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Independent Auditors’ Report

The Board of Trustees
Shreveport Home Mortgage Authority
Shreveport, Louisiana:

We have audited each of the accompanying combined balance shects of the individual funds of the
Shreveport Home Mortgage Authority (a component unit of the City of Shreveport) as of December 31,
1998, and each of the related combined statements of revenue, expenses, and changes in retained carnings
and cash flows for the year then ended. These combined component unit financial statements are the
responsibility of the Authority’s management. Our responsibihity 1s to express an opinion on these
combined component unit financial statements based on our audit.

We conducted our audit in accordance with generally accepted auditing standards and Government
Auditing Standards 1ssued by the Comptroller General of the United Siates. 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.

[n our opinion, the combined component unit financial statements referred to above present fairly, in all
material respects, the financial position of cach of the individual funds of the Shreveport Home Mortgage
Authorily at December 31, 1998, and the results of their operations and their cash flows for the year then
cnded 1in conformuty with generally accepted accounting principles.

in accordance with Government Auditing Standards, we have also issued our report dated March 12, 1999,
on our consideration of the Shreveport Home Mortgage Authority’s internal control over financial reporting,
and on our tests of its compliance with certain provisions of laws, regulations, contracts and grants.

The year 2000 supplementary information on page 16 is not a required part of the general purpose financial
statements, but is supplementary information required by the Governmental Accounting Standards Board,
and we did not audit and do not express an opinion on such information. Further, we were unable to apply
to the mformation certain procedures prescribed by professional standards because of the nature of the
subject matter underlying the disclosure requirements and because sufficiently specific criteria regarding
the matters to be disclosed have not been established. In addition, we do not provide assurance that the
Shreveport Home Mortgage Authority is or will become year 2000 compliant, that the Shreveport Home
Mortgage Authority’s year 2000 remediation efforts will be successful in whole or in part, or that partics
with which the Shreveport Home Mortgage Authority does business are or will become vear 2000

compliant Under provisions of state law, this
report is a public document. A
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SHREVEPORT HOME MORTGAGE AUTHORITY
(a component unit of the City of Shreveport)

Notes to Combined Financial Statements

December 31, 1998

Summary of Accounting Policies
Organization

The Shreveport Home Mortgage Authority (the “Authority”™) 15 a tax exempt public trust, created
pursuant to the Constitution and laws of the State of Louisiana, particularly Chapter 2-A of Title 9 of
the Louisiana Revised Statutes of 1950, as amended, and the Trust Indenture, dated October 24,
1978, with the City of Shreveport, Louisiana, as beneficiary. The Authority can transfer excess cash
to the City of Shreveport. Pursuant to the Trust Indenture, the Authonty is authorized to undertake
various programs 1o assist in the financing of housing for persons of low to moderate mcome in the
City of Shreveport. The Authority is a component unit of the City of Shreveport.

The Authority began operations on September 14, 1979, and has since been involved in numerous
bond issues (“Issues”) with the following issues still outstanding:

Original
Date Issue Name Amount
November 20, 1984 Single Family Mortgage Revenue Bonds $ 11,250,000
(1984 Issue)
July 28, 1988 Collateralized Mortgage Refunding Bonds 44,111,177
(1988 Issue)
March 14, 1995 Multi-Family Housing Revenue Refunding 4,435 000
Bonds (1995 Issue)
December 7, 1995 Single Family Mortgage Revenue Refunding 9,450,000

Bonds (1995 Issue)

Bonds and other obligations issued under the provisions of the Trust Indenture arc not a debt or
liability of the State of Louisiana, the City of Shreveport, or any political subdivision.

Basis of Presentation

The accounts of the Authority are organized on the basis of funds by issuc, each of which is
considered a separate accounting entity. The operations of each fund are accounted for with a
separale set of sel{-balancing accounts that comprise its assets, liabilities, retained carnings, revenues,
and expenses. Amounts in the “Total All Jssues (Memorandum Only)” columns of the combined
financial statements represent a summation of the combined financial statement line items of the
funds and are presented for analytical purposes only. Data in these columns do not present financial
position, results of operations, or cash flows in conformity with generally accepted accounting
principles. The following fund types arc utilized by the Authority:

6 (Continued)
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SHREVEPFORT HOME MORTGAGE AUTHORITY
(a component unit of the City of Shreveport)

Notes to Combined Financial Statements

December 31, 1998

Morigage Purchase Program I'unds

These funds are used to account for the proceeds from mortgage revenue bonds, the debt scrvice
requirements of the bonds, and the related monigage loans for housing in the City of Shreveport.

Opecrating Funds

These funds arc the general operating funds of the Issues. All income and expenses not directly
attributable to the Mortgage Purchase Program Funds are accounted for in these funds.

Bond Fund

in the 1995 Multi-Family Refunding 1ssue, the Bond Fund 1s used to account for the proceeds from
the sale of the bonds, principal and interest payments on the note receivable, and the debt service on
the bonds,

Operating Account

The Operating Account represents funds owned by the Authority not associated with an individual
Issuc. The primary source of these funds 15 the semiannual 1ssuer’s fee paid by certain Issues to the
Authority, transfers of excess funds in the 1988 Issue, and interest on loans received in the refunding
of the 1979 Issuc and investment income. Payments from this account arec made to cover expenses of
the Authority not provided for under any of the various bond indentures.

Interest earned on the investments and mortgage loans in the Mortgage Purchase Program Funds is
initially accounted for in those funds. The interest is then transferred to the respective Operating
Fund when collected, To the extent monies are not available from the principal payments received
on the mortgage [oans, the Operating Funds transfer montes to the Morlgage Purchase Program
Funds in amounts sufficient to pay all interest and principal on the outstanding bonds.

Basis of Accounting

The Authority uses the accrual method of accounting whereby expenses are recognized when the
liability 1s incurred, and revenues are recognized when earned. All funds are accounted for on a flow
of cconomic resources measurement focus. With this measurement focus, all assets and all liabilities
assoclated with the operation of these funds are included on the balance sheet. Fund operating
statements present increases (revenues) and decreases (expenses) in net total assets. The Authority
applies all applicable Governmental Accounting Standards Board (GASB) pronouncements in
accounting and reporting for its proprictary operations as well as the following pronouncements
issued on or before November 30, 1989: §inancial Accounting Standards Board Statements and
Interpretations, Accounting Principles Board opinions, and Accounting Research Bulletins {unless
those pronouncements conflict with or contradict GASB pronouncements).

7 (Continued)
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SHREVEPORT HOME MORTGAGE AUTHORITY
(a component unit of the City of Shreveport)

Notes to Combined Financial Statements

December 31, 1998

Intvestment Securities

Investments are reported at fair value on the balance shect. Fair value is the amount at which a
financial instrument could be exchanged In a current transaction between willing parties, other than
in a {orced or liquidation sale.

Comparative Total Data

Comparative total data for the prior year have been presented in the accompanying financial
statements to provide an understanding of changes in the Awuthority’s financial position and
operations and arc not intended to present all information necessary for a fair presentation in
accordance with generally accepted accounting principles.  However, comparative data (i.c.,
presentation of prior year totals by fund type) have not been presented in each issue, since their
imclusion would make the statements unduly complex and difficult to read.

Bond Issuance Costs and Bond Discount

Costs related to issuing bonds are capitalized. Bonds are presented net of discounts related to the sale
of bonds. Bond costs and discounts are amortized on the interest method over the term of the bonds.
The bond issuance cost for the 1995 Multi-Family Issue were paid by the owner of the property.

Mortgage Loan Discount

IDiscounts on the 19284 and 1988 mortgage joans are amortized on the interest method over the terms
of the loans.

Provisions for Loan Losses

Provisions for losses on loans and accrued interest are charged to earnings when it {s determined that
thc mvestment in applicable assets is greater than their estimated net realizable value. At
Deccember 31, 1998, estimated losses on loans were not material.

Cash and Cash Equivalents

For purposes of the statement of cash tlows, cash and cash equivalents are defined as being cash in
bank deposit accounts and shont-term investments with an original maturity of ninety days or less.
Investments in guaranteced investment contracts and U.S. government securities are excluded from
n[:ash1 and cash equivalents although such investments may mature within ninety days of their
purchasc.

8 (Continued)
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SHREVEPORT HOME MORTGAGE AUTHORITY
(a component unit of the City of Shreveport)

Notes to Combined Financial Statements

December 31, 1998

Mortgage Loans Receivable

Mortgage loans for the 1984 Issue, 1988 Issue, and the Operating Account arc collateralized by first
liens on single family residential property. The mortgage joans have an aggregate effective interest
rate to the Authority of 9.67% for the 1988 Issue, 10.68% for the 1984 Issue, and 7.00% for the
mortgage loans held in the Operating Account. Mortgage loans for the 1995 Issue (Single Family -
Refunding) represent mortgage pass-through certificates (GNMA and FNMA certificates) backed by
certain qualifying mortgage loans for single family residences.

The 1988 Issue mortgage loans have a face value of $14,810,344 which is reduced by unamortized
discount of $1,800,485 at Dccember 31, 1998.

All loans purchased by the Authority under the 1988 Issue and the Operating Account are required to
be insured by FFHA or guaranteed by VA. Additionally, each mortgage loan in these issues are
insured under master policies of supplemental mortgage insurance obtained from Mortgage Guaranty
Insurance Corporation. These master policies insure, subject to certain conditions, each mortgage
loan owned by the Authority against losses not otherwise insured, to a maximum of 10% of the
aggregate initial principal balance of all mortgage loans originated. The conventional loans under the
1984 Single Family lIssue are insured under master policies of mortigage pool insurance obtained
from GE Capital Mortgage Insurance Corporation to a maximum of 15% of the aggregate imtial
principal balances of the loans, as well as being fully insured with various approved private mortgage
insurers for the unamortized principal balance of the loan and accrued and unpaid interest.

As the principal and interest payments on the GNMA and FNMA certificates of the 1995 lssue
(Single Family - Refunding) are fully guaranteed by the GNMA and FNMA, the Authority is not
responsible for mortgage loan insurance for the mortgage loans in the 1995 Issue (Single Family -
Refunding). The carrying and market values of the 1995 Issue (Single Family - Refunding) GNMA
and FNMA certificates at December 31, 1998, were $7,503,660 and $7,590,277, respectively.

Note Receivable

The note receivable is a $4,435,000 note in the 1995 Multi-Family Refunding Issue due from an
investor maturing September 1, 2025, The note receivable bears interest at a {ixed rate of 6.4%.
During 1998, the $75,600 Serics B notes were paid off leaving a balance of $4,360,000 remaining on
the Series A notes. The note is collateralized by land, buildings, and fixtures of the investor. The
bonds payable in the 1995-A Multi-Family Refunding Issue are not a gencral obligation debt or
liability of the Authority. Security for the bonds is the note reccivable. In addition, a policy of
indemnity is in place to cover nonpayment of the bonds mn the event of default by the investor.
Because the bonds are not a general obligation of the Authonty, failure to collect all of the note
would ultimately lead to a corresponding reduction in amounts paid to the bondholder. Therefore, no
provision has been made o record an allowance for doubiful accounts.

Q {(Continued)



SHREVEPORT HOME MORTGAGE AUTHORITY
(a component unit of the City of Shreveport)

Notes to Combined Financial Statements

December 31, 1998

(4) Cash and Cash Equivalents and Investment Securities
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Investments, including cash equivalents, are made in such securities as specifically called for under
terins of the Trust Indentures; these include variable rate notes, U.S. Treasury bonds, U.S. Treasury
bills, U.S. government agencics, certificates of deposit, and investment agreements.

Cash and cash cquivalents include the following at December 31, 1998:

One Group U.S. Treasury Scecurities Money Market Fund:

1984 Issue (Smgle Family) A 44,107
1988 Issuc (Refunding) 531,321
Operating, Account 829,822
1,405,250
Trust Account Cash:
1995 (Single Family - Refunding) 1,695,298
1,695,298
First Funds U.S. Treasury Mutual Fund -
1995 Issue (Multi-Family - Refunding) 300,731
Total cash and cash equivalents $ 3,401,279

The above cash equivalents are not insured or collateralized and are therefore considered to be in
credit risk category 3 as defined by Governmental Accounting Standards Board Statement Number 3.

Investiment securities are as follows:

Carrying
Amount
1984 Issuc (Single Family) - Bank One, MBank
Investment Agreements $ 58,363
1895 Issuc (Single Family - Refunding) -
Bayerische Landesbank Investmient Agreements 343,060
h 401,429

Market
) V_;illle

58,363

343,066

-—

401,429

The Authority’s investments are categorized to give an indication of the level of risk assumed by the
Authority at year end. All investments are Category 2 investments. Category 2 includes uninsured
and unregistcred investments for which the securitics are held by the trustee in the Authority’s name.

10
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SHREVEPORT HOME MORTGAGE AUTHORITY

{a component unit of the City of Shreveport)
Notes to Combined Financial Statements

December 31, 1998

(5) Bonds Payable
Bonds payable at December 31, 1998, consist of:

1995 Issue (Single Family - Refunding) - Single Family
Mortgage Revenue Refunding Bonds, 1995A dated
December 1, 1995 - $1,255,000 Current Interest Bonds
due serially cach August 1, 1999 until 2006, at interest
rates of 4.25% to 5.2%:; 36,615,000 Term Bonds due
August 2028 at 6.0% interest; $1,450,000 Term Bonds
duc August 1, 2013, at 5.2% interest

1995 Issue (Multi-Family - Refunding) - Multi-Family
Housing Revenue Refunding Bonds, Series 1995A
dated March 14, 1995 - $4,360,000 Current Interest
Bonds due September 1, 2025

1988 Issuc (Refunding) - Taxable Collateralized
Mortgage Refunding Bonds, Sernes 1988-A dated

July 1, 1988, due in monthly installments of
approximately $259,000 including interest (based on
the payments of the niortgage loan pool coliateralizing
the Issuc) at an interest rate of 6.8%

Unaccreted discount

1984 Issue (Single Family) - Single Family Mortgage
Revenue Bonds, 1984 Series A dated November I,
1984; Compound Interest Term Bonds due May 1,
20106, at an approximate yicld of 11.25%

Unaccreted discount

Total bonds payable

11

$ 9320000

== R —

$ 4,360,000

=

3 14,634,264

(1,826,782)

i B

§ 12,807,482

-
-

b 6,480,000

(5,507,690)

-

$ 972310

§ 27,459,792

[ R
L
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SHREVEPORT HOME MORTGAGE AUTHORITY
(a component unit of the City of Shreveport)

Notes to Combined Financial Statements

December 31, 1998

A summary of scheduled bond maturities and interest follows:

(thousands of dollars)

[ L ——ma — —

2004- 2009-  2014-  2019- 2024
Total 1900 2000 2001 2002 2003 2008 2013 2018 2021 2028
Bonds:
1984 Single
Family lasue 5 6,480 - - - - - - - 6,480
1988 Refunding
fssue 14,634 1,678 1,R08 1,949 2,100 2,263 4 836
1995 Mului-Family
Refunding
Issuc 4,360 - . . . . . . ] - 4360
1995 Single
Family
Refunding
Issue 9,320 135 140 145 150 160 525 1450 . . 6,615
Tota) principal on - - o ' -
bonds 34,794 t 6813 1,948 2,094 2,250 2,423 5,361 1,450 0O 480 - [0.975
less: unamortized
discount 7,335 209 226 243 262 283 604 - 5,508 - -
Net principal TT7459 1604 1722 1851 1988 2,140 1,757 1,450 972 10,975
{fiierest _ 24,533 1,755 1631 1,498 1,334 1,15% 4,12% 3,757 3.380 3.380 2450

Total 5 51,992 3359 3,353 3,349 3,342 3,339 8,884 5,207 4,352 3,80 13,425

- - —— . - _——— .
= - -

—
—

The 1995 lssue (Multi-Family - Refunding) may be redeemed in whole or in part on or after
December 1, 2005, upon notice, at a redemption price beginning at 102% and subsequently declining,
to par. The 1995 Issuc (Single Family -- Refunding) may be redeemed, in whole or part, at par, after
March 1, 2006. Certain mandatory redemption provisions are described in the Bond Indentures which
requirc redemption at a price equal to the principal and accrued interest to the redemption date. For
the 1984 issue, there are no optional redemption features.

Payments of principal on the 1988 Issue arc based on payments of the mortgage pool collateralizing
the Issue. Prepayments of these mortgage loans are used to prepay principal on the 1988 Issuc.
Additionally, the bonds are subject to redemption at the option of the bondholder on thirty days’
notification to the Authority. The redemption value would be the lesser of the then outstanding
principal and interest on the bonds or the fair market value of the mortgage loans. The Trustec 1s
authorized to act at the direction of the bondholder to sell the mortgage loans on the redemption date.

The bonds in the 1988, 1984, and 1995 (Single Family — Refunding) Issues are collateralized by and
payable from the income, revenues, and receipts derived by the Authonity from the mortgage loans
and the funds and accounts held under or pledged to the Authority pursuant to the Trust Indentures.
The bonds in the 1995 (Multi-Family — Refunding} Issuc are collateralized by the revenues and other
amounts derived by the Authority from the note receivable and the funds and accounts established
under the Trust Indenture. A credit enhancer 1s also contained in the Trust Indenture that guarantees
that no loss will be incurred on the sale of the property should a default occur on the debt being
scerviced by the investor.

12 (Contimucd)
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SHREVEPORT HOME MORTGAGE AUTHORITY
(a component unit of the City of Shreveport)

Notes to Combined Financial Statements

December 31, 1998

There are a number of limitations and restrictions contained in the various bond indentures. The
Authority 1s in compliance with ali significant limitations and restrictions.

On March 14, 1895, the Authority issued $4,435,000 in bonds, the 1995 Issue (Multi-Family -
Refunding), to advance refund the 34,360,000 1983-B Issuc bearing interest at 6.4%, and pay part of
the 1ssuance costs of the new bonds. The 1983-B Issue bonds are considered defecased and have been

removed from the Authority’s financial statements. At December 31, 1998, the principal outstanding
on the refunded bonds was $4,360,000.

The 1979 Issue bonds are considered defeased and have been removed from the Authonity’s financial
statements. At December 31, 1998, $39,300,000 of bonds 1n the 1979 Issuc are stil]l outstanding.

(6) Restricted Assets

Substantially all amounts reflected in the combined balance shect represent assets in such accounts or
funds designated under the Trust Indenture for each Issue to be invested and/or held for subsequent
disbursement in such manner and at such time as specifically defined in the respective Trust

Indenture.

All of the assets of the Mortgage Purchase Program Funds are restricted by, and the use thereof is
governcd by, the Trust Indentures.

The balance at December 31, 1998, of the restricted assets of each fund or account established under
the respective Trust Indenture and a reconciliation to total assets by Issuc is as follows:

1995 Jssue (Single Family - Refunding)

Mortgage loan account $ 9,189,764
Accrued interest receivable 38,234
Investments 193
Total assets in restricted funds 9,228,221
Plus interfund receivables 109,942
Total restricted assets 9.338,163
IBond 1ssuance costs, net 203,803
Total assets $ 9,542,026

1995 Issuc (Multi-Family - Refunding)

Total assets, all restricted 3 4,677,757

13 (Continued)
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SHREVEFORT HOME MORTGAGE AUTHORITY
{a component unit of the City of Shreveport)

Notes to Comibined Financial Statements

December 31, 1998

1988 Issue (Refunding)

Mortgage loan account b 13,089,859
Reserve funds 510,991
Total asscts in restricted funds 13,600,850
l.ess interfund payables (795,005)
Total restricted assets 12,805,785
Bond issuance costs, net ~ 95,255
Total assets $ _ 12,501,040
1984 Issue (Single Family)
Morigage loan account N 1,075,829
Reserve fund 29,700
Total assets in restricted funds 1,105,526
l.ess interfund payables (133,219)
Total restricted assets $ 972310
Commitments

Under the terms of the applicable Trust Indentures, the Authority 1s required to redeem bonds prior {0
maturity when balances in certain funds exceed specified levels. The 1988 Issue 1s redeemable, as
described in note 5, based on mortgage prepayments or at the option of the bondholders.

Subsequent Event

On January 1, 1999, $1,640,000 of the 1995 Single Family Mortgage Revenue Refunding Bonds
Serics A and B were called for redemption at a redemption price of 100% of the principal amount
called.

Accounting Changes

The Authority mmplemented GASB Statement No. 31, Accounting and Financial Reporting for
Certain Investments and for External Investment Pools. 'This statement establishes accounting and
financial reporting standards for all investments held by governmental external mmvestinent pools.
For most other governmental entities, 1t establishes fair value standards for investments in
participating interest-earning investment contracts, external investinent pools, open-end mutual
funds, debt securities, and equity securities, option contracts, stock warrants and stock rights that
have readily determinable fair values. Investments are reported at fair value on the balance sheet.

The adoption of GASB 31 had no material effect on the carrying amount of investments at
December 31, 1998.

14
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SHREVEPORT HOME MORTGAGE AUTHORITY
(a component unit of the City of Shreveport)

Required Supplementary Information
Disclosure About Year 2000 Issues

For the year ended December 31, 1998
(unaudited)

The Year 2000 1ssue refers to the fact that many computer programs use only the last two digits to refer to a
ycar. Therefore, both 1900 and 2000 would be referred to as “00”. Computer programs have to be
adjusted to recognize the difference between those two years or the programs will fail or create errors.
Also, some programs may not be able to recognize that 2000 is a lecap year. Further, the Year 2000 issuc
could affect electronic equipment—such as environmental systems, vehicles and medical equipment-- -
containing computer chips that have date recognition features.

The Authority owns no computer equipment or systems. It relies on third parly systems to process
transactions and maintain accounting records of its assets. The Authority 1s taking steps to obtam
assurances that steps arc being taken by the Authority’s service providers. At this time, however, the
Authority has not deternmined what effect, if any, the failures of these third party systemns may have on the
Authority’s operations and financial reporting process and there can be no assurance that these steps will be
sufficient to avoid any material adverse effect on the Authority’s activities.

Because of the unprecedented nature of the Year 2000 issue, its effects and the success of related

remediation efforts will not be fully determinable until the year 2000 and thereafter. Management cannot
assure that the Authority 1s or will be year 2000 ready, or that parties with whom the Authority does
business will be year 2000 ready.

£
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Report on Compliance and on Internal Control Over
Financial Reporting Based on an Audit of Financial Statements Performed
in Accordance with Government Auditing Standards

The Board of Trustees
Shreveport Home Mortgage Authority
Shreveport, Louisiana:

We have audited each of the combined balance sheets of the various funds of the Shreveport Hone
Mortgage Authority (the “Authority”), a component unit of the City of Shreveport, as of
December 31, 1998, and each of the related combined statements of revenue, expenses, and changes in
retained earnings and cash flows for the year then ended, and have issued our report thereon dated
March 12, 1999, We conducted our audit in accordance with gencrally accepted auditing standards and
the standards applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States.

Comphance

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

Government Auditing Standards.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the Authority’s internal control over financial
reporting in order to determine our auditing procedures for the purpose of expressing our opinion on the
financial statements and not to provide assurance on the internal control over financial reporting. Our
consideration of the internal control over financial reporting would not necessarily disciose all matters in
the internal control over financial reporting that might be material weaknesses. A material weakness is a
conditton in which the design or operation of one or more of the internal control components docs not
reduce to a relatively low Jevel the risk that misstatements 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 performing their assigned functions. We noted no matters involving the internal
control over financial reporting and its operation that we consider to be material weaknesses.

This report 1s intended solely for the information and use of the Board, management, and the Statc of
Lousiana Legislative Auditor and is not intended to be and should not be used by anyone other than these
specified parties.
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March 12, 1999
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