
 
 

EAST BATON ROUGE 
MORTGAGE FINANCE AUTHORITY 

 
 
 

 
 
 

ADVISORY SERVICES REPORT 
ISSUED OCTOBER 5, 2005 

 



LEGISLATIVE AUDITOR 
1600 NORTH THIRD STREET 
POST OFFICE BOX 94397 

BATON ROUGE, LOUISIANA  70804-9397 
 

LEGISLATIVE AUDIT ADVISORY COUNCIL 
REPRESENTATIVE CEDRIC RICHMOND, CHAIRMAN 
SENATOR J. “TOM” SCHEDLER, VICE CHAIRMAN 

 
SENATOR ROBERT J. BARHAM 
SENATOR WILLIE L. MOUNT 
SENATOR EDWIN R. MURRAY 

SENATOR BEN W. NEVERS, SR. 
REPRESENTATIVE RICK FARRAR 

REPRESENTATIVE HENRY W. “TANK” POWELL 
REPRESENTATIVE T. TAYLOR TOWNSEND 
REPRESENTATIVE WARREN J. TRICHE, JR. 

 
LEGISLATIVE AUDITOR 

STEVE J. THERIOT, CPA 

 
ADVISORY SERVICES DIVISION 

JOY S. IRWIN, CPA 
 
 

Under the provisions of state law, this report is a public document.  A copy of this report has been 
submitted to the Governor, to the Attorney General, and to other public officials as required by 
state law.  A copy of this report has been made available for public inspection at the Baton Rouge 
office of the Legislative Auditor. 
 
 
 
This document is produced by the Legislative Auditor, State of Louisiana, Post Office Box 94397, 
Baton Rouge, Louisiana 70804-9397 in accordance with Louisiana Revised Statute 24:513.  Ten 
copies of this public document were produced at an approximate cost of $43.70.  This material 
was produced in accordance with the standards for state agencies established pursuant to R.S. 
43:31.  This report is available on the Legislative Auditor’s Web site at www.lla.state.la.us.  When 
contacting the office, you may refer to Agency ID No. 2087 or Report ID No. 05802821 for 
additional information. 
 
 
In compliance with the Americans With Disabilities Act, if you need special assistance relative to 
this document, or any documents of the Legislative Auditor, please contact Wayne “Skip” Irwin, 
Director of Administration, at 225/339-3800. 

 



OFFICE OF 
LEGISLATIVE AUDITOR 

STATE OF LOUISIANA 
BATON ROUGE, LOUISIANA 70804-9397 

 
 
 

1600 NORTH THIRD STREET 
POST OFFICE BOX 94397 

TELEPHONE:  (225) 339-3800 
FACSIMILE:    (225) 339-3870 STEVE J. THERIOT, CPA 

LEGISLATIVE AUDITOR 

August 24, 2005 
 
 
 
 
 
MR. RANDY BONNECAZE, CHAIRMAN, 
  AND MEMBERS OF THE BOARD OF TRUSTEES 
EAST BATON ROUGE MORTGAGE FINANCE AUTHORITY 
Baton Rouge, Louisiana 
 

We visited the East Baton Rouge Mortgage Finance Authority (Authority) to determine 
the propriety of allegations received by my office.  During our visits, we also reviewed certain 
procedures and practices of the Authority. 

 
This report focuses on exceptions and deficiencies relating to the fiduciary responsibility 

of the Board of Trustees (Board).  Attachment I provides our findings and recommendations 
resulting from our assessments for consideration by the Board.  The response from the chairman 
is presented in Appendix A and the response from the East Baton Rouge Parish Mayor-President 
is presented in Appendix B. 
 

Our findings and recommendations are intended to improve controls over financial 
operations, provide advice in implementing good business practices, and ensure compliance with 
state laws.  However, the Board should consider the costs of implementing our recommendations 
compared to the benefits they will provide.  This assessment is substantially less in scope than an 
audit conducted in accordance with generally accepted auditing standards, the objective of which 
is the expression of an opinion regarding the financial statements taken as a whole.  Accordingly, 
we do not express such an opinion. 
 

Respectfully submitted, 
 
 
 
Steve J. Theriot, CPA 
Legislative Auditor 
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The East Baton Rouge Mortgage Finance Authority (Authority) is a municipal public trust which 
was created, organized, structured, and empowered by written instrument (trust indenture) on 
August 14, 1974, pursuant to the provisions of the Louisiana Public Trust Act (Louisiana 
Revised Statute 9:2341, et seq.). 
 
Article 1.1 of the trust indenture states that the purposes of the Authority is to promote and 
provide financing of residential housing, development, and rehabilitation, both single-family and 
multi-family, in accordance with and in furtherance of the needs of the beneficiary, its agencies 
and instrumentalities, in order to promote the health, safety, welfare, and economic well-being of 
the inhabitants, residents, and citizens of the Parish of East Baton Rouge, Louisiana (parish).   
 
However, to date, the Authority has not offered any financing programs related to multi-family 
housing.  The Authority has only provided citizens of the parish with financing programs related 
to single-family residential housing. 
 
The trust indenture names the parish as the beneficiary and provides, in part, that the parish has 
no legal title, claim or right to the funds, property, et cetera, of the Authority, its income, or to 
any part thereof, or to demand or require any partition or distribution.  It further provides that the 
parish, prior to the termination of the Authority, is entitled solely to the benefits as administered 
by the board of trustees (Board), and upon termination, will receive the residual. 
 
As opposed to how other municipal public trusts are operated in Louisiana, the entire 
administration/operation of the Authority is privatized/contracted to a third-party (Financial 
Consulting Services, Incorporated or FCSI).  Since operations began in 1979, FCSI has been the 
sole “turnkey” administrator and agent of the Authority.   
 
For the five-year period from January 1, 2000, through December 31, 2004, the Board paid 
approximately $3.42 million (average of $684,000 per year) to FCSI to “be” the Authority.  The 
Board’s current contract/agreement with FCSI extends to December 31, 2006.   
 
Although FCSI is referred to as the “program administrator” of the Authority, its role is more 
encompassing than the traditional role of a program administrator.  FCSI provides and maintains 
the official public office of the Authority and its other primary responsibilities include (1) the 
day-to-day administration, including program administration; (2) administrative staff support for 
the Board and its committees; (3) bookkeeping and computer services; (4) general office 
administration; and (5) the development of each new bond issue and loan program. 
 
The Authority generally issues 30-year tax-exempt mortgage revenue bonds (debt) in the market 
to obtain funds to provide below market interest-rate loans to first time homebuyers.  The bond 
funds are primarily used to purchase 30-year fixed-rate mortgage loans (assets) that are 
securitized/backed by the Government National Mortgage Association (Ginnie Mae) or the 
Federal National Mortgage Association (Fannie Mae).  Area lending institutions are responsible 
for taking loan applications, making loan commitments, and holding loan closings.  The 
Authority contracts with a mortgage servicing company to “service” (collect and remit monthly 
principal and interest payments) the individual loans. 
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In 26 years (1979-2004) of operations, the Authority has sold approximately $983 million in 
bonds of which $839 million of the proceeds have been used to provide 14,072 low-interest 
mortgages loans, an average of 541 loans per year.  The Board approves all bond issues of the 
Authority.  Also, the Louisiana State Bond Commission approves each bond issue, which 
includes disclosure of the professionals hired (bond counsel, underwriter, financial advisor, et 
cetera) and fees to be paid in connection with the issuance of the bonds.  Bonds are solely the 
obligations of the Authority and not of the state of Louisiana or the parish (beneficiary).   
 
At December 31, 2004, the unrestricted net assets (surplus) of the Authority totaled 
approximately $28 million which is significantly more than any other Louisiana municipal public 
trust.  Earnings of the Authority are generated primarily from investments, including mortgage-
backed securities and mortgage loans and from fees (“Authority Fees”) charged to homebuyers 
in the form of an increased interest rate on their mortgage loans.  Neither the parish nor the state 
appropriate or provide funds to the Authority.   
 
Board of trustees composition.  The affairs of the Authority are overseen by nine trustees who 
are required to be residents of the parish.  Trustees serve six-year terms and are eligible for 
reappointment for additional terms.  At the end of a term of a trustee, a successor is nominated 
by the mayor of Baton Rouge (chief executive officer of the parish) and approved/appointed by a 
majority of the East Baton Rouge Parish Metropolitan Council (governing body of the 
beneficiary).  Trustees serve without compensation; however, they receive a $200 per diem and 
reimbursement for expenses incurred in the performance of their duties as trustees.   
 
Currently, the Board is comprised of the following individuals: 
 

Trustee Name Title Tenure 
Randy Bonnecaze  Chairman 13 years 
Astrid Clements  Vice-Chairman 20 years 
Loretta Pourciau  Secretary-Treasurer 8 years 
Jake Netterville  Previous Chairman (1998-2001) 19 years 
Robert “Bobby” Gaston, III  23 years 
William “Billy” Gauthier  23 years 
Sidney Longwell   19 years 
Jacqui Vines  3 years 
Steve Hicks  8 months 

 
In addition, to ensure effective liaison with the beneficiary and to ensure public disclosure of the 
operations of the Authority, the trust indenture requires the parish attorney and parish finance 
director (or their respective designated representatives) to serve as ex-officio, non-voting 
members. 
 
 



_____________________________________________ ATTACHMENT 1 

 
 

Findings and Recommendations 
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The following are the findings and recommendations relating to our assessments.  The 
recommendations are presented to improve the controls that safeguard, manage, and account for 
assets of East Baton Rouge Mortgage Finance Authority (Authority) and ensure compliance with 
applicable state laws.  However, the Board of Trustees (Board) should consider the costs of 
implementing these recommendations compared to the benefits they will provide.  For those 
recommendations not implemented, the Board should be aware of the risks of not implementing 
such controls. 
 
The chairman’s response to our findings and recommendations is included as Appendix A and 
the East Baton Rouge Mayor-President’s response is included as Appendix B. 
 
 

No Written Strategic Plan 
 
The Board controls $28 million of unrestricted net assets (surplus) and does not have a 
formal/written strategic plan for both short-term and long-range goals of the Authority.  A 
strategic plan provides a vision to determine current and future priorities for operating the 
Authority and creates shared commitments between the Board and public regarding the goals and 
strategies required to appropriately address the priorities. 
 
Recommendation:  We suggest that the Board, as trustees in their fiduciary capacity, develop and 
adopt a written strategic plan that includes the objectives for both short-term and long-range 
goals for the Authority.  The Board should monitor the plan on a periodic basis and use the plan 
in decision-making processes and for budgeting (e.g., programs to undertake, et cetera). 
 
 

No Errors and Omissions Insurance 
 
The Board has no insurance coverage to defend the Authority from potential liability claims 
arising from errors and omissions of its trustees.  In addition, the chairman, vice-chairman, and 
secretary/treasurer are not covered by a fidelity bond as required by Louisiana Revised Statute 
9:2343A(2).1  Sound business judgment requires the Board, in its fiduciary capacity, to minimize 
any potential risk of loss to the Authority. 
 
Recommendation:  We suggest that the Board explore the marketplace for errors and omission 
insurance coverage options for trustees.  We also suggest that any trustee (e.g., chairman, vice-
chairman, and secretary/treasurer) who is a signatory on checks or who can authorize the transfer 
of funds be covered by an adequate fidelity bond in accordance with state law. 
 
 

                                                 
1 Louisiana Revised Statute 9:2343A(2) requires every trustee, officer, and employee of a public trust who handles funds of a 
public trust shall furnish a good and sufficient fidelity bond in an amount and with surety as may be specified and approved by a 
majority of the trustees, such bond to be in a surety company authorized to transact surety business in the state.  The trustees may, 
at their election, purchase good and sufficient fidelity bonds. 
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Administrator/Agent 
 
The Board has not provided an open and competitive atmosphere in its process of awarding the 
administrative and agent work of the Authority.  Also, the Board failed to exercise its fiduciary 
responsibility in a prudent manner by not fully protecting the interests of the Authority under its 
current contract with the administrator/agent.   
 
Selection Process 
 
In 1979, without seeking competitive bids, the Board appointed Financial Consulting Services, 
Incorporated (FCSI) to be the administrator and agent of the Authority.  Since 1979, the Board 
has continually extended the contract without seeking competitive bids for the work.  Although 
there is no legal requirement to competitively bid such services, the Board has a fiduciary 
responsibility to ensure that an open and competitive atmosphere is always provided when 
contracting out work of the Authority. 
 
For example, in 1992, the Board approved a Master Program Administration Agreement, which 
consolidated the duties and responsibilities of FCSI, and in 1996, it approved the current 
Amended and Restated Master Program Administration Agreement (contract), all without 
seeking competitive bids. 
 
In 1996, the Board’s fiduciary responsibility was compromised by exercising influence in 
directing this public work to a specific group of private individuals.  Without an open and 
competitive process, the public cannot be assured that all services are necessary and that they are 
being performed in the most cost-effective manner possible. 
 

• In the 1996 contract, the Board dictated that the failure of FCSI to be sold to three 
specific individuals on or before June 1, 2000, would be cause for termination of 
FCSI’s existing contract.  In strict accordance with the contract, Dr. William D. 
Ross, Jr., President of FCSI, sold FCSI to his son (15% ownership interest to 
William D. Ross, III), to the Board’s financial advisor (60% ownership interest to 
Michael G. McMahon), and to a third individual (25% ownership interest to 
Victoria M. Theriot). 

Contract 
 
The Board contracted the entire administration/operation of the Authority without retaining 
adequate control to ensure FCSI’s accountability as follows: 
 

• The contract fails to require FCSI to be accountable to the Board for the 
expenditure of the public funds paid it ($628,331 in 2004) to operate the 
Authority.  As such, the contract fails to provide an adequate system of checks 
and balances.  Without FCSI providing a detailed breakdown of its expenditures 
to the Board, the Board cannot ascertain the nature or the reasonableness of the 
fees it pays FCSI to “be” the Authority. 
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We made four unsuccessful attempts to ascertain the nature and costs of operating 
the Authority as follows: 

 
• April 28, 2005, verbal request to the vice president of FCSI 

• May 19, 2005, verbal request to the president of FCSI 

• June 1, 2005, letter to the president of FCSI 

• July 22, 2005, verbal request to the chairman for assistance  

In our June 1 letter, we also asked the FCSI president to provide us with certain 
other information, including details on what employees of FCSI, including 
himself, work on behalf of other entities, including the time spent on business of 
the Authority and on business of other entities. 
 
On June 22, Mr. Michael McMahon, President of FCSI, provided us with his 
written responses to our letter; however, he did not provide us with the nature and 
costs of administering the Authority nor did he provide us any information on the 
time spent on business of the Authority and on business of other entities.  
Mr. McMahon stated, in part, “The Master Program Administration Agreement 
between FCSI and the Authority does not require any such revelations to the 
Authority, and counsel advises that it is inappropriate for a staff member of the 
Legislative Auditor to request FCSI’s private financial records especially since 
such disclosure would breach obligations which FCSI owes its employees.” 
 
Also troubling was the chairman’s refusal to assist us in trying to obtain the 
records from FCSI.  In a principal-agent relationship, the agent assumes an 
obligation of loyalty to the principal.  The fiduciary relationship of trust between 
the Board and FCSI is unlike the relationships between the Board and other 
professionals (e.g., bond counsel, underwriters, et cetera).  As the “turnkey” 
administrator/agent, FCSI has a continuing fiduciary relationship with the 
Authority, whereas other professionals are hired and paid on an “as needed” basis. 

 
Although the 27-page document provided to us is a 5-year “evergreen” (renewed annually) 
contract, the chairman informed us that it has been reduced to a 3-year evergreen contract.  As 
we read through the Authority’s current contract with FCSI, we found the following additional 
deficiencies: 
 

• Although the contract requires an annual performance evaluation of FCSI, it does 
not provide the specific performance criteria or goals and objectives for which 
FCSI is to be evaluated by the Board.  Furthermore, the Board does not prepare its 
own independent evaluation of FCSI’s performance.  Rather, FCSI prepares a 
self-evaluation and submits to the Board. 
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• The compensation provision of the contract is burdensome as it requires 
prolonged recordkeeping and onerous recurring computations of certain fees for 
the duration of bond issues and mortgage loans which can extend up to 30 years.   

It does not appear reasonable for the Authority to continue paying fees to FCSI, 
for up to 30 years, when the majority of the loan administration work is done 
during the first two years of a bond issue (when mortgage loans are originated by 
lenders and sold to the loan servicing company).  Two of the four components that 
comprise the total fees paid to FCSI are “Mortgage Loan Administration” and 
“Computer Services” and are summarized as follows: 

 
Mortgage Loan Administration 
 
In 2004, FCSI was paid $293,339 (average of $24,445 per month and 47% 
of the total fees paid to FCSI) for loan administration services.  According 
to the contract, FCSI is responsible for requiring the lenders and the 
master servicer to perform all services and duties that are customary to the 
origination and servicing of mortgage loans. 
 
This recurring fee varies each month because it is computed on the 
outstanding principal amount of mortgage loans in all active/outstanding 
bond issues.  At December 31, 2004, there was approximately $163 
million of outstanding mortgage loans in 25 outstanding bond issues 
dating back to 1984 (21 years ago). 
 
Computer Services 
 
FCSI is paid to maintain computerized data on all mortgage loans 
originated under the bond programs.  In 2004, FCSI was paid $58,868 
(average of $4,905 per month and 9% of total fees paid to FCSI) for 
computer services.  This recurring fee is computed based on the number of 
loans originated in each bond program. 
 
For as long as each bond issue is active/outstanding (up to 30 years), FCSI 
is paid a fee of $0.40 per month per mortgage loan originated, regardless 
of whether the loan was subsequently sold or paid off.  At December 31, 
2004, there were 2,989 loans originated in 25 outstanding bond issues 
dating back to 1984. 
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• The contract fails to set forth a definitive or maximum annual amount to be paid 
to FCSI; therefore, the Board can only estimate the amount of public funds that 
will be paid each year to administer the Authority. 

Furthermore, the contract details the duties/roles to be performed by FCSI; 
however, it does not set forth a separate fixed fee for each role.  Without 
itemizing the fees for each specific role performed, the Board cannot compare and 
ascertain whether fees paid FCSI are reasonable in the marketplace. 

 
Certain roles are grouped and identified in the contract as “Board Staff 
Administration” services.  The Board and the president of FCSI negotiate a fixed 
fee for all of the services combined.  In 2004, the Board paid $213,436 to FCSI 
(average of $17,786 per month and 34% of total fees paid to FCSI) for the 
following:   

 
• Providing and maintaining the official office of the Authority 

• Providing administrative staff support for the Board and 
committees 

• Providing general office administration 

• Providing accounting/bookkeeping services 

• Providing public and governmental relations services 

• Promoting programs through homebuyer seminars 

• Representing the Authority on various task forces and housing 
groups 

• Providing supervision of performance of trustee 

• Providing advice and counseling on Board policies 

• Providing advice on investments and administration of capital 
account 

• Providing administration of the operating account 

• Although FCSI is paid a substantial amount of money to provide and maintain the 
official office and perform all administrative functions, the contract does not 
provide any benefit to the Authority for FCSI’s use of the office and resources 
(e.g., staff, supplies, et cetera) for work it does for other entities.   

 
FCSI does not work exclusively as the Authority.  From the Authority’s office in 
Baton Rouge, FCSI also provides services (e.g., loan compliance agent and 
bookkeeping services) for other entities.  However, we were unable to determine 
the percentage of time spent by FCSI on other work because the president refused 
our requests for such information (see finding, Administrator/Agent). 
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• The contract does not require FCSI to routinely solicit requests for proposal 
(RFPs) for professional services (e.g., bond counsel, underwriter, et cetera) 
needed for bond/securities issues.  FCSI only solicits RFPs for mortgage servicing 
services.  Although there is no legal requirement to solicit RFPs for professional 
services, the Board has a fiduciary responsibility to ensure that an open and 
competitive atmosphere is always provided. 

 
• The contract does not require FCSI to develop a written disaster 

recovery/business continuity plan (plan) for the Authority.  As such, FCSI has not 
developed a plan.  The Board has a fiduciary responsibility to reduce the risk that 
untimely or excessive delays in processing data may occur and that data may be 
lost if FCSI is unable to continue operations of the computer system or office in 
the event of a disaster. 

 
• The contract does not require FCSI to ensure the public’s access to the Authority.  

The Authority (1) has no telephone number listed in its name; (2) is not publicized 
in the telephone book; (3) is not listed as a tenant on the lobby directory of the 
office building; and (4) has no e-mail address or Internet presence. 

 
Recommendation:  We suggest the Board terminate the contract because FCSI, as appointed 
agent of the Authority, refused to be accountable to the Board and public for the expenditure of 
public funds paid it to administer the Authority.   
 
In the future, if the Board chooses to contract out administrative services, it should competitively 
bid this administration and require the winning bidder to be fully accountable to the Board.  It is 
further recommended that the Board only enter into contracts that adequately protect the interests 
of the Authority and public. 
 
 

Comparison of Fees  
 
We compared the fees paid to FCSI with the fees paid by a comparable Louisiana municipal 
public trust.  Our comparisons revealed, without an apparent explanation, that the Authority paid 
$364,686 (58%) more for services in 2004.  The Board has a fiduciary responsibility to apply 
sound business practices in managing funds of the Authority in the most cost-effective manner 
possible. 
 
Selection of Comparable Municipal Public Trust 
 
In terms of total assets, the three largest Louisiana municipal public trusts are the Finance 
Authority of New Orleans, the East Baton Rouge Mortgage Finance Authority, and the Parish of 
Jefferson Home Mortgage Authority.  Since our objective was to compare fees/costs paid for 
similar services, we assessed the operations of each of them to determine the similarity of their 
work/services performed in 2004.   
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Our assessments revealed that the Authority’s operation in 2004 was very similar and 
comparable to the operation of the Parish of Jefferson Home Mortgage Authority (Jefferson).  In 
2004, the work of both the Authority and Jefferson were confined to providing one program to 
its citizens, the financing for single-family residential housing.   
 
By contrast, the operation of the Finance Authority of New Orleans (FANO) in 2004 involved 
much more than a single-family bond program.  As an example, FANO’s operation included 
administering/operating two related nonprofit corporations [a 501(c)(3) created in 1993 and a 
501(c)(25) created in 2003] that help low-income families, one of which was involved in a multi-
family housing (263 unit apartment complex) restoration project.  Also, FANO did not allocate 
its direct/overhead (labor, fringe benefits, et cetera) costs or indirect costs among the various 
programs administered nor did it separately account for the sole costs of administering its 
single-family bond program.    
 
Therefore, based on our assessments of operations, it appears reasonable that the fees paid to 
FCSI only be compared with the fees paid by Jefferson.  A brief summary of the similarities of 
the Authority and Jefferson is as follows: 
 

 Authority Jefferson 
Programs provided/administered  Single-Family Bond Program Single-Family Bond Program 
2004 bond issue  $25 million $20 million 
Number of bond issues 
  (since inception-1979) 25 24 

Number of employees 5 (FCSI staff) 4 (parish employees) 
Parish population (2000 census) 412,852 455,466 
Loans originated (since 1979) $839 million $642 million 
Total assets (FY 2004) $331 million $219 million 
Total operating revenues (FY 2004) $14 million $8 million 
Total operating expenses (FY 2004) $16 million $11 million 
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Comparison 
 
As mentioned previously, we were unsuccessful in obtaining a detailed breakdown of 
expenditures of the public funds paid to FCSI to operate the Authority.  In 2004, the Board paid 
$628,331 to FCSI compared to $263,645 paid by Jefferson for similar services as summarized 
below: 
 

  Authority  Jefferson 

Fixed Costs     
Loan administration  $293,339   
Board staff administration  213,436   
Computer services  58,868  $1,088 
Salaries   151,741 
Retirement   18,133 
Rent - office   17,160 
Insurance and taxes   14,364 
Rent - equipment   4,021 
Supplies   3,329 
Repairs and maintenance   2,499 
Printing   2,280 
Postage   2,022 
Miscellaneous   1,789 
Telephone   1,735 
Furniture and equipment   1,379 
Dues and subscriptions   605 
     Total Fixed Costs  565,643  222,145 
     
Variable Costs     
Program development   62,688  
Loan administration   20,500 
Loan Compliance Underwriting  21,000 
     Total Variable Costs  62,688 41,500 
     
          Total Costs  $628,331  $263,645 

 
The above comparison reveals that the fixed costs of the Authority are not within what appears to 
be a reasonable range of the fixed costs of Jefferson.  This is concerning because fixed costs are 
paid year after year regardless of whether a new bond/loan program is implemented.  By 
contrast, variable costs are paid only when there is a new program.   
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Also contrary to the Authority, Jefferson does not pay fees for program development.  In fact, we 
are not aware of any other Louisiana municipal public trust paying such fees.  Under the Board’s 
contract with FCSI, program development is defined as services associated with the planning, 
development, and implementation of new qualified mortgage bond programs.  FCSI is paid a 
one-time fee equal to 0.15% (15 basis points) of the original principal amount of the funds 
deposited into the acquisition fund for the purchase or origination of new mortgage loans.  For 
example, a $25 million bond issue generates a program development fee of $37,500 
($25,000,000 x 0.15%).   
 
Furthermore, FCSI was paid $293,339 (fixed cost) for loan program administration services 
compared to $20,500 (variable cost) paid by Jefferson, a difference of $272,839.  As discussed 
previously (see finding, Administrator/Agent), the contract requires FCSI to be paid a recurring 
fee based on the outstanding principal amount of mortgage loans in all active (new and existing) 
bond issues.  Unlike the Authority, Jefferson does not pay recurring fees on existing/old loans.  
Jefferson contracts out loan administration for new programs only and pays a “one-time” fee. 
 
Recommendation:  We suggest that the Board explore the costs (fixed and variable) and benefits 
of obtaining office space and employing its own staff to perform the administrative work, 
bookkeeping services, et cetera, of the Authority. 
 
 

Lack of Independence 
 
The Board failed to obtain independent advice on the reasonableness of fees paid to FCSI in 
connection with bond/securities issues.   
 
In addition to FCSI performing all administrative/agent duties of the Authority, the president of 
FCSI individually served as the Board’s financial advisor in bond issues, a dual role/relationship 
that is a clear conflict.  During the 4½-year period from January 2000 to July 2004, the president 
of FCSI received fees totaling $206,056 for his separate role as financial advisor. 
 
Although the Board formally approved CSG Advisors, Inc., (CSG) as its financial advisor in 
bond issues and disclosed CSG as such to the Louisiana State Bond Commission, it was Michael 
McMahon, President of FCSI, who primarily provided the services to the Board and who was the 
ultimate recipient of the fees paid by the Authority during the 4½-year period.  The president of 
CSG told us that Mr. McMahon was not an employee of CSG but that there was an “affiliation” 
arrangement with him.  Mr. McMahon told us his relationship with CSG began in April 1999 and 
ended in July 2004.  Mr. McMahon, who acquired his majority ownership interest in FCSI in 
2000, told us he had been the Board’s financial advisor since 1992 and that the Board was aware 
of his affiliation with CSG from the beginning.  Mr. McMahon said he received 100% of the 
gross fees for his work as financial advisor.  He said that the first couple of CSG checks issued 
by the Authority were sent to CSG for endorsement and then forwarded to him.  He said the 
practice of sending the checks to CSG for endorsement was stopped and the CSG checks issued 
thereafter (during the period) were deposited into his bank account.  However, throughout the 
4½-year period, the Board continued to approve and disclose/report CSG as its financial advisor 
in bond/securities issues. 
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As financial advisor, the president of FCSI clearly lacks the independence to provide advice to 
the Board on the reasonableness or necessity of his company’s fees.  A financial advisor’s 
primary responsibility is to provide advice on all financial matters pertaining to a proposed 
bond/securities issue.  Therefore, the president of FCSI as financial advisor is responsible for 
advising the Board on the reasonableness and necessity of all fees, including the fees (program 
development fees, loan administration fees, and computer service fees) to be paid to his company 
that are generated by the bond issues. 
 
Recommendation:  For a proper system of checks and balances, we suggest that the Board obtain 
independent advice on the reasonableness of all fees generated and paid in connection with 
bond/securities issues. 
 
 

Lack of Controls Over Certain Payments To FCSI 
 
There was a lack of controls over certain payments made to FCSI in 2003 and 2004 as follows: 
 

Travel Reimbursements 
 
The chairman authorized travel reimbursement payments to FCSI, although travel costs 
are not a part of the contract.  There was no formal approval by the Board nor was there a 
resolution passed amending the terms of the contract with FCSI. 
 
FCSI was reimbursed $7,940 for certain travel costs incurred in 2003 and 2004.  The 
Authority reimbursed FCSI for the travel costs incurred by its vice-president to attend 
four out-of-state conferences (Phoenix, Chicago, Orlando, and Memphis) sponsored by 
the National Association of Local Housing Finance Agencies (NALHFA) and to attend a 
bond closing in Atlanta, Georgia. 
 
Recommendation:  The Board should immediately cease paying travel obligations of 
FCSI.  We suggest that the Board implement checks and balances to ensure that all future 
payments to FCSI are made in accordance with the contract. 
 
Financial Advisory Services 
 
In the 2004 bond issue, the chairman authorized $12,500 to be paid to FCSI for financial 
advisory services, services which are beyond the scope of the contract.   There was no 
formal approval by the Board nor was there a resolution passed amending the terms of 
the contract with FCSI.   
 
Furthermore, although the Board approved the State Bond Commission Checklist 
(checklist) that was submitted to the Louisiana State Bond Commission for approval, the 
checklist failed to disclose FCSI or its president as financial advisor.  In addition, the 
$12,500 financial advisory fee was incorrectly reported as program development fees on 
the checklist. 
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Recommendation:  We suggest that the Board implement checks and balances to ensure 
that the State Bond Commission Checklist is complete and accurate without exception and 
that any future payments to FCSI are made in accordance with the contract. 
 

Lack of Controls Over Travel by Trustees 
 
There was a lack of controls over travel by certain trustees in 2003 and 2004 as follows: 
 

Bond Closing 
 
Authority funds totaling $12,881 were spent unnecessarily for seven trustees to travel to 
Atlanta, Georgia, for a bond closing held on September 16, 2003.  There was no 
documentation to substantiate the business necessity for seven trustees to travel and 
attend the closing or the necessity for five trustees to stay over three nights and two 
trustees to stay over two nights.  The Board has a fiduciary responsibility to apply sound 
business practices in managing funds of the Authority in the most cost-effective manner 
possible. 
 
Although bond closings are an important part of each bond transaction, only the 
participation of the chairman and secretary/treasurer is required and their physical 
presence at the closing is optional.  Their participation is generally brief as they are only 
required to sign certain documents.  We did not find a valid reason why the bond 
documents were not signed in Baton Rouge and delivered to bond counsel in Atlanta.  
 
A summary of the unnecessary costs are as follows: 
 

  Cost 

Per diems  $5,200
Lodging  4,180
Airfare  1,449
Auto mileage  615
Restaurants and lounge  612
Vehicle rentals  296
Parking  228
Taxi  120
Tips  103
Telephone  78
   
          Total  $12,881

 
We could not determine the nature of items purchased from the restaurants and lobby 
lounge because credit card slips were generally the only documentation submitted for 
these reimbursements. 
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Recommendation:  We suggest that the Board exercise fiscal restraint by stopping the 
unnecessary travel to out-of-state bond closings.  In addition, all travel reimbursements 
should be supported by detailed receipts supporting the business nature of the 
expenditures.  Also, we suggest that the travel policy be amended to prohibit the 
reimbursement for alcohol purchases. 
 
Conferences 
 
There is no documentation to substantiate the business necessity or the cost benefit to the 
Authority for certain trustees’ early travel or extended stay at conferences.  Our review of 
three conference trips revealed that the Authority paid $3,487 for additional lodging and 
per diems of certain trustees.   
 
Although each of the conferences was held over a 3-day period, they were actually 
2½-day conferences.  Each conference meeting began on a Thursday morning and ended 
at noon on Saturday.  Therefore, it is reasonable to expect that the Authority would pay 
for three nights (Wednesday, Thursday, and Friday) of lodging and expenses and that the 
trustee would return home on Saturday afternoon/evening.   
 
A brief summary of the additional lodging and per diems paid in connection with the 
three conferences attended between November 2003 and October 2004 are as follows: 
 

• Three trustees attended the NALHFA Fall Educational Conference held in 
Phoenix, Arizona, on November 13-15, 2003.  Two of the trustees stayed 
four nights (November 12-15) at the conference hotel resulting in one 
extra day of lodging costs and per diem payments totaling $803. 

• Two trustees attended the Florida Association of Local Housing Finance 
Authorities Educational Conference training sessions held in Key West, 
Florida, on July 15-17, 2004.  Both trustees stayed five nights (July 13-17) 
at the conference hotel resulting in two extra days of lodging costs and per 
diem payments totaling $1,467.   

• Three trustees attended the NALHFA Fall Educational Conference held in 
Chicago, Illinois, on October 14-16, 2004.  All three trustees stayed four 
nights at the conference hotel resulting in one day of extra lodging costs 
and per diem payments totaling $1,217.   

Recommendation:  We suggest that the trustees reimburse the Authority for the additional 
lodging costs and per diem payments.  In the future, we suggest that documentation be provided 
by trustees, and maintained on file, to substantiate the business necessity for any early travel or 
extended stay at conferences.  Travel that is unnecessary should not be paid by the Authority.  
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Unnecessary Per Diems 
 
The Authority is paying unnecessary per diems as a result of committee meetings not being held 
on the same day as the monthly board meetings.  The Authority pays $200 per diems to trustees 
for attending board meetings and meetings of standing and special committees.  The attorney 
general has generally defined “per diem” to mean “by the day.”  The Board has a fiduciary 
responsibility to manage funds of the trust in the most cost-effective manner possible. 
 
In 2004, the Authority paid $21,800 to trustees to attend committee meetings, all of which could 
have been saved had the committees met on the same day as the board meetings.  It does not 
appear to be burdensome for trustees to attend committee meetings and board meetings on the 
same day.  We were informed that, on average, committee meetings last about 45 minutes and 
board meetings last about one hour.  There are six committees and none met on the same day 
during the year.  One committee (Loan and Program Review) meets monthly, one (Investment) 
meets quarterly, three (Nominating, Budget, and Audit) meet annually, and one (Executive) 
meets as needed. 
 
Recommendation:  In an effort to eliminate unnecessary per diem costs, we suggest that 
committee meetings and board meetings be conducted on the same day. 

 
 

Grants 
 
The Board may be providing grants for a purpose that is beyond the mission of the Authority.  
Furthermore, grants are not always supported by formal/written agreements.  The Board has a 
fiduciary responsibility to disburse funds of the Authority in strict compliance with the 
Authority’s mission.  Also, sound business judgment requires that grants be supported by a 
formal/written agreement that provides for the terms and conditions of the grant.   
 
In 2005, without a written agreement, the Board committed funds totaling $1.5 million to the 
Chamber of Greater Baton Rouge for economic development.  However, although economic 
development is important, we did not find that the trust indenture specifically provides funding 
for economic development.  Economic development generally relates to recruiting and retaining 
business and industry, whereas the mission of the Authority is to provide citizens of the parish 
with financing related to residential housing (single-family and multi-family). 
 
The chairman informed us that the Board relied on the opinions of current and former legal 
counsel and on Louisiana Attorney General (AG) Opinion No. 93-87 in providing grants for 
economic development.  However, reliance on the 1993 AG opinion may not be appropriate 
because it was case specific to the Rapides Parish Finance Authority whose trust indenture was 
amended in 1991 to specifically allow funding for economic development.   
 
The Board also gave out grants totaling $905,250 during the previous 13 years (January 1, 1992, 
to December 31, 2004) to the following organizations/individual without always entering into 
formal/written agreements: 
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Organization/Individual  Amounts 

Boo Thomas - Plan Baton Rouge  $334,675 
Baton Rouge Area Foundation  274,075 
Mid-City Redevelopment Alliance  150,000 
Chamber of Greater Baton Rouge - Economic Study  58,000 
Capital Region Competitive Strategy Study  50,000 
Mid-City - Dillards Property Appraisal  25,000 
Plan Baton Rouge - Capitol House Appraisal  12,500 
Mid-City Housing Fair  1,000 

          Total  $905,250 
 
Recommendation:  We suggest that the Board consider amending the trust indenture to clarify 
and/or expand the mission and powers of the Authority.  We also suggest that all grants be 
supported by a written agreement that provides for the specific terms and conditions of the grant.   
 
 

Noncompliance With Trust Indenture 
 
The Board failed to comply with certain trustee provisions of the trust indenture.  Three 
violations of the trust indenture occurred as follows: 
 

Non-Resident Trustee 
 
In clear violation of the trust indenture, a trustee continued to serve and participate in the 
business affairs of the Authority after moving his residency outside the parish.  Also, the 
Board has no formal reporting or monitoring procedures in place to ensure that each 
trustee is qualified to serve.  Furthermore, the Board has a fiduciary responsibility to 
timely notify the mayor and council of a trustee’s disqualification. 
 
Mr. Henry “Hank” Henagan served as trustee for at least six years after he moved out of 
East Baton Rouge Parish.  He resigned in January 2005.  Mr. Henagan represented 
(signed affidavit) to the chairman that he moved his residency to East Feliciana Parish in 
January 1999.  During the six-year period from January 1999 to January 2005, he was 
paid $41,400 in per diems.   
 
However, Mr. Henagan’s representation of the date he moved (1999) is contrary to 
property tax records of East Feliciana Parish, which reflect that he maintained a residence 
homestead exemption in 1997 and 1998 (two years previous).  He served as chairman in 
1997 (served four years from January 1, 1994, through December 31, 1997); therefore, it 
is reasonable to question the legal status of bond and legal documents executed/signed by 
him on behalf of the Authority during the time he was apparently disqualified to serve on 
the Board. 
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FCSI’s president and vice president informed us that they did not know the exact dates 
but that, in 2003 or prior, Mr. Henagan’s change in residency was verbally communicated 
to the chairman and to the former bond counsel (resigned in May 2003).  The chairman 
and previous chairman told us they did not recall any such communication from FCSI.  
The former bond counsel recalled receiving a telephone call from the vice president in the 
summer of 2002 relating to the issue.  The former bond counsel also told us that he spoke 
to the chairman about the issue in March 2003.  Both the current and previous chairman 
maintain they were not aware of Mr. Henagan’s move prior to the issue being brought up 
in 2004 by the mayor’s office.   
 
Recommendation:  Although the Board obtained an opinion from its legal counsel, we 
suggest that the Board request a formal opinion from the Louisiana Attorney General.  
The Board has a fiduciary responsibility to determine the legal status of bond/legal 
documents signed by Mr. Henagan during the period of his apparent disqualification, 
including board actions voted upon by him and legality of seeking reimbursement of per 
diems paid him during the period of disqualification.   
 
Also, we suggest that the Board establish formal procedures to monitor the residency 
status of trustees to ensure compliance with the trust indenture.  In addition, we 
recommend that the Board establish procedures for timely notifying the mayor and 
council (governing body of the beneficiary) of a trustee’s disqualification. 
 
Liaison 
 
Prior to 2004, the East Baton Rouge Parish Attorney and Director of Finance did not 
serve as ex-officio, nonvoting trustees as required by the trust indenture.   
 
Both the current and previous chairman told us that they were unaware of this 
requirement prior to the issue being brought up in 2004. 
 
Disclosure of Operations 
 
Prior to 2004, the Board failed to file written quarterly reports on the operations of the 
Authority with the East Baton Rouge Parish Clerk for distribution to the mayor and 
council members as required.   
 
Both the current and previous chairman told us that they were unaware of this 
requirement prior to the issue being brought up in 2004. 
 
Recommendation:  We suggest that the Board enhance its disclosure to the parish 
(beneficiary) by requiring all proposed bond/securities issues of the Authority to be 
submitted to the East Baton Rouge Parish Metropolitan Council for approval. 
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Noncompliance With Bylaws 
 
The Board’s financial review of the operations of the Authority does not encompass a review and 
comparison of budgeted amounts to actual results on a quarterly basis as required by Article 6.1 
of the Authority’s bylaws.  The bylaws provide for the orderly administration and regulation of 
the affairs of the Authority. 
 
Recommendation:  We suggest that the Board strictly comply with the Authority’s bylaws and 
review a financial statement with budget comparisons on at least a quarterly basis.   
 
 

Computer Backup Tape 
 
The computer server is backed up daily; however, the backup tape is not taken offsite each day.  
Good controls require that financial records of the Authority be properly safeguarded.  If not, in 
the event of a disaster (e.g., fire, flood, et cetera), financial records could be destroyed and not be 
readily reconstructed/replaced. 

Recommendation:  We suggest that the backup tape be taken offsite each day and kept in a 
secure place. 
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