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 P R O C E E D I N G S 

MS. VAN HOVEL:  We'll call the Audit Committee to order.  It 

is 9:15 and this is the Texas State Affordable Housing Corporation at 2200 

East Martin Luther King, Jr. Boulevard, Austin, Texas, and this is the Audit 

Committee meeting. 

We will have a roll call.  Bill Dietz is not here. 

David Long? 

MR. LONG:  Here. 

MS. VAN HOVEL:  Melinda Smith? 

MS. SMITH:  Here. 

MS. VAN HOVEL:  And Jerry, you're here. 

MR. ROMERO:  Here. 

MS. VAN HOVEL:  And Jo Van Hovel is present.  We declare 

a quorum is present. 

Is there any public comment at this time? 

(No response.) 

MS. VAN HOVEL:  Is Pam here? 

MR. LONG:  Yes.  Would you like her in here? 

MS. VAN HOVEL:  Sure.  I need all the help I can get. 

It looks like we have three action items to discuss this morning, 

tab 1, tab 2 and tab 3, and the first is tab 1:  Presentation, discussion and 

possible approval of the minutes of the last Audit Committee meeting held on 

September 14, 2011. 

Did everybody get a chance to look at it? 
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MR. LONG:  Yes. 

MR. ROMERO:  I'll move to approve as presented. 

MS. VAN HOVEL:  Thank you, Jerry.  Is there a second? 

MS. SMITH:  I'll second. 

MS. VAN HOVEL:  Thank you.  All approve, say yes. 

(A chorus of ayes.) 

MS. VAN HOVEL:  Tab 2.  Who is going to do tab 2 for me? 

MS. SMITH:  I will. 

MS. VAN HOVEL:  Melinda, you've got the floor. 

MS. SMITH:  My name is Melinda Smith and I am the chief 

financial officer. 

Tab 2 is:  Presentation, discussion and possible approval of 

the annual independent financial audit for the fiscal year ending August 31, 

2011.   

As you know, we're required by law to have an annual audit, 

and Mr. Mikeska, with Mikeska Monahan & Peckham is our independent 

auditor, and he is here to present the audit to the audit committee, so I'll turn it 

over to him. 

MR. MIKESKA:  Thank you. 

My name is Don Mikeska, and I'm with Mikeska Monahan & 

Peckham, and I appreciate the opportunity to be here today and discuss the 

audit procedures and the report with you. 

Just as a little bit of background, we are charged with 

communicating with those charged with governance, and that would be the 
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audit committee.  You've been delegated that responsibility by the board and 

by your own charge.   

So in conducting our preliminary communications, I met by 

telephone conversation with Ms. Van Hovel on October 8 and I met personally 

with Ms. Van Hovel on October 20 in connection with that particular board 

meeting and went over in general terms the planning procedures, the time 

frame for doing the field work, and more or less to give the audit committee an 

opportunity to have a one-on-one dialogue with the auditor. 

Ms. Van Hovel did express some items that she wanted me to 

look at and we did, and I'm happy to report there were no findings in 

connection with those areas.  But that's what it's designed to do, it's designed 

to establish a two-way communication between the auditor and the audit 

committee.   

Mr. Dietz was not at that meeting, but I did communicate with 

Mr. Dietz by written correspondence dated October 4. 

One of the concerns that I had, and I discussed it with Ms. Van 

Hovel and I've discussed it with the president and CFO, was the threat to my 

independence due to the threat of familiarity.  What that means is I've been 

doing your audit since 2001 and there can be a presumption that I can't be 

independent because of my familiarity with your client, with your personnel.  

The response I got was absolutely the opposite of that, and 

David Long, the president, indicated that's why you hire me because I know 

you and I know where to look and I know the audit procedures that need to be 

implemented.  But still there is the attitude that someone outside of this 
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organization might have been saying how can Mikeska Monahan & Peckham 

be independent.   

So in that regard, I received permission from Mr. Long to 

contract with an outside CPA firm to sit down with me, review my audit 

planning for this year, review the audit work papers and the audit report from 

last year to see if there were any suggestions or changes that he might have 

with regard to my procedures that would more or less mitigate this inference, 

if you would, of familiarity.  And I did and he didn't have really any comments 

to make; he thought that our job was being conducted as it should be under 

our professional standards. 

We're going to go over the draft of the report, but I do need to 

make it clear that management is responsible for establishing internal control 

to determine whether or not the system is functioning as it should be and to 

detect material fraud.  In that connection, I think we will be presenting a letter 

to the audit committee today to sign a representation to the auditor that you're 

not aware of anything and that you represent that the facts and circumstances 

are accurate. 

We have received a legal representation letter from the 

attorney and I spoke this morning with Ms. Stein and asked her if there were 

any other items that we needed to be made aware of.  The attorney's letter 

was dated November 21, and I'm responsible to report to the financial 

statement readers all activity, potential claims or threats of litigation through 

today's date, and she's not aware of any.   

She offered to contact the home office, I guess, and determine 



 
 

 
 ON THE RECORD REPORTING 
 (512) 450-0342 

7

if there are any things that need to be added, but I'm not certainly not aware 

of them.  I've attended all your board meetings; I've been here on a daily 

basis since October 20, as your staff will tell you, so I'm not aware of anything 

that would have to be disclosed in the audit report with respect to claims or 

threats of litigation. 

MR. ROMERO:  Don, I have a question for you. 

MR. MIKESKA:  Yes. 

MR. ROMERO:  You said that you had contracted with an 

outside CPA to look into your ability to be an independent CPA to the 

corporation. 

MR. MIKESKA:  That's correct. 

MR. ROMERO:  Obviously, there were no findings, but did you 

get a letter from the CPA stating that? 

MR. MIKESKA:  No.  I got a bill.  No, I did not get a letter.  I 

will request that Steve Franke, of Reynolds and Franke, give us a letter 

indicating what we did at that time. 

MR. ROMERO:  I think that would be good to have in our 

records as well. 

MR. MIKESKA:  Incidentally, that is not an expense that will be 

passed through to the client, as I mentioned to Mr. Long.  That is an expense 

that our firm will bear just simply because we want to maintain that we are 

independent with respect to the corporation. 

The audit actually has three parts to this audit, if you will.  

There's an audit just in accordance with Generally Accepted Auditing 
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Standards -- we audit the financial statements for fair presentation, no 

material misrepresentations and no fraud.   

Secondly, there must be an audit done under Government 

Auditing Standards which is the Yellow Book, and what that means is that 

there are no findings or deficiencies related to any material weaknesses in 

internal control, there are no findings of non-compliance with certain 

provisions of law and regulations, contracts and other agreements, and there 

are no findings of abuse.  That's what the Yellow Book audit entails.   

Then finally, you have to have a single audit.  A single audit is 

required at the point in time that the corporation expends $500,000 or more of 

federal funds. 

MS. VAN HOVEL:  How much? 

MR. MIKESKA:  $500,000 or more.  So that's the NSP 

program.  We expended $3 million, I think, this year, so that throws you into 

the single audit category.  If you recall, last year you had to have a single 

audit last year, so this is the second year of you having a single audit.  We'll 

talk about that when we get to that part of the audit. 

But again, even under the single audit, there are no findings or 

questioned costs, there are no findings of non-compliance with the 

requirements of the major program, and your major program was the NSP, by 

definition.  There's sub-formulas that we go through that the feds say that the 

auditor must do, so NSP was the major program.  And there were no findings 

or deficiencies or material weaknesses in internal control over compliance.   

And I know that's a mouthful there, but the staff must comply 
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with all the federal regulations in connection with expending NSP money; 

there's only certain items that qualify under the grant. 

Well, there are procedures in place in-house that dictate how 

it's done, who approves what, who checks it, who makes sure that it's an 

allowable cost, that's in a period of availability, that we're dealing with 

someone who has not been debarred from doing business with the federal 

government, and that the reports are properly filed.   

And what we did is we do an end-around, we start at the end 

and we look to see what you spent on your program and then we look at the 

supplemental or the supporting information behind those transactions.  And 

we look for those approvals; we look to see that it went through certain 

people's desks and got reviewed and was approved for payment.  So that is 

the single audit part of the engagement. 

If we can, let's turn to the large packet you have in front of you 

which is the financial statements, and beginning on page 1, and it goes from 

page 1 through page 6. 

MS. VAN HOVEL:  Where is this, Don? 

MR. MIKESKA:  It's going to be the packet that was handed 

out this morning, the financial statement packet. 

Beginning on page 1 and ending on page 6, this is 

management's discussion and analysis and what the GASB, the 

Governmental Accounting Standards Board, has requested is that 

management place in the audit report just a description in words, as opposed 

to just numbers, of what happened during the year.   



 
 

 
 ON THE RECORD REPORTING 
 (512) 450-0342 

10

So it's not necessarily written to contain all the information but 

it's a summary of the major items of importance that need to be presented to 

the financial statement reader.  That is required by Government Auditing 

Standards.  I'm not going to spend much time on it because, like I said, it's 

duplicative of what's actually in the report itself. 

The page numbered page 7 at the bottom is actually the 

independent auditor's report.  In terms of the financial statements, there are 

only three items in this report that are supplied by the auditor.  This is the 

most important one; this is my opinion on the financial statements, and in the 

third paragraph:  In our opinion, the financial statements referred to above 

present fairly, in all material respects, the financial position of Texas State 

Affordable Housing Corporation as of August 31, and the changes in net 

assets and its cash flows for the year then ended in conformity with 

accounting principles accepted in the United States of America.  That means 

that's an unqualified opinion; that's a clean opinion. 

The next paragraph just says we had to do the audit in 

accordance with Government Auditing Standards.  The next paragraph 

addresses the single audit, and if I can just draw your attention to the last 

sentence:  In our opinion, the information is fairly stated in all material 

respects in relation to the financial statements taken as a whole.  So we are 

giving a clean opinion on the statement of expenditure of federal awards at 

that point in time.  That's my part of this report, basically. 

The financial statements, I want to go into those, pages 8 and 

9 represent the statement of net assets.  If you were a for-profit organization, 
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we would call that the balance sheet.  Notice this year we put it on two pages 

so that the print isn't so small that you can't read it.  Assets are on page 8 

and liabilities and net assets are on page 9, and they balance.  Net assets 

have to equal liabilities minus net assets. 

The financial statements indicate, again, that a very large 

portion of the current assets are being held by the bond trustee.  That would 

be anticipated because that money is held there for the bond trustee to pay 

the debt service as it comes due on the bonds outstanding.  

But in terms of the assets, the cash position is quite healthy at 

$2.8 million, the current investments are almost $2 million.  And then if you 

slip down to noncurrent assets, you'll see the noncurrent assets of $1 million, 

so you're in a healthy position there of assets that are basically unrestricted, 

meaning they can be used for general purposes. 

And if I can draw your attention to page 9, I can emphasize that 

by looking at the section called net assets.  The net assets invested in capital 

assets, meaning this building, net of the related debt, that's unexpendable 

because it already has been spent.  The restricted assets, that's the assets 

held by the bond trustee net of the liabilities.   

And then the unrestricted assets, that represents the assets 

that are available for the corporation's basic programs and are not restricted 

by any bond covenants, grant agreements, et cetera.  So current assets you 

have a positive current position, $54 million in current assets, $46 million in 

current liabilities, so you have a very good positive net asset current ratio. 

Page 10 is the statement of revenues, expenses and changes 
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in net assets.  The top part of the schedule represents the operating 

revenues of the corporation, and then below that we list out the operating 

expenses.  Investment income is always the largest single line item of the 

corporation.   

Secondly, the increase in the fair value of 

investments -- primarily those investments are those that are held by the bond 

trustee -- enjoyed a $9 million increase in value.  The other large item there 

really is the federal and state grant programs, and that's primarily the money 

that's coming in from TDHCA in the form of the NSP program and the NFMC 

programs.  That's where that money is coming from. 

Where is the money being spent?  Obviously, the interest 

portion of the debt service on the bonds and the notes payable in the normal 

portfolio represent $10.6, almost $10.7 million of your expenses.  The Down 

Payment Assistance Program -- that's the down payment assistance being 

offered under the two programs.  Salaries and wages and payroll costs, as to 

be expected, that is a large portion of your budget because the personnel that 

are required to carry out your program are found in that line.  

And then just dropping down to grant expenditures, you'll see a 

very large item there.  Property acquisitions and related costs, that's primarily 

the NSP program.  Foreclosure prevention counseling and related costs, 

that's primarily the NFMC and the task force expenditures.  So net income, 

the corporation enjoyed an $8.5 million income in the current year.  

Beginning assets were $28.8 million, ending net assets $37 million. 

Page 11 and page 12 are what is referred to as the statement 
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of cash flows.  The corporation is required to supply it in two different forms.  

The first format is the direct method, where did the cash specifically come 

from and where was it expended.   

So the top section, cash flows from operating activity supplied 

a positive $3.7 million in cash.  Where was that cash spent?  You'll see in 

the cash flows from non-capital financing transactions, there was some cash 

provided from the bond sales, but at the same time, there were some 

substantial reductions of both interest and principal on the bond program, so 

that required $55 million in cash.   

And the last section, cash flows from investing activities, that's 

primarily the investments and the maturity of investments, so that supplied 

$21 million.  So, yes, there was a decrease of $29.5 million cash but that 

includes the cash held by the bond trustee.   

If you recall last year, I believe there was about $70 million 

sitting in the bond trustee's bank account or in their investments because the 

2011 bonds had not yet been sold and converted to long-term bonds, those 

were the short-term bonds.  That's why we're saying that we sold $55 million 

worth of bonds this year.  Those were the long-term bonds converted from 

the previous short-term bonds. 

And page 12 is what's referred to as the indirect method, and 

it's simply just a reconciliation.  You start from net income from operations 

and you reconcile to cash provided by operating activities, so we arrive at the 

same number. 

Also, the corporation is required to disclose any significant 
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non-cash transactions.  What is unique about the NSP program is the 

department will often times table-fund the acquisition of property at the title 

company.  The money doesn't come to the corporation and the corporation 

wires or writes a check to the title company, the department is actually 

sending the money directly to the title company for the HUD closing.   

So we've acquired those properties, they're in our name, and 

we have a note payable back to the department for that amount, but the 

money did not go through our bank account.  And that's just one of the real 

quirky rules about a statement of cash flow if the cash didn't go through your 

bank statement. 

MS. VAN HOVEL:  Is that the way it works? 

MR. MIKESKA:  Yes, ma'am.  So we're telling the reader 

there was an acquisition of property but we didn't pay for it; we acquired it 

through a note payable to the department, the department front-ended that 

cash.  So that was $2.8 million, and that happened to be the acquisition of 

the real estate. 

The notes to the financial statements -- the notes are designed 

to tell the financial statement reader a little more information than just the bare 

bones numbers.  It would be very laborious to go through this right at this 

point in time.  I don't know that there are any significant note changes from 

the prior year's financial statements. 

Melinda, are there any things that you can think of that we 

would want to point out to the committee in the notes?  We start with the 

basic accounting policies; we describe what are cash and cash equivalents; 
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we give a breakdown of the loans receivable, notes receivable, fixed assets. 

MS. SMITH:  I can't think of anything that is particularly 

unique. 

MR. MIKESKA:  In terms of wording that we added this year, 

we added a couple of words to note 6 which deals with the non tax-exempt 

status of the corporation indicating that, yes, there are three years worth of 

Form 990s that are outstanding and subject to review by the IRS.  

But at the same time, we're making a positive statement that 

the corporation does not have -- I have to read it, I don't want to paraphrase.  

"Management believes it has appropriate support for any tax position taken, 

and as such, does not have any uncertain tax positions that are required to be 

reported in these financial statements."   

So there aren't any tax positions that we believe would have 

any kind of ramifications in the event of an audit. 

MR. ROMERO:  I have a question for you. 

MR. MIKESKA:  Yes, sir. 

MR. ROMERO:  On page 28, I was just looking at the building. 

 Do we know what the building is valued at, the building and land? 

MR. MIKESKA:  What it's valued at? 

MR. ROMERO:  Yes. 

MR. MIKESKA:  I haven't a clue. 

MR. ROMERO:  So there was an addition of $15,000 to the 

building.  Was that renovation and other things done to the building? 

MS. SMITH:  Repeat that, please.  What was that? 
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MR. ROMERO:  There's was $15,000 in addition from the 

2010 September date. 

MR. MIKESKA:  I think that was just some followup work, the 

security door outside. 

MS. VAN HOVEL:  Is that right, David? 

MR. LONG:  This is David Long.  Those will include 

additional improvements we made after we moved in, so it would be things 

like some changes we made to improve doorways or whatever. 

MR. ROMERO:  HVAC. 

MR. LONG:  HVAC and some other things.  We did have to 

change out some of our units that we didn't include in the original construction 

activities in Phase 1 or Phase 2, and we had to do some changes to replace 

some HVAC, so those were included as increased value. 

MS. VAN HOVEL:  But we wouldn't know the value of the 

building until we get somebody to appraise it. 

MR. ROMERO:  I was just looking for an approximate value.  I 

know we'd probably have to get an appraisal if we want an exact value. 

MR. LONG:  Right.  From a financial standpoint, if we wanted 

to get an actual market value, we could have an appraisal done, but 

essentially what we started with is the appraisal when we bought the building 

and then the cost of expansions and renovations. 

And, in fact, the original appraisal we got on the building that 

we secured the mortgage on gave us an as-is and then an as-improved, so 

we have that valuation as kind of a starting point and then other things we've 
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added along the way that have added value as we've gone along. 

MS. VAN HOVEL:  I know one thing, it's the best investment 

we probably have made. 

MR. ROMERO:  I would agree. 

MR. MIKESKA:  And continuing the review of the footnotes, 

number 10 speaks to notes payable.  Note 11 is a very, very detailed note.  

It deals with bonded indebtedness and it involves the various disclosures that 

the corporation must make with respect to the various series of bonds that are 

outstanding.  That's a very, very detailed schedule, and it continues. 

Let's see, note 13 we talk to the Mortgage Credit Certificate 

program; note 14 we talk about the NFMC program; note 15 we speak to the 

Neighborhood Stabilization Program.  And those are programs that are 

conducted or financed, if you will, through the department, so the department 

is a related entity, if you will.   

We're related to them just by virtue of them being a state 

department, but also by virtue of the way the corporation was created.  So 

when we recognize related party transactions in the financial statements, we 

disclose transactions with the department as if they are a related party.  It's 

just full disclosure, transparency.  

And that will be under note 18.  That will be the description of 

the various transactions that took place between the department and the 

corporation. 

Note 19 speaks to the grants -- 

MS. VAN HOVEL:  Page 19? 
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MR. MIKESKA:  Page 38.  Footnote 19 deals with the 

restricted grant income.  Those were the various grants that we received.  

There's not anything significant in there. 

We are putting the reader on notice in note 23 that there is 

some pending accounting pronouncements that we think are going to come 

down the pike that will have a negative impact on the corporation's net assets, 

so in the effort to be totally transparent, we're going to disclose that at this 

point in time.   

I found it very unusual that the pronouncement has wording in 

there that says that the corporation can elect to early adopt that 

pronouncement.  I don't know that anybody would want to early adopt a 

pronouncement that's going to have negative impact on your financial 

statements. 

Note 24, subsequent events.  Now, this footnote is tailored 

and designed to be effective as of and through today's date.  We need to 

disclose to the reader what significant transactions have occurred after 

August 31 and up through and including today because today is the date 

which we believe these financial statements will be available to be issued, so 

they are available. 

There were some securities that were sold on September 23 so 

we're disclosing those.  Note receivable, that's in connection with the 

Brookwood Apartments, so we're letting the financial statement reader know 

that.  There's an intent to issue $32 million in single family mortgage revenue 

bonds, so that is being disclosed. 
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MR. ROMERO:  Don, is there a threshold for these 

subsequent events? 

MR. MIKESKA:  I'm sorry? 

MR. ROMERO:  Is there a threshold, or does it matter? 

MR. MIKESKA:  Material, if it could be material to the financial 

statement reader.  And the test you use is inclusion or omission:  would 

somebody's use of these financial statements be influenced by having it in 

there or would it be influenced by not having it in there?  So it's by inclusion 

and omission.  So material means it's material in the mind of the person 

who's reading these financial statements. 

MR. ROMERO:  So for instance, Wells Fargo will be granting 

the corporation $50,000 today.  Is that material? 

MR. MIKESKA:  No, sir. 

MR. ROMERO:  Okay.  Just wanted to know. 

MR. MIKESKA:  Thank you, but no, it's not.  And that would 

not influence the financial statement user regarding the corporation.  But if 

we had a threat of litigation, that would influence -- if we said we're going to 

receive a new NSP grant for another $5 million, that might influence the 

financial statement reader.   

I can't tell you what materiality is in my mind because I have it 

written into my work papers, but from the standpoint of a financial statement 

reader, I do not think that would influence their reading of the financial 

numbers here. 

And then there was a note payable that was acquired through 
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the Federal Home Loan Bank.  We actually call it warehoused, but we 

wrapped the note for Willow.  And due to the market conditions, the 

mortgage-backed securities that the bond trustee is holding, they declined in 

value since year-end.  That's an unrealized loss, okay, but it could be a 

recognized loss, but those numbers are going to do a little bit of everything. 

MS. VAN HOVEL:  Is that a significant number? 

MR. MIKESKA:  $1.9 million.  Yes, ma'am.  But we know 

that -- I shouldn't say we know -- we believe that the best you're going to 

achieve out of those is face value of those securities unless something 

happens and we can tie our star to another one of these sale deals where we 

can actually make a profit. 

And then note 25, we always put note 25 in, and that's just 

Sunset.  It's a long way off but it's in there.  Note 26 is segment information, 

it's just required by GASB.  I don't know anybody that's going to utilize that 

schedule other than the department. 

Page 44 is the schedule of expenditures of federal awards, and 

if you recall, earlier I said if the corporation expended more than half a million 

dollars, you must have a single audit.  Well, you can see the corporation 

expended $3.2 million worth of federal awards, that is why you had to have a 

single audit. 

Page 45 is just the footnotes describing the programs that are 

supported by the federal awards. 

Page 46, this is another opinion that belongs to me, it's the 

independent auditor's report on internal control over financial reporting and on 
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compliance and other matters based on an audit of financial statements 

performed in accordance with Government Auditing Standards.   

The Yellow Book, the Government Auditing Standards, say that 

we have to tailor our audit work to at least look at internal control to make 

sure that there are no material weaknesses or significant deficiencies in 

internal control over financial reporting.   

So in the one, two, three -- fourth paragraph we state:  "Our 

consideration of internal control over financial reporting was for the limited 

purpose described in the first paragraph of this section and was not designed 

to identify all deficiencies in internal control over financial reporting that might 

be significant deficiencies or material weaknesses.  We did not identify any 

deficiencies in internal control over financial reporting that we consider to be 

material weaknesses." 

And then under compliance, we must look to the various grant 

agreements, contracts, any other matters whereby the corporation agrees to 

perform in some manner to see if non-performance or non-compliance could 

have a material effect on the financial statements.   

Material effect would be if we didn't do what we said we were 

going to do under, let's say, the Meadows Foundation note, they'd say give us 

our money back, that would have a material effect on the corporation. 

MS. VAN HOVEL:  Is that one of the things that we have to 

look for, that you look for? 

MR. MIKESKA:  Yes, ma'am.  We have to work with 

compliance on all your significant grants.  The donor does put restrictions on 
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certain grants; we have to make sure that those monies are expended in 

accordance with donors' restrictions.  More importantly, under the single 

audit, as I mentioned earlier, we have several compliance requirements that 

we must look to to make sure that the NSP dollars, the NFMC dollars, are 

spent in accordance with the regulations and that the documentation is in the 

file.   

And we're not the only one that looks at it.  The department 

has sent people out at least twice, I think, to look at the NSP program. 

MS. VAN HOVEL:  Did they? 

MR. MIKESKA:  They had some picky stuff, but it was not 

anything.  And we looked at it as well, and we found no findings. 

But the results of our tests disclosed no instances of 

non-compliance or other matters that are required to be reported under 

Government Auditing Standards.  So that, again, is a clean opinion. 

And on 47, this is my last opinion, this is the OMB A-133 Single 

Audit opinion, and we must look to compliance, as I stated, and that first 

section is entitled Compliance.  The third paragraph reads:  "In our opinion, 

Texas State Affordable Housing Corporation complied in all material respects 

with the compliance requirements referred to above that could have a direct 

and material effect on each of its major federal programs for the year ended 

August 31, 2011." 

Now, we have to look to internal control over compliance, are 

there procedures in place, are there controls and procedures that would catch 

non-compliance in the course of a person doing their normal business here.  
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So we, on the following page, that second paragraph, last 

sentence:  "We did not identify any deficiencies in internal control over 

compliance that we consider to be material weaknesses as defined above."  

So again, a clean opinion. 

Page 48 and 49, it's entitled the Schedule of Findings and 

Questioned Costs.  That's terrible nomenclature but that's dictated by OMB 

A-133 Single Audit, so we have to put that name in there:  Schedule of 

Findings and Questioned Costs.  There are no findings, there are no 

questioned costs, and here's how we disclose it in the statement itself:  under 

Part A, summary of audit results, the auditor's report was unqualified; were 

there any internal control findings of material weakness, no; were there any 

significant deficiencies, none; was there any non-compliance material to the 

financial statements, no.  So that's the financial statement section. 

The federal awards section:  internal control over the major 

programs, were there any material weaknesses identified, no; were there any 

significant deficiencies identified, none; type of auditor's report issued on 

compliance for major programs, unqualified; are there any audit findings 

disclosed, no. 

The major program was NSP.  The threshold to describe a 

type A from a type B program -- the only people that want to know this are the 

people at the clearinghouse, unfortunately -- $300,000 determines what is a 

type A program from a type B program, there's different audit requirements. 

Did the auditee qualify as a low-risk auditee under OMB 

A-133?  No, the corporation did not qualify for a low-risk auditee.  You will 
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next year.  The rules are you have to have two years of single audits and you 

have to have no findings in either of those two years.  Last year was your first 

single audit in several years; I think we did one back in 2001 or 2002.   

So next year you will be a low-risk auditee.  That really doesn't 

mean much to you but it means something to me and it means something to 

the clearinghouse.  When you are not a low-risk auditee, the auditor must 

include 50 percent of the federal dollars in his test sample.   

When you become a low-risk auditee, the auditor is only 

responsible for 25 percent of your federal programs.  I think next year it's 

going to be NFMC, anyway, probably compared to NSP, and it's going to be 

way more than 25 percent.  You go by the departments. 

On page 49, Schedule of Findings and Questioned Costs, 

there were no findings with respect to the financial statement audit; there 

were no findings with respect to the major federal award program. 

Page 51, prior year findings, there were none, like I said, so 

you have two years now of no findings.  The corporation will qualify as a 

low-risk auditee next year. 

MS. VAN HOVEL:  That's good. 

MR. MIKESKA:  Yes, it is very good. 

One thing that Mr. Dietz asked for last year, and I just went 

ahead and took it upon us to do it, and I will provide this -- this is a 

management letter.  It's a management letter that says there are no 

management letter points. 

MS. VAN HOVEL:  Thank you. 
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MR. MIKESKA:  It just says there are no deficiencies; there's 

no material weaknesses in internal control, but it was requested last year. 

MS. VAN HOVEL:  So it's good to have this in the file. Right? 

MR. MIKESKA:  That's right.  You've got it in case somebody 

says, Well, we need your management letter.  Well, here, pop that out, send 

it, fax them a copy, and they'll be happy.  So that's that document. 

The last document is the communication.  I know we've been 

talking here so we have communicated with you, but I wanted to do it in 

writing as well, just to reiterate the responsibilities of the auditor, the 

responsibilities of management.  So in this letter I state what our 

responsibilities are.  Our responsibilities are to find material fraud. 

MS. VAN HOVEL:  They're what? 

MR. MIKESKA:  To find material fraud, not immaterial fraud.  

Management is responsible for establishing internal controls to detect and 

correct any misstatements. 

Under the planned scope of the audit, like I said, I had written 

communication with Ms. Van Hovel and Mr. Dietz on October 4.  Significant 

audit findings -- I won't read this silly thing, there were no significant audit 

findings.  In the course of Melinda and Nick and all the staff preparing work 

papers, they would find something -- like Nick found a $600 difference; Nick, 

don't book a $600 entry -- but there were some entries that were found as a 

result of the staff preparing the statements, and Betsy and Nick went through 

it, and they did make some minor adjustments.   

But there are no adjustments that were detected as a result of 
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the audit that I have to report to the Audit Committee; there were no material 

adjustments. 

MS. VAN HOVEL:  Good. 

MR. MIKESKA:  And that's stated in this letter.  I guess also 

we state that financial statements are prepared using estimates, and there are 

some significant estimates in the financial statements.  Obviously, 

management has to estimate the uncollectible portion of the receivables.  

Fair value of investments is a significant number.  Well, that's supplied by the 

bond trustee for the most part, and for the investments we own, they're 

supplied by Patterson & Associates or they're traced to other pricing services. 

  

Depreciation, that's not a significant estimate but we put it in 

there.  So those are all the significant estimates that are used in preparing 

the financial statements because accounting is not a science, it really is a 

form of art. 

And really, in my closing, I want to thank Melinda and Nick and 

Betsy and Cynthia and all the staff -- I bugged everybody here.  As you know, 

you saw me out here on the 20th of October and I've been here pretty much 

on a regular basis ever since then. 

MS. VAN HOVEL:  You found out we have a good staff. 

MR. MIKESKA:  You have a very good staff.  And what really 

needs to be mentioned, as well, is that they have to do their ordinary job as 

well as attend to the needs of the auditors and grantors, so that becomes an 

imposition on them and they're strapped for time.   
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So my kudos to the staff, my thanks to the staff, and my thanks 

to you for allowing me to at least come and present this, because that's what 

we want, we want a two-way dialogue here. 

MS. VAN HOVEL:  We thank you for keeping us straight. 

MR. MIKESKA:  Thank you. 

MS. VAN HOVEL:  While I've got you in the chair, I want to 

ask you about what you and I talked about, clear title for this building and that. 

 I want this on the record.   Tell us about what you found. 

MR. MIKESKA:  Well, you have a title insurance policy that 

says that there are no M&M liens, it gives the various easements and 

restrictions that are here, but you have clear title subject to the mortgage.  

Okay? 

MS. VAN HOVEL:  Yes.  There's no other liens. 

MR. MIKESKA:  There are no other liens in place.  You just 

have utility easements, and I forget, there was something else.  And that's 

always important.  And see, we check that on all your NSP properties too that 

you buy, so it's not just the building. 

MS. VAN HOVEL:  I just wanted to make sure that we have 

that in contact. 

MR. MIKESKA:  Yes, you have the title insurance policy. 

MS. VAN HOVEL:  Is there any other public comments to this? 

 Anybody that wants to say anything? 

MS. SMITH:  I'd like to just thank Nick and Betsy for the 

wonderful job that they did. 
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MS. VAN HOVEL:  Yes.  Thank you very, very much. 

MS. SMITH:  And Cynthia, as well. 

MS. VAN HOVEL:  All of you.  And we thank you, Don. 

MR. MIKESKA:  Thank you. 

MS. VAN HOVEL:  Is this approved here, Melinda, or is this 

approved in the main board? 

MS. SMITH:  The audit committee refers it up to the board of 

directors. 

MR. ROMERO:  I would make a motion to recommend 

approval to the board at the regular board meeting. 

MS. SMITH:  And I'll second that. 

MS. VAN HOVEL:  Thank you.  I think that's all we need with 

that one.  Right? 

MR. ROMERO:  I believe so.  Just call the vote. 

MS. STEIN:  You need to vote to recommend it to the board.  

You made a motion and second, so you just need to vote on that motion. 

MS. VAN HOVEL:  Okay.  We have made the motion that we 

will recommend this to the board.   

Is there any other discussion? 

MS. SMITH:  So we just need to vote on it. 

MS. VAN HOVEL:  All those in favor say aye. 

(A chorus of ayes.) 

MS. VAN HOVEL:  David is not here. 

MS. STEIN:  You have a quorum. 
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MS. VAN HOVEL:  Okay.  Did we do everything right? 

MS. SMITH:  I think that takes care of that item. 

MS. VAN HOVEL:  That item is finished and going to the 

board to see how they think about this. 

Tab 3, David Long was going to do this one, I think. 

MS. SMITH:  Actually, I can do this one. 

MS. VAN HOVEL:  Wonderful.  Thank you. 

MS. SMITH:  This is:  Presentation, discussion and possible 

approval of the audit committee guidelines. 

The audit committee is required to review the guidelines of the 

committee annually, and I have included them under tab 3 in the board books, 

and we had a number of changes to the committee guidelines last year but we 

did not have any changes this year.  Mr. Mikeska has looked over them and 

we've looked over them and did not have any changes to recommend. 

MS. VAN HOVEL:  There was no additions or anything? 

MS. SMITH:  No, ma'am.  Last year, again, we made a 

number of changes in terms of adding an alternate board member in the event 

that an audit committee member was not here, and I think we changed some 

of the numbers, the references to the auditing standards, but this year we 

don't have any changes to recommend so we're asking the board to approve 

the guidelines as they are -- or asking the audit committee. 

MS. VAN HOVEL:  Are you making a motion? 

MS. SMITH:  I'll make a motion to approve the audit committee 

guidelines. 
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MS. VAN HOVEL:  Is there a second? 

MR. ROMERO:  I have a question. 

MS. VAN HOVEL:  Sure. 

MR. ROMERO:  So you're asking for this committee to 

approve the guidelines and then it goes to the board? 

MS. VAN HOVEL:  Yes.  

MS. SMITH:  Yes. 

MR. ROMERO:  Okay.  So the motion would be to 

recommend to the board approval of these guidelines. 

MS. SMITH:  Right.  I apologize. 

MR. ROMERO:  That's okay.  I'll second that motion. 

MS. VAN HOVEL:  The motion has been made and seconded 

for the approval of the audit.  All those in favor? 

(A chorus of ayes.) 

MS. VAN HOVEL:  I said that wrong, I'm on tab 2 yet.  I 

apologize.  I withdraw that and go down to tab 3.  Possible approval of the 

audit committee guidelines. 

MR. ROMERO:  So the motion is to recommend approval to 

the board of the audit committee guidelines. 

MS. VAN HOVEL:  Yes.  Is there a second? 

MS. SMITH:  I second. 

MS. VAN HOVEL:  The motion has been made and seconded 

for tab 3.  All those in favor say aye. 

(A chorus of ayes.) 
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MS. VAN HOVEL:  Okay.  Is there public comment? 

(No response.) 

MS. VAN HOVEL:  Tab 3 with the audit committee guidelines 

stands as read. 

Do we have a closed meeting today? 

MS. STEIN:  Not during this portion; you may during the main 

board meeting. 

MS. VAN HOVEL:  Okay.  Is there anything else that we need 

to discuss? 

MS. SMITH:  I don't think so. 

MS. VAN HOVEL:  It's ten o'clock and I'll ask for a motion to 

adjourn. 

MR. ROMERO:  Move to adjourn. 

MS. VAN HOVEL:  We adjourn at ten o'clock.  Thank you.  

(Whereupon, at 10:00 a.m., the meeting was concluded.) 
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