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BELLENFANT + MILES, PLLC

CERTIFIED PUBLIC ACCOUNTANTS |

INDEPENDENT AUDITORS' REPORT

To the Board of Directors
Urban Housing Solutions, Inc.
Nashville, Tennessee

Report on the Financial Statements

We have audited the accompanying financial statements of Urban Housing Solutions, Inc. (“UHS™), which
comprise the statements of financial position as of December 31, 2012 and 2011, and the related statements of
activities, functional expenses, and cash flows for the years then ended, and the related notes to the financial
statements.

Management’s Responsibility for the Financial Statements

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

Auditor’s Responsibility

Our responsibility is to express an opinion on these financial statements based on our audit. We conducted our
audits in accordance with auditing standards generally accepted in the United States of America and the
standards applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States. Those standards require that we plan and perform the audits to
obtain reasonable assurance about whether the financial statements are free from material misstatement,

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

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
audit opinion.
Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial
position of Urban Housing Solutions, Inc. as of December 31, 2012 and 2011, and the changes in its net assets
and its cash flows for the year then ended in accordance with accounting principles generally accepted in the
United States of America.
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Other Matters
Other Information

Our audit was conducted for the purpose of forming an opinion on the financial statements as a whole. The
schedule of program services revenues and expenses for 2012 and 2011 are presented for purposes of
additional analysis and are not a required part of the financial statements. The accompanying schedule of
expenditures of federal and state awards, as required by Office of Management and Budget Circular A-133,
Audits of States, Local Governments, and Non-Profit Organizations, is presented for purposes of additional
analysis and is not a required part of the financial statements. 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 Siates of America. In our opinion, the information is fairly stated, in all
material respects, in relation to the financial statements as a whole.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated September 17,
2013, on our consideration of Urban Housing Solutions, Inc.’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 interal control over financial
reporting and compliance and the results of that testing, and not to provide an opinion on internal control over
financial reporting or on compliance. That report is an integral part of an audit performed in accordance with
Government Auditing Standards in considering Urban Housing Solutions, Inc.’s internal control over financial
reporting and compliance.

September 17, 2013




URBAN HOUSING SOLUTIONS, INC.
STATEMENTS OF FINANCIAL POSITION
DECEMBER 31,2012 AND 2011

ASSETS
2012 2011
Cash $ 1,385,486 b 684,130
Restricted cash:
Tenant security deposits 150,316 135,800
Replacement reserves 188,837 398,139
Accounts receivable:
Grants 155,969 119,479
Consortium Agreement 951,678 134,437
Tenants, net of doubtful accounts 212,756 119,562
Other 19,079 -
Due from Mercury Court Apartments, LP 9,295 24,610
Prepaid expenses, deposits and other 8,000 28,813
Investment in Mercury Court Apartments, LP 70,000 70,000
Property and equipment - net of accumulated depreciation 28,598,199 25,818,104
Loan closing costs, net of accumulated amortization of
$ 101,453 and $ 106,210 for 2012 and 2011, 108,288 102,584
TOTAL ASSETS $ 31,858,103 $ 27,635,658
LIABILITIES ANB NET ASSETS
LIABILITIES
Accounts payable and accrued expenses $ 926,947 $ 169,080
Accrued payments in Heu of tax (PILOT) and property taxes payable 13,258 256,768
Tenant security deposits payable 182,274 164,338
Unearned revenue 38,657 48,417
Notes payable 8,486,904 7,933,902
TOTAL LIABILITIES 9.648,040 8,574,505
NET ASSETS
Unrestricted:
Undesignated 2,098,627 1,148,286
Property and equipment 20,111,295 17,882,202
Total unrestricted 22,209,922 19,030,488
Temporarily restricted 141 30,665
TOTAL NET ASSETS 22,210,063 19,061,153
TOTAL LIABILITIES AND NET ASSETS $ 31,858,103 § 27,635,658

The accompanying notes are an integral part of these financial statements.
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SUPPORT AND REVENUES
Public Support:
Individual and corporate gifts
Grants:
Government
Foundation
Other
Consortium Agreement

Total public support

Revenues:

Rental income

Laundry and vending machine income

Investment income

Developer fees

Insurance proceeds

Management fees

Miscellaneous

Freedom recovery

Special events

Net assets released from restrictions:
Satisfaction of time and purpose
restrictions

TOTAL SUPPORT AND REVENUES

EXPENSES
Program services:
Rental projects
Resident support programs

Total program services

Supporting services:
Management and general

TOTAL EXPENSES

CHANGE IN NET ASSETS
NET ASSETS - BEGINNING OF YEAR
NET ASSETS - END OF YEAR

URBAN HOUSING SOLUTIONS, INC.

STATEMENTS OF ACTIVITIES
FOR THE YEAR ENDED DECEMBER 31, 2012 AND 2011

2012 2011
TEMPORARILY TEMPORARILY
UNRESTRICTED RESTRICTED TOTAL UNRESTRICTED RESTRICTED TOTAL
$ 253595 $ 141 $ 25736 $ 39766 S - 8 39,766
647,922 . 647,922 1,008,900 - 1,008,900
94,800 . 94,800 44,000 30,165 74,165
26,548 . 26,548 20,934 500 21,434
3,361,811 - 3,361,811 3,701,736 - 3,701,736
4,156,676 141 4,156,817 4,815,336 30,665 4,846,001
3,652,650 - 3,652,650 3,365,864 - 3,365,864
28,949 - 28,949 27,539 - 27,539
1,626 - 1,626 6,617 - 6,617
269,061 - 269,061 281,101 - 281,101
113,341 - 113,341 3,734 - 3,734
9,333 - 9,333 9,120 . 9,120
65,606 - 65,606 47,171 . 47,171
10,178 - 10,178 23,402 - 23,402
41,250 - 41,250 47,760 - 47,760
30,665 (30.665) - 10,000 (10,000) -
8,379,335 (30,524) 8,348,811 8,637,644 20,663 8,658,309
3,795,724 . 3,795,724 4,006,524 - 4,006,524
1,171,341 - 1,171,341 778,398 - 778,398
4,967,065 - 4,967,065 4,784,922 . 4,784,922
232,836 - 232,836 201,121 - 201,121
5,199,901 - 5,199,901 4,986,043 - 4,986,043
3,179,434 (30,524) 3,148,910 3,651,601 20,665 3,672,266
19,030,488 30,665 19,061,153 15,378,887 10,000 15,388,887
$ 22200922  § 141 $22210,063  $ 19030488 $ 30,665 $ 19,061,153

The accompanying notes are an integral part of these financial statements.
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Payroll and related expenses
Advertising

Contract services
Insurance

Interest

Legal and professional
Miscellancous

Printing and postage
Repairs and maintenance
Social program funds
Special events

Supplies

Taxes and licenses
Telephone

Travel

Utilities

TOTAL FUNCTIONAL EXPENSES
BEFORE DEPRECIATION AND
AMORTIZATION

Depreciation and amorfization

TOTAL FUNCTIONAL EXPENSES

The accompanying notes are an integral part of these financial statements,

URBAN HOUSING SOLUTEONS, INC.
STATEMENT OF FUNCTIONAL EXPENSES
FOR THE YEAR ENDED DECEMBER 31, 2012

SUPPORTING
PROGRAM SERVICES SERVICES
RESIDENT MANAGEMENT
RENTAL SUPPORT AND
PROJECTS PROGRAMS TOTAL GENERAL TOTAL
$ 869,515 $ 643,162 $ 1,512,677 3 130,059 $ 1,642,736
- - - 1,494 1,494
504,043 10,830 514,873 - 514,873
154,517 72,848 227,365 2,422 229,787
98,015 - 98,015 - 98,015
4,527 2,921 7,448 18,911 26,359
4,940 4,977 9,917 19,778 29,695
6,258 3,039 9,297 831 10,128
198,520 11,222 209,742 239 209,981
59.445 16,374 75,819 112 75,931
- - - 41,251 41,251
14,354 6,592 20,986 2,331 23,317
124,468 41,356 165,824 892 166,716
22,055 11,175 33,230 1,108 34,338
38,751 15,606 54,357 3,511 57,868
701,789 16,773 718,562 - 718,562
2,801,237 856,875 3,658,112 222,939 3,881,051
994,487 314,466 1,308,953 9,897 1,318,850
$ 3,795,724 § 1,171,341 $ 4,967,065 3 232,836 $ 5,195,901

-7-



Payroll and related expenses
Advertising

Contract services
Insurance

Interest

Legal and professional
Miscellaneous

Printing and postage
Repairs and maintenance
Social program funds
Special events

Supplies

Taxes and licenses
Telephone

Travel

Utilities

TOTAL FUNCTIONAL EXPENSES
BEFORE DEPRECIATION
AMORTIZATION

Depreciation and amortization

TOTAL FUNCTIONAL EXPENSES

URBAN HOUSING SOLUTIONS, INC.
STATEMENT OF FUNCTIONAL EXPENSES
FOR THE YEAR ENDED DECEMBER 31, 2611

SUPPORTING
PROGRAM SERVICES SERVICES
RESIDENT MANAGEMENT
RENTAL SUPFORT AND
PROJECTS PROGRAMS TOTAL GENERAL TOTAL
$ 963,308 $ 556,839 $ 1,520,147 3 101,595 $ 1,621,742
5,152 2 5,154 - 5,154
534,381 3,721 538,102 - 538,102
114,360 47,807 162,367 1,006 163,373
164,686 - 164,686 - 164,686
8,224 3,739 12,963 21,222 34,185
4,309 1,880 6,189 3,353 9,542
3,720 1,912 5,632 146 5,778
253,210 3,037 256,247 158 256,405
50,030 11,482 61,512 - 61,512
- - - 47,760 47,760
19,601 7,898 27,499 1,432 28,931
205,517 32,168 237,685 504 238,189
19,078 9,345 28,423 812 29,235
33,370 21,265 54,633 1,086 55,721
683,537 7,371 690,908 - 690,908
3,063,683 708,466 3,772,149 179,074 3,951,223
942,841 69,932 1,012,773 22,047 1,034,820
$ 4,000,524 3 778,398 $ 4,784,922 5 201,121 $ 4,986,043

The accompanying notes are an integral part of these financial statements.
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URBAN HOUSING SOLUTIONS
STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED DECEMBER 31, 2012 AND 2011

CASH FLOWS FROM OPERATING ACTIVITIES:

Change in net assets:
Adjustments to reconcile change in net assets to net
cash provided (used) by operating activities:
Depreciation and amortization
(Increase) decrease in:
Restricted deposits
Accounts receivable:
Grants
Consortium agreement
Tenants
Other
Insurance receivable
Other assets
Increase (decrease) in:
Accounts payable and accrued expenses
Tenant security deposits payable
Unearned revenue
Accrued payments in lieu of tax (PIL.OT) and property taxes payable
Net cash provided by operating activities

CASH FLOWS FROM INVESTING ACTIVITIES:

Purchase of property and equipment
Net cash used by investing activities

CASH FLOWS FROM FINANCING ACTIVITIES:

Loan closing costs incurred
Proceeds from notes payable
Principal payments on notes payable
Net cash (used) provided by financing activities

NET INCREASE (DECREASE) IN CASH
CASH - BEGINNING OF YEAR
CASH - END OF YEAR

Supplemental Information:

Interest expense of $98,015 was paid in 2012 and $164,686 in 201 1.

2012 2011
3,148,910 $ 3,672,266
1,318,850 1,034,820

194,586 (30,603)
(36,490) (42,510)
(817,241) (35,547)
(93,194) (37,671)
(19,079) -
- 29,695
36,128 (35,260)
757,867 9221
17,936 32,467
(9,760) (11,444)
(243,510) 160,564
4,255,003 4,745,998
(4,053,747) (4,273,382)
(4,053,747) (4,273,382)
(50,902) (37,382)
2,345,000 1,370,000
(1,793,998) (2,016,635)
500,100 (684,017)
701,356 (211,401)
684,130 895,531
1,385,486 $ 684,130

Closing costs of $50,902 were capitalized during 2012 and added to principal of notes payable.

The accompanying notes are an integral part of these financial statements,
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URBAN HOUSING SOLUTIONS, INC.
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31. 2012 AND 2011

SUMMARY OF SIGNIFICANT ACCOUNTING PRINCIPLES

Organization and Purpose:

Urban Housing Solutions, Inc. ("UHS") was founded in 1991 as a Tennessee not-for-profit
corporation. UHS provides affordable rental housing and social services for low-income residents
of Nashville, primarily those with special needs.

Basis of Presentation:

Urban Housing Solutions, Inc. prepares its financial statements and maintains its financial
accounting records on the accrual basis of accounting. Revenues are recognized when earned and
expenses are recognized when incurred.

Financial statement presentation follows the requirements of the Financial Accounting Standards
Board (FASB) Accounting Standards Codification Topic related to Presentation of Financial
Statements of Not-for-Profit Organizations. Under the FASB Accounting Standards Codification,
UHS is required to report information regarding its financial position and activities according to
three classes of net assets; unrestricted net assets, temporarily restricted net assets, and permanently

restricted net assets.
Unrestricted net assets - Net assets that are not subject to donor-imposed
stipulations.

Temporarily restricted net assets - Net assets subject to donor-imposed
stipulations that may or will be met, either by actions of UHS and/or the
passage of time. When a restriction expires, temporarily restricted net assets
are reclassified to unrestricted net assets and reported in the statement of
activities as net assets released from restrictions. UHS had temporarily
restricted net assets of $141 and $30,665, for the years ended December 31,
2012 and 2011, respectively.

Permanently restricied net assets - Net assets subject to donor-imposed
stipulations that may be maintained permanently by UHS. Generally donors
of these assets permit UHS to use all or part of the income earned for general
or specific purposes. UHS had no permanently restricted net assets for the
years ended December 31, 2012 and 2011, respectively.

Contributions and support:

Contributions are recorded as unrestricted, temporarily restricted, or permanently restricted support,
depending on the existence and/or nature of any donor restrictions,

Contributions are considered to be available for unrestricted use unless specifically restricted by the
donor. Amounts received that arc restricted by the donor for future periods or for specific purposes
are reported as temporarily restricted or permanently restricted support that increases those net
asset classes. When a restriction is fulfilled (that is, when a stipulated time restriction ends or
purpose restriction is accomplished), temporarily restricted net assets are reclassified to unrestricted
and reported in the Statement of Activities as net assets released from restrictions. However, if a
restriction is fulfilled in the same time period in which the contribution is received, the support is
reported as unrestricted.

-10-



URBAN HOUSING SOLUTIONS, INC,
NOTES TO FINANCIAL STATEMENTS (CONTINUED)
DECEMBER 31, 2012 AND 2011

SUMMARY OF SIGNIFICANT ACCOUNTING PRINCIPLES - continued

Contributions and support - continued

UHS also receives grant revenue from various federal, state and local agencies, principally from the
U.S. Department of Housing and Urban Development and the Metropolitan Development and
Housing Agency. Grant revenue is recognized in the period a liability is incurred for eligible
expenditures under the terms of the grant. Grant funds received prior to recognition are recorded
initially as deferred revenue.

UHS reports any gifts of equipment or materials as unrestricted support unless explicit donor
restrictions specify how the assets must be used. Gifts of long-lived assets with explicit restrictions
as to how the assets are to be used or funds restricted for the acquisition of long-lived assets are
reported as restricted support. Expirations of donor restrictions are recognized when the donated or
acquired long-lived assets are placed in service.

Income taxes

UHS has been determined by the Internal Revenue Service to be exempt from federal income tax
under section 501{c)(3) of the Internal Revenue Code. Accordingly, the financial statements do
not reflect a provision for income taxes.

UHS has evaluated its tax position in accordance with the Codification Standard relating to
Accounting for Uncertainty in Income Taxes. UHS believes that it has taken no uncertain tax
positions.

Property and equipment

Property and equipment are stated at acquisition costs, or estimated fair market value if donated,
less accumulated depreciation. UHS Depreciation is computed on the straight-line method over
estimated useful lives of three to ten years for furniture and equipment and fifteen to thirty years for
buildings and improvements.

Donated property and materials

Donated items are recorded at their fair market value at the date of the gift.

Donated services

UHS's policy is to record support and expenses for contributed services that require specialized
skills and would be purchased if not provided by the donor at the fair value of services received.

Program and supporting services

The following program and supporting services are included in the accompanying financial
statements.

-11-



URBAN HOUSING SOLUTIONS, INC.
NOTES TO FINANCIAL STATEMENTS (CONTINUED)
DECEMBER 31, 2012 AND 2011

1. SUMMARY OF SIGNIFICANT ACCOUNTING PRINCIPLES - continued
Program and supporting services - continued
Rental projects:

Mercary Courts - provides 164 units of housing for formerly homeless and low-income
adults, as well as access to the agency'’s shuttle service, on-site classes, service coordination,
and health advocacy.

Rex Courts - provides 96 units of housing for low-income individuals and families.
Greentree Terrace - provides 56 units of housing for low-income individuals and families.

Hope Terrace (formerly known as Centennial Commons), Crown Courts, and Vultee
Gardens - three properties that provide a total of 65 housing units for low-income individuals
and families who are homeless and in recovery from drug and alcohol addiction. UHS's
Journeys of Hope program provides supportive services for these residents.

Fisk Court - provides 18 units of affordable housing for low-income homeless adults.

Russell Street - provides 11 units of affordable rental housing for low-income individuals and
families living with mental illness.

Shelby Courtyards - provides 11 units of housing for low-income adults and families.

River Terrace - provides 20 units of housing for low-income adults and families.

Village Place - provides 69 units of housing for low-income adults and families.
Eastwood Courts - provide 61 units of housing for low-income adults and families.

Mercury North - provides 32 units of housing for low-income, homeless adults and families.

Lindsley - provides dorm-style housing for the Building Lives program. Completed in early
2010.

Porter East - provides apartments for low-income adults and families, as well as space for a
variety of small commercial enterprises. Phase I construction was completed in early 2011.

Neely Meadows - provides 148 units of housing for low-to-moderate income individuals and
families.

Neighborhood Stabilization Program II - there are thirteen properties that were purchased to
rehabilitate the neighborhoods.

Resident support programs:

Service Coordinator Program - provides the social work staff that is essential to assess and
assist the formerly homeless residents of Fisk Court and Mercury Courts. Service coordinators
provide referrals to community services, and assist residents in obtaining employment.

-12-



URBAN HOUSING SOLUTIONS, INC.
NOTES TO FINANCIAL STATEMENTS (CONTINUED)
DECEMBER 31, 2012 AND 2011

SUMMARY OF SIGNIFICANT ACCOUNTING PRINCIPLES - continued
Resident support programs continued:

Journeys of Hope Program - provides addiction recovery services to residents
living in 65 units of housing in three different properties - Vultee Gardens, Crown
Courts, and Hope Terrace. In addition to weekly group meetings and regular drug
testing, residents also have access to a full-time addictions specialist.

Client Fund Program - provides direct financial assistance to residents in order to
meet their fransportation, healthcare, or other emergency needs. The fund covers
the cost of the resident shuttle, bus passes, medical and dental co-pays, food, and
basic starter household supplies for many of the agency's formerly homeless
residents.

Health Matters - offers a full-time health advocate, health-related workshops, and
semiannual health fairs for UHS residents - primarily to those living at Mercury
Courts and The Park. The program helps to connect residents to primary care
physicians, insurance and prescription assistance programs, and wellness programs
in order to reduce dependency on emergency services and improve health
outcomes.

HOPWA (Housing Opportunities for Persons with ATDS) - provides subsidized
rent and case management for UHS residents living with HIV/AIDS.

Permanent Supportive Housing Program - provides subsidized rent and case
management services for people who are homeless and disabled.

SOAR Supportive Housing Program - provides subsidized rent and supportive
services for people who have applied for SSI/SSD1 through the SOAR process.

Transitional Supportive Housing Program - provides up to 24 months of
subsidized rent and case management for people who are homeless.

Management and general - includes the functions necessary to ensure an adequate
working environment and costs not identifiable with a single program or fund-raising
activity. Includes costs associated with providing coordination and articulation of
UHS's program strategy, business management, general record keeping, budgeting and
related purposes.

Allocation of functional expenses

Expenses that can be directly attributed to a particular function are charged to that
function. Certain costs have been allocated among more than one program or activity
benefited based on objectively evaluated financial and nonfinancial data or reasonable
subjective methods determined by management.

13-



URBAN HOUSING SOLUTIONS, INC.
NOTES TO FINANCIAL STATEMENTS (CONTINUED)
DECEMBER 31,2012 AND 2011

SUMMARY OF SIGNIFICANT ACCOUNTING PRINCIPLES - continued

Use of estimates in the preparation of financial statements

The preparation of financial statements in conformity with accounting principles generally accepted
in the United States of America requires management to make estimates and assumptions that affect
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.

Allowance for uncollectible accounts/bad debts

At the end of each year, management reviews accounts receivable in detail and writes off any
account that is deemed uncollectible. Based on assessment of specific accounts and historical
collection experience of rental income, an allowance for uncollectible accounts was considered to
be 20% of total balance as of December 31, 2012 and 2011, which was $47,962 and $28,473,

respectively.

GRANTS RECEIVABLE

Grants receivable consists of receivables from programs funded by the U.S. Department of Housing
and Urban Development ("HUD") and the Metropolitan Development and Housing Agency
("MDHA"). Financial activities of those programs are summarized in the schedule of expenditures
of federal awards.

PROPERTY AND EQUIPMENT

Property and equipment consist of the following as of December 31:

2012 2011
Land $ 4,232,649 $ 4,090,786
Building and improvements 29,369,243 ' 26,442,271
Furniture and equipment 2,472,927 1,488,015
36,074,819 32,021,072
Less accumulated depreciation (7,476,621) (6,202,968)

$ 28,598,198 $ 25,818,104

FAIR VALUE OF FINANCIAL INSTRUMENTS

The following methods and assumptions were used by UHS in estimating its fair value disclosures
for financial instruments:

Cash, cash equivalents, investments, accounts receivable, prepaid
expenses, accounts payables, unearned revenue and accrued expenses:
The carrying amounts reported in the statement of financial position
approximate fair values because of the short maturities of those
instruments.

_14-




URBAN HOUSING SOLUTIONS, INC.
NOTES TO FINANCIAL STATEMENTS (CONTINUED)
DECEMBER 31, 2012 AND 2011

5. NOTES PAYABLE

(S ]
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foury
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Notes payable consist of the following at December 31: 2011

Mortgage payable - Pinnacle Bank (4.25%); pavable in
monthly installments of $552 beginning October 2008
through September 2018; secured by real estate at Mercury
Courts. $ 33,653 % 38,699

Note payable - Renasant Bank (prime rate less 4.00%);
payable in monthly principal and interest payments of $3,439
beginning November 2011, final balloon payment for balance
due October 2016; secured by real estate. 778,931 820,201

Note payable - Pinnacle (index rate less 4.00%); payable in
monthly principal and interest payments of $1,958, beginning
October 2011; final balloon payment for balance due October
2016; secured by real estate. 440,625 464,125

Note payable - Pinnacle Bank (index rate - 4%); payable in
monthly principal and interest payment of $5,363 beginning
of October 2008, final balloon payment for the balance due
August 2017, secured by real estaic at Mercury Courts. 943,938 1,019,735

Note payable - Avenue Bank (prime rate - 2.00%); payable in
monthly principal and interest payments of $2,778 beginning
March 2011, through February 2016; secured by real estate. - 497,222

Note payable - Regions Bank (3.50%); payable in monthly
principal and interest payment of $5,751 beginning March
2010, final balloon payment for balance due August 2021;
secured by real estate. 507,738 557,716

Note payable - Bank of TN (prime rate - 2%); payable in
monthly principal payment of $1,890 plus interest beginning
February 2011, final balloon payment for balance due January
2026; secured by real estate. - 317,320
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URBAN HOUSING SOLUTIONS, INC.
NOTES TO FINANCIAL STATEMENTS (CONTINUED)
DECEMBER 31,2012 AND 2011

5. NOTES PAYABLE - continned
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Note payable - Bank of TN (prime rate - 2%); payable in
monthly principal payment of $7,640 plus interest beginning
February 2011, final balloon payment for balance due January
2026; secured by real estate. 1,191,640 1,283,320

Note payable - Bank of TN (prime rate - 2%); payable in
monthly principal payment of $6,390 plus interest beginning
February 2011, final balloon payment for balance due January
2026, secured by real estate. 996,640 1,073,320

Note payable - Pinnacle (index rate - 4%); payable in monthly
principal and interest payment of $7,095 beginning February
2010, then $8,625 beginning February 2011, final balloon
payment for balance due August 2017; secured by real estate. 1,248,739 1,327,842

Note payable - US Bank (prime rate); payable in monthly
principal payment of $2,639 plus interest beginning April
2010, final balloon payment for balance due March 2020;
secured by real estate. - 419,584

Note payable - US Bank (3.50%); payable in monthly

principal and interest payment of $905 beginning July 2010,

final balloon payment for balance due June 2025; secured by :

real estate, - 116,818

Note payable - Nashville Bank & Trust (prime rate - 4%);
payable in monthly principal payment of $1,334 plus interest,
beginning February 2013, final balloon payment for balance
due January 2018; secured by real estate. 320,000 -
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URBAN HOUSING SOLUTIONS, INC.
NOTES TO FINANCIAL STATEMENTS (CONTINUED)
DECEMBER 31, 2012 AND 2011

5. NOTES PAYABLE - continued
2012

[
-
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Note payable - Nashville Bank & Trust (prime rate - 4%),
payable in monthly principal payment of $4,167 plus interest,
beginning February 2013, final balloon payment for balance
due January 2018; secured by real estate. 1,000,000 -

Note payable - Nashville Bank & Trust (prime rate - 4%);
payable in interest only payments beginning February 2013
through July 2014. Monthly principle payment of $3,241 plus
interest, beginning August 2014;final balloon payment for
balance due January 2018; secured by real estate. 525,000 -

Note payable - Nashville Bank & Trust (prime rate - 4%);
payable in monthly principal payment of $2,778 plus interest,
beginning February 2013, final balloon payment for balance
due January 2018; secured by real estate. 500,000 ' -

Total Notes Payable $ 8,486,904 $ 7,935,902

Annual principal maturities of notes payable as of December 31 are as follows:

2013 $ 1,386,464
2014 470,904
2015 1,503,840
2016 836,000
2017 and thereafter 4,289,696

$ 8,486,904

Interest expense of $98,015 was paid in 2012 and $164,686 in 2011.
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URBAN HOUSING SOLUTIONS, INC.
NOTES TO FINANCIAL STATEMENTS (CONTINUED)
DECEMBER 31, 2012 AND 2011

6. CONCENTRATIONS OF CREDIT RiSK

Financial instruments that potentially subject UHS to concentrations of credit risk consist principally
of grants and tenant accounts receivable. Tenant accounts receivable are widely dispersed to mitigate
credit risk. Grants receivable represent concentrations of credit risk to the extent they are receivable
from concentrated sources.

UHS maintains deposit accounts with four financial institutions whose accounts are insured by the
Federal Deposit Insurance Corporation up to $250,000 each. Excess uninsured balances of UHS

approximated $790,455 in 2012 and $444,798 in 2011. In management's opinion, the risk is mitigated
by the use of high quality financial institutions.

7. TEMPORARILY RESTRICTED NET ASSETS
Temporarily restricted net assets consist of the following at December 31:

2012 2011

Foundation grants for tenant assistance and technology $ 141 % 30,665

3. COMMITMENTS AND CONTINGENCIES

Federal and State Grants

UHS received federal, state and local grants for specific purposes that are subject to review and audit
by the grantor agencies. Although such audits could result in disallowances of expenditures,
management believes that any required reimbursements would not be significant. Accordingly, no
provision has been made for any potential reimbursements to the grantor.

9. ACCRUED PAYMENTS IN LIEU OF TAXES (PILOT)

UHS is not required to pay property taxes on several of its properties that have been granted property
tax exempt status. Under this exempt status, UHS is required to make a payment in licu of taxes
(PILOT) to the city and county.

The Metropolitan Council approved the formula for calculating PILOT payments to be 25% of the
normal property taxes. Accrued PILOT has been recorded as a liability in the amount of $13,085 and
335,208 for the years ended December 31, 2012 and 2011, respectively. PILOT expenses were
$41,474 and $35,208 for the years ended December 31, 2012 and 2011, respectively.
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URBAN HOUSING SOLUTIONS, INC.
NOTES TO FINANCIAL STATEMENTS (CONTINUED)
DECEMBER 31, 2012 AND 2011

CONSORTIUM AGREEMENT

UHS is a consortium member with Metropolitan Development and Housing Agency (MDHA) to
implement the Neighborhood Stabilization Program 2 (NSP2) by conducting certain activities
including:

- Acquisition and Rehab of Abandoned or Foreclosed Homes of Residential Properties,
- Redevelopment of Demolished or Vacant Property as Housing (New Construction).

RELATED PARTY TRANSACTIONS

In December 2001, UHS transferred property vatued at $70,000 to Mercury Court Apartments, LP a
Tennessee limited partnership, for a .10% ownership interest through its wholly-owned subsidiary,
The Park Development, Inc. The Park is the general partner in the partnership. UHS is the developer
of the 20-unit multifamily residential project.

Mercury Courts Apartments, LP has entered into an agreement with UHS, in connection with the
management of the rental operations of the project. In accordance with this agreement, UHS earns
10% of the gross operating revenues received from the preceding month. Management fees that
UHS earned were $9,333 in 2012 and $9,120 in 2011. No operating income or loss passed through
to UHS from the Partnership in 2012 or 2011,

Mercury Court Apartments, LP qualified 100% of the units for low income housing credits in
accordance with Section 42 of the Internal Revenue Code as enacted by the Tax Reform Act of
1986. The applicable low-income housing tax credit will be available to the limited partner over a
ten-year period. The units must meet the provisions of Section 42 of the Internal Revenue Code
during the next fifteen years in order to remain qualified to receive the credits.

COMPENSATED ABSENCES

Employees of UHS are entitled to paid vacation days. It is impractical to estimate the amount of
compensation for future absences and, accordingly, no liability has been recorded in the
accompanying financial statements. UHS's policy is to recognize the cost of compensated absences
when actually paid to employees.

PENSION

UHS maintains a 401(k) plan. Matching contributions are made on each employee's behalf up to
3.5% of compensation. Employees are eligible after ninety days of service. Total contributions were
$28,001 and $27,857 for the years ended December 31, 2012 and 2011, respectively.
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URBAN HOUSING SOLUTIONS, INC.
NOTES TO FINANCIAL STATEMENTS (CONTINUED)
DECEMBER 31, 2012 AND 2011

14. SUBSEQUENT EVENTS

Subsequent events have been evaluated through September 17, 2013 which is the date the
financial statements were available to be issued.

It was discovered in early 2013, after the rental manager resigned, that she was engaging in
fraudulent activities. She was depositing checks and money orders made out to "UHS" into her
personal account. She was entering credits to resident accounts in order to cover up the money
orders and checks that were diverted to her account. The amount of money that was taken can not
be determined at this time, as the investigation is still on-going.

Urban Housing Solutions, Inc. has enforced additional internal control procedures as a result of
this fraudulent activity.

-20-
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BELLENFANT + MILES, PLLC

‘CERTIFIED PUBLIC ACCOUNTANTS

INDEPENDENT AUDITOR’S REPORT ON INTERNAL CONTROL OVER FINANCIAL
REPORTING AND ON COMPLIANCE AND OTHER MATTERS BASED ON
AN AUDIT OF FINANCIAL STATEMENTS PERFORMED
INACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

To the Board of Directors
Urban Housing Solutions, Inc.
Nashville, Tennessee

We have audited, in accordance with the auditing standards generally accepted in the United States of America
and the standards applicable to financial audits contained in Government Auditing Standards issued by the
Comptroller General of the United States, the financial statements of Urban Housing Solutions, Inc. which
comprise the statement of financial position as of December 31, 2012, and the related statements of activities,
functional expenses, and cash flows for the year then ended, and the related notes to the financial statements,
and have issued our report thereon dated September 17, 2013.

Interral Control Over Financial Reporting

In planning and performing our audit of the financial statements, we considered Urban Housing Solutions,
Inc.’s internal control over financial reporting (internal control) to determine the audit procedures that are
appropriate in the circumstances for the purpose of expressing our opinion on the financial statements, but not
for the purpose of expressing an opinion on the effectiveness of Urban Housing Solutions, Inc. infernal control.
Accordingly, we do not express an opinion on the effectiveness of the Organization’s internal control.

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 entity’s financial
statements will not be prevented, or detected and corrected on a timely basis. A significant deficiency is a
deficiency, or a combination of deficiencies, in internal control that is less severe than a material weakness, yet
important enough to merit attention by those charged with governance,

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

Compliance and Other Matters

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

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

ol tules, Pecc
September 17, 2013



BELLENFANT + MILES, PLLC
M CERTIFIED PUBLIC ACCOUNTANTS
INDEPENDENT AUDITOR’S REPORT-ON COMPLIANCE FOR EACH MAJOR PROGRAM

AND ON INTERNAL CONTROL OVER COMPLIANCE
REQUIRED BY OMB CIRCULAR A-133

To the Board of Directors
Urban Housing Solutions, Inc.
Nashville, Tennessee

Report on Compliance for Each Major Federal Program

We have audited Urban Housing Solutions, Inc.’s compliance 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 Urban Housing Solutions, Inc.’s major federal programs for the year ended December 31, 2012. Urban
Housing Solutions, Inc.’s major federal programs are identified in the summary of auditor’s results section of
the accompanying schedule of findings and questioned costs.

Management’s Responsibility

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

Auditor’s Responsibility

Our responsibility is to express an opinion on compliance for each of Urban Housing Solutions, Inc.’s major
federal programs based on our audit of the types of compliance requirements referred to above. We conducted
our audit of compliance in accordance with auditing standards generally accepted in the United States of
America; the standards applicable to financial audits contained in Government Auditing Standards, issued by
the Comptroller General of the United States; and OMB Circular A-133, Audits of States, Local Governments,
and Non-Profit Organizations. Those standards 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 Urban Housing Solutions, Inc.’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 on compliance for each major federal
program. However, our audit does not provide a legal determination of Urban Housing Solutions, Inc.’s
compliance.

Opinion on Each Major Federal Program

In our opinion, Urban Housing Solutions, Inc. complied, in all material respects, with the types of compliance
requirements referred to above that could have a direct and material effect on each of its major federal
programs for the year ended December 31, 2012.

Report on Internal Control Over Compliance

Management of Urban Housing Solutions, Inc. is responsible for establishing and maintaining effective
internal control over compliance with the types of compliance requirements referred to above. In planning and
performing our audit of compliance, we considered Urban Housing Solutions, Inc.’s internal control over
compliance with the types of requirements that could have a direct and material effect on each major federal
program to determine the auditing procedures that are appropriate in the circumstances for the purpose of
expressing an opinion on compliance for each major federal program and to test and report on 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 Urban Housing Solutions, Inc.’s internal control over compliance.
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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. A significant deficiency in internal control over compliance is a
deficiency, or a combination of deficiencies, in internal control over compliance with a type of compliance
requirement of a federal program that is less severe than a material weakness in internal control over
compliance, yet important enough to merit attention by those charged with governance.

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 material weaknesses or significant deficiencies. We did not identify any deficiencies in internal
control over compliance that we consider to be material weaknesses. However, material weaknesses may exist
that have not been identified.

The purpose of this report on internal control over compliance is solely to describe the scope of our testing of
internal control over compliance and the results of that testing based on the requirements of OMB Circular A-
133. Accordingly, this report is not suitable for any other purpose.

& Mleg, fect

September 17,2013



URBAN HOUSING SOLUTIONS, INC.

SCHEDULE OF FINDINGS AND QUESTIONED COSTS

FOR THE YEAR ENDED DECEMBER 31, 2012

PART I - SUMMARY OF AUDITORS” RESULTS

L Summary of Auditors’ Results

Financial Statements

Type of auditors’ report issued:
Internal control over financial reporting:
Material weaknesses identified?

Significant deficiencies identified not
considered to be material weaknesses?

Noncompliance material to financial statements noted?
Federal Awards
Internal Control over major programs:

Material weaknesses identified?

Significant deficiencies identified not
Considered to be material weaknesses?

Type of auditors’ report issued on compliance
For major programs:

Any Audit findings disclosed that are required to be
reported in accordance with A-133, Section 510(a)?

Identification of major programs:
14,235 Supportive Housing Program

Dollar threshold used to distinguish between
Type A and Type B programs:

Auditee qualified as low-risk auditee?

-33.

Ungualified

yes X _no

yes X __none reported
yes X__no

yes X no

ves X none reported
Unqualified

yes X no

$300,000

yes X 1o




URBAN HOUSING SOLUTIONS, INC.
SCHEDULE OF PRIOR AUDIT FINDINGS

FOR THE YEAR ENDED DECEMBER 31, 2012

There were no audit findings for the year ended December 31, 2011.
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