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I3aton Rouge, Louisiana 70809-2261

INDEPENDENT AUDITORS' REPORT

To the Board of Trustees of the
East Baton Rouge Mortgage Finance Authority

We have audited the accompanying individual program and unrestricted fund balance sheets of the East
Baton Rouge Mortgage Finance Authority (the Authority) as of December 31, 1996, and the related
individual statements of revenues, expenses and changes in fund balances (deficits) and cash flows for
the year then ended. These financial statements are the responsibility of the Authority's management.
Our responsibility is to express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with generally accepted auditing standards and Government
Auditing Standards. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are frec 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.

In our opinion, such financial statements present fairly, in all matenal respects, the financial position of
each of the individual programs and the unrestricted fund of the Authority at December 31, 1996, and
their revenues, expenses and changes in fund balances (deficits) and their cash flows for the year then
ended in conformity with generally accepted accounting principles.

In accordance with Government Auditing Standards, we have also issued a report dated June 3, 1997 on
our consideration of the Authority’s internal control structure and a report dated June 3, 1997 on its
compliance with laws and regulations.

Deltte ¢ Toeche Lt

June 3, 1997
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EAST BATON ROUGE MORTGAGE FINANCE AUTHORITY

NOTES TO FINANCIAL STATEMENTS
YEAR ENDED DECEMBER 31, 1996

1. ORGANIZATION

The East Baton Rouge Mortgage Finance Authonty (the "Authonty") was created through a Trust
Indenture dated August 14, 1974, pursuant to provisions of the Louisiana Revised Statutes of 1950, as
amended. The initial lcgislation and subsequent amendments grant the Authority the power 1o obtain
funds and to use the proceeds to promote the financing and development of any essential program
conducted in the public interest within the boundaries of East Baton Rouge Pansh, Louisiana.

The Authority's operations consist primanily of single family mortgage purchase bond programs under
which the Authority promotes residential home ownership through the acquisition of mortgage loans
secured by first mortgage liens on single family residential housing. Under the 1987, 1988 C&D, 1988
E&F, 1990, 1992 A&B, 1992 C, 1993 A&B, 1993 C, 1994 A&B and 1995 B Programs, these loans arc
pooled and sold to the Government National Mortgage Association (GNMA) or the Federal National
Mortgage Association (FNMA) in exchange for mortgage-backed securities on which GNMA or FNMA
guarantees payment of principal and interest when due. The Authority also 1ssues short-term escrow
bonds, which are secunitized by U.S. Treasury Bills during the interim 1n preparation of long-term issucs.
These securities are collateralized by the related loans. The funds for the Authonty's programs were
obtained through the issuance of bonds in the following face value amounts (in thousands):

1979 Program, dated March 1, 1979 (defeasext) $100,000
1980 Program, dated September 1, 1980 (restructured) 125,000
1982 Program, dated October 1, 1982 (restructured) 30,000
1983 Program, dated April 14, 1983 (restructured) 30,000
1984 Program, dated Scptember 18, 1984 30,000
1985 Program, dated May 7, 1985 26,000
1987 Program, dated July 1, 1987 15,450
1988 C&D Program, dated August 1, 1988 26,975
1988 E&F Program, dated June 22, 1989 40,000
Municipal Refunding Collateralized Mortgage Obligations (MRCMOQO)

Program, dated January 25, 1989 67,905
1990 Program, dated August 1, 1990 56,000
1992 A&B Program, dated Apnl 1, 1992 25,000
1992 C Program, dated Apnl 1, 1992 38,310
1992 D Program, dated April 1, 1992 8,975
1993 A&B Program, dated October 27, 1993 36,720
1993 C Program, dated October 27, 1993 15,270
1994 A&B Program, dated August 15, 1994 31,210
1994 C Program, dated December 29, 1994 (remarketed) 13,250
1995 A Program, dated February 23, 1995 (remarketed) 8.840
1995 B Program, dated October S5, 1995 12,500
1995 C Program, dated September 28, 1995 (remarketed) 5,820
1996 A Program, dated February 29, 1996 (remarketed) 9.765
1996 B Program, dated October 24, 1996 12,500
1996 C Program, dated September 27, 1996 (short-term escrow issue) 6,390

$771,880
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The bonds issued by the Authority are general obligations of the Authority and are not obligations of the
State of Louisiana or any other political subdivision thereof. The 1984, 1985 and MRCMO Program
bonds are covered by comprehensive municipal bond insurance, which guarantees payment of all principal
and interest when due.

The Authority's Board of Trustees is empowered under the bond trust indentures and the bond program
agreements to contract with outside parties to conduct the day-to-day operations of the Authonity and the
programs it initiates. The Authority employs Financial Consulting Services, Inc. as its Program
Administrator to provide administrative staff support for the Board of Trustecs and its committees,
general office administration for the Authority and program administration and supervision for each of its
mortgage purchase bond programs, Under each of its single family mortgage purchase bond programs,
the Authority utilizes arca financial institutions to originate and service the mortgage loans acquired. In
addition, an area bank has been designated as the Trustee of the separate bond programs and has the
fiduciary responsibility for the custody and investment of funds.

The Program Administrator is responsible for the development of each new bond issue and loan program.
Once the bond 1ssue is closed, the Program Adnunistrator supervises the onigination of the mortgage
loans, underwrites (reviews and approves) the new mortgage loans for purchase under each program,
maintains computerized current records on all loans, and supervises the servicing and trustee functions for
cach program.

SUMMARY OF SIGNIFICANT REPORTING AND ACCOUNTING POLICIES

Basis of Accounting and Reporting - The Authority follows the accrual basis of accounting. The funds
established by the Bond Trust Indentures, which are maintained by the Trustee Bank, provide for the
accounting for bonds issued, debt service and bond redemption requirements, investments, and related
revenues and expenses. These individual funds for each bond program are aggregated in the
accompanying individual financial statements.

Combined Totals - The combined financial statements include the totals of the similar accounts of each of
the Authority's bond programs and the Authority's Unrestricted Fund. Because the assets of the bond
programs are restricted by the related bond resolutions and indentures, the totaling of the accounts,
including the assets therein, is for convenience only and does not indicate that the combined assets are
available in any manner other than that provided for in the resolutions and indentures relating to the
scparate programs. |

In particular, it should be noted that the amounts listed under the heading "1979 Program” are the 1979
tax-exempt bond 1ssuc defeasance data and ar¢ not comparable to the program operations data appearing
in the other columns. The fund balance for the 1979 Program is a result of matching assets (U. S.

Government Securities) valued at accreted cost with liabilities (Bonds) valued at matunty values and
payable through the year 2010.

Amortizarion - Bond issuance costs, including underwriters' discount on bonds sold, are being amortized
ratably over the lives of the bonds based upon the principal amounts outstanding. The remaining

unamortized balances of these costs are reflected on the accompanying balance sheets as "Deferred
Financing Costs."
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Discounts (premiums) resulting from the purchase of U.S. Government securities, the transfer of
mortgage loans from the 1979 Program to the MRCMO Program, and the sale of certain programs' bonds
are being accreted (amortized) over the lives of the related assets or liabilities as yield adjustments based
upon the principal amounts outstanding. The remaining unamortized balances of these discounts and
premiums are classified on the accompanying balance sheets in the same captions as the related assets or
liabilities.

Commitment Fees and Loan Origination Costs - Nonrefundable commitment fees received subsequent
to January 1, 1988 from originating financial institutions and certain direct loan origination costs are
deferred and amortized over the lives of the related assets as a yield adjustment. Prior to 1988, such fecs
were recognized in current operations as received.

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 asscts and liabilities and disclosure of contingent assets and liabilities at the date of the

financial statements and the reported amounts of revenues and expenses during the reporting peniod.
Actual results could differ from those estimates.

Statement of Cash Flows - For purposes of the statement of cash flows, the Authority considers all
highly liquid investments purchased with a maturity of three months or less to be cash equivalents.

Reclassifications - Certain prior year amounts have been reclassified to conform with the current year
presentation.

3. CASH AND INVESTMENTS

The Authority's programs maintain deposits at the Trustee bank. The balances of these deposits at

Dccember 31, 1996 were entirely insured. The Authority also has funds, classified as "Cash and Cash
Equivalents” on the balance sheet, which represent interests in uninsured money market mutual funds. In

prior years, the Unrestricted Fund held certificates of deposit at various financial institutions. No
certificates of deposit were held at December 31, 1996.

Under certain of the Authority's programs, the Authority has entered into guaranteed investment
agrecements with various financial institutions. These agreements define the types of allowable
investments and specify a guaranteed rate of return on such funds. |

The approximate market values of the U.S. Government and Agency securities at December 31, 1996 are
as follows (in thousands):

1979 Program $64,779
MRCMO Program 1,036
1996 C Program 6,480
Unrestricted Fund 13,487
Combirned §$85,782

The 1979 and MRCMO Programs' U.S. Government Securities are restricted for debt service on the

programs' bonds and payment of various program expenses. These securities are held by the Trustee
bank in the Authority's name.
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4.

The Authority's investments are categorized below to give an indication of the level of risk assumed by the
Authority at year-cnd. Category 1 includes investments that are insured or registered or for which the
securities are held by the Authority or its agent in the Authority's name. Category 2 includes uninsured
and unregistered investments for which the securitics are held by the broker's or dealer's trust department
in the Authority's name. Category 3 includes uninsured and unregistered investments for which the
securities are held by the broker, or by its trust department, but not in the Authority's name.

Category Carrying Market
1 2 3 Amount Value
(in thousands)

U. S. Government

and Agency Seccurities $ 80,002 $ - $ - $ 80,002 $ 85,782

Guarantecd Investment
Agreements - - 51,468 51,468 51,468
$ 80,002 $ - $51,468 $131,470 $137,250

MORTGAGE LOANS RECEIVABLE AND MORTGAGE-BACKED SECURITIES

Mortgage Loans Receivable

Mortgage notes acquired by the Authority from participating mortgage lenders under the following bond
programs have scheduled maturities of thirty years and are sccured by first mortgages on the related rea!
property. The mortgages have stated interest rates as follows:

1984 Program 10.950 %
1985 Program 9.980 %
MRCMO Program 8.500 %
1992 D Program 8.400 %
1993 C Program 7.125 %

In addition to the customary insurance required of the mortgagors, the mortgage loans are insured under
special hazard policics, servicer performance bonds, and supplemental mortgage trust policies for
mortgagor defavlts. Premiums for these policies are paid through the applicable Program's funds.

The exchange of U.S. Government securities and mortgage loans between the 1979 Program and the
MRCMO Program in January, 1989 resulted in the transfer of the mortgage loans to the MRCMO
Program at a discount. The approximate effective yield on the MRCMO Program's mortgage loans 1s
13.3%, and the remaining unamortized discount was approximately $4,980,000 at December 31, 1996.
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All of the single family mortgage loans are originated by participating mortgage lenders through
conventional, FHA or VA programs sponsored by the mortgage lenders and are sold to the Authonity
without recourse. The participating mortgage lenders service the mortgage loans for the Authority and
receive monthly compensation based upon the unpaid principal balance of the mortgage loans serviced.

Mortgage-backed Securities

As discussed in Note 1, the mortgage loans onginated under certain Authority programs ar¢ pooled and
sold to GNMA or FNMA in exchange for mortgage-backed securitics on which GNMA or FNMA
guarantees payment of principal and interest when due. These securities bear the following terms and
interest rates:

Term Interest Rate
1987 Program 23 Years 8.30%
1988 C&D Program 30 Years 8.35%
1988 E&F Program 30 Years 7.88%
1990 Prograrn 30 Years 7.85%
1992 A&B Program 30 Years 7.00%
1992 C Program 30 Years 7.75%
1993 A&B Program 30 Years 6.50% transferred securities
4.75% new securities
1993 C Program 30 Years 4.50%
1994 AXB Program 30 Years 7.10%
30 Years 6.85%
30 Years 7.00%
30 Years 7.10%
1995 B Program 30 Years 6.85%
30 Years 6.975%
30 Years 7.10%

It 1s anticipated that in 1997, the 1996 B mortgage lending program will purchase 30 year mortgage-
backed sccunities bearing the following terms and interest rates:

Term Interest Rate
30 Years 6.125%
30 Years 6.375%
30 Years 6.875%

The change to the mortgage-backed securities type of program was prompted by various factors including
the unavailability of mortgage pool and related insurance coverage required for conventional mortgage
loan programs. The guarantees by FNMA and/or GNMA which the Authority receives under this type of

program replaces the pool and related insurance coverage of the previous programs. Development of the
new programs, origination of the mortgage loans and supervision of the servicing of the mortgage loans
for compliance with federal mortgage bond tax laws by the Authority remain essentially the same.

As discussed in Note 2, nonrefundable commitment fees received from originating financial institutions
and certain direct loan origination costs are amortized over the lives of the mortgage-backed securities

owned by the 1988 C&D, 1988 E&F, 1990, 1992 A&B, 1993 A&B, 1994 A&B and 1995 B Programs
as a yield adjustment.
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The net unamortized balances of the deferred net fees for such programs have been deducted from the
balances of mortgage-backed securities in the accompanying balance sheets. The following is a summary
of the balances of deferred net fees at December 31, 1996 and the effective yield on each program's

mortgage-backed securities resulting from the recognition of these fees as yield adjustments over the lives
of the securities.

Unamortized

Effective Deferred

Yield Net Fees

1988 C&D Program 8.67 % $323,000
1988 E&F Program 8.06 % 282,000
1990 Program 8.07 % 665,000
1992 A&B, 1992C and 1992D Programs 7.14 % 141,000
1993 A&B and 1993C Programs 5.65 % 45,000
1994 A&B Program 7.19 % 274,000
1995 B Program 6.975 % 300,000

In addition, there are nonrefundable commitment fees of $272,000 related to the 1996 B Program. Since

this program had not yet purchased mortgage-backed securities as of December 31, 1996, no amortization
1s recorded 1n the December 31, 1996 financial statements.

BONDS PFPAYABLE

The nect proceeds obtained from the bond issues are used to establish funds authorized by the Bond Trust
Indentures to purchase eligible mortgage loans, secured by first mortgage liens on single family owner-

occupied residences, or to purchase GNMA and/or FNMA mortgage-backed securities from qualified
mortgage lenders accepted for participation in the: programs by the Authority.

The Bond Trust Indentures provide that bond principal and interest are securcd by pledges of all mortgage
loans and mortgage-backed securities acquired, all revenues and collections with respect to such loans and
sccurities and all funds established by the Indenture, together with all of the proceeds generated therefrom.

Outstanding bonds payable consist of the following at December 31, 1996 (in thousands):

1979 Program , duc senally and term through 2010,
bearing interest at 6,.64% to 7.375% payable semiannually $ 60,225

1984 Program:
Capital appreciation bonds due senially and term
from 1997 to 2015, priced to yield 10.25% to

11.25% at maturity 36,085
Less unamortized bond discount (31,511)
Total - 1984 Program 4.574




1985 Program:
Capital appreciation bonds due serially and term from
1995 to 2016 priced to yield 9% to 10% at maturity

Less unamortized bond discount
Total - 1985 Program

1987 Program, term bonds due 2011, beanng interest
at 8.25% payable monthly

1988 C&D Program, due senally and term through 2020,

bearing interest at 7% to 8.6% payable semiannually

1988 E&F Program, due senally and term through

2021, bearing interest at 6.9% to 7.875% payable
semiannually

MRCMQO Program:
Current interest bonds due through 2007, beaning

interest at 7.9% payable quarterly, priced to yield
8.8%109.7%

Compound interest bonds due 2010, bearing interest
at 7.9% payable quarterly upon redemption of current
interest bonds, priced to yield 9.69%

Zero coupon bonds due 2014, priced to yield 9.33% at
maturity

Less unamortized bond discount

Total - MRCMO Program

1990 Program, due senally and term through

2023, bearing interest at 6.5% to 7.875% payable
semiannually

1992 A&B Program, due serially and term from 1995
through 2024, bearing interest at 5.25% to 7.1% payable
semiannually

Less unamortized bond discount

Total - 1992 A&B Program
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(960)

4,240
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12,531
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(5,396)

21,067

32,705
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1992 C Prca%ram, term bonds due through 2032, bearing
interest at 7% payable semiannually 18,925

1992 D Program, term bonds due through 2032, bearing
interest at 7.1% payable semiannually 5,070

1993 A& B Program, due serially and term from 1995
through 2025, bearing interest at 3.3% to 5.5% payable

semiannually 29,440

1993 C Program, due serially and term from 1995
through 2025, beanng interest at 3.4% to 5.5% payable
semiannually 12,145

1994 A& B Program, term bonds due from 1998 through
2020, bearing interest at 4.9% to 6.8% payable semiannually 28,060

1995 B Program, due serially and term from 2010 through
2028, bearing interest at 5.5% to 6.35% payable semiannually 34,590

1996 B Program , due senally and term from 2002 through
2029, beaning interest at 4.5% to 6.2% payable semiannually 28,085

1996 C Program, term bonds due on April 3, 1997 with
30 day deferred tender dates, bearing interest at a variable

rate, 3.85% to 3.95% at December 31, 1996 6,390
Total bonds payable $340,647

The 19835 Program capital appreciation bonds due May 1, 2016 will convert from capital appreciation
bonds to current interest bonds on May 1, 1997. Beginning November 1, 1997, and semiannually
thereafier, interest will be paid on these bonds based on their accreted value at May 1, 1997.

The 1987 Program and MRCMO Program bonds are structured such that the monthly principal
remiftances received from the GNMA securities and mortgage loans, respectively, are passed on to
bondholders as principal redemptions of bonds payable on a monthly and quarterly basis, respectively.
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The bonds are subject to early redemption provisions as described in the Bond Trust Indentures at
redemption prices equal to the principal amounts of the bonds redeemed plus accrued interest 1o the
applicable call dates. In connection with carly bond redemptions, deferred financing costs related to the
bonds called are charged to expense. Early bond redemptions and related deferred financing costs
expensed during the year ended December 31, 1996 were as follows (in thousands).

Related Deferred
Early Bond Financing

Redemptions Costs Expensed
1984 Program $ 1,989 $ 10
1985 Program 1,795 13
1988 C&D Program 1,94() 36
1988 E&F Program 2,995 4]
1990 Program 3,990 46
1992 A&B Program 1,675 24
1992 C Program 3,595 51
1992 D Program 920 14
1993 A&B Program 2,065 29
1993 C Program 1,225 19
1994 A&B Program 3,150 68
$25,339 $351

Scheduled bond principal redemptions for each of the next five years, arc as follows (in thousands):

1973 Program

1984 Program

1985 Program

1987 Program

1983 C&D Program
1983 E&F Program
MRCMO Program
1990 Program

1992 A&B Program
1992 C Program
1992 D Program
1993 A&B Program
1993 C Program
1994 A&B Program
1995 B Program

1996 B Program
1996 C Program

1997

$ 2,795

L]
.y

185
505

465
220

500
215

6,390

o
o

11,275

1958

$ 3,000

200
340

465
220

515
225
340
370

$5,875

1999

$ 3,220

200
580

4715
220

540
230
330

370
280

e el skl el B

$6,445

.18 -

2000

$ -

215
635
485
220

560
235
370
285

$ 3,005

P

2001

k)

-

L]

215
680

320
220

.

590
240

370
290

$ 3,125

Thercafter

$ 51,210

4,574
4,240
4.735

11,920

18,450

21,067

30,295

14,971

18,925
5,070

26,735

11,000

27,390

33,110

27,230

$ 310,922

Yotal

$ 60,225

4,574
4,240
4,735

12,935

21,390

21,067

32,705

16,071

18,925
5,070

29 440

12,145

28,060

34,590

28 085
6,390

$ 340,647



OPERATING EXPENSES

The members of the Authority's Board of Trustees receive a per diem fee for all committee and board
mectings attended. For the year ended December 31, 1996, the following amounts were paid to the
Authority's Board members:

Board Member

Randy Bonnecaze $ 4,800
Astnd Clements 7,000
Robert Gaston, 111 9,000
William G. Gauthier 7,800
Henry Henagen 13,000
Sidney W. Longwell, Sr. 5,600
Jake L. Netterville 6,200
Loretta Pourciau 7,000
Lynda Rowley 4,800
Total $65,200

These amounts are paid through the Unrestricted Fund and included in operating expenses in the
accompanying statements of revenues, expenses and changes in fund balances.

PROGRAM RESTRUCTURING TRANSACTIONS

During the year ended December 31, 1995, Program 1995 C was created in order to fully utilize bond
approprations available to the Authority. The Authority temporarily invested the available funds at the
end of December 31, 1995 in short-term investiments. During 1996, the 1995 C bonds were remarketed to
become a part of the 1996 mortgage lending program. Additionally, in 1996, short-term escrow bonds
were issued as the 1996 A program and in October 1996 these bonds were also remarketed to become a
part of the 1996 mortgage lending program. All activity of these two short-term programs has been
reflected in the 1996 B Program for the year ended December 31, 1996.

Dunng the year ended December 31, 1994, Program 1994 C was created in order to fully utilize bond
appropriations available to the Authority. The Authority temporarily invested the available funds at the
end of December 31, 1994 in short-term investments. During 1995, the 1994 C bonds were remarketed to
become a part of the 1995 mortgage lending program. Additionally, in 1995, short-term escrow bonds
were 1ssued and 1in October 1995 these bonds were also remarketed to become a part of the 1995
mortgage lending program. All activity of these two short-term programs has been reflected in the 1995 B
Program for the year ended December 3], 1995,

The procecds of the MRCMO Program, along with certain other funds held by the 1979 Program, were
utilized to purchase U.S. Government securities bearing maturity dates and face values adequate to
provide for satisfaction of all future debt service obligations, as scheduled, of the 1979 Program bonds,
and to provide an injection of the remaining funds into the Authority's Unrestricted Fund, which the
Authonity may utilize for any public purpose authorized by the Authornity's Indenture. The 1979
Program's mortgage loans, including the related loan insurance policics, were transferred to the MRCMO
Program in exchange for the U.S. Government securitics mentioned above. Certain residual funds
remaining in the MRCMO Program after satisfaction of quarterly debt service obligations are transferred

to the Unrestricted Fund.
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A substantial majority of the net proceeds of the 1992 A&B, 1992 C and 1992 D Programs was
transferred to the 1980 Program in exchange for the 1980 Program's mortgage loan portfolio (which was
transferred to the 1992 C and 1992 D Programs) and other funds held by the 1980 Program (which were
transferred to the 1992 A&B Program). The 1980 Program utilized the funds it received through these
transfers to redeem its remaining bonds payable in 1992 (including the incurrence of a call premium of
approximately $1.5 million) and to transfer its remaining funds of approximately $4 million to the
Authority's Unrestricted Fund. Certain foreclosed property formerly held by the 1980 Program was also
transferred to the Unrestricted Fund. The interest rate on the mortgage loans transferred to the 1992 C
and 1992 D programs was reduced from 10.95% to 8.4% and the mortgage loans transferred to the 1992
C Program were swapped with FNMA in exchange for mortgage-backed securities in the same principal
amount,

The majority of the net proceeds of the 1993 A&B and 1993 C Programs was transferred to the 1982 and
1983 Programs in exchange for those Programs' mortgage loan portfolios and certain residual funds held
in these Programs. The 1982 and 1983 Programs utilized the funds received through these transfers to
redeem their remaining bonds payable, including the incurrence of call premiums of approximately
$320,000 and $480,000, respectively. Additionally, the Unrestricted Fund transferred approximately
$740,000 to the 1993 A&B Program in conjunction with the restructuring, and foreclosed loans of the
1982 and 1983 Programs, with a principal balance of approximately $175,000, were transferred to the
Unrestricted Fund. The interest rate on the loans transferred to the 1993 A&B and 1993 C Programs was
reduced to 7.125%, and the loans transferred to the 1993 A&B Program were swapped with FNMA in
exchange for mortgage-backed securities in the same principal amount. Certain of the funds held by the
1993 A&B and 1993 C Programs in guaranteed investment agreements at December 31, 1993 were
utilized to originate new mortgage loans in 1994,

AUTHORITY FEES

Beginning with the 1992 Programs, the Authority instituted an authority fee which is paid to the
Unrestricted Fund by the individual programs. The Unrestricted Fund recognizes authority fee income
related to the fees paid by the individual programs. The fee income received by the Unrestricted Fund is
currently being used to provide the upfront funds required of the Authority’s annual programs in order to
finance such things as costs of 1ssuance of bonds, subsidizing lower income mortgagor’s with waivers of
discount points and providing down payment assistance to mortgagors. The actual fees paid by each
program varnes 1n accordance with the provisions of the respective program’s indenture agreement.
Authority fee income recognized by the Unrestricted Fund, and Authonty fee expense recognized by the
individual programs are disclosed separately in the Individual and Combined Statements of Revenues,
Expenses and Changes in Fund Balances.

DOWNPAYMENT ASSISTANCE AND AUTHORITY ASSISTANCE PROGRAMS

During 1996, the Authority began the Downpayment Assistance Program which provides funds to
borrowers that meet certain criteria in order to assist borrowers with closing costs or down payments.
The amount of funds 1s based on a percentage of the loan amount (generally 3 to 4%). The interest rate
charged on these loans is greater than the interest rate on loans that do not utilize this program. Also
during 1996, the Authority initiated the Authority Assistance Program which waives the discount points
on loans made to households whose income is under $27,500.

Costs related to these programs are capitalized and are being amortized over the lives of the related assets
as yield adjustments based upon the average lives of the underlying assets. The remaining unamortized
balances are classified on the accompanying balance sheets in the same caption as the related assets.
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10. TRANSFERS AMONG PROGRAMS

Transfers among programs generally consist of nonrecurring transfers associated with (1) the initial
issuance of bonds, (2) transfers to the unrestricted fund of remaining fund assets, net of bond proceeds as

discussed in Nole 7, and (3) remaining balances in the cost of issuance accounts where bonds are
refinanced.
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Baton Rouge, Louisiana 70809-2261

INDEPENDENT AUDITORS' REPORT ON THE INTERNAL CONTROL STRUCTURE
BASED ON THE AUDIT OF THE FINANCIAL STATEMENTS

To the Board of Trustees of the
East Baton Rouge Mortgage Finance Authority
Baton Rouge, Louisiana

We have audited the financial statements of the East Baton Rouge Mortgage Finance Authority (the
Authority) as of and for the year ended December 31, 1996, and have issued our report thereon dated
June 3, 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 financial statements
are free of matenal misstatement.

The management of the Authority 1s responsible for establishing and maintaining the internal control
structure. In fulfilling this responsibility, estimates and judgments by management are required to assess
the expected bencfits 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 that assets are safeguarded against loss from unauthorized use or disposition, and that
transactions are executed in accordance with management's authorization and recorded properly to
permit the preparation of financial statements in accordance with generally accepted accounting
principles. Because of inherent limitations in any internal control structure, errors or irregularities may
ncvertheless 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.

In planning and performing our audit of the financial statements of the Authonty for the year ended
December 31, 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 financial statements and not to
provide an opinion on the internal control structure. Accordingly, we do not express such an opinion.

Deloitte Touche
Tohmatsu

International -22 -




Our consideration of the internal control structure would not necessarily disclose all matters in the
internal control structure that might be material weaknesses under standards established by the Amencan
Institute of Certified Public Accountants. A material weakness is a condition 1n which the design or
operation of one or more of the specific internal control structure elements does not reduce to a relatively
low level the risk that errors or irregulanties in amounts that would be material 1n relation to the
financial statements being audited may occur and not be detected within a timely period by employees 1n
the normal course of performing their assigned functions. We noted no matters involving the internal
control structure and 1its operation that we consider to be material weaknesses as defined above.

This report is intended for the information of management and the Board of Trustees of the Authority
and the State of Louisiana Legislative Auditor. However, this report 1s a matter of public record and ats
distribution is not limited.

T Jedb v Toocle Lie

June 3, 1997
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INDEPENDENT AUDITORS' REPORT ON COMPLIANCE
BASED ON THE AUDIT OF THE FINANCIAL STATEMENTS

To the Board of Trustees of the
East Baton Rouge Mortgage Finance Authority
Baton Rouge, Louisiana

We have audited the financial statements of the East Baton Rouge Mortgage Finance Authonty (the
Authority) as of December 31, 1996 and for the ycar then ended, and have issued our report thereon dated
June 3, 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 financial statements are
free of material misstatement.

Compliance with laws, regulations, contracts and granis applicable to the Authority is the responsibility of

the Authority. As part of obtaining reasonable assurance about whether the financial statements are frec of
material misstatement, we performed tests of the Authority's compliance with certain provisions of laws,

regulations, contracts and grants. However, the objective of our audit was not to provide an opinion on
overall compliance with such provisions. Accordingly, we do not express such an opinion.

The results of our tests disclosed no instances of noncompliance that are required to be reported herein
under Government Auditing Standards.

This report is intended for the information of management and the Board of Trustees of the Authority and
the State of Louisiana Legislative Auditor. However, his report is a matter of public record and its
distribution 1s not limited.

ToyeQe e ¥ Tooc Qe

June 3, 1997
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