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| Arledge

& Associates, P.C.

CERTIFIED PUBLIC ACCOUNTANTS

INDEPENDENT AUDITOR'S REPORT

The Board of Commissioners

We have audited the accompanying statements of net assets of the Housing Authority of the Cherokee
Nation of Oklahoma (the "Housing Authority") a component unit of the Cherokee Nation, as of
September 30, 2011 and 2010, and the related statements of revenues, expenses, and changes in net
assets, and cash flows for the years then ended. These financial statements are the responsibility of the
Housing Authority's management. 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 audit to obtain reasonable assurance about whether the financial statements are free of
material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the accounting principles used
and significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our 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 the Housing Authority of the Cherokee Nation of Oklahoma as of September 30,
2011 and 2010, and the changes in financial position and cash flows for the years 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 February 7,
2012 on our consideration of the Housing Authority's internal control over financial reporting and on our
tests of its compliance with certain provisions of laws, regulations, contracts and grant agreements and
other matters. The purpose of that report is to describe the scope of our testing of internal control over
financial reporting and compliance and the results of that testing, and not to provide an opinion on 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.

Accounting principles generally accepted in the United States of America require that the
management’s discussion and analysis on pages 3 through 6 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
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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.




Housing Authority of the Cherokee Nation

1500 Hensley Drive
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Tahlequah, OK 74465-1007
Phone 918-456-5482 Fax 918-458-5018

HOUSING AUTHORITY OF THE CHEROKEE NATION OF
OKLAHOMA

September 30, 2011

MANAGEMENT'S DISCUSSION AND ANALYSIS
(Unaudited)

Our discussion and analysis of the Housing Authority of the Cherokee Nation of Oklahoma's

. (the "Housing Authority's") financial performance provides an overview of the Housing
Authority's financial activities for the fiscal year ended September 30, 2011. Please read it in
conjunction with the financial statements and the accompanying notes to those financial
statements.

USING THIS ANNUAL REPORT

This annual report consists of a series of financial statements. The Statement of Net Assets

- provides information about the assets owned and the liabilities owed as of September 30,
2011, with the net difference reported as "net assets." The Statement of Revenues, Expenses,
and Changes in Net Assets provides information about revenues received and expenditures
made during FY-2011 and the resulting net increase or decrease in "net assets”. The

- Statement of Cash Flows provides a breakdown, by major category, of actual cash received
and cash disbursed by the Housing Authority during FY-2011. The Notes to the Financial
Statements provide additional information that is essential to a full understanding of the data
provided in the financial statements.

The accompanying financial statements have been prepared in conformity with U.S.
generally accepted accounting principles as prescribed by the Governmental Accounting
Standards Board ("GASB"). Additionally, due to the Housing Authority's relationship with
the Cherokee Nation (the "Nation"), the Housing Authority's financial results are included in
the Comprehensive Annual Financial Report of the Nation as a Component Unit.
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FINANCIAL HIGHLIGHTS

Total assets at year-end were $121,894,902 a $6,232,798 million decrease over FY-2010. Of
this amount, current assets totaled $27,098,443 and consisted primarily of cash and
investments. Non-current assets totaled $94,796,459 and consisted primarily of inventory of
homes of $712,429, capital assets (property, buildings and equipment) of $61,828,885,
mortgages receivable of $21,242,592, investments restricted for debt service of $2,572,705
and investments restricted under the Housing Authority's lease to own programs of
$6,380,048 (see Note 7 to the financial statements).

Total liabilities at year-end were $23,539,685, a decrease of $4,014,542 million over FY-
2010. Of this amount, current liabilities totaled $2,382,956. Long term liabilities at year end
consist of notes payable of $13,884,936 consisting primarily of Title VI and Assumable
Mortgage Program loans, and $7,271,793 of Trust liabilities, consisting primarily of
Homebuyers' Monthly Equity Payments (MEPA) held by the Housing Authority on behalf
of the homebuyers.

The overall net assets decreased by $2,218,256 for the year.

Net assets invested in capital assets decreased by a net of $3,688,056 during FY-2011 due
primarily to the conveyance of paid off Mutual Help homes during the period and current
year depreciation,

Total revenues for the year totaled $3,116,672 compared with $4,047,273 for FY-2010.
Operating revenue of $507,136 was composed of sales of Title VI homes of $328,948 and
other income of $178,188 for FY-2011. Non operating revenue was composed of interest
income of $1,085,898, Federal grant revenue of $1,099,359, gain on sale of
equipment/excess land of $41,514 and gain on conveyance of homes/equipment of
$382,765. For FY-2010, operating revenue of $1,284,513 was composed of sales of Title
VI homes of $972,236 and other income of $312,277. Non operating revenue was
composed of interest income of $1,445,471 and gain on conveyance of homes/equipment of
$364,150.

Operating expenses totaled $5,784,945 for FY-2011 compared to $5,631,701 for FY-2010.
Non-operating interest expense of $418,360 was incurred in FY-2011 compared to $586,050
for FY-2010,

Overall for the year ending September 30, 2011, Net Assets decreased $2,218,256 with
ending Net Assets at year-end totaling $98,355,217 of which $59,982,952 was invested in
capital assets, $1,379,440 was restricted for investment in partnerships/joint ventures,
$2,572,705 was restricted for debt service, and the remaining balance restricted for program
services.

CAPITAL ASSETS

As of September 30, 2011, the Housing Authority's investment in capital assets was
$61,828,885 (net of accumulated depreciation). This investment consists of land, buildings,
equipment, and software.



CAPITAL ASSETS (Cont'd)

Major capital asset additions during the current fiscal year include the following;

Purchases of homes related to the Housing Authority's Rural Rental Program totaled
$82,673 for the year.

Acquisition of donated land totaling $1,226,438.

Additional information on the Housing Authority's capital assets can be found in Note 5.

LONG-TERM DEBT

The Housing Authority repaid $2,692,423 in principal on the Title VI loan for the year
ending September 30, 2011. The Title VI loan balance at September 30, 2011 totaled
$13,893,097. Additional information on all of the Housing Authority’s debt can be found in
Note 8.

ECONOMIC FACTORS AND NEXT YEAR'S OUTLOOK

The Cherokee Nation assumed the operations of the Housing Authority on May 1, 2008. The
Cherokee Nation operates all programs that were previously operated through the Housing
Authority.

A memorandum of agreement between the Cherokee Nation and Housing Authority of the
Cherokee Nation was executed which defines the role of the Cherokee Nation in operating
Housing Authority programs as well as the financial systems.

The Housing Authority continues to have assets in its name and continues to have a Board of
Commissioners who meet regularly to take care of Housing Authority Business which includes
approving the use of MEPA funds and Proceeds of Sale in the operations now overseen by the
Cherokee Nation.

As defined in the MOA of the Cherokee Nation and Housing Authority of the Cherokee
Nation, the Group Leader of Housing Service for the Cherokee Nation also serves in the
capacity of Executive Director of the Housing Authority.

The Housing Authority continues to oversee its 501(c)3, Cherokee Affordable Housing, which
has partnerships for the operations of four Tax Credit Projects throughout the Cherokee

Nation.

The outlook for the next year is to continue with the Board taking up business of the Housing
Authority. To develop a plan of action for the use of any unrestricted dollars.

Developing homes on Tribal Land is an endeavor that could be started during FY 2012.



CONTACTING THE HOUSING AUTHORITY'S FINANCIAL MANAGEMENT

The financial report is designed to provide a general overview of the Housing Authority's
finances. Questions concerning any of the information provided in this report or requests for
additional information should be addressed to the Executive Director, Housing Authority of
the Cherokee Nation, P.O. Box 1007, Tahlequah, OK 74465.



HOUSING AUTHORITY OF THE CHEROKEE NATION OF OKLAHOMA

STATEMENTS OF NET ASSETS
September 30, 2011 and 2010

ASSETS

Current Assets:
Cash and cash equivalents $
Investments
Accounts receivable
Accrued interest
Mortgages receivable-Title VI
Due from other governments - Cherokee Nation
Prepaid expenses
Other current assets

Total current assets

Noncurrent Assets:
Restricted investments
Inventory of homes for sale
Notes receivable-partnerships/joint ventures
Investment in partnerships/joint ventures
Mortgages receivable-Title VI
Capital assets, net
Other noncurrent assets

Total noncurrent assets
Total assets

LIABILITIES
Current Liabilities:

Accounts payable

Accrued expenses

Due to other governments - Cherokee Nation

Deferred grant and other revenue

Notes payable

Total current liabilities
Noncurrent Liabilities:

Trust liabilities

Notes payable

Total noncurrent liabilities

Total liabilities

NET ASSETS
Invested in capital assets, net of related debt
Investment in partnerships/joint ventures
Restricted for debt service
Restricted for program services

Total net assets $

See independent auditor's report and accompanying notes to financial statements.

2011 2010
1,081,089 $ 1,602,572
24,493,607 25,196,114
220,591 214,004
399,471 413,020
568,737 557,605
174,517 =
16,777 12,815
143,654 117,104
27,098,443 28,113,234
8,952,753 9,571,089
712,429 601,920
281,718 235,489
1,379,440 1,379,451
21,242,592 22,196,340
61,828,885 65,631,535
398,642 398,642
94,796,459 100,014,466
121,894,902 128,127,700
- 252
55,469 63,079
- 435,268
473,393 474,535
1,854,094 1,887,958
2,382,956 2,861,092
7,271,793 8,035,046
13,884,936 16,658,089
21,156,729 24,693,135
23,539,685 27,554,227
59,982,952 63,671,008
1,379,440 1,379,451
2,572,705 2,570,653
34,420,120 32,952,361
98,355,217 $ 100,573,473




HOUSING AUTHORITY OF THE CHEROKEE NATION OF OKLAHOMA

STATEMENTS OF REVENUES, EXPENSES AND CHANGES IN NET ASSETS
For the fiscal years ended September 30, 2011 and 2010

OPERATING REVENUES:

Sale of homes - Title VI
Less cost of sales - Title VI

Gain (Loss) on sale of homes

Other income

Total operating revenues

OPERATING EXPENSES:

Cost of operations
Other expenses
Depreciation

Total operating expenses

Operating income (loss)

NON-OPERATING REVENUES (EXPENSES):

Gain on conveyance of homes/equipment/land disposal
Gain on sale of equipment/excess land/AMP homes

Grant revenue
Interest income
Interest expense

Total non-operating revenues

Income (loss) before contributions

Capital contributions - donated land

NET ASSETS

Increase (decrease) in net assets

Net assets - beginning of period

Net assets - end of period

See independent auditor's report and accompanying notes to financial statements.

2011 2010
328,948 $ 972,236
358,061 971,938
(29,113) 298
178,188 312,277
149,075 312,575

1,782,409 1,480,651
45,193 40,414
3,957,343 4,110,636
5,784,945 5,631,701
(5,635,870) (5,319,126)
382,765 364,150
41,514 7,808
1,099,359 945,331
1,085,898 1,445,471
(418,360) (586,050)
2,191,176 2,176,710
(3,444,694) (3,142,416)
1,226,438 -
(2,218,256) (3,142,416)
100,573,473 103,715,889
98,355,217 $ 100,573,473




HOUSING AUTHORITY OF THE CHEROKEE NATION OF OKLAHOMA

STATEMENTS OF CASH FLOWS
For the fiscal years ended September 30, 2011 and 2010

CASH FLOWS FROM OPERATING ACTIVITIES:
Cash received from (paid to) participants
Cash received from other sources
Cash paid to suppliers

Net cash provided (used) by operating activities

CASH FLOWS FROM NON-CAPITAL FINANCING ACTIVITIES:
Grant revenue (reimbursed)
Title VI loan principal payments
Title VI interest paid

Net cash provided (used) by non-capital financing activities

CASH FLOWS FROM CAPITAL AND RELATED FINANCING ACTIVITIES:
Proceeds from disposal of Mutual Help and IHBG homes
Proceeds from disposal of equipment/land/AMP homes
Loan proceeds
Loan principal payments
Loan interest paid
Purchase of property

Net cash provided (used) by capital and related financing activities

CASH FLOWS FROM INVESTING ACTIVITIES:
Sale of investments
Purchase of investments
Investment income
Loan to LITC partnership
Title VI mortgage interest received
Title VI principal received on mortgage
Deletions (additions) to inventory of homes for sale
Title VI escrow paid

Net cash provided (used) by investing activities

Net increase (decrease) in cash and cash equivalents

Cash and cash equivalents-beginning of year
Cash and cash equivalents-end of year

RECONCILIATION OF OPERATING INCOME TO
NET CASH PROVIDED (USED) BY OPERATING ACTIVITIES:
Operating income (loss)
Adjustments to reconcile operating income to net cash
provided {(used) by operating activities:
Depreciation
Loss (gain) on Title VI sales
Change in assets and liabilities:
(Increase) Decrease In:
Accounts receivable
Prepaid expenses
Other assets

Increase (Decrease) In:
Accounts payable
Accrued expenses
Due to other governments
Deferred revenue

Net cash provided (used) by operating activities

See independent auditor's report and accompanying notes to financial statements.

2011 2010

(6,587) (80,302)
176,988 312,277
(3,202,490) (1,470,139)
(3,032,089) (1,238,164)
1,099,359 945,331
(2,692,423) (2,705,846)
(300,127) (441,045)
(1,893,191) (2,201,560)
1,439,289 1,362,991
139,402 15,865

2 185,275
(114,594) (81,610)
(118,233) (116,440)
(82,673) (514,577)
1,263,191 851,504
20,033,011 14,199,754
(18,712,168) (14,001,240)
289,108 587,702
(16,320) .
780,443 837,247
579,215 1,152,788
261,174 450,998
(73,857) (47,337)
3,140,606 3,179,912
(521,483) 591,692
1,602,572 1,010,880
1,081,080 1,602,572
(5,635,870) (5,319,126)
3,957,343 4,110,636
29,113 (298)
(6,587) (80,302)
(3,062) (5,944)
(26,550) (4,300)
(252) (3,056)
(7,610) 29,540
(1,336,572) 18,993
(1,142) 15,693
(3,032,089) (1,238,164)




HOUSING AUTHORITY OF THE CHEROKEE NATION OF OKLAHOMA

NOTES TO FINANCIAL STATEMENTS
September 30, 2011 and 2010

1

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A.

REPORTING ENTITY

The Housing Authority of the Cherokee Nation of Oklahoma (the "Housing Authority")
was created under the provisions of the laws of the State of Oklahoma and provides
affordable housing and other services to low income Native Americans within the
boundaries of the Cherokee Nation (the "Nation"). Effective October 1, 1997, the
Native American Housing Assistance and Self-Determination Act (NAHASDA) was
implemented. NAHASDA recognizes the system of federal housing assistance to
Native Americans by eliminating several separate programs of assistance and replacing
them with a single block grant program. In addition to this, the purpose of
NAHASDA is to provide federal assistance for Indian tribes in a manner that
recognizes the right of Indian self-determination and tribal self-governance. This is
implemented through the use of an annual Indian Housing Plan submitted to the
Department of Housing and Urban Development (DHUD) for approval. Pursuant to
Tribal Council legislation, the Nation was designated the responsible party for the
federally funded NAHASDA program in 2000. Subsequent to that action, various
components of the Indian Housing plan are passed through the Nation to the Housing
Authority under a Memorandum of Agreement for implementation and day-to-day
management.

Based on the forgoing criteria and in compliance with the provisions of GASB No. 14,
The Financial Reporting Entity, the Housing Authority is included in the Nation's
Comprehensive Annual Financial Report as a "component unit".

Cherokee Affordable Housing, Inc. (CAH) - CAH is a non-profit 501(c)3 corporation
organized under the laws of the State of Oklahoma created primarily to serve as the
eligible 501(c)3 entity required to fill the position of general partner in the low income
housing tax credit partnerships and related projects that have been developed by the
Housing Authority and a third party developer (see Note 6). CAH's financial activity
is limited only to its role in the tax credit partnerships. The board of directors for CAH
consists of the same board members of the Housing Authority. The president of CAH
is the executive director of the Housing Authority. Based on the foregoing criteria and
in compliance with the provisions of GASB No. 14, The Financial Reporting Entity,
CAH is included as a "blended" component unit in the Housing Authority's financial
statements.

Memorandum of Agreement:

During FY-2007, the Housing Authority was notified by the Cherokee Nation of the
Nation's intent to unify all housing programs under the direction of the Cherokee Nation.
As such, the commissioners of the Housing Authority, on February 19, 2008, entered
into a Memorandum of Agreement ("MOA") with the Cherokee Nation for the purpose
of designating the Cherokee Nation as the entity to administer housing programs on
behalf of the Housing Authority. The MOA was effective May 1, 2008, and remains in
effect unless terminated by either party in accordance with the terms of the MOA.

10



HOUSING AUTHORITY OF THE CHEROKEE NATION OF OKLAHOMA

NOTES TO FINANCIAL STATEMENTS (CONT'D)
September 30, 2011 and 2010

1.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONT'D)

Memorandum of Agreement (Cont'd):

The terms of the MOA provides that the day to day operations of the Housing Authority
are now administered by the Nation's newly established Housing Services Division with
all such related financial activity occurring since May 1, 2008 reflected on its accounting
records.

All former employees of the Housing Authority were either transferred to the Housing
Services Division or were terminated effective May 1, 2008. The Housing Authority
continues as separate legal entity, with a Board of Commissioners. The Housing
Authority continues to hold title to all real property, continues to maintain custody over
cash and investments associated with proceeds of sale and MEPA trust liabilities,
continues to maintain assets and related liabilities associated with the Title VI loan
program and the Assumable Mortgage program, and continues to provide the necessary
guarantees associated with the Low Income Tax Credit projects (See Note 13). The
Group Leader of the newly created Housing Services Division of the Cherokee Nation
serves as the Executive Director of the Housing Authority.

Additionally, the Board of Commissioners have agreed to effectuate the transfer, effective
October 1, 2008, of all Title VI Notes and Mortgages to the Cherokee Nation as part of
the ongoing consolidation of all housing programs. However, the final transfer will not be
completed until all legal and title issues associated with transferring the notes and
mortgages from the Housing Authority's name to the Nation have been considered and
addressed. As of September 30, 2011, the Title VI transfer is still being addressed.

Also, as part of the MOA described above, the Housing Authority annually reviews the
need to provide proceeds of sale funds to the Cherokee Nation to assist with the cost of
administering the housing programs. When approved, these amounts have been included
in the "Cost of Operations" line of the operating expenses section of the statement of
revenues, expenses and changes in net assets.

BASIS OF ACCOUNTING

The accounting and reporting policies of the Housing Authority conform to accounting
principles generally accepted in the United States of America for units of local
government as promulgated by the Governmental Accounting Standards Board
("GASB").

11



HOUSING AUTHORITY OF THE CHEROKEE NATION OF OKLAHOMA

NOTES TO FINANCIAL STATEMENTS (CONT'D)
September 30, 2011 and 2010

1.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONT'D)

B.

BASIS OF ACCOUNTING (CONT'D)

The Housing Authority accounts for its activities within a proprietary fund. The
proprietary fund type is accounted for on a flow of economic resources measurement
focus. With this measurement focus, all assets and all liabilities associated with the
operation of this fund are included on the statement of net assets. Proprietary fund
operating statements present increases (e.g., revenues) and decreases (e.g., expenses)
in total net assets. The accrual basis of accounting is utilized by the proprietary fund.
Under this basis of accounting, revenues are recognized when earned and expenses are
recognized when the liability is incurred. Pursuant to GASB Statement No. 33, the
Housing Authority records revenue on its voluntary nonexchange transactions when all
applicable eligibility requirements, including expenditure-driven transactions, are met.
Resources transmitted before the eligibility requirements have been met are reported as
deferred revenues.

Under the guidelines of GASB Statement No. 20, the Housing Authority has elected to
apply all applicable GASB pronouncements as well as Financial Accounting Standards
Board pronouncements issued on or before November 30, 1989, unless these
pronouncements conflict with or contradict GASB pronouncements.

USE OF ESTIMATES

The preparation of financial statements in conformity with generally accepted accounting
principles requires management to make estimates and assumptions that affect the
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. Actual results could differ from those estimates.

CASH AND CASH EQUIVALENTS

For purposes of reporting the statement of cash flows, the Housing Authority has defined
cash and cash equivalents as cash and investment items having an original maturity of
three months or less.

INVESTMENTS

Investments are carried at fair value. By policy, the Housing Authority's funds are
invested in DHUD approved types of investments which include (1) direct obligations of
the United States; obligations issued by Government sponsored entities; securities that are
guaranteed or insured by the United States; mutual (or other) funds registered with the
Securities and Exchange Commission and which invest only in obligations of the United
States or securities that are guaranteed or insured by the United States; or (2) accounts
that are msured by an agency or instrumentality of the United States or fully collateralized
to insure protection of the funds, even in the event of bank failure.

12



HOUSING AUTHORITY OF THE CHEROKEE NATION OF OKLAHOMA

NOTES TO FINANCIAL STATEMENTS (CONT'D)
September 30, 2011 and 2010

1.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONT'D)

F.

INVENTORY OF HOMES FOR SALE

As a result of the operation of the Title VI Loan program, the Housing Authority has
built or acquired a number of homes in various locations in anticipation of the expected
demand for the homes as well as homes for specific homebuyers in accordance with an
agreement with them. The amount in inventory for the years ended September 30, 2011
and 2010 was $712,429 and $601,920, respectively. This mventory is carried at the
lower of cost or market value.

CAPITAL ASSETS-HOME OWNERSHIP PROGRAMS

The Housing Authority has several lease-to-own homebuyer programs wherein the
tenant\homebuyer may eventually purchase the house in accordance with contractual
agreements. Until the time of transfer, these homes remain the property of the Housing
Authority. The costs of those units are depreciated over the expected term of payoff at the
time of the original agreement, generally 25 years. When the home is paid off in
accordance with the agreements, and title is passed to the homebuyer, a gain or loss is
recognized on the transfer of the house to the homebuyer. See Note 7 for further
disclosure regarding the Housing Authority's lease-to-own programs.

CAPITAL ASSETS-OTHER

Other assets that the Housing Authority has for its rental programs, area offices and
central administrative offices that are not held for systematic disposition are carried at
cost. Depreciation is computed using the straight-line method over the estimated useful
lives of the assets, which range from 5 to 40 years. Maintenance and repairs are
expensed as incurred. The Housing Authority capitalizes property and equipment
whose costs are $5,000 or more per unit.

OPERATING AND NONOPERATING REVENUE AND EXPENSE

Operating revenues are those revenues produced as a result of selling homes under the
Title VI Program, providing housing units, or providing other services. Operating
expenses include all costs of normal operations. Nonoperating revenues include grant
revenue, gain on conveyance of homes/equipment, interest income and other
nonrecurring revenue. Nonoperating expenses include interest expense and other
nonrecurring expenses.

INCOME TAXES
The Housing Authority is organized as an agency of the State of Oklahoma and, as such,

is exempt from federal and state taxation. Accordingly, no provision for income taxes
has been made in the financial statements.

13



HOUSING AUTHORITY OF THE CHEROKEE NATION OF OKLAHOMA

NOTES TO FINANCIAL STATEMENTS (CONT'D)
September 30, 2011 and 2010

2.

DEPOSITS AND INVESTMENTS

Deposits - It is the policy of the Housing Authority to maintain its bank deposits in federally
insured banking institutions. Collateralization with third-party banks is required for funds on
deposit that exceed the $250,000 amount that the Federal Depository Insurance Corporation
(FDIC) insures for each bank.

The custodial credit risk for deposits is the risk that the Housing Authority will not be able to
recover deposits that are in the possession of an outside party. Deposits are exposed to custodial
credit risk if they are not insured or collateralized. At September 30, 2011 and 2010, all of the
Housing Authority's deposits were insured or collateralized with securities held by the pledging
financial institution in the Housing Authority's name.

Investments - Investments are subject to credit risk, interest rate risk and custody risk. Credit risk
is the risk that an issuer or other counterparty will not fulfill its obligations. Regarding the
management of credit risk, it is the policy of the Housing Authority to follow the DHUD
approved types of Investment as stated in Note 1, which limits the investments to obligations of
the United States or its agencies and instrumentalities, Government Sponsored Entities, Mutual
Funds registered with the SEC and invested only in United States obligations or other accounts
insured by an agency of the United States or that are fully collateralized to insure the protection of
the funds.

Interest rate risk is the risk that changes in interest rates will adversely affect the fair value of an
investment. Investments held for longer periods are subject to increased risk of adverse interest
rate changes. The Housing Authority's policy for NAHASDA funds is to generally follow the
policy set forth by DHUD in 24 CFR 1000.58, which limits investments to a maximum of two
years. Non-NAHASDA funds can be invested longer than two years in accordance with overall
projected cash needs. At September 30, 2011 and 2010, approximately $12,267,000 and
$13,213,000, respectively, of the Housing Authority's investments were invested in securities
having an original maturity in excess of two years.

For investments, custodial risk is the risk that in the event of the failure of the counterparty, the
Housing Authority will not be able to recover the value of its investments in the possession of an
outside third party. The Housing Authority policy provides that investments are held by third
party custodians with whom the Housing Authority has custodial agreements in the Housing
Authority's name or be held in the name of both parties by the Federal Reserve Bank,

14



HOUSING AUTHORITY OF THE CHEROKEE NATION OF OKLAHOMA

NOTES TO FINANCIAL STATEMENTS (CONT'D)
September 30, 2011 and 2010

2 DEPOSITS AND INVESTMENTS (CONT'D)

Summary of Investments - The Housing Authority's investments are stated at fair value. A
summary of the investments held at September 30, 2011, their maturities and their current credit
rating are as follows:

Credit Rating
Investment Type Fair Value Less Than 1 1-5 S&P  Moody's

Money Market Funds $ 1,618,980 $ 1,618,980 §$ - () (D
Government Obligations Fund 1,060,436 1,060,436 - (2) (2)
Federal Home Loan

Mortgage Corporation 2,545,100 - 2,545,100 AA+  Aaa
Federal National Mortgage

Association 970,916 - 970916  AA+ Aaa
Federal Farm Credit Bank 1,000,000 - 1,000,000 AA+ Aaa
Total $ 7195432 § 2679416 $ 4516016

A summary of the investments held at September 30, 2010, their maturities and their current credit
rating are as follows:

Credit Rating
Investment Type Fair Value Less Than 1 1-5 S&P  Moody's

Money Market Funds $ 387,627 $ 387,627 $ - (1) (1
U.S. Treasury Bills 2,041,897 2,041,897 =
Government Obligations Fund 1,035,282 14,761 1,020,521 (2) (2)
Federal Home Loan

Mortgage Corporation 1,001,590 - 1,001,590 AAA Aaa
Federal National Mortgage

Association 504,546 504,546 - AAA Aaa
Federal Home Loan Bank 303,498 303,498 - AAA Aaa
Total § 5274440 $ 3,252,329 $ 2,022,111

(1) While these Money Market Funds do not have formal ratings, they are Governmental or
Institutional type funds that are invested only in securities that have the highest short-term rating
from at least two NRSRO's.

(2)Not rated.
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2, DEPOSITS AND INVESTMENTS (CONT'D)

A reconciliation of the investments presented above to the investments as presented in the
statements of net assets follows:

2011 2010
Investments as presented above $§ 7,195432 $ 5274440
Plus: Certificates of Deposit reported as investments and restricted
investments of which approximately 42 % and 61 % mature in one
year or less and the remaining 58% and 39% in 1 to 5 years for
2011 and 2010 respectively 26,250,928 29,492,763
Total investments and restricted investments $ 33446360 $ 34,767.203

The Investments are utilized for different purposes and as such, some are restricted as to their use
and availability. This is summarized as follows:

2011 2010
Unrestricted:
General Operation $ 24,493 607 $ 25,196,114
Restricted:
MEPA Investments 6,380,048 7,000436
Title VI Investments 2,572,705 2,570,653
Subtotal 8,952.753 9,571,089
Total Investments 3 33446360 $ 34,767 203

The Investments that are designated as MEPA are internally restricted as they represent the
amount of monies that are in the New Mutual Help Homebuyers Monthly Equity Payment
Account at September 30, 2011 and 2010. The agreement with the Homebuyers is that the funds
will be invested and any earnings will be applied to their account at least annually. When the
Homebuyer accumulates enough equity in their account from various sources, then the funds
attributable to MEPA and other sources will be released to the Housing Authority in payment of
the home (see Note 7).

The Title VI Investments are externally restricted as part of the original Title VI loan agreement
as collateral for the repayment of the Title VI loans.
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NOTES TO FINANCIAL STATEMENTS (CONT'D)
September 30, 2011 and 2010

3. ACCOUNTS RECEIVABLE

Accounts receivable at September 30, 2011 and 2010, consisted of the following:

2011 2010
Accounts receivable for insurance and other  $ 200,800 $ 195,060
Tenant loans receivable 19,491 18,944
Other receivables 300 ”
Total accounts receivable 220,591 214,004
Accounts receivable-net $ 220591 § 214,004

4. MORTGAGES RECEIVABLE - TITLE VI

The Housing Authority has receivables at September 30, 2011 and 2010, totaling $21,811,329
and $22,753,945, respectively, from individuals who are participating in the Title VI loan
program. Each of these loans is secured by a mortgage on the property provided by the
Housing Authority. The loans have an interest rate of 4% and are payable over 30 years. No
allowance has been recorded as of September 30, 2011 or 2010 as the Housing Authority
believes the amounts to be collectable or the houses can be reacquired quickly by the Housing
Authority and the value will equal or exceed the amount of the loan. Also see Note 8.
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5.

CAPITAL ASSETS

A summary of capital asset activity for fiscal year 2011 follows:

Beginning Ending
Balance Additions Deletions Balance
Capital assets not being depreciated:
Land $ 11,048448 $§ 1226438 § (385,263) $ 11,889,623
Total capital assets not
being depreciated: 11,048,448 1,226,438 (385,263) 11,889 623
Other capital assets:
Buildings and improvements 117,878,599 82,673 (3,911,599) 114,049,673
Equipment 4311,628 - (568,748) 3,742,880
Total other capital assets,
historical cost 122,190,227 82,673 (4,480,347) 117,792,553
Less accumulated depreciation for:
Buildings and improvements (63,571,645) (3,910,930) 3,162 444 (64,320,131)
Equipment (4,035 ,495) (46,413) 548,748 (3,533,160)

Total accumulated depreciation (67,607,140) (3,957,343) 3,711,192 (67,853,291)

Other capital assets, net 54,583,087 (3,874,670) (769,155) 49939 262

Total capital assets, net $ 65,631,535 § (2,648232) $§ (1,154418) $ 61,828,385

Current year “land additions” listed above consists of land totaling $1,213,938 purchased by the
Cherokee Nation and donated to the Housing Authority for future project use as well as land
totaling $12,500 purchased by Nowata County and donated to the Housing Authority for future
project use.
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September 30, 2011 and 2010

3.

CAPITAL ASSETS (CONT'D)

A summary of capital asset activity for fiscal year 2010 follows:

Capital assets not being depreciated:

Land

Total capital assets not
being depreciated:

Other capital assets:
Buildings and improvements

Equipment

Total other capital assets,
historical cost

Less accumulated depreciation for:
Buildings and improvements
Equipment

Total accumulated depreciation

Other capital assets, net

Total capital assets, net

Beginning Ending
Balance Additions Deletions Balance
11,328,398 $ = (279,950) $ 11,048,448
11,328,398 - (279,950) 11,048 448

120,504,188 514,577 (3.140,166) 117,878,599

4,528,707 - (217,079) 4,311,628

125,032,895 514,577 (3,357,245) 122,190,227
(61,890,587) (4,053,465) 2,372,407 (63,571,645)
(4,189,904) (57,171) 211,580 (4,035 ,495)
(66,080,491) (4,110,636) 2,583,987 (67,607,140)
58,952,404 (3,596,059) (773,258) 54,583,087
70,280,802 $ (3,596,059 $ (1,053,208) $ 65,631,535

INVESTMENT IN LIMITED PARTNERSHIPS/JOINT VENTURES

The Housing Authority has utilized tax credit incentives provided by the Federal government to
reduce the cost it would normally incur to provide low income housing to the elderly and other
low income families. This was accomplished by participating in four partnerships which have
built low income housing projects that qualified for Low Income Housing Tax Credits
("LIHTC") made available by the Federal government. The projects comprise 155 housing
units and are managed by outside parties under management agreements as provided by the

partnership agreements.
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6. INVESTMENT IN LIMITED PARTNERSHIPS/JOINT VENTURES (CONT'D)

These partnerships are accounted for as joint ventures utilizing the equity method of
accounting. Separate audited financial statements of the partnerships/joint ventures are
available upon request. The Housing Authority began entering into the limited partnerships in
2001 with a local nonprofit 501(C) 3 organization to build LIHTC rental properties, initially as
a limited partner during the construction phase and then was converted to Special Limited
Partner status at the end of construction period.

The Partnerships were created to provide a vehicle for use in benefiting from Low Income
Housing Tax Credits, available through the Oklahoma Housing Finance Authority, as a means
to obtain significant funding of the various housing projects, through the sale of the Tax
Credits to qualified investors who then became the limited partners upon their investment into
the partnerships.

For each of the projects, the Housing Authority committed to invest a certain amount of funds,
contingent upon the award of the low income tax credits by the Oklahoma Housing Finance
Authority.

The following summarizes the investments between the Housing Authority for each of the
partnerships/joint ventures as of September 30, 2011;

Jay Senior Stilwell Sr. Northview Wisdom

Type of investment Housing Housing Estates Keepers Total
Note receivable $ 750,000 $ 250,000 $ 1,088,600 $ - $§ 2,088,600
Initial operating loan 30,000 30,000 51,400 50,000 161,400
Management fee loan 16,320 - - - 16,320
Discount (716,165) (255,368) (966,501) (46,568)  (1,984,602)

Notes Receivable, net 80,155 24,632 173,499 3,432 281,718
Capital Investment $ 342,682 $ 610,120 $ 240 $ 426,264 $ 1,379,306
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6. INVESTMENT IN LIMITED PARTNERSHIPS/JOINT VENTURES (CONT'D)

The following summarizes the investments between the Housing Authority for each of the
partnerships/joint ventures as of September 30, 2010:

Jay Senior Stilwell Sr. Northview Wisdom
Type of investment Housing Housing Estates Keepers Total
Note receivable $ 750,000 $ 250,000 $ 1,088,600 $ - $ 2,088,600
Initial operating loan 30,000 30,000 51,400 50,000 161,400
Discount (723,359) (258,144) (986,053) (46,955) (2,014,511)
Notes Receivable, net 56,641 21,856 153,947 3,045 235,489
Capital Investment $ 342,703 $ 610,143 § 315 § 426,290 $ 1,379,451

The Notes receivable have a 31 year due date from issuance with no interest on the notes, with
the exception of the note receivable from the Northview Estates partnership. The Northview
note has an interest rate of 4.79%, which is the long-term annual AFR rate at the time of
execution of the note. Payments on this note can be made based on the available prior years'
cash flow as defined in the partnership agreement. Any unpaid accrued interest under this
calculation will be due at the same time as the principal under the loan agreement, or 31 years
from inception. The notes receivable and operating loans originally aggregated $2,250,000 and
have been discounted by $2,157,000 to reflect an appropriate rate of return accorded similar
investments, resulting in an initial balance of $93,000. The discount is being accreted back to
income over the 31 year term of the respective loans and the collectibility is to be reevaluated
annually,

The initial aggregate capital investment of $1,390,000, net of the changes in the Housing
Authority's equity accounts, is carried on the accompanying statement of net assets as
investment in partnerships/joint ventures and is adjusted on a go forward basis to reflect the
changes to the Housing Authority's equity account in the partnerships/joint ventures. During
FY-2011 and FY-2010, the Housing Authority's equity account decreased by $11 and $14,
respectively, for its share of the partnerships/joint ventures net loss.

The Housing Authority, as a Special Limited Partner, has also entered into long-term lease
agreements with three of the partnerships to provide land as a site for the Projects. Each lease
is for $1 per year for a term of 99 years. The Housing Authority's cost basis in this land and
improvements was $1,514,780 and has been expensed as the Housing Authority received no
additional equity for its contribution to these projects.

Through September 30, 2005, the Housing Authority had received or recognized development

fees of approximately $990,000 as the co-developer of the four LITC projects. No additional
development fees are to be recognized in the future for these projects.

21



HOUSING AUTHORITY OF THE CHEROKEE NATION OF OKLAHOMA

NOTES TO FINANCIAL STATEMENTS (CONT'D)
September 30, 2011 and 2010

0. INVESTMENT IN LIMITED PARTNERSHIPS/JOINT VENTURES (CONT'D)

During FY-2011 Jay Senior Housing LP received additional non-interest bearing funding from
the Housing Authority to assist in paying management fees. Based on prior experience,
management of the Housing Authority believes the loan will likely take longer than one year to
be repaid and has therefore been classified as long-term.

Condensed financial statements for each of these partnerships/joint ventures at December 31,
2010, and the fiscal year then ended follow

Jay Senior  Stilwell Sr.  Northview Wisdom

Housing Housing Estates Keepers Total

Balance Sheets
Current assets $ 101,554 $ 116477 $ 185,659 § 137,177 § 540,867
Noncurrent assets 2,058,242 2218305 3,526919 2,596 404 10,399,870
Current liabilities 60,450 40,774 227,735 61407 390,366
Long-term liabilities 750,500 494,183 1,088,600 300,750 2,634,033
Net equity of the Authority 342,682 610,120 240 426,264 1,379,306
Net equity - others 1,006,164 1,189,705 2,396,003 1,945,160 6,537,032

Profit and Loss
Operating revenue $ 154365 $ 139732 § 181,726 § 157865 § 633,688
Operating expense (138,384) (135,119) (128,876) (122.973) (525,352)
Depreciation expense (84,095) (94,546) (150,602) (107,022) (436,265)
Nonoperating - other 535 414 (51,228) 409 (49.870)
Net income (loss) (67,579) (89,519) (148,980) (71,721) (377,799)

Audited financial statements are available from the partnerships/joint ventures upon request.
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6.

INVESTMENT IN LIMITED PARTNERSHIPS/JOINT VENTURES (CONT'D)

Condensed financial statements for each of these partnerships/joint ventures at December 31,
2009, and the fiscal year then ended follow

Jay Senior Stilwell Sr. Northview Wisdom
Housing Housing Estates Keepers Total
Balance Sheets

Current assets $ 89341 § 109,225 § 162,068 $ 101,455 $ 462089
Noncurrent assets 2,140,740 2,311,451 3,677,521 2,703,426 10,833,138
Current liabilities 25,660 6,899 154,366 60,736 247 661
Long-term liabilities 787,996 524,433 1,140,000 301,000 2,753 429
Net equity of the Authority 342,703 610,143 315 426,290 1,379,451
Net equity - others 1,073,722 1,279,201 2,544 908 2,016,855 6,914,686
Profit and Loss
Operating revenue $ 134435 $ 144,055 $ 178,409 $ 146,477 §$ 603,376
Operating expense (146,029) (131,903) (125,193) (131,829) (534,954)
Depreciation expense (84,050) (94,423) (150,571) (106,650) (435,694)
Nonoperating - other 559 395 (50,990) 393 (49,643)
Net income (loss) (95,085) (81,876) (148,345) (91,609) (416,915)

Audited financial statements are available from the partnerships/joint ventures upon request.

The Housing Authority's Component Unit, Cherokee Affordable Housing ("CAH") is the only
general partner in these partnerships and has a partnership interest of .005%. The Housing
Authority is a Special Limited Partner with a partnership interest of .005%. The remaining
99.99% interest in each partnership is held by a Limited Partner that is a syndicated Tax Credit
Fund LLC. These Limited Partmers provide the majority of the financing for each of the
projects in exchange for the Income Tax Credits and other tax deductions that are provided
from the qualification and operation of the partnerships.

In addition to the cash investments and other costs incurred in connection with the Limited
Partnerships, the Housing Authority has provided a "Tax Credit Recapture Guarantee" to the
Limited Partner (third-party syndicator of the tax credits) for each of the Partnerships should
the Internal Revenue Service disallow the use of any of the tax credits to third-party investors
by the Limited Partner. The Housing Authority and developer have also provided an
"Operating Deficit Guarantee" which would require the Housing Authority and developer to
provide capital for operations should the need arise.
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T

TRUST LIABILITIES AND RELATED ASSETS

The Housing Authority has several lease-to-own homebuyer programs wherein the
tenant\homebuyer may eventually purchase the house in accordance with contractual
agreements. These transactions are similar to a financing lease, however are not accounted for
as such as the amount and collectibility of the minimum lease payments is not predictable. Until
the time of transfer, these homes remain the property of the Housing Authority. The costs of
these units are depreciated over the expected term of payoff at the time of the original
agreement, generally 25 years. When the home is paid off in accordance with the agreements
and title is transferred to the homebuyer, a gain or loss is recognized by the Housing
Authority. For the years ended September 30, 2011 and 2010, a gain of $382,765 and
$364,150, respectively, was recorded in connection with such transfers.

The Trust Liabilities reflected in the accompanying financial statements primarily includes a
liability for funds that have been received from the tenants or homebuyers in the various lease-
to-own programs operated by the Housing Authority. These funds are held in a trust type
account to be applied to various uses, depending on the agreement with the tenant\homebuyer.
The largest of the amounts included in this category are for accounts attributable to the New
Mutual Help Housing Program wherein the tenant\homebuyers are credited with a portion of
the funds that they have contributed as well as other amounts credited to them in accordance
with DHUD requirements and program policies. Under the provisions of mutual-help
occupancy agreements, tenant/homebuyers are required to make payments based on the family
or household income. After deducting an administrative fee as set forth by DHUD, the
remaining balance is credited to the participant's equity payment account ("MEPA"). The
balance of the MEPA accounts, which are being held and invested by the Housing Authority on
behalf of the New Mutual Help homebuyers, was $6,408,547 and $7,000,436 as of September
30, 2011 and 2010, respectively. These investments are presented as restricted investments in
the accompanying Statement of Net Assets. These MEPA Funds, along with other credits to
these tenant/homebuyers totaled $7,190,903 and $7,893,769 at September 30, 2011 and 2010,
respectively. Although these funds will generally be retained by the Housing Authority upon
the transfer of home ownership to the tenant/homeowner, they are presented as a liability until
then because the funds are effectively owned by the tenant /homeowner. Upon transfer of the
home to the tenant/homeowner the funds will be considered revenue and applied to the carrying
value of the related home and a gain or loss will be recorded by the Housing Authority.

Additionally, at September 30, 2011 and 2010, other amounts included in this category include
escrow deposits held by the Housing Authority associated with the Title VI program mortgages
totaling $22,915 and $70,767, respectively, and low income housing tenants' security deposits
of $57,975 and $70,510, respectively.
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8.

NOTES PAYABLE

NAHASDA Title VI Loan Program

In July of 2002, the Cherokee Nation (the "Nation"), the Housing Authority, Bank One, N.A.
(now JPMorgan Chase Bank, N.A.) and the United States Department of Housing and Urban
Development ("DHUD") entered into a Title VI loan agreement, under the authorization of the
Native American Housing and Self Determination Act ("NAHASDA") whereby the Nation was
authorized to borrow up to $50 million from Bank One for the purpose of enabling the Housing
Authority to construct single family residences within the Nation's 14 county jurisdictional
area. The Title VI program allows tribal governments to pledge future grants toward
repayment of the loan, thereby securing financing currently. On December 30, 2002, the
Nation and the Housing Authority entered into a Supplemental Memorandum of Agreement
("SMOA™) for the purpose of setting forth the procedures and the parties' agreement related to
the disbursement, use, repayment, and handling of the funds obtained under the Title VI loan.
The Nation serves as the recipient of the loan proceeds and advances funds to the Housing
Authority as requested under the agreed procedures.

The Housing Authority provides construction or acquisition of housing for eligible participants
using Title VI loan proceeds from the Nation. The participants enter into promissory notes and
mortgage agreements with the Housing Authority for repayment of the principal and interest
related to the assistance provided (see Note 4). All promissory notes, collateral, mortgages,
etc. obtained by the Housing Authority in conjunction with the use of Title VI loan proceeds
are pledged by the Housing Authority to the Nation as collateral for the repayment of the Title
VI loan proceeds advanced to the Housing Authority by the Nation.

As part of its participation in the Title VI loan, the Housing Authority was required to deposit
securities in escrow ("Pledge Account") with Bank One in an amount equal to five percent of
the total loan authorization, or $2,500,000. These securities are pledged as collateral for the
Title VI loan to cover the portion of the loan balance not guaranteed by HUD's 95%
"Certificate of Guarantee" provided to Bank One (now JPMorgan Chase Bank, N.A.) as part
of the Title VI loan. The interest and dividends generated on these securities remains the
property of the Housing Authority. The pledge remains in effect for 10 years beginning July
30, 2002. Then every two years thereafter, a request for release of a portion of the securities
can be made. The securities pledged have a fair value of $2,572,705 and $2,570,653 at
September 30, 2011 and 2010, respectively, and have been reported as restricted investments
in the Statement of Net Assets.

Additionally, as part of its participation in the Title VI loan program, the Housing Authority
has committed to reimburse the Nation for any costs incurred by the Nation related to the
Housing Authority not complying with the terms of the SMOA or the requirements of the Title
VI program. The Housing Authority, through its signing of the SMOA, agrees to abide by all
conditions specified in the Title VI loan agreement.
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NOTES PAYABLE (CONT'D)

NAHASDA Title VI Loan Program (Cont'd)

As collateral for the Title VI loan, the Nation has pledged all current and future grants for
which the borrower becomes eligible under NAHASDA as well as program income directly
generated from the use of the loan proceeds, program income derived from the sale or lease of
real property acquired, rehabilitated or constructed with loan proceeds, and the securities
deposited to the Pledge Account. Any program income generated from the above is required to
be deposited into a "Loan Repayment Account” to serve as an additional source for payment of
principal and interest related to the Title VI loan.

During FY-2011 and FY-2010, the Housing Authority did not receive any loan advances for
the Title VI program. The cumulative amount of funds drawn on the available loan funds is
$33,231,000 at September 30, 2011 and 2010. The loan is divided into two separate "pools”
which carry different interest rates over the life of the loan. Pool A, whose balance at
September 30, 2011 and 2010 was $1,473,778 and $2,964,404, respectively, and carries an
interest rate of 6.7%. Pool B, whose balance at September 30, 2011 and 2010 was
$12,419,319 and $13,621,116, respectively, and carries a variable interest rate, reset monthly,
derived from the 30 day LIBOR + 70 basis points, which at September 30, 2011 and 2010 was
0.95%. Pool A is repayable in monthly principal payments of $54,358 through May 1, 2022,
plus interest. Pool B principal payments of $100,150 began March of 2005 and are scheduled
through June 1, 2022, plus interest. During FY-2011 and FY-2010, the Housing Authority
made total principal repayments on Pool A of $1,490,626 and $1,604,200 and on Pool B of
$1,201,797 and $1,101,647, respectively.

Claremore QuadPlex Note

During FY-2006, the Housing Authority borrowed $151,500 for its costs related to the Claremore
QuadPlex project. The loan is repaid in monthly payments, beginning February 1, 2006, of
$1,341 including principal and interest. The loan carries an interest rate of 6.75%. The final
payment will be made on February 1, 2021. At September 30, 2011 and 2010 the loan balance
was $110,469 and $118,784, respectively.

Assumable Mortgage Program ("AMP")

During FY-2007, the Housing Authority began its Assumable Mortgage Program. The
Housing Authority has taken out 2 loans in FY-2010 and 4 loans in FY-2009 in the amount of
$185,275 and $338,019, respectively for use in the purchase of 25 total homes provided to
program participants. Interest rates on the loans vary from 5.50% to 7.125% and are payable
in monthly installments over thirty years. At September 30, 2011 and 2010 the loan balance was
$1,735,464 and $1,841,743, respectively.
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A summary of activity in the notes payable follows:

Amounts
Beginning Ending Due within

Balance Additions Reductions Balance One Year
Title VI Notes $ 16,585,520 $ - $ 2692423 § 13,893,097 % 1,854,094
QuadPlex Note 118,784 = 8,315 110,469 8,904
AMP Notes 1,841,743 - 106,279 1,735,464 25,894
Totals $ 18,546,047 $ - § 2807017 $ 15,739,030 $ 1,888,892

Future principal and interest payments related to the notes payable at September 30, 2011, are

as follows:

Year Ending

September 30 Principal Interest Total
2011 $ 1,888,892 $ 310279 § 2,199,171
2012 1,891,186 251,783 2,142 969
2013 1410515 204,301 1,614,816
2014 1,243,939 188,132 1432,071
2015 1,246,714 173,958 1,420,672
2016 - 2020 6,270,602 647,187 6,917,789
2021 -2025 678,740 396,567 1,075,307
2026 - 2030 379,246 294209 673,455
2031 - 2035 520,153 154,455 674,608
2036 - 2040 209,043 11,922 220,965
Totals $ 15739030 % 2,632,793 § 18,371,823

9. RISK MANAGEMENT

The Housing Authority is exposed to various risks of loss related to torts, theft of, damage to, and
destruction of assets, errors and omissions, injuries to employees and natural disasters. The
Housing Authority maintains commercial insurance coverage covering each of these risks of loss.
Management believes such coverage is sufficient to preclude any significant uninsured losses to
the Housing Authority. Settlements have not exceeded insurance coverage in the past three years.
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9.

10.

11.

RISK MANAGEMENT (CONT'D)

The Housing Authority participates in AMERIND Risk Management Corporation,
("AMERIND"), an insurance pooling arrangement wherein the risk of loss to the property and
equipment of the Housing Authority is shared by a large number of Indian Housing Authorities
in the United States. The Housing Authority has a deposit of $398,642 with AMERIND to
cover contingencies, which represents an interest in the operations of AMERIND and is
included in other noncurrent assets in the accompanying financial statements. In addition, the
Housing Authority pays an annual premium to cover losses and expenses.

AMERIND also has a program which provides insurance to low income Cherokee homeowners
in the Nation's jurisdictional area. The Housing Authority facilitates this insurance program by
administering required paperwork and making upfront payments to AMERIND. The Housing
Authority collects these payments from home owners on a monthly basis throughout the year.
The Housing Authority receives no fees or revenues for its assistance in this process and does
incur losses to the extent that it pays in advance for insurance and is not reimbursed by the
homeowner. During FY-2009, the Cherokee Nation assumed responsibility for making annual
upfront payments to AMERIND.

RELATED-PARTY TRANSACTIONS

For the years ended September 30, 2011 and 2010, the Housing Authority and the Nation have
the following related-party transactions due to their relationship with NAHASDA funding (see
Note 1A). The Housing Authority has recorded $1,099,359 and $945,331in grant revenue in
2011 and 2010, respectively, which is the result of pass through funding from the Nation in
relation to the Nation's NAHASDA funding. Additionally, proceeds of sale funds totaling
$1,500,000 and $1,425,000, for FY-2011 and FY-2010, respectively, were provided to the
Cherokee Nation to assist with the cost of administering the housing programs. These amounts
are reflected in the "Cost of Operations” line of the operating expenses section of the statement
of revenues, expenses and changes in net assets (see Note 1A).

COMMITMENTS, ECONOMIC DEPENDENCY, AND CONTINGENCIES

As discussed in Note 6, the Housing Authority has provided a "Tax Credit Recapture
Guarantee" to the Limited Parters of the various Limited Partnerships (third-party syndicator
of the tax credits) should the Internal Revenue Service disallow the use of any of the tax credits
being marketed to third-party investors by the Partnership. The aggregate tax credits provided
through these partnerships was approximately $13,600,000. The Housing Authority has also
provided an "Operating Deficit Guarantee" which would require the Housing Authority to
provide capital for operations should the need arise. To date, the Housing Authority has not
been required to provide any "Deficit Guarantee" funding, and management of the Housing
Authority does not believe funding for Deficit Guarantee or Tax Credit Recapture will be
required in the future.

28



HOUSING AUTHORITY OF THE CHEROKEE NATION OF OKLAHOMA

NOTES TO FINANCIAL STATEMENTS (CONT'D)
September 30, 2011 and 2010

11.

COMMITMENTS, ECONOMIC DEPENDENCY, AND CONTINGENCIES (CONT'D)

The Housing Authority's revenues were primarily from federal awards, most of which were
passed through the Cherokee Nation under Memorandums of Agreement. These are subject to
availability of funds, authorization by the Cherokee Nation and the Housing Authority's
compliance with those agreements and federal rules and regulations.

The Housing Authority administers various federal programs. These programs are subject to
audit and adjustments by the awarding agencies and other organizations. Any disallowed
claims, including amounts already collected, may constitute a liability of the applicable
program. The amount, if any, of expenses disallowed cannot be determined at this time. The
Housing Authority expects such amounts, if any, to be immaterial. The management of the
Housing Authority is unaware of any lawsuits or other contingencies that may cause unforeseen
additional costs.

ks
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| Arledge

& Associates, P.C.

CERTIFIED PUBLIC ACCOUNTANTS

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 Board of Commissioners

We have audited the financial statements of the Housing Authority of the Cherokee Nation of
Oklahoma (the "Housing Authority"), a component unit of the Cherokee Nation, as of and for
the year ended September 30, 2011, and have issued our report thereon dated February 7, 2012.
We conducted our audit in accordance with auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States.

Internal Control Over Financial Reporting

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

A deficiency in internal control 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 Housing Authority’s financial statements will not
be prevented, or detected and corrected on a timely basis.

Our consideration of 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.

Compliance and Other Matters

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

309 N. Bryant Ave. « Edmond, OK 73034 + 405.348.0615 * Fax 405.348.0931 * www.jmacpas.com
Member of AICPA and OSCPA



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




| Arledge

& Associates, P.C.

CERTIFIED PUBLIC ACCOUNTANTS

REPORT ON COMPLIANCE WITH REQUIREMENTS THAT COULD HAVE A DIRECT
AND MATERIAL EFFECT ON EACH MAJOR PROGRAM AND ON INTERNAL
CONTROL OVER COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-133

To the Board of Commissioners

Compliance

We have audited the compliance of the Housing Authority of the Cherokee Nation of Oklahoma
(the "Housing Authority"), a component unit of the Cherokee Nation, with the types of
compliance requirements described in the 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
September 30, 2011. The Housing Authority's major federal programs are identified in the
summary of auditor's results section of the accompanying schedule of findings and questioned
costs. Compliance with the requirements of laws, regulations, contracts and grants applicable to
each of its major federal programs is the responsibility of the Housing Authority's management,
Our responsibility is to express an opinion on the Housing Authority's compliance based on our
audit.

We conducted our audit of compliance in accordance with auditing standards generally accepted
in the United States of America; the standards applicable to financial audits contained in
Government Auditing Standards, issued by the Comptroller General of the United States; and
OMB Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations.
Those standards and 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 the Housing Authority's
compliance with those requirements and performing such other procedures, as we considered
necessary in the circumstances. We believe that our audit provides a reasonable basis for our
opinion. Our audit does not provide a legal determination on the Housing Authority's
compliance with those requirements.

In our opinion, the Housing Authority complied, in all material respects, with the requirements
referred to above that could have a direct and material effect on each of its major federal
programs for the year ended September 30, 2011.

Internal Control Over Compliance

The management of the Housing Authority is responsible for establishing and maintaining
effective internal control over compliance with the requirements of laws, regulations, contracts
and grants applicable to federal programs. In planning and performing our audit, we considered
the Housing Authority's internal control over compliance with the requirements that could have
a direct and material effect on a major federal program in order to determine our auditing
procedures for the purpose of expressing our opinion on compliance and to test and report on

309 N. Bryant Ave. « Edmond, OK 73034 + 405.348.0615  Fax 405.348.0931 * www.jmacpas.com
Member of AICPA and OSCPA



internal 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 effectiveness of the Housing Authority's
internal control over compliance.

A deficiency in internal control over compliance 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 reasonable possibility that material noncompliance with a type of
compliance requirement of a federal program will not be prevented, or detected and corrected,
on a timely basis.

Our consideration 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 deficiencies, significant deficiencies, or material
weaknesses. We did not identify any deficiencies in internal control over compliance that we
consider to be material weaknesses, as defined above.

Schedule of Expenditures of Federal Awards

We have audited the financial statements of the Housing Authority, as of and for the year ended
September 30, 2011, and have issued our report thereon February 7, 2012, which contained an
unqualified opinion on those financial statements. Our audit was performed for the purpose of
forming an opinion on the basic financial statements taken as a whole. The schedule of
expenditures of federal awards is presented for purposes of additional analysis as required by the
U.S. Office of Management and Budget Circular A-133, Audits of States, Local Governments,
and Non-Profit Organizations, and is not a required part of the financial statements of the
Housing Authority. Such information is the responsibility of management and was derived from
and relates directly to the underlying accounting and other records used to prepare the financial
statements. The information has been subjected to the auditing procedures applied in the audit of
the financial statements and certain additional procedures, including comparing and reconciling
such information directly to the underlying accounting and other records used to prepare the
financial statements or to the financial statements themselves, and other additional procedures in
accordance with auditing standards generally accepted in the United States of America. In our
opinion, the information is fairly stated, in all material respects, in relation to the financial
statements taken as a whole.

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

February 742012
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HOUSING AUTHORITY OF THE CHEROKEE NATION OF OKLAHOMA

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
Year Ended September 30, 2011

SECTION I - SUMMARY OF AUDITOR’S RESULTS

Financial Statements

Type of auditor's report issued: Ungqualified

Internal control over financial reporting:

Material weakness(es) identified? yes X no
Significant deficiency(ies) identified
not considered to be material weaknesses? yes X none reported

Noncompliance material to financial statements noted? yes X no

Federal Awards

Internal Control over major programs:
Material weakness(es) identified? yes X no
Significant deficiency(ies) identified

not considered to be material weakness(es)? yes X none reported

Type of auditor's report issued on compliance

for major programs: Unqualified
Any audit findings disclosed that are required

to be reported in accordance with

Circular A-133, Section .510(a)? yes X no
Identification of major programs:
CFDA Number(s) Name of Federal Program or Cluster

14.869 Title VI Federal Guarantees for Financing

Tribal Housing Activities

14.867 Indian Housing Block Grant
Dollar threshold used to distinguish

between Type A and Type B programs: $ 300,000
Auditee qualified as low-risk auditee? X yes no




HOUSING AUTHORITY OF THE CHEROKEE NATION OF OKLAHOMA

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONT'D)
Year Ended September 30, 2011

SECTION II - FINANCIAL STATEMENT FINDINGS

Compliance Findings

There are no findings requiring reporting under this section.

Internal Control Findings

There are no findings requiring reporting under this section.

SECTION III - FEDERAL AWARDS FINDINGS AND QUESTIONED COSTS

Compliance Findings

There are no findings requiring reporting under this section.

Internal Control Findings

There are no findings requiring reporting under this section.



Housing Authority of the Cherokee Nation
1500 Hensley Drive
P.0. Box 1007
Tahlequah, OK 74465-1007
Phone 918-456-5482  Fax 918-458-5671

HOUSING AUTHORITY OF THE CHEROKEE NATION OF OKLAHOMA

SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS
Year Ended September 30, 2011

GENERAL

There were no prior year findings that are required to be reported under OMB Circular A-133 for
FY-2010.

Sincerely,

L

David Southerland, Executive Director



Housing Authority of the Cherokee Nation
1500 Hensley Drive
P.O. Box 1007
Tahlequah, OK 74465-1007
Phone 918-456-5482 Fax 918-458-5671

CORRECTIVE ACTION PLAN

February 7, 2012
Department of Housing and Urban Development
Housing Authority of the Cherokee Nation of Oklahoma respectfully submits the following

corrective action plan for the year ended September 30, 2011.

Name and address of independent public accounting firm: Arledge & Associates, P.C., 309 North
Bryant, Edmond, OK 73034.

Audit period: October 1, 2010 to September 30, 2011.
The findings from the schedule of findings and questioned costs are discussed below. The

findings are numbered consistently with the numbers assigned in the schedule. Section I of the
schedule, Summary of Audit Results, does not include findings and is not addressed.

1L FINDINGS — FINANCIAL STATEMENT AUDIT

There are no findings requiring reporting under this section.

HILFINDINGS — FEDERAL AWARD PROGRAMS AUDITS
There are no findings requiring reporting under this section.

If the Department of Housing and Urban Development has questions regarding this plan, please
call David Southerland, Executive Director at (918) 456-5482.

Sincerely,

ey /4

David Southerland, Executive Director
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