion and analysis of the Board’s financial performance during the fiscal year ended March 31, 2012.
Please read it in conjunction with the Board’s financial statements following this section. The 2011 information is provided

for comparative purposes.

Financial Highlights

e  The assets of the Board exceeded its liabilities at the close of the most recent fiscal year by $172,784 (net assets).
Net assets amounted to $170,578 at March 31, 2011. The Board’s net assets were unrestricted and therefore, may be
used to meet the Board’s ongoing purpose of providing economic development.

e  The Board’s total net assets increased by $2,206 in 2012 and $14,089 in 2011. The increases are primarily the result
of the ongoing principal operations of the Board.

Overview of the Financial Statements

This discussion and analysis is intended to serve as an introduction to the Board’s basic financial statements.

The Statements of Net Assets present information on all the Board’s assets and liabilities, with the difference between the two
reported as net assets.

The Statements of Revenues, Expenses and Changes in Net Assets present information showing how net assets changed
during the most recent fiscal year. Revenues are recognized when earned and expenses are recorded when liabilities are
incurred without regard to receipt or disbursement of cash. The principal operating revenues of the Board include fee income
and agenda income associated with bond issues. Operating expenses included contractual services and professional fees.

The Statements of Cash Flows present cash receipts and cash payments for the fiscal year.

Notes to the Financial Statements are an integral part of the statements and should be read in conjunction with the financial
statements and the Management’s Discussion and Analysis,



THE HEALTH, EDUCATIONAL AND HOUSING FACILITY
BOARD OF THE COUNTY OF KNOX
Management’s Discussion and Analysis (Continued)

Financial Analysis

At the close of the 2012 fiscal year, the Board’s assets exceeded liabilities by $172,784. At the close of the 2011 fiscal year,
the Board’s assets exceeded liabilities by $170,578. The table below provides a summary of the Board’s net assets as of
March 31, 2012 and 2011.

Statements of Net Assets

012 011
Current Assets
Cash and cash equivalents $ 172,846 § 170,632
Total current assets 172,846 170,632
Current liabilities
Accounts payable 62 54
Unrestricted net assets b 172,784  $ 170,578

The Board’s net assets increased by $2,206. This was a decrease from the 2011 change in net assets of $14,089 realized from
2010 to 2011 and was due primarily to the increase in project fees and interest revenue. The following table provides a
summary of the changes in net assets for fiscal year 2012 and 2011.

Statements of Revenues, Expenses and Changes in Net Assets

2012 2011

Operating revenues
Project fees $ 8,000 $ 18,000
Total operating revenue 8,000 18,000

Operating expenses
Administrative services 494 539
Advertising 683 691
Professional fees 5,450 5,225
6,627 6,455
Operating income 1,373 11,545

Non-operating income

Interest income 833 2,544
Change in net assets 2,206 14,089
Net assets at the beginning of the year 170,578 156,489
Net assets at the end of the year 3 172,784 % 170,578




THE HEALTH, EDUCATIONAL AND HOUSING FACILITY
BOARD OF THE COUNTY OF KNOX
Management’s Discussion and Analysis (Continued)

Financial Analysis (continued)

The Board’s unrestricted net assets as of March 31, 2012 was $172,784, which may be used to meet the Board’s ongoing
objectives and obligations of promoting economic development in Knox County.

The Board’s operating revenue primarily comes from fee income. The Board typically has a carryover from the prior year,
The following table provides a summary of cash receipts and disbursements for the fiscal year 2012 and 2011.

Statements of Cash Flows

012 2011

Cash Flows from Operating Activities

Receipts from customers 3 8,000 $ 18,000

Payments to vendors (6,619) (6,522)

Interest received 833 2,582

Net cash provided by operating activities 2,214 11,478

Net change in cash and cash equivalents 2,214 14,060
Cash and cash equivalents at the beginning of the year 170,632 156,572
Cash and cash equivalents at the end of the year $ 172,846 § 170,632

Requests for Information

This financial report is designed to provide a general overview of the Board’s finances for all of those with an interest in the
Board’s finances. Questions concerning any of the information provided in this report or requests for additional financial
information should be addressed to: Chair, The Health, Educational and Housing Facility Board of the County of Knox, 17

Market Square, #201, Knoxville, Tennessee 37902-1405.



THE HEALTH, EDUCATIONAL AND HOUSING FACILITY
BOARD OF THE COUNTY OF KNOX
Statements of Net Assets
March 31,2012 and 2011

012 011
Current Assets
Cash and cash equivalents 3 172,846 §$ 170,632
Total current assets 172,846 170,632
Current Liabilities
Accounts payable 62 54
Unrestricted net assets 3 172,784 § 170,578

See notes to financial statements.



THE HEALTH, EDUCATIONAL AND HOUSING FACILITY
BOARD OF THE COUNTY OF KNOX
Statements of Revenues, Expenses and Changes in Net Assets
Years Ended March 31,2012 and 2011

2012 2011
Operating Revenue
Project fees $ 8,000 § 18,000
Total operating revenue 8,000 18,000
Operating Expenses
Administrative services 494 539
Advertising 683 691
Professional fees 5,450 5.225
Total operating expenses 6,627 6,455
Operating income 1,373 11,545
Non-operating Income
Interest income 833 2,544
Change in net assets 2,206 14,089
Net assets at the beginning of the year 170,578 156,489
Net assets at the end of the year $ 172,784 § 170,578

See notes to financial statements.



THE HEALTH, EDUCATIONAL AND HOUSING FACILITY

BOARD OF THE COUNTY OF KNOX
Statements of Cash Flows
Years Ended March 31,2012 and 2011

Cash Flows from Operating Activities

Receipts from customers
Payments to vendors

Net cash flows from operating activities
Cash Flows from Investing Activities
Interest received

Total cash flows from investing activities
Net change in cash and cash equivalents

Cash and cash equivalents at the beginning of the year
Cash and cash equivalents at the end of the year

Reconciliation of operating income to net cash provided by
operating activities:
Operating income
Adjustments to reconcile operating income to net cash flows
from operating activities:
Change in assets and liabilities
Interest receivable
Accounts payable

Net cash flows from operating activities

See notes to financial statements.

2012 2011
8,000 $ 18,039
(6,619) (6,523)
1,381 11,516
833 2,544
833 2,544
2,214 14,060
170,632 156,572
172,846 § 170,632
1373 $ 11,545

: 39
8 (68)
1381 $ 11,516
8



THE HEALTH, EDUCATIONAL AND HOUSING FACILITY
BOARD OF THE COUNTY OF KNOX
Notes to Financial Statements
March 31,2012 and 2011

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Organization and Nature of Activities - The Health, Educational and Housing Facility Board of the County of Knox
(the “Board”) is a non-profit corporation formed pursuant to the specific authority granted at Tennessee Code Annotated
Section 48-101-301 et. Seq. The Board performs public functions on behalf of Knox County (the “County™) and its
purpose is to improve health and higher education. The Board was organized to finance, acquire, own, lease and/or
dispose of properties to increase the commerce, welfare and prosperity and the improvement and maintenance of physical
and mental health, higher education, housing and living conditions of the people of Knox County, Tennessee and
surrounding areas. The Board serves as a non-recourse conduit lender for taxable and non-taxable bond issues for eligible
projects. The Board is not considered to be a component unit of the County because the County does not exercise
significant influence over operations or have accountability for the Board. However, the Board was created to carry out
functions for the County government and the Knox County Commission appoints the Board members. Therefore, the
entities are considered to be related parties.

Basis of Presentation - The financial statements are presented using the accrual basis of accounting. The Board accounts
for activities by charging fees for applications submitted and for consideration of projects for bond issues.

Cash and Cash Equivalents - For purposes of the Statements of Cash Flows, the Board considers investments readily
convertible into cash without significant loss due to penalties or interest, deposits in banks, and certificates of deposit to
be cash and cash equivalents. Due to a temporary federal program in effect from December 31, 2010 through December
31, 2012, there is no limit to the amount of insurance for eligible accounts. Beginning in 2013, insurance coverage will
revert to $250,000 per depositor at each financial institution, and the Board’s non-interest bearing cash balances may
exceed federally insured limits. At various times during the fiscal year, the Board’s cash in bank balances exceeded the
federally insured limits, At March 31, 2012, the Board had no uninsured cash balances.

Unrestricted Net Assets - This component of net assets consists of net assets that do not meet the definition of
“temporarily” or “permanently” restricted.

Temporarily Restricted Net Assets - This component of net assets consists of restrictions placed on net asset use
through external constraints imposed by creditors, grantors, contributors, or laws or regulations or other governments or
restrictions imposed by law through constitutional provisions or enabling legislation.

Permanently Restricted Net Assets - This component of net assets consists of funds to be held indefinitely through
external constraints imposed by creditors, grantors, contributors, or laws or regulations or other governments or
restrictions imposed by law through constitutional provisions or enabling legislation.

Revenue Recognition - Project fees are recorded at the time the fee is earned. Any fees earned but not received as of
period end are recorded as accounts receivable. There was no accounts receivable as of March 31, 2012,

Reclassification - Certain reclassifications have been made to the 2011 balances in order to conform to the 2012
presentation with no effect on previously reported net assets.

Date of Management’s Review - The Board has evaluated events and transactions occurring subsequent to the balance
sheet date of March 31, 2012 for items that should potentially be recognized or disclosed in the financial statements, The
evaluation was conducted through the date of these financial statements, August 30, 2012 and no items of a significant
nature were noted.

NOTE 2 - ADMINISTRATIVE SERVICES AGREEMENT

The Board has an administrative services agreement with The Development Corporation of Knox County. These services
include clerical and personnel services and other ordinary, necessary services for the Board, including the retention and
maintenance of records.
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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

To the Beard of Directors
of The Health, Educational and Housing Facility Board of the County of Knox
Knoxville, Tennessee

We have audited the financial statements of The Health, Educational and Housing Facility Board of the County of
Knox (the “Board”) (a nonprofit organization) as of and for the year ended March 31, 2012, and have issued our
report thereon dated August 30, 2012. We conducted our audit in accordance with auditing standards generally
accepted in the United States of America and the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States.

Internal Control Over Financial Reporting

Management of the Board is responsible for establishing and maintaining effective internal control over financial
reporting. In planning and performing our audit, we considered the Board’s internal control over financial reporting
as a basis for designing our auditing procedures for the purpose of expressing our opinion on the financial
statements, but not for the purpose of expressing an opinion on the effectiveness of the Board’s internal control over
financial reporting. Accordingly, we do not express an opinion on the effectiveness of the Board’s internal control
over financial reporting.

A deficiency in internal conirol exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions, to prevent, or detect and correct
misstatements on a timely basis. A material weakness is a deficiency, or 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.

Our consideration of the internal control over financial reporting 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 financial reporting
that might be deficiencies, significant deficiencies, or material weaknesses, We did not identify any deficiencies in
internal control over financial reporting that we consider to be material weaknesses, as defined above. However, we
identified certain deficiencies in internal control over financial reporting, described below that we consider to be
significant deficiencies in internal control over financial reporting. 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. We consider the following deficiency in the Board’s internal
control to be a significant deficiency:

Due to the limited number of personnel within the Board, there is a lack of segregation of duties between the
functions of authorization, custody, and record keeping. This is not unusual in organizations that are the size
of the Board; management and those charged with governance are constantly aware of this condition and
realize that a concentration of duties and responsibilities in a limited number of individuals is not desirable
from an accounting perspective and makes the Board more susceptible to override of controls. Those charged
with governance and management are aware of the limited number of accounting personnel, however, believe
that the costs of hiring additional resources outweigh the benefits of those additional resources and instead
mitigate this risk by a high level of involvement from the board of directors in the operations and activities of
the Board.
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Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Board’s financial statements are free of material
misstatement, we performed tests of its compliance with certain provisions of laws, regulations, contracts, and grant
agreements, noncompliance with which could have a direct and material effect on the determination of financial
statement amounts, However, providing an opinion on compliance with those provisions was not an objective of our
audit, and accordingly, we do not express such an opinion. The results of our tests disclosed no instances of
noncompliance or other matters that are required to be reported under Government Auditing Standards.

This report is intended solely for the information and use of management and the Board of Directors, and is not
intended to be and should not be used by anyone other than these specified parties.

fwﬁéa Moss  Co, FLLC-

Rodefer Moss & Co, PLLC
August 30,2012
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