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PROCEEDI NGS

MR. BOGANY: We're going to call the neeting

for the audit commttee neeting in order. Good norning.

Sorry for being late. Let's do roll call. Norberto
Sal i nas.

MR, SALI NAS: Here.

MR BOGANY: Gordon Patrick.

MR, PATRICK: Here.

MR. BOGANY: Shad Bogany, here. All nenbers
are here. W have a quorumand we're going to call David
Gaines. Before we do that, do we have any public comrent?

MR. GAINES: The last neeting's mnutes are not
on the record.

MR, BOGANY: Can we get a notion to approve the
last mnutes if everybody had an opportunity to read it?
PATRICK: | vote.

SALI NAS:  Second.
BOGANY: All those in favor say, Aye.

SALI NAS: Aye.

2 3 3 3 %

BOGANY: Those are passed. Now we are
going to call David Gaines to the podium and he's going
to give us an update on the internal audit report.

MR. GAINES: Thank you, Chair. Good norning
menbers of the commttee and Ms. Carri ngton.

If you'll turn to Tab 5A, the first agenda
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item This is an Internal Audit Report on the Texas

Wi stl ebl ower Act and the Texas Internal Auditing Act
requires that this report be distributed to the
Departnent's Governing Board plus the Governor's Ofice of
Budget and Pl anning, Legislative Budget Board, and the
State Auditor.

The objectives of this audit were to determ ne
the Departnent's conpliance with Governnent Code Chapter
554, Protection for Reporting Violations of Law, or nore
comonly known as the Wi stleblower Act, and this audit
was undertaken as a conponent of the Departnment’'s Ri sk
Managenent Program

The audit concludes that the Departnment is in
conpliance with the Act, and that pretty nmuch sunms it up
or I'l'l be glad to elaborate, if it's the pleasure of the
Comm ttee.

MR. BOGANY: Any questions on the
VWi st | ebl ower ?

MR. GAINES: |In that case, we'll go to the next
agenda item Item5B, Status of Prior Audit |ssues.

There are currently el even findings and sets of Prior
Audit Issues. None of these findings are fromlast year's
Federal single audit of the Section 8 Program that was
rel eased this |last February. This report was presented to

you at the last Audit Conmittee neeting.
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Managenent has reported that eight of these
findings are fully inplenented, and that the last one is
pl anned for full inplenmentation by the end of July.

The Departnent's also received a letter from
HUD, indicating that, based on the nanagenent's proposed
actions, all findings are being cleared by HUD. KPMG is
al so, currently, perform ng their subsequent year's audit.

They' || be | ooking at the status of these issues in
connection with that audit.

There were two other findings fromprior audits
that are also being reported as inplenented, so in
summary, ten of the 11 are fully inplemented, with the
el eventh one found for full inplenmentation by the end of
July.

Item 5C. Moving right along. This is a
monitoring. This is by HUD. HUD on-site nonitoring of
envi ronnment al procedures for the Honme and Energency
Shelter Grants Program HUD conducted this review of the
Departnment's prograns in early May to verify conpliance
with the National Environnental Policy Act, HUD
Envi ronnent al Regul ati ons, and other rel ated environnent al
| aws, and executive orders.

The nonitoring review resulted in eight
findings. For each of these findings, the Departnent has

requested the Departnent to submit witten procedures for
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HUD t o approve, and then, when applicable, inplenment the
procedures, and nonitor the Departnent's recipients to
ensure conpl i ance.

The Departnent has drafted its response and
expects to release it this week. The response to us, the
draft response | referred to as positive, refers to
actions already taken, further actions it intends to take,
and in one instance, provides additional infornmation that
had acknowl edged in the first place, may have precl uded
t he i ssuance of a finding.

There are two categories of finding. The first
is where the state has assunmed HUD s environnent al
responsi bilities, has assumed responsibilities associated
wi th providing technical assistance to recipients,
rel easing funds, maintaining specific records for the
environnental reviews, and a nonitoring and enforcenent
program

This is one of the two categories. In this
category, there were three findings. The first one
relates to the need for the Departnent to devel op a
nmoni toring and enforcenment program Now, |'mnot going to
go into managenent's response on all these issues, because
generally it was, again, very positive and receptive to
HUD. | wll, highlight a couple of comments in that

response that packages the findings in a better context to
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under st and.

In this case, the finding being that the
Department needs to devel op a nonitoring and enforcenent
pr ogram The Departnent response that it has had a
noni t ori ng program since inception of the programin 1991.

So the units of l[ocal governnent -- they ceased
nmonitoring those relating to this issue in 2001, because
they are the responsible entities for the environnental
reviews; they are the decision-naking bodies, sane
contract that they performthese, so the Depart nent
st opped those nonitoring revi ews.

Pursuant to HUD s reconmmendation, they are
going to reinstitute those reviews, and that information
in the nonitoring programplan will be provided to HUD in
t hat respect.

MR. BOGANY: So from now on, we will have an
ongoi ng nonitoring process, just as what HUD suggested?

MR. GAINES: Yes, sir.

MR. BOGANY: Ckay.

MR. SALI NAS:. You found how many of thenf?

MR GAINES: |'msorry?

MR. SALINAS: How many findings did you find
with the agencies that were doing --

MR. GAINES: There were eight findings, and

they all related to environnmental reviews -- a lot of it
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relating to docunentation of particular conpliance
requi renents. Exceptions noted as our sub-recipient that
didn't have docunentation on him Wen they were
responsi bl e or possibly, we didn't have the docunentation.

For the nost part, the Departnment believes its
transient nonitoring program there were sone gaps inits
program which they've indicated in a positive manner that
they will fill those gaps.

MR. SALINAS: Those were city's agencies or
contractors?

MR GAINES: Wwell --

MR. SALI NAS: Can you nention the people

t hat --

MR. GAINES: Right. Sonme of the nonitoring
reviews are actually conducted by the Departnent. They
are the responsible entity. 1In other instances, it's
units of |ocal governnent. Well, also, a non --

MR. SALINAS: Who are the | ocal governnents?
MR GAINES: |'msorry.
MR. SALINAS: Who are the | ocal governnents,
for the record?
MR. GAINES: Can sonmeone help me with that?
M5. CARRINGTON: | believe, M. (Gaines, on page
2 of the letter fromHUD, itemA, where TDHCA assuned HUD

environnmental responsibilities, they nanmed Sul phur
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Springs, Bellnmead, Mthis, Nash, and Runge.

MR. GAINES: Wiere is that?

MR. SALINAS: There were eight conmmuniti es.

MR GAINES: Yes, I'msorry, on page 2. | was
consi dering your question froma broader context, rather
than the units of governnment with specific findings.

Yes, at the top of page 2 of your report, there
is alisting of these. It includes Sul phur Springs,
Bel | read, Mathis, Nash, Runge --

MS. CARRI NGTON: Runge, as Ms. Cedillo just
corrected ne.

MR. GAINES: Thank you. They reviewed five of
t he sub-recipients, which serves as the basis for their
fi ndi ngs.

MR. SALINAS: And those are being corrected?

MR. GAINES: The Departnent is currently in the
process of responding to HUD, working with these subs,
providing themdirection on howto correct the issues
noted by HUD. Qur response is expected to be rel eased or
provided to HUD by the end of the week. In that, it wll
di scuss plans and actions we've already taken, as well as
actions we intend to take.

So, yes, the Departnent, | know, has been
requesting information fromthese | ocal governnments and

have been providing direction to themin these regards.
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M5. CARRINGTON: | think, David, if | mght
interject. | understand, even though this review was
envi ronnment al procedures for HOVE and ESG in talking to
M. Fariss this norning, | gather that all of the findings
were related to our HOVE, our activities in our HOVE
program and none in our Enmergency Shelter Grants program

MR SALINAS: That neans that it had an
envi ronnmental when they started the HOVE? |s that what it
nmeans?

MR GAINES: |'msorry, sir.

MR. SALINAS: Does it nean that they didn't
have an environnental when they started the HOVE?

MR. GAINES: The great majority of the report
does relate to the HOVE program There was one finding
that mentioned ES, Enmergency Services. |n our response,
we indicated that HUD apparently overl ooked the
docunent ati on that woul d have precluded that finding.

MR. SALI NAS: Ckay.

M5. CARRI NGTON: Wi ch finding was that, David?

MR, SALINAS:. If it's environnental, it's got
to be that they didn't do the environnental at HOVE when
they built it, | would think.

MR. GAINES: There were conponents of the
envi ronnment al nmade when necessary. That was finding B-2.

MS. CARRI NGTON: B-2. So that one was rel ated
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to Energency Shelter Grant. Okay. Also, | understand,
David, that our staff tells us that this is the first tine
that they can renmenber that we have had an audit from HUD
related to our environnental activities.

MR. GAINES: That's what | understand and --

MR, SALINAS: Well, this is going to cone
around on the environmental because there's been a | ot of
problenms with environnmental throughout the state.

M5. CARRI NGTON: Yes, and that could very well
be why it's nowrisen to the |evel of having a nonitoring
visit about this when we haven't had.

MR. GAINES:. | can discuss each of these if you
care to. Cenerally it relates to docunentation relating
to project classification, maybe docunentation relating to
requi renents surroundi ng historical preservation or noise,
and noi se reduction neasures. | guess it's the pleasure
of the Conmttee.

MR. BOGANY: Anybody want to hear the details
on that?

MR, SALINAS: | guess they are just going to
correct it. R ght?

MR. GAINES: Yes, sir. It looks |like to ne,
based on the Departnent's response, that we' ve had a
programin place, we've kind of backed off in 2001 for

cities of local governnent, thinking that with their being
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responsible, it was a lesser risk for us to pay a | ot of
attention to. Pursuant to HUD s recommendations, we are
reinstituting the nonitoring review of those prograns, and
t hose sub-recipients.

But again, nostly docunentation, flood plain
consi derations, noise considerations, project
classifications. | think for the nost part, those are the
hi ghlights. There is one finding regarding if you are
doing site-specific, you also have a strategy where you
can do a tiered approach, which is used to elimnate
repetitive discussions of the sane issues. Subsequent
| ayers are reviewed, so if you are doing a specific site
review, you want a broad-based strategy that needs to be
docunented. That was part of it.

MR, SALINAS: Well, | think the one that
bothers us is the environnental CP that built the house.

It gets into the environnental. Wat's going to -- how
are you going to correct that? WlIl, that's up to the
people that are going to be doing it.

MR. GAINES: Yes, sir. There was a finding
relating to loan closings prior to the environnmentals, and
in this case, the Departnent, it appears at the | oan
cl osings, and please, junp in and correct me if |I'mwong
here. It appears that closings were by other funds, and

then the Departnent wouldn't reinburse those | oan cl osings
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until perform ng these types of reviews, and HUD says, It
doesn't matter the source of nonies. These need to be
done before you fund a project.

MR, SALINAS: Well, the reason I'mtelling you
this is because they are going to the same problemwth
our HUD nonies in city.

MR GAINES: Yes, sir.

MR, SALINAS: And we're not doi ng any hones
unl ess we get sonebody to pay for the environnental
because we don't have nonies for the environnental.

MR GAINES: | understand.

MR. SALINAS: And HUD would not |et us spend
t he noney.

MR GAINES: Right.

MR. SALINAS: Until it is done and they have
built the house.

MR GAINES: And to the extent HUD did refer to
the extent that it continues, it could result in
reductions in the letter of credit.

MR SALINAS: And, of course, reductions from
our funds.

MR. GAINES: Yes, sir. Again, the Departnent
is very positive in its response, highlighted a | ot of
things it does do. One of the -- it looks like there's a

whol e ot of front-end training, technical assistance,
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nmonthly training classes for these subs. So it's not |ike
they were not they not provided the information. W just
need to, nmaybe, enhance our review to ensure that they are
follow ng correctly.

MR. PATRICK: And that woul d be done now,
because now we are going to reinforce our nonitoring

program which we do.

3

GAINES: Yes, sir.

PATRI CK:  We hadn't. Ckay.
GAINES: Yes, sir.

PATRICK: Al right.

BOGANY: Is that it for Item 4?

2 » 3 3 %

GAINES: Yes, sir. Moving right along.

3

BOGANY: Let's go to Item5, Status of
| nt ernal / Ext ernal Audits.
MR, SALINAS: This would inplicate everybody

that gets any HOMVE funds fromus. Right? That sane

rul es.

MR. GAINES: | believe there are different
types of properties that are exenpt. |Is that not correct?
" m sorry?

MS. CEDI LLO  There are sone that can be exenpt
or categorically excluded.
MR. GAINES: Yes, you have to consider it for

all folks that receive the HOVE funds, but there are sone

ON THE RECORD REPORTI NG
(512) 450- 0342




15

types of projects that can be excluded fromthose
consi derati ons.

MR. SALINAS: Well, | would insist in finding
out which ones they are before you spend the noney because
you can end up with a real house, and you can end up
having to nove that house, or destroy the house, before
t hey can go ahead and do the testing. You need to --

MR. GAINES: That's one of the
recommendati ons --

MR. SALINAS: | think it's one of the rules,
now, that you have to have an environnental before you
build any hone in certain areas. | guess we'll have to
find the areas that you m ght have to --

MR. GAINES: And part of that process is going
t hrough a project description and classification, so once
you know the classification, then you know what
requirenents it is subject to and that is hard --

MR. SALINAS: Well, maybe the title conpanies
will be asking you that, that they need to provide an
environnmental , but the people that are buying the hones
need to be careful before they build them They need to
do the environmental first.

MR GAINES: Yes, sir.

MR. SALINAS: | know what paper -- we're going

t hrough that right now.

ON THE RECORD REPORTI NG
(512) 450- 0342




16

GAINES: Yes, | suspect --
SALI NAS: That's a problem

GAI NES: Yes, sir.

2 3 3 3

SALINAS: A lot of this is fromthe HUD
peopl e.

MR, GAINES. Ckay, Item5-D. It starts with
Internal /External Audits. All right. You'll note that
the progress on the first project |listed, Subrecipient
Monitoring, is not proceeding quite as well as originally
anticipated. Although they expected to conplete this
project this year, you can see that sone of the areas are
extending into next year.

MR. BOGANY: Wy is that?

MR. GAINES: Well, for several reasons. First
off, | guess it failed to recogni zed the broad scope of
the project. 1In the initial planning phase, the scope is
really so broad that by the tinme we are conpleting one
aspect of the review, prior aspects that we previously
| ooked at had conditions that change, procedures that
change.

It was just too broad. It was a matter of
getting to the end, and by the time that we did, the
begi nni ng was outdated. Now, this project was just way
too large, considering the size of the staff, and the

goals we had that we set ourselves in other areas. And so
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we' ve | ooked at the project. Qur staffing and our
processes to identify opportunities and strategi es on how
to inprove the production relating to our efforts.

Some of the things we are doing and plan on
doi ng include requesting an additional FTE with the
current budget cycle, and after sone discussions with
executive and our noney man, M. Dally, they've approved
that additional FTE, so |'mreal pleased with that. |
certainly appreciate Ms. Carrington recognizing the need
in approving that request when there are so many ot her
resource denmands on the Departnent.

W are limting the scope of what we consi der
an audit. Rather than | ook at Subrecipient Mnitoring as
an audit, we are |ooking, for exanple, those bullets on
the status. Each of those strategies to nonitor has a
separate and distinct audit. This will keep our scope
very narrow and focused, and allow us to concentrate on
the nore significant areas, and get in, and get out of an

area in a tinely fashion. W've streanlined the report

itself.

M5. CARRINGTON: I'msorry, M. Gines. It
seened like M. Bogany was trying to, well, interject
and - -

MR. BOGANY: |I'mjust looking at the -- to get

a focus on what you were saying. Like, for exanple, Draws
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Process, your focus on just Draws Process.

MR. GAINES: Yes, sir.

MR. BOGANY: And Set-Ups, and so on, and so on.

MR. GAINES: Yes, sir. | amconcerned.

MR. BOGANY: All right.

MR, GAINES. So being a | ot nore scope specific
in discrete chunks, to where we can get in and get out.
The report itself has been streanmlined. The Wi stl ebl oner
is an exanple of that. W call it the one-page report.

Wiile it mght be two or three pages, it's very
sumarized, it provides the summary, results, conclusions,
findi ngs, and recomendati ons when appropriate. It's al
the el ements required by professional standards are
included. Geater details, which may be needed by
operating managenent, are provided to themin the forns of
audit recommendations foruns that are separate and outside
the audit while they provide the detail managenent m ght
need to acknow edge the concerns and to consider the
recommendat i ons bei ng i npl enent ed.

We are | ooking into hiring non-conpensated
intern students. Visited with several state agencies on
this internal audit shops, and it's a strategy sone of
them are using very successfully. 1'd like to get to the
point to where | have one intern student on an ongoi ng

basi s, working on different projects.
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MR. BOGANY: How far are we fromi npl enmenting

sonething |ike that, David?

MR. GAINES: |I'mlooking to be, earliest fall,
because the approved FTE | received, 1'lIl be trying to
hire on Septenber 1. 1'd like to get themingrai ned and

fully moving forward in a positive nmanner, and then |'|
start this particular strategy. It would be a great,

val uabl e experience for the students as well as give the
Depart ment another set of internal audit eyes.

MR, BOGANY: Well, with the tine franme that you
are tal king about hiring sonebody, like the field visits
which is pending, is there any possible way to nove that
into this year, or is it still going to be a March sixth

even though you hired, you anticipate hiring sone nore

peopl e?

MR. GAINES: Well, those estimates were fairly
rough. For the nost part, | was |ooking at three nonth
intervals for each of the different areas. |I'mtrying to
factor in other activities and work we're doing. | felt

i ke those were probably fairly reasonabl e dates,
considering additional resources. It doesn't factor in ne
being able to get a student intern in by Cctober 1, or
sonething |ike that.

MR. BOGANY: Ckay.

MR. GAINES: Another strategy |I've been doing,
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and it's been a little bit nore difficult than

originally anticipated, is just devel opi ng sone

per formance neasures for the division. That would help us
keep focused on what we're trying to acconplish. | know
there's sone opportunities to clearly define nmeasures to
help the division stay focused. One is PBLs [phonetic]
and continue, | don't know, will continue to identify and
refine those neasures.

And finally, we've recently purchased a
software |license for automated working papers. This
software should facilitate our planning, performng,
docunenting, nonitoring, and reporting audits and audit
results. This was a great opportunity nmade avail abl e by
the State Auditor's office. The initial five licenses, if
we were to do it on our own, would cost -- it would be
pushi ng $10, 000.

We managed to piggyback with the State
Auditor's office for about $250 a |icense for four
licenses, so we are real pleased with that. And although
|"ve never worked with it, |I've seen denonstrations of it.

Kelly Crawford, one of the staff people on the internal
audit, has worked with it, has liked it real well. O her
internal audit shops seens to like it real well, so we are
| ooking forward to getting past the | earning curve on

that. We went to training. Qur first set of training one
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day | ast week, so --

We are fairly confident and hopeful these
strategies will help considerably in achieving our goals,
and we' || update you as we nove forward during future
nmeetings. Any questions on that particular project?

The next one is the Wi stlebl ower Process,
whi ch was just reported to. Following that is Executive
Order RP36. Progress continues. This relates to the
Department’'s Ri sk Managenent program and the Ri sk
Managenment team RP36 team put together by Ms. Carrington
has set the Agency's goal for the year to conplete
assessnments on all of the Departnent's mssion critica
syst ens.

As of the mddle of June, there were 51 m ssion
critical processes had been identified, and 17, or one
third of those, have been conpleted. That was m d-June.
Seens like |I've had a couple nore cone across ny desk
since then, so it seens |ike nmonmentum m ght be buil ding
with that project.

The Central Database is ongoing. The site
subdate will be planned for the next Audit Conmmittee
nmeeting. There hadn't been any real significant
m | estones since | last reported to you, no significant
target dates. There are sonme com ng towards the end of

this fiscal year.
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The Peer Review listed there, that's been
conpleted. This is a Quality Assurance Review. This is,
basically, our contribution to the State Agency Internal
Audit Forum and this is a forumthat is in Association
with State Agency Internal Audit Directors, and anong
ot her services, this group provides resources to have
state agenci es have their peer reviews done at no cost.

Well, as you nmake contributions in this case, |
contributed to the function, and participated in a peer
review of the Conptroller's office. As you nake
contributions, you get credits, so resources are going to
be avail able to conduct Quality Assurance Review on our
operations in the future.

This is a great process exercise. |It's a cost
savings. W don't have to hire soneone to do our peer
review, and it provides great opportunity to | ook at other
internal audit shops, see what other fol ks are doing, get
sone ideas. | believe | probably wal ked away from nmy peer
review at the Conptroller's office with nore than
of fered, because | | oaded up on a lot of good tools and
strategi es used by that internal audit division.

At the top of the second page is our Annual
Audit Plan. This relates to the plan for the com ng
fiscal year, and in this respect, this is a good tinme

to -- and over the next nonth, to provide any input you
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m ght have, or any concerns, or risks you m ght have into
that plan. 1'Il be devel oping that between now and the
next conmttee neeting.

The fiscal year 2005 internal audit report is
basically a summary of the division's activities for the
year. This is required by the Texas Internal Auditing
Act, and it will be due Novenber 1, so that's stil
pendi ng. The bal ance of the internal auditing activities
are ongoing activities, such as the tracking poll, and the
prior audit issues, central database.

Those are internal audit activities ongoing,
recently conpl eted, and what we have planned for the
i medi ate future. Any questions relating to the internal
audit? There are a couple of external audits I'd like to
touch on real quick.

Ckay. At the bottom of that second page is a
summary of the external audits in progress. In the State
Auditor's Ofice over HOVE and Housing Trust Fund
Prograns, they are calling it the Housing Audit. It's in
its final stages. The Agency, the Departnent, actually
began preparing for this audit in February of '04, and
the audit began in July, sonmetine in July of '04. The SAO
is currently anticipating report to be released by July
18, and have been infornmed the Departnment that we'll be

receiving a report draft sonetine towards the end of this
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week.

In addition to the SAO audit, KPM5 in contract
with the State Auditor's Ofice, has begun their interim
work on the fiscal year 2005 single audit. The prograns
under consideration this year include the HOVE program
Section 8 program and LIHEE, Low I nconme Housing Energy
Efficiency program The estimted conpletion date for

this audit is February of 2006.

MR BOGANY: You have 12/06 on here.

MR GAINES: 12/067?

MR. BOGANY: Yes. Is that a typo?

MR. GAINES: That's a typo. Yes, sir.

MR. BOGANY: | was just looking. That's a |ong
ti me away.

MR GAINES: |I'll need you on ny quality review
t eam

M5. CARRI NGTON:  You may wish it was that,
but --

MR GAINES: Now, there is another audit due
12/06. That's the financial statenment of Opinion Audits
by Deloitte and Touche. They are expected to begin their
interimwork in July, and that's anticipated for -- or
generally conpleted 12/06. ©Ch, excuse nme. 12/05.

M5. CARRI NGTON: The power of suggestion.

MR GAINES: Wat's that?
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M5. CARRI NGTON:  Power of suggesti on.

MR. GAINES: Power of suggestion. | guess |I'd
rat her be ahead in time rather than behind. And that's
t he agenda for today.

M5. CARRI NGTON:  Ckay.

MR. BOGANY: Any questions?

MR. SALINAS: It |ooks like we're noving al ong.

There doesn't seemli ke we have as nany issues as we've
had before.

MR. GAINES: For sonme of them when they do
come up it seens |like there are people junping on them and
taking care of themin a tinely fashion. Thank you.

MR. BOGANY: Thank you. Any questions? Any
comments? Okay. | wll call this neeting to an end.

(Wher eupon, the neeting was concl uded.)
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