o i

(iwv) the capitalization, financial status and
type of purchaser and/or seller; and

(v) the method by which additional margin
will be maintained; and

(f) Circumstances, 1€ any, under which

substitution of Securities subject to the
agreement shall be permitted.

Specific Requirements Regarding Certificates of Deposit.'

Collateral Regquirements. To the extent that the
Corporation's investment in a certificate of deposit is
less than fully insured by the Federal Deposit Insurance
Corporation, the uninsured portion shall be fully
collateralized by Securities (other than Repurchase
Agreements) . Collateral for a certificate of deposit
must be reviewed at least weekly to determine if the
market value of the Securities equals or exceeds the
principal amount of the uninsured portion of the
certificate of deposit plus accrued interest. If the
market value of the Securities is insufficient, the
issuer of the certificate of deposit must exchange or add
to the amount of collateral to bring its market value to
equal or exceed the uninsured portion of the principal
amount of the certificate of deposit plus accrued
interest.

Standard Terms for Certificate of Deposit Collateral
Agreement. The Corporation shall negotiate and enter
into a written agreement with each bank (and custodian)
from which it has obtained a certificate of deposit.
Such written agreement shall, at a minimum, address the
following concerns:

(a) The frequency of the valuation of the collateral to
market, as set forth above (such valuation shall be
done by the Corporation at least weekly);

(b) The right and ability of the bank to substitute
like Securities as collateral;

(c) Description of events of default which would permit
the Corporation or its custodian to liquidate or
purchase the underlying Securities;

(d) Description of the party who is to have title to
the underlying Securities during the texm of the
agreement;



(e) With respect to the custodial bank, the agreement
shall also provide that the custodial bank takes
possession of the Securities as agent of the
Corporation and that the claims of the custodial
bank are subordinate to those of the Corporation.

ARTICLE FIVE

Operating Procedures

Authorized Officers and Employees. only the following
persons shall be authorized to make investment decisions
on behalf of the Corporation: the Chairman of the
Corporation's Directors; the President and Chief
Executive Officer; the Chief Financial Officer; the
Treasurer; the Controller, and the Senior Vice President-
Legal. The implementation of such investment decisions
by placement of purchase or sale orders or otherwise
shall be effected only by the foregoing officers and
employees and by such employees as may from time to time
be designated in writing by the Chief Financial Officer
and Treasurer.

standards for the Qualification of Brokers, Dealers and
Agents. Any bank or trust company organized under the
laws of any state of the United States of America or any
national banking association or government bond dealer
which is authorized to do business in the State may
become qualified by the Corporation to transact purchases
and sales of Securities (other than Repurchase
Agreements) with the Corporation. Factors to be
considered in determining the qualification of such firms
shall include the firm's capitalization, gquality, size
and reliability, the Corporation's prior experience with
the firm, the firm's level of expertise and prior
experience with respect to the contemplated transaction.
The determination of gqualification shall be made by the
Chief Financial Officer and the Treasurer, who shall
maintain a list of all such qualified firms.

standards for the Qualification of Investment Advisors.
For the purpose of rendering investment advice to the
Corporation, the Corporation may gqualify any bank or

trust company organized under the laws of any state of
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the United States of America, any national banking
association, and any partnership, corporation, or person
which is:

(a) Authorized to do business in the State;

(b) Registered with the Securities & Exchange
Commission under the Investment Advisor Act of
1940; .

(c) Registered with the New York State Secretary of
State as an Investment Advisor; and

(d)y A member in good standing of the Investment Counsel
Association of America.

The Corporation also shall consider the additional criteria (other
than capitalization) enumerated in the preceding paragraph. '

5.4 standards for the Qualification of Custodial Banks. To
be eligible to hold Securities as collateral for an
investment made by the Corporation, a custodial bank
should be a member of the Federal Reserve Bank or
maintain accounts with member banks to accomplish book-
entry transfer of Securities to the credit of the
Corporation. Transfer of gecurities, whether by book
entry or physical delivery, should be confirmed to in
writing to the Corporation by the custodial bank. The
custodian should not be the same party that is selling
the Securities. To be eligible to perform custodial
services, the Corporation's Directors must affirmatively
find that the proposed custodial bank is financially
sound. '

5.5 Competitive Bids; Negotiated Prices. 1In connection with
the purchase and sale of Securities, for each transaction
in excess of two and one-half million dollars
($2,500,000.00) (or such other threshold dollar amount as
the Chief Financial Officer may specify in writing), the
Corporation shall utilize competitive quotations. For
each transaction which is equal to or less than two and
one-half million dollars (62,500,000.00) (or such other
threshold dollar amount as the Chief Financial Officer
may specify in writing), the Corporation may utilize
either competitive guotations or negotiated prices. The
foregoing shall not apply to the purchase of government
securities referred to in section 4.1.1 at initial
auction or to the purchase of investments referred to in
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section 4.1.3 which are new securities priced directly by
the respective issuer. A complete and continuous record
of all gquotes, solicited and received, shall be
maintained by the Treasury Department.

For each transaction (other than the purchase of
governmental securities at initial auction or new
securities priced directly by the respective issuer) in
excess of two and one-half million dollars (or such other
threshold dollar amount as the Chief Financial Officer
may specify in writing), a minimum of three separate
solicitations will be made on each direct purchase oOr
sale of a Security (including a Repurchase Agreement) .
The transaction shall be awarded to the dealer(s)
offering the highest yield or return, provided that, with
respect to Repurchase Agreements, the amount of the
investment with each individual firm does not exceed the
investment limit referred to in Section 4.2.1 above.

Written Contracts and Confirmations. A written contract
and/or a written confirmation shall be a required for
each investment transaction. With respect to the
purchase or sale of gecurities other than Repurchase
Agreements, the Corporation shall not be required to
enter into a formal written contract, provided that the
Corporation's oral instructions to its broker, dealer,
agent, investment advisor or custodian with respect to
such transactions are confirmed in writing at the
earliest practicable moment. A written contract shall be
required for each purchase and sale of a Repurchase
Agreement.

pPayment. Payment for investments shall be made only upon
written confirmation of presentation of the physical
Security, or in the case of book-entry form Securities,
when credited for the custodian's account, which shall be
segregated for UDC's sole use. The custodian may act on
oral instructions from an authorized officer of the
Corporation or their designee, such instructions to be
confirmed in writing immediately by an authorized officer
of the Custodian. Such collateral shall, on the date of
purchase, be at least equal in market value to the amount

of the investment.

Collateral. Except as specifically otherwise provided
herein, the Corporation's financial interest in its
investments shall be fully secured or collateralized at
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211 times in an amount not less than the original amount
invested plus accrued, unpaid interest thereon. Only
Securities permissible for investment by the Corporation
pursuant to these Guidelines (other than Repurchase
Agreements) may be accepted as collateral. Contracts of
financial guaranty, surety Or other similar bonds or
instruments purchased from an insurance company holding
the highest rating afforded by any nationally recognized
rating organization may be acceptable as collateral.
pledges of proportionate interests in pooled collateral
shall not constitute acceptable collateral. In the case
of certificates of deposit and demand and time deposits,
collateral shall be provided for amounts in excess of the
applicable 1limit of coverage provided by the Federal
Deposit Insurance Corporation. Collateral shall be
maintained in the custody of the Corporation or an
approved third party custodian at all times. To assure
that, at all times, the market value of said collateral
is at least equal to the original amount invested plus
all accrued, unpaid interest, collateral shall be marked
to market at the time the investment is made and
thereafter weekly.

Operating Procedure Manual. The Corporation's Treasurer
shall prepare a standard Operating Manual for placing,
controlling and reporting of all investment activity
which shall be consistent with these guidelines, be
approved by the Corporation's Controller or Chief
Financial Officer and shall be consistent with the
following:

(a) Each disbursement of funds (and corresponding
receipt of Securities) or delivery of Securities
(and corresponding receipt of funds) should be
based upon proper written authorization. If the
authorization is initially given orally, there
should be written confirmation from the
Corporation's authorized officer to the custodian;

(b) The process of initiating, reviewing and approving

requests to buy and sell Securities should be
documented and retained for audit purposes.;
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(d)

(h)

(1)

Ccustodians must have prior authorization from the
Corporation to deliver obligations and collateral.
A1l transactions must be confirmed in writing to
the authority. Delivery of obligations sold should
only be made upon receipt of funds;

Custodial banks should be required to report
whenever activity has occurred in the Corporation's
custodial account;

There should be at least monthly verifications of
both ‘the principal amount and the market values of
21l investments and collateral. Appropriate
listings should be obtained from the custodian and
compared against the Corporation's records;

A record of investments shall be maintained by the
Corporation's Treasurer. The records - should
identify the Security, the fund for which held, the
place where kept, date of disposition and amount
realized and the market value and custodian of
collateral;

The establishment and maintenance of a system of
internal controls; '

Methods for adding, changing or deleting
information contained in the investment recoxrd,
including a description of the documents to be
created and verification tests to be conducted;

A data base or record incorporating descriptions
and amounts of investments, transaction dates,
interest rates, maturities, bond ratings, market
prices and related information necessary to manage
the portfolio; and

Requirements for periodic reporting and a
satisfactory level of accountability.
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ARTICLE SIX

Reports and Audits

The following reports and audits shall be prepared in
connection with the Corporation's investment program.

6.1 Annual Investment Report. As required by Section 2925 (6)
of the Public Authority Law, annually the Chairman shall
submit to the Directors and the Corporation shall file
with the State Division of the Budget, Comptroller, State
Senate Finance Committee and Assembly Ways and Means
Committee an annual investment report, prepared with the
assistance of the Chief Financial Officer and Controller,
which shall include the following:

1) The Investment Guidelines required by Section
2925(3) of the Public Authorities Law and any
amendments to such guidelines since the last
investment report;

2) An explanation of the Tnvestment Guidelines and
amendments;
3) The results of the Annual Investment Audit

(described below) ;

4) The investment income record of the Corporation;
and
5) A 1list of the total fees, commissions or other

charges paid to each investment banker, broker,
agent, dealer and advisor rendering investment
associated services to the Corporation since the
date of the last investment report.

6.2 Annual Investment Audit. Each year, the Corporation
shall cause its independent auditors to conduct an audit
(the "Annual Investment Audit") regarding the
Corporation's investments. (The Corporation's financial
statements with respect to investments, which are
required to be prepared in conformance with generally
accepted accounting principles for governments ("GARP") ,
should contain all of the note disclosures on deposits

12



with financial institutions and investments required by
the Governmental Accounting Standards Board Statements
No. 3 "Deposits with Financial Institutions, Investments
(including Repurchase Agreements), and Reverse Repurchase
Agreements" dated april 1986). The Annual Investment
Audit: L
1) Shall determine whether: the Corporation complies
with its own investment policies; investment assets
are adequately safeguarded; adeqguate accounts and
records are maintained which accurately reflect all
transactions and report on the disposition of the
Corporation's assets; and a system of adequate
internal controls is maintained.

2) Shall determine whether the Corporation has
complied with applicable laws, regulations and
State Comptroller's Investment Guidelines; and

3) should be designed to the extent practical to
satisfy both the common interest of the Corporation
and the public officials accountable to others.

Annual Investment Audit Report. The results of the
Annual Investment Audit shall be set forth in a report
(the "Annual Investment audit Report") which shall
include without limitation: '

1) verification of collateral;

2) a description of the scope and objectives of the
audit;

3) a statement that the audit was made in accordance
with generally accepted government auditing
standards;

4) a description of any material weaknesses found in

the internal controls;

5) a description of all non-compliance with the
Corporation's investment policies as well as
applicable laws, regulations and the State
Comptroller's Investment Guidelines;
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6) a statement of positive assurance of compliance on
the items tested and negative assurance on those
items not tested;

7) a statement on any other material deficiency or
finding identified during the audit not covered in
(6) above; and '

8) recommendations, if any, with respect to amendment
of these Guidelines.

The Annual Investment Audit Report shall be filed within ninety
(90) days after the close of the Corporation's fiscal year with the

Coordinator of Public Authority Programs, office of the State
Comptroller, A. E. Smith office Building, Albany, NY 12236.

ARTICLE SEVEN

Affirmative Action

A program oOf Affirmative Action shall apply with respect to
UDC's corporate investment activities. UDC shall seek to encourage
participation by minority and women-owned financial services firms
in the conduct of UDC's corporate investment activities.

ARTICLE EIGHT

Miscellaneous

8.l In connection with the Annual Investment Audit, each year
the Corporation shall review these Guidelines to
determine whether the Corporation . shall amend oOr
otherwise update these Guidelines.

8.2 The Corporation's policy regarding conflicts of interest
shall be followed regarding the investment of funds.
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TOSKI, SCHAEFER & CO., P.C.
CERTIFIED PUBLIC ACCOUNTANTS
* =55 INTERNATIONAL DRIVE
WILLAMSVILLE, NEW YORK 14221

TELEPHONE (716) 634-0700
" FAX (71&) 634-0764

INDEPENDENT AUDITORS’ REPORT

The Board of Directors
New York State Urban Development
Corporation and Subsidiaries:

We have andited the accompanying consolidated balance sheets of New York State Urban
Development Corporation and Subsidiaries (the “Corporation”), a component unit of the State of
New York, as of March 31, 2009 and 2008, and the related consolidated statements of revenue,
expenses and changes in net assets and cash flows for the years then ended. These consolidated
financial statements are the responsibility of the Corporation’s management. Our responsibility is to
express an opinion on these consolidated financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United
States of America, and the standards applicable to financial audits contained in Govemnment
Auditing Standards, issued by the Comptroller General of the United States. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audits provide a
reasonable basis for our opinion. :

In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the financial position of New York State Urban Development Corporation and
Subsidiaries as of March 31, 2009 and 2008, and the results of their operations and their cash flows
for the years then ended, in conformity with accounting principles generally accepted in the United
States of America. :

As discussed in note 15 to the consolidated financial statements, in 2009 the Corporation changed
its method of accounting for pollution remediation obligations to conform to Governmental
Accounting Standards Board (“*GASB”) Statement No. 49 - “Accounting and Financial Reporting
for Pollution Remediation Obligations.” '
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