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INDEPENDENT AUDITORS' REFORT

Board of Directors
Hope Enterprise Corporation
Jackson, Mississippi

Report on the Financial Statements

We have audited the accompanying consolidated financial statements of Hope Enterprise Corporation
and entities under its control (the Company), which comprise the consolidated statements of financial
position as of December 31, 2020 and 2019, and the related consolidated statements of activities and
of cash flows for the years then ended, and the related notes to the consolidated financial statements.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these consolidated financial
statements in accordance with accounting principles 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 consclidated financial statements that are free from material
imisstatement, whether due to fraud or error.

Auditors’ Responsibility

Our responsihility is to express an opinion on these consolidated financial statements based on our
audits. We conducted our audits 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 consolidated
financial statements are free of material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the consolidated financial statements. The procedures selected depend on the auditors’ judgment,
including the assessment of the risks of material misstatement of the consolidated financial statements,
whether due to fraud or error. In making those risk assessments, the auditor considers internal control
relevant fo the entity’'s preparation and fair presentation of the consolidated 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 consolidated financial statements.

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

A membar of
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Board of Directors
Hope Enterprise Corporation

Opinion
In our opinion, the consolidated financial statements referred to in the first paragraph present fairly, in
all material respects, the financial paosition of Hope Enterprise Corporation and entities under its control
as of December 31, 2020 and 2019, and the changes in their consolidated net assets and their
consolidated cash flows for the years then ended in accordance with accounting principles generally
accepted in the United States of America.

Report on Supplementary Information

Our 2020 audit was conducted for the purpose of forming an opinion on the consolidated financial
statements as a whole. The supplementary information included in the Statement of Financial Position-
NeighborWorks America Funds and Statement of Activities-NeighborWorks America Funds are
presented for purposes of additional analysis and is not a required part of the consolidated financial
statements. Such information is the responsibility of management and was derived from and relates
directly to the underlying accounting and other records used to prepare the consclidated financial
statements. The information has been subjected to the aguditing procedures applied in the audit of the
consolidated financial statements and certain additional procedures, including comparing and
reconciling such information directly to the underlying accounting and other records used to prepare the
consolidated financial statements or to the consclidated 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 2020 consalidated financial statements as a whaole.

Report on Schedule of Expenditures of Federal Awards Required by the Uniform Guidance

Our audit was conducted for the purpose of forming an opinion on the financial statements as a whole.
The accompanying schedule of expenditures of federal awards is presented for purposes of additional
analysis as required by the Uniform Guidance and is not a required part of the financial statements.
Such information is the responsibility of management and was derived from and relates directly to the
underlying accounting and other records used to prepare the financial statements. The information has
been subjected to the auditing procedures applied in the audit of the financial statements and certain
additional procedures, including comparing and recenciling such information directly to the underlying
accounting and other records used to prepare the financial statements or to the financial stalements
themselves, and other additional procedures in accordance with auditing standards generally accepted
in the United States of America. In our opinion, the schedule of expenditures of federal awards is fairly
stated in all material respects in relation to the financial statements as a whole.

/%m«:%m% L7
CliftonLarsonAllen LLP

Dallas, Texas
March 30, 2021



HOPE ENTERPRISE CORPORATION

CONSOLIDATED STATEMENTS OF FINANCIAL POSITION
DECEMBER 31, 2020 AND 2019

ASBETS

Cash and Cash Equivalents

Restricted Cash

Grant and Other Receivables

Contract Revenue Receivable

Loans Receivable, Net of Allowance for L.oan Losses of Approximately
$2,031,000 and $2,149,000 in 2020 and 2019, Respectively

Investment Securities

Investment in Affiliated Companies - Note 6

Investment in Secondary Capital of Hope Federal Credit Union - Note 7

Property and Equipment. Net

Other Assets

Total Assets
LIABILITIES AND NET ASSETS

LIABILITIES
Accounts Payable and Accrued Expenses
Funds Held in Escrow
Payable to Hope Federal Credit Union
Deferred Revenue
Notes Payable
Total Liabilities

NET ASSETS
Without Donor Restrictions
Noncontrelling Interests
Total Without Donor Restrictions
With Donor Restrictions
Total Net Assets

Total Liabilities and Net Assets

See accompanying Notes to Consalidated Financial Statements.

(3)

2020 2019
$ 24445074 $ 1830170
6,981,652 4,792,707
2,013,287 3,175,489
219,877 158,085
208,644,234 135,577,901
21,200,478 156,815,535
1,107,608 1,036,558
15,475,000 12,475,000
2,179,606 2,309,327
332,001 359,385

$ 282,599.817

3 177,630,147

$ 2051574 $ 1,472,584
- 23,057

3,077,312 2,317.019
1,124,729 2,125,566
107,622,143 23,831.483
113,875,758 29,869,749
37,831,395 8,591,433
111,402,779 119,554 915
149,234,174 128,146,348
19,489,885 19,614.050
168,724,059 147,660,398

$ 282,599,817

$ 177,530147




HOPE ENTERPRISE CORPORATION

CONSOLIDATED STATEMENT OF ACTIVITIES

YEAR ENDED DECEMBER 31, 2020

REVENLUES AND GAINS
Grants and Contributions
In-Kind Contributions

Interest, Dividends. and Related Fees:

Loans and Other Investments
Investment Income, Net
Other Losses
Contract Services Revenue
Subtotal
Net Assets Release from Restrictions:
Satisfaction of Program Restrictions
Total Revenues and Gains

EXPENSES
Program Expenses.
Development Finance
Housing Initiative
Policy and Advocacy
Other Programs
Total Program Expenses
Supporting Services'
General and Administration
Fundraising and Communication
Total Expenses

CHANGE IN NET ASSETS BEFORE
NONCONTROLLING INTEREST

Noncontrolling Interests in Subsidiaries’ Net Income

CHANGE iN NET ASSETS ATTRIBUTAEBLE TO

CONTROLLING INTEREST

Net Assets Contributable to Controlling interests -

Beginning of Year
Liquidation of BIDCO Preferred Stock

NET ASSETS ATTRIBUTABLE TO CONTROLLING

INTERESTS - END OF YEAR
Net Assets of Noncontrolling [nterests

NET ASSETS - END OF YEAR

Without Doner With Donor
Restrictions Restrictions Total

$ 31562883 3 6,642,232 $  38,105215
2610 - 2610
3,251,835 - 3,251.835
1,103,868 - 1,103,868
{370,855) - (370.855)
4,269,424 - 4,269,424
39,819,865 6,542,232 46,362.097
6,566,397 (6,566,387) -
46,386,262 (24,185) 46,362,097
9,100,547 - 9,100,547
557,368 - 557,368
814,897 - 814,897
1,997,000 - 1,867,000
12,469,812 - 12,469,812
4,547 516 - 4547 516
422 329 - 422,329
17,438,657 - 17.439 657
28,946.605 (24,165) 28,822,440
(706,643) - (706 ,643)
28,238,962 (24,165) 28,215,797
8,591,433 19,514,050 28,105,483
1,000,000 - 1,000.000
37,831,395 19,489,885 57,321 280
111.402,779 - 111,402,779
$ 149234174 3 19.489,885 $ 168,724,058

See accompanying Notes to Cansolidated Finarticial Statements.

(4)



HOPE ENTERPRISE CORPORATION
CONSOLIDATED STATEMENT OF ACTIVITIES
YEAR ENDED DECEMBER 21, 2019

REVENUES AND GAINS
Grants and Contributions
In-Kind Contributions
Interest, Dividends, and Related Feses:
Loans and Other Investments
Investment Income, Net
Other Losses
Contract Services Revenue
Subtotal
Net Assats Release from Restrictions:
Satisfaction of Program Restrictions
Total Revenues and Gains

EXPENSES
Program Expenses:
Development Finance
Housing tnitiative
Policy and Advocacy
Other Programs
Total Program Expenses
Supporting Services:
General and Administration Expense
Fundraising and Commumnication
Total Expenses

CHANGE IN NET ASSETS BEFORE
NONCONTROLLING INTEREST

Noncontreliing Interests in Subsidiaries' Net Loss

CHANGE IN NET ASSETS ATTRIBUTABLE TO
CONTROLLING INTEREST

Net Assets Contributable to Contrelling Interests -
Beginning of Year

NET ASSETS ATTRIBUTABLE TO CONTROLLING

INTERESTS - END OF YEAR
Net Assets of Noncentrolling Interests

NET ASSETS - END OF YEAR

Without Donor With Donar
Restrictions Restnctions Total

3 8,154229 3,810,788 $ 12065017
32,725 - 32,725
2,349,517 - 2,349,517
894 491 - 894,491
{40,390) - {40,390)
1,675,768 - 1,675,768
13,066,340 3,910,788 16,977,128
5,892 870 {5,892 870} -
18,759,210 {1.782,082) 16,977,128
8,898,249 - 8,888,249
1,245,708 - 1,245,708
428,646 - 428,646
1,355,876 - 1,355,876
11,828,479 - 11,028 479
4,255,362 - 4,255,362
609,612 - 609,842
16,793,453 - 16,793,453
1.965,757 (1,782,082) 183,675
482 546 - 492 546
2,458,303 (1.782,082) 676,221
6,133,130 21,296,132 27,429,262
8.591.433 19,514,050 28,105,483
119,554 915 - 118,554,915
& 128,145,348 19,514 050 $ 147,660,398

See accompanying Nofes fo Consclidated Financial Statements.

(5)



HOPE ENTERPRISE CORPORATION
CONSOLIDATED STATEMENTS OF CASH FLOWS
YEARS ENDED DECEMBER 31, 2020 AND 2019

CASH FLOWS FROM OPERATING ACTIVITIES

Change in Net Assets Attributable to Controlling Interests

Adjustments to Reconcile Change in Net Assets to Net

Cash Provided by Operating Activities:
Neoncontrolling Interests in Subsidiaries' Loss
Depreciaticn and Amortization
Loss on Sale of Assets
Loss cn Extinguishment of Debt
Provision for Loan Losses
Forgiveness of Mortgage Loan Debt
Forgiveness of Debt
Equity in Affiliate
Realized and Unrealized Net Gains on Investments
Changes in Operating Assets and Liabilities:
Contract Revenue Receivable
Grants Receivable
Other Receivahles and Prepaid Expenses
Accounts Payable and Other Liabilities
Deferred Revenue
Net Cash Provided by Operating Activities

CASH FLLOWS FROM INVESTING ACTIVITIES
Net Increase in Loans Held for [nvestment
Purchases of Investments
Proceeds from Maturities and Sales of Investments
Issuance of Secondary Capital Loan
Proceeds from Sales of Foreclosed Property
Purchase of Property and Equipment
Liguidaticn of BIDCO Preferred Stock
Net Cash Used by Investing Activities

CASH FLOWS FROM FINANCING ACTIVITIES
Capital Contributions from Noncentrolling Interests

Return of Capital Centributions to Noncontrolling interests

Cash Dividends Paid to Noncentrolling Interests
Proceeds from Issuance of Notes Payable
Payments cn Long-Term Borrowings

Net Cash Provided by Financing Activities

NET INCREASE (DECREASE) IN CASH, CASH EQUIVALENTS,

RESTRICTED CASH

Cash, Cash Equivalents, Restricted Cash - Beginning of Year
CASH, CASH EQUIVALENTS, RESTRICTED CASH - END CF YEAR
SUPPLEMENTAL DISCLOSURE OF NONCASH INVESTING AND

FINANCING ACTIVITIES
Cash Paid for Interest

See accompanying Nofes fo Consolidated Financial Staternents.

(6)

2020 2019
$ 28215797 $ 676,221
706,643 (492,546)
370.551 413,179
- 78,268
- 156,776
(64.648) 355,838
567,255 799,044
(100,000) -
(71,050) -
{447,262) (272,853)
(61,812) 114,153
1,162,212 8,904.716
27,384 396,628
1,316,186 733.875
(1.000,837) (2.244.794)
30,620,419 7.618,505
(73,568,940 (40,057,133)
(10,096,984} (11.593,160)
5.159,303 4,198,333
(3,000,000} -
- 132,520
(240,830) (313,845)
1,000,000 -
(80,747,451 (47,633,285)
17,000,000 33,000,000
(24,250,000) .
{1,608,779) (1,362,294)
171,759,675 2,000,000
(87.969,015) (3,494,045)
74,931,881 30,143.661
24,804,849 (9,871,119)
8,622,877 16.493,996
$ 31427726 3 6622877
S 426006 _§ 647,902




NOTE1

HOPE ENTERPRISE CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2020 AND 2019

NATURE OF BUSINESS AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Description of the Company

Hope Enterprise Corporation {the Company) is a nonprofit development financial corporation
primarily serving Alabama, Arkansas, Louisiana, Mississippi, and Tennessee. The goal of
the Company is to improve the regional economy through investment, jobs, and growth. The
services of the Company include financing, management assistance, financial counseling,
and market devefopment and are designed to support business creation and expansion,
homeownership and community development.

Principles of Consolidation

The consolidated financial statements have been prepared in conformity with accounting
principles generally accepted in the United States of America (GAAP)} and include the
accounts of the Company and entities under its control which include, ECD Investments,
LLC (ECD!), ECD Investments BIDCO, Inc. (BIDCO), Home Again, Inc. (Home Again), and
seventeen additional New Markets Tax Credit entities, as described in further detail helow.
All significant intercompany transactions and balances have been eliminated in
consolidation. The preparation of such consolidated financial statements regquires
management to make estimates and assumptions that affect the reported amounts of assets
and liabilities and disclosure of contingent assets and liabilities at the dates of the
consolidated financial statements and the reported amounts of revenues and expenses
during the reporting periods. Actual results could differ from those estimates. The allowance
for loan losses and the valuation of foreclosed property and investments are determined
utilizing material estimates that are particularly susceptible to change in the near tertm.

ECDI is a limited liability company subsidiary of the Company and owns the corporate stock
of BIDCO. The purpose of ECDI and BIDCO is the same as that of the Company. Home
Again is a nonprofit organization in which the Company serves as the primary sponsor and
also controls the board of directors. Home Again provides martgage financing and recovery
consultation services to eligible people in the coastal region of Mississippi in the aftermath of
Hurricane Katrina and other distressed communities throughout the mid-south.

There are also 15 additional limited liability companies included in the consclidated financial
statements of the Company. The Company serves as the Managing Member of all thirteen
entities. Debt and equity funding into two of those entities ECD Associates, LLC (ECDA) and
ECD New Markets, LLC {(ECDNM) is used for secondary capital loans and contributions to
Hopa Federal Credit Union (HFCU). The remaining 13 limited liahility companies are
Community Development Entities (CDEs) created for investors to benefit from the New
Markets Tax Credit program administered by the U.S. Department of the Treasury.
Substantially all of the qualified equity investments must be in turn used to provide available
investment capital to low-income communities. The CDEs will dissolve after the loans
provided by the CDEs mature, in accordance with the terms of the COE operating
agreements.

BIDCO has not had any activity since 2016 and was liquidated effective August 31, 2020.

(71



NOTE 1

HOPE ENTERPRISE CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2020 AND 2019

NATURE OF BUSINESS AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
(CONTINUED)

Cash and Cash Equivalents

The Caompany considers all highly liquid investments with a maturity of three months or less
when purchased to bhe cash equivalents.

At December 31, 2020, the Company's cash accounts exceeded federally insured limits.
Although balances at each institution are insured up to $250.000, management believes
cash held in excess of these limits subjects the Company to minimal risk.

Restricted Cash

Restricted cash represents funding from restricted grants that may only be used for specified
purposes and not for general corporate matters. Interest income on these funds is included
in revenue.

Cash and cash equivalents at December 31, 2020 totaling $24,446,074, and restricted cash
totaling $6,981,652, as included on the consclidated statement of financial position, equal
total cash, cash equivalents, and restricted cash shown of the consolidated statement of
cash flows of $31,427,726. Cash and cash equivalents at December 31, 2019 totaling
$1,830,170, and restricted cash totaling $4,792,707, as included on the consolidated
statement of financial position, equal total cash, cash equivalents, and restricted cash
shown of the consolidated statement of cash flows of $6,622,877.

Grants and Contributions Receivable and Revenue

Unconditional grants and contributions are recognized as revenue in the pericd the
commitment is received. Unconditional grants and contributions to be received over a pericd
of time in excess of one year are recorded at fair value at the date of the grant based upon
the present value of payments to be received. Conditional grants and contributions are
those with a measurable performance or other barrier and a right of return. and are not
recognized until the conditions have been met. Contributions received totaling $1,124,729
and $2,125,566 at December 31, 2020 and 2018, respectively, have been recognized in the
accompanying consolidated statement of financial position as deferred revenue because the
conditions on which they depend have not yet been met. Management considers all grants
and contributions receivable to be fully collectible and therefore no allowance for
uncollectible amounts is necessary. The Company has received $4,000,000 of conditional
grants that have not been recognized because the canditions have not been met as of year-
end.

Contract Services Revenue and Related Receivables

Contract services revenue is recognized in the period services are rendered. For related
receivables, no allowance for doubtful accounts has been deemed necessary. Management
determines the allowance by reviewing all cutstanding amounts on a monthly basis,
identifying troubled accounts, and using historical experience applied to an aging of
accounts. Centract receivables are written off when deemed uncollectible. Recoveries of
contract receivables previously written off are recorded when received.

(8)



NOTE 1

HOPE ENTERPRISE CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2020 AND 2019

NATURE OF BUSINESS AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
{CONTINUED}

Contract Services Revenue and Related Receivables {confinued)

The Company receives New Markets Tax Credit (NMTC) allocations as a Community
Development Entity (CDE). Revenue from the allocation service fee is recognized when the
sub-CDE created by the Company obtains a qualified low-income community investment
(QLICI). These fees are included in contract services revenue on the consolidated statement
of activities. During the years ended December 31, 2020 and 2019, revenue from these fees
totaled $457,968 and $802,673, respectively.

The Company receives fees from the Small Business Administration for originating loans
under the Paycheck Protection Program (PPP). Revenue from the origination service fees is
recognized when the loan is originated. These fees are included in contract services
reveriue on the consolidated statement of activities. During the years ended December 31,
2020 and 2019, revenue from these fees totaled $2,747 833 and $-0-, respectively.

Fair Value Measurements
Fair value is an exit price, representing the amount that would be received to sell an asset or
paid to transfer a liability in an orderly transaction between market participants. The
Company utilizes a fair value hierarchy for measuring fair value that maximizes the use of
observable inputs and minimizes the use of unobservable inputs. Three levels of inputs are
used to measure fair value:

Level 1 — Valuations based on unadjusted quoted prices for identical assets in active
markets accessible at the measurement date.

Level 2 — Valuations derived from (i) quoted prices for similar assets or liabilities in active
markets: (i) quoted prices for identical or simitar assets or liabilities in inactive markets;
(iii) inputs other than quoted prices that are observable for the asset or liability;, and
(iv) inputs that are derived principally from, or corroborated by, observable market data
by correlation ar other means.

L evel 3 — Valuations derived from unobservable (supported by little or no market activity)
inputs that reflect an entity's best estimate of what hypothetical market participants
would use to determine a transaction price at the reporting date.

When quoted market prices in active markets are unavailable, the Company determines fair
values using various valuation technigues and models based on a range of observable
market inputs including pricing models, quoted market price of publicly traded securities with
similar duration and yield, time value, yield curve, prepayment speeds, default rates and
discounted cash flow. In most cases, these estimates are determined based on independent
third party valuation information, and the amounts are disclosed in the Level 2 of the fair
value hierarchy. If quoted market prices and independent third party valuation information
are unavailable, the Company produces an estimate of fair value based on internally
developed valuation technigues, which, depending on the level of observable market inputs,
will render the fair value estimate as Level 2 or Level 3.

@



NOTE 1

HOPE ENTERPRISE CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2020 AND 2019

NATURE OF BUSINESS AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
(CONTINUED)

Fair Value Measurements {continued)

The Company generally obtains cne quoted market price or dealer quote per instrument.
When dealer quotations are used, the Company uses the mid-mark as fair value. As part of
the price verification process, valuations based on quotes are corroborated by comparison
both to other quotes and to recent trading activity in the same or similar instruments. To the
extent the Company determines a price or quote is inconsistent with actual trading activity
observed in that investment or similar investments, or if the Company does not helieve the
quote is reflective of the market value for the investment. the Company would internally
develop a fair value using this observable market information.

Loans Receivable

Loans receivable are stated at the amount of unpaid principal, less an allowance for loan
losses, and consist of commercial loans, consumer mortgage leans. and forgivable
mortgage loans. The commercial loans are typically collateralized by property, equipment,
inventories, andfor receivables and are generally guaranteed by the principals of the
borrowing business entity.

Interest income is computed on the loan balance outstanding and is accrued as earned.
Loans are considered past due if the required principal and interest payments have not been
received as of the date such payments are due. For all loans 90 days or mare past due, the
Company generally discontinues the accrual of interest and recognizes income only as
received. A loan may also be placed in nonaccrual status when, in management’'s judgment,
the collection of interest is doubtful. All interest accrued but not collected for loans that are
placed in nonaccrual status or charged off is reversed through interest income unless
management believes the accrued interest is recoverable through the liquidation of
collateral. Interest received on nonaccrual [cans is either applied against principal or
reported as interest income, based on management's assessment regarding the recovery of
principal. The Company has determined that the impact of capitalizing nonrefundable fees
and other costs is not significant. These costs have been expensed as incurred.
Management has also issued loans at below-market rates. Interest income from these loans
is imputed based on the market rate offered to those of a similar type. Imputed interest is
approximately $41,000 and $33,000 as of December 31. 2020 and 2019, respectively.

A loan is considered impaired when it is probable, based on current information and events,
that the Company will be unable to collect all principal and interest payments due in
accordance with the contractual terms of the loan agreement. Impaired loans are measured
by either the present value of expected future cash flows discounted at the loan's effective
interest rate, the lcan’s obtainable market price, or the fair value of the collateral if the loan
is collateral dependent. The amount of impairment, if any, and any subsequent changes are
included in the allowance for loan losses. Interest on accruing impaired loans is recognized
as long as such loans do not meet the criteria for nonaccrual status.

(10}



NOTE 1

HOPE ENTERPRISE CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2020 AND 2019

NATURE OF BUSINESS AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
(CONTINUED)

Loans Receivable (continued)

A loan is considered a troubled debt restructured loan based on individual facts and
circumstances. The Company makes various types of concessions when structuring
troubled debt restructurings (TDRs) including rate reductions, payment extensions, and
forbearance. The Company classifies troubled debt restructured loans as impaired and
evaluates the need for an allowance for loan losses on a loan-by-lcan basis. An allowance
for loan losses is based on either the present value of estimated future cash flows or the
estimated fair value of the underlying collateral. Loans retain their interest accrual status at
the time of modification.

The Company has no material TDRs or impaired loans as of and for the years ended
December 31, 2020 and 2019,

Loans receivable also include forgivable mortgage loans that are made to accommodate the
financial needs of qualifying customers. The terms of these loans differ significantly from
traditional mortgage loans since they are forgivable aver a stated period of time, typically
from & to 15 years, and only become due upon on the sale or transfer of the residence. No
principal or interest payments are received for loans made under the forgivable mortgage
loan programs. Persons receiving loans under the forgivable morfgage loan programs must
meet certain eligibility requirements and agree to occupy the residence for a stated period of
time. The Company holds a secured interest in the property until the occupancy period is
met. At such time, the interest in the property is transferred to the berrower. No allowance
for credit losses has been deemed necessary based on the forgivable nature of the loans
and management's evaluation of the excess of the value of the collateral securing the loans
aver the unforgiven portion of the mortgage loans. The Company recorded approximately
$567.000 and $799,000 in debt forgiveness during 2020 and 2019, respectively, related to
these mortgage loans.

As of Decamber 31, 2020, the Company has a conditional promise to forgive the following
amounts over the next five years:

Years Ending December 31, Amount
2021 $ 602,662
2022 602,662
2023 602,662
2024 577,162
2025 197,162
Thereafter 1,949,981

Total $ 4532291

(1)



NOTE 1

HOPE ENTERPRISE CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2020 AND 2019

NATURE OF BUSINESS AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
(CONTINUED)

Allowance for Loan Losses

The allowance for loan losses is determined based on homogeneous pools of loans. Loans
are charged against the allowance for loan losses when management believes that the
collectability of the principal is unlikely. The allowance for loan losses is increased by a
provision for foan losses which is charged to expense and reduced by charge-offs, net of
recoveries, by partfolio segment, The allowance for loan losses is maintained at a level that,
in management's judgment, is adequate to absorb possible losses on existing loans that
may become uncollectible, based on evaluations of the collectability of loans. The amount of
the allowance is based on management's evaluation of the collectability of the loan portfolio,
including the nature of the portfolio, and changes in its risk profile, and credit concentrations.
This evaluation also considers the balance of impaired loans. Though management believes
the allowance for loan losses to be adequate, ultimate losses may vary from their estimates.
However, estimates are reviewed periodically, and, as adjustments become necessary, they
are reported in the change in net assets during periods in which they become known.

The Company assigns a risk rating to commercial loans and periodically performs detailed
internal reviews of all such loans over a certain threshold to identify credit risks and to
assess the overall collectability of the portfolio. During the internal reviews, management
monitors and analyzes the financial condition of borrowers and guarantors, frends in the
industries in which the borrowers operate and the fair values of callateral securing the loans.
These credit quality indicators are used to assign a risk rating to each individual loan. The
risk ratings can be grouped into the following major categories, defined as follows:

Pass: Loans classified as Pass are loans with no existing or known potential
weaknesses deserving of management's close attention.

Special Mention: Loans classified as Special Mention have a potential weakness that
deserves management's close attention. If left uncorrected, this potential weakness may
result in deterioration of the repayment prospects for the loan or of the institution's credit
pasition at some future date. Special Mention loans are not adversely classified and do
not expose the Company to sufficient risk to warrant adverse classification.

Substandard: Loans classified as Substandard are not adequately protected by the
current net worth and paying capacity of the borrower ar of the collateral pledged, if any.
Loans classified as Substandard have a well-defined weakness or weaknesses that
jeopardize the repayment of the debt. Well defined weaknesses include a bofrower’s
lack of marketability, inadequate cash flow or collateral support, failure to complete
construction on time, or the failure to fulfil economic expectations. They are
characterized by the distinct possibility that the Company will sustain some loss if the
deficiencies are not corrected.

(12}



NOTE 1

HOPE ENTERPRISE CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2020 AND 2019

NATURE OF BUSINESS AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
(CONTINUED)

Allowance for Loan Losses (continued)
Doubtful: Leoans classified as Doubtful have all the weaknesses inherent in those
classified as Substandard, with the added characteristic that the weaknesses make
collection or repayment in full, on the basis of currently existing facts, conditions, and
values, highly guestionable and improbable.

Loss: Loans classified as Loss are considered uncollectable and anticipated to be
charged off,

Investment Securities

Investment securities are carried at fair value based on quoted market prices. Unrealized
gains and losses are included in the change in net assets. The primary components that
determine a security’s fair value are its coupon rate, maturity and credit characteristics. The
Company holds these securities as part of its asset/liability strategy and they may be sold as
a result of changes in interest rate risk, prepayment risk or other similar economic factors.

Premiums and discounts on investment securities are recognized as adjustments to interest
income by the interest method aver the period to maturity and adjusted for prepayments as
applicable. The specific identification method is used to compute the realized gains or
losses on the sale of these assets. Security purchases and sales are accounted for on the
trade date.

Investment in Affiliated Companies

The Company holds a 47.63% equity interest in Homestead Development, LLC
(Homestead). The investment is accounted for using the equity method of accounting since
the Campany does not have a controlling interest.

Property and Equipment

Property and equipment are stated at cost, if purchased, and estimated fair value at the date
received, if donated to the Company. Depreciation onh property and equipment is calculated
principally by the straight-line method over the estimated useful lives of the assets which
generally range fram three to 39 years. The carrying value of long-lived assets is reviewed if
facts and circumstances indicate a potential impairment of carrying value may have
occurred utilizing relevant cash flow and profitability information. Impairment losses are
recorded when the undiscounted cash flows estimated to be generated by those assets are
less than the assets' carrying amounts.

Foreclosed Property
Property acquired through, or in lieu of, loan foreclosure is held for sale and is initially
recorded at the fair value of the property acquired at the date of foreclosure net of
estimated selling costs, which establishes a new cost basis. Loan balances in excess of
the fair value of the property acquired at the date of foreclosure are charged to the
allowance for loan Josses.

(13)



NOTE 1

HOPE ENTERPRISE CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 231, 2020 AND 2019

NATURE OF BUSINESS AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
(CONTINUED)

Foreclosed Property {continued)

A valuation allowance and a corresponding charge to operations is established to reflect
declines in value subsequent to acqguisition, if any. below the new basis. Required
developmental costs associated with foreclosed property under construction are capitalized
and considered in determining the fair value of the property. Operating expenses of such
properties, net of related income, and gains and losses on their disposition are included in
program expenses.

Net Assets

Net assets, revenues, gains, and losses are classified hased on the existence or absence of
donor or grantor imposed restrictions. Accordingly, net assets and changes therein are
classified and reported as follows:

Net Assets Without Donor Restrictions — Net assets available for use in general
operations and not subject to donor {ar certain grantor) restrictions.

Net Assets With Donor Restrictions — Net assets subject to donor- {or certain grantor-)
imposed restrictions. Some donor-imposed restrictions are temporary in nature, such as
those that will be met by the passage of time or other events specified by the donaor,
Other donor-imposed restrictions are perpetual in nature, where the donor stipulates that
resources be maintained in perpetuity. Gifts of long-lived assets and gifts of cash
restricted for the acquisition of long-lived assets are recognized as restricted revenue
when received and released from restrictions when the assets are placed in service.
Donor-imposed restrictions are released when a restriction expires, that is, when the
stipulated time has elapsed, when the stipulated purpose for which the resource was
restricted has been fullilled, or both.

Income Taxes

The Company and Home Again have received rulings from the Internal Revenue Service for
exemption from income taxes as public charities under Internal Revenue Code Sections
501(c)(3) and 509 (a){2). Since ECDI. ECDA, ECDNM, and the 13 New Market Tax Credit
entities are limited liabilty companies, no income taxes are provided. The results of
operations are reportable by the LLC members on their individual income tax returns.
BIDCO is subject to income taxes at the carporate level. As such, deferred income taxes
relate to temporary differences between assets and liabilities of BIDCO that are recognized
differently for financial reporting purposes and income tax purposes. Deferred tax assets
and liabilities pertain to net operating loss carryforwards and the allowance for loan losses.
A valuation allowance of approximately $638.000 and $1,901.000 was recorded at
liguidation on August 31, 2020 and December 31, 2019, respectively, to offset the net
deferred tax assets of BIDCO. The valuation allowance is established to provide for
amounts that management considers may not be realized as a result of income limitations.
At liguidation, BIDCO utilized net operating loss carryforwards of $6,228,681. resulting in
ending net operating losses of $2,001,698 being written off as of August 31, 2020.
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NOTE1

NOTE 2

HOPE ENTERPRISE CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECENMBER 31, 2020 AND 2019

NATURE OF BUSINESS AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
(CONTINUED)

Income Taxes (continued)

Potential exposures involving tax positions taken that may be challenged by taxing
authorities contain assumptions based upon past experiences and judgments about
potential actions by taxing jurisdictions. Management does not believe that the ultimate
settlement of these items will result in a material amount. With minimum exceptions, the
Company is no longer subject to income tax examinations prior to 2017.

Subsequent Events

In connection with the preparation of the consolidated financial statements, management of
the Company evaluated subsequent events through March 30, 2021, which was the date the
consolidated financial statements were available to be issued.

During February and March 2021, the Company drew on its lpan facilities in the tofal amount
of $40,000,000 to provide liquid capacity for additional lending under the second round of
Paycheck Protection Program Loans.

GRANTS RECEIVABLE

The Company’s management anticipates grants receivable will be received and available for
support of the Company’s programs as follows:

2020 2019

Grant Receivable in Less Than One Year 5 592,002 $ 1793918

Grant Receivable in One to Five Years 520,388 1,482,390

Subtotat 1,512,390 3,286,309
Less: Adjustment to Reflect Grant Receivables at Fair
Value at the Date of Grant, Based on 2.5% Discount

Rate in 2020 and 2018 (29,441} {110,810)

Total Grant Receivables 1,482,949 3,175,499

Other Receivables Due in Less Than One Year 530,338 -

Total Grant and Other Receivables $ 2013.287 3 3175495
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NOTE 3

NOTE 4

HOPE ENTERPRISE CORPORATION
NOTES TO CONSOLIDATED FINANGIAL STATEMENTS
DECEMBER 31, 2020 AND 2019

FAIR VALUE MEASUREMENTS

At December 31, 2020 and 2019, the only items carried at fair value in the accompanying
consolidated statements of financial position were investment securities, certain collateral-
dependent impaired loans, and certain foreclosed property. Investment securities are
measured at fair value on a recurring basis with changes in fair value recognized as a
change in net assets, whereas impaired loans and foreclosed property are carried at the
lower of cost or fair value on a nonrecurring basis and are written down to fair value upon
initial recognition or subsequent impairment. Fair value amounts for collateral-dependent
loans are generally based on internally developed collateral valuations. These valuations
incorporate measures such as recent sales prices for comparable properties or customized
discounting criteria.

The fair value measurements by input level follow:

December 31, 2020
Level 1 Level 2 Level 3 Total
Investment Securities $ - $ 21,200,478 $ - $ 21,200,478

December 31, 2019
Level 1 Levei 2 Level 3 Total
Investment Securities & - $ 15,815,635 3 - $ 15,815,535

INVESTMENT SECURITIES

investment securities, presented in the consolidated financial statements at fair value, are
categorized as follows:

December 31, 2020

Amortized
Cost Fair Value
Government Agencies $ 1,666,485 $ 1669450
Residential Mortgage-Backed Securities 12,192,125 12,556,873
1JS Treasury Bonds 2,242,829 2.312,766
Municipal Bonds 4,593,087 4,661,389
Total $ 20,694 526 § 21200478
Decenber 31, 2019
Amortized
Cost Fair Value
Government Agencies $ 3,975840 $ 4013370
Residential Mortgage-Backed Securities 8.509,865 8,551,573
US Treasury Bonds 1,743,770 1,759,842
Municipal Bonds 1.481,768 1,490,750

Total 3 15711,243 $ 15815535
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NOTE 4

NOTE &

HOPE ENTERPRISE CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2020 AND 2019

INVESTMENT SECURITIES (CONTINUED)

The amortized cost and approximate fair value of investment securities, by expected
maturity, are shown below.

December 31, 2020

Amortized
Cost Fair Value
US Government, Municipal Bonds and
Federal Agency Securities:
Due Within One Year 1,199,584 $ 1212673
Due After Cne Year Through Five Years 958,201 993,942
Due After Five Years Through Ten Years 5,947,037 6,032,564
Due After Ten Years 397 579 404,426
Subtotal 8,502,401 8,643 605
Residential Mortgage-Backed Securities 12,192,125 12,556,873
Total $ 20,694,526 3 21200478

LOANS, NET

The Company makes loans to small businesses located in rural, econonically
disadvantaged areas of Alabama, Arkansas. Louisiana, Mississippi. and Tennessee. Such
loans, the proceeds of which normally provide working capital and equipment financing to
undercapitalized businesses that may be unable to obtain credit from conventional financing
sources, have a higher than typical degree of risk.

Included in commercial loans is a concentration in New Market Tax Credit program loans
ariginated by community development entities which aggregated approximately
$111,912.000 and $119,693,000 at December 31, 2020 and 2019, respectively. These

interest-only loans have seven-year repayment terms.

The composition of loans as of December 31 is as follows:

2020 2019
Commercial Loans $ 205,876.669 $ 132,933,854
Forgivable Mortgage Loans 4,351,583 4,311,581
Other Consumer Mortgage Loans 447 473 481,776
Subtotal 210,675,725 137,727,211
Allowance for Loan Losses 2,031,491 2,148.310
Total $ 208,644,234 $ 135 577.901

The Company has sold loan participations to various other companies, which are secured
by commercial property. These loan participations were sold without recourse and the
Company performs all loan servicing functions on these loans. Loan participations sold and
excluded from the commercial loan segment above, totaled approximately $24,966,000 and
$25,868,000 at December 31, 2020 and 2019, respectively.
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HOPE ENTERPRISE CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENT
DECEMBER 31, 2020 AND 2018

NOTE 5 LOANS, NET (CONTINUED)

The allowance for loan losses is as follows:

December 31, 2020

S

Baiance - Credit
Beginning for Loan Balance -
of Year Charge-Ofis Recoveres Loan Lasses End of Year
Commercial % 2,146 821 5 (70.000} 8 15,825 % (84,297} § 2.029,253
Other Consumer Mortgage Loans 2,489 - - (2513 2,238
Total ¥ 2,149,210 3 (70,0000 % 16,825 (64648 § 2.031,491
December 31, 2018
Balance - Provision
Beginning {Credit) for Loan Baiance -
af Year Charge-0ffs Recovenes Losses End of Year
Commercial $ 2,494,301 % (763.802) % 60438 % 3565884 % 2186821
Dther Consumer Mortgage Loans 2,535 - - {48) 2,485
Total 3 2496836 % 1763.802) S B0438 % 355,838 §  2.149.310

Because they do not represent a credit risk, management has determined that a reserve for
forgivable mortgage loans is unnecessary.

A summary of the commercial loans and related allowance for loan losses evaluated for
impairment both individually and collectively is as follows:

December 31, 2020

Loans Allowance
individually Cotlectively Individuatly Collectvely Net
Commercial 3 882.934 § 204,993,735 § 126,284 § 1,002,068 § 203.847,416
Other Consumer Morlgage Loans - A47 473 - 2,278 445,235
Total 3 582,934 $ 205441,208 & 126,284 3 1,905,207 S 204,292,651
December 31, 2019
Loans Allowance
individuzlly Cotlectively Individually Collechvely Neat
Commercial 3 - 5132933854 % - 2146821 ¢ 130,787,033
Other Consumer Mortgage Loans B AB1,77 - 2,459 479,257
Total 3 - % 133415AR30 & - % 2149310 % 131,266,320

The following tables show the commercial loan portfolio allocated by management’s internat
risk ratings as of December 31:

Decemier 31, 2020

Special
Pass Mention Substandard Dountful
Calegories Calegory Category Category Total
Commerctal Loans $ 150032063 & 9795275 % 5927854 3 121477  § 205,876,668
December 31, 2018
Special
Pass Mention Substandard Doubtiul
Categaries Category Category Calegory Total
Commercial Loans $ 128697523 § 3,937578 % 298,753 % $ 132,933 854

As of December 31, 2019, all mortgage loans were performing.
(18)



HOPE ENTERPRISE CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2020 AND 2019

NOTE & LOANS, NET (CONTINUED)

The following table shows the classes within the mortgage loan segments allocated by
payment activity as of December 31, 2019. Loans are deemed performing if they are less

than 90 days delinquent and still accruing interest:

Paymenl Activily

Other
Forgivable Consumer
Morlgage Morlgage
Loans Loans Total
Performing S 4311581 3% 305,946 % 4617527
Non-Perfarming - 175,830 175,830
Total $ 431158t % 451776 & 4,793 357

The following tables show an aging analysis of the loan portfolio by time past due as of
December 31:

December 31, 2020

Past Due
Greater Than
90 Days and
Past Due Aceruing
Current 30-89 Days Interest Nonascrual Total
Commaercial Loans § 205507082 % 145905 B - % 219682 & 205875869
Forgivable Morigage Loans 4,351,583 - - - 4,351,683
Other Consumer Martgage Laans 447 473 - ~ - 447 473
Totai 3 210,306,138 § 145905 % t 215682 § Z10.675,726
December 31, 2019
Past Dua
Grealer Than
90 Days and
Past Due Accruing
Current 30-89 Days Interest Nonaccrual Total
Commercial Loans 5 132188189 & 451665 §% 3 204,000 § 132,933,554
Forgivable Mortgage Loans 4,311,581 - - 4,311,581
Othar Consumar Morigage Loans 243,091 51,955 175,830 481,776
Totai $ 136,743,761 3 512620 % 3 465830 § 137727211

All loans on nonaccrual were greater than 90 days. Interest income foregone on nonaccrual
loans was immaterial for the years ended Decemmber 31, 2020 and 2018.

The following tables present information related to impaired loans as of December 31, 2020:

December 31, 2020

Total Loans Total Loans
Average Unpaid with No with a
Principal Principal Specific Specific Speafic
Batance Balance Allowance Allowance Allowance
Commercial Loans 5 882934 § 882534 % 189105 & 693,829 & 125,284

There were no material impaired loans as of December 31, 2020.
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NOTE 5

NOTE 6

HOPE ENTERPRISE CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2020 AND 2019

LOANS, NET (CONTINUED)

The Company does not have material commitments to lend additional funds to borrowers
with loans whaose terms have been modified in troubled debt resfructurings or whose loans
are in nonaccrual.

The Coronavirus Aid, Relief and Economic Security Act (CARES Act) was signed into law on
March 27, 2020. The CARES Act provided economic relief to individuals and businesses
through the Payroll Protection Program (PPP}), which allowed financial institutions to grant
forgivable, guaranteed Small Business Administration (SBA) loans. The PPP loans do not
require payments until six months after funding, mature at 24 or 60 months and bear interest
at 1.00%. During the year ended December 31, 2020, the Company has approximately
$80,970,000 of PPP loans outstanding. Management determined that the impact of
defarring origination fees associated with the loans was not significant.

INVESTMENT IN AFFILIATED COMPANIES

Summarized, unaudited financial information of Homestead Development, LLC, is as
follows:

2020 2019
Assets:
Cash $ 249,131 3 94,984
Property and Equipment 2,882,837 2,963,928
Other Assets 21438 27,227
Total Assets $ 31534086 $ 3086138
Liabilities and Members' Equity:
Accounts Payable L 8,859 $ 8,859
Deposits 30,256 26,225
Notes Payable to Related Entities 3,005,774 3,109,338
Retained Earnings (Deficit) 108,517 (58,283)
Total Liabilities and Members Equity $§ 3153406 $ 3086139
2020 2018
Results of Operations:
Revenue 3 608,036 3 541,491
interest Expense 2,383 13,639
Other Expenses 353,391 385,377
Net Earnings 3 252 262 ] 142 475
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NOTE 7

HOPE ENTERPRISE CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2020 AND 2019

RELATED PARTY TRANSACTIONS

Under the terms of its contractual arrangements with HFCU, the Company has agreed to
reimburse HFCL! for certain operating expenses and losses incurred on loans considered to
be higher risk than typically underwritten by regulated financial institutions such as HFCU.
Such obligations are limited so as to not pravide HFCU with annual net income of more than
$240.000. HFCU and the Company share the same members of management and certain
HFCU members are also borrowers from the Company and its affiliates. The Company
incurred expenses of $5,627.500 and $5,051,000 relative to its obligation to reimburse
certain operating expenses of HFCU in 2020 and 2019, respectively.

Secondary capital of HFCU are loans that require principal repayments. unless HFCU (i) is
unable to fully service existing senior indebtedness. (ii) is unable to satisfy its operating
expenses, or (i) does not have available cash flows for the withdrawals of funds for the
account. If such loans are not required to be repaid, they will be recognized as expense in
the period the losses are incurred. The advances include two fixed rate loans at 5.45% for
$1,050,000 and $550,000 maturing in 2027 and 2024, two fixed rate loans at 1.00% for
$5,000,000 and $2,000,000 maturing on December 13, 2025, a fixed rate loan at 1.50% for
$1,500,000 maturing on December 22. 2025, a fixed rate loan at 1.00% for $1,000,000
maturing on April 29, 2025, a fixed rate loan at 1.00% for $3,000,000 maturing cn December
30, 2025, and three variable rate loans aggregating $1,375,000 with interest floors and caps
from 5.00% —~ 10.90% (with effective rates of 5.00% — 5.45% at December 31, 2020),
maturing in 2024 — 2025, with principal payments required each year until maturity. Interest
income received from HFCU relative to the secondary capital loans was $102.781 and
$102.500 for the years ended December 31, 2020 and 2019, respectively. No repayments
are due on the above secondary capital loans until 2024 and thereafter.

The Company incurred $50,000 in both 2020 and 2019 for grants to HFCU which are
included in development finance expense in the accompanying consolidated statements of
activities.

Accounts payable to HFCU for grants and contractual services totaled $3.077,312 and
$2,326,769 in 2020 and 2018, respectively. The Company had deposit accounts with HFCU
as of December 31, 2020 and 2019, totaling $5,825,453 and $3,578,401, respectively.

The Company has a mortgage and note payable to HFCU with an outstanding principal
balance of $765,183 and $816,740, respectively at December 31, 2020 and 2019. See
terms of note at Note 9.

The Campany purchased from HFCU Paycheck Protection Program iloans originated by
HFCU totaling $12,148,958 and $-0- during the years ended December 31, 2020 and 2018,
respectively.
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NOTE 8

NOTE 9

HOPE ENTERPRISE CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2020 AND 2019

PROPERTY AND EQUIPMENT

Froperty and equipment consist of the following:

2020 2019
Computer Equipment $ 4,518,109 $ 4318177
Office Equipemnt and Other 992,433 988,299
Buildings and Improvements 2,027,655 2,027 655
Construction in Progress 171,625 140,545
Subtotal 7,709,822 7475678
Less: Accmulated Depreciation {5,530,2186) {5,166,349)
Total $ 2,170,606 $ 2,309,327

NOTES PAYABLE

The Company has entered into one loan facility with a bank and one loan facility with a
nonhank lender to provide funding in amounts up to $20,000,000 and $3,000,000,
respectively. The bank facility may be increased and extended at the discretion of the lender
and subject to certain terms of that agreement. The outstanding balances under these loan
facilities at December 31, 2020, were $1.960,102 and $-0-, respectively. The outstanding
balances under these loan facilities at December 31, 2019, were $2,805,082 and $750,300.
respectively. The proceeds of both facilities are to be used for small business lending
activities of the Company. The agreements contain certain financial covenants, including but
not limited to, net assets ratios, delinquent loan ratios, a current ratio, a liquidity reserve, and
restrictions on the amount of support which may be provided to its affiliates.

The Company also entered into two loan facilities with banks to provide funding in amounts
up to $85,000,000 for each. The outstanding balances under these loan facilities at
December 31, 2020 are $1,646,704 and 380,146,793, The proceeds of both facilities are to
be used to provide Paycheck Protection Program Loans (see Note 5) and are secured by
such outstanding loans. All remaining notes payable of the Company are unsecured except
for collateral consisting of a first real estate mortgage on the corporate office facilities
relative to the note payable to HFCU.

The Company recognized interest expense of $50,990 and $48,582 during 2020 and 2019,
respectively, related to its mortgage and note payable to HFCU.
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NOTE 9

HOPE ENTERPRISE CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

DECEMBER 31, 2020 AND 2019

NOTES PAYABLE (CONTINUED)

Notes payahle consist of the following as of December 31:

1% Notes Payable:
Interest Due Quarterly and Maturing from 2020
through 2025
Interest Due Quarterly and Maturing from 2025
through 2027
Interest Due Annually and Maturing from 2023
through 2030
Interest Due at Maturity, January 2025
Notes Payable to Banks with Interest Due Quarterly:
Interest Payable at 3% and Maturing in 2022
Interest Payable at 3.25% and Maturing from 2022
through 2025
Interest Payable at 5.5%, Matured in September 2020
0.35% Note Payable Secured by Pledged PPP Loans.
Maturing as the Pledged Loans Mature

1.35% Note Payable with Interest Due Monthly, Maturing

in 2024
3% Notes Payable:
Interest Due Monthly and Maturing in 2022
Interest Due Quarterly and Maturing in 2022
interest Due Quarterly and Maturing in 2026
4.75% Mortgage Payable to HFCU with Monthly
Installments of $5.099, Including Interest at Prime
Plus 1.5%, Payable Until Final Balloon in
February 2031
Note Payable to Nonprofit Foundation Bearing Interest
at 2% with Interest Due Quarterly, Maturing in 2026
Note Payable to Nonprofit Foundation Bearing Interest
at 2% with Interest Due Quarterly and Maturing
from 2026 through 2028
Interest Free Notes Payable:
Nonprofit Foundation Maturing in 2021
Nenprofit Foundation Maturing in 2024
Nonprofit Foundation Maturing in 2025
Maturing in 2022 Secured by Pledged PPP Loans
Other Notes Payable, with Interest at 1% to 2.5%

3% Line of Credit with Interest Due Monthly, Maturing
in 2026
6% Line of Credit to Bank with Interest Due at Maturity
in 2021
Total Notes Payable

[a]

ol
[d]

[d]
[e]

al

(]

[i]

bl

2020 2019
3 6999417 $ 6999417
1,000,000 -
1,800,000 1.550,000
2,000,000 2,000,000
500,000 500,000
1,000,000 1,000,000
- 750,300
80,148,793 -
999,944 969,944
1,960,102 2,805,082
1,000,000 1,000,000
4,000,000 -
765,183 816,740
250,000 250,000
594,000 1,500.000
150,000 -
400,000 500,000
250,000 -
1,646,704 -
160,000 160.000
2,000,000 2,000,000
- 1,100,060
$ 107,622 143 $ 23.931,483

All notes payable without collateral described above represent unsecured notes.
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NOTE 10

HOPE ENTERPRISE CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2020 AND 2019

NOTES PAYABLE (CONTINUED)

During 2020, multiple bank and nonbank lenders modified their loan terms with the
Company.

[a] — Quarterly interest payments on $1,000.000 were waived from April 1. 2020 to March
31, 2022 and the maturity date was extended 5 years ta March 31, 2030.

[b] — Maturity date on $1,500.000 was extended 10 years to January 27, 2030

[c] - Interest payments were waived and cancelled for 6 months

[d] — Interest payments were deferred from April 28 — June 28, 2020 and maturity date was
extended three months to December 3, 2025

[e] — Maturity date extended three months to September 2020

[f] - Interest payments deferred for 90 days

[9] — Interest rate was reduced from 2.5% to 2% and interest payments waived from July 1.
2020 to January 1, 2021 and maturity date extended 5 years to January 1, 2026

[h] — Interest payments were deferred from March to December 2020

{i] — Interest rate was reduced from 2.5% to 0% and $100,000 was cenverted to a grant

[i] - Maturity date on $25,000 was extended fo October 31, 2023 and interest rate was
reduced from 2% to 1%

MNotes payable maturities at December 31, 2020, are as follows:

Years Ending December 31, Amount
2021 $ B4,255,04%
2022 4,365,237
2023 2,171,184
2024 2,461,128
2025 3,061,184
Thereafter 11,308.361
Total $ 107,622,143
NET ASSETS

Net Assets With Donor Restrictions

Net assets with donor restrictions consist of the following as of December 31:

2020 2019
Net Assets Subject to Expenditures for Specified Purpose:
Development Finance Activities $ 18,033,938 $ 17,291.890
Housing Initiative Activities 288,274 508,900
Other Program Activities 395,161 427.926
Subtotal 18,717,373 18,228,716
Net Assets Subject to Passage of Time:
Faor Periods after December 31 80,000 100,000
Net Assets to be Maintained in Perpetuity:
Revelving Loan Funds 692,512 1,185,334
Total Net Assets with Donar Restrictions $ 15,489,885 $ 19.514 050
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HOPE ENTERPRISE CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2020 AND 2019

NOTE 10 NET ASSETS {CONTINUED)

Noncontrolling Interests

ECDI has issued 220 Class A units at $25,000 per unit. The owners of the Class A units
may elect three of the seven members of the management committee of ECDI. The
Company, the sole Class B unit holder, appoints the other four members. The Company is
the sole managing member of ECDA and elects three of the five board of directors of
ECDNM. ECDA is the primary investing member of ECDNM. The Company is the sole
managing member of 13 additional New Market Tax Credit entities and elects two of the
three board of directors of each company. Although the Company controls the board of
directers of these entities., the Company has only a minor investment in these entities and
thus receives minimal allocations of earnings or losses. Further, the Company received
minimal distributions fram these entities during 2020 and 2019. Dividends in arrears relative
to the ECDI Class A units totaled $114,775 at December 31, 2020 and 2019.

The changes in noncantrolfing interest are as follows:

Balance - Balance -
January 1, Equity Dividends Net Earrmings December 31,
2020 Investment Paid (Losg) 2020
ECD Investmants Consolidated 3 185,759 % - % - 3 1533226) % (367,457)
ECD Assaciales Consolidataa 1,239,010 - 181,954} 51,711 1,208,767
Haope New Markels 1 5,795,137 15,820,000} (36, D46) 60,909 -
Hope New Markels 2 7,729,316 {7.760,000) (59,598) 30,280
Hope New Markels 3 4,708,478 {4.850,000) (24,878) 166,400
Hope New Markets 4 5,790,911 {5.820,000) {72,408} 101,494 -
Hape New Markets 5 A, 765,955 - {38,172) 69,879 5,741,702
Hope New Markets 6 10,662,714 - - 58,627 10,721,241
Hope New Markels 7 T721.228 - (77,592) 77,692 7,121,228
Hope New Markets B 7,699 605 - {217,783) 217,783 7,699 605
Hope New Markets 9 871224 - {310,237) 310,237 8,712 231
Hope Mew Markeis 10 7,779,327 - (212,3049) 212,399 7,779 327
Hope New Markets 11 8,360,166 - - 43,242 8,403 408
Hope New Markets 12 8,653 216 - (61.333) 81,344 9,669,227
Hope New Markets 13 7,690,838 - (95,3580) G6,3%0 7,680,838
Hope New Markets 14 5,694.622 - (59,781) £8,791 5,694,622
Hepe New Markets 15 13,375,352 - {100,750) 112,324 13,387,894
Hepe New Markats 16 - 7,000,000 (14.91R) {295 904) 5,688,180
Hope New Markets 17 - 10,000,000 (G4,497) (273529} 5,661,874
Total $ 119,554,915 § (7250000 $ (1BOBYVY) § 706 643 $ 111,402,779
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HOPE ENTERPRISE CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 231, 2020 AND 2018

NOTE 10 NET ASSETS (CONTINUED)

NOTE 11

Balance - Balahce -
January 1, Equity Dwidends Net Earnings December 31
2019 Investment Paid (Loss) 2019

=CD Irnvestments Consolidated $ 290284 & 3 196,778 § (281.303) % 165,758
ECD Associates Consolidated 1,271,985 (B2,225) 49250 1 239,010
ECD New Markets 4 - - (4586} 456 -
ECD New Mariwts 5 20,732 - {13,783} (6,949) -
Hope New Markets 1 5795134 {43,646) 43,649 5,795,137
Hope New Markats 2 7,728,316 {77,747) 77.747 7,729,318
Hope New Markets 3 4,708,479 {35,012 35.011 4708478
Hope New Markeis 4 5,750,911 {85,462 85,462 5,790,911
Hope: New Markets 5 5,768,945 (98,172) 98,172 5,769,995
Hope New Markets 5 10,628,787 555 33372 10,662,714
Hopa New Markets 7 7,721,228 71,592 77,852 7,721,228
Hope New Markets § 7,459,605 (217,783 217,783 7,698,605
Hope New Markets 9 8,712,231 (310,237} 310237 B, 712,231
Hope New Markets 19 7772228 {205,909} 213,010 FFT9 32
Hope Naw Markets 11 B.342.066 - (916) 13,018 &,360, 166
Hope New Markets 12 6,000,000 4,000,000 (57,159) {283,628) 9,659 216
Hope New Markats 13 B 7,000,000 (43,373) (265,766) 7,690 835
Hope New Markets 14 7,000,000 (10,257 (295,061} 6,694 622
Hope New Markets 15 - 14,000,000 {3, 0BQ) {520,558) 13,376,362
Total $ AB252479 § 33000000 § 1206519) § (492,545} & 119,554 915

LIQUIDITY AND AVAILABILITY

Financial assets available for general expenditures, that is, without donor or other
resfrictions limiting their use, within one year of the balance sheet date, are comprised of the

following:

Cash and Cash Equivalents
Grants Receivables
Investment Securities
Loans Receivable
Loan Guarantees Receivable from SBA
Interest Receivable
Financial Assets, at Year End

Less Those Not Available for General Expenditures
within One Year, Due to:
Restricted by Doners
Lines of Credit Secured by Loan Guarantees
Receivable from SBA
Financinal Assets Available to Meet Cash Needs
for General Expenditure within One Year

(26)

2020 2018

3 24,446,074 $ 1830170
892,002 1,793,919
21,200,478 15,815,535
868,223 862,531
80,870,308 -
219,877 158,085

% 128,796,962 ¥ 20460220

(19,489,885)

(80,970,308)

(19,514,050)

$ 28,336,769

$ 846,170




NOTE 11

NOTE 12

NOTE 13

HOPE ENTERPRISE CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 21, 2020 AND 2019

LIQUIDITY AND AVAILABILITY

The Company’s liquidity management policy has structured its financial assets to be
available for its general expenditures and other obligations that come due. The Company
invests cash in excess of daily requirements in short-term investments. In the event of an
unanticipated liquidity need, the Company also couid draw upon avaifable loan facilities as
discussed in Note 8.

EMPLOYEE BENEFIT PLAN

The Company sponsors a defined contribution 401(k) plan (the Plan) for all employees. The
Company contributes 100% of the first 4% contributed by each employee. Expenses of the
Plan were $116,078 in 2020 and $111,558 in 2019.

COMMITMENTS AND CONTINGENCIES

Off-Consolidated Statement of Financial Condition Activities

The Company is a party to conditicnal commitments to lend funds in the normal course of
business to meet the financing needs of its customers. These commitments represent
financial instruments to extend credit that involve, to varying degrees, elements of credit and
interest rate risk in excess of amounts recognized in the consolidated financial statements.

The Company’s exposure to credit loss is represented by the contractual notional amount of
these instruments. The Company uses the same credit policies in making commitments as it
does for those loans recorded in the consolidated financial statements.

The Company's maximum exposure to credit loss in the event of nonperformance by the
other party for loan commitments (including unused lines of credit) was approximately
$1,620,000 and $1,141,000 at December 31, 2020 and 2019, respectively.

Commitments to extend credit are agreements to iend fo a customer as long as there is no
violation of any condition established in the contract. Commitments generally have fixed
expiration dates or other termination clauses and may require payment of a fee. Because
many of the commitments are expected to expire without being drawn upon, the total
commitment amounts do not necessarily represent future cash requirements. The Company
evaluates each customer’s creditworthiness on a case-by-case basis. The amount of
collateral obtained. if deemed necessary by the Company upon extension of credit is based
on management's credit evaluation of the counterparty. Collateral held varies but may
include consumer assets, residential real estate, commercial real estate, and member
share balances.

Unfunded commitments under revolving credit lines are commitments for possible future
extensions of credit to existing members. These lines-of-credit are uncollateralized and
usually do not contain a specified maturity date and may not be drawn upon to the total
extent to which the Credit Union is committed.

(27)



HOPE ENTERPRISE CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2020 AND 2019

NOTE 14 COMMITMENTS AND CONTINGENCIES (CONTINUED)

Credit Enhancement L.oans

As of December 31, 2020, HFCU has loans outstanding that are partially coliateralized by
credit enhancement guarantees from the Company through a charter school credit
enhancement program. Total credit enhancement guarantees from the Company for these
loans aggregated approximately $6,779,000 as of December 31, 2020 and 2019.

Deferred Compensation Plan

The Company has an executive employment agreement with its principal executive which
entitles the principal executive to receive certain benefits based upon years of service and
attainment of certain incentives. The Company accrued a liability for past services relative to
this deferred compensation arrangement, which was $385,309 and $334.545 as of
December 31, 2020 and 2018, respectively.

Concentrations

Contributions totaling $20,200.000 and $7,135,000 were received from two donors in each
of the years ended December 31, 2020 and 2019, representing 45% and 42% of total
revenue, respectively. Should these contribution levels decrease, the Company may be
adversely affected.

(28)



HOPE ENTERPRISE CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2020 AND 2019

NOTE 14 FUNCTIONAL CLASSIFICATION OF EXPENSES

A summary of 2020 expenses summarized by functional and natural classification follows Costs are either charged directly to
program aclivities or supporting services based on specific identfication or are allocated among the programs and supporting
services benefited. The expenses that are allocaled include office supplies, telephone and utilities expense. which are allocated
on the basis of time and effort incurred for program activities cempared to time and effort incurred for supporting services.

Program Aclivities Supporting Screlces
Furdrasng
Devefopmen| Housing Fahey and Cther Programs General and and Supporting Tolal
Finance Intiatrve Advocacy Fiagrame Sublotat Adminigirglion  _Copmynicatlon Sublolal Espersae

Salares Tinployee Tases,

and Banefils §  1.2490 H 21401 s 531,931 H £E2185 5 24511 5 1772798 H 270 559 5 2054357 5 4585863
Bank Foes 25 - - - 325 14,226 - 14 w86 15232
Cunhfareness and Employee

Tralning 380 - 75 5828 G863 172 584 8707 16570
Conlraciual Services vlg 122 21e s, 774 Jer 228 2,080442 403081 3247 412328 2492770
Duns, Fees, and Memberships 4727 - 172,805 BE1s 27047 32258 22N 34 405 61842
Equipmenl, Furilures, ana

Fldures 105,740 2840 4R,544 et 233,971 303060 29033 337 +59 SEE.120
Farvgiveness of Morgags

Loan bt 133.797 4272458 - - RRT,?55 - - - 501245
HFZU Cperauanal Suppor 55677 500 B - L£A7T.500 - - - 571500
Insyrancey 41,309 - - 41,300 £ - 137 886 178,188
Miscellasous 257 418 - - B2 258,050 GiG 410 - 656416 S1d 466
Cothee Supples 51045 1167 8,155 Z: 818 83,783 S0 EEq 5,356 56,020 123 803
Fass Thiough Granls 149 103 - - & 100 155,209 - - - 155,200
Profassional Faas 1655 3l 1,099 - 3,685 6522 - (28 10 €07
Runl and Empleyas Parking 11,142 - - TESE 18,798 1271 - 1221 20 0BG
Repalrs and Malnenarce 57 545 1273 24,854 32781 116,480 81699 14 464 9,154 212624
Snryice Fees 107,909 93 538 5641 8E8C1C 295,087 10R,540 2715 1115858 4065 €47
3P Recnudmer! ard

Relacallan - - - - - 0235 - 9738 IL3E
Telephone and ey 170.277 2841 ES T4B B3 795 257 214,853 41875 265 528 53229
Travel 35.89) 15 4331 11,397 54233 30915 2502 33,105 85,542
Interest 117.802 - - - 117,809 335,953 - 335562 45472
Prowsion for Loan Losses (64,395) {251, - - 164 837} - - - (b A7)
Cepreciaticn und Anoization - - - - - 370,551 - 370551 370.551

Toral $ 9100547 3 557,363 _§ 14897 _§ 1937000 § 124B9B]2 0§ 4547515, _3 A229P9, § 2960345 3 17439657
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HOPE ENTERPRISE CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

DECEMBER 31, 2020 AND 2019

NOTE 14 FUNCTIONAL CLASSIFICATION OF EXPENSES (CONTINUED)

A summary of 2019 expenses summarized by functional and natural classification follows.

Salanes, Employ2e Taues,
and Benefils

Bark Fees

Zonlerencas and Empinyee
Tramng

Cantractual Services

Duss, Faws, and Mambershlps

Eguipment, Furnilures, and
Firules

Forygiveness ol Morigage
l.can Dett

HFCU Operalional Support

Insurarce

NMiscelanecus

OHice Supphes

Fags Thiough Grants

Frotesgional Fees

Rent and Employss Paking

Hepars and Mamnlenanr e

Survice Faes

Slaff Recrultment and
Raireation

Telephone and Ullilies

Traval

Inlerast

PreMsion for Loan Losses

Deprecalon 2nd Amcpizalion

Talal

Frogram Aulivlias

Supporhing Saisices

Fundratsing
Davalogemant Hausing Pollcy and Qtner Progianis Geperal and and Supgorting Tutal
Fihance Iréligtive Advocacy Frograms Sublulsl Adroinlsirat-on _Commurication Sublclal Eapu118a5

s 048,017 3 aron b Ns.058 % 654227 §  Z.015204 § 2042840 ¥ A31809 5 2374742 S 4.390,063
5553 - - - 6,653 8,443 - 8442 15.096
11,109 1423 1,875 12,392 26,300 34025 748 arEeE?2 64,473
205911 1,448 10,008 194 451 474855 447147 182528 630.085 1,104,981
4551 2.uus G562 20776 ERRVEE) 25,163 7970 23123 BG,217
313655 3,838 10,285 20231 ey 157 155,719 11427 168,166 916,313
114 751 584,203 - 7H4 044 - 780,044
5,051 000 - - - 5,061.000 . - 5,061.000
25 41€ - - - 35416 115652 - 116,6R2 152,078
233 Q05 28.840 500 1540 314 795 TA97 TE 7.847 322742
55,530 555 11.7M 16202 BB.5CS 75852 17385 43,254 191 853
231000 - 25] 147 908 a7o 18 . - - 379158
41410 2034 73444 13,000 - 19,000 92,444
19.30C - - 10 585 29888 - - 29,865
118.7C6 gar 3,002 6728 123682 40,142 37 43,B60 173,542
198813 411015 14628 138776 93332 100 365 24 996 134,561 B97.893
1,250 2151 - - KEZN 10457 - 10,457 13,998
524,824 4 865 17211 41,984 H16 834 126 353 16,520 145,874 764 557
4,058 7,584 37175 £4.850 150 460 2.348 158,608 322468
207.E35 - - - 469,034 - 458,034 673 669
255 BAS (43, 365539 - . - 356 B3Y
- - - - - 413178 - 213,179 415179
$ 5HHGR240 S 1245705 % 428646 5 1355878 § 11423478 3 4755367 % E05612 5 4964974 § 16793453
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CliflonLarsonAllen LLP
CLAconnect com

INDEPENDENT AUDITORS’ REPORT ON INTERNAL CONTROL OVER
FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER MATTERS
BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN
ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

Board of Directors
Hope Enterprise Corporation
Jackson, Mississippi

We have audited, in accordance with the 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 Comptrofler General of the United States, the consolidated financial statements of Hope
Enterprise Corporation (the Company), which comprise the consolidated statement of financial
position as of December 31, 2020, and the related consolidated statements of activities and cash flows
for the year then ended and the related notes to the consolidated financial statements and have issued

our report thereon dated March 30, 2021.

internal Control Over Financial Reporting

In planning and performing our audit of the consolidated financial statements, we considered the
Company's internal contral over financial reporting (internal control) as a basis for designing audit
procedures that are appropriate in the circumstances for the purpose of expressing our opinion on the
consolidated financial statements, but not for the purpase of expressing an opinion on the effectiveness
of the Company’s internal control. Accordingly, we do not express an opinion on the effectiveness of
the Company’s internal control.

A deficiency in internal control exists when the design or operation of a control does not aliow
management or employees, in the normal course of performing their assigned functions, to prevent, or
detect and correct, misstatements on a timely basis. A material weakness is a deficiency, or a
combination of deficiencies, in internal control, such that there is a reasonable possibility that a material
misstatement of the entity’s financial statements will not be prevented, or detected and corrected on a
timely basis, A significant deficiency is a deficiency, or a combination of deficiencies, in internal control
that is less severe than a material weakness yet important enough to merit attention by those charged
with governance.

Our consideration of internal control was for the limited purpose described in the first paragraph of this
section and was not designed to identify all deficiencies in internal control that might be material
weaknesses or significant deficiencies and therefore, material weaknesses or significant deficiencies
may exist that have not been identified. Given these limitations, during our audit we did not identify any
deficiencies in internal control that we cansider to be material weaknesses. We did identify certain
deficiencies in internal control, described in the accompanying schedule of findings and questioned
costs as items 2020-001 and 2020-002 that we consider to be significant deficiencies.

A membar rf

Nexia (31)
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Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Company’'s consolidated financial
statements are free from material misstatement, we performed tests of its compliance with certain
provisions of laws, regulations, contracts. and grant agreements, noncompliance with which could have
a direct and material effect on the consoclidated financial statements. However, providing an opinion on
compliance with those provisions was not an objective of our audit, and accordingly, we do not express
such an opinion. The results of our tests disclosed no instances of noncompliance or other matters that
are required to be reported under Government Auditing Standards.

Hope Enterprise Corporation’s Response to Findings

Hope Enterprise Corporation's response to the findings identified in our audit is described in the
accompanying schedule of findings and guestioned costs. The Company’s response was not subjected
to the auditing procedures applied in the audit of the financial statements and, accordingiy, we express

no opinion on it.

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control and
compliance and the resuits of that testing, and not to provide an opinion on the effectiveness of the
organization's internal control or an compliance. This report is an integral part of an audit performed in
accordance with Govermment Auditing Standards in considering the Company’s internal control and
compliance. Accordingly. this communication is not suitable for any other purpose.

J%Z&wﬂbsf/—&q; LA
CliftonLarsonAlien LLP

Dallas, Texas
March 30, 2021

A mainbar of
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CliflonLarsonAllen LLP
CLAconnect com

INDEPENDENT AUDITORS' REPORT ON COMPLIANCE FOR EACH MAJOR
FEDERAL PROGRAM, REPORT ON INTERNAL CONTROL OVER COMPLIANCE, AND
REPORT ON THE SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
REQUIRED BY THE UNIFORM GUIDANCE

Board of Directors
Hope Enterprise Corporation
Jackson, Mississippi

Report on Compliance for Each Major Federal Program

We have audited Hope Enterprise Corporation's (the Company) compliance with the types of
compliance requirements described in the OMB Compliance Supplement that could have a direct and
material effect on each of the Company's major federal programs for the year ended December 31,
2020. The Company's major federal program is identified in the summary of auditors’ results section of
the accompanying schedule of findings and questioned costs.

Management's Responsibility
Management is responsible for compliance with federal statutes, regulations, and the terms and
conditions of its federal awards applicable to its federal programs.

Auditors' Responsibility

Our responsibility is to express an opinion on compliance for the Company's major federal program
based on our audit of the types of compliance requirements referred to above. We conducted our audit
of compliance in accordance with auditing standards generally accepted in the United States of
America; the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States; and the audit requirements of Title 2 U.S. Code
of Federal Regulations Part 200, Uniforrn Administrative Requirements, Cost Principles, and Audit
Requirements for Federal Awards (Uniform Guidance). Those standards and the Uniform Guidance
require that we plan and perform the audit to obtain reasonable assurance about whether
noncompliance with the types of compliance requirements referred to above that could have a direct
and material effect on a major federal program occurred. An audit includes examining, on a test basis,
evidence about the Company's compliance with those requirements and performing such other
procedures as we considered necessary in the circumstances.

We believe that our audit provides a reasonable basis for our opinicn on compliance for the major
program. However, aur audit does not provide a legal determination of the Company's compliance.

Opinion on Each Major Federal Program

In our opinion, the Company complied, in all material respects, with the types of compliance
requirements referred to above that could have a direct and material effect on its major federal program
for the year ended December 31, 2020.

A member of

@ Nexia (33)
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Report on Internal Control Over Compliance

Management of the Company is responsible for establishing and maintaining effective internal control
over compliance with the fypes of compliance requirements referred to above. In planning and
performing our audit of compliance, we considered the Company's internal control over compliance with
the types of requirements that could have a direct and material effect on each major federal program to
determine the auditing procedures that are appropriate in the circumstances for the purpose of
expressing an opinion on compliance for each major federal program and to test and report on internal
control over compliance in accordance with the Uniform Guidance, but not for the purpose of
expressing an opinion on the effectiveness of internal control over compliance. Accordingly, we do not
express an opinion on the effectiveness of the Company's internal contro} over compliance.

A deficiency in intemal controf over compliance exists when the design or operation of a controf over
compliance does not allow management or employees, in the normal course of performing their
assigned functions. to prevent, or detect and correct, noncompliance with a type of compliance
requirement of a federal program on a timely basis. A material weakness in internal conirol over
compliance is a deficiency, or combination of deficiencies, in internal control over compliance, such that
there is a reasonable possibility that material noncompliance with a type of compliance requirement of a
federal program will not be prevented, or detected and corrected, on a timely basis. A significant
deficiency in internal controf over compliance is a deficiency, or a combination of deficiencies, in
internal control over compliance with a type of compliance requirement of a federal program that is less
severe than a material weakness in internal control over compliance, yet important enough to merit
attention by those charged with governance.

Qur consideration of internal control over compliance was for the limited purpose described in the first
paragraph of this section and was not designed to identify all deficiencies in internal control over
compliance that might be material weaknesses or significant deficiencies. We did not identify any
deficiencies in internal control over compliance that we consider {o be material weaknesses. However,
material weaknesses may exist that have not been identified.

The purpose of this report on internal control over compliance is solely to describe the scope of our
testing of internal control over compliance and the results of that testing based on the requirements of
the Uniform Guidance. Accordingly, this report is not suitable for any other purpose.

zfydxziudomé’éa 5
CliftonLarsonAllen LLP

Dallas, Texas
March 30, 2021
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HOPE ENTERPRISE CORPORATION
STATEMENT OF FINANCIAL POSITION ~ NEIGHBORWORKS AMERICA FUNDS
DECEMBER 21, 2020

ASSETS

Loans Receivable $

Total Assets $

LIABILITIES AND NET ASSETS

NET ASSETS
With Donor Restrictions

Total Net Assets $

See accompanying Notes to Schedule of Expenditures of Federal Awards
(39)



HOPE ENTERPRISE CORPORATION
STATEMENT OF ACTIVITIES — NEIGHBORWORKS AMERICA FUNDS
YEAR ENDED DECEMBER 31, 2020

Without Donor With Donor
Restrictions Restrictions Total
REVENUES AND GAINS
Expendable Grants $ 722,678 $ - $ 722,678
Net Assets Released from Restrictions:
Transfer from Changes in Program Restrictions 492,822 (492,822) -
Total Revenues and Gains 1,215,500 (492,822) 722,678
EXPENSES
Other Programs 1,215,500 - 1.215,500
Total Expenses 1,215,500 - 1,215,500
CHANGE IN NET ASSETS - (492,822) {492,822)
Net Assets - Beginning of Year - 492 822 492 822
NET ASSETS - END OF YEAR 5 - $ - ) -

See accampanying Notes fo Schedule of Expenditures of Federal Awards
(36)



HOPE ENTERPRI!SE CORPORATION
SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
YEAR ENDED DECEMBER 31, 2020

Federal Passed Total
CFDA Through ta Federal
Federal Grantor/Program Title Number Subrecipients Expenditures
U.S. Department of Housing and Urban Development
Capacity Building for Community Development
and Affordable Housing 14,262 S 150,0C0
Congressional Appropriation - NeighborWorks
System Program 21.116 1,185,500
COVID-19 Relief Funds Appropriated from
Public Law #116-94 21.116 20,000

Total Expenditures of Federal Awards

See accompanying Notas to Schedule of Expenditures of Federal Awards

(37

$ 1,385,500




NOTE 1

NOTE 2

NOTE 3

NOTE 3

NOTE 4

HOPE ENTERPRISE CORPORATION
NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
DECEMBER 31, 2020

BASIS OF PRESENTATICN

The accompanying schedule of expenditures of federal awards (the Schedule) includes the
federal activity of Hope Enterprise Corporation under programs of the federal government
for the year ended December 31, 2020. The information in the Schedule is presented in
accordance with the requirements of 2 CFR Part 200, Uniform Administrative Requirements,
Cost Principles, and Audit Requirements for Federal Awards (Uniform Guidance). Because
the Schedule presents only a selected portion of the operations of Hope Enterprise
Corporation, it is not intended to and does not present the financial position, changes in net
assets, or cash flows of Hope Enterprise Corporation.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Expenditures reported on the Schedule are reported on the accrual basis of accounting.
Such expenditures are recognized following the cost principles contained the in the Uniform
Guidance, wherein centain types of expenditures are nof allowable or are limited as to
reimbursement. The Company has chosen not to use the 10% de minimis indirect cost rate
allowed under the Uniform Guidance. The Company did not contract any federal loans, loan
guarantees and did not receive federal noncash assistance.

NEIGHBORWORKS AMERICA FUNDS

The Company has a grant agreement with NeighborWorks America which is structured in
accordance with Section 607(e) of the Neighborhood Reinvestment Corporation Act, as
amended (42 U.5.C. 8101, et. seq.). The agreement provides for the funding of cerain
ongoing community fending and support projects in the form of capital funds grants. During
2020 and 2019, the Company was awarded NeighborWorks America capital funds grants
totaling $695,500 and $645,320, respectively, which is included in revenue. Expenditures
relative to these awards are shown in detail in the accompanying schedule of expenditures
of federal awards. Of the amounts received from NeighborWorks America, all were
considered expendable grants and no amounts were received with donor restrictions. The
unexpended portion of donor restricted grants relates to grant funds held in perpetuity and
amounted to $-0- and $492,822 at December 31, 2020 and 2019, respectively. As of
December 31, 2020, the Company was in compliance with the bonding and insurance
requirements of the grant agreement.

SUBRECIPIENTS

The Company did not provide any federal awards to subrecipients during the year ended
December 31, 2020.

NON-CASH ASSISTANCE

The Company did not receive any federal assistance in non-cash form during the year
ended December 31, 2020.



HOPE ENTERPRISE CORPORATION
SCHEDUIE OF FINDINGS AND QUESTIONED COSTS
YEAR ENDED DECEMBER 31, 2020

Section | - Summary of Auditors’ Results

Financial Statements
1. Type of auditors’ report issued: Unmedified
2. Internal control over financial reporting:

« Material weakness(es) identified? yes X no
« Significant deficiency(ies) identified? X yes none reported

3. Noncompliance material to financial
statements noted? yes X no
Federal Awards
1. Internal control over major federal programs:

« Material weakness(es) identified? yes X no
» Significant deficiency(ies) identified? yes X none reported

2. Type of auditors’ report issued on
compliance far major federal programs: Unmeodified

3. Any audit findings disclosed that are required

to be reported in accordance with
2 CFR 200.516(a)? yes X no

ldentification of Major Federal Programs

CFDA Number(s) Name of Federal Program or Cluster
21.116 NeighborWorks System Program
Dollar threshold used to distinguish between
Type A and Type B programs: $ 750,000
Auditee qualified as low-risk auditee? ves X no
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HOPE ENTERPRISE CORPORATION
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
YEAR ENDED DECEMBER 31, 2020

Section I — Financial Statement Findings

2020 — 001
Type of Finding:
+ Significant Deficiency in Internal Control over Financial Reporting

Condition: Exceptions noted in commercial credit file review

Criterial or specific requirement: in order to properly value and recognize Ioan receivables according
to AU-C 942-310, an entity must have sufficient, up-to-date records of such receivables.

Context: Exceptions in multiple credit files reviewed include missing documentation, stale reviews,
among others. In 2020, the COVID-189 pandemic and subsequent stay at hame orders impacted the
Campany's ability to continue it's review procedures on manual documents as designed.

Effect: Management's risk ratings are incorrect.

Cause: All loan documentation is maintained in paper format, there is no cohesive system of
organization of the files, and there does not appear to be an effective, consistent methodology for
monitoring existing credit relationships.

Repeat Finding: Not a repeat finding.

Recommendation: CLA recommends that management either adopt a consistent filing methodology or
move to an electronic system to facilitate visibility and review of credit relationships and develop an
appropriate manitoring system to ensure problem credits are identified timely.

Views of responsible officials and planned corrective action: Management is aware and has
already made changes to the organizational chart to better segregate responsibilities, has begun and
will continue to digitize credit files, and has hired a Chief Credit Officer to oversee it all.

2020 — 002
Type of Finding:
+ Significant Deficiency in Internal Control over Financial Reporting

Condition: Pervasive lack of accurate and timely review of financial support

Criterial or specific requirement. Management must maintain an effective system of internal controls
over financial reporting.

Context: Multiple instances noted in which management review and approval of various reconciliations,
timesheets, or other financial support, was not documented timely or at all. in 2020, the COVID-19
pandemic and subsequent stay at home orders impacted the Company’s ability to continue it's review
procedures on manual documents as designed. Additionally, the Company dealt with significant
furnover in personnel, including the retirement of the long-time Deputy CFO, and extended medical
leave of both the newly promoted Controller and Assistant Controller.
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Effect: Lack of review or timely review provides opportunity for fraud to be perpetuated or errors to
compound that may materially impact the financial statements.

Cause: Many of management’s reconciliation processes are manual or rely on paper documentation.
Repeat Finding: Not a repeat finding.

Recommendation: CLA recommends that management carefully review its process for reviewing
financial support as reported internally and in the call report to ensure it is complete, accurate and
timely. We also recommend that management retain appropriate documentation to support balances
and reconciling items. Finally, we recommend that management review and properly leverage the
capabilities of its existing data processing system, which can improve the reliability of information and
reduce management's reliance on manually-prepared support.

Views of responsible officials and ptanned corrective action: Management is aware and has plans
to implement an accounting system change to better leverage electronic processes for accurate and

timely review.

Section Il — Findings and Questioned Costs — Major Federal Programs

None
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