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Ladies and Gentlemen:

We are responsible for the identification of, and compliance with, all aspects of laws, regulations,
contracts, or grant agreements that could have a material effect on the operations of the Illinois
Housing Development Authority (the Authority). We are responsible for and we have established
and maintained an effective system of internal controls over compliance requirements. We have
performed an evaluation of the Authority’s compliance with the following assertions during the year
ended June 30, 2018. Based on this evaluation, we assert that during the year ended June 30, 2018,
the Authority has materially complied with the assertions below.

A,

The Authority has obligated, expended, received, and used public funds of the State in
accordance with the purpose for which such funds have been appropriated or otherwise
authorized by law.

The Authority has obligated, expended, received, and used public funds of the State in
accordance with any limitations, restrictions, conditions, or mandatory directions imposed by
law upon such obligation, expenditure, receipt, or use.

The Authority has complied, in all material respects, with applicable laws and regulations,
including the State uniform accounting system, in its financial and fiscal operations.

State revenues and receipts collected by the Authority are in accordance with applicable
laws and regulations and the accounting and recordkeeping of such revenues and receipts
is fair, accurate, and in accordance with law.

Money or negotiable securities or similar assets handled by the Authority on behalf of the
State or held In trust l?]r(the Authority have been properly and legally administered, and the
i.lccountmg and recordkeeping relating thereto is proper, accurate, and in accordance with
aw.

Yours truly,

Illinois Housing Development Authority

Financing the creation and preservation of affordable housing



Audra Hamemik, Executive Director

Maureen G. Ohle, General Counsel

Nandini Natarajan, Chief Financial Officer

Vanessa Boykin, Acting Controller



ILLINOIS HOUSING DEVELOPMENT AUTHORITY
(A Component Unit of the State of lllinois)
Compliance Report Summary
Year ended June 30, 2018

The compliance testing performed during this examination was conducted in accordance with Government
Auditing Standards and in accordance with the lllinois State Auditing Act.
Accountants’ Report

The Independent Accountants’ Report on State Compliance, on Internal Control over Compliance, and on
Supplementary Information for State Compliance Purposes does not contain scope limitations, disclaimers, or
other significant nonstandard language.

Summary of Findings

Current Prior

Number of report report
Findings 10 4
Repeated findings 4 4
Prior recommendations implemented or not repeated - 4

Details of findings are presented in this report.

Schedule of Findings and Questioned Costs
Findings (Government Auditing Standards)
Item No. Page Description Finding Type

2018-001 18 Inadequate Allowance for Loan Loss Material weakness
Methodology and Loan Rating Review Process

2018-002 21 Inaccurate Financial Reporting of Investments Material weakness

2018-003 25 Inaccurate Financial Reporting Significant deficiency

4 (Continued)



ILLINOIS HOUSING DEVELOPMENT AUTHORITY
(A Component Unit of the State of lllinois)
Compliance Report Summary
Year ended June 30, 2018

Findings (Federal Compliance)

Item No. Page Description Finding Type

2018-004 29 Disbursement of Fund Outside of Period of Adverse and material
Performance weakness

2018-005 33 Inaccurate Reporting of Federal Expenditures Material weakness and
on the Schedule of Expenditures of Federal noncompliance
Awards

2018-006 37 Failure to Communicate Award Information to Material weakness and
Subrecipients noncompliance

2018-007 39 Failure to Follow Established Subrecipient Significant deficiency and
Monitoring Procedures for the Section 8 noncompliance

Project-Based Cluster Program

Findings (State Compliance)

Item No. Page Description Finding Type

2018-008 41 Untimely Review of Payroll Reports Significant deficiency and
noncompliance

2018-009 43 Failure to Properly Complete and Maintain 1-9 Significant deficiency and
Documentation noncompliance

2018-010 45 Failure to Maintain Supporting Documentation Significant deficiency and
for Reports of Receipts and Disbursements noncompliance

for Locally Held Funds and Quarterly
Summary of Accounts Receivable

5 (Continued)



ILLINOIS HOUSING DEVELOPMENT AUTHORITY
(A Component Unit of the State of lllinois)
Compliance Report Summary
Year ended June 30, 2018

In addition, the following findings which are reported as current findings relating to Government Auditing
Standards also meet the reporting requirements for State Compliance.

Iltem No. Page Description Finding Type

2018-001 18 Inadequate Allowance for Loan Loss Noncompliance and
Methodology and Loan Rating Review Process material weakness

2018-002 21 Inaccurate Financial Reporting of Investments Noncompliance and

material weakness

2018-003 25 Inaccurate Financial Reporting Noncompliance and
material weakness

Prior Year Findings Not Repeated (Government Auditing Standards)

None

Prior Year Findings Not Repeated (Federal Compliance)
None

Prior Year Findings Not Repeated (State Compliance)
None

6 (Continued)



ILLINOIS HOUSING DEVELOPMENT AUTHORITY
(A Component Unit of the State of lllinois)
Compliance Report Summary
Year ended June 30, 2018

Exit Conference
On May 8, 2019, the lllinois Housing Development Authority waived the exit conference relating to the Single
Audit and State Compliance examination.

The responses to the recommendations were provided by Vanessa Boykin, Assistant Controller, in emails
dated May 21, 2019 and May 22, 2019.



KPMG LLP
Aon Center
Suite 5500
200 E. Randolph Street
Chicago, IL 60601-6436

Independent Accountants’ Report on State Compliance,
on Internal Control over Compliance, and on
Supplementary Information for State Compliance Purposes

The Honorable Frank J. Mautino
Auditor General of the State of lllinois
and

The Board of Directors

lllinois Housing Development Authority:

Compliance

As Special Assistant Auditors for the Auditor General, we have examined the Illinois Housing Development
Authority’s compliance with the requirements listed below, as more fully described in the Audit Guide for
Financial Audits and Compliance Attestation Engagements of lllinois State Agencies (Audit Guide) as adopted
by the Auditor General, during the year ended June 30, 2018. The management of the Illinois Housing
Development Authority (the Authority) is responsible for compliance with these requirements. Our responsibility
is to express an opinion on the Authority’s compliance based on our examination.

A. The Authority has obligated, expended, received, and used public funds of the State in accordance with the
purpose for which such funds have been appropriated or otherwise authorized by law.

B. The Authority has obligated, expended, received, and used public funds of the State in accordance with
any limitations, restrictions, conditions or mandatory directions imposed by law upon such obligation,
expenditure, receipt or use.

C. The Authority has complied, in all material respects, with applicable laws and regulations, including the
State uniform accounting system, in its financial and fiscal operations.

D. State revenues and receipts collected by the Authority are in accordance with applicable laws and
regulations and the accounting and recordkeeping of such revenues and receipts is fair, accurate and in
accordance with law.

E. Money or negotiable securities or similar assets handled by the Authority on behalf of the State or held in
trust by the Authority have been properly and legally administered and the accounting and recordkeeping
relating thereto is proper, accurate, and in accordance with law.

Our examination was conducted in accordance with attestation standards established by the American Institute
of Certified Public Accountants; the standards applicable to attestation engagements contained in Government
Auditing Standards issued by the Comptroller General of the United States; the lllinois State Auditing Act (Act);
and the Audit Guide as adopted by the Auditor General pursuant to the Act (the Audit Guide). Those standards,
the Act, and the Audit Guide require that we plan and perform the examination to obtain reasonable assurance
about whether the Authority complied, in all material respects, with the specified requirements listed above. An
examination involves performing procedures to obtain evidence about whether the Authority complied with the
specified requirements listed above. The nature, timing and extent of the procedures selected depend on our
judgement, including an assessment of the risks of material noncompliance, whether due to fraud or error.
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We believe that the evidence we obtained is sufficient and appropriate to provide a reasonable basis for our
opinion. Our examination does not provide a legal determination on the Authority’s compliance with specified
requirements.

In our opinion, the Authority complied, in all material respects, with the compliance requirements listed in the
first paragraph of this report during the year ended June 30, 2018. However, the results of our procedures
disclosed instances of noncompliance with the requirements, which are required to be reported in accordance
with criteria established by the Audit Guide, issued by the lllinois Office of the Auditor General and which are
described in the accompanying schedule of findings and questioned costs as findings 2018-001 through 2018-
003 and 2018-008 through 2018-010.

The Authority’s responses to the findings identified in our examination are described in the accompanying
schedule of findings and questioned costs. The Authority’s responses were not subjected to the procedures
applied in the compliance examination and, accordingly, we express no opinion on the responses.

The purpose of this report on compliance is solely to describe the scope of our testing and the results of that
testing in accordance with the requirements of the Audit Guide issued by the Illinois Office of the Auditor
General. Accordingly, this report is not suitable for any other purpose.

Internal Control

Management of the Authority is responsible for establishing and maintaining effective internal control over
compliance with the requirements listed in the first paragraph of this report. In planning and performing our
examination, we considered the Authority’s internal control over compliance with the requirements listed in the
first paragraph of this report to determine the examination procedures that are appropriate in the circumstances
for the purpose of expressing our opinion on compliance and to test and report on internal control over
compliance in accordance with the Audit Guide, issued by the lllinois Office of the Auditor General, but not for
the purpose of expressing an opinion on the effectiveness of the Authority’s internal control over compliance.
Accordingly, we do not express an opinion on the effectiveness of the Authority’s internal control over
compliance.

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

Our consideration of internal control over compliance was for the limited purpose described in the preceding
paragraph and was not designed to identify all deficiencies in internal control over compliance that might be
material weaknesses or significant deficiencies and therefore, material weaknesses or significant deficiencies
may exist that were not identified. However, as discussed below, we identified certain deficiencies in internal
control over compliance that we consider to be material weaknesses and a significant deficiency. We consider
the deficiencies in internal control over compliance described in the accompanying schedule of findings and
guestioned costs as findings 2018-001 through 2018-003 to be material weaknesses. We consider the
deficiencies in internal control over compliance described in the accompanying schedule of findings and
guestioned costs as findings 2018-008 through 2018-010 to be significant deficiencies.
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As required by the Audit Guide, immaterial findings excluded from this report have been reported in a separate
letter to your office.

The Authority’s responses to the internal control findings identified in our examination are described in the
accompanying schedule of findings and questioned costs. The Authority’s responses were not subjected to the
procedures applied in the compliance examination and, accordingly, we express no opinion on the responses.

The purpose of this report on internal control over compliance is solely to describe the scope of our testing of
internal control over compliance and the results of that testing based on the requirements of the Audit Guide,
issued by the lllinois Office of the Auditor General. Accordingly, this report is not suitable for any other purpose.

Supplementary Information for State Compliance Purposes

As Special Assistant Auditors for the Auditor General, we have audited the financial statements of the
governmental activities, the business-type activities, each major fund, and the aggregate remaining fund
information of the lllinois Housing Development Authority (the Authority), a component unit of the State of
lllinois, as of and for the year ended June 30, 2018, and the related notes to the financial statements, which
collectively comprise the Authority’s basic financial statements, and have issued our report thereon dated
January 21, 2019, which contained unmodified opinions on those financial statements. Our audit was
performed for the purpose of forming opinions on the financial statements that collectively comprise the
Authority’s basic financial statements. We have not performed any procedures with respect to the audited
financial statements subsequent to January 21, 2019.

The accompanying supplementary information for the year ended June 30, 2018 in Schedules 1 through 9 is
presented for the purposes of additional analysis and is not a required part of the basic financial statements of
the Authority. Such information is the responsibility of management and was derived from and relates directly to
the underlying accounting and other records used to prepare the basic financial statements. The accompanying
supplementary information for the year ended June 30, 2018 in Schedules 1 through 9 has been subjected to
the auditing procedures applied in the audit of the basic financial statements and certain additional procedures,
including comparing and reconciling such information directly to the underlying accounting and other records
used to prepare the basic financial statements or to the basic financial statements themselves, and other
additional procedures in accordance with auditing standards generally accepted in the United States of
America. In our opinion, the accompanying supplementary information for the year ended June 30, 2018 in
Schedules 1 through 9 is fairly stated in all material respects in relation to the basic financial statements as a
whole for the year ended June 30, 2018.

We have also previously audited, in accordance with auditing standards generally accepted in the United
States of America, the Authority’s basic financial statements as of and for the year ended June 30, 2017 (not
presented herein), and have issued our report thereon dated October 27, 2017, which contained unmodified
opinions on the respective financial statements of the governmental activities, the business-type activities, each
major fund, and the aggregate remaining fund information. The accompanying supplementary information for
the year ended June 30, 2017 in Schedules 1, 2, and 5 is the responsibility of management and was derived
from and relates directly to the underlying accounting and other records used to prepare the June 30, 2017
financial statements. The accompanying supplementary information for the year ended June 30, 2017 in
Schedules 1, 2, and 5 has been subjected to the auditing procedures applied in the audit of the June 30, 2017
basic financial statements and certain additional procedures, including comparing and reconciling such
information directly to the underlying accounting and other records used to prepare those basic financial
statements or to those basic financial statements themselves, and other additional procedures in accordance
with auditing standards generally accepted in the United States of America. In our opinion, the accompanying
supplementary information for the year ended June 30, 2017 in Schedules 1, 2, and 5 is fairly stated in all
material respects in relation to the basic financial statements as a whole from which it has been derived.

10
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The accompanying supplementary information in the Analysis of Operations Section is presented for the
purposes of additional analysis and is not a required part of the basic financial statements. Such information
has not been subjected to the auditing procedures applied in the audit of the basic financial statements, and
accordingly, we do not express an opinion or provide any assurance on it.

s/ KPMG LLP

Chicago, Illinois
June 5, 2019

11
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KPMG LLP
Aon Center
Suite 5500
200 E. Randolph Street
Chicago, IL 60601-6436

Independent Auditors’ Report on Internal Control over Financial Reporting
and on Compliance and Other Matters Based on an Audit of Financial Statements
Performed in Accordance with Government Auditing Standards

The Honorable Frank J. Mautino
Auditor General of the State of lllinois
and

The Board of Directors

lllinois Housing Development Authority:

As Special Assistant Auditors for the Auditor General of the State of lllinois, we have audited, in accordance
with the auditing standards generally accepted in the United States of America and the standards applicable to
financial audits contained in Government Auditing Standards, issued by the Comptroller General of the United
States, the financial statements of the governmental activities, the business-type activities, each major fund,
and the aggregate remaining fund information of the Illinois Housing Development Authority (the Authority), a
component unit of the State of lllinois, as of and for the year ended June 30, 2018, and the related notes to the
financial statements, which collectively comprise the Authority’s basic financial statements, and have issued our
report thereon dated January 21, 2019.

Internal Control Over Financial Reporting

In planning and performing our audit of the financial statements, we considered the Authority’s internal control
over financial reporting (internal control) to determine the audit procedures that are appropriate in the
circumstances for the purpose of expressing our opinions on the financial statements, but not for the purpose of
expressing an opinion on the effectiveness of the Authority’s internal control. Accordingly, we do not express an
opinion on the effectiveness of the Authority’s internal control.

Our consideration of internal control was for the limited purpose described in the preceding paragraph and was
not designed to identify all deficiencies in internal control that might be material weaknesses or significant
deficiencies and therefore, material weaknesses or significant deficiencies may exist that were not identified.
However, as described in the accompanying schedule of findings and responses, we identified certain
deficiencies in internal control that we consider to be material weaknesses and a significant deficiency.

A deficiency in internal control exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions, to prevent, or detect and correct,
misstatements on a timely basis. A material weakness is a deficiency, or combination of deficiencies, in internal
control, such that there is a reasonable possibility that a material misstatement of the entity’s financial
statements will not be prevented, or detected and corrected on a timely basis. We consider the deficiencies
described in the accompanying schedule of findings and responses as findings 2018-001 and 2018-002 to be
material weaknesses.

A significant deficiency is a deficiency, or a combination of deficiencies, in internal control that is less severe
than a material weakness, yet important enough to merit attention by those charged with governance. We
consider the deficiency described in the accompanying schedule of findings and responses as finding 2018-003
to be a significant deficiency.

12
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Compliance and Other Matters

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

Authority’s Response to Findings

The Authority’s responses to the findings identified in our audit are described in the accompanying schedule of
findings and questioned costs. The Authority’s responses were not subjected to the auditing procedures applied
in the audit of the financial statements and, accordingly, we express no opinion on the responses.

Purpose of this Report

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

/s/ KPMG LLP

Chicago, Illinois
January 21, 2019

13
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Independent Auditors’ Report on Compliance for Each Major Federal Program; Report on Internal
Control Over Compliance; and Report on Schedule of Expenditures of Federal Awards Required by
the Uniform Guidance

The Honorable Frank J. Mautino
Auditor General of the State of lllinois
and

The Board of Directors

lllinois Housing Development Authority:

Report on Compliance for Each Major Federal Program

We have audited the lllinois Housing Development Authority’s (the Authority) compliance with the types of
compliance requirements described in the OMB Compliance Supplement that could have a direct and material
effect on each of the Authority’s major federal programs for the year ended June 30, 2018. The Authority’s
major federal programs are identified in the summary of auditors’ results section of the accompanying schedule
of findings and questioned costs.

Management’s Responsibility

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

Auditors’ Responsibility

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

We believe that our audit provides a reasonable basis for our adverse and unmodified opinions on compliance
for the major federal programs. However, our audit does not provide a legal determination of the Authority’s
compliance.

Basis for Adverse Opinion on Community Development Block Grants

As described in the accompanying schedule of findings and questioned costs, the Authority did not comply with
requirements regarding Community Development Block Grants as described in finding number 2018-004 for
Allowable Costs/Cost Principles and Period of Performance. Compliance with such requirements is necessary,
in our opinion, for the Authority to comply with the requirements applicable to that program.

14
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Adverse Opinion on Community Development Block Grants

In our opinion, because of the significance of the matter discussed in the Basis for Adverse Opinion paragraph,
the Authority did not comply in all material respects, with the types of compliance requirements referred to
above that could have a direct and material effect on Community Development Block Grants for the year ended
June 30, 2018.

Unmodified Opinion on Each of the Other Major Federal Programs

In our opinion, the Authority complied, in all material respects, with the types of compliance requirements
referred to above that could have a direct and material effect on each of its other major federal programs
identified in the summary of auditors’ results section of the accompanying schedule of findings and questioned
costs for the year ended June 30, 2018.

Other Matters

The results of our auditing procedures disclosed instances of noncompliance, which are required to be reported
in accordance with the Uniform Guidance and which are described in the accompanying schedule of findings
and questioned costs as findings 2018-005 through 2018-007. Our opinion on each major federal program is
not modified with respect to these matters.

The Authority’s responses to the noncompliance findings identified in our audit are described in the
accompanying schedule of findings and questioned costs. The Authority’s responses were not subjected to the
auditing procedures applied in the audit of compliance and, accordingly, we express no opinion on the
responses.

Report on Internal Control over Compliance

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

Our consideration of internal control over compliance was for the limited purpose described in the preceding
paragraph of this section and was not designed to identify all deficiencies in internal control over compliance
that might be material weaknesses or significant deficiencies and therefore, material weaknesses or significant
deficiencies may exist that were not identified. However, as discussed below, we identified certain deficiencies
in internal control over compliance that we consider to be material weaknesses and significant deficiencies.

A deficiency in internal control over compliance exists when the design or operation of a control over
compliance does not allow management or employees, in the normal course of performing their assigned
functions, to prevent, or detect and correct, noncompliance with a type of compliance requirement of a federal
program on a timely basis. A material weakness in internal control over compliance is a deficiency, or
combination of deficiencies, in internal control over compliance, such that there is a reasonable possibility that
material noncompliance with a type of compliance requirement of a federal program will not be prevented, or
detected and corrected, on a timely basis. We consider the deficiencies in internal control over compliance
described in the accompanying schedule of findings and questioned costs as items 2018-004 through 2018-006
to be material weaknesses.

15
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A significant deficiency in internal control over compliance is a deficiency, or a combination of deficiencies, in
internal control over compliance with a type of compliance requirement of a federal program that is less severe
than a material weakness in internal control over compliance, yet important enough to merit attention by those
charged with governance. We consider the deficiency in internal control over compliance described in the
accompanying schedule of findings and questioned costs as item 2018-007 to be a significant deficiency.

The Authority’s responses to the internal control over compliance findings identified in our audit are described
in the accompanying schedule of findings and questioned costs. The Authority’s responses were not subjected
to the auditing procedures applied in the audit of compliance and, accordingly, we express no opinion on the
responses.

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

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

We have audited the financial statements of the governmental activities, the business-type activities, each
major fund, and the aggregate remaining fund information of the Authority, a component unit of the State of
lllinois, as of and for the year ended June 30, 2018, and the related notes to the financial statements, which
collectively comprise the Authority’s basic financial statements. We issued our report thereon dated January 21,
2019, which contained unmodified opinions on those financial statements. Our audit was conducted for the
purpose of forming opinions on the financial statements that collectively comprise the basic financial
statements. The accompanying schedule of expenditures of federal awards is presented for purposes of
additional analysis as required by the Uniform Guidance and is not a required part of the basic financial
statements. Such information is the responsibility of management and was derived from and relates directly to
the underlying accounting and other records used to prepare the basic financial statements. The information
has been subjected to the auditing procedures applied in the audit of the basic financial statements and certain
additional procedures, including comparing and reconciling such information directly to the underlying
accounting and other records used to prepare the basic financial statements or to the basic financial statements
themselves, and other additional procedures in accordance with auditing standards generally accepted in the
United States of America. In our opinion, the schedule of expenditures of federal awards is fairly stated in all
material respects in relation to the basic financial statements as a whole.

/s KPMG LLP

Chicago, Illinois
June 5, 2019

16



ILLINOIS HOUSING DEVELOPMENT AUTHORITY
(A Component Unit of the State of Illinois)

Schedule of Findings and Questioned Costs
Year ended June 30, 2018

(1) Summary of Auditors’ Results
Financial Statements

Type of auditors’ report issued on whether the

financial statements audited were prepared in

accordance with generally accepted accounting

principles: Unmodified opinions

Internal control deficiencies over financial reporting disclosed by the audit of the financial statements:

o Material weakness(es) identified? X Yes No

o Significant deficiency(ies) identified that are
not considered to be material weaknesses? X Yes None reported

Noncompliance material to the financial
statements noted? Yes X No

Federal Awards

Internal control deficiencies over major programs disclosed by the audit:

o Material weakness(es) identified? X Yes No

o Significant deficiency(ies) identified that are
not considered to be material weaknesses? X Yes None reported

Type of auditors’ report issued on compliance
for major programs:

Adverse: Community Development Block Grants
The opinions for all other major programs are unmodified.

Audit findings that are required to be
reported in accordance with 2 CFR 200.516(a): X Yes No

Identification of Major Programs

CFDA number(s) Name of federal program or cluster
14.182/14.856 Section 8 Project-Based Cluster
14.239 HOME Investment Partnerships Program
14.228 Community Development Block Grants

Dollar threshold used to distinguish between
Type A and Type B programs: $3,000,000

Auditee qualified as low-risk auditee: Yes X No

17 (Continued)



ILLINOIS HOUSING DEVELOPMENT AUTHORITY
(A Component Unit of the State of Illinois)

Schedule of Findings and Questioned Costs
Year ended June 30, 2018

Current Findings — Government Auditing Standards

(2) Findings Related to Financial Statements Reported in Accordance with Government Auditing
Standards

Finding 2018-001 — Inadequate Allowance for Loan Loss Methodology and Loan Rating Review
Process

The lllinois Housing Development Authority (Authority) was unable to support the historical detail
assumptions used in its allowance for loan loss calculation for the multi-family loan programs. Additionally,
the Authority has not established adequate internal controls for ensuring the allowance for loan loss is
properly calculated and presented in its financial statements.

During our audit, we reviewed the allowance for loan loss methodology for the multi-family loan program
and noted that the Authority could not produce an analysis supporting the rationale for its calculation of the
loan loss reserve factors (probability of default and expected loss) that are used in its allowance for loan
loss calculation. The Authority has not documented how the loan loss reserve factors for the multi-family
loan programs have been historically calculated and over what period the probability of default is
measured. Further, the Authority did not perform back-testing (typically performed on at least an annual
basis) on its allowance for loan loss estimates for the multi-family loan programs to determine whether the
allowance for loan loss produces estimates that have been historically sufficient to cover incurred losses
over a period of time that aligns with the period used to estimate the probability of default values.

Furthermore, during our testing of 43 multi-family loan relationships risk ratings (66 loans) as of June 30,
2018, we noted differences in the ratings determined by the Authority on their loan rating scale compared
to our independent ratings determined during our review. We found the Authority’s risk ratings to be
reasonable for 28 of the 43 relationships (46 of the 66 loans) and we found the Authority’s risk ratings to be
unreasonable for 15 of the 43 relationships (20 of the 66 loans).

The following differences in loan ratings are primarily attributable to the Authority’s application of various
aspects of their allowance for loan loss rating policy within the loan rating process:

e Four differences in Housing Trust Fund loan ratings resulted in an under reserve of $331,510 for the
lllinois Affordable Housing Trust Fund. In response to this finding, the Authority reviewed the total
population of Housing Trust Fund loans and determined they were under reserved by a total of
$11,968,248. A proposed adjustment for this difference was recorded by the Authority.

e Seven differences in HOME loan ratings resulted in an under reserve of $2,077,978 for the HOME
Program Fund. In response to this finding, the Authority reviewed the total population of HOME
Program loans and determined they were under reserved by a total of $9,735,868. A proposed
adjustment for this difference was recorded by the Authority.

e Five differences in Nonmajor governmental fund loan ratings resulted in an under reserve of
$2,322,997 for the Nonmajor Governmental Funds. In response to this finding, the Authority reviewed
the total population of Nonmajor Governmental Funds loans and determined they were under reserved
by a total of $4,361,501. A proposed adjustment for this difference was recorded by the Authority.

e Three differences in Multifamily Revenue Bonds loan ratings resulted in an under reserve of $309,331
for the Mortgage Loan Program Fund. In response to this finding, the Authority reviewed the total

18 (Continued)



ILLINOIS HOUSING DEVELOPMENT AUTHORITY
(A Component Unit of the State of Illinois)

Schedule of Findings and Questioned Costs
Year ended June 30, 2018

Current Findings — Government Auditing Standards

population of Mortgage Loan Program loans and determined they were under reserved by a total of
$587,937. A proposed adjustment for this difference was recorded by the Authority.

e One difference in a Risk Sharing loan rating resulted in an over reserve of $15,861 for the Accrued
liabilities and other balance reported for the Administrative Fund. In response to this finding, the
Authority reviewed the total population of Risk Sharing loans and determined they were under reserved
by a total of $189,119. A proposed adjustment for this difference was recorded by the Authority.

Additionally, in response to the differences noted above, the Authority reviewed the total population of
Administrative Fund loans and determined they were under reserved by $754,928. A proposed adjustment
for this difference was recorded by the Authority.

Generally accepted accounting principles require the estimate for the allowance for loan loss to be
supported by appropriate assumptions and accurate information. Additionally, the Fiscal Control and
Internal Auditing Act (30 ILCS 10/3001) requires the Authority to establish and maintain a system or
systems of internal fiscal and administrative controls to provide assurance that: (1) resources are utilized
efficiently, effectively and in compliance with applicable law; (2) obligations and costs are in compliance
with applicable law; (3) funds, property and other assets and resources are safeguarded against waste,
loss, unauthorized use, and misappropriation; (4) revenues, expenditures, and transfers of assets
resources, or funds applicable to operations are properly recorded and accounted for to permit the
preparation of accounts and reliable financial and statistical reports and to maintain accountability over the
State's resources; and (5) funds held outside the State Treasury are managed, used, and obtained in strict
accordance with the terms of their enabling authorities and that no unauthorized funds exist. Effective
internal controls should include procedures to ensure the assumptions used in the allowance for loan loss
calculation are appropriate and that loan ratings are adequately documented.

Authority management stated that the Authority implemented a new allowance for loan loss policy for the
multifamily loan programs in fiscal year 2017. As a result of the implementation, a limited number of
calculation errors occurred due to manual corrections of figures or the logic used to calculate loss reserve
amounts. Authority management further stated that some of the differences were due to the application and
interpretation of the Authority’s Board approved loan loss reserve policy and methodology that differs from
the auditor’s.

Failure to support the assumptions in the allowance for loan loss calculation and failure to properly
calculate the allowance for loan loss may result in the misstatement of the allowance for loan loss in the
Authority’s financial statements. (Finding Code No. 2018-001, 2017-001, 2016-002, 2015-002, 2014-001)

Recommendation:

We recommend the Authority review its current policies and procedures to ensure the assumptions used in
the allowance for loan loss calculation are appropriate and that loan ratings are calculated appropriately.
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Authority Response:
The Authority will review current policies, procedures and controls to ensure assumptions are applied

accurately and ratings are adequately supported. In addition, the Authority will perform back testing to
support the assumptions used in the allowance for loan loss calculation.
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Finding 2018-002 — Inaccurate Financial Reporting of Investments

The lllinois Housing Development Authority (Authority) has not established adequate internal controls over
the financial reporting process of investments, including recording the fair market value of certain
investments, properly classifying investments as current vs. noncurrent, and properly reporting investment
activity within the statement of cash flows.

During our audit of the financial statements as of June 30, 2018, we noted the Authority did not correctly
record the fair market value for 18 of its discount note investment securities. As a result, the Authority’s
investment securities were understated by $173,723 within the Administrative Fund, $838,001 within the
Mortgage Loan Program Fund, and $1,522,989 within the Single Family Loan Program Fund. A proposed
adjustment for these differences was recorded by the Authority.

In addition, we noted the Authority improperly classified its investments within the Rental Housing Support
Program Fund, Administrative Fund, Mortgage Loan Program Fund, and Single Family Loan Program Fund
as current vs. noncurrent, as noted below:

Rental Housing Support Program Originall Correct :
I%undpp ) Reportgd Bal);mce Balance Difference
Investments (current) $ 40,345,265 12,816,879 27,528,386
Investments (noncurrent) 0| 27,528,386 (27,528,386)
Total 40,345,265 | 40,345,265 0
Administrative Fund Originally Correct Difference
Reported Balance Balance
Investments (current) $ 272,685,569 | 50,233,831 222,451,738
Investments — restricted (current) 0| 24,785,338 (24,785,338)
Investments (noncurrent) 0| 222,451,738 | (222,451,738)
Investments — restricted (noncurrent) 26,158,639 1,373,301 24,785,338
Total 298,844,208 | 298,844,208 0
Originall Correct .

Mortgage Loan Program Fund Reporte?d Bal)/ance Balance Difference
Investments — restricted (current) $ 0| 66,452,197 (66,452,197)
Investments — restricted (noncurrent) 87,199,718 | 20,747,521 66,452,197
Total 87,199,718 | 87,199,718 0
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. . Originall Correct .
Single Family Loan Program Fund Reporte?d Baémce Balance Difference
Investments — restricted (current) $ 0| 98,013,824 (98,013,824)
Investments — restricted (noncurrent) 595,767,995 | 497,754,171 98,013,824
Total 595,767,995 | 595,767,995 0

A proposed adjustment for these reclassifications was recorded by the Authority.

In addition, we noted the Authority improperly reported investment purchases, proceeds from sales, and
interest received on investments within the net cash provided by (used in) investing activities section of the
statement of cash flows for the Administrative Fund, Mortgage Loan Program Fund, and Single Family
Program Fund, as noted below:

Administrative Fund Originally Correct Difference
Reported Balance Balance
Purchase of investment securities | $ (1,314,934,181) | (1,320,295,907) 5,361,726
Proceeds from sales and 1,270,167,468 1,298,685,224 | (28,517,756)
maturities of investment securities
Interest received on investments 28,062,464 4,871,955 23,190,509
Net cash provided by (used in) (16,704,249) (16,738,728) 34,479
investing activities
Originall Correct .
Mortgage Loan Program Fund Reportegd Balémce Balance Difference
Purchase of investment securities $ (641,910,851) (639,990,107) (1,920,744)
Proceeds from sales and 712,087,326 710,275,223 1,812,103
maturities of investment securities
Interest received on investments 2,036,334 1,927,693 108,641
Net cash provided by (used in) 72,212,809 72,212,809 0
investing activities
. : Originall Correct .

Single Family Program Fund Reporttgd Balyance Balance Difference
Purchase of investment securities $ (459,436,234) (460,454,873) 1,018,639
Proceeds from sales and 391,905,458 378,561,258 13,344,200
maturities of investment securities
Interest received on investments 3,713,020 18,075,859 | (14,362,839)
Net cash provided by (used in) (63,817,756) (63,817,756) 0
investing activities
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Generally accepted accounting principles (GAAP) require investment securities to be properly recorded at
fair market value. GAAP also requires accurate classification between current assets and noncurrent
assets. Finally, GAAP requires investment activity to be properly reported within the statement of cash
flows. Additionally, the Fiscal Control and Internal Auditing Act (30 ILCS 10/3001) requires the Authority to
establish and maintain a system or systems of internal fiscal and administrative controls to provide
assurance that: (1) resources are utilized efficiently, effectively and in compliance with applicable law; (2)
obligations and costs are in compliance with applicable law; (3) funds, property and other assets and
resources are safeguarded against waste, loss, unauthorized use, and misappropriation; (4) revenues,
expenditures, and transfers of assets resources, or funds applicable to operations are properly recorded
and accounted for to permit the preparation of accounts and reliable financial and statistical reports and to
maintain accountability over the State's resources; and (5) funds held outside the State Treasury are
managed, used, and obtained in strict accordance with the terms of their enabling authorities and that no
unauthorized funds exist. Effective internal controls should include procedures to accurately record
financial transactions and accurately prepare financial statements.

Authority management stated the valuation misstatements were due to formulaic inconsistencies specific to
discount note investment securities, which resulted in an inaccurate download of the fair market valuations
from the Authority’s investment system. In addition, Authority management stated they have traditionally
reported current restricted investments as non-current assets and unrestricted investments as current. The
application of loan payments prior to the liquidation of investments guided the Authority’s reporting of
restricted investments as non-current assets. Finally, Authority management stated they initially prepared
the statement of cash flows utilizing general ledger activity that contained certain non-cash activity. The
misstatements were corrected after performing a detailed reconciliation of the general ledger investment
activity compared to the investment holdings sub ledger.

Failure to accurately record the fair market value of investment securities, accurately classify investments
as current vs. noncurrent, and accurately record investment activity within the statement of cash flows
results in the misstatement of the Authority’s financial statements. (Finding Code No. 2018-002)

Recommendation:

We recommend the Authority review its current internal control policies and procedures to ensure
investments are properly valued and classified in the general ledger and the financial statements, and to
ensure investment activity is properly reported and presented in the financial statements.

Authority Response:

The Authority is in agreement with the assessment of inaccurate valuation of investments for the scope
period of June 30, 2018 pertaining to 18 of its discount note investment securities. The Authority worked
with our source valuation provider, Bloomberg, to rectify this issue. As mentioned within the condition
statement, the condition has been rectified and the correct prices have been recorded for the scope period
of June 30, 2018. In order to establish additional controls than those which are currently in place, the
Authority has created an additional procedure. This procedure consists of a 10% sampling of the
investment population, including, one (1) transaction from each security type prior to recording of the fair
market value of such securities at the valuation time period(s). The validity of this data is confirmed by an
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employee of the Finance department and affirmation of such review is approved by a Supervisor level
employee.

The Authority is in agreement with the assessment that the Authority improperly classified its current,
restricted investments within the Rental Housing Support Program Fund, Administrative Fund, Mortgage
Loan Program Fund, and Single Family Loan Program Fund. The Authority has developed a report
generated from its cash and investment management system that provides a detailed breakout of
investments by maturity and Fund. The report will be used to classify investments with maturities that are
less than twelve (12) months as current, and investments with maturities that are greater than twelve (12)
months as non-current.

The Authority is in agreement with the assessment that various line items were improperly reported on the
statement of cash flows for the Administrative Fund, Mortgage Loan Program Fund, and Single Family
Program Fund. The Authority inadvertently reflected gain on sale of investments and discount/premium on
investment purchases and sales as interest received on investments in the statement of cash flows. The
Authority has reclassified these particular items and will on a going forward basis, report them with line
items relating to the purchases of investment securities or proceeds from the sales and maturities of
investment securities, as applicable.
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Finding 2018-003 Inaccurate Financial Reporting

The lllinois Housing Development Authority (Authority) has not established adequate internal controls over
the financial reporting process, including the preparation of program loans receivable footnote disclosures

and recording revenue and expense transactions within the Hardest Hit Fund.

During our audit of the financial statements as of June 30, 2018, we noted the following:

e The Authority incorrectly reported program loans receivable disbursements and repayments within

footnote 5 of the financial statements for the Mortgage Loan Program Fund (MLP) and Single
Family Program Fund (SFP), as noted below:

Originally Correct
Program Reported Difference
Balance
Balance

MLP — Loan Disbursements $ 31,364,000 31,448,000 (84,000)
MLP — Loan Repayments (46,545,000) | (46,629,000) 84,000
SFP — Loan Disbursements (719,000) 3,088,000 | (3,807,000)
SFP — Loan Repayments (30,601,000) | (34,408,000) 3,807,000

A proposed adjustment for these reclassifications was recorded by the Authority.

e The Authority incorrectly reported scheduled receipts of principal on gross program loans

receivable in the lllinois Affordable Housing Trust Fund in the fiscal years subsequent to June 30,

2018 and thereafter, within footnote 5 of the financial statements, as noted below:

. Originall Correct .
Scheduled Receipt Year Reporte?d Bal)/ance Balance Difference
2019 $ 11,133,000 11,092,000 41,000
2020 4,144,000 4,102,000 42,000
2021 5,862,000 5,820,000 42,000
2022 9,433,000 9,391,000 42,000
2023 13,339,000 13,296,000 43,000
After 2023 277,855,000 | 278,065,000 | (210,000)
Total 321,766,000 | 321,766,000 0

A proposed adjustment for these reclassifica