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Report of Indenendent Accountants 
The Management of the Housing Authority of New Orleans 
We have audited the combined financial statements of the Housing Authority of New Orleans, Louisiana (HANO) as of and for the year ended September 30, 1996. These eombined financial statements are the responsibility of HANO's management. Our responsibility is to express an opinion on these combined financial statements based on our audit. We conducted our audit in accordance with generally accepted auditing standards and 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 combined financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the combined 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 audit provides a reasonable basis for our opinion. As discussed in Note 13, HANO is self-insured for certain claims and losses and is a defendant in numerous legal actions. Legal counsel has estimated a possible liability to HANO of $17,900,000 resulting from legal actions, including $12,468,000 that HANO has agreed to settle. It is HANO's policy to record losses relaling to self- insuranee and legal actions based on the annual budget for such claims rather than recording estimated liabilities as required by generally accepted accounting principles. In our opinion, except for the effects of not recording estimated liabilities for losses related to self-insurance and legal actions as discussed in paragraph three of this report, the combined financial statements present fairly, in all material respects, the financial position of the Housing Authority of New Orleans, Louisiana as of and for the year then ended September 30, 1996 in conformity with generally accepted accounting principles. 



The Management of the Housing Authority of New Orleans Page 2 HANO's fixed liabilities are administered by United States Department of Housing and Urban Development (HUD) and all fixed liability transactions are recorded by HANO based on HUD's directive. As discussed in Note 9, at September 30, 1996, HANO has been informed by HUD that $43,862,344 of fixed liabilities are in the process of being forgiven by HUD. HANO will record this forgiveness as an adjustment of the cumulative HUD contribution when it receives formal notification from HUD. 
In accordance with Government Auditing Standards, we have also issued a report dated March 21, 1997 on our consideration of HANO's internal control structure and a report dated March 21, 1997 on its compliance with laws and regulations. Our audit was made for the purpose of forming an opinion on the combined financial statements taken as a whole. The combining financial statements at Exhibits A and B are presented for purposes of additional analysis and are not a required part of the combined financial statements of HANO. Such information has been subjected to the auditing procedures applied in the audit of the combined financial statements and, in our opinion, except for the effects described in paragraph three of this report, is fairly presented in all material respects in relation to the combined finarmial statements taken as a whole. This report is intended for the information and use of the management of the Housing Authority of New Orleans, Louisiana. However, this report is a matter of public record and its distribution is not limited. 

March 21, 1997 
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HOUSING AUTHORITY OF NEW ORLEANS NEW ORLEANS LOUISIANA 
NOTES TO THE COMBINED FINANCIAL STATEMENTS 

NOTE 1 - ORGAN/ZATION AND SUMMARY OF SIGNIFICANT ACCOUNT/NG POLICIES General The Housing Authority of New Orleans (HANO) was organized on September 29, 1936 to assist and provide housing to low-income residents in New Orleans. HANO was governed by a seven member Board of Commissioners and headed by an Executive Director until February 1996. At that time, the United States Department of Housing and Urban Development (HUD), through a cooperative endeavor agreement with the City of New Orleans, appointed a consultant to directly oversee the daily operations of HANO, including monitoring the work performed by the Executive Director and management. Also, the role of the Board of Commissioners was reduced to an advisory capacity. The cooperative endeavor agreement will expire on December 31, 1997. 
Funding for the operations of HANO is provided by HUD through annual contribution contracts related to specific programs. At September 30, 1996, HANO had the following number of units in Active Development, Active Modernization, Community Development and Assistance Programs: Contract Program 
FW-I 190 FW-I 190 FW-2053 FW-2201 FW-2217 

PHA Owned Homeownership Section 8 Section 8 Housing Certificate and Voucher Program 
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N_umber of Unit s 
3,141 279 3,577 322 
489 Jl~sA8 



Account Groups Account groups are used to establish accounting control and accountability of HANO's general fixed assets and general long-term debt. They are self-balancing groups of accounts that are concerned only with the measurement of financial position, not with the measurement of results of operations. The following are HANO's account groups: General Fixed Assets Account Group - This group of accounts is established to account for fixed assets of llANO, such as the completed modernization and development programs and other land, structures and equipment. General Long-Term Debt Account Groul2 - This group of accounts is established to account for all long-term debt recorded by HANO at the directive of HUD. (Note 9.) Basis of Accounting - All governmental funds and the agency fund are accounted for using the modifed accrual basis of accounting. Govermnental fund revenues are recognized when susceptible to accrual (i.e. both measurable and available). Available means currently due and collectible to be used to pay liabilities of the current period. Expenditures are generally recognized under the modified accrual basis of accounting when the related fund liability is incurred except for debt service and other long-term obligations which are recognized when paid. 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 liabilities at the date of the financial statements and reported amounts of revenues and expenditures during the reporting period. Actual results could differ from those estimates. 
Investments - Investments are non-negotiable instruments similar to deposits and are stated at cost which approximates market value. Fair Value of Financial Instruments - The carrying amount of HANO's financial instruments at September 30, 1996 including cash, investments, accounts receivable, and accounts payable closely approximates fair value. Allowance for Doubtful Accounts - Accounts receivable are expensed upon HANO Board of Commissioners rather than using a valuation allowance to accounts to expenses as required by generally accepted accounting principles required is not material to the financial statements as a whole. 

-9- 

approval of the charge doubtful The allowance 



Debt Service Funds - HANO's debt is administered by HUD. Debt service funds are amounts on deposit with fiscal agents or due from HUD to pay principal and interest on the obligations recorded by HANO at the directive of HUD and for such other purposes as may be provided in annual contribution contracts. The amount due fiom HUD is based on the maximum annual contribution during the fiscal year. The actual amount when received may differ depending on the amount required for payment of interest and principal. lnventor~ - Materials and equipment inventories are recorded on a basis equivalent to FIFO General Fixed Assets - Land, structures and equipment are recorded at cost in the General Fixed Assets Account Group. Maintenance and repair costs are charged against income as incurred. Significant renewals and betterments are capitalized. The records of HANO do not allow for a disclosure of the major composition of land, structures and equipment (Note 6). In accordance with generally accepted accounting principles, structures and equipment are not depreciated. Construction in process consists of modernization costs incurred for fiscal years that have not been officially closed out. Long-Term Liabilities - HANO's consolidated financing process is administered by HUD. Major capital improvement projects are financed by issuing a series of short-term notes payable or by issuing bonds. HUD and HANO retire such notes and bonds through annual contribution contracts as if the financing was long-term. Fixed liabilities are accounted for in the General Long-Term Debt Account Group. Annual Leave - Annual leave is expensed when taken rather than accrued as earned, as required by generally accepted accounting principles. The accrual required is not material to the financial statements as a whole. Self-Insurance and Litigation - HANO recognizes losses related to self-insurance programs and litigation based on the annual budget for such claims rather than recording estimated liabilities when losses occur, as required by generally accepted accounting principles. .Annual Contributions Contracts - Annual Contributions Contracts provide that HUD shall have the authority to audit and examine the records of public housing authorities. Accordingly, final determination of HANO's financing and contribution status for the Annual Contributions Contracts is the responsibility of HUD based upon financial reports submitted by HANO. Reserves - Reserves are reported in the various funds to indicate the amount established for a specific purpose. 
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Total Columns on Combined Financial Statements The total columns on the combined financial statements are captioned "memorandum only" to indicate that they are presented only to facilitate financial analysis. Such data is not comparable to a consolidation. ]nterfund eliminations on the combined statements have not been made in the aggregation of this data. 
NOTE 2 - CASH AND INVESTMENTS 
All bank balances and investments of HANO at September 30, 1996, some of which bear interest, are entirely insured or collateralized with securities held by its agent in HANO's name. Cash in excess of current requirements is invested. 
At September 30, 1996 investments consist of the following 
Cerliiicates of Deposit Money market accounts 

General Agency Fund Fund Total $3,352,856 
Interest Rate Maturity $ 480,426 $ 3,833,282 Various Various 153~199 153,199 Various Totalinvestments $3,352,856 $ 633,62~5 $ 3,986,481 NOTE 3 - ACCOIJNTS RECEIVABLE Accounts receivable at September 30, 1996 consist of the following 

Tenants Homebuyers HUD Modernization program Other (including various State and Federal sources) Total accounts receivable 

General Fund $ 445,299 1,598 1,434,526 1,595,410 1,681_.882 $ 5,158.715 

Special Revenue Fund $ 
13,353 
174,434 $ 187,787 

$ 445,299 1,598 1,447,879 1,595,410 1,856,316 $ 5,346,502 



 



The estimated carrying value of additional structurcs that have been approved for demolition but continue to be used for operations and receive subsidies from t-IUI) totaled $32,255,000 at September 30, 1996. Management plans to record the write-off of these assets in the period the destruction occurs or when it is otherwise determined that the assets have no future value. 
During fiscal 1997, HAND applied to HUD for the destruction of additional structures, which has not yet been approved by HUD. Management has not yet estimated the carrying value for these structures; however, management believes the value is material. 
Statement of Financial Accounting Standards No. 121, "Accounting for the Impairment of Long- Lived Assets and for Long-Lived Assets to be Disposed Of' in accordance with GAAP is effective for fiscal 1997. Under the provisions of this Statement, long-lived assets are to be reviewed for impairment. If the sum of the expected future cash flows is less than the carrying amount of the assets, an impairment loss is recognized by recording a reduction in the investment in general fixed assets. Management has not begun to estimate the effects of adoption but believes it could result in a material adjustment. NOTE 7 - ACCOUNTS PAYABLE 
Accounts payable at September 30, 1996 consist of the following 

General Fund Special Revenue Fund Tenants security deposits $ $ Contract retentions and performance deposits . Vendors, contractors and other 1,438,636 33,281 HUD 37,737. ._~.7 7_fi69 6.~..~85 

Capital Projects Agency Fund Fund Total $684,691 $ 684,691 2,575,940 2,575,940 1,471,917 7,807,422 Total accounts payable $1,476,373 _$_7,_802,966 $2,575,940 _$_6_84,691 $12,539,970 NOTE 8 - ACCRUED LIABILITIES Accrued liabilities consist of the following at September 30, 1996 
Accrued interest on notes and bonds to be forgiven (Note 9) Accrued utilities expense Self-insurance and legal claims Other liabilities 

General Fund 
300,502 1,301,156 705 342 

General Long-term Debt Account Group Total $795,163 $ 795,163 300,502 1,301,156 705 342 Total accrued liabilities $ 2,307~10.9_9_0 $795,163 3~.~.02,163 -13- 



NOTE 9 - FIXED LIABILITIES 
The tbllowing is a summary, of HANO's long-term debt transactions for the year ended September 30, 1996: Retirements, Balance at Repayments Balance at October 1_,_1_99__5 and Forgiveness September 30, 1996 
General Long-Term Debt Account Group: Project loan notes $ 3,728,968 Permanent notes - HUD 43,878,376 Federal financing bank notes 4,236,530 New housing authority bonds 27,275,04_1 

$ (3,745,000) (596,058) (2,505,429) 
$ 3,728,968 40,133,376 3,640,472 24369,612 Total fixed liabilities $ 79~1 ~8~_915 _$~6_:.846.4_8_73 ~72.272:428 Administrative control ow;r the consolidated financing process is vested in HUD. HANO has participated in several consolidated bond issues and consolidated issues of short-term notes (six- month maturities). Active debt includes the Federal Financing Bank notes and the New Housing Authority bonds. The Federal Financing Bank notes were issued in 1982 and 1983 for the modernization of the existing housing developments. The New Housing Authority bonds were issued between 1950 and 1973 to fund the original construction of certain housing developments. These notes and bonds bear interest at 2.125% to 5.75% and have various maturity dates. Interest and principal payments on these notes and bonds are made by HUD in accordance with the terms of/he annual contribution contracts. HANO records all debt transactions upon the directive from HUD. This includes the portion of debt allocated to HANO and accounting entries to record payments made by HUD for principal and interest. Debt service annual contributions ceased on April 1, 1986 for the project loan notes and the permanent notes - HUD. Under the provisions of the Housing and Community Development Reconciliation Amendments of 1985 (P.L. 99-272 enacted April 7, 1986), the Secretary of Housing and Urban Development was authorized to forgive the outstanding principal and interest on the project loan notes and the permanent notes - HUD. The Reconciliation Amendments require the execution of a debt forgiveness amendment to the consolidated annual contribution contract. This amendment has been executed by HUD and HANO. It also requires the audit and approval of the Actual Development Cost Certificate or the Actual Modernization Cost Certificate which has not yet been completed for all projects. HANO has recorded debt forgiveness of $9,527,000 for certain notes that were forgiven by HUD, including $3,745,000 that was recorded in 1996. The balance of remaining notes to be forgiven was $43,862,344 at September 30, 1996. The balance of accrued interest on the notes to be forgiven was $795,163 at September 30, 1996. 

- 14-. 



NOTE 10 - FUND EOUITY Reservations of fund balances of governmental funds are created to identify, the portion of the fund balance that is not available for future expenditures. Specific reservation of the fund balance accounts is summarized as follows: 
Reserve for debt service - This reserve was created to segregate a portion of the fund balance account for debt service, including both principal payments and interest payments on fixed liabilities. HUD is responsible for funding the debt service and for directing interest and principal payments in accordance with the annual contribution contract. NOTE 11 - EMPLOYEE PENSION PLAN 
HANO has a pension plan which covers all full-time employees after one year of service. The plan is a defined contribution plan whereby no actuarial determinations or valuations are made. HANO's contribution rate was one-half percent of the covered employees' salary until September 30, 1991. On October 1, 1991, the plan was amended to increase HANO's contribution rate to 5% of the covered employees' salary. Total contributions for the year ended September 30, 1996 amounted to $394,389 (4% of total covered payroll for the year ended September 30, 1996). HANO's total payroll for all employees was $14,487,808 and the total covered payroll was $10,094,136 for the year ended September 30, 1996. NOTE 12 - ANNUAL LEAVE HANO's policy is to pay up to 300 hours of accrued annual leave when employees terminate. At September 30, 1996, total leave to be paid upon termination was $1,248,068. NOTE 13 - SELF-INSURANCE AND CONTINGENCIES HANO is self-insured for general liability, workers' compensation claims, fire and extended coverages. In addition, HANO is a defendant in various legal actions. Legal counsel estimates that exposure to HANO approximates $17,900,000, including $12,468,000 that llANO has agreed to pay. HANO's policy is to recognize losses related to the self-insurance programs and litigation based on the armual budget for such claims rather than recording estimated liabilities when losses occur, as required by generally accepted accounting principles. During 1996, HANO recorded expense of approximately $2,421,000 and paid $1,845,744 for settled claims. The allowance for self-insurance and legal claims totals $1,301,156 at September 30, 1996. 
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NOTE 14 - SINGLE AUDIT The Single Audit Act of 1984 (Single Audit) established audit requirements for financial statements and requirements for testing and reporting on internal controls and compliance with laws and regulations relevant to federal financial assistance programs. The Single Audit testing of internal controls and compliance relevant to federal financial assistance programs for the year ended September 30, 1994 is not complete. Any issues or exceptions that may result from that audit have not been considered in the audit of tb.e financial statements or the Single Audit foe 1996. NOTE 15 - BUDGET INFORMATION 
The annual budgets tbr all funds at HANO are approved by HUD and are not legally adopted 
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_ASSETS Cash Accounts receivable Due from other funds 

HOUSING AUTHORITY OF NEW ORLEANS NEW ORLEANS_ LOUISIANA SPECIAL REVENUE FUNDS COMBINING BALANCE SHEET 
SEPTEMBER 30_ 1996 
Certificate Program FW-2053 
$ 7,446,686 102,852 696~594 

Housing Assistance Program FW-2201 
66,429 5,811 6_237 

EXHIBIT A 

Voucher Program FW-2217 Total 
$ 1,384,274 79,124 137,865 $ 8,897,389 187,787 840 696 Total assets $~2=~_6~1_3..2 $ 78~477_ $ 1.60~26_3 $ 9.925.872 1.1ARII,ITIES AND FUND BALANCES 

Liabilities: Accounts payable Due to other funds $ 6,939,801 $ 17,057 68,401 $ 846,108 732 394 Totalliabilities 6,9398,~_01_ __ 85,458 1,578,502 
Fund equity: Cumulative HUff) contributions, grants and other Unreserved fund balance 

$ 7,802,966 800,795 
8.603.761 

217,323,768 25,788,381 27,400,528 270,512,677 (216 017,437) (25,795,362) (27,377,.767) (269,190,566) Total fund equity 1,30_6~331 (6,981) 22,761 1,322,111 Total liabilities and fund balances $ 8~2.4_6_. 1_3_2.. $ 784~77 $ 1.601_26~3 $ 9.925.872 
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Revenues 

HOUSING AUTHORITY OF NEW ORLEANS NEW ORLEANS LOUISIANA SPECIAL REVENUE FUNDS 
0 1996 

Certificate Program FW-2053 
Housing Assistance Voucher Program Program FW-2201 FW-2217 Total 

EXHIBIT B 

Interest on operating reserve and investments $ 84.06_2 ~_ 1,530 $ 26,230 $ 111,825 
Expenditures Administration Ordinary maintenance General expenditmes Housing assistance payments Other expenditures 

1,100,308 6,301 147,236 13,614,431 84,651 
31,102 
3,258 1,260,289 

89,586 
12,548 1,741,760 83,950 
1,220,996 6,301 163,042 16,616,480 168,601 

Total expenditures 14,952,927 1,294,649 1,927,844 18,175,420 
Operating deficit Other income including annual contributions earne.d Net income (deficit) 

(14,868,862) (1,293,119) (1,901,614) (18,063,595) 15,1522j103 1,293,403 1,901,613 18,347,119 283,241 284 (1) 283,524 Fund equity, beginning of year 1,023,090 (7,265) 22,762 1,038,587 Fund equity, end of year ~l,3~0~L3_~J~ $ (6.981) L~.2~_',%1 $ 1.322,1___1.1 
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REPORT ON INFERNAL CONTROL STRUCTURE BASED ON AN AUDIT OF THE COMBINED FINANCIAL STATEMENTS PERFORMED 1N ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS The Management of the Housing Authority of New Orleans 
We have audited the combined financial statements of the Housing Authority of New Orleans, Louisiana (HANO) as of and for the year ended September 30, 1996, and have issued our report thereon dated March 21, 1997. We conducted our audit in accordance with generally accepted auditing standards and 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 combined financial statements are free of material misstatement. 
The management of HANO is responsible for establishing and maintaining an internal control structure. In fulfilling this responsibility, estimates and judgments by management are required to assess the expected benefits and related costs of internal control structure policies and procedures. The objectives of an internal control structure are to provide management with reasonable, but not absolute, assurance tbat assets are safeguarded against loss from unauthorized use or disposition, and that transactions are e~:ecuted in accordance with management's authorization and recorded properly to permit the preparation of the combined financial statements in accordance with generally accepted accounting principles. Because of inherent limitations in any internal control structure, errors or irregularities may nevertheless occur and not be detected. Also, projection of any evaluation of the structure to future periods is subject to the risk that procedures may become inadequate because of changes in conditions or that the effectiveness of the design and operation of policies and procedures may deteriorate. 
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The Management of the Housing Authority of New Orleans Page 2 
In planning and performing our audit of the combined financial statements of llANO for the year ended September 30, 1996, we obtained an understanding of the internal control structure. With respect to the internal control structure, we obtained an understanding of the design of relevant policies and procedures and whether they have been placed in operation, and we assessed control risk in order to determine our auditing procedures for the purpose of expressing our opinion on the combined financial statements and not to provide an opinion on the internal control structure. Accordingly, we do not express such an opinion. 
We noted certain matters described in the Schedule of Material Weakness, Reportable Conditions and Other Recommendations involving the internal control structure and its operation that we consider to be reportable conditions under standards established by the American Institute of Certified Public Accountants. Reportable conditions involve matters coming to our attention relating to significant deficiencies in the design or operation of the internal control structure that, in our judgment, could adversely affect the emity's ability to record, process, summarize, and report financial data consistent with the assertions of management in combined the financial statements. A material weakness is a reportable condition in which the design or operation of one or more of the internal control structure elements does not reduce to a relatively low level the risk that errors or irregularities in amounts that would be material in relation to the financial statements being audited may occur and not be detected within a timely period by employees in the normal course of pertbrming their assigned functions. 
Our consideration of the internal control structure would not necessarily disclose all matters in the internal control structure that might be reportable conditions and accordingly, would not necessarily disclose all reportable conditions that are also considered to be material weaknesses as defined above. However, we noted the following matter involving the internal control structure and its operation, which is discussed in Recommendation 1 in Section I of the Schedule of Material Weakness, Reportable Conditions and Other Recommendations, that we consider to be a material weakness as defined above. This condition was considered in determining the nature, timing, and extent of the procedures to be performed in our audit of the financial statements of llANO for the year ended September 30, 1996. 
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HOUSING AUTHORITY OF NEW ORLEANS NEW ORLEANS. LOUISIANA 
SCHEDULE OF MATERIAL WEAKNESS. REPORTABLE CONDITIONS AND 

I. MATERIAL WEAKNESS Recommendation 1 : 

OTHER RECOMMENDATIONS 

Maintain sutmortino documentation for all accounting transactions. Imorove the dministratlve filing and retention of imr)ortant documentation 
Documentation supporting certain accounting transactions, including voucher packages, contracts and/or bidding documentation, deposit tickets and tenant rent receipts, could not be located for testing. We noted several important documents including canceled checks, invoices, and voucher packages laying on desk tops and in boxes throughout the finance department. These documents should be maintained using an accurate filing system because ,;upporting documentation provides evidence of authorization for transactions. Without supporting documentation, there is no evidence that the transactions are valid. We recommend thai all supporting documentation be properly filed at HANO or the warehouse so that it is readily available. Also, when a document is used by personnel or an auditor, require signature of receipt prior to release of the document. vlanagement's Response 
We agree that lhe cun'ent filing system needs improvement and we are in the process of correcting this situation. We have instituted a form to be used for requested documents. 
II. REPORTABLE CONDITIONS Recommendation 1: 
Imnrove communic~ naneial information and r~lans are accurate During fiscal 1996, HANO over requisitioned funds in excess of $6 million from HUD for the voucher and certificate programs. Management informed us that this resulted from a lack of communication between the finance and budgeting departments. Without accurate information for budgeting, planning, and financial purposes, management may make 
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incorrect financial and cash management decisions. We recommend that management evaluate the structure of the finance and budgeting departments and ensure that appropriate procedures are established to produce reliable financial information. ~dana~ement's Response 
Communication between the budget and accounting departments has been addressed. Procedures in the Finance department have been implemented to insure completion of all finance related activities. 
)esienate a nerson in each denartmeltt to monitor comt~liance with laws and re~,ulations llANO must comply with numerous federal, state and local laws and regulations. During 1996, HANO was not in compliance with certain HUD regulations concerning delinquent financial statements and reports for the Section 8 program. Because HANO operates in a highly regulated environment, we recommend that a person in each department be trained to monitor the compliance with all laws and regulations applicable to that department. Oversight of this function could be provided by the httemal Audit department, including surprise audits of compliance monitoring procedures. 
danaeement's 1~.esnonse The Housing Authority of New Orleans acknowledges the need for a more directed approach 1o the issue of monitoring compliance with laws and regulations. However, the designation of an individual in each department may not be the best approach given the organizational structure of the Housing Authority. The Office of Audit and Compliance will work with HANO's administration to develop a system which will adequately address the issues of compliance. A draft plan with procedures is expected to be in place by July 1997. Recommendation 3: 
Review all receivable balances periodically for collectibilitv 
There are several minor accounts receivable balances that had little or no activity during the year. These include, but are not limited to, the following accounts: 112914, 112920, 112909, 112936, 112937, 112988, 112995, 112302, 112303, 112305, 112306, and 112307. The balances of these accounts individually and in the aggregate are immaterial to the financial statements as a whole. However, management should review the contents of these accounts and pursue collection, if appropriate. All uncollectible amounts should be removed from the accounting records. In addition, these inactive accounts should be closed to avoid improper use in the future. 
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Mana~ement's Resoonse 
Currently there is a system in place for review of all accounts. However, we agree with the recommendation for establishing a procedure for collections of accounts receivables. 
Recommendation 4: Maintain subsidiary ledgers for all significant eeneral le&,er accounts. Perform monthly 
There are several accounts in the general ledger for which management is unaware of the contents or purpose. During the audit, we requested management to research several accounts to identify the appropriateness of the balances. Because subsidiary ledgers are not maintained for all accounts, management had to reconstruct the ammal activity. We recommend that management establish subsidiary ledgers for all significant accounts and perform monthly reconciliations of these ledgers to the general ledger. The reconciliations should be prepared in writing and all reconciling items should be documented and the necessary corrections made to the applicable subsidiary or general ledger. These reconciliations should be reviewed and approved by the preparer's immediate supervisor. 
Vlana~emenl's Resoonse We do agree that certain accounts require subsidiary ledgers. We have contracted with a consultant to help revise the general ledger and set up the necessary subsidiary ledgers (hrough the CCS system. That revision is now complete and is currently being reviewed by HANO's Finance department. 
Recommendation 5: /econcile the interfund receivable and navable balances monthly 
lnterfund advances are not reimbursed by the borrowing fund on a timely basis. In addition, no reconciliation is performed to reconcile interfund activity (receivable/payables). Several andit adjustments were necessary to correct errors noted in the reimbursement process (i.e. funds applied to the incorrect account) which may have been detected through a reconciliation process. We recommend that interfund advances (receivables/payables) be reviewed by a designated individual on a monthly basis and the interfund advances be reimbursed on a timely basis. We also recommend that interfund activity be reconciled on a monthly basis and the interfund receivables/payables be readily identified in the reconciliation. 
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REPORT ON COMPLIANCE WITH LAWS, REGULATIONS, CONTRACTS AND GRANTS BASED ON AN AUDIT OF THE COMBINED F/NANCIAL STATMENTS PERFORMED IN ACCORDANCE WITH 
The Management of the Housing Authority of New Orleans 
We have audited the combined financial statements of the Housing Authority of New Orleans, Louisiana (HANO) as of and for the year ended September 30, 1996, and have issued our report thereon dated March 21, 1997. We conducted our audit in accordance with generally accepted auditing standards and 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 combined financial statements are free of material rrusstatemenl Compliance with laws, regulations, contracts, and grants applicable to HANO is the responsibility of HANO's management. As part of obtaining reasonable assurance about whether the combined financial statements are free of material misstatement, we performed tests of HANO's compliance with certain provisions of laws, regulations, contracts, and grants. However, the objective of our audit of the combined financial statements was not to provide an opinion on overall compliance with such provisions. Accordingly, we: do not express such an opinion. For the purposes of this report, we have categorized the provisions of laws, regulations, contracts, and grants we tested as part of obtaining such reasonable assurance into the following categories: ~ Legal compliance ~ Asset management ~ Fiscal agency and cash management ~ Debt restrictions ~ Grant revenues and cash receipts ~ Purchases and cash disbursements ~ General ledger and financial reporting ~ Grant accounting ~ Compliance with regulations of the U.S. Department of Housing and Urban Development - 28 - 



The Management of the Housing Authority of New Orleans Page 2 
The results of our tests disclosed the following instances of noncompliance that are required to be reported under Government Auditing Standards (a) HANO did not provide sufficient documentation of compliance with contract provisions and competitive bidding requirements for one disbursement of the sixty disbursements selected for testing related to the Modernization Program. (b) Of the sixty disbursements selected for the Section 8 Program, canceled checks for two disbursements could not be provided by HANO to adequately support the participant costs. (c) HANO did not submit revised budgets to HUD for the Section 8 Program as required by HUD Notice PIH 94-64. (d) HANO did not electronically submit Form HUD-55058 for Section 8 participants as required by HUD Notice PIH 96-20. 
We considered these instances of noncompliance in forming our opinion on whether HANO's 1996 combined financial statements are presented fairly, in all material respects, in conformity with generally accepted accounting principles, and this report does not affect our report dated March 21, 1997, on those combined financial statements. This report is intended for the information of the management of the Housing Authority of New Orleans, Louisiana. However, this report is a matter of public record and its distribution is not limited. 

March 21, 1997 
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REPORT OF INDEPENI)ENT ACCOUNTANTS ON THE SCHEDULE OF FEDERAL F1NANICAL ASSISTANCE 
The Management of the Housing Authority of New Orleans 
We have audited the combined financial statements of the Housing Authority of New Orleans, Louisiana (HANO) as of and for the year ended September 30, 1996, and have issued our report thereon dated March 21, 1997. These combined financial statements are the responsibility of HANO's management. Our responsibility is to express an opinion on these combined financial statements based on our audit. We conducted our audit in accordance with generally accepted m~diting standards and Government Auditing Standard, 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 audit provides a reasonable basis for our opinion. 
Our audit was made for the purpose of forming an opinion on the combined financial statements of HANO, taken as a whole. The accompanying Schedule of Federal Financial Assistance is presented for purposes of additional analysis and is not a required part of the combined financial statements. The information in that schedule has been subjected to the auditing procedures applied in the audit of the combined financial statements and, in our opinion, is fairly presented in all material respects in relation to the combined financial statements taken as a whole. 
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HOUSING AUTHORITY OF NEW ORLEANS NEW ORLEANS LOUISIANA 
SCHEDULE OF FEDERAL FINANCIAL ASSISTANCE FOR THE YEAR ENDED SEPTEMBER 30. 1996 

Federal CFDA Federal Granlor/ProRram Title Number Contract Number Expenditures U.S. Department of ttousing and Urban Development Direct Programs Operating Subsidy 
Section 8 

14.850" FW-II90 $ 28,516,388 
14.156" FW-2201/2053/2217 18,191,130 (;IAP Grant (Modernization) 14.850' LA 48P001701 2,749,308 COMP Grant (Modernization) 14.852" LA 48P001702/03 7,993,902 

PItAD I.EIP 14.177 14.157 LA 48DEP0010192 253,355 LA 48DEP0010194 Urban Revitalization (Modernization) LA 48URD0011194 Vacancy Reduction (Modernization) Urban Youth Corp. (Modernization) 
Total Federal Assistance Expended 
*Major program as defined by OMB Circular A-128 
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LA 48VRP00194 
974,149 
590,609 505,367 

LA 06UYC00100195 51,884 $ 59,826,092 



REPORT ON THE INTERNAL CONTROL STRUCTURE USED 1N DMIN1STERING FEDERAL FINANCIAL ASSISTANCE PROGRA/v 
The Management of the Housing Authority of New Orleans 
We have audited the combined financial statements of the Housing Authority of New Orleans, Louisiana (HANO) as of and for the year ended September 30, 1996, and have issued our report thereon dated March 21, 1997. We have also audited the compliance of HANO with requirements applicable to major federal financial assistance programs and have issued our report thereon dated March 21, 1997. We conducted our audits in accordance with generally accepted auditing standards; Government Auditing Standards, issued by the Comptroller General of the United Stales; and Office of Management and Budget Circular A-128, Audits of State and Local Governments. Those standards and OMB Circular A-128 require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement and about whether HANO complied with laws and regulations, noncompliance with which would be material to a major federal financial assistance program. 
In planning and performing our audits for the year ended September 30, 1996, we considered the internal control structure of HANO in order to determine out auditing procedures for the purpose of expressing our opinions on the combined financial statements of llANO and on the compliance of llANO with requirements applicable to major programs, and to report on the internal control structure in accordance with OMB Circular A-128. This report addresses our consideration of internal control structure policies and procedures relevant to compliance with requirements applicable to federal financial assistance programs. We have addressed internal control structure policies and procedures relevant to our audit of the combined financial statements in a separate report dated March 21, 1997. 
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The Management of the Housing Authority of New Orleans Page 2 
The management of HANO is responsible for establishing and maintaining an internal control structure. In fulfilling this responsibility, estimates and judgements by management are required to assess the expected benefits and related costs of internal control strncture policies and procedures. The objectives of an internal control structure are to provide management with reasonable, but not absolute, assurance that assets are safeguarded against loss from unauthorized use or disposition, that transactions are executed in accordance with management's authorization and recorded properly to permit the preparation of the combined financial statements in accordance with generally accepted accounting principles and that federal financial assistance programs are managed in compliance with applicable laws and regulations. Because of inherent limitations in any internal control structure, errors, irregularities, or instances of noncompliance may nevertheless occur and not be detected. Also, projection of any evaluation of the structure to future periods is subject to the risk that procedures may become inadequate because of changes in conditions or that the effectiveness of the design and operation of policies and procedures may deteriorate. For the purpose of this report, we have structure policies and procedures used in programs in the following categories: Accounting Controls 

classified the significant internal control administering federal financial assistance 
Legal compliance Asset management Debt restrictions Grant revenues and cash receipts Purchases and cash disbursements General ledger and financial reporting Grant accounting Compliance with regulations of the U.S. Department of Housing and Urban Development 
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The Management of the Housing Authority of New Orleans Page 3 
Controls used in administering, comoliance with laws and regulations 
General Reouirements Political activity Civil rights act Cash management Federal financial reports Allowable costs/cost principles Drug-fTee workplace act Administrative requirements Davis-Bacon act 

Specific Requiremen_l_s Types of services Eligibility Advances and reimbursements Amounts claimed or used for matching as determined by the OMB Circulars A-87 and other applicable cost principles or regulations that are applicable to each of its major Relocation assistance and real property programs. Acquisition * Reporting 
For all of the internal control structure categories listed above, we obtained an understanding of the design of relevant policies and procedures and determined whether they have been placed in operation, and we assessed control risk. 
During the year ended September 30, 1996, HANO expended 97% percent of its total federal financial assistance under major federal financial assistance programs. We perfolaned tests of controls, as required by OMB Circular A-128, to evaluate the effectiveness of the design and operation of internal control structure policies and procedures that we considered relevant to preventing o1 detecting material noncompliance with specific requirements, general requirements, and requirements governing claims for advances and reimbursements and amounts claimed or used for matching that are applicable to each of HANO's major federal financial assistance programs, which are identified in the accompanying Schedule of Federal Financial Assistance. Our procedures were less in scope than would be necessary to render an opinion on these internal control structure policies and procedures. Accordingly, we do not express such an opinion. 
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The Management of the Housing Authority of New Orleans Page 4 
We noted certain matters involving the internal control structure and its operation that we consider to be reportable conditions under standards established by the American Institute of Certified Public Accountants. Reportable conditions involve matters coming to our attention relating to significant deficiencies in the design or operation of the internal control structure that, in our judgment, could adversely affect HANO's ability to administer federal financial assistance programs in accordance with applicable laws and regulations. We believe the following are reportable conditions as described above (a) HANO did not provide sufficient documentation of (1) compliance with contract provisions and competitive bidding requirements for one of the sixty disbursements selected for testing related to the Modernization Program and (2) eligibility for reimbursement of costs for two of the sixty participants selected for testing in the Section 8 Program. (b) Documentation of the contract administration process was inconsistent and incomplete in certain instances. A material weakness is a reportable condition in which the design or operation of one or more of the internal control structure elements does not reduce to a relatively low level the risk that noncompliance with laws and regulations that would be material to a federal financial assistance program may occur and not be detected within a timely period by employees in the normal course of performing their assigned functions. Our consideration of the internal control structure policies and procedures used in administering federal financial assistance would not necessarily disclose all matters in the internal control structure that might be reportable conditions and, accordingly, would not necessarily disclose all reportable conditions that are also considered to be material weaknesses as defined above. However, we consider item (a) noted above to be a material weakness as defined above. This condition was considered in determining the nature, timing, and extent of the procedures to be performed in our audit of the compliance of ItANO with requirements applicable to its major federal financial assistance programs for the year ended September 30, 1996, and this report does not affect our report thereon dated March 21, 1997. 
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The Management of the Housing Authority of New Orleans Page 5 
This report is intended for the information of the management of the Housing Authority of New Orleans, Louisiana. However, this report is a matter of public record, and its distribution is not limited. 

March 21, 1997 
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REPORT ON COMPLIANCE WITH SPECIFIC REQUIREMENTS APPLICABLE I'O MAJOR FEDERAl. FINANCIAL ASSISTANCE PROGRAMS 
The Management of the Housing Authority of New Orleans 
We have audited the combined financial statements of the Housing Authority of New Orleans, Louisiana (HANO) as of and for the year ended September 30, 1996, and have issued our report thereon dated March 21, 1997. 
We have also andited HANO's compliance with the requiremenls governing types of services allowed or unallowed; eligibility; reporting; and claims for advances and reimbursements, that are applicable to each of its major federal programs, which are identified in the accompanying Schedule of Federal Financial Assistance, for the year ended September 30, 1996. The management of HANO is responsible for HANO's compliance with those requirements. Our responsibility is to express an opinion on compliance with those requirements based on our audit. 
We conducted our audit of compliance with those requirements in accordance with generally accepted auditing standards; _Government Auditing Standards, issued by the Comptroller General of the United Slates; and Office of Management and Budget (OMB) Circular A-128, Audits of State and Local Governments. Those standards and OMB Circular A-128 require that we plan and perform the audit to obtain reasonable assurance about whether material noncompliance with the requirements referred to above occurred. An audit includes examining, on a test basis, evidence about HANO's compliance with those requirements. We believe that our audit provides a reasonable basis for our opinion. 
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The Management of the Housing Authority of New Orleans Page 2 As further described in the accompanying Schedule of Findings and Questioned Costs, the results of our audit procedures for the Modernization Program disclosed that HANO did not comply with the requirement to maintain sufficient documentation for one of the sixty disbursements selected for testing of compliance with contractors provisions and competitive bidding requirements. Also, llANO was unable to locate supporting documentation as evidence of eligibility of reimbursement of costs as required by the Section 8 Program for two of the sixty participants selected for testing. In our opinion, HANO's compliance with these requirements is necessary for HANO to comply with the requirements of the Modernization Program and Section 8 Program. 
In addition, the results of our audit procedures disclosed an immaterial instance of noncompliance v,,ith the requirements referred to in the second paragraph, which is described in the accompanying Schedule of Findings mad Questioned Costs. We considered this instance of noncompliance in forming our opinion on compliance, which is expressed in the following paragraph. 
In our opinion, except for those instances of noncompliance with the requirements applicable to the Modernization Program and Section 8 Program referred to in paragraph four of this report, HANO complied, in all material respects, with the requirements governing types of services allowed or unallowed; eligibility; reporting; and claims for advances and reimbursements, that are applicable to each of its major federal programs for the year ended September 30, 1996. 
This report is intended for the information of the management of the Housing Authority of New Orleans. However, this report is a matter of public record and its distribution is not limited. 

March 21, 1997 zzP 
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REPORT ON COMPLIANCE WITH THE GENERAL REQUIREMENTS APPLICABLE TO FEDERAL FINANCIAL ASSISTANCE PROGRAMS 
The Management of the Housing Authority of New Orleans We have audited the combined financial statements of the Housing Authority of New Orleans, Louisiana (HANO) as of and for the year ended September 30, 1996, and have issued our report thereon dated March 21, 1997. We have applied procedures to lest }tANO's compliance with the following requirements applicable to its federal financial assistance programs, which are identified in the Schedule of Federal Financial Assistance, for the year ended September 30, 1996: ~ Political activity ~ Davis - Bacon Act ~ Civil Rights Act ~ Cash Management ~ Relocation assistance and real property acquisition ~ Federal financial reports ~ Allowable costs/cost principles ~ Drug-Free Workplace Act ~ Administrative requirements 
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HOUSING AUTttORITY OF NEW ORLEANS NEW ORLEANS. LOUISIANA 
SCltEDULE OF FINDINGS AND OUESTIONED COSTS 

NDINGS AND OUESTIONED COSTS 
ROGRAM: MODEIhNIZATION PROGRAM 
Finding 1 QUESTIONED COSTS: $225,397 
CONDITION The Modernization Program costs are substantially comprised of construction, rehabilitation and associated expenditures. These costs are generally significanl and are subject to HANO's contractual requirements including federal and state competitive bidding provisions. l:'or one of the sixty contractual disbursements selected for testing, HANO was unable to locate sufficient documentation to confirm compliance with contract terms and bidding requirements. Missing documentation included bidding information, invoice, purchase order, and receiving report. 
EFFECT tlANO is unable to demonstrate by documentation their determination of compliance with specific contract provisions as well as competitive bidding requirements for the contract and to monitor the necessity and reasonableness of this cost in accordance with federal requirements. 
RECOMMENDATION Maintain comprehensive contract files on all contracted services, including evidence of competitive bidding, invoices, purchase orders, receiving reports, etc. 
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PROGRAM: MODERNIZATION PROGRAM 
Finding 2 QUESTIONED COST CONDITION $ 0 
Construction contract and architect contract files were inconsistent and incomplete in some instances. For the majority of contracts in process in 1996, evidence of the successful bidders response was not maintained. 
EFFECT 
As a result of the incomplete documentation, llANO is unable to demonstrate compliance with bidding requirements. 
RECOMMENDATION Implement procedures to ensure that all contract administration processes are completely and uniformly performed and documented. PROGRAM: SECTION 8 
Finding 3 QUESTIONED COST 
CONDITION: 

$391 
Of the sixty disbursements selected for the Section 8 Program, canceled checks for two disbursements could not be provided by HANO to adequately support the participant costs. EFFECT 
HANO is unable to demonstrate by documentation their determination that certain participant costs charged to the program are proper. 
R.ECOMMENDATION Ensure that all supporting documentation is maintained and organized and that all participant files are current and complete. 
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II. STATUS OF PRIOR-YEAR FINDINGS 
The findings reported in the schedule of findings and questioned costs for the fiscal year ended September 30, 1995 have not been resolved and are consistent with the findings noted above. The testing of internal controls and compliance relevant to federal financial assistance programs for the year ended September 30, 1994 is not complete. Any issues or exceptions "that may result from the 1994 audit have not been considered in the audits performed for fiscal 1995 or 1996 in accordance with the Single Audit Act of 1984. 
IIl. REFERENCE TO MATERIAL FINDINGS PRESENTED IN REPORTS OF OTHER AUDITORS OR FEDERAL INSPECTOR GENERAL 
tIUD and the Office of Inspector General performed several mini-audits during fiscal 1996 Significant weaknesses noted include: 
~ Differences between accounting records and physical appliance inventory at maintenance warehouses. Based on the insignificant dollar value of these items, there is no material effect to the financial statements. 
~ llANO issued a non-competitive contract for outsourcing the Resident Initiative Program valued at $2,700,000 to an organization affiliated with the Executive Monitor. HUD did not view this contract to be in the best interest of HANO or HUD because HUD believed that efforts should be directed to ttANO's more urgent needs. 
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