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NEW YORK CITY
HOUSING DEVELOPMENT
CORPORATION

MEMORANDUM

TO: Members of the Audit Committee

FROM: Richard Froehlich W '

SUBJECT: Material for Audit Committee Meeting
September 26, 2018 at 2:30 p.m.

DATE: September 19, 2018

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

Proposed Agenda

Minutes of March 29, 2018 Meeting
Emst & Young’s FY 2018 Audit Plan
Third Quarter Financial Report

Debt Report

Investment Report

Credit Risk Update

Internal Audit Reports

110 William Street, New York, NY 10038 tel: 212.227.5500 fax: 212.227.6865



NYCqay HDC

NEW YORK CITY
HOUSING DEVELOPMENT
CORPORATION

MEMORANDUM

TO: Members of the Audit Committee

FROM: Richard FroehlichW

SUBJECT: Agenda for Audit Committee Meeting

DATE: September 19, 2018

For the Audit Committee Meeting, which will take place on Wednesday, September 26th,
at 2:30 p.m., I propose the following agenda:

1. Roll Call

2. Approval of Minutes of the Meeting held on March 29, 2018
3. Emst & Young’s 2018 Audit Plan

4. Third Quarter Financial Report (Unaudited)

5. Debt Report

6. Investment Report

7. Credit Risk Update

8. Internal Audit Reports

9. Other Business

110 William Street, New York, NY 10038 tel: 212.227.5500 fax: 219,997 6R65




MINUTES OF THE MEETING OF
T HE NEW YORK CITY HOUSING DEVELOPMENT CORPORATION
AUDIT COMMITTEFE

March 29th, 2018

A meeting of the Members of the Audit Committee of the New York City Housing
Development Corporation (the “Corporation”) was held on Thursday March 29th, 2018 at
the offices of the Corporatlon 110 William Street, 10™ Floor, New York, New York.

The meeting was called to order at 10:30 am by Mr. Harry Gould, Board Member, who
noted the presence of a quorum. Mr. Gould called for approval of the minutes from the
January 26, 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. Froehlich noted
that the Corporation’s Purchase Review Guidelines was removed from the agenda and
will be presented at the next Audit Committee meeting

Mr. Gould then turned to Ms. Mary John, Controller of the Corporation, to report on the
Corporation’s unaudited financial statements for the first quarter of fiscal year 2018. Ms.
John noted that in the first three months of the fiscal year, HDC closed seven new bonded
mortgages with loan commitments in excess of $309 million, and one debt obligation
funded mortgage of $61.2 million. In addition, two Mitchell-Lama mortgages were
restructured with a combination of new senior and subordinate mortgages of $29.1
million in total. The Corporation also committed $120.5 million of subsidy loans. As of
the end of the first quarter, three new bond series were issued for a total of $384.4
million. Additionally, $9.9 million of proceeds were drawn on a previously issued series.
Debt Obligation draws totaled $97.9 million including the first Targeted Affordable
Housing (“TAH”) program with Freddie Mac. HDC also closed two new certificates of
participation agreements with the Federal Financing Bank (“FFB”) on the restructured
mortgages of Independence House and Carol Gardens developments for a total of $29.9
million. As of the end of the first quarter, HDC’s assets were $16.95 billion, an increase
of $550.8 million or 3.36% from FYE 2017. Total liabilities were $14.33 billion, an
increase of $517.6 million or 3.75% from FYE 2017 from ongoing lending activities.
HDC’s Net Position at the end of the first quarter was $2.62 billion, an increase of $33.2
million or 1.28% from FYE 2017. Total Net Income of $33.2 million was due to normal
operating activities.

Mr. Gould then turned to Ms. Ellen Duffy, Senior Vice President of Debt Issuance and
Finance to present HDC’s Debt Report as of January 31, 2018. Ms. Duffy noted that the
last debt report presented to the Audit Committee was as of December 31, 2017. During
this time, the Corporation did not issue any new bonds. There were bond redemptions in
one series of the Open Resolution bonds totaling $69.9 million. The Corporation’s debt
outstanding as of January 31, 2018 is approximately $10.9 billion. The Corporation’s
statutory debt capacity stands at $12.5 billion.



Mr. Gould then turned again to Ms. Duffy to provide the Corporation’s Invesﬁnent
Report as of March 20, 2018. Funds under management totaled approximately $4.4
billion. Ms. Duffy noted that the report reflects routine investment activity.

Mr. Gould then recognized Ms. Mary Hom, Chief Credit Officer, for the counterparty
credit risk exposure report. Ms. Hom reported that there were two rating agency actions
of note — in February, S&P downgraded Wells Fargo Bank to A+ from AA- citing the
Bank’s continued risk management and control challenges; and earlier in the week,
Moody’s downgraded Rabobank to Aa3 from Aa2 due to profitability concerns and
challenges of getting operating expenses down. Ms. Hom continued by noting that the
Corporation’s counterparty exposure remains pretty well-diversified with the largest
exposure being with Fannie Mae, followed by Freddie Mac. Investments rated double-A
or higher were 53% of total investments, versus 50% at the last report, and the weighted
average maturity was 1.8 years, versus 1.7 years at the last report. Ms. Hom concluded
her report by noting that exposure to liquidity providers was approximately $172 million.

Mr. Gould then turned the Committee’s attention to Ms. Shirley Jarvis, Vice President of
Internal Audit to request the Members approval of the 2017 Audit Committee Report.
Per NYC Comptroller’s “Directive 227, the Audit Committee is required to publish an
annual report, describing the activities and decisions made by the Members during the
prior calendar year. The report is a compilation of the minutes from the Audit Committee
meetings that occurred during 2017. Ms. Jarvis further noted that upon the Members
approval, a copy of the report will be submitted to the Secretary of the NYC Audit
Committee. The Members approved the 2017 Audit Committee Report.

Mr. Gould then turned to Ms. Shirley Jarvis again, to provide the Internal Audit reports.
Ms. Jarvis noted that since Internal Audit’s last report to the Members the Audit staff had
completed reviews of Real Estate Taxes and Database Administration and Security. Ms.
Jarvis proceeded to summarize the results of each audit. Ms. Jarvis stated that for the
Real Estate Taxes audit, the objectives were to: 1) Determine whether real estate taxes
were paid for HDC serviced projects and; 2) Determine whether real estate tax payments
processed through the Benedict mortgage system were accurately recorded in the General
Ledger. The audit scope covered real estate taxes paid from June 1, 2016 to Octoberl,
2017. There are no significant issues to report. Based on Internal Audit’s review of the
selected sample, the Audit Staff determined that real estate taxes due were paid for HDC
serviced projects and the tax payments were accurately recorded in the General Ledger.
Ms. Jarvis continued her report noting that for the Database Administration and Security
Audit, the objectives were to 1) Determine whether the controls for database maintenance
and security were adequate. Specifically: 1) To determine whether database activities
were monitored and; 2) User access was appropriately restricted. Internal Audit noted no
matters involving internal controls that were considered material weaknesses and except
for recommendations regarding: Development of a detailed written policy and procedures
specific to database administration and security; Monitoring successful and unsuccessful
login attempts for Emphasys, Benedict and SymPro systems; and unsuccessful attempts
to perform a function for which a user is not assigned; and to update the Disaster
Recovery policy and procedures, the Audit Staff determined that access to the databases
is appropriately restricted and monitored and access to the Oracle financials, Emphasys,
Benedict and SymPro was limited to HDC employees and vendor IT support staff for



Emphasys and SymPro. Ms. Jarvis stated that details regarding the recommendations and
managements’ action plan to address them were fully described in the report. Mr.
Kimball asked whether the Corporation had a remote location in case HDC is unable to
use the office. Ms. Madhavi Kulkarni, HDC’s Chief Information Officer, answered that
the Corporation has a backup office space at SunGard in New Jersey. Mr. Kimball then
asked if HDC conducts disaster recovery tests, to which Ms. Kulkarni rephed that HDC
conducts annual tests.

At 10:45am, with no further business, Mr. Gould moved to dismiss and the meeting was
adjourned.

Respectfully s submltted

=N

Violine Roberty
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Paula Roy Carethers NYC Housing Development Corp.

Jim Quinlivan NYC Housing Development Corp.
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Ernst & Young Tel: +1212 773 3000
5 Times Square ey.com
New York, New York 10036

Building a better
working world

The Audit Committee of the September 12, 2018
New York City Housing Development Corporation

Dear Members of the Audit Committee,

We look forward to discussing the current year audit plan for the New York City Housing
Development Corporation (the Corporation) on September 26, 2018.

At that meeting, we will outline the scope of our services, identify the EY team that will perform
the audit and present the key considerations that will affect the 2018 audit. We are providing
the enclosed materials so you can familiarize yourselves with them prior to our meeting.

The audit is designed to express an opinion on the 2018 financial statements.

We are currently beginning the planning phase of our audit, and have aligned our procedures to
consider the Corporation’s current and emerging business risks and evaluate those risks that
could materially affect the financial statements.

We appreciate that the Corporation selected EY to perform its 2018 audit and are committed to
executing a quality audit that embraces the responsibility of serving the Audit Committee.

Very truly yours,

Gt ¥ LLp

A member firm of Ernst & Young Global Limited
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2018 EY services

Services and deliverables

Audit and audit-
related services

Internal Control
and Compliance
Communications

Other services

+ Express an opinion on, and report to the Audit Committee the results of our audits of:

- The financial statements of the Corporation and the accompanying supplementary
information in relation to the financial statements as a whole.

- The Corporation's Schedule of Federal Awards as required by the Uniform
Guidance

— The Corporation’s Schedule of Investments

« [ssue a written communication to:

- Management and the Audit Committee describing significant deficiencies and
material weaknesses identified during our audit, if any

+ Issue a management letter including recommendations for improvements in controls
and procedures (if applicable)

Issue a Report on Internal Control Over Financial Reporting and on Compliance and
Other Matters Based on an Audit of the Financial Statements Performed in
Accordance with Government Auditing Standards

+ Report on Compliance for Each Major Federal Program and Report on Internal
Control Over Compliance Required by the Uniform Guidance

+ Report on the Corporation’s compliance with minimum servicing requirements

Confidential — Ernst & Young LLP

NYCHDC 2018 audit plan | 3



~ »Our auditplan
Audit timetable

dlanning and risk identification.

Understand service requirements and audit scope
and coordinate with management and internal audit

Update our understanding of the business

Establish the team including determining the need
for specialized skills or knowledge

Audit planning including identification of significant
risks and budgeting

Cassessment.’

Update our understanding of the Corporation's
systems and related IT applications and develop
overall audit strategy and audit program

Evaluate entity level internal controls

Update our understanding of significant classes of
transactions and perform walkthroughs

Make combined (inherent and control) risk
assessments and develop audit approach

Design and perform interim tests of controls

Update tests of controls

Perform year end substantive procedures

Perform general audit procedures

eportin

Issue audit opinion on the financial statements,

Single Audit, Schedule of Investments and report on

Corporation’s compliance with minimum servicing
standards

Communicate audit results to management and
those charged with governance

Issue reports to managementand those charged
with governance on any significant deficiencies or
material weaknesses

Issue a management letter including
recommendations for improvements in controls and
procedures

Confidential — Ernst & Young LLP NYCHDC 2018 audit plan | 4



~»Our audit plan

| Summary of planned audit ‘pthedu‘teS -

Area of emphasns

: During our audit we will update our understanding of

. internal control and evaluate the various internal controls
: over financial reporting as a basis of determining our

- overall audit approach and scope. We will evaluate the

: following significant processes:

: - Payroll
: - Purchases/Accounts Payable/Cash Disbursements

- Mortgage Revenue/Accounts Receivable/Cash
Receipts

: - Grant Management

¢ - Financial Statement Close

- Debt Issuance, recording and monitoring

: - Recording Changes in Net Position

- Recording Pension and OPEB Liability and Expense
: - Risk Management

: - Investment Process

: We will confirm significant cash and investment balances

: and agree responses to the Corporation’s accounts and

: related reconciliations. Investments will be tested to

: determine that they are properly valued and all risk

: disclosures will be evaluated. We will also test the

: Corporation’s compliance with the Investment Guidelines.
~ Accounts receivable and allowances = Sl BErT | "
We will confirm a selection of the Corporation’s mortgage
: receivable balances. The Corporation’s methodology for

recording allowances and writing off old balances will be
: tested and evaluated for reasonableness.

. Capital Assets, including intangible assets L v
We will vouch additions to capital assets and test for
: proper accounting treatment. Capitalized costs will be

tested and evaluated for reasonableness, including
: examination of the procurement process.

- Accounts and other Payables ; DO |
We will perform testing of the Corporation’s accruals and
: payments made subsequent to year-end to evaluate the

: completeness of the liabilities at October 31, 2018.

i Obllgatlons for postemployment beneﬂts other than penSIons e

: We W|Il evaluate the assumptlons ut|I|zed in makmg the
5 calculation and compare such assumptions to industry
. trends. We will also perform testing over the census data
: provided to the actuary.

- Confldentm] Emst& Young [_[_P e e e e i o et e e e e e+ o e A 4 s e i s NYCHDC2018aud|tF;|an | 5 o



Our audit plan

‘Areas of audit emphasis

: We will confirm all outstanding debt and review the accounting

~ DuetoNewYorkCity

: We will review and test a selection of the Corporation's

: transactions with The City of New York. We will perform testing

- of the City's accruals and payments made subsequent to year-

: endto evaluate the completeness of the liabilities at October 31,
: 2018.

‘- Payabletomortgagor G -
: We will perform testing of the Corporation’s accruals and

: payments made subsequent to year-end to evaluate the

: completeness of the liabilities at October 31, 2018,

Unearniedrevenues ' "~

: We will obtain a listing of all unearned revenue accounts and
. reviewand test a selection of transactions.

Net position

: We test all changes to net position and evaluate the classification
: of net position balances.

. Litigationand loss contingencies *

: We will review all litigation and loss contingencies, utilizing firm
: specialists as necessary.

. Compliance with applicable laws; regulations, and contractual provisions e , |
. We will test the Corporation’s compliance with applicable laws
¢ and regulations

. Opligations for pensior

: EY will review communications from the New York City Office of
: the Actuary (NYCOA) and determine the reasonableness of the

. pensionliability and related disclosures in the financial

: statements.

: We will perform testing over federal programs determined to be
¢ major programs based on final expenditures.

. We will test the Corporation’s internal controls over mortgage
: revenueand perform detail transaction testing and analytical
: procedures.

- Operating expenses

: We test the Corporation's internal controls over payroll and cash
: disbursements and test a sample of transactions, including detail
: transaction testing and analytical procedures.

: and reporting for debt transactions, including debt compliance.

Confidential ~ Ernst & Young LLP ’ NYCHDC 2018 audit plan | 6



~»lnquiries relating to matters relevant to the audit

We perform inquiries related to fraud and other matters to help inform our audit strategy and execution of our audit
procedures. As a part of our upcoming meeting, we would like to discuss the following topics with you in order to
understand any matters of which you believe we should be aware, including, but not limited to:

* Your views about the risks of material misstatements due to fraud, including the risks of management override of
controls

* Your knowledge of any actual, alleged or suspected fraud

+ How you exercise oversight over the Corporation’s assessment of fraud risks and the establishment of controls to
address these risks

+ Your awareness of tips or complaints regarding the Corporation’s financial reporting (including those received through
those charged with governance's own "whistleblower" program, if any) and its response to such tips and complaints.

* Your awareness of other matters, you believe, are relevant to the audit including, but not limited to, violations or
possible violations of laws or regulations

+ Your understanding of the Corporation’s relationships and transactions with related parties that are significant to the
Corporation

+ Whether you have any concerns regarding relationships or transactions with related parties and, if so, the substance of
those concerns

We also examine journal entries, review accounting estimates for management bias and evaluate the business rationale of
significant unusual transactions as required by our professional standards.

Confidential — Ernst & Young LLP NYCHDC 2018 audit plan | 7



Timing of required communications
with the Audit Committee




Provided below is a summary of required communications between the audit team and the Audit Committee.

Services and deliverables

Communicate when
event occurs

Communicate ona
timely basis, at least

annually

OverView of the planned scope and timing of the audit

Auditor S responSibility under generally accepted auditing
standards, including discussion of the type of auditor’s report we
are issuing and if there are any events or conditions that cause us to
conclude that there is substantial doubt about the entity’s ability to
continue asa gomg concern

Our views about the qualitative aspects of the entity s significant
accounting practices, including:

. Accounting policies
. Additionalwews

Uncorrected misstatements related to accounts and disclosures
conSidered by management to be immaterial

Material corrected misstatements related to accounts and
disclosures

Significant defIClenCIeS and material weaknesses in internal control

Our responSibility any procedures performed and the results
relating to other information in documents containing audited
finanC|al statements

Fraud and non- complianceWith laws and regulations (illegal acts)

Independence matters

Representations we are requesting from management

Changes to the terms of the audit With no reasonableJustification

for the change

Significant findings and issues arismg during the audit relating to

related parties

Significant findings or issues, if any ariSing from the audit that were
discussed or the subJect of correspondence With management

Significant difficulties encountered during the audit

Disa reements With management

Management S COl’lSU|tathl'lS with other accountants

Findings regarding external confirmations

AICPA ethics ruling regarding third party serVice prowders

Other findings or issues regarding the overSight of the finanCial
reporting process

Confidential ~ Ernst & Young LLP
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~ >Accounting standards developments

GASB Statement No. 84, Fiduciary Activities

Background Effect on the Corporation

The objective of this Statement is to improve guidance : Effective for periods beginning after December 15, 2018. The
regarding the identification of fiduciary activities for : Corporation is evaluating the impact this Statement will have
accounting and financial reporting purposes and how those - on its financial statements.

activities should be reported.

This Statement establishes criteria for identifying fiduciary
activities of all state and local governments. The focus of the
criteria generally is on (1) whether a governmentis
controlling the assets of the fiduciary activity and (2) the
beneficiaries with whom a fiduciary relationship exists.
Separate criteria are included to identify fiduciary component
units and postemployment benefit arrangements that are
fiduciary activities.

An activity meeting the criteria should be reported in a
fiduciary fund in the basic financial statements. Governments
with activities meeting the criteria should present a statement
of fiduciary net position and a statement of changes in
fiduciary net position. An exception to that requirement is
provided for a business-type activity that normally expects to
hold custodial assets for three months or less.

This Statement describes four fiduciary funds that should be
reported, if applicable: (1) pension (and other employee
benefit) trust funds, (2) investment trust funds, (3) private-
purpose trust funds, and (4) custodial funds. Custodial funds
generally should report fiduciary activities that are not held in
a trust or equivalent arrangement that meets specific criteria.

A fiduciary component unit, when reported in the fiduciary
fund financial statements of a primary government, should
combine its information with its component units that are
fiduciary component units and aggregate that combined
information with the primary government's fiduciary funds.

This Statement also provides for recognition of a liability to
the beneficiaries in a fiduciary fund when an event has
occurred that compels the government to disburse fiduciary
resources. Events that compel a government to disburse
fiduciary resources occur when a demand for the resources
has been made or when no further action, approval, or
condition is required to be taken or met by the beneficiary to
release the assets.

Confidential — Ernst & Young LLP NYCHDC 2018 audit plan | 11



GASB Statement No. 85, Omnibus 2017

Background

~ >Accounting standards developments

Effect on the Corporation

The objective of this Statement is to address practice issues
that have been identified during implementation and
application of certain GASB Statements. This Statement
addresses a variety of topics including issues related to
blending component units, goodwill, fair value measurement
and application, and postemployment benefits {pensions and
other postemployment benefits [OPEB]). Specifically, this
Statement addresses the following topics:

+ Blending a component unit in circumstances in which the
primary governmentis a business-type activity that
reports in a single column for financial statement
presentation

* Reportingamounts previously reported as goodwill and
"negative” goodwill

+ Classifying real estate held by insurance entities

» Measuring certain money market investments and
participating interest-earninginvestment contracts at
amortized cost

+ Timing of the measurement of pension or OPEB liabilities
and expenditures recognized in financial statements
prepared using the current financial resources
measurement focus

+ Recognizing on-behalf payments for pensions or OPEB in
employer financial statements

» Presenting payroll-related measures in required
supplementary information for purposes of reporting by
OPEB plans and employers that provide OPEB

+ Classifying employer-paid member contributions for OPEB

+ Simplifying certain aspects of the alternative
measurement method for OPEB

« Accounting and financial reporting for OPEB provided
through certain multiple-employer defined benefit OPEB
plans.

: Effective for periods beginning after June 15, 2017.The
: Corporation is evaluating the impact this Statement will have
- on its financial statements.

Confidential — Ernst & Young LLP

NYCHDC 2018 audit plan | 12



»Accounting standards developments

GASB Statement No. 86, Certain Debt Extinguishment Issues

Background

rhe primary objective of this Statement is to improve
:onsistency in accounting and financial reporting for in
iubstance defeasance of debt by providing guidance for
ransactions in which cash and other monetary assets
icquired with only existing resources—resources other than
he proceeds of refunding debt—are placed in an irrevocable
rust for the sole purpose of extinguishing debt. This
statement also improves accounting and financial reporting
or prepaid insurance on debt that is extinguished and notes

o financial statements for debt that is defeased in substance.

Effect on the Corporation

: Effective for periods beginning after June 15, 2017. The
: Corporation is evaluating the impact this Statement will have
- on its financial statements.

Confidential ~ Ernst & Young LLP
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GASB Statement No. 87, Leases

Background

The objective of this Statement is to better meet the
information needs of financial statement users by improving

accounting and financial reporting for leases by governments.

This Statement increases the usefulness of governments’
financial statements by requiring recognition of certain lease
assets and liabilities for leases that previously were classified
as operating leases and recognized as inflows of resourcesor
outflows of resources based on the payment provisions of the
contract. It establishes a single model for lease accounting
based on the foundational principle that leases are financings
of the right to use an underlying asset. Under this Statement,
alesseeis required to recognize a lease liability and an
intangible right-to-use lease asset, and a lessor is required to
recognize a lease receivable and a deferred inflow of
resources, thereby enhancing the relevance and consistency
of information about governments' leasing activities.

»Accounting standards developments

Effect on the Corporation

: Effective for periods beginning after December 15, 2019. The
: Corporation is evaluating the impact this Statement will have
. on its financial statements.

Confidential — Ernst & Young LLP
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- »Accounting standards developments

GASB Statement No. 88, Certain Disclosures Related to Debt, including Direct Borrowings

and Direct Placements

Background

The primary objective of this Statement is to improve the
information that is disclosed in notes to government financial
statements related to debt, including direct borrowings and
direct placements. It also clarifies which liabilities
governments should include when disclosing information
related to debt.

This Statement defines debt for purposes of disclosurein
notes to financial statements as a liability that arises from a
contractual obligation to pay cash (or other assets that may
be used in lieu of cash) in one or more payments to settle an
amount that is fixed at the date the contractual obligationis
established.

This Statement requires that additional essential information
related to debt be disclosed in notes to financial statements,
including unused lines of credit; assets pledged as collateral
for the debt; and terms specified in debt agreements related
to significant events of default with finance-related
consequences, significant termination events with finance-
related consequences, and significant subjective acceleration
clauses.

For notes to financial statements related to debt, this
Statement also requires that existing and additional
information be provided for direct borrowings and direct
placements of debt separately from other debt.

Effect on the Corporation

: The requirements of this Statement are effective for reporting
: periods beginning after June 15, 2018, Earlier application is

: encouraged. The Corporation is evaluating the impact this

: Statement will have on its financial statements.

Confidential — Ernst & Young LLP
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_»Accounting standards developments

GASB Statement No. 89, Accounting for Interest Cost Incurred before the End of a

Construction Period

Background

Effect on the Corporation

The objectives of this Statement are (1) to enhance the
relevance and comparability of information about capital
assets and the cost of borrowing for a reporting period and (2)
to simplify accounting for interest cost incurred before the end
of a construction period.

This Statement establishes accounting requirements for
interest cost incurred before the end of a construction period.
Such interest cost includes all interest that previously was
accounted for in accordance with the requirements of
paragraphs 5-22 of Statement No. 62, Codification of
Accounting and Financial Reporting Guidance Contained in
Pre-November 30, 1989 FASB and AICPA Pronouncements,
which are superseded by this Statement. This Statement
requires that interest cost incurred before the end of a
construction period be recognized as an expense in the period
in which the cost is incurred for financial statements prepared
using the economiic resources measurement focus. As a result,
interest cost incurred before the end of a construction period
will not be included in the historical cost of a capital asset
reported in a business-type activity or enterprise fund.

This Statement also reiterates that in financial statements
prepared using the current financial resources measurement
focus, interest cost incurred before the end of a construction
period should be recognized as an expenditure on a basis
consistent with governmental fund accounting principles.

: The requirements of this Statement are effective for reporting
: periods beginning after December 15, 2019. Earlier

: application is encouraged. The requirements of this Statement
: should be applied prospectively. The Corporation is evaluating
: the impact this Statement will have on their financial

: statements.

Confidential — Ernst & Young LLP
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- »Accounting standards developments

GASB Statement No. 90, Majority Equity Interests—an amendment of GASB Statements No.

14 and No. 61)

Background

The primary objectives of this Statement are to improve the
consistency and comparability of reporting a government's
majority equity interestin a legally separate organization and
to improve the relevance of financial statement information
for certain component units, It defines a majority equity
interest and specifies that a majority equity interestina
legally separate organization should be reported as an
investment if a government's holding of the equity interest
meets the definition of an investment. A majority equity
interest that meets the definition of an investment should be
measured using the equity method, unlessit is held by a
special-purpose government engaged only in fiduciary
activities, a fiduciary fund, or an endowment (including
permanent and term endowments) or permanent fund. Those
governments and funds should measure the majority equity
interest at fair value.

For all other holdings of a majority equity interestin a legally
separate organization, a government should report the legally
separate organization as a component unit, and the
government or fund that holds the equity interest should
report an asset related to the majority equity interest using
the equity method. This Statement establishes that ownership
of a majority equity interest in a legally separate organization
results in the government being financially accountable for the
legally separate organization and, therefore, the government
should report that organization as a component unit.

This Statement also requires that a componentunit in whicha
government has a 100 percent equity interest account for its
assets, deferred outflows of resources, liabilities, and deferred
inflows of resources at acquisition value at the date the
governmentacquired a 100 percent equity interest in the
component unit. Transactions presented in flows statements
of the component unit in that circumstance should include
only transactions that occurred subsequent to the acquisition.

Effect on the Corporation

: The requirements of this Statement are effective for reporting
: periods beginning after December 15, 20718. Earlier

- application is encouraged. The requirements should be applied
: retroactively, except for the provisions related to (1) reporting
' a majority equity interest in a component unit and (2)

: reporting a component unit if the government acquires a 100

: percent equity interest. Those provisions should be applied on
! a prospective basis. The Corporation is evaluating the impact

: this Statement will have on its financial statements.

Confidential — Ernst & Young LLP
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~Peer review report

W45 Park Avarg .
Naw Yok, NY 10154-0102

System Review Report

To tha Partners of Ernsl & Young LLP
And the Nalional Pear Review Committee of the AICPA Paer Review Board

We have reviewed the systam of qualily control for the accounting and audiling practice of Emst & Young
LLP {the Firm) applicable o engagements not subject to PCAQB permanent inspection, in effect for the
‘year ended-Jung 30, 2018. Our peor reviaw was conducted in accordance with the Standards for
Performing and Reporting on Peat Reviaws aestablished by the Peer Review Board of the American
institute of Certified Pubilic Auoountants. Asa part of our pear review, we considered raviaws by
regulatory entities, if applicabls; in determining Wha nature and extent of ur procedures, The Firm is
responsible for degigning a system of quality conlrol and complying with it fo provids the fitm with
reasonable assurance of performing and reporting I conformity with applicable professional standards In
all matenial respects, Qur respansibility is to express an oplnlon on the design of the system of guality
control and the Flrm's compliance therewith based en our raview. The nature, objectives, scope,
limftations of, and the procedures performed in a Syslem Raviow are described in the standards st

wh alepi. OERISIIIELY,

As required by the standards, engagaments selacied for review included engagemants performed undar
Government Auditing Standards, audits of employea banefit plans, awlis performed under FDICIA,
audits of carrying broker-dealers, and examinations af service organizations [Service Organization
Control {SOC} 1 and SOC 2 engagemenis),

it our apinion, the system of quality contrd for the accounting and auditing practice of Ermst & Young
LLP, applicable to engagements not subject to PCACB permanent inspection, in effect for the year ended
June 30,2016, has been suitably dB&IgﬂFd and complied with {o provide the Firm with reasonable
‘assurance of parforming and reporting in conformily with applicable professional standards in all material
respects. Finms can recelve a rating of pass, pass with deficiency(fes} or fall, Emst & Young LLP has
racalvad a paer review rating of pass.

IKPMe LP

December 2, 2016

Confidential

-~ Ernst & Young LLP
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EY | Assurance | Tax | Transactions | Advisory

About EY

EY is a globalleader in assurance, tax, transactionand advisory
services. The insights and quality services we deliver help build
trust and confidence in the capital markets and in economies the
world over. We develop outstandingleaders who team to deliver
on our promises to all of our stakeholders. In so doing, we play a
critical role in building a better working world for our people, for
our clients and for our communities,

EY refers to the global organization, and may refer to one or more,
of the member firms of Ernst & Young Global Limited, each of
which is a separate legal entity. Ernst & Young Global Limited, a
UK company limited by guarantee, does not provide services to
clients. For more information about our organization, please visit
ey.com.

Ernst& Young LLP is a client-serving member firm of
Ernst & Young Global Limited operating in the US.

About EY's Assurance Services

Our assurance services help our clients meet their reporting
requirements by providing an objective and independent
examination of the financial statements that are provided to
investors and other stakeholders. Throughout the audit process,
our teams provide a timely and constructive challenge to
management on accounting and reporting matters and a robust
and clear perspective to audit committees charged with oversight.

The quality of our audits starts with our 60,000 assurance
professionals, who have the breadth of experience and ongoing
professional development that comes from auditing many of the
world’s leading companies.

For every client, we assemble the right multidisciplinary team with
the sector knowledge and subject matter knowledge to address
yourspecific issues. All teams use our Global Audit Methodology
and latest audit tools to deliver consistent audits worldwide.

© 2018 Ernst & Young LLP.
All Rights Reserved.



NYORyFIDC

NEW YORK CITY
HOUSING DEVELOPMENT
CORPORATION

MEMORANDUM

TO: Members of the Audit Committee

FROM: Cathleen Baumann %

SUBJECT: Third Quarter (Unaudited) Financial Information as of July 31, 2018

DATE: September 19, 2018

Attached for the Members review is the Corporation’s third quarter financial statements
(unaudited), with a summary memo from Controller Mary John. These financial
schedules cover the Corporation’s first nine months of fiscal year 2018, which is
November 1, 2017 through July 31, 2018. The combined Net Position (Balance Sheet)
and Revenue and Expense Statements for the Corporation and its subsidiaries are
attached. In addition, the individual Net Position (Balance Sheet) and Revenue and
Expense Statements have also been included for HDC, HAC, REMIC, the Open
Resolution (HRB), the New Issue Bond Program (NIBP), and the Mini Open Resolution.

110 William Street, Ne‘wnY(lrk, NY 10038 tel: 212.227.5500 fax: 212.227.6865
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NYCW HDC

NEW YORK CITY
HOUSING DEVELOPMENT
CORPORATION

INTEROFFICE MEMORANDUM

To: Cathleen Baumann

From: Mary John

Subject: Financial Information as of July 31, 2018
Date: August 21,2018

The Accounting Division has prepared financial schedules (unaudited) covering the
Corporation’s first nine months of fiscal year 2018, which is November 1, 2017 through July 31,
2018. The combined Net Position (Balance Sheet) and Revenue and Expense Statements for the
Corporation and its subsidiaries are attached. In addition, the individual Net Position (Balance
Sheet) and Revenue and Expense Statements have also been included for HDC, HAC, REMIC,
Open Resolution (HRB), New Issue Bond Program (NIBP) and the Mini Open Resolution.
Preceding the statements are Financial Highlights and an Overview that summarize the major
components of the financial statements.

cc: Richard Froehlich



NEW YORK CITY HOUSING DEVELOPMENT CORPORATION
Financial Highlights and Overview of the Financial Statements
Third Quarter as of 07/31/2018 (unaudited)

Financial Highlights

e HDC’s Net Assets increased by $172.3 million or 6.67% from fiscal year end 2017 (“FYE
2017”) to a total of $2.76 billion. The growth in net assets was mainly driven from the
Corporation’s financial lending and servicing activities, and the securitization of a pool of
loan assets owned by The City which netted $63.1 million for future affordable housing.

e The Corporation had total revenues of $385.7 million through the first nine months of fiscal
year 2018. Operating revenues year to date were $354.3 million, an increase of $34.3 million
from a year ago. Operating expenses were $276.5 million, an increase of $39.7 million. As a
result, the Corporation had net operating income of $77.8 million, a decrease of $5.4 million
from a year ago. Non-operating income, which includes investment earnings, was $31.4
million.

e In the first nine months of fiscal year 2018, HDC closed on nineteen new bonded senior
mortgages with loan commitments in excess of $846.4 million and two debt obligation
mortgages for $133.4 million. In addition, the Corporation committed $292.6 million of
subsidy loans, of which $76.5 million will be funded from corporate reserves and $216.1
million will be funded from bond proceeds. The Corporation also financed ten preservation
mortgages for a total of $187.7 million which included seven Mitchell-Lama preservation
loans.

e Through the end of the third quarter of this fiscal year, HDC had issued 14 new bond series
for a total of $1.36 billion. In addition, $9.9 million of bond proceeds were drawn on a
previously issued series. In December 2017, the Corporation participated in a new financing
structure, the Targeted Affordable Housing (“TAH”) program with Freddie Mac. Under this
program, HDC issued $61.2 million in taxable and tax exempt debt obligations to refinance
the mortgage loan for 1133 Manhattan Avenue Development project. In addition the Far
Rockaway project, which closed in June, was funded by a new debt obligation with Citibank
NA. Total Debt Obligation draws so far this fiscal year were $184.0 million. HDC also closed
on three new certificates of participation agreements with the Federal Financing Bank
(“FFB”) for Independence House, Carol Gardens, and La Cabana developments for a total of
$85.0 million.

e Through its Open Resolution program, in April 2018, the Corporation entered into a new
participation agreement with the City of New York. HDC issued $165.5 million in taxable
bonds (2018 Series B-1 and B-2) to purchase a 100% participation interest in various
mortgage loans with an aggregate outstanding principal balance in excess of $600 million,
originated and owned by the City. From the bond proceeds, HDC transferred $100 million to
the City and the remaining funds, net of issuance costs and HDC bond fees, will be used by
the Corporation to provide subsidy funding towards the Housing New York Plan.

e In June 2018, the Corporation adopted a new funding structure for its mortgage closings. This
new structure will optimize the Corporation’s use of recycled prepayments. As a result the
Corporation’s new subordinate mortgages were fully securitized at closing and pledged to the
Open Resolution. In exchange $149.6 million of the short term portion of the new senior
mortgages were funded from Corporate Reserves.



Total Assets (including Deferred Outflows) of $19.06 billion, increased by $2.66 billion or
16.21% from FYE 2017.

O
@)

O

O

Cash and investments totaled $5.14 billion.

Mortgages, notes, loan participation interest receivable, and purpose investments
totaled $13.79 billion.

Other assets (including $67.1 million of Accrued Interest Receivable) totaled $114.5
million.

Deferred Outflows of unamortized interest rate caps, loss on early debt retirement,
OPEB and pension related liabilities totaled $8.7 million.

Total Liabilities (including Deferred Inflows) of $16.30 billion, increased by $2.49 billion or
18.00% from FYE 2017.

O
O

O

Bonds and Debt Obligations Payable (net) totaled $11.87 billion.

Payable to the City of New York totaled $3.36 billion, including $1.66 billion related to
the Section 661 HPD Grant Program and $1.10 billion related to Mitchell-Lama and
other City Loan Participation programs.

Payable to Mortgagors totaled $823.7 million.

Other Liabilities (including $64.8 million of Accrued Interest Payable and $106.2
million of Deferred Fees and Mortgage Income) totaled $239.0 million.

Deferred Inflows of Resources related to pension liability and interest rate swaps were
$9.3 million.

Total net position of $2.76 billion, which includes net income of $109.2 million and $63.1
million for loan participation agreement securitization proceeds, increased by $172.3 million
or 6.67% from FYE 2017. Net income decreased by $61.9 million or 36.19% over the same
period in FY 2017.

Overview of Assets and Liabilities and Net Position

The increase in total assets by a net of $2.66 billion, including deferred outflows, was a result
of the following:

O

Cash and investments increased by $964.4 million. This increase was primarily due to
new money raised from bond issuances including the new City loan securitization
transaction on April 19, 2018 and HPD grant funds received this fiscal year.
Mortgages, notes, loan participation interest receivable, and purpose investments
increased by a net of $1.70 billion from FYE 2017 as a result of the Corporation’s
ongoing financing activities and the securitization of the City mortgage loans in April
2018.

Other assets increased by a net of $7.4 million from FYE 2017. This included an
increase of $9.0 million of accrued mortgage and loan interest receivable. Other
receivables which are mainly comprised of principal and interest billed on loans
serviced for other entities, loans financed through HDC’s participation in the CPC
special purpose enterprise, servicing fees and low income housing tax credit

-monitoring fees increased by a net of $1.0 million. Capital assets and deferred charges

decreased by a net of $2.6 million due to amortization.

Deferred outflow of resources decreased by a net of $2.2 million. The decrease was
mainly due to the recognition of $1.7 million pension expense for a payment made
subsequent to the pension liability valuation at FYE 2017. The loss on early debt



retirement due to an in-substance defeasance decreased by $0.5 million due to
amortization.

e Total liabilities increased by a net of $2.49 billion, or 18.00%, primarily due to the
following:

o Bonds and Debt Obligations payable increased by a net of $984.8 million. The
Corporation issued 14 new bond series and closed two new debt obligation funding
loan agreements through the end of the third quarter. New money raised, including
draws on previously issued series, totaled $1.64 billion for the period of November 1,
2017 to July 31, 2018. During this same period, $644.9 million of bond principal and
debt obligation payments were made which included scheduled principal payments of
$221.3 million and redemptions of $423.6 million. The Corporation also retired the
2008 Series L bonds in the amount of $3.1 million through an in-substance defeasance
in this period. Additionally, bond premium of $3.0 million was amortized and $1.6
million of principal payments were made to the Federal Financing Bank.

o A net increase of $1.45 billion in the Payable to New York City was mainly due to the
following:

* Anincrease in the City loan sale and Mitchell Lama loan participation program
(“MLRP”) of $501.1 million was primarily due to the acquisition by the
Corporation of a 100% participation interest of a $667.1 million mortgage loan
portfolio with the issuance of the 2018 Series B-1 & B-2 Bonds in April 2018.

* An increase of $852.6 million related to HPD grant funds received for
mortgage loans under Section 661 of the Private Housing Finance Law.

* An increase of $87.7 million, mostly related to mortgage loan assignments to
the Corporation pursuant to Purchase and Sale agreements between HPD and
HDC.

* An increase of $15.6 million in administering the construction and permanent
loans on behalf of HPD.

* A reduction of $6.4 million in the receivable from the City related to the
reimbursement of the Stuyvesant Town Peter Cooper Village mortgage loan
funding from the Corporate Services Fund. As of July 31, 2018, the
reimbursement from the City was $97.6 million, and $45.6 million is still due
to HDC.

* A net decrease of $8.8 million in the Housing Assistance Corporation as a
result of the evaporation of loan principal for Stuyvesant Town Peter Cooper
Village in the amount of $7.2 million and the Tenant Assistant Contract
(“TAC”) payment of $2.0 million for Ruppert Yorkville, offset by $0.2 million
of investment earnings distributed and $0.2 million mortgage interest
transferred to bond program.

o There was a net increase of $70.8 million in the Payable to Mortgagors as a result of
the following:

= Mortgage escrows and reserve for replacement. funds held by-the Corporation
in its normal loan servicing function increased by a net of $49.4 million.

* Prepaid mortgage principal and bond sinking funds held on behalf of
mortgagors increased by a net of $10.9 million. This included a net increase of



$11.2 million on principal reserve funds and a decrease of $0.3 million of debt
service funds held on behalf of mortgagors.

* Community Development Block Grant (“CDBG”) funds payable increased by
$2.1 million. This was mainly due to the receipt of $54.7 million of additional
funds during this period which was offset by $53.6 million of funds advanced
to the projects. Also, during this period $1.0 million in investment earnings
were distributed.

» Developer’s equity funds increased by $8.4 million.

o Other liabilities decreased by a net of $23.8 million mainly due to the following:

* Accrued Interest Payable decreased by $40.1 million from FYE 2017. This is
the result of the timing in the semi-annual debt service payments.

* Accounts and Other Payables increased slightly by $1.6 million. Payable to
New York State bonds issuance fee increased by a net of $0.6 million and other
related payables had a net increase of $1.0 million.

* Deferred Fees increased by a net of $13.1 million mainly due to the
amortization of $10.4 million of guaranty and other fees related to mortgagors.
Bonds financing fees and deferred construction financing fees collected
increased by $2.8 million compared to the same period last year.

» Restricted earnings due to mortgagors increased by $1.6 million.

o The total net position (net assets), excluding the special item of $63.1 million, increased by
$109.2 million. This is comprised of operating revenues of $354.3 million, non-operating

revenues of $31.4 million and an offset of operating expenses totaling $276.5 million.

Overview of Revenues and Expenses - Comparison of first 9-months of FY 2018 & FY 2017

Excess of revenues over expenses was $109.2 million for the period November 1, 2017 through July
31, 2018 compared to the same period in FY 2017 when it was $171.1 million. This decrease was
mainly the result of no grant revenues in FY 2018 compared to $69.6 million of grant revenues in FY
2017.
e Total operating revenues were $354.3 million, an increase of $34.3 million, or 10.73% from
the same period in fiscal year 2017 as a result of the following:

o Interest on loans increased from $252.4 million to $293.5 million compared to the
same period last year. The increase of $41.2 million or 16.31% was a result of ongoing
financing activities.

o Fees and charges were $58.7 million, slightly down from $59.7 million a year ago, a
decrease of $1.0 million or 1.67%. This decrease was mainly due to lower fees
collected on loans closed during the period. Commitment, deferred construction and
bond financing fees were up $1.7 million from a year ago. This was offset by a
decrease in loan servicing and other fees of $0.7 million compared to the same period
last year.

o -Income on loan participation interests decreased by $5.3 million to $0.6 million from
$5.9 million a year ago.

o Other income decreased by $0.5 million, resulting from a lower accrual due from
HUD to cover debt service expenses on the NYCHA related bonds.



Operating expenses increased by $39.7 million, compared to the same period in FY 2017 as a
result of the following:

O

O

O

Bond and debt obligation interest and amortization for the first nine months of fiscal
year 2018 was $237.4 million, an increase of $34.8 million from a year ago. The
increase was mainly due to the issuance of new bonds, in addition to higher interest
rates on the Variable Rate Demand Obligation bonds (“VRDO”).

Debt issuance costs through the end of the third quarter were $10.0 million, an
increase of $2.2 million from a year ago.

Trustee and other fees at the end of the third quarter were $7.1 million, an increase of
$1.2 million from a year ago.

Corporate operating expenses were $4.2 million, an increase of $0.4 million from a
year ago.

Salaries and related expenses were $17.8 million, an increase of $1.1 million or 6.78%
compared to the same period last year.

Total non-operating revenues decreased from $88.0 million to $31.4 million, a decrease of
$56.6 million compared to the same period a year ago as a result of the following:

O

Realized investment earnings were $42.4 million, an increase of $19.1 million over the
same period last year.

There was a decline in the fair market value on the investment portfolio of $8.8
million compared to a decrease of $5.2 million for the same period a year ago.
Amortization of the 2011 participation interest purchased cashflow and income
distributed to HPD for the City Loan Sale Program increased by $2.5 million.

There were no grant revenues recognized in FY2018 which accounted for most of the
decline in non-operating revenues.
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NYCRIDC

NEW YORK CITY
HOUSING DEVELOPMENT
CORPORATION
MEMORANDUM

TO: Members of the Audit Committee
FROM: Ellen Duff%
SUBJECT: Debt Report forduly 31, 2018
DATE: SEPTEMBER 19, 2018

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

The last debt report presented to the Audit Committee was as of April 30, 2018. During
this time, the Corporation issued seven series of Open Resolution Bonds totaling $742
million and one stand-alone series of bonds totaling $72.2 million.

There were bond redemptions in five series of Open Resolution bonds totaling $69.2
million and in one stand-alonc 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.

110 William Street, New York, NY 10038 tel: 212.227.5500 fax: 212.227.6865
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NYCRFIDC

NEW YORK CITY
HOUSING DEVELOPMENT
CORPORATION
MEMORANDUM
TO: Members of the Audit Committee
FROM: Ellen Duf?
SUBJECT: Investment Report for September 10, 2018
DATE: SEPTEMBER 19, 2018

Attached please find HDC’s investment report as of September 10, 2018. Funds
under management totaled approximately $5.1 billion. This report reflects routine
investment activity.

110 William Street, New York, NY 10038 tel: 212.227.5500 fax: 212.227.6865
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NEW YORK CITY
HOUSING DEVELOPMENT

CORPORATION
MEMORANDUM
To: Members of the Audit Committee
From: Mary Hom\\.«
Date: September 14, 2018
Re: Counterparty Credit Risk Exposure

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

Please let me know if you have any questions.

FOR INTERNAL USE ONLY
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NYCQEIDC

NEW YORK CITY
HOUSING DEVELOPMENT
CORPORATION

INTEROFFICE MEMORANDUM

TO: ALEX MEDINA, VP, COMPLIANCE -
FROM: SHIRLEY JARVIS, VP, INTERNAL AUDIT W
SUBJECT: 2016 LIHTC COMPLIANCE MONITORING REVIEW
DATE: SEPTEMBER 12, 2018

Internal Audit has completed its 2016 LIHTC Compliance Monitoring Review.

I. Background

The Asset Management Compliance Group (CG) is responsible for monitoring all Low Income
Housing Tax Credit (LIHTC) projects’ compliance to the LIHTC requirements according to
Section 1.42-5 of the IRS regulations. The Memorandum of Understanding (MOU) agreement
between HDC and HPD describes the compliance monitoring procedures. The CG monitors
certain deadlines for marketing, lease-up, investor expectations for tax credit delivery, etc. The
staff, comprised of six Compliance Specialists (CS), monitors compliance for approximately 304
projects in the LIHTC portfolio (as of March 1, 2017). In addition to monitoring compliance to
the LIHTC program requirements, the CG monitors compliance to HDC Regulatory Agreement
requirements for other programs financed by HDC such as the Low Income Affordable
Marketplace Program (LAMP) and the New Housing Opportunities Program (NHOP).

Our review of the LIHTC compliance monitoring focused on the following areas:

e Annual Owner’s Certification (AOC) Reviews
The Compliance Group must perform annual reviews of project owners’ certifications
and the required supporting documentation. Owners of projects that received LIHTC
credits from HPD must submit certifications annually to HDC during the 15 year
compliance period by a date established by HDC. Project owners are required to certify
annually, according to IRS requirements, for the preceding 12 month period,
commencing two years after the placed in service (PIS) date of the last building in the

information electronically per the HDC checklist of required items, no later than 45 days
from the AOC request letter date. The AOC packages must include the following
required forms relating to certifications:

e Temporary or Permanent Certificate of Occupancy

e Applicable IRS forms 8609/8703 for each building

Page 1 of 7

project._In accordance to CG’s policy and procedures, owners_are required to_submit the_ -



e Reports of violations relating to building codes, health, and safety issues and
statements of corrective action

e Detailed project and tenant data, in Excel format, to meet HUD reporting
requirements

Annual Onsite Audits and Inspections

The Compliance Group must perform onsite file reviews of owner’s management
records, perform unit inspections of at least 20% of LIHTC units and review the tenant
files for those units. The project owners requiring the initial audit/inspection (also 2
years after the PIS date) and subsequently every 3 years through the end of the 15
compliance year are notified of scheduled audits in the AOC request letter. During the
LIHTC compliance review year when the units are inspected, all LIHTC project
buildings must also be physically inspected. The onsite annual physical inspections are
coordinated with and performed by Asset Management’s Engineering Group (EG).

Compliance Reporting

CG must promptly provide the AOC review letters and/or audit reports to the managing
agents to disclose non-compliance issues, such as failure to correctly complete or
document annual certifications, violations of the local or the Uniform Physical Condition
Standards Inspection (UPCS) code and Vacant Unit Rule. If findings or deficiencies are
reported, management must respond within 30 days of the non-compliance notice letter
or report issue date and the response must include the corrective action(s) to be taken.
The project owners are allowed a period of time (Correction Period) to supply missing
certifications, permit HDC to perform reviews and/or bring the project into conformance
with IRS provisions up to ninety days from CG’s written notice to the owner. CG may
extend the correction period up to 180 days or 6 months, at its sole discretion, for good
cause. CG must report the identified non-compliance issue(s) to the IRS using Form
8823, regardless of whether the issue has been corrected or not, and the date the project
ceased to comply, at the end of the corrective period.

Compliance Monitoring Fee

HDC charges project owners a fee to monitor compliance to LIHTC regulations. The fee
for all projects, except NYCHA projects, is calculated based on the maximum gross rent,
size of units, number of LIHTC units, times .0075% to a maximum of $7,500. NYCHA
pays a flat fee of $250,000 annually for compliance monitoring of all NYCHA projects
receiving LIHTC’s. The fee invoice is submitted to project owners with the AOC request
letter and is due forty-five days (45) after the invoice date.

II. Audit Objectives

‘The objectives of the audit were to determine if adequate controls were in place to ensure that the
IRS regulations regarding the compliance monitoring activities were being followed.

Specifically:
1.

Determine if the LIHTC owners were notified timely of deadlines, tracked for
compliance, and if projects were found with non-compliance issues, were reported in
accordance with the IRS/MOU Compliance Monitoring requirements.
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2. Determine if all LIHTC project buildings/units were inspected according to the IRS and

HUD reporting requirements.
3. Determine if LIHTC monitoring fees were accurately calculated, billed, and collected.

II1. Audit Scope and Methodology

The audit focused on CG’s compliance monitoring activities from January 1, 2014 to March 1,
2017 for LIHTC project owners’ compliance periods from January 1, 2013 to December 31,
2015.

We performed the following:

1. Reviewed the IRS, MOU, and CG Monitoring Procedures for LIHTC program

requirements.

2. Interviewed staff, performed walkthroughs and reviewed flowchart and risk assessment
for 2016 LIHTC compliance review processes provided by CG management.

3. Performed analytical reviews to determine population of LIHTC projects and CG’s
compliance monitoring activities for selected owners’ compliance years 2013 — 2015,
including the timeliness of notifications, tracking, and reporting the noncompliance of
project owners.

4. Reviewed LIHTC compliance reviews: AOC and Audits for selected project owners’
compliance years.

5. Reconciled the Annual Physical Inspections (API) reports completed by EG for LIHTC
project buildings requiring the initial or 3 year inspections during 2014 - 2016.

6. Reviewed the 2015 LIHTC Monitoring Fees calculation for 294 projects charged and
reconciled to invoices and receipts recorded in the General Ledger (GL) for fiscal year-
end October 31, 2016.

IV. Audit Results:

Upon completion of the audit, we noted no matters involving internal controls that we considered
material weaknesses. Except for the items noted below, generally the Compliance Group
monitors compliance of owners with LIHTC program requirements by reviewing the submitted
annual certifications, performing onsite audits of selected tenant files and conducting unit
inspections.

The results of the audit were discussed with CG management during the course of the audit. Our
comments, as well as your responses to them, are summarized below.

Observation 1: Timeliness of notifications of LIHTC compliance reviews to
Owners/Managing Agents for Documentation Requirements '

Criteria:

In accordance with CG’s Compliance Monitoring Procedures, written notifications (AOC request
letters) must be promptly sent to project owners that received an allocation of LIHTC tax credits
from HPD. CG must establish deadlines for all owners to timely submit the AOC packages with
LIHTC fee payments. In addition, they must give reasonable notice (e.g., 30 days’ notice of
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inspection and review) to owners of the scheduled onsite audits so that owners may assemble
records.

Condition:
We reviewed CG’s tracking schedules for LIHTC Compliance Reviews: AOC and audits

scheduled during 2014 to 2016. The AOC request letters were emailed/mailed to 65 - 69
managing agents to certify owner’s compliance years from 2013 to 2015. However, the written
notices allowed certifications and payments of LIHTC fees to be delayed for submissions over
the 45 days from notice and the payment due date. For example, 92 of 294 projects (31%)
required to certify in 2016 for compliance year 2015 were allowed between 52 to 157 days to
submit the AOC packages. In addition, 49 of the 111 projects notified about the scheduled onsite
audit/inspection were given 4 to 7 months advance notice to prepare.

Cause:

The main reasons for the staggered deadlines and deadlines overlapping to the following
compliance year were due to the increasing size of LIHTC portfolio and insufficient staffing to
perform the additional workload for the AOCs and scheduled audits/inspections per LIHTC

compliance review year.

Effect: '
The completion of required compliance reviews/audits by Compliance Specialists each year will

continue to be delayed and overlap later into the following compliance year.

Recommendation:

Evaluate staffing needs and the feasibility of a new compliance monitoring system to ensure that
deadlines provided to project owners to submit AOC with supporting documentation and
notification of onsite audits are consistent across the LIHTC portfolio.

Management Response:

The CG has modified its written notification polices and has begun emailing our Annual Owner
Certification Packages (AOCP) to all required owner/agents in December of the audit year
being reviewed. In this way all owners are given 45 days to provide all requested information,
including the LIHTC monitoring fees. To address for the high volume of simultaneous
submissions, the CG is scheduling LIHTC audits later in the calendar year (majority
commencing in the middle of the second quarter of the respective calendar year). This will allow
staff more scheduled time to focus on the processing and ultimately closing of these AOCP.
However, the CG will continue to notify owner/agents of scheduled audits with the AOCP. This
practice does not provide an advantage to any agent as the IRS requires that all certification
Junctions be completed within the calendar year being audited. Rather, it serves as a means to
manage a high volume of audits and create fixed audit dates that are typically not subject to
change. This, along with the fact that owners are not aware of which files and units will be
audited until the actual site visit, ensures that all developments are treated equitably.

HDC has also contracted with Prolink Solutions, Inc. to automate the groups’ primary
responsibilities and thereby create better efficiency. This system will allow us, among other
things, to more effectively review the AOCP. Another benefit will be the ability for owners to
upload the specific audit documents required for each LIHTC audit into a secure server. The
staff will thereby be able to perform many audits in-house and focus only on the required
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documentation. These changes will improve staff efficiency and allow for deadlines to be more
consistently met as well as help avoid functions overlapping into the following compliance year.

Lastly, the CG has hired an additional compliance specialist bringing our current total
compliance specialists to seven (7).

Observation 2: Timeliness of Issued AOC Review Letters and Audit Reports/Unit
Inspections Results

Criteria:

CG must provide prompt written notice to the project owners if owners fail to certify; submit
inaccurate or incomplete certifications; the certifications and documentation discloses non-
compliance with the LIHTC requirements; do not provide complete management records,
including selected tenant files and the supporting documentation; or CG is not permitted to
inspect units under Section 1.42(e) (2).

Condition:
We calculated an estimate of elapsed time between the AOC due date and scheduled Audit date

and the issue date of the AOC Review Letter/Audit Report to quantify the timeframe of the
completed LIHTC compliance reviews. The results are summarized in the following table:

ELAPSED TIME TO LIHTC AOC PER OWNER'S COMPLIANCE YEAR
LETTER/AUDIT REPORT ISSUED AS 2013 2014 2015
OF 3/1/2017 AOC AUDIT AOC AUDIT AOC AUDIT

REVIEWS COMPLETED UNDER 90
DAYS (3 MONTHS 112 66 76 88 50 79

REVIEWS COMPLETED BET. 91 -180
DAYS (3 - 6 MONTHS) 92 14 64 1 51 3

REVIEWS COMPLETED OVER 180
DAYS (6 MONTHS) 32 1 106 65

AOC REVIEW LETTER OR/AND
AUDIT REPORT WERE PENDING

ISSUANCE - OVER 1 TO 3 YEARS 30 7 30 129 29
TOTAL LIHTC AOC DUE/AUDIT

REPORTS 266 88 276 89 295 111
Cause:

LIHTC project owners were allowed to submit AOC packages, later than the 45 days deadline,
and when findings were noted during audits/unit inspections, owners were also provided
additional time for management responses and/or corrective actions to be implemented, which
caused further delays for CG staff to complete the LIHTC compliance reviews and issue the
AOC compliance letters and/or close-out letters for audits in a timely manner.

Effect:
There are significant delays for CG staff to complete the LIHTC compliance reviews and

promptly send the written notice to project owners.
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Recommendation:
Enforce the deadlines and timeframes established by the compliance monitoring procedures to
ensure each LIHTC project is monitored and tracked for non-compliance in a timely manner.

Management Response:
The referenced addition of a staff member, the earlier and uniform outreach for AOCP

information, moving audit reviews to later in the calendar year, and automation of work by
Prolink will help to improve the CG’s review and response timelines. These changes will help
ensure that established deadlines are met on a more regular basis and help to avoid backlogs.
However, HDC will continue to work with our partners and grant extensions for due cause on a
case by case basis as the code allows the agency to extend deadlines and correction periods. As
not all projects or issues are comparable, it is important that the CG implement discretionary
measures as needed.

Lastly, our reporting is now exclusively electronic. This combined with the creation of response
templates will help tighten required timeframes. Prolink will further streamline these tasks.

Observation 3: Accuracy and Timeliness of LIHTC Monitoring Fees Calculated, Billed,
and Collected

Criteria:

As part of the LIHTC Compliance Monitoring Procedures, annually CG management must
determine the number of projects that must be removed and added to LIHTC portfolio. The
actual LIHTC fees are calculated, based on maximum gross rent times the number of bedrooms
times the total number of LIHTC units multiplied by .0075% per project. The fee charged
cannot be greater than $7,500. The invoices for the LIHTC fee are attached to the AOC request
letters and are emailed/mailed to the properties for payment due no later than 45 days from the
invoice date.

Condition:

We determined that 2015 LIHTC monitoring fees accrued and collected totaling $1.9 million
were recorded in the GL for fiscal year-ending October 31, 2016. We noted, however, that the
payment of LIHTC fee by 206 project owners were submitted over the 45 days payment date;
and for 98 of those projects, the fees were paid between 5 and 9 months after the invoice date.

Cause:
Invoices are sent with AOC request letters. The due dates for the AOC are usually greater than

the 45 day payment due date on the invoice. The projects usually send in the payment with the
AOC and, as a result, the payments are late.

Effect:
Late payments of the LIHTC monitoring fee reduce cash flow.

Recommendation:

Develop a process for ensuring that invoices are sent out and collected on-time. Evaluate
whether sending invoices separately from AOC request letters would help facilitate the invoice

process.
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Management Response:
The CG works with HDC'’s IT department to generate the LIHTC compliance monitoring fee

invoices. These invoices are generated when IT updates Oracle pursuant to the breakdown of
monitoring fees provided to them annually by the CG. As noted in this report, the prior CG
protocols had been to have the AOCP notices staggered throughout the calendar year.
However, the invoices created by Oracle were issued at the same time and all had the same due
dates. Given the staggering of the AOCP, their due dates have never correlated with those noted
on the monitoring fee invoices. To help address this concern, the CG notified all agents that
their current AOCP (for calendar year 2017) would be due on 2/5/18 (or 45 days from the date
of the notification). Although this has helped to create more uniformity, the current monitoring
Jfee invoices issued all indicate a due date of 2/14/18. As IT advised that they cannot hard code
invoice due dates unless we establish a universal due date for all subsequent years, it is not
possible to consistently synch a project’s AOCP due date to invoices generated by Oracle. In
addition, the due dates on the AOCP are always subject to extensions on an as needed basis. A
perfect "billing” model does not exist within the CG. As such, we will explore other possible
options within HDC'’s billing systems for the processing and oversight of these fees.

Cc:  Eric Enderlin, President
Paula Roy Carethers, EVP, Real Estate
Theresa Gigliello, SVP, Portfolio Management
Jim Quinlivan, SVP for Administration
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NYCEIDC

'NEW YORK CITY
HOUSING DEVELOPMENT
CORPORATION

INTEROFFICE MEMORANDUM

TO: LISA GEARY, VP, CASH MANAGEMENT

FROM: SHIRLEY JARVIS, VP, INTERNAL AUDIT AJ
SUBJECT: 2018 CASH MANAGEMENT - ACCOUNTS RECEIVABLE AUDIT
DATE: JUNE 18, 2018

Internal Audit has completed its 2018 Accounts Receivable Audit.

I. Background

The Accounts Receivable (AR) department of the Cash Management (CM) division is
responsible for collecting, identifying and applying cash, checks, wires and letters of credit to the
appropriate accounts.

Information Systems:

The Accounts Receivable Administrator processes all mortgage-related receipts in the Benedict
Mortgage system and all miscellaneous receipts into the Oracle AR module. CM uses the
SymPro system for real-time management of cash and investment activity. After receipts are
entered into the Benedict and Oracle AR, the information is uploaded into SymPro on a daily
basis. Accounting runs a General Ledger (GL) interface between SymPro and the Oracle GL in
order to post the receipts into the GL.

The receipts are entered into the appropriate AR system by the AR Administrator daily. There
are four different types of receipts:

1. Lock Box Accounts/Construction Loan Demand Deposit Accounts (DDA) — Receipts
by checks are sent daily to the Lock box accounts and wires are sent through the Federal
Reserve System to the corresponding account number.

2. Checks sent to HDC — All checks mailed to HDC are posted in the daily check log.
Checks representing mortgage payments are then mailed to the Wells Fargo Lock Box for
processing.

3. Letter of Credit (LOC) — Some bond issues pay their debt service from direct pay letter
of credit. Once the amount has been verified between the CM Administrator and the
Trustee, the Trustee will draw on the letter of credit. The money will be received by wire

directly-into-the bond-programs-account.—
4. Miscellaneous — All other receipts, including relmbursements to HDC, commitment fees,
HPD Grants funds, and all other fees that are not collected as part of the mortgage.



I1. Audit Objectives
The objectives of the audit 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.

ITI. Audit Scope and Methodology
The audit focused on receipts processed in AR for the month of October 2017.

We performed the following:

e Interviewed staff, performed walkthroughs and created flowcharts of the processes,
including documenting the risks and controls.

e Selected all lockbox receipts and miscellaneous receipts processed during the month of
October and tested the accuracy of the data and the proper recording of the cash receipts
in the GL.

e Tested whether all unapplied receipts for October were reviewed and monitored on a
timely basis.

IV. Audit Results:

Upon completion of the audit, we noted no matters involving internal controls that we considered
material weaknesses. We found that the Accounts Receivable transactions were properly
processed in accordance with the procedures. With respect to the specific audit results, we 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.

Cc:  Eric Enderlin, President
Richard Froehlich, EVP, COO and General Counsel

Ellen Dufty, SVP Debt Issuance/Finance
Jim Quinlivan, SVP for Administration
Mary John, VP and Controller

Gene Yee, VP, Capital Markets

Nancy Wolf, Senior AR Administrator
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INTEROFFICE MEMORANDUM

TO: DENIS BELIC, VP OF HOUSING QUALITY AND CONSTRUCTION
FROM:  SHIRLEY JARVIS, VP INTERNAL AUDIT _dpeed,

SUBJECT: 2018 CONSTRUCTION LOAN MONITORING REPORT

DATE: MAY 16,2018

Internal Audit has completed its 2018 Construction Loan Monitoring Report.

I. Background

After the closing of a project, HDC Construction Loan Monitoring reviews the blueprints/plans
submitted by the owner and monitors the progress of the construction project, per the plans. The
HDC Engineer organizes and conducts a kick-off meeting at the beginning of construction with
all relevant parties. They conduct bi-weekly meeting with all participants and conduct site
inspections to verify that work is progressing on time and within budget. They evaluate any
proposed change orders to the contract and attend when the site is testing for inspection, when
necessary. They coordinate and review all payment applications to ensure the work was
completed, as described and to ensure all invoices, lien waivers and payment applications are
accurate and approve the payment request.

IL. Audit Objectives
To determine compliance with HDC construction loan monitoring guidelines. Specifically, to
ensure the following:

1. Engineer performed site visit to verify work was completed for which payment was
requested.

2. Payment requests were verified and reviewed for accuracy by the engineer.

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).
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III. Audit Scope and Methodology
The audit scope covered the period of September 2017 through February 2018. We performed
this audit by: - ‘

e Reviewing Preservation Program guidelines pertaining to Construction/Rehabilitation
Review & Monitoring Requirements (post-closing). ’ _

o Interviewing key personnel and management to gain an understanding of how
construction loan monitoring is performed. '

* Selecting a sample of projects to ensure that the required documentation was submitted
and reviewed prior to approval of payment to general contractor.

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 determined that engineers
performed site visits to verify that work was completed for which payment was requested prior
to approval; 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.

The results of the audit were discussed with you during the course of the audit and at the closing
meeting held on May 7, 2018. The meeting was attended by Denis Belic, Vice President of
Housing Quality and Construction, Susan O’Neill, Vice President of Preservation Programs and
members of the Internal Audit staff. ~ Our comments, as well as your response to them, are
summarized below.

Enhancem‘ent Opportunity 1: HDC Engineer Memo

Observation: _
The HDC Engineer's memo to the VP, Preservation Programs, varies among the engineers as to

what information is included.

Criteria:
The HDC Engineer's memo to the VP, Preservation Programs, is the approval document for

release of funds to the general contractor to indicate the work was completed.
Risk:

The differing information in the memo can lead to confusion as to what exactly is required
information and what are the relevant details needed to approve the release payment.

Recommendation:

-~ The-memo-should-be-more consistent among engineers and-include the approved amount for the
payment release, the date of the meetings held with the relevant parties to indicate the site
inspection, the retainage amount, the balance of the loan, including retainage, percentage of work
complete and the change orders being approved for that release, if applicable.

1
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Management Response: : .

During the Audit process, it became clear that payment request memos varied in the
information provided and needed to be more consistent. I am in agreement with the changes
in the memo recommended by Internal Audit. My division will be implementing a revised
memo starting in June. The updated memo will have a revised format and will contain a
consistent set of information in compliance with Internal Audit recommendations. A copy of
the revised memo will be provided to Internal Audit prior to the audit’s close out.

Cc:  Eric Enderlin, President
Paula Roy Carethers, EVP, Real Estate
Theresa Gigliello, SVP, Portfolio Management
Jim Quinlivan, SVP for Administration
Susan O’Neill, VP, Preservation Program
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