NYCquy HDC

NEW YORK CITY

HOUSING DEVELOPMENT
CORPORATION
MEMORANDUM
TO: Members of the Audit Committee
FROM: Richard Froehlich % Gor

SUBJECT: Material for Audit Committee Meeting
March 28, 2019 at 11:00 a.m.

DATE: March 21, 2019

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

Proposed Agenda

Minutes of January 29, 2019 Meeting
First Quarter Financial Report (Unaudited)
Debt Report

Investment Report

Credit Risk Report

Internal Audit Charter

Internal Audit Reports

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

NEW YORK CITY

HOUSING DEVELOPMENT
CORPORATION
MEMORANDUM
TO: Members of the Audit Committee
FROM:  Richard Froehlich (/b Gor (L€

SUBJECT: Agenda for Audit Committee Meeting

DATE: March 21, 2019

For the Audit Committee Meeting, which will take place on Thursday, March 28th, at
11:00 a.m., I propose the following agenda:

1. Roll Call

2. Approval of Minutes of the Meeting held on January 29, 2019
3. First Quarter Financial Report (Unaudited)

4. Debt Report

5. Investment Report

6. Credit Risk Update

7. Approval of Internal Audit Charter

8. Internal Audit Reports

9. Other Business

110 William Street, New York, NY 10038 tel;: 212.227.5500 fax: 212.227.6865
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MINUTES OF THE MEETING OF
THE NEW YORK CITY HOUSING DEVELOPMENT CORPORATION
AUDIT COMMITTEFE

January 29th, 2019

A meeting of the Members of the Audit Committee of the New York City Housing
Development Corporation (the “Corporation”) was held on Tuesday January 29th, 2019
at the offices of the Corporation, 110 William Street, 10 Floor, New York, New York.

The meeting was called to order at 11:00 am by Mr. Harry Gould, Board Member, who
noted the presence of a quorum. Mr. Gould called for approval of the minutes from the
November 29, 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. Eric Enderlin, the Corporation’s President noted that there were some organizational
changes within the Corporation which resulted in combining functions and gaining
efficiency. Mr. Enderlin noted that Chief Credit Risk Officer and Residential Mortgage
Insurance Corporation (“REMIC”) Executive Vice President Mary Hom was promoted to
Chief Risk Officer and has now added the Internal Audit Department to her
responsibilities. Ms. Hom will no longer be the EVP of REMIC; the REMIC functions
were moved to Asset Management. ’

Mr. Gould then turned the Committee’s attention to Ms. Cathleen Baumann, Senior Vice
President and Treasurer of the Corporation, to provide a summary of the Fiscal Year
2018 Audited Financial Statements. Ms. Baumann noted that 2018 was another
exceptional year for the Corporation. HDC has maintained its position as one of the
nation’s leading housing finance agencies and has continued to play a central role in the
Mayor’s Housing Plan. The financials of the Corporation, as well as the strong
leadership and hard work of a dedicated staff, are a strong measure of that continued
success: During FY 2018, the Corporation issued 19 bond series totaling $1.6 Billion. In
addition, proceeds from debt obligations issued during the fiscal year amounted to $190.4
million, and three new certificates of participation with the FFB totaled $85 Million for a
total of $1.9 Billion in proceeds for the fiscal year. Total HDC assets were $19.3 Billion,
an increase of $2.96 Billion or 18.09% from fiscal year end 2017 due to the
Corporation’s robust mortgage lending and bond financing activities throughout the year
as well as the securitization of a City mortgage loan portfolio, and the increase in the
HPD Section 661 funds granted to HDC for making loans on HPD’s behalf to
developments that are also financed by HDC. Total liabilities were $16.5 Billion, an
increase of $2.7 Billion or 19.5% from 2017 as a result of the Corporation’s ongoing debt
and lending activities. HDC’s Total Net Position at fiscal year-end was $2.8 Billion, an
increase of $247.3 Million or 9.57% from 2017 due to normal operating activities and
proceeds from the City loan securitization. The increase to net position will allow the
Corporation to continue to play a critical role in the Mayor’s Housing Plan and provide
subsidies to the affordable housing developments that we finance. Ms. Baumann
concluded her report by recognizing Mary John, HDC’s Controller, as well as the senior



managers in the department and the rest of the HDC Accounting staff for all of their hard
work and dedication in producing the financial statements and footnotes, as well as
working diligently with the E&Y team in wrapping up another successful audit. Ms.
Baumann then noted that Louis Roberts and his team will walk the Members through the
audit results.

Mr. Gould then asked about the Corporation’s debt capacity, Mr. Froehlich answered that
there is currently $1.6 billion in capacity left and the total debt capacity still stands at
$13.5 billion. Mr. Gould asked whether the Corporation would go for more cap and Mr.
Froehlich answered it depends on the Corporation’s needs.

Mr. Gould then turned to Mr. Louis Roberts of Ernest & Young to provide an overview
of the audit results. Mr. Roberts provided an overview of services and deliverables. Mr.
Roberts noted that Ernst & Young did not issue a management letter and there were no
material weakness, therefore a “no material” weakness letter was issued so that it could
be submitted to the city’s Audit Committee. Mr. Roberts noted the audit was consistent
to what was communicated to the Members back in September. Mr. Roberts noted there
that there were effective communications between HDC’s staff and E&Y. Mr. Roberts
then reviewed the areas of emphasis. During the audit there were no new GASB
requirements and all are in accordance with GASB standards. Mr. Roberts stated that
there were no instances of fraud, no pushback from management and no issues regarding
oversight of process. Mr. Kyle Kimball asked whether there were any areas of concern
and Mr. Roberts answered no. Mr. Roberts noted that Erst and Young will speak to the
new Chief Risk Officer and will bring an E&Y person in to help Internal Audit through
the transition process and review good governance. Mr. Gould then requested approval
of the Corporation’s Financial Statements and the Members approved the 2018 Financial
Statements.

Mr. Gould turned to Ms. Ellen Duffy, Senior Vice President of Debt Issuance and
Finance to present the Annual Investment Report. Ms. Duffy noted that The New York
State Public Authorities Law (PAL) requires HDC to provide an annual investment report
and it details the required contents of the report. The New York State Public Authorities
Law (PAL) requires HDC to provide an annual investment report and it details the
required contents of the report. These requirements are met by the 2018 Annual
Investment Report presented, which includes: Data on investments made; Investment
earnings and fees paid; Draft Copies of the Corporation’s audited financial statements;
The Investment Guidelines and; A Draft Report of Independent Auditors on Compliance
with Investment Guidelines. The Report also includes descriptive information about the
Corporation, the funds it has under management, and the various types of oversight and
controls on the Corporation’s investment practices. Major points in the report include:
1) Earnings on investments totaled $62.8 million in fiscal year 2018, an increase of
$24.98 million from fiscal year 2017, which can be attributed to an increase in short term
interest rates and an increase in investment proceeds during FY 2018. The potential
rising interest rates across the shorter-term maturities and a flatter yield curve
environment are factors to consider in the Corporation’s ongoing investment strategy. 2)
Because of the Corporation’s commitments, the majority of investments must be held for
the short term, which provides sufficient liquidity for the Corporation. In response to the
current interest rate environment, the Corporation continued to invest primarily in



collateralized demand deposits, and direct purchases of U.S. Treasury and Agency
obligations in order to optimize yield. 3) As required by GASB No. 31 the Corporation
has recorded a fair value adjustment in its investment portfolio. The Corporation
recorded a net depreciation of $9.25 million for fiscal year 2018. As part of the
Corporation’s investment policies, it looks to invest its bond and corporate related
reserves in securities with the intent to hold the investment to maturity. As a result, any
unrealized appreciation or depreciation is only reported as an accounting gain or loss at
this time. 4) HDC funds under management increased about 25.2% from fiscal year-end
2017 to fiscal year-end 2018, from $4.21 billion to $5.26 billion. The Corporation had a
9.57% growth in net position over the last year. 5) Since our fiscal year end in October
2018, short term rates have trended slightly higher. 6) HDC did not incur or pay any
fees, commissions or charges for investment services. Treasury operations are conducted
by the Corporation’s Cash Management Division, which uses electronic and telephone
bidding processes to competitively purchase securities that meet the Corporation’s
Investment Guidelines and funding needs. 7) Oversight is provided internally by an
Investment Committee and by various reviews by HDC’s Credit Risk and Internal Audit
units. There are also investment and credit risk reports presented at each meeting of the
Corporation’s Audit Committee, and an annual examination by our external auditors,
Emst & Young. The Corporation’s Investment Guidelines were approved by the
Members on September 26, 2018 with no changes at this time. Upon approval by the
Audit Committee and ratification by the Board, the Report will be submitted to the
Mayor and to both the City and State Comptrollers, as required by the Public Authorities
Law. I will be glad to answer any questions about the 2018 Annual Investment Report or
the Investment Guidelines; Ms. Duffy noted that the Corporation requests that the
Members approve the 2018 Annual Investment Report and readopt the Investment
Guidelines without any changes at this time. The Members then approved the 2018
Investment Report.

Mr. Gould then turned to present the Corporation’s Debt Report is as of December 31,
2018. Ms. Duffy noted that the last debt report presented to the Audit Committee was as
of October 31, 2018. During this time, the Corporation issued six series of Open
Resolution Bonds totaling $478.85 million, remarketed one series of Open resolution
bonds in the amount of $100 million, and issued one series of a stand-alone debt
obligation in the amount of $24 million. There were bond redemptions in one series of
Open Resolution bonds in the amount of $25.4 million and three series of stand-alone
debt obligations in the amount of $52.2 million. The Corporation’s debt outstanding as
of December 31, 2018 is approximately $11.9 billion. The Corporation’s statutory debt
capacity stands at $13.5 billion.

Ms. Duffy continued noting that on Wednesday, January 16, The Bond Buyer published
its annual Top 25 list of municipal bond issuers in the nation for 2018 and ranked HDC at
number 21. Acclaiming “HDC vaults 20-plus spots,” the periodical applauded HDC’s
seismic move from a previous ranking of number 45 in 2017. While the publication
listed our annual issuance at $1.77 billion, when added with our directly-placed-bond
amounts of 2018, the amount grows to an astounding total of $1.8 billion for the year.
Additionally, the Corporation is ranked as the number one issuer of affordable multi-
family housing bonds in the US. HDC has consistently been a top ranked multi-family



issuer, however this was the first time the Corporation has had a spot on the Top 25 list of
municipal bond issuers which includes those at a city and state level.

Mr. Gould then turned again to Ms. Duffy to provide the Corporation’s Investment
Report as of January 17, 2019. Funds under management totaled approximately $5.17
billion. This report reflects routine investment activity.

Mr. Gould then recognized Ms. Mary Hom, Chief Risk Officer, for the counterparty
credit risk exposure report. Ms. Hom reported that there were no new counterparties
added to the approved list of counterparties, and there were no new credit rating agency
actions of note. HDC’s counterparty exposure remains well-diversified with the largest
exposures continuing to be with Fannie Mae and Freddie Mac. Investments rated double-
A or higher were 52% of total investments, versus 48% at the last report, and the
weighted average maturity was 1.7 years versus 1.5 years at the last report. Ms. Hom
concluded her report by noting that exposure to liquidity providers was approximately
$172 million.

Mr. Gould then called upon Ms. Hom to present the Annual Audit Committee Report.
Ms. Hom reported that pursuant to the New York City Comptroller’s Office, Directive
No. 22 regarding accounting, financial reporting, and audit requirements, the HDC Audit
Committee is required to publish an annual report detailing its activities for the prior
calendar year. The report before the Committee is a compilation of the minutes from all
the Audit Committee meetings that occurred during the 2018 calendar year. Upon
approval and ratification by the HDC Board, a copy of this report will be submitted to the
Secretary of the Audit Committee of the City of New York. Ms. Hom then requested
approval of the Annual Audit Committee Report for 2018, at which time the Members
approved the report.

Mr. Gould then turned the Committee’s attention to Mr. Froehlich to present the REMIC
approval funding. Mr. Froehlich requested the Members® approval of the Corporation’s
plan to move funds from the Corporate Services account of HDC to REMIC in the
amount of $10 million. REMIC has done well over the years and continues to grow, but
to accommodate the pipeline for the next couple of years, an infusion of capital is needed.
The 2019 and 2020 pipeline of mortgage commitments is expected to range between
$250 million and $350 million, requiring REMIC insurance commitments of between $50
- million and $70 million. This translates into a reserve requirement of between $10
million and $14 million.

The transfer of funds will be a 7.9% increase in REMIC’s capital base, and it will
increase REMIC’s capacity to insure by an additional $50 million. REMIC’s total
capacity to insure will now equal $287 million. The staff recommends that the Members
approve a transfer of $10 million from HDC’s Corporate Services account to REMIC, to
which the Members did approve the transfer.

At 11:28 am, with no further business, Mr. Gould moved to dismiss, and the meeting was
adjourned.



Respectfully submitted,
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MINUTES OF THE MEETING OF
THE NEW YORK CITY HOUSING DEVELOPMENT CORPORATION

AUDIT COMMITTEE
January 29th, 2019

ATTENDANCE LIST
NAME AFFILIATION
Harry Gould Audit Committee Member
Denise Scott Audit Committee Member
Kyle Kimball Audit Committee Member
Louis Roberts Ernst & Young
Vincent Halleran Ernst & Young

Eric Enderlin
Richard Froehlich
Jim Quinlivan
Ellen Duffy
Cathy Baumann
Terry Gigliello
Mary Hom

Paul Cackler
Mary John

Uyen Luu

Cheuk Yu
Madhavi Kulkarni
Horace Greene
Trisha Ostergaard
Patrick Ogoke
Carol Micalizzi

NYC Housing Development Corp.
NYC Housing Development Corp.
NYC Housing Development Corp.
NYC Housing Development Corp.
NYC Housing Development Corp.
NYC Housing Development Corp.
NYC Housing Development Corp.
NYC Housing Development Corp.
NYC Housing Development Corp.
NYC Housing Development Corp.
NYC Housing Development Corp.
NYC Housing Development Corp.
NYC Housing Development Corp.
NYC Housing Development Corp.
NYC Housing Development Corp.
NYC Housing Development Corp.



NYC@ HDC

NEW YORK CITY
HOUSING DEVELOPMENT
CORPORATION

MEMORANDUM

TO: Members of the Audit Committee
FROM: Cathleen Baumann %
SUBJECT: First Quarter (Unaudited) Financial Information as of J anuary 31, 2019

DATE: March 21, 2019

Attached for the Members review is the Corporation’s first quarter financial statements
(unaudited), with a summary memo from Controller Mary John. These financial
schedules cover the Corporation’s first three months of fiscal year 2019, which is
November 1, 2018 through January 31, 2019. 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, New York, NY 10038 tel: 212.227.5500 fax: 212.227.6865
info@nychdc.com www.nychdc.com



NYCQEIDC

NEW YORK CITY
HOUSING DEVELOPMENT
CORPORATION

INTEROFFICE MEMORANDUM

To: Cathleen Baumann

From: Mary John

Subject: Financial Information as of January 31, 2019
Date: March 6, 2019

The Accounting Division has prepared financial schedules (unaudited) covering the
Corporation’s first three months of fiscal year 2019, which is November 1, 2018 through January
31, 2019. 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
First Quarter as of 01/31/2019 (unaudited)

Financial Highlights

* HDC’s Net Assets increased by $72.9 million or 2.57% from fiscal year end 2018 (“FYE 201 &)
to a total of $2.90 billion. The growth in net assets was mainly driven from the Corporation’s
ongoing financial lending and servicing activities during this period.

* The Corporation had total revenues of $180.0 million at the end of the first quarter of the fiscal
year. Operating revenue for the first three months of the fiscal year was $142.4 million, an
increase of $27.0 million from a year ago. Operating expenses were $107.1 million, an increase
of $18.3 million. As a result, the Corporation had net operating income of $35.3 million, an
increase of $8.7 million from a year ago. Non-operating income, which includes investment
earnings, was $37.6 million.

e In the first three months of fiscal year 2019, HDC closed on eleven new bonded senior
mortgages with loan commitments in excess of $433.4 million and two debt obligation
mortgages for $198.1 million. The Corporation also committed $91.6 million of subsidy loans
of which $76.6 million will be funded from bond proceeds, and $15.0 million will be funded
from the City’s continued reimbursement to the Corporation for the Stuyvesant Town Peter
Cooper Village loan from December 2015 for $143.2 million. In addition, two Mitchell-Lama
mortgages were restructured with a combination of new senior and subordinate mortgages of
$121.9 million in total.

e At the end of the first quarter of the fiscal year, HDC had issued 7 new bond series for a total
of $483.2 million. HDC also closed on two new debt obligations for projects MEC 125t Street
and Caton Flats, under the Funding Loan Agreement with Citibank, N.A, for a total of $198.1
million. Along with draws from other previously issued debt obligations, the combined total
draws so far this year were $13.1 million.

» Total Assets (including Deferred Outflows) of $19.91 billion, increased by $544.3 million or
2.81% from FYE 2018.

o Cash and investments totaled $5.32 billion.

o Mortgages, notes, loan participation interest receivable, and purpose investments totaled
$14.45 billion.

o Other assets (including $85.0 million of Accrued Interest Receivable) totaled $131.2
million.

o Deferred Outflows of unamortized interest rate caps, loss on early debt retirement,
OPEB and pension related liabilities totaled $8.2 million.

» Total Liabilities (including Deferred Inflows) of $17.0 billion, increased by $471.5 million or
2.85% from FYE 2018. .

o Bonds and Debt Obligations payable (net) totaled $12.02 billion.

o Payable to the City of New York totaled $3.86 billion, including $2.01 billion related to
the Section 661 HPD Grant Program and $1.09 billion related to the City Loan
Participation program.

o Payable to Mortgagors totaled $848.2 million.

o Other Liabilities (including $71.6 million of Accrued Interest Payable) totaled $270.4
million.



o Deferred Inflows of Resources related to pension liability and interest rate swaps were
$6.8 million.
Overview of Assets and Liabilities and Net Position

» The increase in total assets by a net of $544.3 million including deferred outflows is a result of
the following:

o Cash and investments increased by $84.3 million. The increase was primarily due to
new money raised from bond and other debt obligations issued, and HPD grant funds
received under Section 661 of the private Housing Finance Law.

o Mortgages, notes, loan participation interest receivable, and purpose investments
increased by a net of $482.2 million from FYE 2018 as a result of the Corporation’s
ongoing financing activities.

o Other assets decreased by a net of $20.2 million from FYE 2018, mainly due to the $27.3
million change in the fair value of the interest rate swaps. There was also an increase of
$4.4 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
$3.0 million. Capital assets decreased by a net of $0.2 million.

o Deferred outflow of resources decreased by a net of $2.0 million. The decrease was
mainly due to the recognition of $1.8 million pension expense for a payment made
subsequent to the pension liability valuation at FYE 2018. The loss of early debt
retirement due to an in-substance defeasance decreased by $0.2 million due to
amortization. '

* Total liabilities increased by a net of $471.5 million, or 2.85%, primarily due to the following:
o Bonds and Debt Obligations payable increased by a net of $41.6 million. The
Corporation issued 7 new bond series and closed two new debt obligation funding loan
agreements as of the end of the first quarter. New money raised, including draws on
previously issued series, totaled $496.4 million for the period of November 1, 2018 to
January 31, 2019. During this same period, $453.1 million of bond principal and debt
obligations payments were made which included scheduled principal payments of
$145.3 million and redemptions of $307.8 million. Additionally, bond premium of $0.9
million was amortized and $0.7 million of principal payments were made to the Federal
Financing Bank during the first quarter.
o A netincrease of $482.8 million in the Payable to New York City was mainly due to the
following:
* Anincrease of $360.0 million related to HPD grant funds received for mortgage
loans under Section 661 of the Private Housing Finance Law.
" An increase of $134.9 million related mainly to mortgage loan assignments to
the Corporation pursuant to Purchase and Sale agreements between HPD and
HDC.
" A net decrease of $7.7 million in the Housing Assistance Corporation was
mainly due to the evaporation of the loan principal for Stuyvesant Town Peter
Cooper Village of $7.2 million. The Tenant Assistant Contract (“TAC”)



payment for the period was $0.6 million for the Ruppert Yorkville housing
development.

* Atotal decrease of $1.3 million relating to the City loan sale and Mitchell Lama
loan participation programs (“MLRP”) was due to $1.4 million credit facility
fees in the City mortgage loan sale program and $0.6 million prepayment of
mortgage in the MLRP. This was then offset by $0.5 million in new advances
for the loans from the portfolio of mortgage loans acquired by the Corporation
in April 2018 and $0.2 million of earnings distribution to the City in this period.

" A decrease of $3.0 million in administering the construction and permanent
loans on behalf of HPD.

* As of January 31, 2019, the total reimbursements from the City related to the
Stuyvesant Town Peter Cooper Village loan in December 2015 was $97.6
million. The remaining balance of $45.6 million is still due to HDC.

o There was a net decrease of $1.1 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 $9.1 million.

= Prepaid mortgage principal and bond sinking funds held on behalf of mortgagors
increased by a net of $1.4 million. This included a net increase of $1.7 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 decreased by
$12.1 million. This was mainly due to $12.3 million of funds advanced to the
projects. Also, during this period $0.2 million in investment earnings were
distributed.

* Developer’s equity funds increased by $0.5 million.

o Other liabilities decreased by a net of $24.5 million mainly due to the following:

" Accrued Interest Payable decreased by $49.9 million from FYE 2018 primarily
due to the timing of the semi-annual debt service payments in the Open
Resolution.

®* Accounts and Other Payables increased by $19.9 million. This was mainly due
to $15.5 million received for construction loan servicing for two developments.
Bonds Issuance Fees payable to NYS increased by a net of $3.4 million and other
related payables had a net increase of $1.0 million.

* Deferred Fees increased by a net of $5.2 million mainly due to a net increase of
$5.6 million related to bond financing fees and commitment financing fees
collected. Other fees including guaranty fee and earnings related to mortgagors
decreased by a net of $0.4 million.

* Restricted earnings due to mortgagors increased by $0.2 million.

o Deferred Inflows of Resources decreased by a net of $27.3 million mainly due to the
change in fair value of the interest rate swaps.

* The total net position (net assets) increased by $72.9 million which is comprised of operating
revenues of $142.4 million, non-operating revenues of $37.6 million (including investment
income and amortization of participation interest expense), and operating expenses of $107.1
million.



Overview of Revenues and Expenses - Comparison of first 3-months of FY 2019 & FY 2018

Excess of revenues over expenses was $72.9 million for the period November 1, 2018 through January
31, 2019 compared to the same period in FY 2018 when it was $33.2 million. The increase was largely
due to investment earnings as well as higher mortgage interest and fees earnings during this period.
o Total operating revenues were $142.4 million, an increase of $27.0 million, or 23.39% from the
same period in fiscal year 2018 as a result of the following:

O

O

o

Interest on loans increased from $94.1 million to $107.6 million compared to the same
period last year. This was an increase of $13.5 million or 14.31% as a result of ongoing
financing activities.

Fees and charges were $32.9 million, up from $20.9 million a year ago, an increase of
$12.0 million or 57.45%. This increase was mainly due to higher fees collected on loans
closed during the period. Commitment fees earned this period were $7.9 million
compared to $3.1 million a year ago. Deferred construction and bond financing fees
earned increased by $6.0 million. Loan servicing and other fees increased by a total of
$1.2 million compared to the same period last year.

Income on loan participation interest increased by $0.5 million as a result of mortgage
prepayments in the Mitchell Lama loan participation programs.

Other income increased by $1.1 million. This was mainly due to credit facility and
servicing fees earned during this period.

* Operating expenses increased by $18.3 million, compared to the same period in FY 2018 as a
result of the following:

O

Bond and debt obligation interest and amortization for the first three months of fiscal
year 2019 was $91.4 million, an increase of $16.4 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 at the end of the first quarter were $4.0 million, an increase of $0.7
million from a year ago.

Trustee and other fees at the end of the first quarter were $2.3 million, a decrease of $0.2
million from a year ago.

Corporate operating expenses were $1.5 million, a slight increase of $0.3 million from
a year ago.

Salaries and related expenses were $7.9 million, an increase of $1.1 million or 16.16%
compared to the same period last year. This includes an increase of $1.0 million in salary
related expenses and a $0.1 million increase in the NYCERS appropriation expense.

* Total non-operating revenues were $37.6 million, compared to $6.6 million non-operating
revenues a year ago as a result of the increase in realized investment earnings, and the change
in the fair value of the investment portfolio.

O

o

Realized investment earnings were $25.9 million, an increase of $14.5 million over the
same period last year.

The fair market value appreciation on the investment portfolio for the first three months
of the fiscal year was $11.8 million (including $1.7 million of distributions) compared
to a depreciation of $4.7 million for the same period a year ago.
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NYCqy HDC

NEW YORK CITY

HOUSING DEVELOPMENT
CORPORATION
MEMORANDUM
TO: Members of the Audit Committee
FROM: Ellen Duff; .
SUBJECT: Debt Report as of February 28, 2019
DATE: MARCH 21, 2019

Attached please find the Corporation’s Debt Report as of February 28, 2019.

The last debt report presented to the Audit Committee was as of December 31, 2018.
During this time, the Corporation issued two series of Open Resolution Bonds totaling
$110 million, remarketed one series of stand-alone bonds in the amount of $54.6 million,
and issued one series of a stand-alone bonds in the amount of $4.4 million.

There were bond redemptions in three series of Open Resolution bonds in the amount of
$121.62 million and two series of stand-alone bonds in the amount of $54.9 million.

The Corporation’s debt outstanding as of February 28, 2019 is approximately $11.8
billion. The Corporation’s statutory debt capacity stands at $13.5 billion.

110 William Street, New York, NY 10038  tel: 212.227.5500 fax: 212.227.6865
info@nychde.com www.nychdc.com



'sBulwies sy} suiejas DAH YIIYM Joj Syosse 3souy Ajuo sepnfaul

“pazifeydes A|iny s1 ySIym “1sassiul puoq au} 4o} 3|qisucdsal s1.1amollod U} pue jeap ruy-ssed B se painjons st puog ayl ()
‘sauas ay) Butfpspun sjosse paseq yseo [|e Guisn paje|nojed st onet fjued jassy  (9)
"SUOHEZRUNDAS Jayjo ul paberoasol Uaaq aABY SaUSs siy) Ul sjuswiedald (G)
*L-g S3Uag 81.0Z o} 3|qeInquije uoiod sy} no Buitau aoueleq ejet-oid & st souejeq ueo) abeBuow g seuss gLoZ Ul (1)
"uojjebiiqo 198Q UleLSd @ spuog 0A Sepnpul (€)
000 194 U1 uondwapIY “uofinjosay UAdE By} Wol Jjo Paflem uSag SBY YDIUM 000'000'00L$ JO Junowe ue Ul L-r 900z sepniou; (2)
00007 eze|d yoadsolg Juawsa1by ueoT Bupung e o} Juensind panssi uonebilqo 198 sapnpuy (1)
2PSY'L80°L T # buysnig auo S2I0N
00°665'05¥ 1S igZL 03N
yZ'esy'ees’t :qa U] SasUBAPY umo( meiq
0 GL7/LE/L SIqEllEAY ooueleg
00°0 1934 Ul bunaeway 0 1€/L 0} dn pasn
00°000'000'SZ ZV 6102 OQYA =
00°000'000's8 1Y 6102 :
YZ'ESY'eeS LLL :qag ut souenss| 3qag (7} xapul-tep =
sjuaag A3y 7 9ouenss| 3qaQ wia)-tepn @ :
aley paxi4 @
019l (610Z/71/£0) 1Uauno “YWIISAZ deD aWNjoA 6102
28T (6102/¥1/£0) JuaunD -y¥oann L
§19C (6102/71/£0) JuaLnd -dodnmne
6.2 (6L02/51/£0) Juaund sjeydemg gIHA W € %L1 L2 1990 S|GBUBA/SIOSSY ULIa | -Houg ‘oey abpsH
spuog 0say uado ¥66'6v0°0Z  (8) sjessy wua-Hoys OaH
:spuog buneo|4 xapuj au3 jo sajey
692021 85VLY 608°€62 890'810°6 viz'ielos 000°528°6¢ lejoL
%ELOV'Y9L 69.'021 8.5y %6¥'S 608'€62 %562 alqexel sdd Ly + HOGIT N € /Ausuend  Ly0e 890'810'S vLZ'L6L'0E 000'528'6€ TV LL0Z
Xapuf-dep
aunsodx3 ajey siqeue uado-1uIN
000°082°851 lejog
%99'} %99'L  dwaxg-xel obied sliogp) OQY¥A 2802 2] 000'056'58 €9 2102
%G9’k %691 jdwoxg-xel ipinbr oB1ed sIGM) OQMA 2502 (2) 000'0€8'25 ¥-0 2102
%59’} %59L  1dwexg-xel (Rypinbr] yueqnd) OQYA 0202 2] 000'000'G4 €0 5102
000°000°LYZ
%0E2 %0€'T  ldwex3xel sdayS+ %0LHOBIAUOW 1202 000'000'05
%ZH'E %Zy'e  Idwexzxel sdq 89 + YOGITIN € /AUsuenD 2602 (0] 000°005'62
%TH'E %TY'E s|gexe) sdq g9 + HOGIT W € /AUspend 2502 (03] 000005191 L1 9102
Xapuj-sep
6V8'6EL'C 6v0°226°8 00Z°282°9 662°952°LLL 201°228°09°L 000°58¥°698 IejoL
%E608°LET (09s'sve) 659'025 %€6°0 616°69L %6L'E ajgexe] sdq G + HOGIM W € Ausuens  9y0Z w - S0¥'6€6°62C 000'509'96 (uood DAN) 2-d 8102
(evo'Le) - %000 £00'L2 %6L€ ajqexeL sdq 6p + HOSIT W € /AUeLEND  gr0Z zev'ort - 000°S6€'S (uood OaH) 2-8 8102
82.'025 685°200'L %60°§ Lig'esy %LLE ajgexel sdq £ + HOdI W € /Ausuend  1Z0zZ 929'605'y 9L6'LLL'6L 000°005°L9 z-g 2102
£16'059 166'€82°} %8 6L0'€€9 %STE alqexeL sdq LG + HOEI W € /AUeKEND  Gy0Z yr0'0l6'e 119'859'€EL 000°000'82 2D 9102
£V5'ee $82'262 %92°T Lp2'852 %¥LE ajqexe| sdq oF + HOAIT W € /AUsuend  yyoz 9z¢'099'st 20L'LVLLS 000'000'€€ zasl0z
olv'vee 861'G€9 %0¥'¥ 18.'00v %12€ slqexeL sdq 2y + HOEIT W € /AUsHEND  ¥H0Z 9eL'v06'e 915'80L'LS 000°000'05 THYL0Z
0856 $20'98¢ %¥LE ¥6v'90¢ RET'E slqexe) sdq 61 + YOG N € /AWsuend  /£02 71Z'e18'L 250'261 ‘61 000°000'8€ zavioe
(zee's) 6V6°€6E %60°L 18Z'c0p %ETE ajqexe sdq 6% + HOQIT N € /AudpenD €202 118'989'9 909'895"v¥L 000'000°05 z-av102
051'59% 651066 %261 609'59Y %6EE sjgexel sdq 9 +H08N W € /Auepend  geoe 0LL'€9v'T 819'856'¢6L 000'000'S§ z-g Loz
%LLI6'Z9k gLv'evl Sb2'0ST %9EE 628'00L %ZTE siqexeL sdq gy + HOHN W € /Ausrend  ovoz £95°0L€ 002'29.'62 000'0v5°2 €4 1102
166'L9% 962'958 %SL'E ¥08'88¢ %2TE s|qexel sdq gy + YOG W € /Auspend  0boz oLy'90r'y 9€1°159'801 000'65€'8Y 241102
(Got'sk) . +59'L02 %¥8'Z 618'022 %8TE a|qexe sdq $6 + YOG W € Apauend  op0z 102'S12'2 zeo'oTr'ee 000'096'92 Hol0Z
P6E'SL olv'ole %Ll 910°102 %2TE s|qexeL sddq 8p + YOG IN € /AUspenD  6£0Z 2£9'052 LZL'6V9'LL 000'000'52 21 6002
(89z'zs1) veL'sLy %E6'T 2sp'0L8 %SE'E alqexe sdq 19 + YOG W € /AUsKEnD €402 L19'128'1E 626'¥50'25 000°061'89 X 8002
8l.L'e8¢e S0v'929 %99°G 189'zve %SEE s|gexeL sdq L9 + HOAT W € /AUsrend €402 15v'86E°L 281'L5T' vy 000°0L0'62 1 8002
(LLo'sd) 8lE'LLY %6y 62E°06% %9LT s|qexe sdq 0¢ + o1y G1HA W € /AeLend  1yoz 9/1'pER'6Z ley'sIT'ee 000'586'0L 48002
(s) (622'062) 085'6.2 %ETE 65€'0L5 %L9C ajgexe sdq 0¢ + o1y @1H4 W € /AsLenD  /g02 pre'sis'L SLL'6V9'VE 000'GLY'S8 3 8002
(5) (e59've) 56512 %259 209052 %19C ajqexeL sdq o€ + 91eY gTH4 W € /Aelend  $E0g L1£'26 oee'0se'el 000°05°LE 0 2002
Xapul-4ep
@ oney Kued peaidg ang jsauau| ajey ueo ang 3sasauj ajey smeis X2puj /pouad Kunjey aouejeg aouejeg ueon fejo) puog souag
Jossy abeloay ueo] abebuow “BAy puog puog xej Josay ey puog AUl 2 yseDd obGebuow
ainsodx3 ajey ajqeuen uado
%92TL v1'250°'182'659'L Aoeded Butuewey
uwr Aomeig
uoiesojly uonebilqo 19aQq JUSWIWSACD
SuoREd0|Y puog umoQq melq
%00°00L . ¥6'¥BI've8FIS'LL %00L S€5'041'€9 %001 000°050'621 %00°00} 069'8L¥'G96'E %001 000°080°282 %001 000'591L'62€"'2 1eloL
%65'8k 00°000'G68'S61'Z %0 - %0 - %2€°LS 000'S11°2£0°2 %0 - %SLT 000'082'851 OQ¥A
%90'LL 00°66€'508'90€"L %0 - %2E 000°'s28'6E %S6' €) e6e's6r'95L %0 - %S0'SE 000's8¥'0LL'L (2) xapuj-sep
%L5'€ 00°000°0GL' VLt %0 - %0 - %000 - %0 - %196 000'0§L'vL¥ uus)-1ep
%58'99 ¥6°S8.'€€0'868'L %001 SE5'021'€9 %89 000'622's8 %89¥y -~ (1) 152'908'1LLL %001 000'080°282 %61 LL 000'052'569'S 3y paxid
juaidd Junowy juassad junowy juassad Junowy juasiad junowy jusalad Junowy juadiad junowy lediound
: Bulpuejsino
Spuog OQH [ejol uoinnjosay niyl-ssed 4N uoNN[oSaY paindas JW spuog suojy-puels wesbold puog anss| Map uonnjosay uado
399d OQH Ie0L

610¢

‘gz Meniga4 Jo Joday Ajyjuon -- 3goa oaH



Interest Rate Hedges-- Monthly Report of December 31, 2018

Outstanding Interest Rate SWAPs

Purpose: Open Resolution (3 -Month LIBOR)*

Outstanding Notional Amount With PNC
Swap Rate

Forward Start Date

Maturity Date

Qutstanding Notional Amount With PNC
Swap Rate

Forward Start Date

Maturity Date

Outstanding Notional Amount With PNC
Swap Rate

Forward Start Date

Maturity Date

Qutstanding Notional Amount With Wells Fargo
Swap Rate

Forward Start Date

Maturity Date

Purpose: Open Resolution (SIFMA)*
Qutstanding Notional Amount With Wells Fargo
Swap Rate

Forward Start Date

Maturity Date

Purpose: HPS (77.5%1ML)*
Outstanding Notional Amount With RBC
Swap Rate

Forward Start Date

Maturity Date

Purpose: Caton/MEC (77.5%1ML)*
Outstanding Notional Amount With Citibank
Swap Rate

Forward Start Date

Maturity Date

85,000,000
2.029%
5/1/2018
11/1/2035

50,000,000
1.2028%
6/1/2017
8/1/2020

100,000,000
3.0949%
2/1/2019
5/1/2046

75,000,000
3.022%
2/1/2019
2/1/2036

Total 310,000,000

75,000,000
2.538%
5/1/2019
11/1/2043

184,000,000
2.538%
5/1/2024
5/1/2050

98,895,000
2.5017%
7/1/2022
5/1/2051

Total 357,895,000

Outstanding Interest Rate CAPs

Purpose: Open Resolution*

Outstanding Notional Amount With Goldman Sachs 153,585,000
Strike Rate 7.35%
Maturity Date 11/1/2032
Outstanding Notional Amount With PNC 50,000,000
Strike Rate 4.50%-7.50%
Maturity Date 11/1/2033
OQutstanding Notional Amount With Barclays 150,000,000
Strike Rate 3.50%
Maturity Date 11/1/2020

Total 353,585,000

Purpose: Mini-Open Resolution*

Outstanding Notional Amount With US Bank 39,825,000
Strike Rate 3.25%
Maturity Date 2/1/2023

Purpose: FFB Forward Hedge - 3-Month LIBOR* >>> (o nedge interest rate risk during Construction perlod

Outstanding Notional Amount With Wells Fargo
Swap Rate

Forward Start Date

Maturity Date

Outstanding Notional Amount With Wells Fargo
Swap Rate

Forward Start Date

Maturity Date

Outstanding Notional Amount With Citibank
Swap Rate

Forward Start Date

Maturity Date

65,630,000
2.240%
8/1/2019
5/1/2047

54,126,321
2.984%
2/1/2021
5/1/2048

135,460,000
2.9563%
1/1/2021
11/1/2038

Total 255,216,321

*Interest rate hedges are obligations of the Corporation, with payments pledged to the specific Bond Resolution or program. These interest rate hedges are not legally tied to any

specific bond series, therefore provides a hedge to the full Open Resolution variable rate portfolio.



NYC gy HDC

NEW YORK CITY
HOUSING DEVELOPMENT
CORPORATION
MEMORANDUM
TO: Members of the Audit Committee
FROM: Ellen Duff;
SUBJECT: Investment Report as of March 12, 2019
DATE: MARCH 21, 2019

Attached please find HDC’s investment report as of March 21, 2019. Funds under
management totaled approximately $5.6 billion. This report reflects routine investment
activity. '

110 William Street, New York, NY 10038 tel: 212.227.5500 fax: 212.227.6865
info@nychdc.com www.nvchde com
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NYCWHDC

NEW YORK CITY
HOUSING DEVELOPMENT
CORPORATION
MEMORANDUM
To: Members of the Audit Committee
From: Mary Hom\“ﬁ(
Chief Risk Officer
Date: March 15, 2019
Re: Counterparty Credit Risk Exposure

I have attached an unaudited report detailing the Corporation’s counterparty exposure as
of February 28, 2019. The previous report to the Audit Committee was dated December
31,2018. ‘

Please let me know if you have any questions.

FOR INTERNAL USE ONLY
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NYCQIIDC

NEWYORK CITY
HOUSING DEVELOPMENT
CORPORATION
MEMORANDUM
To: Members of the Audit Committee
From: Mary Hom\N‘k
Chief Risk Officer
Date: March 15, 2019
Re: Internal Audit Charter Revisions

Please find attached proposed revisions to the Internal Audit Charter. The last time the Audit
Committee approved revisions to the Internal Audit Charter was December 2, 2015. The proposed
revisions address the recommendations from the External Quality Assessment Review Report
(QAR) performed by BDO USA in 2017 and presented to the Audit Committee on January 26,
2018. The QAR specified four recommended updates to the Internal Audit Charter as follows:

e Update the Charter language to incorporate revised standards as outlined in The Institute of
Internal Auditors’ (IIA) International Professional Practices Framework (IPPF).
o This recommendation was accepted and incorporated into Charter under the
Professional Standards section of the Charter on page 2.

e Define the term “consulting services” in the Charter.
o This recommendation was accepted and incorporated into the Charter. The term

“consulting services” is defined under the Responsibility section of the Charter on page
1.

¢ Add language outlining when the Internal Audit Charter will be reviewed and approved.

o This recommendation was accepted and incorporated into the Charter on page 2.
Review and approval of the Internal Audit Charter will occur on a periodic basis (once
every five years) or as needed upon change in HDC Audit Committee Chair, change in
Internal Audit Department reporting, or change in ITA Standards.

e Consider adding appropriate signatures to document agreement.
o This recommendation was declined. Documentation of agreement is already noted in
the Audit Committee minutes whenever the Internal Audit Charter is presented to the
Audit Committee, and the Audit Committee approves the Charter.

FOR INTERNAL USE ONLY
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NEW YORK CITY
HOUSING DEVELOPMENT
CORPORATION

INTERNAL AUDIT CHARTER
(Revised March 29, 2019)

MISSION
The mission of the Internal Audit Department (“IAD”) is to provide independent, objective
assurance, and consulting services designed to add value and improve the Corporation’s
operations. The IAD helps the Corporation accomplish its objectwe §by using a systematic,
disciplined approach to evaluate and improve the effectiveness of rig ma%‘agement control, and
governance processes.

5

PURPOSE %%j
The purpose of the IAD is to determine whether the Co ”iﬁ%u%n S systems*o}
management, and governance processes, as designéd and represented
adequate and functioning in a manner to ensure: 3
e Risks are appropriately identified and managgd )
e Employees’ actions comply with policies, stand
regulations.
e Resources are acquired economlcally‘ {

¢ Quality and continuous improvement

ernal control, risk
fmanagement, are

i ;Ofﬁcer who re §ﬂs administratively to the President of the
| udit Committee. The Chief Risk Officer shall have
¢ "\%% month, and a private meetlng W1th the HDC

RESPONSIBILITY

The IAD has tﬁ%@% on51b111

e Develop an anniial
and approval.

o Implement the anniral audit plan, as approved, including, and as appropriate, any special tasks
or projects requested by management and the HDC Audit Committee.

e Subject to the availability of resources, perform consulting services, beyond Internal Audit’s
assurance services, to assist management in meeting its objectives. Consulting services are
defined as advisory activities, the nature and scope of which are agreed with the client, and are

%lan and submit that plan to the HDC Audit Committee for review

1



mtended to add value and 1mprove governance risk management ‘and control processes
without the Internal Auditor assuming management responsibilities.

e Evaluate and assess significant new or changing services, processes, operations, and control
processes coincident with their development, implementation and/or expansion.

e Issue periodic reports to the HDC Audit Committee and management summarizing results of
audit activities. Management is expected to implement all agreed upon audit recommendations
within a reasonable timeframe.

e Assist in the investigation of significant suspected fraudulent activities within the Corporation
and notlfy management and the HDC Audit Comm1ttee of the resujgzs

audit coverage to the Corporation.
e Provide an Annual Audit Committee Report to the HD t Committee and the Audit
Commiittee of the City of New York. :

AUTHORITY

The IAD is authorized to:

e Have unrestricted access to all functions, records,prop

e Have full and free access to the HDC Audit Commi ee :

e Allocate resources, set frequencies, select subj ects, de
techniques required to accomplish audit

e Exercise discretion and ensure the sa

The IAD is not authorized to: : r e
e Perform any operatlon : dut'es for the Cor;%eratlon %
e Initiate or approve a¢ gf%eun ing o sactions exyernal to thg IAD.

e Direct the actlvggge of any employee of the @orporatlon that is not employed by the IAD,

except to the extent suelLempl ees have been%ﬁ opriately assigned to the auditing team or

ik,

to assist the internal audi .

The Instltute of Internal Auditors’ (IIA) Mandatory Guidance constitutes the fundamental
requirements for the professmnal practice of internal auditing and the principles against which to
evaluate the effectiveness of the Internal Audit function. HDC’s Internal Audit staff will perform
thelr duties in accordance with the IIA ‘Mandatory ¢ Guldance which 1nc1udes Core Prmc:ples for
the Professwnal Practice of Internal Auditing “Code of Ethtcs, ” the Def nition of Internal
Auditing, and International Standards for the Professional Practice of Internal Audltmg Other
professional standards’ Howed by the department, where appropriate, are Government Auditing
Standards and General Standards for Information Systems Auditing.

This formalized charter, approved and accepted by management and the HDC Audit
Committee, provides the purpose, authority, and responsibility of the HDC Internal Audit
Department. Review and approval of the Internal Audit Charter will occur on a periodic
basis (once every five years) or as needed upon change in HDC Audit Committee Chair,
change in IAD reporting, or change in IIA Standards.
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NEW YORK CITY
HOUSING DEVELOPMENT
CORPORATION
MEMORANDUM
To: Members of the Audit Committee
From: Mary Hom \}\K
Chief Risk Officer
Date: March 15, 2019
Re: Internal Audit Reports

Three internal audits were completed under Shirley Jarvis, former Vice President-Internal Audit,
since the last report to the Audit Committee. A copy of each report is attached, and a summary of
- each report follows:

2018 Developer Disclosure Report

Objective:
To determine whether the disclosure review process was performed for new projects.

Audit Results:

We noted no matters involving internal controls that we considered material weaknesses. We
determined that the disclosure review was performed for the required individuals/entities for the
new construction projects which closed during the audit scope period.

2018 Investment Audit
Objective:
To determine the effectiveness of internal controls over investment activity to provide reasonable
assurance that:
1. Investment transactions were in accordance with HDC investment guidelines, policies,
procedures, laws, and regulations;
2. Investment transactions were properly and accurately executed by Cash Management staff
and authorized by Cash Management supervisors; and
3. Investments were reconciled to the General Ledger cash accounts by the Accounting
division.

Audit Results:
We noted no matters involving internal control and its operation that we considered material
weaknesses. We determined that investment transactions were in accordance with HDC



investment guidelines, policies, procedures, laws, and regulations. Further, we determined that
investment transactions that we sampled were properly and accurately executed by Cash
Management staff and authorized by appropriate Cash Management supervisors. Finally, we
determined that investments were reviewed and reconciled to the General Ledger cash accounts
by the Accounting division.

2018 IT Third Party Vendor Management

Objective:

To determine if IT is effectively managing the vendor contracts related to security, statement of
work, and service level agreements.

Audit Results:

We noted no matters involving internal controls that we considered material weaknesses. We
found that the contracts generally covered data security, statement of work, service level
agreements, and data confidentiality of sub-contractors.

Observation & Recommendation:

An observation was noted regarding cyber insurance. HDC does not currently have cyber
insurance in place, and the Internal Audit recommendation was for management to consider
purchasing a cyber insurance policy to mitigate the risk of data breaches and offset the associated
costs. Management response was that although we have implemented multiple layers of security,
including data protection, intrusion prevention, and network monitoring, management will
reinitiate the review of cyber insurance options available and engage with a cybersecurity
consulting firm and insurance broker for advice on appropriate coverage and options.
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NEW YORK CITY
HOUSING DEVELOPMENT
CORPORATION

INTEROFFICE MEMORANDUM

TO: MIRIAM OSNER, ASSISTANT GENERAL COUNSEL
FROM: SHIRLEY JARVIS, VP INTERNAL AUDIT
SUBJECT: 2018 DEVELOPER DISCLOSURE REPORT

DATE: DECEMBER 18, 2018

Internal Audit has completed its 2018 Developer Disclosure Review.

I. Background

All individuals or entities undertaking a new loan transaction with HDC must go through
disclosure review before the project can close. This includes the owners of the project (the
Developer), the general contractor and the proposed managing agent. Individuals or entities that
have completed a full disclosure within three years preceding the date of the new transaction may
submit an Affidavit of No Change, providing there have been no significant changes. Entities that
are newly created for the transaction and have no financial history provide New Entity Letters.
The full disclosure package, including the Disclosure Statement, is located on the company
website.

The Legal Department is responsible for ensuring the disclosure review is performed for
individuals/entities seeking financing from HDC. The process begins when Legal, with input from
the Development Project Manager (PM), reviews the organizational chart for the entity entering
into the transaction with HDC to determine who must complete the disclosure. The individuals
and entities that are required to disclose are then notified to complete the disclosure package,
located on the HDC website. The completed package with all the required documentation is sent
to the Sponsor Review Director at HDC. The package is not accepted if it has not been completed
in full. The Disclosure forms received are reviewed by the Legal Department to ensure that all
questions have been answered; whether additional information is needed; or whether, based on
how questions were answered, a follow-up is required. The PM will contact the developer if there
are issues and request what is needed.

Once reviewed, a copy of the disclosure package is sent electronically to New York City
Department of Investigations (DOI) for review. Searches are performed by DOI, and internally
by the Legal Department, on all disclosing individuals and entities to determine whether there are
any open items which would prevent HDC from doing business with the individuals or entity, such
as investigations, violations, litigation, bankruptcy, etc. Any resulting issues are discussed and
resolved as necessary. Once Legal receives a clearance memo from DOI and when HDC signs off
on any results from the internal search, Legal will prepare a disclosure clearance memo. The
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disclosure clearance memo is submitted to the PM, allowing the new construction project to
proceed to closing.

I1. Audit Objective

Determine whether the disclosure review was performed for new projects closed from November
1, 2017 through June 30, 2018.

I1I. Audit Scope and Methodology

The audit scope covered the disclosure review for all new projects that closed during the period of
November 1, 2017 to June 30, 2018. We performed the following:

e Obtained policies and procedures, and disclosure requirements from the HDC website.

e Reviewed documentation to gain an understanding of the process and the requirements.

¢ Interviewed personnel directly responsible for ensuring that the disclosure review is
performed for individuals/business entities seeking to do business with HDC.

* Reviewed the DOI Clearance memo(s) and Legal Clearance memo(s) for twenty-four new
projects that closed during the selected period to confirm that the disclosure review was
performed for all individuals/business entities required to disclose.

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 the disclosure
review was performed for the individuals/entities required to disclose for the new construction
projects which closed during the period.

Cc:  Louise Carroll, General Counsel
Susannah Lipsyte, Deputy General Counsel
Melissa Barkan, Special Counsel
Denise Kimball, Paralegal
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NEW YORK CITY
HOUSING DEVELOPMENT
CORPORATION

INTEROFFICE MEMORANDUM

TO: LISA GEARY, VP, CASH MANAGEMENT
FROM:  SHIRLEY JARVIS, VP, INTERNAL AUDIT
SUBJECT: 2018 INVESTMENT AUDIT

DATE: DECEMBER 20, 2018

Internal Audit has completed its review of the Investment function of the Cash Management division.

1. Background

The Investment function is under the Cash Management division in the Debt Issuance/Finance
Department. The investment activities are reported in the Annual Investment Report approved by the
Board and Audit Committee and submitted to the NYC Mayor’s office and NYS Public Authorities
Budget Office (ABO), in accordance to the NYS Public Authorities Law, Section 2925. The
Corporation’s investments are monitored by the HDC Investment Committee. The Committee meets
on a biweekly basis to determine the composition of investment portfolio, review HDC’s periodic
need for funds, and implement investment strategies. The supervision of CM duties and
responsibilities include the daily review of available funds to invest from cash accounts; the execution
of bids for Repurchase Agreements (Repos) and trades for direct purchase and sales of US Treasury
Securities (e.g., T-Bills, Bonds, Notes); NYS and NYC municipal bonds and the overseeing of fund
transfers of deposits into and withdrawals from Guaranteed Investment Contracts (GICs), Open Time
Deposits (OTDs) and Money Market (MM) Accounts.

Information Systems:

CM uses the Emphasys Investment System and SymPro, a web-based cash management application,
to manage all investment transactions and cash balances. Each day, CM staff enters the short-term and
long-term investment transactions into Emphasys which automatically distributes the amounts to the
respective cash accounts in SymPro and generates the investment tickets. The investments interface
with the General Ledger (GL) for posting by Accounting into the GL.

Accountants perform weekly reconciliations of the net change in cash to the cash recorded in
SympPro; perform monthly reconciliations of investment outstanding balances between Emphasys
and the GL and manually reconcile the monthly investments debited and credited to the GL cash
accounts and to the bank statements. The bank reconciliation process is documented on the monthly
bank reconciliation reports. The completion of the reconciliation by Accountants is monitored using
Excel.



I1. Audit Objectives

The main objectives of the audit were to determine the effectiveness of internal controls over
investment activity to provide reasonable assurance that:

Investment transactions were in accordance with HDC investment guidelines, policies,
procedures, laws and regulations.

Investment transactions were properly and accurately executed by CM staff and authorized by
CM supervisors.

The investments are reconciled to the GL cash accounts by Accounting.

II1. Audit Scope and Methodology

The audit scope included the investment activity that occurred from June 1, 2018 through September
30, 2018. We performed the following:

Reviewed applicable NYS laws and HDC investment guidelines, policies, procedures, and
practices; and the biweekly, monthly and annual investment reports for fiscal year 2018 to
determine compliance with reporting requirements.

Interviewed key personnel and management to gain an understanding how investments are
made and managed.

Flowcharted the key CM and Accounting investment processes and interviewed key personnel
to obtain an understanding of the process.

Reconciled the investment purchases from Emphasys to the GL to ensure that all transactions
were properly recorded.

Selected on a sample basis, investment purchases and reviewed investment ticket to ensure
that the repos had 3 bids, the amount on the ticket matched what was in Emphasys and the GL
and the tickets were signed by appropriate supervisors in Cash Management.

IV. Audit Results

Upon completion of this review, we noted no matters involving internal control and its operation that
we consider material weaknesses. With respect to the specific audit results, we found that:

Cec:

Investment transactions were in accordance with HDC investment guidelines, policies,
procedures, laws and regulations.

For the sample selected for purchases from June to September 2018, investment transactions
were properly and accurately executed by CM staff and authorized by appropriate CM
supervisors.

Investments were reviewed and reconciled to the GL cash accounts by Accounting.

Eric Enderlin, President

Richard Froehlich, First EVP & Chief Operating Officer
Ellen Duffy, SVP Debt Issuance/Finance

Jim Quinlivan, SVP for Administration

Mary John, VP and Controller
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CORPORATION

INTEROFFICE MEMORANDUM

To: Madhavi Kulkarni, VP-IT Operations
From: Mary Hom, Chief Risk Officer

Date: March 4, 2019

Re: 2018 IT Third Party Vendor Management

The 2018 IT Third Party Vendor Management review was completed by Shirley Jarvis prior to her
retirement. The following is her report:

L Background
IT follows the HDC purchasing guidelines when selecting vendors. Once the vendor is selected

and a contract signed, the vendor generally performs a one-time implementation of the system
software as outlined in the Statement of Work (SOW).

IT uses some vendors that have an associated contract that is maintained by IT and Legal. When
a contract is up for renewal, IT follows the purchasing guidelines and requests for bids. Once a
vendor is selected, the Chief Information Officer (CIO) prepares a memo containing a description
of services that the vendor will provide. Each contract/vendor has to provide paperwork such as a
Master Service Agreement, Statement of Work, Doing Business Data Form, etc. The Master
Service Agreement and contract has to be approved by Legal, the Treasurer, and Head of
Department or Division.

IT uses other vendors that do not have an associated contract. These vendors are used for annual
maintenance and are maintained by IT in an Oracle database.

Vendor relationships are maintained between IT and their vendor. IT has written and oral
communication with the vendors via emails, reports, conference calls. These meetings allow the
vendors as well as IT to share information, discuss service expectations, and discuss any issues
that may arise.

The SOW, prior to contract award, defines what the roles are between HDC and the vendor. On
an ongoing basis, a primary contact person within IT is assigned to each vendor and is responsible
for ongoing support, resolution of any issues, and for ongoing maintenance and upgrades.

Customer satisfaction data is gathered on an event basis, a periodic basis or both. Event basis data
is gathered after a specific event occurs, such as calls to the Help Desk. Help Desk calls’ are
reviewed regularly to gather information on potential repeat issues.

e
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II. Audit Objectives
To determine if IT is effectively managing the vendor contracts related to security, statement of
work, and service level agreements.

III.  Audit Scope and Methodology

We reviewed the contracts of vendors who have access to HDC data durmg the period of January
1, 2017 through May 31, 2018. Although Ceridian, the HR system, and ProLink, an Asset
Management System, are not IT vendor contracts because they contain highly confidential and
personally identifiable information, and because IT reviewed their security features, we included
them in the scope of the audit.

The scope of this audit begins after the selection of the vendors. We did not focus on the vendor
selection function as far as the review process for establishing vendors, the risk assessment process
for rating the vendors, and the criticality of the contract nor the due diligence review when
selecting the vendor. This was a narrow scope to review the vendors who have access to HDC
data and the provisions in the contract concerning data security, the statement of work, service
level agreements, data confidentiality of sub-contractors, and off-shoring of data.

We performed this audit by:

1. Reviewing IT Third Party Vendor policies and procedures.

2. Interviewing key personnel and management to gain an understanding how HDC data is
kept secure by vendors who have access to its data.

3. Reviewing whether selected vendors had Service and Organization Controls (SOC 2)
reports or any significant audit exceptions.

4. Reviewing the provisions in the contracts of vendors who have access to HDC data
regarding data security, statement of work, service level agreements, sub-contractors and
off-shoring of data were included.

IV.  Audit Results:

Upon completion of the audit, we noted no matters involving internal controls that we considered
material weaknesses. We found that the contracts generally covered data security, statement of
work, service level agreements, and data confidentiality of sub-contractors.

Observation 1: Cyber-insurance

Criteria: }

A cyber-insurance policy is designed to help an organization mitigate risk exposure by offsetting
costs involved with recovery after a cyber-related security breach or similar event. Cyber-
insurance typically covers expenses related to first parties as well as claims by third parties.
Although there is no standard for underwriting these policies, some common reimbursable
- expenses are for investigation, business losses, data breach notification and lawsuits and extortion.

Condition
HDC does not have a cyber-insurance policy for data breaches.

Cause:
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IT is aware of this and had researched vendors to purchase such a policy, but the project was put
on hold at management’s request.

Risk:
Attacks against all business are increasing. Although sources differ (Forbes Business, Centre for

Strategic and International Studies, Symantec) the average cost of a data breach incident to small
businesses is $85,000 to $150,000 per breach.

Recommendation:
Management should consider purchasing a cyber-insurance to mitigate the risk of data breaches
and offset the associated cost.

Management Response:

Cyber insurance covers us in the event of a cyber-incident. Cyber incidents can range from the
following: Hacking incidents, Viruses, Worms, Malware, Disgruntled Employee in releasing
information, Data extraction due to cyber-attack, Network extortion due to ransom ware. Any of
these examples can result in us requiring a response in the forms of data reconstruction, or the
request for assistance for Legal and outside forensic specialists. If we do need outside help, the
cyber insurance can cover these costs. This will also cover any costs or fines incurred if the
government initiates an investigation. Breach response coverage ranges include legal counsel and
fees and business interruption costs.

Although we have implemented multiple layers of security, including data protection, intrusion
prevention, and network monitoring, we do not currently have a cyber insurance policy. In the
past, IT has explored options in the marketplace and requested quotes from vendors. We found
. there was no uniformed underwriting policy with cyber insurance and coverage varied
substantially between vendors. As cyber insurance is a relatively new offering in the industry, the
project was put on hold pending engagement with specialized experts. For fiscal year 2019, we
have reinitiated the project and are reviewing options with our insurance broker. As part of the
current project we will be engaging with a cybersecurity consulting firm for advice on appropriate
coverage and options.

cc: Eric Enderlin, President
Paul Cackler, Chief Information Officer
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