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Scope of Audit

Audit Observations
and Conclusions

Executive Summary

Division of Housing and Community Renewal
Harry Silver Housing Company 
Selected Financial and Management Practices

The New York State Division of Housing and Community Renewal
(DHCR) is responsible for formulating State policy for housing develop-
ment and financing, maintaining the State’s low-and middle-income
housing stock, and providing communities with technical assistance in
housing and community revitalization.  DHCR oversight includes the
Limited Dividend program, which was created by Article IV of the Private
Housing Finance Law.  Publicly-financed housing projects built under the
Limited Dividend program are owned and operated by private housing
companies.  Some of the companies oversee daily operations at their
projects, while others contract with managing agents to provide daily
oversight.  The program currently has ten developments, including the
Harry Silver Housing Company (Company) in Brooklyn that encompasses
288 cooperative apartments of varying sizes.  The Company’s annual
operating expenses are $1.58 million.  The project’s resident cooperators
elect a nine-member Board of Directors (Board), who in turn elect officers
from among their membership.  The Company’s Board members generally
have full-time jobs of their own in addition to Board responsibilities.  In
recent years the Company has replaced several managing agents because
of problems with the performance of the agents.

Our audit addressed the following questions about selected aspects of the
Company’s financial and management practices for the three years that
ended on December 31, 1997:

! Has the Company established adequate internal controls over
expenditures and revenues for this project?

! Has DHCR provided adequate oversight of the Company’s
financial and management practices?

Certain of the financial and management practices we examined had a
history that preceded the current Board Members and the three years
covered by our audit.

While no one of our findings by itself appears to be critical, the findings
nevertheless present opportunities for improving Company internal
controls.  We  recognize that strengthening controls can be difficult given
the time constraints on Board members and the frequent changes in



Comments of
DHCR Officials
and Harry Silver
Board Members

managing agents.  We believe, however, that our report provides details
that can help the Board and the managing agent to ensure that the
Company has adequate controls.

Collection of Company revenues is within the scope of the managing
agent’s duties.  However, one Board member had assumed this function
by managing, collecting, and disbursing fees paid by the cooperators to
rent the Social Club Room.  The member had acted without the approval
of the Board, the managing agent, or DHCR officials.  We also noted that
cooperator accounts receivable exceeded $190,000, an increase of 42
percent over the amount reported in 1992.  Formalized procedures for
collecting accounts receivable were not in place, and eviction proceedings
were generally not pursued against cooperators who had large arrearages.
(See pp. 9-12)

DHCR’s monitoring of the Company’s operations, has not resulted in
adherence to proper procedures.  When we reviewed the Company’s
apartment-leasing procedures, we found that units had been leased to
residents whose names had not been on the official waiting list, apartments
were being occupied without the required DHCR approval, residents’ files
did not contain the required official documents, and the Company had not
always forwarded the minutes of monthly Board meetings to DHCR, as
required.  (See pp. 15-18)

We also noted that a written policy and procedures manual, in which the
Company was supposed to state proper management procedures, was not
available. (See p. 18)

DHCR officials agree with our findings and recommendations.  They state
that, until recently, the Company has not responded to many of DHCR’s
corrective recommendations.  The Harry Silver Housing Company Board
of Directors indicated that the Board was working with the new managing
agent to resolve past problems.  The Board also responded that many of
the problems cited in our report occured before the current Board took
office.  In addition, the Board stated that a spirit of cooperation with the
presently assigned DHCR representative can hopefully work towards
making Harry Silver a viable and happy corporation.
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Background

Audit Scope,
Objectives, and
Methodology

Introduction

The New York State Division of Housing and Community Renewal
(DHCR) is responsible for formulating State policy for housing develop-
ment and financing, maintaining the State’s low-and middle-income
housing stock, and providing communities with technical assistance in
housing and community revitalization. DHCR’s responsibilities include
supervision of the State-financed Limited Dividend program, which was
created by Article IV of the Private Housing Finance Law.  The
developers of Limited Dividend projects obtained tax abatements and
private funding to build their projects more than 40 years ago.  In most
cases, the abatements have now expired.
 
The operation of a Limited Dividend housing project is governed by
Section 1700 of the New York State Codes, Rules and Regulation (Code).
Each Limited Dividend housing project is owned and maintained by a
private housing company.  Some of these companies also oversee daily
operations at their projects, while others contract with independent
managing agents for daily oversight.  Of the 22 Limited Dividend projects
that have been constructed, 10 are still in the program, including the one
operated by the Harry Silver Housing Company (Company).  The
Company’s project encompasses 288 cooperative apartments of varying
sizes located in the Crown Heights section of Kings County (Brooklyn).
The resident shareholder cooperators elect a nine-member Board of
Directors (Board), who in turn elect officers from among their member-
ship.  The Board contracts with a managing agent, who is responsible for
the daily operations of the development; and an accountant, who is
responsible for certifying the financial statements.  As of August 1997, the
Company had annual operating expenses of $1.58 million, including an
annual payroll cost of $206,000 for a seven-person maintenance staff.

We audited selected financial and management practices at the Company
and DHCR’s procedures for monitoring those practices for the period
January 1, 1995 through December 31, 1997.  Certain of the financial and
management practices we examined pertain not only to the these three
years, but also to prior periods and prior Boards.  One objective of our
audit was to evaluate the appropriateness of the selected financial and
management practices of the Company in the areas of expenditures,
revenues, and apartment occupancy.  Another objective was to assess the
effectiveness of DHCR’s oversight of the Company’s procedures.  To
accomplish these objectives, we reviewed applicable laws, policies, and
procedures.  We also interviewed Board members, Company cooperators,
the managing agent at time of our audit, the Company’s Certified Public
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Internal Control
and Compliance
Summary

Accountant, and DHCR personnel.  We examined data and records that
were relevant to our audit scope.

We conducted our audit in accordance with generally accepted government
auditing standards.  Such standards require that we plan and perform our
audit to adequately assess those operations of DHCR, the Company, and
the Board which are included within the audit scope.  Further, these
standards require that we understand the internal control structures
implemented by DHCR and the Company, as well as their compliance
with those laws, rules and regulations that are relevant to those operations
which are included in our audit scope.  An audit includes examining, on
a test basis, evidence supporting transactions recorded in the accounting
and operating records and applying such other auditing procedures as we
consider necessary in the circumstances.  An audit also includes assessing
the estimates, judgments, and decisions made by management.  We believe
our audit provides a reasonable basis for our findings, conclusions, and
recommendations.

We use a risk based approach when selecting activities to be audited.
This approach focuses our audit efforts on those operations that have been
identified through a preliminary survey as having the greatest probability
for needing improvement.  Consequently, by design, finite audit resources
are used to identify where and how improvements can be made.  Thus,
little audit effort is devoted to reviewing operations that may be relatively
efficient or effective.  As a result, our audit reports are prepared on an
“exception basis.”  This report, therefore, highlights those areas needing
improvement and does not address activities that may be functioning
properly.

Our consideration of the Company’s internal control structure focused on
administrative controls, which are defined as the procedures that are
concerned with decision-making processes leading to management’s
authorization of transactions.  Specific to the Company, these controls
would be related to planning, allocation of resources, and subsequent
evaluation of resource allocation decisions.  Our audit identified material
control weaknesses that are described in the report sections entitled
“Expenditures” and “Revenues.”  We also noted certain other matters
involving the internal control structure and its operation as well as matters
relating to compliance with laws, rules and regulations that should be
addressed by DHCR.  These matters are presented throughout the report.
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Response of DHCR
Officials and Harry
Silver Board
Members

A draft copy of this report was provided to DHCR officials for their
review and comment.  Their comments, as well as comments provided by
the Board of Directors of the Harry Silver Housing Company, have been
considered in the preparation of this report and are included as Appendix
B.

Within 90 days after final release of this report, as required by Section
170 of the Executive Law, the Commissioner of the Division of Housing
and Community Renewal shall report to the Governor, the State Comptrol-
ler, and the leaders of the Legislature and fiscal committees, advising what
steps were taken to implement the recommendations contained herein, and
where recommendations were not implemented, the reasons therefor.



4



5

Recordkeeping

Expenditures

The Board contracts with a managing agent, who is responsible for the
daily operations of the Company, including the processing of expenditure
transactions. These transactions start with a requisition prepared by Board
members, the managing agent, or Company employees.  The managing
agent then prepares purchase orders for the requisitions and submits the
orders to vendors.  Invoices received from vendors are submitted to the
Board for payment approval.  Documentation for the expenditures are then
sent to the managing agent’s main office, where the payment check is
prepared.  The checks and the supporting documentation are returned to
the Company’s on-site management office, where two Board members sign
the checks for Company issuance.  Our examination of expenditure
transactions showed numerous instances in which key items of documenta-
tion needed to support the appropriateness of the expenditure were
missing.  In addition, our review of available documentation for certain
transactions indicated that funds had been used for other than ordinary
Company operations.

Section 1725-2.1(b) of the Code focuses on the Board’s custodial
responsibility for the Company’s assets and its obligation to exercise
administrative control over expenditures.  The Code makes it clear that
each Board member is expected to ensure that the Company’s operating
expenditures are made effectively and economically.  In addition,
subsection 1725-5.6 requires the Company’s housing management records
to be retained until DHCR authorizes their destruction.
 
We reviewed the processing of expenditure transactions from January 1,
1995 through July 31, 1997, for Code compliance.  Our review included
a judgmental sample of 36 expenditure transactions.  Since the Company
switched to a different managing agent in February 1997, our sample
included 13 expenditure transactions with a total value of $17,755 for the
period January 1, 1995 through January 31, 1997; and 23 expenditure
transactions with a total value of $280,455 for the period February 1,
1997 through July 31, 1997. 

Some of the expenditure records for the January 1, 1995 through January
31, 1997 period could not be located in the Company’s office.  After our
unsuccessful efforts to locate these records, we reported the missing ones
to the Board President, who then provided us with the Board’s copies of
these records.
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Our sample of 36 transactions included 32 which required a purchase
order.  Of the 36 transactions requiring an invoice, the invoice was
missing for 9 and lacked evidence of approval for 17.  Of the 32
transactions requiring a purchase order, the purchase order was missing
for 10 and lacked evidence of approval for 7.  The absence of these
required items is an internal control weakness and a Code violation.
These weaknesses, which pertain to both the current and previous
managing agents, have increased the risk for inappropriate expenditure
transactions.

Response of Board Officials to Audit: In response to our audit, the Board
provided additional items and requested that our report be updated
accordingly.

Auditors’ Comments: The previously discussed statistics about invoices
and purchase orders reflects the results of our review of all items provided
and replaces a table that we had used in our draft report to illustrate our
findings. 

Our review noted two canceled checks did not have the two required
signatures by Board members.  One check was written on April 21, 1997
for $13,627; the other was written on February 25, 1995, for $2,051.  In
addition, we noted that the rubber-stamped endorsement had been crossed
out on one canceled check, which had been written for $1,027 on March
17, 1994, and another handwritten endorsement substituted.  We were not
able to determine whether the endorsement had been crossed out and
substituted before or after the check was paid and canceled.  No
explanation was offered about how this occurred.

In response to our observations, the Board told us they had repeatedly
encouraged managing agent personnel to ensure that all documents be
approved properly before they are processed. The managing agent at the
time of our audit acknowledged that his staff had been lax in this area and
stated that personnel would be more diligent in the future in obtaining the
required written authorizations.  Subsequently, the Board contracted with
a new managing agent.

Response of Board Officials to Audit: Concerning the check for $13,627,
Board officials responded that this was a payment to NYC Water and it
had been informally agreed that the managing agent would be allowed to
sign utility bills to avoid late payments.  Board officials stated that the
check for $2,051 and the check for $1,027 were payable to two subsidiary
companies that shared the same address.  Board officials explained that the
wrong endorsement was placed on the checks and the mistake was not
detected by the bank.
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Extraordinary
Expenditures

Board officials also stated that it is the Comptroller’s responsibility to cite
and investigate errors such as this when they occur.
  
Auditors’ Comment: Documentation should be maintained to support when
it is acceptable to depart from the established requirement that two Board
members sign checks. We did cite and investigate the check endorsement
problem.  As the report states, we could not determine if the substituted
endorsement happened before or after the check was cashed.  Ultimately,
management is responsible for the accuracy and integrity of its financial
records and practices.  Apparently, the Board has determined that the
endorsement problem was simply a mistake not caught by the bank.

Subsection 1728-2.8 of the Code requires that, except as permitted with
the prior written approval of DHCR’s Commissioner, the Company’s
funds are not to be used for any purpose other than ordinary Company
operations.  We determined that the Board, without DHCR consent, had
approved an extraordinary expenditure for bedroom furniture for a
shareholder.

In this instance, the shareholder had notified the Board that water leaks in
an apartment had damaged bedroom furniture and a rug costing $3,600
and $450, respectively.  According to the shareholder, the damage
resulted from flooding caused by a boiler malfunction.  The Board
approved an expenditure of $4,757 to compensate the shareholder for the
damaged furniture.  Moreover, we found that, in addition to the
replacement of the shareholder’s furniture with Board approval, a rug had
been paid for with $708 of Company funds, even though Board approval
had not been requested or received for the expenditure.

Response of Board Officials to Audit: According to the Board response,
this action was taken because the tenant intended to sue and the Board did
not want to spend funds and time in court with a case that was not likely
to be won.  

Auditors’ Comment: We reiterate that the Code requires DHCR consent
for expenditures such as these.  Approval of these expenditures by DHCR
could have avoided the appearance of impropriety.
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Recommendations

When reviewing Company operations, DHCR should:

1. Ensure that routine Company expenditures are approved and
documented properly, and that pertinent documents and files are
retained properly.

2. Ensure that canceled checks are reviewed to verify that they have
been endorsed properly.

3.  Ensure that prior DHCR approval is requested and received for
any payments that are outside of ordinary Company operations.
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Social Club Room
Fees

Revenues

According to Subsection 1729-1.2 of the Code, the managing agent is
required to handle the fiscal administration of the cooperative, including
the collection of revenues.  The managing agent is also responsible for
maintaining adequate records for all types of revenues.  Our examination
showed that internal controls over revenues need to be improved.

The basement of building 810 of the development contains both a
Community Room (CR) and a Social Club Room (SCR).  In the past, the
CR was available for rental by residents for social events.  However, this
room has been damaged and reportedly has not been in use for some time;
while the SCR remains a facility that cooperators can rent for a particular
purpose.  The SCR is also used as a polling location and for Board
meetings.  For several years, fees have been collected for the use of this
room without proper internal controls or separation of duties, allowing the
possibility of financial impropriety. 

Subsection 1729-1.2 of the Code requires that the fiscal administration of
the cooperative, including the collection of Company revenues and
payment of Company obligations, be handled by the managing agent.
Therefore, all fees charged for the use of Company property should be
collected by the managing agent.  Furthermore, any expenditures from
Company funds should be processed by the managing agent, with Board
approval.  The managing agent is responsible for maintaining adequate
records for all types of revenues and expenses. 

Subsection 1725-3.3 of the Code describes the proper role for a project’s
Board, stating that the Board “has the responsibility for establishing policy
covering the administration of property, interests, business and transac-
tions of the corporation and may delegate to officers such authority as it
deems necessary.  Sound organization dictates that members of the Board
should not interfere with day-to-day management and operation of a
project or with its employees or intrude upon management functions.”

Our audit found that the Company’s managing agent handles neither the
fiscal nor the physical operation of the SCR, as required.  The current
managing agent does not arrange for the use of the SCR, collect fees for
such use, or have physical access to the SCR.  These duties have been
undertaken by one of the Board members who has assumed complete
control over this aspect of the Company’s operation.  None of the relevant
Board meeting minutes was furnished for our review of this matter, and
the Company By-Laws did not indicate that the Board could grant the
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member this authority.  There was also no record indicating that the other
Board members had approved this arrangement.  

The Board member controlling SCR operations was also president of a
men’s social club whose members frequently used the SCR.  Moreover,
we found that, although cooperators were required to pay $200 per event
to rent the room, the men’s club members could enjoy the same privilege
for just $100.  Formal Company records that would account for the fees
received for the use of this room were not maintained, and no receipts had
been issued.  In addition, there were no formal Company records of the
room’s usage.  The Board member who controlled the SCR provided us
with his informal list of rentals.  This record showed the date, the name
of the person renting the room, and the amount collected. 

According to the records we reviewed, fees of $10,925 were collected in
cash from August 1994 to April 1997 for the use of the SCR.  These
funds were not segregated into a separate Company bank account.  The
Board member, who collected the funds and deposited them to his
personal account, told us he had complete control over and exclusive use
of the money so he could be assured that all of the revenues generated
would be used exclusively to furnish and refurbish the SCR. 

The Board member furnished us with a list of expenditures for the same
period that totaled $11,011, and indicated that he had contributed the $86
differential between revenues and expenses.  He had initially made all of
the purchases with his personal funds, without the advice or consent of the
managing agent or other Board members, and had reimbursed himself with
the SCR fees he collected.  Most of the items he purchased did appear to
be for SCR use, including a large-screen television with a security
enclosure and stand, tables, chairs, and an electric cooking range. 

A physical observation of the room verified that these items were on site.
However, none of the equipment was listed on the Company’s inventory
of assets.  Since these items were purchased with Company revenues,
their title should be transferred to the Company.  We also noted reported
expenditures of $786 that did not relate directly to use of the SCR,
including charitable donations and barbeque equipment.  

Because there were no formal bank account records, rental receipts, or
logs of receipts and expenditures, we could not verify the accuracy of the
reported fees collected or amounts expended.  Furthermore, receipts and
expenses related to the SCR were not part of the Company’s financial
statements.  The DHCR housing representative had previously noted this
situation.  A July 1997 letter from DHCR’s Housing Management Bureau
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Accounts
Receivable

had instructed the Board to ensure that all fees received for the SCR were
collected in the form of checks made out to the Company. 

Both DHCR officials and the managing agent at the time of our audit
agreed that the use and control of the SCR should be the managing agent’s
responsibility and that all residents should be charged the same rate for
using the room.  They also stated that SCR fees collected in the future
would be deposited into the Company’s bank account and would be under
the managing agent’s control.  The Board members responded that, while
the Community Room should be controlled by the managing agent, they
would prefer to retain control over the Social Club Room.  They also
stated that we should have verified the accuracy of the total reported fees
collected during the audit period.  We did not pursue verification of
collections any further because there were no independent records that
would indicate who might have used the room and incurred a fee.

As of September 30, 1997, the Company reported a total of $190,502 in
accounts receivable, including $102,909 due from current cooperators and
$87,593 due from prior residents.  Subsection 1727-4.11 of the Code
requires the prompt payment of monthly rents to housing companies.
From the time of each prospective cooperator’s interview, the managing
agent is expected to stress that rent is payable on the first day of the
month.  The Code further states that if the rent payment is not received
promptly, a three-day warning notice is to be served no later than the 10th
of the month.  At the expiration of the three-day period, the managing
agent is to initiate summary proceedings and prepare precept and petition,
under supervision of Company counsel.  Counsel should then continue the
proceeding unless full payment is received.  The Code also requires that
every effort be made to collect the indebtedness of former residents who
still owe unpaid rents.

The managing agent at the time of our audit assumed responsibility for the
Company in February 1997, but neither the agent nor the Board
determined the accuracy of the accounts receivable records established by
the previous agent.  While the Board, in response to our report stated that
the accounts receivable as of February 1989 reconciled with the treasurer’s
records, receivable balances that were reported by the former managing
agent were simply carried forward.  To test the current balances, we
selected a judgmental sample of 34 cooperators whose receivables added
up to $80,698, representing about 80 percent of the total as of September
30, 1997.  We sent these cooperators positive confirmation requests and
asked them to indicate how much of their rent they believed to be
outstanding as of that date.  Of the 34, we received responses from 13 to
either our first or second request.  Just 2 of the 13 cooperators agreed
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with the amount listed as due.  Of the 11 who disagreed, 9 reported that
the amount they owed was less that the Company records indicated, with
the variance ranging as high as $4,608.  Two reported that they owed
more — by as much as $590 — than the Company records indicated.

These disagreements occurred for a variety of reasons.  For example,
some of the respondents reported that their overdue rent had been paid;
others stated that the amount had been in error and should be adjusted.
Still others claimed that they had not been in arrears and did not know
why an outstanding balance was listed for them.  A similar positive
confirmation letter procedure had been undertaken by the Company’s
Certified Public Accountant (CPA) in August 1997.  Of the 48 letters the
CPA sent to cooperators, just 6 responded; and none of them agreed with
the Company’s figures.

Because there are discrepancies between the confirmations and the
accounts receivable records, immediate action should be taken to perform
a reconciliation so that correct balances can be established.  In addition,
formalized procedures for conducting eviction proceedings as well as
procedures to use collection agents to pursue outstanding debts were
necessary to reduce the overall amount of accounts receivable.

Cooperators’ rent payments are to be either mailed to a lock box located
at the Company’s bank or delivered personally to the on-site management
office, where the payments are to be either placed in a secured depository
in the office, or handed directly to the managing agent.  On a daily basis,
the checks should be forwarded, unopened, directly to the managing
agent’s main office.  However, the Company often held rent-payment
checks on-site for a few days.  Thus, the receipts were at increased risk
of being lost or stolen.  Proper internal controls require that these receipts
be forwarded to the main office on a daily basis.

In response to our observations, the managing agent at the time of our
audit agreed not to retain funds in the site office overnight.  The agent
expressed confidence that the current records of accounts receivable
outstanding are correct, but conceded that staff had not verified the
balances inherited from the previous managing agent in February 1997.
While the agent did not believe that there were any errors in the records,
he agreed to review the accuracy of each account and to pursue all
amounts outstanding.  The Board responded that a list of former residents
who still owed rents has been placed with a collection agency.
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Recommendations

When reviewing Company operations, DHCR should: 

4. Ensure that the managing agent takes over the operation of the
SCR and that all residents are charged the appropriate approved
fee for the room.

5. Ensure that the ownership of all assets purchased with SCR fees
is transferred to the Company, and placed in the exclusive control
of the managing agent.

6. Ensure that the accounts receivable records are reviewed for
accuracy and completeness and that the records of both the
Company and residents are reconciled.

7. Ensure that every reasonable effort is made to collect accounts
receivable.

8. Ensure that funds collected at the management office are
forwarded to the managing agent’s main office on a daily basis.
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Apartment
Occupancy
Approval

DHCR Monitoring

Section 1729 of the Code requires that DHCR oversee Company
procedures.  For example, DHCR is required to approve apartment rental
decisions; and should review minutes of the monthly Board meetings as
well as the Company’s certified financial statements.  In addition, if
necessary, DHCR may initiate hearings to remove Board members or
replace managing agents.  

Subsection 1727-1.1 of the Code states that all segments of the public will
have an equal opportunity to apply for apartments, and that all applications
will be processed in an equitable manner.  Subsection 1727-1.3 of the
Code states that each application for an apartment is to be accepted
promptly, date-stamped consecutively, and issued an application number.
In addition, the Company is to maintain a log of current applicants.
When an apartment becomes available, applicants are to be notified
according to their places on the waiting list.  Subsection 1727-1.3 further
mandates that companies establish written criteria, policies, and procedures
for screening applicants on the waiting list.  In addition, Subsection 1727-
1.4 of the Code requires the Company to wait for DHCR approval before
allowing anyone to occupy an apartment. 

We reviewed files for eight apartments to determine whether the current
residents had properly obtained the right to occupy their apartments.  We
found that the residents of three of the apartments had properly obtained
their residency.  In another case, we could not determine whether the
current tenant had obtained residency properly because he had occupied
the apartment for such a long time that the list that might have included
his name was no longer on file.  We found the following exceptions for
four of the apartments:

! In two instances, the names of the residents could not be found on
the official apartment waiting lists.

! In the third case, the tenant’s name appeared on an internal
transfer list for established residents.  However, when his name
was placed on this list he was not a resident of the project.

! In the fourth instance, the tenant’s name was on a waiting list for
a one-bedroom apartment, but not for the two-bedroom apartment
he was being allowed to occupy. 
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Record Preparation

In addition, we could not verify that appropriate occupancy procedures
had been followed for five of the eight apartments; in each of these cases,
the required DHCR occupancy approval had not been requested and was
not on file.

We also received a complaint from project residents that two cooperators
had switched apartments without authorization.  When we reviewed the
files of these two apartments, we found no documentation indicating that
DHCR approval had been sought or received for this switch.

Response of Board Officials to Audit: Board officials stated that the two
shareholders switched apartments without permission from the Board of
Directors, management or DHCR.  The shareholders refused all requests
to rectify the situation.

Subsection 1725-5.1 of the Code states that a Company must maintain
complete and accurate files to operate effectively.  This Subsection also
directs DHCR to monitor Company operations.  The Code further states
that all Company files should be made available for inspection by DHCR
representatives upon request; they must not be removed by an officer,
agent, employee, or other person to another office, residence, or any other
location.  Subsection 1725-5.2 of the Code requires that cooperator files
be maintained for both current and former residents.  Such files are
generally maintained according to the reference number of the resident’s
account or apartment.  All forms, letters, reports, lease applications,
leases, income surveys, and rent adjustments concerning an individual
resident should be kept in these files.  Clearly, the Code recognizes that
complete residency files are essential to effective DHCR oversight.

We selected a judgmental sample of 57 (20 percent) of the files being
maintained for the project’s 287 residents and reviewed them to determine
whether the required documents were present.  Our review revealed that
essential documents were missing from the Company’s official cooperator
files, as indicated in the following table:

Item Missing Number Missing Percentage of Sample

Stock Certificate Stub 40 70%

Executed Lease Agreement 17 30%

DHCR Occupancy Approval 23 41%

The absence of such large numbers of essential documents indicates that
the Company is not maintaining these files well and is not compliant with
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the Code.  The lack of such important documentation may hinder the
ability of DHCR to provide the required oversight effectively.  According
to the Board, many of the recordkeeping problems had occurred before
1991, when most of the current members assumed office. 

Annual financial statements must be prepared by the Company, certified
by an independent CPA, and submitted to DHCR.  Section 1729-1.2j of
the Code sets forth the guidelines and duties that managing agents are
required to perform, including the preparation of financial statements.  If
the managing agent prepares these statements as required, and the CPA
can certify the accuracy of the statements, then the level of control sought
by the Code will be in place.

However, we found that the managing agent at the time of our audit did
not prepare the financial statements.  Instead, the CPA receives financial
data from the managing agent and maintains and posts the general ledger.
By posting a general ledger from original books of account and then
preparing financial statements from these records, the CPA is not acting
independently from the Company and is not acting in a manner that
complies with the Code.  Personnel at the CPA firm explained that they
perform these functions because the managing agent’s staff generates
incomplete records.

DHCR must ensure that future financial statements and financial records
are prepared by the managing agent, as required. 

Board meetings are generally held on a monthly basis.  Subsection 1725-
3.5 of the Code requires that the minutes of each Board meeting be
forwarded to DHCR within 10 days after the meeting.  When we
reviewed DHCR’s files for the Company, we determined that, for the 31
months between  January 1, 1995 to July 31, 1997, we found that the
minutes for only five monthly meetings were received and filed.  The files
contained no Board minutes for the period of January 1, 1995 to
December 31, 1996.

After becoming aware that we had inquired about the minutes, the Board
President furnished us with a personal copy of the minutes for eight
additional meetings covered in our scope period.  Furthermore, in
response to our inquiries, the managing agent at the time of our audit
confirmed that the Company files contained no additional records
pertaining to Board minutes prepared during our scope period.  Appar-
ently, no minutes were prepared for 18 of the 31 months we reviewed.

This failure to prepare and furnish the required minutes to DHCR
increases the risk that significant issues or policies addressed at Board
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Policy and
Procedures Manual

meetings are not documented and/or available to enable DHCR to monitor
the Board’s activities as required by the Code. 

Responding to our observations, the Board stated that they had instructed
the managing agent at the time of our audit to submit all Board minutes
promptly to DHCR.  He agreed to do so.

Section 1725-1.3 of the Code requires that a written policy and procedures
manual setting forth proper Company management procedures be prepared
by the Company and approved by DHCR.  Such a manual would provide
program, policy, and technical information; and would specify the
appropriate procedures to be followed.  We found that the Company has
not prepared such a document for any aspect of its operation.  As a
result, there is a lack of guidance for transacting Company business.
DHCR should ensure that the Company prepares, approves, and adheres
to formal manuals for all aspects of its operations.

In response to our observations, the managing agent at the time of our
audit agreed that a complete manual would be beneficial and stated that
efforts would begin soon to compile a manual that addresses Company
operations.

Response of Board Officials to Audit: Board officials stated that the
present Board was not apprized that a Policy and Procedures Manual
needed to be updated.  They stated that it was only within the last two
years that this present Board has heard about the need for a “Policy and
Procedures Manual.”

Auditors’ Comment: Since the Code requires a written policy and
procedures manual, we believe it is reasonable to expect the Board to be
aware of this need.

Also in response to our observations, DHCR officials pointed out that they
had previously addressed many of the same issues we raised about
Company operations, but the Company had not responded.  Officials also
said they had continued to address these matters with Company representa-
tives without resorting to the sanctions available to the DHCR Commis-
sioner by statute.  Although the ultimate remedy would be to commence
action in State Supreme Court seeking appropriate relief, including the
appointment of a receiver, they indicated a reluctance to do so, expressing
the belief that such an action would not be in the best interest of the State.
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Recommendations

When reviewing Company operations, DHCR should:

9. Determine how residents were able to occupy apartments without
following proper procedures and without securing DHCR
approval.  Ensure that such inappropriate assignments do not
reoccur.

10. Ensure that all necessary documents and approvals are obtained,
and that the Company resident files are kept current and
complete.

11. Ensure that the managing agent prepares the financial statements,
as required.

12. Ensure that Board minutes are prepared and submitted to DHCR
on a timely basis.

13. Ensure that a formal policies and procedures manual for all
Company activities is developed, approved, and adhered to.
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State Comptroller’s Note

Certain matters addressed in the draft report were revised or deleted
in the final report.  Therefore, some agency comments included in
Appendix B may relate to matters no longer contained in this report.


