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S HORNE

3
k. v‘ CPAs & Business Advisors

INDEPENDENT AUDITOR'S REPORT

To the Board of Directors of
Mississippi Home Corporation

Report on the Financial Statements

We have audited the accompanying combined statements of net position of Mississippi
Home Corporation (the "Corporation™) (an instrumentality of the State of Mississippi) as of
June 30, 2013 and 2012, and the related combined statements of revenues, expenses and
changes in net position and cash flows for the years then ended. Collectively, these
statements comprise the Corporation's basic financial statements as listed in the table of contents.

Management's Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements
in accordance with accounting standards generally accepted in the United States of America; this
includes the design, implementation and maintenance of internal control relevant to the
preparation and fair presentation of financial statements that are free from material misstatement,
whether due to error or fraud.

Auditor's Responsibility

Our responsibility is to express opinions on these financial statements based on our audits. We
conducted our audit in accordance with auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in 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 from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditor's
judgment, including the assessment of the risks of material misstatement of the financial
statements, whether due to fraud or error. In making those risk assessments, the auditor considers



internal control relevant to the entity's preparation and fair presentation of the financial
statements in order to design audit procedures that are appropriate in the circumstances, but not
for the purpose of expressing an opinion on the effectiveness of the entity's internal control.
Accordingly, we express no such opinion. An audit also includes evaluating the appropriateness
of accounting policies used and the reasonableness of significant accounting estimates made by
management, as well as evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a
basis for our audit opinion.

Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects,
the respective financial position of the Corporation as of June 30, 2013 and 2012, and the
changes in its net position and its cash flows for the years then ended in accordance with
accounting principles generally accepted in the United States of America.

Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the
Management's Discussion and Analysis on pages 4 through 10 be presented to supplement the
basic financial statements. Such information, although not part of the basic financial statements,
is required by the Governmental Accounting Standards Board who considers it to be an essential
part of the financial reporting for placing the basic financial statements in an appropriate
operational, economic or historical context. We have applied certain limited procedures to the
required supplementary information in accordance with auditing standards generally accepted in
the United States of America, which consisted of inquiries of management about the methods of
preparing the information and comparing the information for consistency with management's
responses to our inquiries, the basic financial statements. We do not express an opinion or
provide any assurance on the information because the limited procedures do not provide us with
sufficient evidence to express an opinion or provide any assurance.

Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the Corporation's basic financial statements. The supplementary schedules
presented on pages 30 through 51 are presented for the purposes of additional analysis and are
not a required part of the basic financial statements.

These supplementary schedules are the responsibility of management and were derived from and
relates directly to the underlying accounting and other records used to prepare the basic financial
statements. Such information has been subjected to the auditing procedures applied in the audit
of the basic financial statements and certain additional procedures, including comparing and
reconciling such information directly to the underlying accounting and other records used to
prepared the basic financial statements or to the basic financial statements themselves, and other
additional procedures in accordance with auditing standards generally accepted in the United
States of America. In our opinion, the supplementary information is fairly stated, in all material
respects, in relation to the basic financial statements taken as a whole.



Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated
September 25, 2013 on our consideration of the Corporation's internal control over financial
reporting and on our tests of its compliance with certain provisions of laws, regulations, contracts
and grant agreements, and other matters. The purpose of that report is to describe the scope of
our testing of internal control over financial reporting and compliance and the results of that
testing and not to provide an opinion on internal control over financial reporting or on
compliance. That report is an integral part of an audit performed in accordance with Government
Auditing Standards in considering the Corporation's internal control over financial reporting and
compliance.

Lo LL7

Ridgeland, Mississippi
September 25, 2013



MISSISSIPPI HOME CORPORATION
Management's Discussion and Analysis
Years Ended June 30, 2013 and 2012

This Management's Discussion and Analysis ("MD&A"™) seeks to provide readers with a
narrative overview of Mississippi Home Corporation's (the "Corporation) financial activities for
the fiscal years ended June 30, 2013 and 2012. This MD&A should be read in conjunction with
the included basic combined financial statements and notes thereto, as well as our independent
auditor's report thereon.

Required Basic Financial Statements

The required basic combined financial statements of the Corporation report information about
the Corporation using accounting methods similar to those used by private sector companies.
These statements offer information about the Corporation's activities. The combined statements
of net position include all of the Corporation's assets and liabilities and provide information
about the nature and amounts of investments in resources (assets) and the obligations to the
Corporation's creditors (liabilities). The assets are presented in order of liquidity, and liabilities
are presented in order of nearness to payment.

All of the reporting period's revenues and expenses are accounted for in the combined statements
of revenues, expenses and changes in net position. These statements measure the activities of the
Corporation's operations over the past two years and can be used to determine whether the
Corporation has successfully recovered all its costs through its services provided.

The final required financial statement is the combined statements of cash flows. The primary
purpose of these statements is to provide information about the Corporation's cash receipts and
cash payments during the reporting period. The statements report cash receipts, cash payments
and net changes in cash resulting from operating, investing, non-capital financing and financing
activities and provide information regarding the sources and uses of cash and the change in the
cash balance during the reporting period.

Financial Highlights — 2013

Total assets decreased $160.1 million or 18.9 percent

Total liabilities decreased $132.8 million or 18.8 percent

Cash and investments decreased $158.1 million or 19.9 percent

Bonds payable decreased $139.9 million or 21.3 percent

Notes payable increased $0.7 million or 63.8 percent

Total net position decreased $27.3 million or 19.5 percent, including a $29.2 million
decrease in the fair value of investments

e Total operating revenues (excluding fair value adjustments) decreased $9.9 million or
15.9 percent

Total operating expenses decreased $10.4 million or 17.1 percent

Low income housing tax credit program revenues increased $0.4 million or 18.6 percent
Interest income decreased $4.4 million or 12.6 percent

Interest expense decreased $4.3 million or 14.1 percent

Grant fund revenues decreased $5.6 million or 23.9 percent



MISSISSIPPI HOME CORPORATION
Management's Discussion and Analysis
Years Ended June 30, 2013 and 2012

e Grant fund expenses decreased $6.3 million or 27.6 percent
e Operating income (excluding fair value adjustments) increased $0.5 million or 38.8
percent

The following table summarizes the changes in the Corporation's assets and liabilities that
occurred during the fiscal year ended June 30, 2013:

Change
2013 2012 Dollars %
Cash and cash equivalents $ 49,407,590 $ 81,108,690 $ (31,701,100) -39.1%
Investments, at fair value 587,600,812 713,993,719 (126,392,907) -17.7%
Mortgage loans, net 36,880,916 36,035,757 845,159 2.3%
Unamortized bond issuance costs 5,524,347 6,842,046 (1,317,699) -19.3%
Other assets 6,551,672 8,124,728 (1,573,056) -19.4%
Total assets $ 685965337 $ 846,104,940 $ (160,139,603) -18.9%
Bonds payable, net $ 518,200,545 $ 658,075,027 $ (139,874,482) -21.3%
Notes payable 1,893,724 1,156,030 737,694 63.8%
Low income housing tax credit
program deferred revenues 20,545,835 19,917,417 628,418 3.2%
Grant fund deferred revenues 29,212,621 22,654,023 6,558,598 29.0%
All other liabilities 3,514,441 4,395,371 (880,930) -20.0%
Total liabilities $ 573,367,166 $ 706,197,868 $ (132,830,702) -18.8%
Excess of net investments in
capital assets $ 2,054,363 $ 2,052,701 $ 1,662 0.1%
Restricted net position 70,099,592 $ 98,398,682 (28,299,090) -28.8%
Unrestricted net position 40,444,216 39,455,689 988,527 2.5%
Total net position $ 112598,171 $ 139,907,072 $ (27,308,901) -19.5%

[Remainder of page left blank intentionally]



MISSISSIPPI HOME CORPORATION
Management's Discussion and Analysis
Years Ended June 30, 2013 and 2012

The following table summarizes the changes in the Corporation's operating revenues and
expenses, before fair value adjustments, for the fiscal year ended June 30, 2013:

Change
2013 2012 Dollars %
Interest on cash and investments $ 2,268,574 $ 2,239.482 $ 29,092 1.3%
Interest on mortgage-backed
securities 28,062,205 32,545,225 (4,483,020) -13.8%
Interest on mortgage loans 561,949 550,316 11,633 2.1%
Low income housing tax credits 2,454,550 2,070,467 384,083 18.6%
Gain on sale of mortgage-backed
securities 148,077 - 148,077 NM
Grant fund revenues 17,896,937 23,521,467 (5,624,530)  -23.9%
All other revenues 993,229 1,341,478 (348,249)  -26.0%
Total operating revenues $ 52,385,521 62,268,435 (9,882,914)  -15.9%
Interest expense $ 26,228,428 30,530,033 (4,301,605) -14.1%
Amortization of bond issuance costs 1,474,397 1,049,557 424,840 40.5%
Salaries and benefits 4,158,125 3,769,294 388,831 10.3%
Grant fund expenses 16,584,144 22,891,133 (6,306,989) -27.6%
All other expenses 2,006,198 2,634,715 (628,517) -23.9%
Total operating expenses 50,451,292 60,874,732 (10,423,440) -17.1%
Operating income before fair
value adjustments $ 1,934,229 $ 1,393,703 $ 540,526 38.8%

The Corporation reported total assets of $686 million at June 30, 2013. This represented a
decrease of $160.1 million compared to June 30, 2012. Total liabilities for the same period
decreased $132.8 million while total net position decreased $27.3 million.

Cash and cash equivalents decreased $31.7 million to $49.4 million at June 30, 2013 compared
to June 30, 2012. The decrease was due primarily to bond principal repayments, offset by an
increase in cash related to the Hardest Hit Fund.

Investments decreased $126.4 million to $587.6 million at June 30, 2013 compared to June 30,
2012. The decrease was the result of two factors:

e Scheduled payments and prepayments of mortgage-backed securities in the mortgage
revenue bond program as a result of homeowners refinancing their mortgages as well as
loans being purchased out of the mortgage-backed securities due to loan restructurings;
and

e The decrease in market value adjustment of $29.2 million of the investment portfolio.

The decrease in total liabilities of $132.8 million in 2013 was attributable primarily to a decrease
in bonds payable of $139.9 million due to calls resulting from the mortgage-backed securities
prepayments described in the preceding paragraph. This decrease was offset by an increase in
grant fund deferred revenues of $6.6 million related to the Hardest Hit Fund. Deferred grant



MISSISSIPPI HOME CORPORATION
Management's Discussion and Analysis
Years Ended June 30, 2013 and 2012

fund revenues represent funds that have been received by the Corporation that have yet to be
disbursed, as well as certain mortgage loans originated from federal grant funds. The Hardest Hit
Fund is a program created by the U.S. Treasury to provide funding for state Housing Finance
Authorities to develop locally-tailored foreclosure prevention solutions in areas that have been
hit hard by high unemployment and home price declines.

Total operating revenues before fair value adjustments for fiscal year 2013 were $52.4 million
compared to $62.3 million for fiscal year 2012. The decrease in operating revenues was
attributable primarily to two factors:

e Decreased "flow-through™ revenues of $5.6 million from the Corporation's management
of federal grant programs; and

e A decrease in interest income of $4.4 million which resulted from an overall lower level
of earning assets, as well as the effect of terminating certain guaranteed investment
contracts in the mortgage revenue bond program.

Total operating expenses were $50.5 million in fiscal year 2013, down from $60.9 million in
fiscal year 2012. The decrease in operating expenses was attributable primarily to two factors:

e Decreased "flow-through" expenses of $6.3 million from the Corporation's management
of federal grant programs; and

e A decrease in interest expense of $4.3 million which resulted from a lower level of bonds
payable.

As a result of the above factors, operating income before fair value adjustments was $1.9 million
in 2013 compared to $1.4 million in 2012

Financial Highlights — 2012

e Total assets decreased $47.7 million or 5.3 percent

Total liabilities decreased $57.1 million or 7.5 percent

Cash and investments decreased $48.4 million or 5.7 percent

Bonds payable decreased $51.3 million or 7.2 percent

Notes payable decreased $3.9 million or 77.1 percent

Total net position increased $9.4 million or 7.2 percent, including a $8.0 million increase
in the fair value of investments

Total operating revenues (excluding fair value adjustments) decreased $32.9 million or
34.5 percent

Total operating expenses decreased $32.4 million or 34.7 percent

Low income housing tax credit program revenues increased $0.1 million or 4.7 percent
Interest income decreased $2.8 million or 7.3 percent

Interest expense decreased $2.3 million or 6.9 percent

Grant fund revenues decreased $28.7 million or 55.0 percent

Grant fund expenses decreased $29.0 million or 55.9 percent

Operating income (excluding fair value adjustments) decreased $0.5 million or 26.2
percent



MISSISSIPPI HOME CORPORATION
Management's Discussion and Analysis
Years Ended June 30, 2013 and 2012

The following table summarizes the changes in the Corporation's assets and liabilities that
occurred during the fiscal year ended June 30, 2012:

Change
2012 2011 Dollars %
Cash and cash equivalents $ 81,108,690 111,304,981  $ (30,196,291)  -27.1%
Investments, at fair value 713,993,719 732,243,777 (18,250,058) -2.5%
Mortgage loans, net 36,035,757 34,832,702 1,203,055 3.5%
Unamortized bond issuance costs 6,842,046 6,814,983 27,063 0.4%
Other assets 8,124,728 8,589,701 (464,973) -5.4%
Total assets $ 846,104,940 893,786,144 $ (47,681,204) -5.3%
Bonds payable, net $ 658,075,027 709,382,170 $ (51,307,143) -7.2%
Notes payable 1,156,030 5,041,318 (3,885,288) -17.1%
Low income housing tax credit
program deferred revenues 19,917,417 19,688,538 228,879 1.2%
Grant fund deferred revenues 22,654,023 24,256,435 (1,602,412) -6.6%
All other liabilities 4,395,371 4,915,043 (519,672)  -10.6%
Total liabilities $ 706,197,868 763,283,504 $ (57,085,636) -7.5%
Excess of net investments in
capital assets $ 2,052,701 2,209,035 $ (156,334) 71%
Restricted net position 98,398,682 88,873,566 9,525,116 10.7%
Unrestricted net position 39,455,689 39,420,039 35,650 0.1%
Total net position $ 139,907,072 130,502,640 $ 9,404,432 7.2%

[Remainder of page left blank intentionally]



MISSISSIPPI HOME CORPORATION
Management's Discussion and Analysis
Years Ended June 30, 2013 and 2012

The following table summarizes the changes in the Corporation's operating revenues and
expenses, before fair value adjustments, for the fiscal year ended June 30, 2012:

Change
2012 2011 Dollars %
Interest on cash and investments 2,239,482 $ 2,398,409 $ (158,927) -6.6%
Interest on mortgage-backed
securities 32,545,225 35,157,581 (2,612,356) -1.4%
Interest on mortgage loans 550,316 561,245 (10,929) -1.9%
Low income housing tax credits 2,070,467 1,976,947 93,520 4. 7%
Gain on sale of mortgage-backed
securities - 1,813,878 (1,813,878) NM
Grant fund revenues 23,521,467 52,213,529 (28,692,062)  -55.0%
All other revenues 1,341,478 1,013,380 328,098 32.4%
Total operating revenues 62,268,435 95,134,969 (32,866,534)  -34.5%
Interest expense 30,530,033 32,786,186 (2,256,153) -6.9%
Amortization of bond issuance costs 1,049,557 1,582,307 (532,750) -33.7%
Mortgage revenue bond down
payment assistance - 1,060,624 (1,060,624) NM
Salaries and benefits 3,769,294 3,546,144 223,150 6.3%
Grant fund expenses 22,891,133 51,887,513 (28,996,380) -55.9%
All other expenses 2,634,715 2,382,775 251,940 10.6%
Total operating expenses 60,874,732 93,245,549 (32,370,817) -34.7%
Operating income before fair
value adjustments $ 1,393,703 $ 1,889,420 % (495,717) -26.2%

The Corporation reported total assets of $846.1 million at June 30, 2012. This represented a
decrease of $47.7 million compared to June 30, 2011. Total liabilities for the same period
decreased $57.1 million while total net position increased $9.4 million.

Cash and cash equivalents decreased $30.2 million to $81.1 million at June 30, 2012 compared
to June 30, 2011. The decrease was due primarily to bond principal repayments net of new
issuance of bonds.

Investments decreased $18.3 million to $714.0 million at June 30, 2012 compared to June 30,
2011. The decrease was the result of two factors:

e Scheduled payments and prepayments of mortgage-backed securities in the mortgage
revenue bond program as a result of homeowners refinancing their mortgages as well as
loans being purchased out of the mortgage-backed securities due to loan restructurings;
and

e The purchase of $66.2 million in mortgage-backed securities under the New Issue Bond
Program ("NIBP"). NIBP is a federal program designed to provide housing finance
agencies with financing to issue new mortgage revenue bonds at a competitive interest
rate.



MISSISSIPPI HOME CORPORATION
Management's Discussion and Analysis
Years Ended June 30, 2013 and 2012

The decrease in total liabilities of $57.1 million in 2012 was attributable primarily to a decrease
in bonds payable of $51.3 million due to calls resulting from the mortgage-backed securities
prepayments described in the preceding paragraph.

Total operating revenues before fair value adjustments for fiscal year 2012 were $62.3 million
compared to $95.1million for fiscal year 2011. The decrease in operating revenues was
attributable primarily to two factors:

e Decreased "flow-through™ revenues from the Corporation's management of federal grant
programs; and

e A decrease in interest income of $2.8 million which resulted from an overall lower level
of earning assets, as well as the effect of terminating certain guaranteed investment
contracts in the mortgage revenue bond program.

Total operating expenses were $60.9 million in fiscal year 2012, down from $93.2 million in
fiscal year 2011. The decrease in operating expenses was attributable primarily to three factors:

e Decreased "flow-through™ expenses from the Corporation's management of federal grant
programs;

e A decrease in interest expense of $2.3 million which resulted from a lower level of bonds
payable; and

e A decrease in Mortgage Revenue Bond down payment assistance of $1.1 million which
resulted from the Corporation's discontinuance of grants for bond loans.

As a result of the above factors, operating income before fair value adjustments was $1.4 million
in 2012 compared to $1.9 million in 2011.

Debt Administration

The Corporation sells bonds to investors in order to raise capital. These bonds are marketable
securities backed by mortgage loans on residential properties. The Corporation's bond issues
require cash reserves along with mortgage insurance and other safeguards in addition to the
mortgage on the property being financed, all of which gives the investor or bondholder
additional assurance that the issuer, in this case the Corporation, will repay the bonds.

Economic Factors

The primary business activity of the Corporation is funding the purchase of single-family home
mortgages. The Corporation's mortgage financing activities are sensitive to the level of interest
rates, the spread between the rate available on the Corporation's loans and the rates available in
the conventional mortgage markets and the availability of affordable housing. The availability of
long-term tax-exempt financing on favorable terms is a key element in providing the funding
necessary for the Corporation to continue its mortgage financing activities.

10



MISSISSIPPI HOME CORPORATION
Management's Discussion and Analysis
Years Ended June 30, 2013 and 2012

Contact Information

This financial report is designed to provide a general overview of the Corporation's finances for
all those with interest. Questions concerning any of the information contained in this report or
requests for any additional information should be addressed to the Chief Financial Officer at
Mississippi Home Corporation, 735 Riverside Drive, Jackson, Mississippi 39202 or via our
website at www.mshomecorp.com.

11



MISSISSIPPI HOME CORPORATION
Combined Statements of Net Position
June 30, 2013 and 2012

2013 2012
ASSETS
Current assets:
Cash and cash equivalents
Cash $ 3,105433 $ 3,042,569
Restricted cash 5,408,791 27,987,827
Cash equivalents 1,546,690 4,417,505
Restricted cash equivalents 39,346,676 45,660,789
Total cash and cash equivalents 49,407,590 81,108,690
Accrued interest receivable 2,379,852 2,965,184
Total current assets 51,787,442 84,073,874
Noncurrent assets:
Investments, at fair value 587,600,812 713,993,719
Mortgage loans receivable, net of allowance for
loan losses (2013 - $2,458,826; 2012 - $2,524,354) 36,880,916 36,035,757
Unamortized bond issuance costs 5,524,347 6,842,046
Other assets 4,171,820 5,159,544
Total noncurrent assets 634,177,895 762,031,066
Total assets $ 685,965,337 $ 846,104,940
LIABILITIES AND NET POSITION
Current liabilities:
Bonds payable, net $ 4,850,401 $ 5,600,401
Notes payable 74,944 39,153
Accrued interest payable 1,732,752 2,468,059
Total current liabilities 6,658,097 8,107,613
Noncurrent liabilities:
Bonds payable, net 513,350,144 652,474,626
Notes payable 1,818,780 1,116,877
Low income housing tax credit program deferred revenues 20,545,835 19,917,417
Grant fund deferred revenues 29,212,621 22,654,023
Other liabilities and accrued expenses 1,781,689 1,927,312
Total noncurrent liabilities 566,709,069 698,090,255
Total liabilities $ 573,367,166 706,197,868
Net position:
Excess of net investments in capital assets $ 2,054,363 2,052,701
Restricted 70,099,592 98,398,682
Unrestricted 40,444,216 39,455,689
Total net position $ 112,598,171 139,907,072

See accompanying notes to combined financial statements.
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MISSISSIPPI HOME CORPORATION

Combined Statements of Revenues, Expenses and Changes in Net Position

For the Years Ended June 30, 2013 and 2012

2013 2012
Operating revenues:
Interest income:
Cash and cash equivalents $ 684,974 $ 625,972
Mortgage-backed securities 28,062,205 32,545,225
Other investments 1,583,600 1,613,510
Mortgage loans 561,949 550,316
Total interest income 30,892,728 35,335,023
Net (decrease) increase in fair value of investments (29,243,130) 8,010,729
Low income housing tax credit program 2,454,550 2,070,467
Gain on sale of mortgage-backed securities 148,077 -
Grant fund revenues 17,896,937 23,521,467
Reservation fees 142,775 196,588
Other income 850,454 1,144,890
Total operating revenues 23,142,391 70,279,164
Operating expenses:
Interest expense 26,228,428 30,530,033
Amortization of bond issuance costs 1,474,397 1,049,557
Salaries and related benefits 4,158,125 3,769,294
Grant fund expenses 16,584,144 22,891,133
Provision for mortgage loan losses (52,667) 491,378
Other 2,058,865 2,143,337
Total operating expenses 50,451,292 60,874,732
Operating income (loss) (27,308,901) 9,404,432
Net position, beginning of year 139,907,072 130,502,640
Net position, end of year $ 112,598,171 $ 139,907,072

See accompanying notes to combined financial statements.

13




MISSISSIPPI HOME CORPORATION
Combined Statements of Cash Flows
For the Years Ended June 30, 2013 and 2012

2013 2012
Cash flows from operating activities:
Loan principal payments received 3,242,172 $ 1,872,573
Loan interest payments received 550,757 542,353
Loan disbursements (4,023,387) (3,727,254)
Payments to employees (4,132,690) (3,750,821)
Grant funds expended (16,584,144) (22,891,133)
Payments to vendors (1,311,849) (2,025,246)
Fee income received 3,197,314 2,515,534
Grant funds received 24,156,857 21,919,055
Other income received 837,787 1,065,033
Net cash provided by (used in) operating activities 5,932,817 (4,479,906)
Cash flows from noncapital financing activities:
Proceeds from issuance of bonds 38,070,000 30,288,239
Proceeds from issuance of notes 816,335 21,275,860
Principal repayment of bonds (176,035,000) (81,520,000)
Principal repayment of notes (78,641) (25,161,148)
Premium paid on bond redemptions (1,196,638) -
Reacquisition costs paid on bond refunding (246,529) -
Interest paid (27,053,055) (30,830,149)
Bond issuance costs paid (533,688) (1,076,620)
Net cash used in noncapital financing activities (166,257,216) (87,023,818)
Cash flows from capital and related financing activities:
Property and equipment additions (296,230) (48,377)
Proceeds from sale of property and equipment - 81,350
Net cash (used in) provided by capital and related financing activities (296,230) 32,973
Cash flows from investing activities:
Purchase of investments (111,245,140) (109,292,745)
Redemption of investments 209,564,917 135,348,611
Interest received on investments 30,599,752 35,218,594
Net cash provided by investing activities 128,919,529 61,274,460
Net decrease in cash and cash equivalents (31,701,100) (30,196,291)
Cash and cash equivalents, beginning of year 81,108,690 111,304,981
Cash and cash equivalents, end of year 49,407,590 $ 81,108,690
Reconciliation of operating income (loss) to net cash provided by
(used in) operating activities:
Operating income (loss) (27,308,901) $ 9,404,432
Adjustments to reconcile operating income (loss) to
net cash provided by (used in) operating activities:
Interest paid 27,053,055 30,830,149
Amortization of bond issuance costs 1,474,397 1,049,557
Amortization of bond premium (89,323) (75,382)
Amortization of investment premium 159,176 220,118
Net decrease (increase) in fair value of investments 29,243,130 (8,010,729)
Realized loss on investments 23,026 120,800
Gain on sale of mortgage-backed securities (148,077) -
Gain on sale of fixed assets - (70,285)
Interest received on investments (30,599,752) (35,218,594)
Changes in assets and liabilities:
Increase in mortgage loans receivable, net (845,159) (1,203,055)
Decrease in accrued interest receivable 585,333 256,700
Decrease in other assets 79,825 109,585
Decrease in accrued interest payable (735,307) (228,028)
Increase in low income housing tax credit deferred revenues 628,418 227,879
Increase (decrease) in grant fund deferred revenues 6,558,598 (1,602,412)
Decrease in deferred gains (46,818) (53,200)
Decrease in other liabilities and accrued expenses (98,804) (237,441)
Total adjustments 33,241,718 (13,884,338)
Net cash provided by (used in) operating activities 5932817 $ (4,479,906)

See accompanying notes to combined financial statements.
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MISSISSIPPI HOME CORPORATION
Years Ended June 30, 2013 and 2012

NOTES TO COMBINED FINANCIAL STATEMENTS

Note 1. Organization and Summary of Significant Accounting Policies

Mississippi Home Corporation (the "Corporation™), formerly known as Mississippi Housing
Finance Corporation, is a governmental instrumentality of the State of Mississippi (the "State™)
created under the Mississippi Home Corporation Act of 1989 (the "Act"). Pursuant to the Act,
the Corporation is authorized and empowered, among other things, to issue bonds to provide
monies for financing residential housing and provide other services in regard to housing for
persons and families of low and moderate income in the State. Bonds and other obligations
issued by the Corporation are not a debt or liability of the State, but are secured solely by assets
of the individual mortgage purchase programs. The reporting entity includes the Corporation
(the primary government entity) and the Mississippi Affordable Housing Development Program
(see Note 7) for which the Corporation is accountable.

Members of the Board of Directors of the Corporation (the "Board") are appointed by the
Governor and the Lieutenant Governor of the State. The appointed members serve six-year
staggered terms and cannot be removed without cause. The Board controls the appointment of
the Executive Director, who is responsible for the staffing of the Corporation. The State
assumes no responsibility for the Corporation's day-to-day operations. The Board is solely
responsible for reviewing, approving and revising the Corporation's budget. The State is not
responsible for financing any Corporation deficit or operating deficiencies. The Corporation
controls the use of surplus funds.

The significant accounting policies used by the Corporation in preparing and presenting its
financial statements follow:

Accounting Method

The Corporation's accounts are organized as a separate set of self-balancing accounts that
comprise the assets, liabilities, net position, revenues and expenses of the individual mortgage
purchase programs, the Down Payment Assistance Program, the Mississippi Affordable Housing
Development Program, the House Bill 530 Program and the General Corporate Fund (each of the
programs are further described in the accompanying notes). The measurement focus is on
determining operating income and capital maintenance.

The accompanying financial statements present the activities of the Mortgage Revenue Bond
Program, the Down Payment Assistance Program, the Mississippi Affordable Housing
Development Program, the House Bill 530 Program and the General Corporate Fund. Since the
assets and net position of each program are generally restricted, aggregating the accounts of the
separate programs does not indicate that the assets and net position are available in any manner
other than that provided for in the bond resolutions or other agreements of the separate programs.
All material inter-fund balances and transactions have been eliminated in the combined financial
statements.
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Net Position

The restricted net position in the individual mortgage programs is restricted pursuant to the
Corporation's agreements with bondholders as determined in each bond resolution. The
restricted net position of the Mississippi Affordable Housing Development Program is restricted
in accordance with the Corporation’s agreement with the State (see Note 7).

Classification of Revenues

The Corporation recognizes revenues as follows:

Interest income is calculated based on the individual interest-earning asset and recognized when
earned.

Net increase (decrease) in fair value of investments represents the difference between the fair
value and net book value of the investments.

Grant fund revenues represent the various state and federal funds received for the reimbursement
of costs incurred. Certain federal and state grants are for the purchase of goods and services, and
therefore are deemed to be exchange transactions. Accordingly, such grant revenues are
recognized as goods are provided or services are rendered.

Cash, Cash Equivalents, Restricted Cash and Restricted Cash Equivalents

Cash and cash equivalents include General Corporate Fund cash, General Corporate Fund
investments with original maturities of less than three months at date of purchase and
unrestricted cash in certain other funds.

Restricted cash consists of cash which is restricted as to its use and is held primarily by the
Mississippi Affordable Housing Development Program, the House Bill 530 Program, the
Mortgage Revenue Bond Program and the General Corporate Fund.

Restricted cash equivalents consist substantially of: proceeds from the sales of bonds pending
the purchase of Government National Mortgage Association ("GNMA") mortgage-backed
securities ("GNMA securities” or "GNMA certificates"), Federal National Mortgage Association
mortgage-backed securities ("Fannie Mae Securities”) and Federal Home Loan Corporation
participation certificates (collectively, "Mortgage-Backed Securities"); proceeds from the
issuance of notes payable; and principal and interest payments of the Mortgage-Backed
Securities. These funds are primarily held in guaranteed investment contracts, U.S. Treasury
Bills, and money market accounts. The indentures of the respective mortgage purchase
programs stipulate that these funds may be used only for the acquisition of Mortgage-Backed
Securities or the early redemption of the respective mortgage revenue program bonds
outstanding. These instruments are considered cash equivalents because they have no stated
maturity and are readily convertible to cash at the discretion of the Corporation.
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Mortgage Loans Receivable, Mortgage-Backed Securities and Investments

A portion of the mortgage loans in the General Corporate Fund are secured by first liens on
multi-family residential properties, while the remainder is secured by first liens on single family
residential properties. Mortgage loans in the Down Payment Assistance Program are secured by
second liens on single-family residential properties. A portion of the mortgage loans in the
Mississippi Affordable Housing Development Program is secured by second liens on single
family residential properties, while the remainder is secured by first liens on multi-family
residential properties. Mortgage loans in the House Bill 530 Program are secured by first liens
on single-family residential properties. Proceeds from bond issues are invested principally in
Mortgage-Backed Securities, representing pools of mortgage loans originated under the
respective programs.

Allowance for Losses on Mortgage Loans

Losses incurred on mortgage loans are charged to the allowance for losses on mortgage loans
(the ™"allowance™). The allowance is established with a corresponding amount charged to
expense when, in management's opinion, the realization of all or a portion of the loans or
recovery on properties owned is doubtful. The allowance can be reduced when proceeds from
loan payoffs exceed management's previous estimates.

In evaluating the allowance, management considers the age of the various loans, the relationship
of the allowances to outstanding mortgage loans, collateral values, insurance claims and
economic conditions.

Management believes that the allowance is adequate. While management uses available
information to recognize losses on mortgage loans, future additions to the allowance may be
necessary based on changes in economic conditions. The provision for mortgage loan losses
totaled $(52,667) and $491,378 in 2013 and 2012, respectively.

Unamortized Bond Issuance Costs, Deferred Losses on Refunding, Discounts and Premiums

Costs related to the issuance of bonds are capitalized in the respective bond issues and amortized
over the term of the bonds using the effective interest method. During the years ended June 30,
2013 and 2012, $533,688 and $1,076,620 of issuance costs were capitalized, respectively.

Deferred losses on refundings result from a difference between the acquisition price and the net
carrying amount of the old debt and are amortized using the effective interest rate method over
the shorter of the life of the old debt or the new debt. For the year ended June 30, 2013,
$1,417,572 of refunding losses was deferred.
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In addition, discounts and premiums on the sale of bonds are deferred and amortized over the life
of the bonds. Prepayments of principal are not anticipated in amortizing bond issuance costs,
deferred losses on refundings, bond discounts or bond premiums.

Grant Fund Deferred Revenues

Certain mortgage loans were originated from federal grant funds awarded to the Corporation.
Loan payments received by the Corporation are required to be expended pursuant to the
underlying grant agreements and are recorded as grant fund deferred revenues until the earnings
process is completed.

Grant fund deferred revenues also include funds received by the corporation from awarding
agencies pending use for program and administrative expenses.

Reservation Fees

Reservation fees are those fees paid to the Corporation by mortgage lenders within the State to
reserve their respective allocation of bond proceeds or down payment assistance money for the
purpose of having the right to originate mortgage loans under the program. These reservation
fees are recognized as income when received.

Income Taxes

As a tax-exempt, quasi-governmental organization created by legislative statute, the Corporation
is exempt from federal and state income taxes. Accordingly, no provision for income taxes has
been included in the combined financial statements.

Fair VValue of Financial Instruments

GASB ASC Section 150.105, defines the fair value of a financial instrument as the amount at
which the instrument could be exchanged in a current transaction between willing parties, other
than in a forced or liquidation sale. Loans and bonds are valued at their carrying amounts, which
approximate fair value, due to the structured financing characteristics of the Corporation's bond
issues. Mortgage rates on loans originated, and subsequently securitized into Mortgage-Backed
Securities from bond proceeds, are based directly on the bond rates established at the time of
issuance. For bonds issued through June 30, 2013, Mortgage-Backed Securities are pledged
under the applicable trust indenture. The Corporation is restricted under various trust indentures
from selling Mortgage-Backed Securities at a value which would impair its ability to service the
bonds to which those certificates are specifically pledged.
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Use of Estimates

The preparation of financial statements in conformity with accounting principles generally
accepted in the United States of America requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent
assets and liabilities at the date of the financial statements and the reported amounts of income
and expenses during the reporting period. Actual results could differ from those estimates.

Recently-Issued Accounting Standards and Pronouncement

In March 2012, GASB issued Statement 65 that establishes accounting and financial reporting
standards that reclassify, as deferred outflows of resources or deferred inflow of resources,
certain items that were previously reported as assets and liabilities and recognizes, as outflows of
resources or inflows of resources, certain items that were previously reported as assets and
liabilities. This statement is effective for annual reporting periods beginning on or after
December 15, 2012 and should be applied retrospectively. The Corporation is currently
evaluating the impact of adopting this standard.

In June 2012, GASB issued Statement 68 that establishes accounting and financial reporting
standards that require cost-sharing defined benefit pensions to record a liability and expense
equal to their proportionate share of the collective net pension liability and expense for the cost-
sharing plan. This statement also requires more extensive note disclosures and required
supplementary information, including disclosing descriptive information about the types of
benefits provided, how contributions to the pension plan are determined, and assumptions and
methods used to calculate the pension liability. This statement is effective for annual reporting
periods beginning on or after June 15, 2014 and should be applied prospectively. The
Corporation is currently evaluating the impact of adopting this standard.

Reclassification

Certain reclassifications have been made to the prior years' financial statements to conform to the
current year presentation. These reclassifications had no effect on previously reported results of
operations or net position.

The Corporation adjusted its 2012 combined statement of cash flows to reflect $1,602,412 of fee
income received previously reported as grant funds received. The restatement had no effect on
net position at June 30, 2012 or the operating income for the year then ended as previously
reported.
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Note 2. Cash Equivalents and Investments

The Corporation is authorized by Mississippi statute, subject to any agreement with bondholders
or noteholders, to invest in the following:

e Direct obligations of or obligations guaranteed by the United States;

e Bonds, debentures, notes or other evidence of indebtedness issued by U.S. Government
agencies;

e Direct and general obligations of the State;

e Repurchase agreements secured by collateral;

e Investment contracts or agreements with entities rated "A™ or better by a nationally
recognized rating agency; and

o Certificates of deposit or time deposits of qualified depositories and money market funds.

GASB ASC Section 150.105, requires that certain investments be reported at fair value in the
financial statements, with unrealized gains or losses being reported in the earnings of the current
period. Money market investments, guaranteed investment contracts and other highly liquid
investments with no stated maturity are considered cash equivalents and are reported at
amortized cost.

At June 30, 2013, the carrying amount of the Corporation's cash and cash equivalents was
$49,407,590 and the bank balance was $49,605,172. The differences between the carrying
amount and bank balance were the result of transactions in transit. Of the $49,605,172 bank
balance, $8,694,442 was either insured by federal regulatory authorities or collateralized with
securities held by the Corporation or by its agent in the Corporation's name. Of the remaining
bank balance of $40,910,730, $7,197,178 was invested in U.S. Obligations related to the Hardest
Hit Fund and $33,713,552 was uncollateralized balances primarily invested in money market
accounts. The Hardest Hit Fund is a program created by the U.S. Treasury to provide funding for
state Housing Finance Authorities to develop locally-tailored foreclosure prevention solutions in
areas that have been hit hard by high unemployment and home price declines.

Similarly, at June 30, 2012, the carrying amount of the Corporation's cash and cash equivalents
was $81,108,690 and the bank balance was $81,336,041. The differences between the carrying
amount and bank balance were the result of transactions in transit. Of the $81,336,041 bank
balance, $6,727,411 was either insured by federal regulatory authorities or collateralized with
securities held by the Corporation or by its agent in the Corporation's name. Of the remaining
bank balance of $74,608,630, $4,021,414 was invested in U.S. Treasury Bills related to the New
Issue Bond Program and $70,587,216 was uncollateralized balances primarily invested in money
market accounts.
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A summary of the estimated fair value and amortized cost of investments as of June 30, 2013
and 2012 follows:

2013 2012

Estimated Amortized Estimated Amortized

Fair Value Cost Fair Value Cost
U. S. Government agency securities $ 17,159,889 $ 17,346,029 $ 16,264,338 $ 15,943,032
Corporate debt securities 4,246,666 4,024,128 3,122,225 2,968,285
Municipal debt securities 5,051,461 5,236,312 4,339,061 4,303,803
Mortgage-backed securities 549,261,084 516,090,959 677,362,650 615,755,639
Collateralized mortgage obligations 6,022,838 6,064,968 6,740,865 6,584,728
Other asset-backed securities 377,553 377,603 436,967 450,351
Commercial agreements 5,481,321 5,481,180 5,727,613 5,732,756

$ 587,600,812 $ 554,621,179 $ 713,993,719 $ 651,738,594

At June 30, 2013, the Corporation's securities had scheduled maturities as follows:

Investment Maturities

Estimated Less than 1to5 5to0 10 More than
Fair Value 1 year years years 10 years
U. S. Government agency
securities $ 17,159,889 $ 1,833,521 $ 1,516,935 $ 12,906,038 $ 903,395
Corporate debt securities 4,246,666 283,943 3,653,057 309,666 —
Municipal debt securities 5,051,461 — 827,462 4,223,999 —
Mortgage-backed securities 549,261,084 4,607 1,566,138 1,294,364 546,395,975
Collateralized mortgage
obligations 6,022,838 — — 1,869,224 4,153,614
Other asset-backed
securities 377,553 — — — 377,553
Commercial agreements 5,481,321 5,226,081 255,240 —_ —_

$ 587,600,812 $ 7,348,152 $ 7,818,832 $ 20,603,291 $ 551,830,537

Interest Rate Risk

In general, the Corporation's investment strategy is designed to match the life of the asset with
the maturity date of its related liability. With this strategy, investments would be expected to
reach maturity with limited realized gains or losses. Most of the Corporation's investments are in
mortgage-backed securities, which are subject to prepayment risk as market interest rates
change.
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Credit Risk

Investments for each bond issue are those permitted by the various bond indentures and bond
resolutions adopted by the Corporation. As of June 30, 2013, the Corporation's investments in
certain Commercial Agreements, U.S. Government Obligations and Mortgage-Backed Securities
were unrated. The Corporation's remaining investments are rated by Moody's Investor Service
or Standard and Poor's as follows:

June 30, 2013

Investment Type Rating Balance
U.S. Government agency securities Aaa $ 16,256,494
Corporate debt securities Aaa 460,881
Corporate debt securities Aa 568,631
Corporate debt securities A 1,304,131
Corporate debt securities Baa 1,913,023
Municipal debt securities Aa 4,845,700
Mortgage-backed securities Aaa 7,552,478
Collateralized mortgage obligations Aaa 6,022,838
Other asset-backed securities Baa 11,427
Other asset-backed securities Ba 264,255
Other asset-backed securities Caa 13,864
Commercial agreements Aaa 481,321
$ 39,695,043

Custodial Credit Risk

For an investment, custodial credit risk is the risk that, in the event of the failure of the
counterparty, the Corporation would not be able to recover the value of its investments or
collateral securities that are in possession of an outside party. Substantially all of the
Corporation's investments are held in the Corporation's name by its trustee.

Concentration of Credit Risk

The Corporation's investment policy places no limits on the amount the Corporation may invest
in any one issuer. As of June 30, 2013, the Corporation held GNMA investments with a fair
value of $469,177,105 and FNMA investments with a fair value of $79,940,409, which represent
approximately 94 percent of the Corporation's total investment holdings.
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Note 3. Mortgage Loans Receivable

Mortgage loans receivable is comprised of real estate mortgage loans and real estate construction
loans. Real estate mortgage loans are secured by personal residences and payable in periodic
installments. As of June 30, 2013 and 2012, $10,429,507 and $9,728,467, respectively, of real
estate mortgage loans were outstanding. Real estate construction loans are made for the purpose
of real estate construction and land development. As of June 30, 2013 and 2012, $28,910,235
and $28,831,644, respectively, of real estate construction loans were outstanding.

All real estate securing the mortgage loans is located in the State.

Note 4. Bonds and Notes Payable

The following table summarizes the debt activity for the Corporation's bonds and notes payable:

Mortgage
Revenue Notes
Bonds, net Payable
Balance at June 30, 2011 $ 709,382,170 $ 5,041,318
Proceeds from issuance 30,288,239 21,275,860
Principal repayments (81,520,000) (25,161,148)
Premium amortization (75,382) —
Balance at June 30, 2012 658,075,027 1,156,030
Proceeds from issuance 38,070,000 816,335
Principal repayments (176,035,000) (78,641)
Deferred amount on refunding (1,417,572) —
Redeemed bond premium (402,587) —
Premium amortization (89,323) —
Balance at June 30, 2013 $ 518200545 $ 1,893,724

The Corporation has the option to redeem bonds after they have been outstanding for 10 years at
initial prices ranging from 100 percent to 104 percent of par and subsequently at prices declining
to par. Certain extraordinary redemptions, as governed by the bond resolutions, are permitted
prior to the foregoing redemption dates.

On June 27, 2013, the Corporation issued $38.1 million of revenue refunding bonds. Of the
$38.1 million, $26.8 million was used to current refund the outstanding 1995, 2001, 2002 and
2003 series revenue bonds, and $11.3 million was used to advance refund the outstanding
2004A, 2004B and 2004C series (“"the 2004 series™) revenue bonds. As a result of this
transaction, the Corporation reduced the weighted average interest rate on the refunded bonds
from approximately 5.80 percent to 2.75 percent, resulting in first-year debt service savings of
approximately $1,160,000. The Corporation placed the net proceeds of the advance refunding
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portion in an irrevocable trust to provide for all future debt service payments on the 2004 series
revenue bonds. As a result, the 2004 series bonds are considered defeased, and the Corporation
has removed the liability from the financial statements. The outstanding principal of the
defeased bonds is $11,695,000 at June 30, 2013.

This transaction resulted in a loss on the refunding of the debt that, in accordance with GASB,
will be deferred and amortized into interest expense over the life of the new debt. The deferred
amount is computed as follows:

Proceeds required to refund old debt $ 40,453,170
Less: net carrying value of old debt (39,035,598)
Deferred amount on refunding of debt $ 1417572

The deferred amount on refunding of debt is included in bonds payable in the Combined
Statement of Net Position. (See the Bonds Description table for a description of the terms of the
new debt.)

The bonds are secured, as described in the applicable bond resolution, by a pledge of the
revenues, monies, investments, mortgage loans and other assets of the applicable programs.
Management believes that, for the years ended June 30, 2013 and 2012, the Corporation has
complied with all bond covenants.

Bonds and notes payable of the Corporation follow:

June 30,

Bonds Description 2013 2012
1995CD series bonds — 6.520 percent interest payable

semi-annually, principal due through November 1, 2027 $ — $ 615,000
1995J series bonds — 5.900 percent interest payable

semi-annually, principal due through June 1, 2017 — 60,000
1995J series bonds — 6.125 percent interest payable

semi-annually, principal due through June 1, 2027 — 800,000
2001A series bonds — 6.500 percent interest payable

semi-annually, principal due through June 1, 2032 — 5,486,871
2001B series bonds — 6.375 percent, interest payable

semi-annually, principal due through December 1, 2032 — 2,917,356
2001D series bonds — 6.250 percent interest payable

semi-annually, principal due through December 1, 2032 — 3,763,216
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June 30,

Bonds Description 2013 2012
2002A series bonds — 6.100 percent interest payable semi-

annually, principal due through June 1, 2034 — $ 5,129,389
2002B series bonds — 6.450 percent interest payable semi-

annually, principal due through December 1, 2033 — 3,976,269
2002 lease purchase series bonds, interest at prime-rate plus 2.00

percent, 10.250 percent at June 30, 2007, principal due through

October 1, 2007 (see Note 10) 600,401 600,401
2002C series bonds —5.800 percent, interest

payable semi-annually, principal due through June 1, 2034 — 7,895,721
2003A series bonds — 4.250 percent to 6.350 percent, interest

payable semi-annually, principal due through December 1, 2034 — 3,757,296
2004A series bonds — 4.850 percent to 5.000 percent, interest

payable semi-annually, principal due through December 1, 2034 — 5,375,000
2004B series bonds — 5.000 percent to 5.700 percent, interest

payable semi-annually, principal due through December 1, 2035 — 3,840,000
2004C series bonds — 4.600 percent to 5.950 percent, interest

payable semi-annually, principal due through December 1, 2035 — 5,190,000
2004D series bonds — 4.350 percent to 4.850 percent, interest

payable semi-annually, principal due through December 1, 2035 5,425,000 7,030,000
2005A series bonds — 3.850 percent to 6.500 percent, interest

payable semi-annually, principal due through December 1, 2036 8,535,000 10,695,000
2005B series bonds — 4.000 percent to 5.500 percent, interest

payable semi-annually, principal due through December 1, 2036 13,305,000 17,135,000
2005C series bonds — 4.880 percent, interest payable

semi-annually, principal due through December 1, 2037 12,690,000 17,650,000
2006A series bonds — 4.650 percent to 4.750 percent, interest

payable semi-annually, principal due through December 1, 2038 27,805,000 38,320,000
2006B series bonds — 4.850 percent to 4.900 percent, interest

payable semi-annually, principal due through December 1, 2038 15,265,000 21,085,000
2006C series bonds —