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Financial-Compliance Audits
Financial-compliance audits are conducted by the Legislative 
Audit Division to determine if an agency’s financial operations are 
properly conducted, the financial reports are presented fairly, and 
the agency has complied with applicable laws and regulations. In 
performing the audit work, the audit staff uses standards set forth 
by the American Institute of Certified Public Accountants and 
the United States Government Accountability Office. Financial-
compliance audit staff members hold degrees with an emphasis in 
accounting. Most staff members hold Certified Public Accountant 
(CPA) certificates.

Government Auditing Standards, the Single Audit Act Amendments 
of 1996 and OMB Circular A-133 require the auditor to issue certain 
financial, internal control, and compliance reports. This individual 
agency audit report is not intended to comply with these reporting 
requirements and is therefore not intended for distribution to 
federal grantor agencies. The Legislative Audit Division issues a 
statewide biennial Single Audit Report which complies with the 
above reporting requirements. The Single Audit Report for the two 
fiscal years ended June 30, 2007, was issued January 23, 2008. The 
Single Audit Report for the two fiscal years ended June 30, 2009, 
will be issued by March 31, 2010. Copies of the Single Audit Report 
can be obtained by contacting:

Single Audit Coordinator Legislative Audit Division
Office of Budget and Program Planning Room 160, State Capitol
Room 277, State Capitol P.O. Box 201705
P.O. Box 200802 Helena, MT 59620-1705
Helena, MT 59620-0802
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Fraud Hotline
Help eliminate fraud, 
waste, and abuse in 

state government. Call 
the Fraud Hotline at:

(Statewide)
1-800-222-4446

(in Helena)
444-4446

Direct comments or inquiries to:
Legislative Audit Division
Room 160, State Capitol

P.O. Box 201705
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Reports can be found in electronic format at:
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November 2008

The Legislative Audit Committee
of the Montana State Legislature:

This is our financial-compliance audit report on the Montana Board of Housing (board) 
for the two fiscal years ended June 30, 2008. The report contains one recommendation 
related to the internal control over financial statement preparation at the board.

The board’s written response to the audit recommendation is included in the back of 
the audit report on page B-3. We thank the executive director and his staff for their 
cooperation and assistance throughout the audit.

Respectfully submitted,

/s/ Tori Hunthausen

Tori Hunthausen, CPA
Legislative Auditor
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Report Summary

Montana Board of Housing
This report documents the results of our financial-compliance audit of the Montana Board 
of Housing (board) for the two fiscal years ended June 30, 2008. The report contains one 
recommendation related to internal control over financial statement preparation. The 
previous audit report contained no recommendations.

Board personnel prepare the financial statements using the Statewide Accounting, 
Budgeting, and Human Resources System (SABHRS) with adjustment. Adjustments 
are made to more accurately present financial activity to the readers of the statements. 
We issued an unqualified opinion on the financial statements presented in this report, 
which means the reader can rely on the financial information presented. 

The listing below serves as a means of summarizing the recommendation contained in 
the report, the board’s response thereto, and a reference to the supporting comments.

Recommendation #1 ........................................................................................................3
We recommend the board enhance and implement written internal control procedures 
in accordance with state policy over the preparation and review of its financial state-
ments and notes.

Board Response:  Concur ............................................................................................B-3 
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Chapter I – Introduction and Background

Introduction
We performed a financial-compliance audit of the Montana Board of Housing (board) for 
the two fiscal years ended June 30, 2008. The objectives of our audit were to:

Determine whether the board complied with selected laws and regulations.

Obtain an understanding of the board’s control systems to the extent necessary 
to support our audit of the board’s financial statements and, if appropriate, 
make recommendations for improvement in management and internal controls 
of the board.

Determine whether the financial statements prepared by board personnel 
fairly present the results of operations in conformity with generally accepted 
accounting principles, for the fiscal years ending June 30, 2008, and 2007.

The financial statements are prepared using the Statewide Accounting, Budgeting, 
and Human Resources System (SABHRS) with adjustment. Adjustments are made to 
accurately present financial activity to the readers of the statements. As such, a reader 
should not expect these financial statements to agree in all instances to the state’s 
primary accounting records.

This report contains one recommendation to the board. Other areas of concern 
deemed not to have a significant effect on the successful operations of the board are 
not specifically included in the report, but have been discussed with management. In 
accordance with section 5-13-307, MCA, we have disclosed the cost, if significant, of 
implementing this recommendation.

Background
The Montana Board of Housing was created by the Montana Housing Act of 1975. 
The board is attached to the Housing Division within the Department of Commerce. 
The Montana Board of Housing’s purpose is to provide decent, safe, sanitary, and 
affordable housing for lower income individuals and families in the state of Montana. 
The board accomplishes this purpose by issuing tax-exempt bonds to provide funds to 
purchase home mortgages, make loans for rental housing projects, administering federal 
housing tax credit programs and working in partnership with other housing providers 
throughout Montana. Mortgage loans are primarily for first-time homebuyers. As of  
June 30, 2008, the maximum income limitations for homebuyers to qualify for a 
mortgage loan generally ranged from $53,600 to $77,560. The maximum purchase price 
for a qualifying property generally ranged from $237,031 to $289,705, with the maximum 
Federal Housing Administration (FHA) loan amount generally limited to $200,160. 
During fiscal year 2007-08, the board made a total of 1,611 mortgage loans with an 
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average loan amount of $125,734 to borrowers whose average income was $40,480. The 
largest first mortgage loan made was for $236,700 and the smallest was for $15,225. 

The board portfolio of loans has a low rate of default and potential foreclosure. The 
following table compares the delinquency and foreclosure rates of board loans to the 
averages of all mortgage loans in Montana, in the Mountain Region, and in the nation as 
a whole. 

Table 1
Delinquency and Foreclosure Rates

As of June 30, 2008 30 days 
delinquent

60 days 
delinquent

90 days 
delinquent

Foreclosure 
in process

MBOH 1.01% .32% .51% .46%
Montana mortgage 
loans 1.88% .63% .54% .93%
Mountain Region 2.62% 1.09% 1.49% 2.63%
United States 3.23% 1.24% 1.75% 2.75%

Source: Compiled by the Montana Board of Housing.

In addition to the annual financial audit of the board, our office performs special 
engagements for the board throughout the year. These include agreed-upon procedures for 
the board and its underwriter to evaluate revenue, expense, and fund equity information 
when selling bonds, and reviews of preliminary and official statements to allow inclusion 
of our Independent Auditor’s Report with the financial statements when the board issues 
bonds. We have also performed agreed-upon procedures at selected board loan servicers to 
assist the board in evaluation the mortgage receivable information provided by the board’s 
loan servicers, and to determine compliance with contract requirements.

� Montana Legislative Audit Division



Chapter II – Findings and Recommendations

Internal Control

The board does not have adequate written documentation explaining the process 
for preparing the financial statements and notes, and review of the information. 

According to state accounting policy, an entity’s management is responsible for 
establishing and maintaining internal controls. Internal controls are policies and 
procedures used by managers to ensure that their programs operate efficiently and 
effectively. Internal control policies and procedures are designed to safeguard agency 
assets, check the accuracy and reliability of financial data, promote operational 
efficiency, and encourage adherence to prescribed managerial policies and compliance 
with applicable laws and regulations. Management is responsible for the extent of the 
efficiency and effectiveness of internal controls, as well as any deficiencies.

While reviewing the financial statement information, we noted an error between current 
and noncurrent investment amounts for fiscal year 2007-08 reported on the Statement 
of Net Assets. At the time of the financial statement preparation, board management 
did not have adequate written procedures in place outlining the process for preparing 
the financial statements and notes, and review of the information once prepared. By not 
having written procedures for the preparation and review of the financial statements, 
there is risk that errors could occur and not be detected by management. Had procedures 
been in place this error may have been detected by management. This error has been 
corrected by management in the financial statements included in this report. 

According to board management, they were short-staffed during the preparation process, 
and drafted written procedures regarding the preparation and review of the financial 
statements and notes in October 2008.

Recommendation #1

We recommend the board enhance and implement written internal control 
procedures in accordance with state policy over the preparation and review 
of its financial statements and notes.

 

08-07A

3





Independent Auditor’s Report 
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Tori Hunthausen, Legislative Auditor Deputy Legislative Auditors
Monica Huyg, Legal Counsel James Gillett
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Independent AudItor’s report

The Legislative Audit Committee
of the Montana State Legislature:

We have audited the accompanying Statement of Net Assets of the Montana Board of Housing, a component 
unit of the state of Montana, as of June 30, 2008, and 2007, and the related Statement of Revenues, 
Expenses, and Changes in Net Assets, and Statement of Cash Flows for each of the fiscal years then ended. 
The information contained in these financial statements is the responsibility of the board’s management. 
Our responsibility is to express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States 
of America. Those standards require that we plan and perform the audit to obtain reasonable assurance 
about whether the financial statements are free of material misstatement. An audit includes examining, 
on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also 
includes assessing the accounting principles used and significant estimates made by management, as well 
as evaluating the overall financial statement presentation. We believe that our audit provides a reasonable 
basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial 
position of the Montana Board of Housing as of June 30, 2008, and 2007, and the results of its operations 
and cash flows for each of the fiscal years then ended, in conformity with accounting principles generally 
accepted in the United States of America.

The accompanying Management’s Discussion and Analysis, and the Schedule of Funding Progress are not 
a required part of the financial statements, but supplementary information required by the Governmental 
Accounting Standards Board. We have applied certain limited procedures, which consisted principally 
of inquires of management regarding the methods of measurement and presentation of the required 
supplementary information. However, we did not audit the information and express no opinion on it.

Our audit was conducted for the purpose of forming an opinion on the financial statements taken as a whole. 
The Combining Statement of Net Assets as of June 30, 2008, with comparative totals as of June 30, 2007, 
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and the related Combining Statement of Revenues, Expenses, and Changes in Net Assets and Combining 
Statement of Cash Flows for the fiscal years then ended, are presented for purposes of additional analysis 
and are not a required part of the financial statements of the Montana Board of Housing. Such information 
has been subjected to the auditing procedures applied in the audit of the financial statements, and, in our 
opinion, is fairly stated in all material respects in relation to the financial statements taken as a whole.

Respectfully submitted,

/s/ James Gillett

James Gillett, CPA
Deputy Legislative Auditor

November 5, 2008
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Montana Board of Housing 
Management’s Discussion and Analysis, 

Financial Statements, Notes, Required Supplementary 
Information, and Supplemental Information
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MONTANA BOARD OF HOUSING 
NOTES TO THE FINANCIAL STATEMENTS

June 30, 2008 and 2007 

NOTE 15. OTHER POST-EMPLOYMENT BENEFITS (OPEB) - continued

The State finances claims on a pay-as-you-go basis and does not advance-fund the OPEB 
liability. Therefore the following cost information shows no cost contributions or plan assets made 
by the Board. Since 2008 is the OPEB reporting implementation year and year of transition, there 
is not two years’ previous information available to report as required by GASB Statement 45 . 

Annual OPEB Cost:  
For 2008, the Board’s allocated annual OPEB cost (expense) of $42,741 was equal to the ARC. 
The Board’s annual OPEB cost, the percentage of annual OPEB cost contributed to the plan and 
the net OPEB obligation for 2008 are as follows:  

 Fiscal                 Percentage of  Net
                Year  Annual  Annual OPEB  OPEB 
                Ended OPEB Cost Cost Contributed Obligation
                6/30/08  0%       $42,741  $42,741  

Funded Status and Funding Progress:  
The funded status of the Board’s allocation of the plan as of June 30, 2008, was as follows: 

Actuarial accrued liability (AAL)    $418,727 
Actuarial value of plan assets    $           0 
Unfunded actuarial accrued liability (UAAL)   $418,727 
Funded ratio (actuarial value of plan assets/AAL)    0 
Covered payroll (active plan members)    $484,582 
UAAL as a percentage of covered payroll       86.41% 

NOTE 16. SUBSEQUENT EVENTS 

On October 14, 2008, American International Group, Inc. (AIG) elected to repay the principal and 
accrued but unpaid interest outstanding under two investment agreements with the Board. Upon 
payment to the Board of approximately $ 15.5 million, AIG terminated both agreements. The 
Board has no additional investment agreements with AIG.  

On September 11, 2008, the Board issued $ 31,000,000 of Single Family Program Bonds Series 
2008 A. The Bonds will mature on June 1, 2010, through December 1, 2039, with interest rates 
from 2.55% to 5.50 %. Bond proceeds will be used to purchase single family mortgage loans for 
the board’s Homeownership Program. The 2008A bond series is not a debt of the state and the 
state is not liable for the bonds.  Neither the state’s faith or credit or taxing power is pledged to 
the payment of bond principal or interest. 

On September 8, 2008, the Board passed a resolution granting preliminary approval to the 
issuance of its Multifamily Housing Revenue Bonds in one or more series in an aggregate 
principal amount not to exceed $8,000,000. Bond proceeds will be used to finance a loan for the 
purpose of acquiring, rehabilitating, and equipping a 180-unit multi-site multifamily development 
project known as the Parkview Apartments and the Vista Villa Apartments, each located in Great 
Falls, Montana. 

On September 7, 2008, the Federal National Mortgage Association and Federal Home Loan 
Mortgage Corp. were put into conservatorship. 
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