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NEW YORK CITY
HOUSING DEVELOPMENT
CORPORATION

MEMORANDUM

TO:

FROM:
SUBJECT:

DATE:

Members of the Audit Committee

Richard Froehlich BQ/@/

Material for Audit Committee Meeting
November 29, 2018

November 20, 2018

Attached please find the following materials for the Audit Committee meeting:

Proposed Agenda

Minutes of September 26, 2018 Meeting
Debt Report

Investment Report

Credit Risk Update

FY 2019 Internal Audit Schedule
Internal Audit Report
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NEW YORK CITY
HOUSING DEVELOPMENT
CORPORATION

MEMORANDUM

TO: Members of the Audit Committee
FROM: Richard Froehlich IQZ/
SUBJECT: Agenda for Audit Committee Meeting

DATE: November 20, 2018

For the Audit Committee Meeting, which will take place on Thursday, November 29th, at
10:00 a.m., I propose the following agenda:

1. Roll Call

2. Approval of Minutes of the Meeting held on September 26, 2018
3. Debt Report

4. Investment Report

5. Credit Risk Update

6. Approval of the FY 2019 Internal Audit Schedule

7. Internal Audit Report

8. Other Business

110 William Street, New York, NY 10038 tel: 212.227.5500 fax: 212.927.6865
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MINUTES OF THE MEETING OF
THE NEW YORK CITY HOUSING DEVELOPMENT CORPORATION
AUDIT COMMITTEE

September 26th, 2018

A meeting of the Members of the Audit Committee of the New York City Housing
Development Corporation (the “Corporation™) was held on Thursday September 26th,
2018 at the offices of the Corporation, 110 William Street, 10" Floor, New York, New
York.

The meeting was called to order at 2:30 pm by Mr. Harry Gould, Board Member, who
noted the presence of a quorum. Mr. Gould called for approval of the minutes from the
March 29th, 2018 meeting. The minutes were approved.

Mr. Gould turned to Mr. Richard Froehlich, Chief Operating Officer and General
Counsel of the Corporation to provide an overview of the agenda.

Mr. Gould then turned to Mr. Louis Roberts of Ernst & Young to present the firm’s audit
plan for HDC’s Fiscal Year 2018, which ends on October 31st. Mr. Roberts introduced
Mr. Vincent Halleran, Manager, Ernst & Young noting that Mr. Halleran will be working
on the Corporation’s audit. Mr. Roberts then turned the committee’s attention to slide 3
of the Ernst and Young audit plan booklet to highlight the scope of their services and also
to identify the Ernst & Young team that will perform the audit. Mr. Roberts then gave an
overview of the services and deliverables. Mr. Roberts then turned to page 4 to review
the audit timetable noting that the timeframe is consistent to prior years. Mr. Roberts
then gave an overview of the areas of audit emphasis. Mr. Roberts noted that the
Corporation early adopted GASB 75 last year and there are no new GASBs affecting the
Corporation to implement this year. Mr. Roberts continued with the timing of required
communications. Mr. Roberts concluded his report noting that even though there are no
new GASB standards effecting HDC this year, there are some to keep in mind for 2020
which he discussed with Ms. Cathy Baumann, Senior Vice President & Treasurer and
Ms. Mary John, Controller.

Mr. Gould then turned to Ms. Mary John, to report on the Corporation’s unaudited
financial statements as of the third quarter of fiscal year 2018. Ms. John noted total
revenues were $385.7 million, down from $407.9 million, a 5.4% decrease from a year
ago. The main factor that caused revenues to decrease was that there were no grant
revenues recognized from the Battery Park City Authority in FY 2018 compared to $69.6
million a year ago. Management is currently in communication with the City, to get a
clearer picture on this year’s allocation. Ms. John reported that operating revenues
generated from interest on mortgage loans and related fees increased from $319.9 million
to $354.3 million, a 10.7% increase. This was due to a mortgage loan portfolio balance
increase of $1.7 billion as a result of new mortgage closings, and the securitization of a
mortgage loan portfolio originated by the City with outstanding balances in excess of
$600 million. Ms. John further noted that investment earnings also saw a significant
increase from a year ago. Total investment earnings, including the fair market value
adjustment, increased from $18.1 million to $33.7 million, an 85.6 % increase. The $15.6



million increase was due to the growth in the investment portfolio from $4.1 billion to
$5.1 billion as a result of bond issuances, increase in HPD lending, and rising interest
rates. Net income for the period decreased from $171.1million a year ago to $109.2
million, mainly due to the aforementioned lack of non-operating grant income. In the
first nine months of the fiscal year the Corporation had made senior mortgage loan
commitments including preservation loans in excess of $1 billion. Additionally $ 292.6
million was committed for subsidy loans. Ms. John stated that new financings through
the issuance of bonds, draws on debt obligations and the sale of participating interests to
the Federal Financing Bank raised $1.6 billion. Total assets as of the end of the third
quarter were $19.06 billion, an increase of $2.66 billion from FY 2017. Total liabilities
were $16.3 billion, an increase of $2.49 billion from FY 2017. HDC’s Net Position at the
end of the third quarter was $2.76 billion.

Mr. Gould turned to Ms. Ellen Duffy, Senior Vice President of Debt Issuance and
Finance to present the Corporation’s Debt Report as of July 31, 2018. Ms. Duffy noted
that a revised Debt Report memorandum is in front of you. The last debt report presented
to the Audit Committee was as of January 31, 2018. During this time, the Corporation
issued eleven series of Open Resolution Bonds totaling $974.1 million and one stand-
alone series of bonds totaling $72.2 million. There were bond redemptions in seven
series of Open Resolution bonds totaling $75.3 million and in one stand-alone series in
the amount of $42.8 million. The Corporation’s debt outstanding as of July 31, 2018 is
approximately $11.6 billion. The Corporation’s statutory debt capacity was recently
increased from $12.5 billion to $13.5 billion. Mr. Kyle Kimball, Board Member asked
whether the current unsecured rating is single A and Ms. Duffy answered that the rating
is double A.

Mr. Gould then turned again to Ms. Duffy to provide the Corporation’s Investment report
as of September 10, 2018. Ms. Duffy noted that funds under management totaled
approximately $5.1 billion, and reflects routine investment activity. ~As Mary John
pointed out in her report, over the past year, the Corporation has increased its funds under
management due to continued debt issuance and that much of the HPD lending is
facilitated through HDC. In addition, overall investment rates have increased throughout
2018.

Mr. Gould then recognized Ms. Mary Hom, Chief Credit Officer, for the Counterparty
Credit Risk Exposure Report. Ms. Hom reported that there was one new counterparty
added since the last report — Sterling National Bank, a community bank based in
Montebello, NY. Sterling recently completed an acquisition of Astoria Financial in
October 2017, and currently has $30 billion in total assets, and $20 billion in total
deposits. While not rated by Moody’s and S&P, Sterling has a A- rating with a stable
outlook from Kroll Bond Rating Agency. All investments with Sterling are fully-
collateralized by U.S. Treasury and Agency securities. Ms. Hom then reported that there
were three rating agency actions of note. In April, S&P upgraded Santander Bank from
BBB+ to A- following the upgrade of the sovereign rating for Spain. Also in April,
Moody’s upgraded Societe Generale from A2 to Al citing capital enhancement initiatives
recently undertaken by the Bank. Finally, in June, S&P downgraded Deutsche Bank
from A- to BBB+ citing significant execution risk associated with the Bank’s
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restructuring plan. Ms. Hom continued by reporting that the Corporation’s counterparty
exposure remains pretty well-diversified with the largest exposures continuing to be with
Fannie Mae and Freddie Mac, primarily in the form of permanent credit enhancement and
investments. Investments rated double-A or higher were 52% of total investments, versus
53% at the last report, and the weighted average maturity was down slightly to 1.5 years,
versus 1.8 years at the last report. Ms. Hom concluded her report by noting that exposure
to liquidity providers was approximately $157 million.

Mr. Gould then turned the committee’s attention to Ms. Shirley Jarvis, Vice President of
Internal Audit to provide the Internal Audit reports. Ms. Jarvis noted that since Internal
Audit’s last report to the Members in March, the Audit staff had completed four audit
projects from the 2018 Audit Schedule and is currently performing the Developer
Disclosure and Investments reviews. Mr. Jarvis proceeded to provide a summary of the
Construction Loan Monitoring review, Accounts Receivable review and a prior year’s
review, Low Income Housing Tax Credit (LIHTC) Compliance Monitoring review. Ms.
Jarvis noted that the objectives of the LIHTC compliance monitoring review were to: 1).
Determine whether owners were notified timely of deadlines, tracked for compliance, and
if projects found with non-compliance issues, were reported in accordance with the
IRS/MOU Compliance Monitoring requirements. 2). Determine whether LIHTC project
buildings/units were inspected according to the reporting requirements; and 3).
Determine whether LIHTC monitoring fees were accurately calculated, billed, and
collected. Ms. Jarvis stated that the audit focused on the Compliance Group’s monitoring
activities from January 1, 2014 to March 1, 2017, covering the 3 year compliance periods
from January 1, 2013 to December 31, 2015. Internal Audit noted no matters involving
internal controls that we considered material weaknesses. Internal Audit verified that the
Compliance Group generally monitors owner’s compliance with LIHTC program
requirements by reviewing the submitted annual certifications; performing onsite audits
of selected tenant files; and conducting unit inspections. In regards to Audit Staff’s
recommendations to assist management in improving operations, management has taken
action to address or is addressing the recommendations to improve timeliness of:
Notifications to LIHTC Owners/Managing Agents regarding compliance reviews and
documentation requirements; Issuance of the annual owners certification review letters,
audit reports and unit Inspections results; and the billing of LIHTC monitoring fees. Ms.
Jarvis continued with her report noting in the Construction Loan Monitoring review, the
objectives were to determine compliance with HDC construction loan monitoring
guidelines. Specifically, to ensure that: 1). Engineers performed site visits to verify
work was completed for which payment was requested. 2.) Payment requests were
verified and reviewed for accuracy. 3). The application and certification for payment
(AIA 702/703 Forms) had appropriate signatures. 4) Lien waivers were received, were
accurate and signed. 5).Change orders (AIA 701 Forms) were reviewed and signed by
appropriate parties (i.e., architect, contractor and owner). The audit scope covered the
period of September 2017 through February 2018. There were no significant issues.
Based on review of documentation, Audit Staff determined that engineers performed site
visits to verify that work was completed before the payment requested was approved,;
payment requests were reviewed for accuracy; the application and certification for
payment had appropriate signatures; lien waivers were received, were accurate and
signed; and change order request forms had appropriate signatures. Management took
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action to address Audit Staff’s recommendation to make the format of the payment
request memo and the information it contained more consistent according to the
guidelines provided by IA. Ms. Jarvis concluded her report noting that in the Accounts
Receivable review the objectives were to: 1). Determine whether adequate controls exist
over the AR receivable function. 2). Ensure that receipts were properly processed,
reconciled and accurately recorded. 3). Determine if unapplied receipts were reviewed
and monitored. Internal Audit audited receipts processed in AR for the month of October
2017. There were no issues. The Accounts Receivable transactions were properly
processed in accordance with the procedures and with respect to the specific audit results,
Audit Staff found that the receipts selected for review were accurately processed, the
unapplied receipts were reviewed and monitored on a regular basis and the receipts were
accurately recorded in the GL. Further details regarding Audit Staff’s recommendations
and managements’ actions to address them are fully described in the reports.

At 2:55 pm, with no further business, Mr. Gould moved to dismiss and the meeting was
adjourned.

Respectfully submitted,

P A : é_
Violine Roberts



MINUTES OF THE MEETING OF
THE NEW YORK CITY HOUSING DEVELOPMENT CORPORATION

AUDIT COMMITTEFE

September 26th, 2018

ATTENDANCE LIST
NAME AFFILIATION
Kyle Kimball Audit Committee Member
Harry Gould Audit Committee Member
Denise Scott Audit Committee Member
Louis Roberts Ernst & Young
Vincent Halleran Ernst & Young
Eric Enderlin NYC Housing Development Corp.
Richard Froehlich NYC Housing Development Corp.
Paula Roy Carethers NYC Housing Development Corp.
Jim Quinlivan NYC Housing Development Corp.
Cathy Baumann NYC Housing Development Corp.
Ellen Duffy NYC Housing Development Corp.
Terry Gigliello NYC Housing Development Corp.
Shirley Jarvis NYC Housing Development Corp.
Mary Hom NYC Housing Development Corp.
Hannah Blitzer NYC Housing Development Corp.
Madhavi Kulkarni NYC Housing Development Corp.
Mary John NYC Housing Development Corp.
Uyen Luu NYC Housing Development Corp.
Lisa Geary NYC Housing Development Corp.
Dan Connelly NYC Housing Development Corp.
Cheuk Yu NYC Housing Development Corp.

Horace Greene
Carol Micalizzi
Violine Roberty

NYC Housing Development Corp.
NYC Housing Development Corp.
NYC Housing Development Corp.
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NEW YORK CITY
HOUSING DEVELOPMENT
CORPORATION
MEMORANDUM
TO: Members of the Audit Committee
FROM: Ellen Duffy,
SUBJECT: Debt Report as of October 31, 2018
DATE: NOVEMBER 20, 2018

Attached please find the Corporation’s Debt Report as of October 31, 2018.

The last debt report presented to the Audit Committee was as of July 31, 2018. During
this time, the Corporation issued five series of Open Resolution Bonds totaling $287.5
million.

There were bond redemptions in two series of stand-alone series of bonds in the amount
of $14.8 million.

The Corporation’s debt outstanding as of October 31, 2018 is approximately $11.7
billion. The Corporation’s statutory debt capacity stands at $13.5 billion.

110 William Street, New York, NY 10038 tel: 212.227.56500 fax: 212.227.6865

info@nychde.com www.nychde.com
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NYCRHDC

NEW YORK CITY
HOUSING DEVELOPMENT
CORPORATION
MEMORANDUM
TO: Members of the Audit Committee
FROM: Ellen Duff?
SUBJECT: Investment Report for November 7, 2018
DATE: NOVEMBER 20, 2018

Attached please find HDC’s investment report as of November 7, 2018. Funds under
management totaled approximately $5.0 billion. This report reflects routine investment
activity.

Regarding the Rating Agency Reserve which was previously approved by the Audit
Committee, after debt service on the Open Resolution was paid on November 1, 2018 and
certain redemptions made in November, the amount of long term bonds outstanding in
the Open Resolution is approximately $4.9 billion. Based on this balance a 2.25%
reserve would amount to $110.4 million, a 2.5% reserve would be $122.7 million, and a
2.75% reserve would amount to $134.9 million. During FY 2018, the Reserve was
funded in the amount of $96 million. Due to the higher amount of bonds outstanding,
HDC Staff recommends that the Reserve should be increased to $110.5 million at this
time.

110 William Street, New York, NY 10038 tel: 212.227.56500 fax: 212.227.6865

info@nychdc.com www.nychdec.com
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NEW YORK CITY
HOUSING DEVELOPMENT
CORPORATION
MEMORANDUM

To: Members of the Audit Committee

From: Mary Hom\\‘\éK

Date: November 15, 2018

Re: - Counterparty Credit Risk Exposure

I have attached an unaudited report detailing the Corporation’s counterparty exposure as
of October 31, 2018.

Please let me know if you have any questions.

FOR INTERNAL USE ONLY
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NYCWHDC

'NEW YORK CITY
HOUSING DEVELOPMENT
CORPORATION

MEMORANDUM

'TO:

MEMBERS OF THE AUDIT COMMITTEE

——
FROM: SHIRLEY JARVIS, VP, INTERNAL AUDIT M :
SUBJECT: 2019 INTERNAL AUDIT SCHEDULE
DATE: " NOVEMBER 20, 2018

Attached is the proposed audit schedule for 2019 for your review and approval.

The review of each area will include the following:

CC:

Interviewing the Division Head concerning procedures and workflow within the
unit. _

Reviewing policies, procedures and applicable documentation.

Flowcharting the procedures and performing walkthroughs.

Performing risk assessment and identifying the inherent risks.

Evaluating the adequacy and effectiveness of internal controls.

Selecting a sample of transactions and performing a test of controls.

Reviewing documentation for evidence of performance of control procedures.
Verifying proper authorization and compliance with corporate policies and
procedures.

Reviewing corporate compliance with applicable laws and regulations.
Confirming the implementation of recommendations from prior audits.

Preparing audit reports to communicate the results of the review to management
and the members of the audit committee.

Eric Enderlin, President
Richard Froehlich, First EVP and Chief Operating Officer
Jim Quinlivan, SVP, Administration
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NYCRFIDC

HOUSING DEVELOPMENT
CORPORATION

INTEROFFICE MEMORANDUM

TO: KAREN SANTIAGO, VP, LOAN SERVICING -

FROM: SHIRLEY JARVIS, VP, INTERNAL AUDIT //’V 2

SUBJECT: 2018 ESCROW SERVICING — INSURANCE PAYABLE AUDIT REPORT
DATE: SEPTEMBER 27, 2018

Internal Audit has completed its 2018 Escrow Servicing Insurance Audit.

I. Background

HDC requires that all mortgages it finances or services carry a standard insurance policy or carry
policies to cover hazards such as fire, property damage or flooding.

The Insurance Administrator group of the Loan Servicing (LS) division is responsible for
reviewing insurance certificates and/or policies to ensure they are in accordance with HDC or
HPD insurance policy requirements; setting up new project insurance coverage information in
the Benedict mortgage system; ensuring that sufficient funds are billed and collected to pay the
insurance when due; tracking the renewal/ expiration dates of insurance policies; and processing
the insurance payment.

Property insurance is paid annually. Sixty and thirty days prior to the renewal date of the
insurance policy, the Insurance Manager sends reminder notifications to the borrower or
brokerage agent regarding renewal of the insurance, to avoid lapses in coverage. After HDC
receives the insurance certificate/policy and an invoice for the renewal of the policy, the invoice
is processed for payment. After reviewing and ensuring that sufficient funds are available to pay
the amount due, the Insurance Processor enters the amount due for each project into Benedict
Accounts Payable (AP). The Insurance Manager/Administrator generates a report from AP,
summarizing the insurance escrows processed for payment and prepares the ‘Laundry List’ of
insurance payments for approval report. The two reports are compared to ensure the balances are
accurate. The VP of LS reviews and approves all escrows processed for payment, including
insurance due. The reports and bills are then reviewed and approved by two authorized officers
of the corporation. Upon approval, the signed reports are given to the AP Administrator to
generate checks. The Insurance Administrator mails checks to the respective insurer or managing
agent.

The VP of Capital Markets posts all disbursement entries processed in Benedict AP, after which
the AVP of Cash Management (CM) uploads the payment data into Sympro, the cash
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management system. ~ Entries to record these transactions are interfaced from Sympro into the
General ledger (GL) by the Accounting Department.

I1. Audit Objectives

The objectives of the audit were to:

Determine whether insurance escrow payments for projects serviced by HDC were
accurate.

Determine whether insurance payments processed through the Benedict mortgage system
were accurately recorded in the GL.

Determine whether the insurance escrow receipts and disbursement account are
accurately maintained and are reconciled periodically.

II1. Audit Scope and Methodology

The audit scope covered the period of January 1, 2017 through June 30, 2018.

To perform this audit we:

Reviewed the Insurance Escrow Procedures and Guidelines pertaining to insurance setup;
the renewal process; and insurance requirements.

Interviewed key personnel and management to gain an understanding of how insurance
escrow is processed and renewal is performed.

Created a flowchart of the process and evaluated the risk and controls.

Reconciled insurance escrow payments processed in the Benedict AP during the audit
period to the GL Insurance Payable account (2050170) to determine whether the
payments were accurately recorded in the GL.

Reviewed documentation for 103 insurance payments to ensure that the payments were
correctly made.

Reviewed the escrow account bank reconciliation for seven selected months to confirm if
reconciliation of the escrow activity, including insurance, is periodically performed by
the Accounting department.

IV. Audit Results:

Upon completion of the audit, we noted no matters involving internal controls that we considered .
material weaknesses. Based on our review of documentation, we found that insurance was
correctly paid for HDC-serviced projects; payments were accurately recorded in the GL; and the
escrow cash account activity, including insurance, was reconciled on a monthly basis by the
Accounting Department. :
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Cc:

Eric Enderlin, President

Richard Froehlich, First EVP, COO and General Counsel
Theresa Gigliello, SVP, Portfolio Management

Cathleen Baumann, SVP and Treasurer

Jim Quinlivan, SVP, Administration and Chief of Staff
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