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Management Discussion and Analysis 

 

Independent Auditors’ Report 

The Independent Auditors’ Report contains a qualified opinion as it relates to the fair value of the assets of 

ECD New Markets 4, LLC and ECD New Markets 5, LLC, two of Hope Enterprise Corporation’s (HEC’s) 

New Market Tax Credit (NMTC) entities as of December 31, 2016. ECDNM4 holds a loan receivable from 

Quitman Investment Fund II (Quitman) and has net assets of $8.3 million. ECDNM5 has an investment 

accounted for on the equity method, Hickory Holdings, LLC (Hickory), which is related to and through a 

subsidiary, and leases equipment to a subsidiary of Quitman, and has net assets of $5.8 million. Both 

Quitman and Hickory incurred recurring operating losses and in 2016, the Quitman operating subsidiary 

terminated its agreement with the entity, which was its primary source of revenue. Quitman is in 

negotiations with its various lenders for a forbearance agreements and is developing new sources of 

revenue. The success of these efforts cannot be determined at this time. In the event that Quitman is unable 

to satisfy its obligations and the loan from ECDNM4 is not repaid, and the ECDNM5 investment in 

Hickory has no value, consolidated loans receivable would be reduced by $8.2 million, consolidated 

investments in affiliated companies would be reduced by $5.7 million, consolidated non-controlling 

interests would be reduced by $14.1 million dollars and consolidated unrestricted net assets would be 

reduced by $1,600, which is the sum of HEC’s investment in the two NMTC entities. The effect on the 

statement of activities would be to decrease the change in net assets before non-controlling interests from a 

$2.5 million increase to a $11.6 million dollar decrease in net assets, all but $1,600 of which would be 

attributable to non-controlling interests. This would have no effect on cash and does not change our outlook 

on the performance of Hope Enterprise Corporation. 

 

Balance Sheet Analysis 

HEC’s total assets stood at $106.3 million at December 31, 2016, down $5.6 million from December 31, 

2015. This change in total assets is primarily the result of the successful wind down of ECD Central City, 

LLC, an HEC NMTC entity with total assets of $5.0 million in 2016. We successfully retired another HEC 

NMTC entity in 2015, ECD Plus, LLC, with total assets at wind down of approximately $7.7 million. 

 

Also, our initial NMTC entities, ECD Associates, LLC and ECD New Markets, LLC, created to fund 

secondary capital transactions to Hope Credit Union, continued to receive repayments of that secondary 

capital and pay off NMTC related debt, and so continue to decline in size.  During 2016, the total 

consolidated assets of ECD Associates, LLC fell by $1.4 million, reducing HEC’s consolidated total assets 

by an equal amount. 
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The effect of these transactions on HEC’s net worth position as a percentage of total assets is detailed in the 

following schedule: 

 

 2016 2015 

Unrestricted 9.7% 12.8% 
Non-controlling interests 45.6% 52.7% 
Total unrestricted 55.3% 65.4% 
Temporarily restricted 18.4% 8.8% 
Permanently restricted 2.0% 1.8% 
Total net assets 75.7% 76.0% 

 

As detailed in the following schedule, the vast majority of HEC’s assets are tied up in some form of loan, 

investment, or property that resulted from a loan: 

 

 2016 2015 

Loans receivable – net of 
allowance for loan losses 

55,812,341 63,809,168 

Loan guarantees receivable 139,032 358,708 
Investments in affiliated companies 6,757,047 8,883,489 
Investment in secondary capital of 
HCU 

11,725,000 12,725,000 

Foreclosed property 316,120 244,556 
Total 74,749,540 86,020,921 
Percent of total assets 70% 77% 

 

Notes payable decreased from $27.0 million at December 31, 2015 to $24.8 million at December 31, 2016, 

a decrease of $2.2 million. 

 

Earnings Analysis 

Total revenue for 2016 was $20.7 million as compared to $20.8 million for 2015, and expenses were $15.2 

million in 2016 as compared to $12.6 million for 2015. This represents a decrease in change in net assets 

before non-controlling interests of $4.5 million. Non-controlling interests in subsidiaries’ losses increased 

from $774,000 in 2015 to $4.3 million in 2016 with the change in net assets attributable to controlling 

interest decreasing from $7.7 million in 2015 to $6.8 million in 2016.  

 

The year ending December 31, 2016 was very good financially for HEC, as was the prior year. However, 

the financial performance should be placed in context. A huge driver for HEC’s revenues in 2016 was the 

recognition of $8 million in grants from a bank in the fourth quarter. The proceeds of these grants are 

restricted for use as specified in the grant agreements for re-granting and developing of low income 

housing. 

 

When these grants are taken into account, HEC’s 2016 performance resulted in a reduction in net assets of 

$1.4 million. This performance largely resulted from expense increases, with total expenses increasing by 

$2.6 million, from $12.6 million in 2015 to $15.2 million in 2016. HEC support to Hope Credit Union 

increased to $3.7 million in 2016 from $615,000 in 2015. The provision for loan losses in 2016 was 

$800,000 compared to $2.3 million in 2015.   
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With regard to earned revenue, differences between 2016 and 2015 are summarized in the following 

schedule: 

 

 2016 2015 

Interest, dividends and related fees:   
  Loans and other investments 1,344,150           1,996,780 
  Debt securities and cash equivalents 299,887 107,843 
Gain (loss) on sale of assets  628,920 
Contract services revenues 354,629 624,467 
Total earned revenue 1,998,666 3,358,010 

 

The reduction in interest, dividends and related fees from loans and other investments is related to the 

reduction in loans receivable in 2016.  

 

 

 

 

Richard Campbell     William Bynum 

Chief Financial Officer     Chief Executive Officer 

 

 


















































































