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 I N D E X 
 
AGENDA ITEM   PAGE 
 
CALL TO ORDER, ROLL CALL,  3 
CERTIFICATION OF QUORUM 
  
 
PUBLIC COMMENT none 
 
ACTION ITEMS IN OPEN MEETING: 
 
Tab 1 Presentation, Discussion and Possible  3 

Approval of Minutes of the Audit Committee 
Meeting held on August 20, 2015.  

 
Tab 2 Presentation, Discussion and Possible  4 

Approval of the Annual Financial                
          Independent Audit for the Fiscal Year 

Ending August 31, 2015.  
 
CLOSED SESSION none 
 
ADJOURN  19 
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                 P R O C E E D I N G S 1 

MR. DIETZ:  It is Thursday, December 10, 2015, 2 

at 9:30 a.m., and the Audit Committee meeting of the Texas 3 

State Affordable Housing Corporation is called to order. 4 

We'll have roll call.  Bill Dietz, Chair, I'm 5 

present. 6 

Gerry Evenwel is absent. 7 

David Long? 8 

MR. LONG:  Here.  9 

MR. DIETZ:  Melinda Smith? 10 

MS. SMITH:  Here.  11 

MR. DIETZ:  And then in Gerry Evenwel's stead 12 

we have Jerry Romero. 13 

MR. ROMERO:  Present.  14 

MR. DIETZ:  To begin with, is there any public 15 

comment? 16 

(No response.)  17 

MR. DIETZ:  Hearing none, we'll go straight 18 

into the action items.  The first action item for today's 19 

meeting is the presentation, discussion and possible 20 

approval of the minutes of the Audit Committee meeting 21 

held on August 20 of 2015. 22 

MR. LONG:  I move approval as presented. 23 

MR. ROMERO:  I'll second.  24 

MR. DIETZ:  All in favor? 25 
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(A chorus of ayes.)  1 

MR. DIETZ:  Okay.  The minutes of the August 2 

20, 2015 meeting are approved. 3 

And then Tab 2:  Presentation, discussion and 4 

possible approval of the annual independent financial 5 

audit for the fiscal year ending August 31, 2015. 6 

MS. SMITH:  Good morning.  My name is Melinda 7 

Smith, I'm the CFO, and as the agenda item says, we're 8 

here to present the audit.  Dena Jansen with Maxwell, 9 

Locke & Ritter is the partner in charge of our audit, and 10 

she's going to present the report to you. 11 

Before she does that, I'd like to just real 12 

briefly thank Betsy Aldrich for preparing all the 13 

schedules and confirmations that our auditors need because 14 

there is an absolute ton of them.  And I'd like to thank 15 

Nick Lawrence in particular because we really ran 16 

everything through him, so the auditors used him as their 17 

point of contact for everything this year, and it just 18 

went beautifully.  So thank you so much. 19 

So I'll turn it over to you. 20 

MS. JANSEN:  Thank you so much.  I'm Dena 21 

Jansen with Maxwell, Locke & Ritter.  Glad to be here with 22 

you all. I was here just about a month ago to let you know 23 

we were in the middle of field work, so we're glad to be 24 

here today to present the draft of the financial 25 
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statements.  So in front of the committee members are hard 1 

copies of what I'll walk you through. 2 

We'll start with the financial statements 3 

themselves and about three pages in the independent 4 

auditor's report.  And for those in attendance, the 5 

independent auditor's report is about three pages but the 6 

second page in is where we actually render our opinion, 7 

you'll see that opinion heading, and there we state that 8 

in our opinion the financial statement do present fairly, 9 

in all material respects, the financial position of the 10 

Corporation.  This is what in our profession we call an 11 

unmodified opinion or a clean opinion, so happy to be 12 

rendering that. 13 

The other paragraph, there's many others in 14 

there, but again, just to get to the fact that we have 15 

also performed this audit according to Government Auditing 16 

Standards, and we'll address that report a little bit 17 

later in the financial statements. 18 

The next section, pages 4 through 10, are 19 

management's discussion and analysis.  I'm not going to go 20 

through all pages of these just because there were no 21 

significant changes in format or the information presented 22 

from the prior year, but just know that this does provide 23 

a nice summary of the operations and a comparison to the 24 

prior year for the Corporation of activity.  Management 25 
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prepares all of MD&A and then we subject those to auditing 1 

and agreement out to the rest of the financial statements. 2 

On page 11, the statement of net position, and 3 

these are, of course, as of our fiscal year as of August 4 

31, 2015.  What I'm going to do is not walk you through 5 

line by line because when we met, and even came in the 6 

summer to talk about planning for the audit, we knew that 7 

the things that would really highlight themselves this 8 

year were the redemption of the Series 2005A, and then 9 

some activity in preparation for the redemption of the 10 

2005B and 2006A.  So that was really the large volume of 11 

transactions, and aside from that, no significant changes 12 

in operations or activities for the Corporation that 13 

really present themselves in the numbers. 14 

So when you step back, on page 11 your total 15 

assets for the Corporation, $153 million, that is down $38 16 

million from the prior year.  That sounds like a lot, but 17 

again, with the redemption and just the traditional payoff 18 

of your long-term notes payable, that really is the 19 

related activity. 20 

On the next page in the middle of the page 21 

you've got $125 million in your total liabilities.  That, 22 

as well, had a corresponding decrease of about $34.9 23 

million.  Again, you see those notes payable coming down 24 

and the revenue bonds payable as those were paid off and 25 
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redeemed during the year. 1 

No significant changes in the deferred 2 

inflows/resources and deferred revenue.  And then your net 3 

position which is just your assets less your liabilities, 4 

and those deferred inflows/resources, right about $28 5 

million which is down $3.1 million from the prior year, 6 

but that unrestricted on the final line which really means 7 

the really unrestricted net balances of the Corporation 8 

available for use actually increased from the prior year 9 

about a million and a half. 10 

So if you look on then the next page, you'll 11 

actually see this is your statement of revenues, expenses 12 

and change in net position for the year.  When you look at 13 

total operating revenues, about $7.5 million, that's down 14 

about $7.5- if you were to compare to the prior year.  The 15 

main things causing that decrease -- and the interest and 16 

investment income, that's down about a million and a half 17 

from the prior year, there weren't any new bonds, you 18 

continue to pay those down, so just a little bit less 19 

activity in that investment income coming in. 20 

The net decrease in fair value of investments, 21 

this is market-driven, no one has control -- we wish we 22 

did.  But again, at this point in time when you have to 23 

mark those investments to fair value, this is just the 24 

resulting loss.  Compared to last year, it was a little 25 
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bit of a net increase in the fair value of the 1 

investments. 2 

MR. ROMERO:  The investments you're talking 3 

about here are the mortgage revenue bonds? 4 

MS. JANSEN:  It's all of the related 5 

investments.  You've got them in several investments and 6 

then also the restricted investments for the bond 7 

transactions. 8 

MR. ROMERO:  This also includes Linda 9 

Patterson's amounts, the investments with Linda Patterson? 10 

MS. JANSEN:  Yes, they flow through.  And it's 11 

funny you mentioned the confirmations, because I was also 12 

going to let you know that this is a highly intensive 13 

confirming audit, if you will.  We do most of these with 14 

external confirmations, obviously. 15 

But the other item really then, aside from a 16 

decrease in interest and investment income, the decrease 17 

in the fair value, then the multifamily income did 18 

decrease about a million, a little over a million from the 19 

prior year, and last year there was a real strong effort 20 

to collect on some past due issuer fees.  That happened 21 

last year and it was up and then kind of went back, and 22 

that didn't occur this year so you see that decrease. 23 

Within operating expenses then, a total of 24 

about $10.7 million.  That's also down about $1.8 million 25 
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from the prior year and predominantly related to that very 1 

first line with the interest expense on bonds payable of 2 

about a million four, just with less single family 3 

activity. 4 

When you take the operating revenue then, less 5 

your expenses, you do then have a net loss for the year of 6 

a little over $3.1 million, but again, you've got net 7 

position of at the end about $28 million. 8 

The next two pages, your statement of cash 9 

flows, I won't focus too much on that because really it's 10 

the sum of all the activity of the statements that we just 11 

talked about, but I would make note of two things.  This 12 

is on the direct method on this first page, and in that 13 

first section under operating activities, I would just 14 

note that you continue to have positive cash being 15 

provided by operating activities.  That's just an 16 

indicator that we looked at.  And then as you look through 17 

the other ins and outs of the investments and the 18 

redemptions, those are in line with the changes we've 19 

already discussed. 20 

But at the end of the day, a net increase of 21 

cash flows of about $9-1/2 million.  Some of that, though, 22 

was in preparation, there were some redemption of 23 

investments in cash for the redemption of the 2005B and 24 

2006A.  That happened right after fiscal year end, so 25 
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there's just a little bit of that holding on until the 1 

actual redemption of those. 2 

MR. ROMERO:  Can you go back real quick?  On 3 

the $500,000, is that the equity investment, David or 4 

Melinda? 5 

MS. JANSEN:  Yes.  That's the PRI that you see 6 

in Note 10, actually. 7 

So then on the next page another way of looking 8 

at your operating activities for the cash flow statement, 9 

but again, that's just more information.  10 

So on the notes for the financial statements, 11 

which are pages 16 through 40, I won't go note by note 12 

since we did that in the prior year, and again, the notes 13 

are consistent.  There weren't any significant changes or 14 

additions or deletions of notes.  So really, if you have 15 

any questions, I'm happy to highlight any of those, but if 16 

not, Note 1 is your longest since it goes through the 17 

nature of activities and your significant accounting 18 

policies.  But again, I think, since what we had addressed 19 

a couple of times, Note 11 speaks to your bond activity so 20 

that is where you can see a lot of the activities for the 21 

bonds that were matured or retired. 22 

And then the only thing that we do actually 23 

have on page 40, Note 21, we do have a subsequent event, 24 

so we're required in the audit to inquire about any 25 
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subsequent events that might need to be disclosed to a 1 

reader.  Subsequent events can include any sort of new 2 

indebtedness or new bond series, so the only thing 3 

included here is the redemption of the 2005B and 2006A 4 

single family bonds which were about $11.7 million, so 5 

that happened right after the fiscal year end so that's 6 

included here. 7 

MR. ROMERO:  Is there a dollar threshold where 8 

you would report this, or does it matter? 9 

MS. JANSEN:  You know, with disclosures there's 10 

always a concept of materiality that we can apply, but 11 

this was obviously significant enough since the 12 

investments have been redeemed and it was waiting for the 13 

actual debt then to be redeemed, but you've got some 14 

judgment in there. 15 

MS. SMITH:  I will say that we try to put 16 

anything in there.  Even though it's not a really large 17 

number, anything that's kind of unusual that may have 18 

happened after the year-end that we think you would be 19 

interested in, we try to put it in there. 20 

MS. JANSEN:  So we look for new leases, any 21 

sort of new commitment where there might be a new 22 

liability.  This actually was a reduction event. 23 

And so then you continue the notes through page 24 

41, and then you'll see a Government Auditing Standards 25 
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section which is the last section of this report.  And as 1 

I mentioned when I started with the opinion, because we 2 

are required to perform this audit in accordance with 3 

Government Auditing Standards, it just means that we are 4 

also required to issue this report.  And on the second 5 

page there's not really an opinion rendered like our 6 

traditional independent auditor's report, but in the first 7 

paragraph we are able to let you know that we did not 8 

identify any significant deficiencies or material 9 

weaknesses in internal control.  And then under the 10 

compliance and other matters, we also did not disclose any 11 

instances of noncompliance that we would be required to 12 

share with this committee or with management. 13 

There's one supplemental schedule which is 14 

really just another way to look at the activity of the 15 

Corporation which is consistent with the prior year-end, 16 

and just a different way of kind of slicing the numbers 17 

for review. 18 

Any questions on the financial statements? 19 

MR. ROMERO:  Not a question on the financials, 20 

but is this a standard format? 21 

MS. JANSEN:  Predominantly -- and really, the 22 

format for just the supplemental schedule or financial 23 

statements as a whole? 24 

MR. ROMERO:  Just the financial information 25 
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MS. JANSEN:  Yes.  And what's interesting too, 1 

and what I do, so the Corporation does file your financial 2 

statements with the state.  The draft was due November 20, 3 

we did that, and now you'll have your final due by 4 

December 20.  But I always compare, actually the state 5 

puts out an annual financial report kind of manual and 6 

guidelines we do a test against, but we do a comparison 7 

between the two to make sure that everything is standard. 8 

MR. ROMERO:  I was just wondering if you could 9 

just add a column to compare us to the previous year. 10 

MS. JANSEN:  Traditionally, for their reporting 11 

they do single-year reporting, but we can look at making 12 

those comparative or having some comparative information 13 

going forward. 14 

MR. ROMERO:  It would just be good information 15 

to compare one year to the next. 16 

MS. JANSEN:  And it's interesting because the 17 

management discussion analysis requires the comparative 18 

information, but then there's not a requirement for the 19 

comparatives throughout the rest of the financial 20 

statements. 21 

MR. ROMERO:  Okay. 22 

MS. JANSEN:  So the other thing that we are 23 

required to look at, because there's a separate report 24 

that we issue related to the fact that the Corporation is 25 
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 a Ginnie Mae issuer, there's a checklist, a transmittal 1 

letter that goes in the beginning. 2 

And then as far as an independent auditor's 3 

report, all of the numbers that feed these various tests 4 

that we do, basically, all of those numbers come straight 5 

from the financial statements, so our report basically in 6 

that very last sentence just lets you know that in our 7 

opinion the information is fairly stated in relation to 8 

the financial statements. 9 

And then as you look through the various pages, 10 

the tests did not change and the results did not change, 11 

the Corporation was in compliance with all of the various 12 

requirements for coverage and insurance compliance that 13 

was required.  So we will provide that and issue that as 14 

well, and that will be submitted. 15 

And so the final communication you have is 16 

required for anyone who receives an audit, and is 17 

considered the required communication to those charged 18 

with governance.  We've addressed most of those but I'm 19 

going to go ahead and walk through those fairly easily. 20 

On the first page this is where we would 21 

disclose to you any significant changes in accounting 22 

policies or practices.  There were none. 23 

So the next disclosure is a note about whether 24 

the financial statements are consistent.  There are 25 
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estimates in accounting and financial statements, that's 1 

just part of the world we live in.  So some of the 2 

estimates for the appropriation are allowance for doubtful 3 

accounts, possible doubtful loans or notes receivable, 4 

useful lives of capital assets.  We look at all of those. 5 

 Those methodologies remain consistent and were 6 

reasonable. 7 

On the second page, this is our opportunity to 8 

thank management for us being able to say we did not have 9 

any difficulties or disagreement that we need to let you 10 

be aware of.  Melinda and Nick and the team were very 11 

prepared and able to get us through everything in a very 12 

timely manner.  And doing confirmations is a process but 13 

really are a big piece of the work that we do, so we 14 

appreciate that as well. 15 

The other thing under the misstatements 16 

identified during the audit, there were a couple of client 17 

proposed entries once we started the audit.  There were no 18 

audit adjustments identified which is always a good sign 19 

as well, I think for you all, and as I talk to boards and 20 

committees, I think it just gives you some comfort that 21 

the financial information that you're reviewing for the 22 

year and making decisions upon and that management is 23 

making decisions upon did not require any adjustment from 24 

us. 25 
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There is one attachment to this which is the 1 

management representation letter.  We'll go over that in 2 

just a moment.  And the other items, just to let you know 3 

that we felt that all of our communications were normal in 4 

the course of business as your auditors.  We appreciate 5 

when folks reach out to us and ask questions throughout 6 

the year, and that we aren't aware of any other 7 

consultations with other accountants or auditors we need 8 

to let you be aware of. 9 

So the only attachment is the representation 10 

letter.  It's several pages, standard representations, 11 

nothing necessarily unique for the appropriation that we 12 

don't have for our other clients, but just lets us know 13 

that the information that was provided was true, accurate 14 

and complete since we based our conclusions on those. 15 

As far as other requirements that our clients 16 

get to go through with us on any audit is we do look at 17 

internal controls.  We're required to understand entity 18 

level controls and then also actually look at specific 19 

processes.  And if we were to have identified any 20 

significant deficiencies or material weaknesses, we would 21 

have been required to put those in writing and communicate 22 

those, and we did not have any.  So there is no final 23 

management letter, internal control letter, as many people 24 

call it by many names.  So we're happy to report that to 25 
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you as well. 1 

So that is our report.  Any questions that I 2 

can answer for the committee, or anything you would like 3 

to add, Melinda? 4 

MS. SMITH:  No.  5 

MR. DIETZ:  It's a lot of work. 6 

MS. JANSEN:  I know, and it's true.  I had a 7 

client the other day equate it to ducks on a pond, that we 8 

look like we're just gliding across but there's a lot of 9 

activity happening under the water. 10 

(General laughter.) 11 

MS. JANSEN:  So we do.  We appreciate our team, 12 

the team remained consistent.  Veronica Day and Ashley 13 

Ahlgren came out and performed the work.  We did have a 14 

change in manager, which I let you know at the prior 15 

meeting.  Ashley Martin was here last year and she is no 16 

longer with the firm, but we introduced Jimmy Rommell, who 17 

came to meet with Nick, or at least he was involved in our 18 

side, if you didn't get to meet him personally, but he is 19 

our lead manager in our government practice.  So he 20 

actually did a review of all the financial statements as 21 

well and looks forward to getting involved more next year 22 

with you guys.  23 

MR. DIETZ:  During the course of the audit was 24 

there any best practice guidance or recommendations? 25 
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MS. JANSEN:  Not this year.  I think there were 1 

some communications which I think management is looking at 2 

bringing some things at future Audit Committees about some 3 

policies, but nothing that we identified as we worked 4 

through that we saw as issues.  But there have been some 5 

discussions of things that you might get to see as an 6 

Audit Committee.  7 

MR. DIETZ:  Any questions or comments?  Any 8 

public comment? 9 

(No response.)  10 

MR. DIETZ:  If not, then I'll entertain a 11 

motion to present this audit report for formal approval by 12 

the Board. 13 

MR. ROMERO:  I will make a recommendation to 14 

present this to the full Board for approval as presented. 15 

MR. DIETZ:  Is there a second?  I'll second.  16 

All in favor? 17 

(A chorus of ayes.)  18 

MR. DIETZ:  Then it passes for approval to be 19 

reviewed at the Board of Directors meeting later today. 20 

Is there any reason to go into closed meeting? 21 

MR. LONG:  No, sir.  22 

MR. DIETZ:  Any other business we need to 23 

discuss?  If not, then we will adjourn the Audit Committee 24 

meeting at 9:45.  And thank you very much for your work.  25 
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It looks great and it looks like a very clean audit.  1 

Thank you. 2 

MS. SMITH:  Thank you.  3 

MR. DIETZ:  The meeting is adjourned. 4 

(Whereupon, at 9:45 a.m., the meeting was 5 

adjourned.) 6 
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