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PROCEEDI NGS

MR. BOGANY: Good norning. W are calling
together the Audit Conmittee neeting, Wednesday, January
18. The tinme nowis 8:35. The Audit Conmttee of the
Board of the Texas Departnment of Housing will solicit for
public comment at the beginning of the neeting, and wll
al so provide public comment on each agenda item after
presentation made by Departnent staff, and the notions
made by the Conmitt ee.

The Audit Commttee of the Board of the Texas
Depart ment of Housing and Community Affairs will neet, and
consi der and possibly act on the following itens. Let's
do a roll call right quick. Make sure we have got a
gquorum Patrick Gordon?

MR GORDON: Here.

MR BOGANY: Norberto Salinas?

(No response.)

MR. BOGANY: Shadrick Bogany. W do have a
guorum At this tinme, we will call David Gaines. Before
we call David up, have we all had an opportunity to | ook
at the mnutes fromthe Audit Conmttee neeting on COctober
13?

MR GORDON: We have.

MR. BOGANY: Ckay. | would like to get a
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notion to approve the mnutes on the Audit Conmmittee
nmeeting, QOctober 13.

MR. GORDON: Motion to approve.

MR. BOGANY: Second. All those in favor.

(A chorus of ayes.)

MR. BOGANY: At this point, we will call David
Gai nes, and we are going to go on the reported itens.
First item current year goals and prior years
achi evenments for RP336, Texas Departnent of Housing risk
managenment program

MR. GAINES: David Gaines, Director of Internal
Audit. Good norning, Chair.

MR. BOGANY: Good norni ng.

MR. GAINES: Good norning, M. Gordon. M.

Carri ngt on.

M5. CARRI NGTON: Pronote ne, David.

MR. GAINES: Yes, ma'am Before we get started
this nmorning, | would like to introduce Colleen Bauer who
has joined us with Internal Audit. 1In the mddle. Wve

to everyone, Coll een.

Coll een started with us | ast Monday. She is a
recent graduate from UT Arlington, a major in accounting
and graduated in four and half years with a strong grade
poi nt average while working full tine.
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She has worked at the U S. Attorney's office
for the last, since June of 2002. So |I figure anyone that
can work with attorneys that |ong has sonething to offer.

And | am | ooking forward to that experience. | know who
to send upstairs now.

MR. GORDON: Are you going to sit for the exan?

MR. GAINES: Planning on certifications,
pursuing those for CPA and CIA | think is her initial
goal s.

MR GORDON: Good | uck.

MR. GAINES: Yes. W are real glad to have
her. She was on the Dean's list the |last three years.

And so we are really excited. And she has begun her first
audit. And we are noving forward with that. W'IlIl talk
about that nonentarily.

MR BOGANY: Wl cone aboard.

MR. GAINES: Yes. And Lori Lopez and Kelly
Crawford make the full division. Wth that, the first
agenda itemand 6(a) relates to the Departnment's risk
managenent program And | wanted to bring this to you to
di scuss the goals for the year, and while |I was doi ng
that, | thought it m ght be a good idea to recognize sone
of the achi evenents over the |ast year.

And the goals for the current year include
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conpleting a survey that is due to the Governor's Ofice
by the end of the nonth. The State Ofice of Risk
Managenent is actually doing the intake and processing of
this. But this is a survey that the Governor is having
all state agencies conplete, is designed to assi st
agencies in assessing and reporting the status of their
ri sk managenent prograns, or RP36 prograns.

O course, one of the goals is to communi cate
the goals to the agency and staff. W are planning on a
rollout neeting with the directors, nmanagers and
facilitators and the RP36 teamto conmunicate the
Departnent's goals for the year, and strategies for the
year, to achieve those goals and to celebrate |ast year's
achi evenents and acconpl i shnents.

We have agreed that a reasonabl e goal would be
for each division to conduct a m ni nrum of one assessnent
every two nonths of the various processes. W would of
course like to see those processes prioritized, which we
have done to sone extent. And so out of those, one
assessnment every two nonths.

To devel op action plans for those unacceptable
and i nadequately controlled risks that were identified
| ast year during the risk assessnents that were conducted.

We have identified them now what are we going to do
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about them

We have agreed that a certification of controls
woul d be appropriate fromeach of the directors, at
testing or certifying that the controls that have been
assessed, the risk assessnents that have been done, that
t hose controls were adequate, considering their action
pl ans and where they have taken action to correct any
deficiencies that may have been noted during that
assessnment. And finally, we have agreed to establish an
anonynous reporting hotline.

Ri ght now the Departnent is planning on
entering into a third party agreenent; a third party wl|
be responsible for the intake and reporting of fraud,
wast e and abuse and other illegal acts. There is services
in the private sector that provide these services. They
wi |l establish hotlines.

O course, the responsibilities fromour end
wi |l be pronoting the program and inform ng enpl oyees of
the program And what the service does is, does the
intake. They are skilled interviewers on getting
information. And with that information, they will provide
reports to the Departnent to take action on.

MR. BOGANY: When do you think this would be
i npl enent ed, Davi d?
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MR GAINES: Well, it is a goal for the current
year. W have |ooked into the prices. There is very
reasonabl e prices for these services; |ess than $2,000 a
year.

And really at this point, it is a matter of
i Ssuing a purchase order and request to get soneone on
board to provide those services. W have narrowed it down
to two different parties and we feel |ike we know the one
we want to go with.

MR, BOGANY: Ckay. And so anybody could cal
if they saw sonething, or saw sonething that they thought
needed to be addressed and wanted to remai n anonynous.
They woul d just pick the phone up.

MR, GAINES. Yes. So that is right. And
initially, we are planning on restricting input to just
the Departnent staff and enpl oyees until we see how wel |
that works, and then consider external parties in the
future.

MR. BOGANY: Ckay.

MR. GAINES:. Sone of |ast year's
acconplishnents, and | think first off, and it is real
significant -- the Departnent expanded its considerations
of the risk of the RP36 programto include operating risks
of the Departnent. So beyond just the waste, fraud and
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abuse, but any of the operating risk relating to the
Depart nent .

The Departnent has identified its processes and
has ranked them as high, nmediumor |ow inpact if they were
to fail. Wat is the inpact on the agency, as a strategy
to start prioritizing those. It has devel oped and adopted
a risk assessnent nethodol ogy that is being applied in
conducting the assessnents.

St andard operating procedure has been issued,
defining responsibilities for all levels of staff relating
to the RP36 risk nmanagenent program W have trained 23
staff facilitators; these are staff enployees that have
been vol unteered or volunteered to actually conduct the
ri sk assessnents and to facilitate that process.

The Executive Director issued a directive
relating that requires job duties to include rel ated
responsibilities, so those job descriptions of all staff
include the related responsibilities to the program And
finally, during | ast year we conducted risk assessnents of
49 of the 52 mssion critical processes that have been
identified by directors and managers. So | think that is
just a great year.

That was the first year of the program And we
pretty nmuch learned to walk. | feel like with the
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Department achieving the goals for the current year, we
will be up and running real well, by the end of the year.

Any questions relating to that progranf

MR GORDON: | think it is good.

MR. GAINES: Next agenda item that woul d be
6(b) in your materials. This itemrelates to the recently
conpl eted audit work perforned by the Departnent's
external auditors, Deloitte and Touche.

And Greg [sic] Scott, manager and partner of
the audit is here, as well as Tracy Quidry, senior
manager. | believe M. Scott is going to present to the
Audit Commttee this norning; then he has another
appointment, and Tracy will remain for the full board.

MR. SCOIT: Good norni ng.

MR. BOGANY: Good norni ng.

MR, SCOIT: | am George Scott. | ama partner
with Deloitte and Touche, and was responsible for the
audit this year. Wth ne is Tracy Guidry, and she was the
seni or manager. And actually, she will always tell you
she did all the work. So she is going to be the person
with all the answers.

Again, it is a pleasure to be with you this
norning to review the audit reports with you. There are
several that | would like to discuss with you. CQur
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opinion on the financial statenents are contained right in
front of -- there is actually two sets of financial
st at enent s.

One is the basic financial statenents of the
agency and the other is just specifically on the revenue
bond program But in both cases, those reports that we
have rendered are clean opinions. And our opinion of the
financial statenents do present fairly the financial
position as of the fiscal year.

In order to recheck that conclusion, we test a
vari ety of records and docunents, interview individuals
t hroughout the organization. During the course of that
process, there were no restrictions placed on any access
to records, access to individuals. W received conplete
cooperation throughout that process.

And, you know, as | am sure everyone knows t hat
goi ng through an audit is not an easy process to
experience, and the cooperation and courtesies extended to
our staff is greatly appreciated. It certainly makes the
process go easier.

One of the things as the external auditor | am
required to do is to walk through what is called required
conmuni cations with an audit commttee and that reviews
just the process of the audit results. And | can answer
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any questions you mght have for us as far as that audit
process.

And as | did say, the audit was perfornmed in
accordance with generally accepted auditing standards, and
al so governnent auditing standards, as required by the
state. And since you are in receipt of significant
federal assistance, you also are required to go through
all those standards. They are very simlar; there is a
few vari ances, but they are very simlar.

And as | did state earlier, our audit did
result in a clean opinion, an unqualified opinion. 1In the
preparation of the financial statenents of the Departnent,
numer ous judgnments and estimates are used. One of our
responsibilities to determ ne whet her those estimtes and
judgnments are consistent with prior years, and they have
been. There have been no significant changes in how those
are used.

During the course of the audit, we identified
no audit adjustments that needed to be booked, and so
there woul d be obviously no adjustnents which were
identified that were not booked that we would recomend.
So there were none involved in that area. As far as
significant accounting policies, the application of
accounting policies are consistent with those of the prior
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year.

There are two new di sclosures in the financi al
statenents. As you review those, | wuld call it to your
attention. One is increased disclosure around the risk of
investnments. One of the recent requirenments that the
Gover nnent al Accounting Standards Board and fi nanci al
reporting has required is that governments inprove and
expand how they disclose the type of investnents they
hol d, and what type of risks are around those investnents,
besi des just what is called custodial risks.

So it would be nore like credit risk, rating
risk and so forth. Interest rate risk, those type of
things. And those are disclosed in your financial
statenents for the first tinme this year.

Al so, the organi zation entered into interest
rate swaps to prevent spikes, or hopefully control spikes
and interest costs around the variable rate debt. And
that is disclosed in the financial statenents for the
first tinme. During the course of the year, there were no
di scussi ons about alternative accounting treatnents.

Qobvi ously, accounting and reporting, there are
various alternatives, but we had no such discussions this
year. |In the course of review ng the financial
statenents, there are elenents of the financial statenents
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that are covered at a different level, as we do the
audits, such as the managenent, discussion and anal ysis.
We did review that.

W | ooked for significant variations between
that and the financial statenents and found none. During
the course of the year, there also was no di sagreenents
wi th managenent as to the proper application of accounting
policies and procedures. W also did not identify during
the year any consultation with other accounting firnms on
accounting issues.

That is sonething that is also required for us
to disclose to you if that comes to our attention. During
the course of the year, we did have routine discussions
around accounting issues and reporting matters. Not hing
out of the ordinary that would be required to be di scussed
and di scl osed here.

As | nentioned earlier, there were no
difficulties involved in performng the audit. W did
recei ve outstandi ng cooperation throughout the
organi zation. And during the year, our services consisted
of financial audit services; those were the only services
that we provided to the Departnent.

Also as we perforned the audit, we reviewed and
considered the internal control, the control structure of
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the organization as it existed in the year. And we
identified no situation that we believe is a materi al
weakness in the control environnent, as it operated in the
| ast fiscal year under audit.

Wth that, | would be happy to answer any
guestions you m ght have about the audit process.

MR. BOGANY: Ckay. Patrick, do you have any?

MR, GORDON: | don't have any questions about
the audit process, but | have questions in a mnute.

MR. BOGANY: Ckay. Neither do I. Ckay.

MR. GORDON: Can | ask a couple of questions on
the report?

MR SCOTT: Sure. | know the financial folks
are here, and they nmay have to help ne with the answers.

MR. GORDON: Ckay. Well, these are just kind
of general stuff. | was noticing in the financial
hi ghli ghts that our net assets decreased $18.5 mllion for
the fiscal year. And it |ooked |ike nost of that decline
was a result of an operating loss, primarily due to, it
| ooks |Iike there was an expl anation of the costs.

We had operating expenses that went up, as well
as interest expense. Was that the decline in the net
assets? |s that what caused the decline?

MR. SCOTT: Well, a big part of the decline was
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the decrease in fair value of investnents.

MR. GORDON: Ckay. So it is an unrealized.

MR. SCOIT: It is an unrealized. And you know,
because now you have to report all of your investnents at
fair value, you can have a very significant swing fromone
year to the next. And so that was a big part of that, a
big part of that change. And, David, or anyone else -- do
you have anything else that you want to add to that?

MR. GORDON: So basically it is because
interests rates are going up?

MR. SCOIT: Right.

MR, GORDON:  Ckay.

MR. SCOIT: Right.

MR. GORDON: Ckay. That was really ny only
guestion on that. | appreciate it. Very good.

MS. CARRI NGTON:  Thank you.

MR. SCOIT: Thank you very rmuch

MR. BOGANY: Thank you.

MR GAINES: Behind Tab 6© is the status of the
central database. And before | actually discuss the
status of the central database, | wanted to discuss the
status of the Central Database Steering Commttee.

As you may know, | have been the non-voting
chair of the Steering Commttee since October 2001, and
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the Commttee' s responsibilities have been [imted to
considerations relating to the central database.

Wth the database now in use as the
Departnent’'s systemof record for its housing prograns,
with the exception of the renaining nodules that we'll be
di scussing nonentarily, and considering there is other
inmportant | T projects under devel opnment, other IT projects
on the drawi ng board, we have -- there is a general
consensus that the conposition of the Conmittee, its
responsibilities, and its | eadership needs to be
revisited. There is a general consensus that the
Comm ttee should be replaced with an I T steering conmttee
t hat woul d enconpass consi deration of all of the
Department's I T needs, including IT devel opnent projects
in process, and those planned for devel opnent or
acquisition projects in the future.

MR. BOGANY: David, could you tell us what the
conposition of the Commttee is now?

MR. GAINES: Currently, | am serving as non-
voting Chair, which facilitates the process. And we have
chi ef of agency administration Bill Bowing [phonetic] and
director of portfolio nmanagenent and conpliance, Ruth
Cedilla. Brooke Boston, nmulti-famly, Eric Pike, single-
famly, Homer Cabello, office of colonias initiatives.
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Curtis Howe, while not on the Comrittee, is very active
and involved in providing guidance and advi ce.

Tom Gouris, Director of real estate anal ysis.
M chael Lydell, policy and public affairs, who generally
has desi gnated one of his key staff persons to
participate. | believe that mght be it.

MR. BOGANY: And what is your suggestion, and
why are you guys suggesting that they change the
conposition to IT? 1Is it because central database is IT,
pretty nuch?

MR. GAINES: Well, that |eadership has a direct
interest in central database and various nodules relating
to that database. And with the future IT projects
pl anned, there may be other people that nay need to be
i nvol ved, the director of comunity affairs.

We need participation on the Commttee that
focuses nore around the nature of projects, either in
process or planned. It needs to be senior |evel
managenent, because they are the ones that can cone to the
table with the priorities, how to best allocate resources.

Now, while all those |I nentioned were senior |evel, maybe
not all of them necessarily need to be at the table,
depending on the direction of the Departnent's IT
devel opnent projects and pl ans.
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MR. BOGANY: So are you wanting to expand it or
elimnate sone. Add sone?

MR GAINES: Right.

MR. BOGANY: | realize you want to add sone IT.

So are we going to expand or elimnate sone senior
managenent there?

MR. GAINES: | could certainly consider that,
M. Bogany. And this is really at the threshold. W just
began this discussion. | did want to bring it to you
all's attention, as those plans fully materialize. W can
bring those back to you.

A significant part of the discussion up to this
point has really related to nmy role on the Commttee.
There is a general consensus that it is really a
managenent function, and Internal Audit is certainly glad
to assist in any reasonable fashion. Maybe it is
sonet hi ng that managenent wants to nore fully assune, sone
of those roles and responsibilities.

That has been the general discussion. Having
said that, | have also | et key personnel know that we wl|l
continue to serve the Commttee, Internal Audit. But to
the extent we do, we would really like a reiteration of
roles, responsibilities in that respect. Again, we are at
the threshold of those discussions, and the Chair of the
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Board has brought this up

| really -- hats off to Ms. Anderson. W had
this discussion at the |ast steering comrittee in
Decenber, and agreed that is sonething we wanted to do,
and within a couple of weeks, as though Ms. Anderson had
been sitting there, sent ne an e-mail suggesting the sane
thing; that we needed to revisit.

And just revisit to confirm if nothing else,
what we are doing and why we are doing it. But again, a
fresh ook, and try to take a | ook at what we shoul d be
doi ng and where we should be going with that.

MR. BOGANY: Ckay.

MR. GAINES: Again, as those changes
materialize, I will report back to you with that. And
with those changes in mnd, | wasn't really currently

anticipating any further reporting to the Audit Commttee

on the status of the central database. | believe by the
time another status report is warranted, we will have

t hose decisions made, and we will bring those to you at
that tine.

MR. BOGANY: Ckay.

MR. GAINES: Now for this nonth's report on the
status of the central database. The summary plan status
report, the first portion of your materials, this
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highlights the tinme |ine and percent conpleted, central
dat abase projects that are currently planned or under
devel opnment, major m |l estones within those nodul es, and
the percent conplete for each nodul e and each mgj or

m | estone. The checks in the second |eft-hand colum are
how | conpl eted work, and the note icon in that colum
represents additional information that is provided
foll ow ng that page of the report.

You will note that since the report is
considerably less lengthy than it has been in the past,
and this is because nodul es and historical information
that are no | onger relevant on a forward basis have been
removed fromthe report. So conpl eted nodul es have been
renmoved, and the history relating to those nodul es have
been renoved fromthe status report.

| will just highlight sone of the nore
significant issues here. You will note that the first
line of the report is reported as conplete. This
represents various enhancenents to the contract nonitoring
and tracking systemthat was planned for and conpl eted
during fiscal year 2005.

This line item being reported as conpl eted,
and with the goal of being as concise as possible in the
future, we won't bring this back to you in the future.
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The program nonitoring nodule is the nodule that you see
there. This will provide portfolio managenent staff wth
a central database systemto track risk associated with
subrecipients that will allow for scheduling of nonitoring
review, and provide functionality relating to subrecipient
nmonitoring and single audit review process.

The pl anned rel ease date of this program
nmoni toring nodul e of Decenber 2005 previously reported to
you has been del ayed until My 2006. |1SD, or the
| nfformati on Systens Division, had to reassign one of its
devel oper resources to a higher priority project that
portfolio managenent requested relating to changes in
certain reporting requirenents to the IRS.

As this project is conpleted, | believe,
anticipated at the end of this nonth, that resource, that
devel oper will be reassigned back to the program
nmonitoring nodule. W also had delays resulting fromthe
real l ocation of IT resources to the Departnent's Hurricane
Katrina and Rita efforts.

And finally, the conposition of the business
team the users of this nodul e have changed. The
| eadership of that has changed. And this has required an
orientation and startup period, causing further delays on
t hat nodul e.
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Wth that nodule, or once that nodule is
delivered in May, the Information Systens Division wll
begin on the final conponent of the central database
project as we have it defined, which is reported on the
| ast two rows of your summary report. This is the nulti-
famly nodul e release two. You will note the |ine
i medi ately prior to that, rel ease one was deployed in
August 2005.

Rel ease two includes the functionality
originally intended for the application nodule, which at
one tinme was a separate line itemon your report. And
this nodul e had previously been reported to you as
begi nni ng work i n Septenber 2005 for the delay, for the
reasons | have just nentioned a nonent ago. That has been
del ayed.

In this case, the delay has caused m ssed
opportunities for the Information Systens Division to work
with the multi-famly staff in finalizing the nodule
specifications. And that was kind of a big mlestone that
we have been trying to get to.

Wth those m ssed opportunities, this report,
IS is planning on working with the business users after
conpl eti on of the program nodul e, which again is estinmated
in May. However, the business team nulti-famly business
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t eam has expressed concern that it is going to be able to
meet with I T staff at that tinme because of the awards
cycl e.

And for those reasons, the IT staff and the
mul ti-famly business users need to revisit this schedul e
and confirmthe plan, the target dates for conpletion.
Until those specifications can be confirned, and an
agreenent reached on the best tine period to do that,
these dates are a little bit in question.

MR. BOGANY: \What are your thoughts as far as
being able to achieve this in a tinely manner? | nean,
what is reasonable to believe that multi-famly -- because
if you talk to multi-famly, they are always busy. And we
still have to get this done.

And so, | amnore confortable giving a date,
and sayi ng you guys get together by this date and then
report versus leaving it open for themto get it when they
can.

MR. GAINES: | understand those concerns. O
course nobody knows multi-famly's priorities better than
they do. Historically, history would tend to indicate
that confirm ng these specifications is going to be
difficult until after the awards cycle. That period we
m ssed in the fall, presumably based on what | have
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understood up to this point, it is going to be the sane
period we are shooting for again, to do this. Now --

MR. BOGANY: So are you saying we should put
this in the closet until the awards cycle?

MR. GAINES: | amreluctant to say what
managenent should be doing with this, because again, they
know their priorities. They know what -- nmaybe this isn't
at the top of their list. And it is just real hard for
me, a real need for the server, to place too nuch
expect ati on.

It is really, what do the users need. The
nunber one question, do they need and want this nodul e?
| f they do, presunmably they will make the tinme to do the
wor k necessary to get there.

| amnot real sure if we have anyone with
multi-famly with us. The nost recent e-mails | have seen
have just indicated concerns whether they are going to be
able to neet during the May tine frame, which to nme neans
t hey probably will not be able to until |ate August or
early Septenber tinme frane.

MR. BOGANY: Ckay.

MR. GAINES. And so, as a reasonabl e target
date, we woul d say, hey, by the end of the fiscal year,
| et's have our specifications confirned. But again, |
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think that is something they really need to conme to the
table with, and tell us if that is reasonable or not.

MR. BOGANY: So we, as a board, are we out of
pl ace by requiring themto have this finished by the end
of the year? | guess ny thing is, that when you | eave it
open, | get toit when | get to it, then it will be on the
Iist next year again, about this same tine again.

MR GAINES: Right.

MR. BOGANY: And until you give sonebody
deadlines that say this is what | am hol ding you
accountable to, it is never going to get done. And
because multi-famly, since | have been on this board, has
been busy from January all the way through the end of the
year.

So | really don't ever see an opportunity for
them And if they are not interested in the nodule and
they don't think it will inprove the business practice,
then naybe we need to take it off the |ist and nove on.

MR GAINES: Yes, sir. And | don't think it is
necessarily unreasonable to say, by this tinme line let's
have it. | think it would be reasonabl e and prudent of
t he busi ness users to cone back to the table and say, if
that is the case, we will be glad to acconmpdate you, and
i f necessary, what do you want us to drop fromour |ist.
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You know, there may not -- you either adjust the cal endar,
or you adjust resources, or you adjust the functionality
of the system And so it is a three-sided triangle, where
sonmething has to give if you start forcing it.

MR. BOGANY: Ckay.

MR. GAINES: But | really believe, and what |
understand also, and if I amnot m staken, we are really
tal ki ng about a couple of weeks of the business users’
time. So maybe the last couple of weeks in August after
the tax cycle is reasonabl e.

MR. BOGANY: Ckay.

MR. GAINES: And before they start having to
gear up for the next QAP.

MR. BOGANY: Ckay. M. Carrington or Patrick,
do you think we are bei ng unreasonabl e about trying to get
sonme sort of deadline, or sone sort of goal to shoot for?

MR. GORDON: It has been ny experience that if
you don't try to set sonme kind of deadline goal, it is a
never noving target. W need to be sensitive to the work
at hand to get these progranms out as well. Was there very
much progress nmade | ast year?

MR. GAINES. Fromwhat | understand, |ast year
t he specifications were accunul ated fromworking with the
busi ness team They actually went through a confirmation
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process of those specifications. And then there was
during that confirmation process, sone additional things
sur faced.

And it is those additional things that need to
be confirnmed. AmI| pretty close, Curtis? Ckay. And so
in that respect, | think that is why we are dowmn to two
weeks rather than conpiling and confirmng all those
specifications. It is really the exception itens at this
point that we need to finalize.

And until that happens, it is difficult for the
I T teamto nove forward. So at this point, ITis fully
engaged t hrough the program nonitoring nodule, which is
the end of May.

So that does beg the question if I T Division
can stay productive during that interimperiod. And that
is sonething that we would need to just factor in to the
overall goals and plans. But | think that is sonething
that Curtis and the nulti-famly team need to work
t hr ough.

MR. BOGANY: Al right. 1Is it possible, and |
guess, Curtis, to get a deadline after you talk to multi-
famly and discuss it with them and get their input, by
next board neeting, that we will have an idea that this is
the deadline that we feel that we can neet our goals and
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at | east review the nodul e.

MR. GAINES: Yes, sir.

MR. BOGANY: Ckay. Al right. So we can at
| east get sone idea with sone input fromthem and then
next neeting, hopefully you will be able to say this is
t he deadl i ne, Septenber 15, or Septenber 30, we should be
able to put that to bed.

MR GAINES:. | think it is very reasonable
requesting a deadline for the deadline.

MR. BOGANY: Ckay. All right.

MR. GAINES: GCkay. Follow ng the sumary
schedule is a sunmary report of our outstanding issues,
and we are really down to one renaining issue that needs
to be resolved. This relates to standardi zi ng processes
for entering multi-fam |y data into the database. As
reported there, that is near conpletion.

We have a draft standard operating procedure.
| would just like to enphasize the inportance of quality
control over this data. W have spent a huge anount of
tinme cleaning up data fromthe | egacy systens. And so in
that respect, unless we have solid quality contro
processes going forward on data entry, we will be dealing
with those problens again in the future.

Following that is the status of funds report.
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And the only thing I really wanted to highlight here is
that we did have unexpended bal ances that were not used
for the database. On a forward basis, going forward,
finalizing devel opnent of the database is going to be
performed by Departnment staff. And the related expense
woul d be financed out of the Departnent's operating
budget, the I T operating budget.

And so accordingly, I amhighlighting this, and
bringing it to your attention. | don't see a |ot of value
in this report on a forward basis.

Any questions relating to the central database?

MR, BOGANY: No.

MR. GAINES: GCkay. Agenda item 6(d), behind
Tab 6(d). This is staff's prior audit issues. And the
report for you has 21 prior audit issues being reported.
Ten of these reported as inplenented, fully inplenented.
Ten are in the process of being inplemented and in the
process of resolution. And one is reported as partially
i npl enent, no further actions intended.

And you will note that the report has
| engt hened consi derably since the last tinme you saw it.
And this relates primarily to the addition of the HUD
monitoring visit that focused on the Departnent's
environmental nonitoring responsibilities. HUD had
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requested that the Departnent devel op and submt to HUD
for its approval procedures for an environnental

nmoni tori ng and enforcenent program The Depart nment
responded to HUD

This was reported to you, the nonitoring
report, at the June Conmttee neeting. And the Departnent
responded to HUD June 30 with a copy of its nonitoring and
enforcenent programor plan for HUD s revi ew and approval .

And since that tinme, HUD has requested clarifications and
el aborations on the manual .

The Departnent has worked with HUD since that
tinme. The 1/31 target date you see in front of you is the
current date that the revised manual will be submtted to
HUD for approval. So that is the target date for getting
it back on their desk at this point.

There are two additional itens that are in the
process of resolution, with the remaining i ssues being
reported as inplenented. And that is really all | had
pl anned, unless you would like to discuss further those
issues. Both of those are target dates for conpletion are
in the near future; | believe the |atest one is in May.

MR. BOGANY: Ckay.

MR. GAINES: So as these are reported as fully
i npl enented, in this case ten of the 21 are, they wll be
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removed from future reports.

The final agenda item behind Tab 6(e), status
of internal external audits. The first row reference the
Deloitte and Touche audit work that was di scussed earlier
this morning. W have KPMG s audit of the state's --
federal single audit of the state, which considers al
federal funds of the state. The auditors, KPMG
consi dered the HOVE program the Section 8 program and
the Departnent’'s LIHEAP programduring this year's review,
and have done audit work on each of those prograns.

The report that includes the results of al
state agencies is usually released in the February March
time frane. And KPMG at this point has identified three
findings at the Departnent, which is not too bad,
considering historical standards, historical history of
findings issue. At the tine that report is issued, that
will of course be brought to you, and we will discuss
t hose i ssues.

The next section relates to internal audits,
and if you wll note under subrecipient nonitoring, we had
three projects underway. And we expect to begin the
portfolio managenent and conpliance onsite nonitoring
project by the end of the nonth. So we will have nore
audits going than auditors, which is a good thing, because
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oftentimes, you are in a wait node, and you can nove back
and forth.

Next is the -- you will notice that the
Homeowners Recovery Trust Fund, this is an audit that was
requested by the director at the Manufactured Housi ng
Division. Colleen, our newest team nenber, began that
audit | ast week.

The remai nder of the projects are either
ongoi ng projects, or are planned for later in the year.
And | will be glad to discuss anything relating to this
itemor otherw se. Any questions?

(No response.)

MR. GAINES: GCkay. Well, thank you very mnuch.

MR. BOGANY: Thank you. Thank you, David.
Great job. The staff's doing a great job. You guys have
really -- seemto have cone a |long way since | have been
on the Board. It seens |like progress is being nade.

MR. GAINES: Yes, sir. Thank you.

MR. BOGANY: W are going to go into executive
session. On this day, January 18, 2006, the Audit
Comm ttee neeting of the Governing Board of the Texas
Depart ment of Housing and Community Affairs held in
Austin, the Audit Commttee adjourns to go into a cl osed
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executive session as evidenced by the followi ng. The
Audit Commttee wll begin its executive session today,
January 18, 2006 at 9:15.

The subject of this nmatter, of this Audit
Conmittee executive session deliberation is as follows:
the Board nmay go to an executive session and close this
nmeeting to the public on any agenda if appropriate and
aut hori zed by the Open Meetings Act of Texas Gover nnent
Code Chapter 551. The Board nay go into executive session
pursuant to the Texas Governnent Code 551.074 for the
pur pose of discussing personnel matters, including to
del i berate the appoi ntnent, enpl oynent, eval uati on,
reassi gnment, duties, discipline or dismssal of a public
of ficer or enployee, or hear a conplaint or a charge
agai nst the officer or an enpl oyee of TDHCA

Texas Departnent Code of Performance,
Eval uation or for internal audit, David Gaines. And we
woul d be -- the Audit Conmttee has conpleted. W will go
into executive session.

(Wher eupon, the Conmttee adjourned to
Executive Session.)

MR. BOGANY: It is 10:00 a.m | hereby certify
that this agenda of the executive session of the Audit
Comm ttee of the Governing Board of the Texas Depart nent
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of Housing and Community Affairs was properly authorized,
pursuant to the Texas Governnent Code. The agenda was
posted at the Secretary of State office seven days prior
to the neeting, pursuant to Texas Governnent Code 551. 044,
that all nmenbers of the Audit Conmittee was present with
t he exception of Norberto Sali nas.

And that is a true and correct record of
proceedi ngs, pursuant to the Texas Open Meetings Act,
Chapter 551, Texas CGovernnent Code. Ckay. W are going
to be calling the Audit Commttee neeting back in order.
Qur absent nenber, Norberto Salinas, is back. dad to
have you back

MR. SALI NAS: Thank you.

MR. BOGANY: We had an eval uation of our state
audit, David Gaines. W did recormend a pay increase for
M. Gaines pursuant at the increase on his evaluation --
whatever is stated on his evaluation. Any comments?

MR. GORDON: No. | think that the eval uation
also is the evaluation that we discussed, and that is the
written evaluation required by the rules.

MR. BOGANY: And it has been passed on to the
Executive Director. At this point, we need to get a
nmotion fromthe floor to approve --

MR, GORDON: | have a notion to approve the
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eval uation as well as the pay increase as stated therein.

MR. SALINAS: No, sir.

MR GORDON: | will second it, if it is okay.

MR. BOGANY: We have got a notion on the floor.

It has been seconded. All those in favor, will you say

aye.

(A chorus of ayes.)

MR. BOGANY: At this point in tinme, | would
like to end the Audit Comm ttee neeting.

MR. GORDON: Mdtion to adjourn.

MR SALI NAS: Second.

MR. BOGANY: All those in favor.

(A chorus of ayes.)

MR. BOGANY: Thank you.

(Wher eupon the hearing was adj ourned.)
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