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Executive Summary

he information contained in the financial

statements of Texas’ 1994 Comprehensive
Annual Financial Report (CAFR) is presented
fairly and can be relied upon to evaluate the State’s
financial condition. At the end of fiscal year 1994,
Texas reported the following for its primary
government funds:

+ Total assets increased by 9.6% to over $105
billion. Liabilities totaled $29.2 billion and
fund balance and retained earnings grew by
9.5% to $76.1 billion.

» Texas received $33.9 billion in total revenues
and expended $33.1 billion. This represents
increases of 7% and 8%, respectively.

+ Texas administered 647 federal financial
assistance programs with expenditures
exceeding $15.4 billion.

« The State had 276 bond issues outstanding
totaling $10 billion. Bonds payable increased
by approximately 10% during the fiscal year.

Most of the agencies and universities we visited
have controls in place to protect the State's
resources and to help ensure compliance with bond

Findings Distribution
By Issue Category

Other Issues
4.07%)

EDP Issues

~ M3 control Envionment

ﬂ'm( (4.88%)

- (17.89%)
gy  Other Infemal Confrols

61.79%)
Federal Compliance

Source: “Summary Usting Of Al lssues,” 1994 Financial And Compliance Audit Results

Figure 1

Over 61% of the 123 recommendations made to management relate to the
Odmm‘lstroﬁon of federal programs. The costs associated with the federal
compliance work will be reimbursed by the Federal Government.
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and federal requirements. 'I‘hé-following issues,
however, need to be addressed. -

Four Agencies Have Material Internal
Control Weaknesses

A material weakness exists in the control
environment over the Block Grants for Prevention
and Treatment of Substance Abuse (CFDA
93.959) at the Texas Commission on Alcohol
and Drug Abuse. The administrative controls
over contract monitoring and rate setting do not
provide reasonable assurance that federal funds are
spent in accordance with applicable laws and
regulations. In fiscal year 1994, this program
represented 81% of the Commission’s $89.9
million in federal assistance.

The type and number of problems identified at
the Department on Aging indicate a material
weakness in the control environment over the
accounting function. Important controls such as
adequate supervision, clearly defined
responsibilities, segregation of duties, and
reconciliations between information systems are
not defined or practiced. In addition, accounting
system policies and procedures are not
documented.

The Department administers 11 federal programs
with annual expenditures exceeding $58.4 million
or 4% of the State’s total federal financial
assistance. A control environment weakness can
reduce the effectiveness of management's decision-
making process.

A material weakness exists in the control
environment over the Donation of Federal Surplus
Personal Property Program (CFDA 39.003) at the
General Services Commission. The number and
complexity of problems identified, ineffective
communication of policies and procedures, and a
net loss in operations may indicate that the $34
million program (valued at original acquisition
cost) may not be able to continue operations. In
addition, the Commission does not have adequate
controls to ensure inventory received under the
program is properly accounted for and stored.
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Key Terms

Material Weakness relates to operations as a whole and results when a lack
of procedures exists which could allow large errors or illegal acts to occur
and not be detected during the normal course of operations.

Material Noncompliance results when errors are found indicating that at
least 5% of the federal program expenditures were not spent properly or that
5% of the federal assets administered were not used or reported properly.
(The 5% criteria is a general guideline. Other factors may be considered in
making this determination.)

Control Environment reflects the attitude, awareness, and actions of
management concerning the importance of controls within the organization.

The Texas Departmment of Human Services does
not provide sufficient oversight of commercial
distributors in the Food Distribution Program
(CFDA 10.550). Because of this material
weakness, the operating environment will not
readily prevent or detect errors, fraud, and material
noncompliance with federal laws and regulations.
The Department is responsible for receiving,
allocating, and distributing commodities vatued at
approximately $65 million to eligible recipient
agencies. This program accounted for 1.3% of the
Department’s total federal funds administered
during fiscal year 1994,

Federal Funds At Risk

% Of Expenditures Affected By
Material Weaknesses/Noncompliance

(95.30%)
Total 1994 Federal Expenditures: $15.4 billion

(1.38%) Material Weaknesses
B.32%)  Material Noncompliance

Figure 2

Ma’rericl wegkneses and material noncompliance with federal regulations
.noreqseﬁ\e_ risk fhct program objeciives will not be met. The risk that large errors
and intentional improprieties will occur and not be quickly detected is also

increased.
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Three Agencies Had Instances Of
Material Noncompliance  With
Federal Reguiations

The Department of Protective and Regulatory
Services is in material noncompliance with the
federal eligibility and allowable cost
requirements for the Child Welfare Services
(CFDA 93.645) Program. Twenty-two percent of
clients tested received services without sufficient
eligibility documentation. The De¢partment
expended $21.9 million on Child Welfare Services
in fiscal year 1994,

The General Services Commission did not
ensure only eligible donees participated in the
Donation of Federal Surplus Property Program
(CFDA 39.003). Fifty-eight percent of the donees
tested were ineligible to receive property. This
resulted in questioned costs of $669,000 (valued at
original acquisition cost). In addition, the
Commission does not properly monitor property
items to ensure they are used in accordance with
federal regulations. The Commission received

| approximately $34 million of federal property

from this program valued at original acquisition
Cost.

The Department of Human Services is in
material noncompliance with special provisions
of the Job Opportunities and Basic Skills Training
(JOBS) Program (CFDA 93.561). Thirty-three
percent of the case files tested did not contain
documentation that the Aid to Families with
Dependent Children (CFDA 93.560) clients were
informed of their rights to JOBS services and
responsibility to participate in the program.
Special provisions are important because
noncompliance could increase the risk that the
objectives of the program are not realized and
could result in the loss of program funding. JOBS
expenditures at the Department of Human Services
exceeded $40 million in fiscal year 1994.

The State’s Financial
Process Can Be improved

Reporting

The Uniform Statewide Accounting System
(USAS) could be more effective if an automated
reporting function was implemented to prepare
the State’s annual financial report. Currently, the
State compiles its financial statements once a year

MAY 1995
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through an extensive, mostly manual,
consolidation process. The data is obtained from
approximately 300 state agency and university
financial reports and from analysis of information
in USAS.

In addition, the Comptroller of Public Accounts
should improve the effectiveness of the Financial
Reporting Section’s quality control function to
ensure that errors in draft versions of the
Comprehensive Annual Financial Report (CAFR)
are detected and corrected prior to review by the
State Auditor’s Office.

Statewide Cash Reconciliation
Process Needs To Be Improved

The Comptroller of Public Accounts and the
State Treasury need to improve the cash
reconciliation process between the Uniform
Statewide Accounting System (USAS) and the
Treasury’s cash accounting system. With the
implementation of USAS in fiscal year 1994, the
old reconciliation method proved ineffective since
the new system requires a higher level of
sophistication in the reconciliation process. This
improved process had not been perfected when
USAS became the State’s primary accounting
system. As aresult, the Comptroller and Treasury
had continuing difficulties with the reconciliation
process during fiscal year 1994.

An effective reconciliation system provides
monitoring and control to ensure the accuracy of
the State’s cash records, including individual
agency accounting records. The lack of an
effective reconciliation process increases the risk
that errors and irregularities will not be detected in
a timely manner by management.

Summary Of Audit Objective And
Scope

The objectives of the Statewide Audit were to:

*  Determine whether the financial statements
of the State present fairly the financial
position, results of operations, and cash
flows in accordance with generally accepted
accounting principle.

EXECUTIVE SUMMARY
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+  Fulfill the audit requirements of the Single
Audit Act (Federal Compliance).

« Determine compliance ‘with significant
bond covenants. ‘ '

» Issue management letters on reportable
conditions. '

We performed the following procedures:

»  We gained an understanding of the overall
control environment and the financiat
controls over the significant statewide and
bond-related accounts. We also gained an
understanding of administrative controls
relevant to the federal programs examined.

 We tested accounts significant to the
statewide financial statements. We also
performed procedures to determine whether
information reported in the general purpose
financial statements was consolidated
properly.

e We determined compliance with federal
program requirements in accordance with
Office of Management and Budget Circular
(OMB) A-128. We audited 44 federal
programs comprising 91.5% of the total
federal assistance received during the year.

»  We determined compliance with significant
bond covenants for all of the State’s 276
bond issues. We also determined that the
information presented in the
supplementary bond schedules is presented
fairly.

+ We followed up on prior audit issues.

Summary Of
Responses

Managements’

Management of the agencies and universities
mentioned in the “Detailed Findings” section of
this report generally concur with the findings and
recommendations. They have included corrective
action plans for implementing many of the
recommendations.

PAGE 3
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February 17, 1995

Auditor's Report On Internal Controls

The Honorable George W. Bush, Govemor
and

Members of Texas State Legislature

State of Texas

Ladies and Gentlemen:

We have audited the general purpose financial statements of the State of Texas as of and for the year ended
August 31, 1994, and have issued our report thereon dated February 17, 1995. We have also audited the State's
compliance with requirements applicable to major federal financial assistance programs and have issued our
report thereon dated February 17, 1995.

We do not express an opinion:

o onthe effectiveness of the design and operation of internal control structure policies and procedures
that we considered relevant to preventing or detecting material noncompliance with federal financial
assistance program requirements because our procedures were less in scope than would be necessary
to render such an opinion.

With respect to the items tested, we found:

e material weaknesses in certain elements of the internal control structure at the Texas Department
of Human Services, Texas Department on Aging, Texas Commission on Alcohol and Drug Abuse,
and General Services Commission; and

e material noncompliance with federal laws and regulations for various programs at the Texas
Department of Protective and Regulatory Services, Texas Department of Human Services, and

General Services Commission.

Each of these conclusions is discussed in more detail below. This report also discusses the scope of our audit.

AUDITOR’S REPORT ON INTERNAL CONTROLS
MAY 1995 1994 FINANCIAL AND COMPLIANCE AUDIT RESULTS PAGE 4



Overview

We noted certain matters involving the internal control structure and its operation that we
consider to be reportable conditions' under standards established by the American Institute of
Certified Public Accountants. Our consideration of the internal control structure policies and
procedures would not necessarily disclose all matters in the internal control structure that might
be reportable conditions and, accordingly, would not necessarily disclose all reportable
conditions that are also considered to be material weaknesses.?

We considered the conditions described below, involving the internal control structure and its
operation, to be material weaknesses. The detailed findings relating to these reportable
conditions are included in the "Detailed Findings with Management's Responses” and the
"Schedule of Findings and Questioned Costs" sections of the 1994 Financial And Compliance
Audit Results report dated May 1, 1995. These conditions were considered in determining the
nature, timing, and extent of the procedures to be performed in our audit of the State's general
purpose financial statements for the year ended August 31, 1994.

Material Weaknesses Relating To Internal Controls
Over The General Purpose Financial Statements

Our audit disclosed material weaknesses in certain elements of the internal control structure
affecting the general purpose financial statements at:

o Texas Department on Aging
» Texas Commission on Alcohol and Drug Abuse

Although these weaknesses are material to the internal control structure of individual agencies,
they are not material to the State of Texas as a whole.

Material Weaknesses Relating To Internal Controls
Over Federal Financial Assistance Programs

We noted material weaknesses in certain elements of the internal control structure used in
administering federal financial assistance programs at:

1  Reportable conditions involve matters coming to our attention relating to significant deficiencies in the design or operation of
the internal control structure that, in our judgment, could adversely affect the State's ability to:
(1) record, process, summarize, and report financial data consistent with the assertions of management in the general

purpose financial statements, or

(2) administer federal financial assistance programs in accordance with applicable laws and regulations.

2 Material weaknesses are reportable conditions in which the design or operation of one or more of the internal control structure
elements does not reduce to a relatively low level the risk that errors in amounts that would be material in relation to:
(1) the general purpose financial statements being audited, or
(2) afederal financial assistance program
may occur and not be detected by management within a timely period in the normal course of operations.

PAGE 5

~ AUDITOR'S REPORT ON INTERNAL CONTROLS
1994 FINANCIAL AND COMPLIANCE AUDIT RESULTS MAY 1995



MAY 1995

* Texas Department of Human Services '
¢ General Services Commission '
» Texas Commission on Alcohol and Drug Abuse

Although these weaknesses are material to the individual federal programs, they are not material
to the State of Texas as a whole.

During the 1993 financial and compliance audit, we identified a material weakness in the control
environment of the Student Financial Aid Office at Texas Southern University. In order to
allow the University sufficient time to eliminate the material weakness, we performed limited
follow-up procedures during the 1994 audit. Although progress has been made in implementing
corrective measures, a full review will be performed in fiscal year 1995 to determine the status
of the material weakness.

Material 'Noncompliance With Federal Laws And Regulations

Our audit identified material noncompliance with federal laws and regulations for the following
programs:

o Child Welfare Services program (CFDA 93.645) at the Texas Department of Protective
and Regulatory Services

o Job Opportunities and Basic Skills Training program (CFDA 93.561) at the Texas
Department of Human Services

¢ Donation of Federal Surplus Personal Property program (CFDA 39.003) at the General
Services Commission

The circumstances surrounding these instances of material noncompliance are more fully
described in the “Auditor’s Report On Compliance” dated February 17, 1995, and in the
“Detailed Findings With Managements’ Responses” section of the 1994 Financial And
Compliance Audit Results report.

Other Internal Control Issues

We identified other matters involving the internal control structure and its operation that have
been included in the 1994 Financial And Compliance Audit Results report as well as the
management letters issued to the individual agencies and universities. These reports are
available upon request through the State Auditor's Office.

Methodology

In planning and performing our audit for the year ended August 31, 1994, we considered the
State's internal control structure in order to determine our auditing procedures for the purpose

AUDITOR'S REPORT ON INTERNAL CONTROLS
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(OMB) Circular A-128.

of expressing our opinion on the State's general purpose financial statements and on its
compliance with requirements applicable to major federal financial assistance programs, and
to report on the internal control structure in accordance with Office of Management and Budget

We did not audit the following entities which are component units of the State for financial
reporting purposes. These entities were audited by other auditors:

Entities Reviewed by Other Auditors

Scope of Work Performed

Texas Guaranteed Student Loan Corporation

An audit was conducted under the provisions of
OMB Circular A-133 and regulations issued by the
U.S. Department of Education for the period ending
9/30/94.

Texas Turnpike Authority

An audit of its general purpose financial statements
was conducted for the year ended 12/31/93.

Texas A&M University System Research
Foundation

An audit was conducted under the provisions of
OMB Circular A-133 for the period ended 8/31/94.

Texas A&M University Development Foundation
(Corporation and Trust)

An audit of its general purpose financial statements
was conducted for the years ended 12/31/93 and
12/31/94.

Texas Lottery Commission

An audit of its general purpose financial statements
was conducted for the years ended 8/31/93 and
8/31/94.

Texas Local Government Investment Pool

An audit of its general purpose financial statements
was conducted for the year ended 8/31/94.

Texas Department of Housing and Community
Affairs

An audit was conducted under the provisions of
OMB Circular A-128 for the period ended 8/31/94.

Texas Department of Housing and Community
Affairs - Revenue Bond Enterprise Fund

An audit of its general purpose financial statements
was conducted for the years ended 8/31/93 and
8/31/94.

Texas Workers' Compensation Insurance Fund

An audit of its general purpose financial statements
was conducted for the years ended 12/31/92 and
12/31/93.

Texas Workers’ Compensation Insurance Facility

An audit of its general purpose financial statements
was conducted for the years ended 12/31/92 and
12/31/93.

Life, Accident, Health and Hospital Service
Insurance Guaranty Association

An audit of its general purpose financial statements
was conducted for the year ended 12/31/93.

Texas Title Insurance Guaranty Association

v

An audit of its general purpose financial statements
was conducted for the year ended 12/31/93.

AUDITOR’S REPORT ON INTERNAL CONTROLS
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Entities Reviewed by Other Auditors Scope of Work Performed -

Surplus Lines Stamping Office of Texas An audit of its general purpose financial statements

was conducted for the year ended 12/3193.

MAY 1995

This report, insofar as it relates to these entities, is based solely on the reports of the other
auditors. The management letters for the Employees Retirement System, the Teacher
Retirement System, and the Fire Fighters’ Pension Commission will be issued separately from
this report.

For the purpose of this report, we have classified the significant internal control structure
policies and procedures used in administering federal financial assistance programs in the
following categories:

Internal Accounting Controls

» Control environment « Financial reporting
+ Cash balances * Inventories
« Cash disbursements/ « Fixed assets
accounts payable « Journal vouchers
« Cash receipts/receivables « Payroll/personnel
+ Debt/bonds payable * Due to/due from other funds
« Investments

General Compliance Controls

« Political activity » Federal financial reports

« Davis-Bacon Act » Allowable costs/cost principles
« Civil rights » Drug-free workplace

 Cash management + Administrative requirements

* Relocation assistance/property acquisition

Specific Compliance Controls

» Types of services + Reporting

« Eligibility * Special requirements

 Matching, level of effort * Monitoring subrecipients
and/or earmarking

Claims for Advances and Reimbursements
Amounts Claimed or Used for Matching

For all of the internal control structure categories listed above, we obtained an understanding
of the design of relevant policies and procedures at the state entities documented in the statewide
audit plan and determined whether they have been placed in operation. We also assessed control
risk.

AUDITOR’S REPORT ON INTERNAL CONTROLS
1994 FINANCIAL AND COMPLIANCE AUDIT RESULTS PAGE 8
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Scope For Mdajor Federal Programs

A summary of the state entities where we examined major federal programs is presented in the
"Schedule of Major Federal Programs Examined" section of the 1994 Financial And
Compliance Audit Results report. The programs and entities examined by other auditors are
not included on this Schedule.

Major federal programs are defined for the State as federal financial assistance programs with
annual expenditures exceeding $20 million. During the year ended August 31, 1994, the State
expended 92 percent of its federal financial assistance under major federal financial assistance
programs. All of the major federal financial assistance programs received audit coverage
except for the Cancer Treatment Research (CFDA 93.395); Heart and Vascular Research
(CFDA 93.837); and Special Education - Preschool Grants (CFDA 84.173) programs. This
resulted in 91.5 percent audit coverage of federal financial assistance program expenditures.
Because of the decentralized administration of major Student Financial Assistance (SFA)
programs presented in the Schedule, these programs were audited in accordance with our risk
assessment. Our procedures during the current year covered 23.3 percent of SFA major
program expenditures.

We performed tests of controls, as required by OMB Circular A-128, to evaluate the
effectiveness of the design and operation of internal control structure policies and procedures
that we considered relevant to preventing or detecting material noncompliance with specific
requirements, general requirements, and requirements governing claims for advances and
reimbursements and amounts claimed or used for matching that are applicable to the State's
major federal financial assistance programs audited. Our procedures were less in scope than
would be necessary to render an opinion on these internal control structure policies and
procedures. Accordingly, we do not express such an opinion.

Scope For Nonmaijor Federal Programs

Because of the large number of nonmajor programs and the decentralized administration of
these programs, we obtained an understanding of the internal control structure policies and
procedures relevant to nonmajor programs on a cyclical basis and determined that the policies
and procedures were in place. Because of conditions noted in prior audits, we applied the
procedures described in the preceding paragraph to the Donation of Federal Surplus Personal
Property program (CFDA 39.003). Our procedures during the current year covered 18.7
percent of the nonmajor program expenditures administered by the State as a whole. Nonmajor
program expenditures represent eight percent of the total federal assistance received by the
State.

Responsibilities

Management at the individual state entity level is responsible for establishing and maintaining
an internal control structure. In fulfilling that responsibility, estimates and judgments made by
management are required to assess the expected benefits and related costs of internal control
structure policies and procedures.

AUDITOR’S REPORT ON INTERNAL CONTROLS
1994 FINANCIAL AND COMPLIANCE AUDIT RESULTS MAY 1995



The objectives of an internal control structure are to provide management with reasonabie, but
not absolute, assurance that: .

*  Assets are safeguarded against loss from unauthorized use or disposition.

e Transactions are executed in accordance with management's authorization and recorded
properly to permit the preparation of general purpose financial statements in accordance
with generally accepted accounting principles.

o  Federal financial assistance programs are managed in compliance with applicable laws and
regulations.

Because of inherent limitations in any internal control structure, errors, irregularities, or
instances of noncompliance may nevertheless occur and not be detected. Also, projection of any
evaluation of the structure to future periods is subject to the risk that procedures may become
inadequate because of changes in conditions or that the effectiveness of the design and operation
of policies and procedures may deteriorate.

We conducted our audits in accordance with generally accepted auditing standards; Government
Auditing Standards, issued by the Comptroller General of the United States; and Office of
Management and Budget (OMB) Circular A-128, Audits of State and Local Governments.
Those standards and OMB Circular A-128 require that we plan and perform the audit to obtain
reasonable assurance about whether the general purpose financial statements are free of material
misstatement and about whether the State of Texas complied with laws and regulations,
noncompliance with which would be material to a major federal financial assistance program.

This report is intended for the use of the Governor, the Legislature, and management. However, this report is
a matter of public record and its distribution is not limited.

Sincerely,

o T G-

Lawrence F. Alwin, CPA

State Auditor

MAY 1995
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February 17, 1995

Auditor's Report on Compliance

The Honorable George W. Bush, Governor
and

Members of the Legislature

State of Texas

Ladies and Gentlemen:

We have audited the general purpose financial statements of the State of Texas as of and for the year ended
August 31, 1994, and have issued our report thereon dated February 17, 1995. We also audited the State's
compliance with certain requirements applicable to its major federal financial assistance programs as identified
in the Schedule of Federal Financial Assistance and as required by the Office of Management and Budget (OMB)
Circular A-128, Audits of State and Local Governments.

In our opinion:

» except for those instances of noncompliance referred to below under "Opinion on Compliance With
Specific Requirements Relating to Major Federal Programs,” the State of Texas complied, in all material
respects, with the specific requirements we tested applicable to each of its major federal financial
assistance programs.

With respect to the items tested, we found:

* no material noncompliance with the selected general requirements applicable to federal financial
assistance programs;

» material noncompliance with certai i
programs described below under "Comphance Wlth Reqmrements Apphcable to Nonma_]or Fedcral
Financial Assistance”;

» nomaterial noncompliance with the selected provisions of applicable laws and regulations tested relating
to the general purpose financial statements.

With respect to the items not tested:

* nothing came to our attention that caused us to believe that the State had not complied, in all material
respects, with the above provisions.

Each of these conclusions is discussed in more detail below. This report also discusses the scope of our audit.

AUDITOR’S REPORT ON COMPLIANCE
MAY 1995 1994 FINANCIAL AND COMPLIANCE AUDIT RESULTS PAGE 11
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Opinion On Compliance With Specific Requirements Relating To
Major Federal Programs

We have audited the State's compliance with the following requirements that are applicable to
its major federal financial assistance programs:

allowability of services « eligibility

o matching, level of effort and/or earmarking < reporting
¢ monitoring subrecipients * special requirements
¢ claims for advances and reimbursements ¢ matching

These programs are identified in the Schedule of Federal Financial Assistance and in the
"Schedule of Major Federal Programs Examined” section of the 1994 Financial And
Compliance Audit Results report.

We noted various instances of material noncompliance which are summarized below. The
detailed findings along with managements' responses are described in the "Detailed Findings
With Managements’ Responses” section of the 1994 Financial And Compliance Audit Results
report. Material instances of noncompliance consist of failures to follow requirements that
caused us to conclude that the misstatements resulting from those failures are material to the
following major federal programs:

o The Child Welfare Services program (CFDA 93.645), administered by the Texas
Department of Protective and Regulatory Services, had material noncompliance in the area
of providing services to eligible clients.

o TheJob Opportunities and Basic Skills Training program (CFDA 93.561), administered
by the Texas Department of Human Services, had material noncompliance in the area of
informing applicable clients of their rights and responsibilities under the program.

The results of our audit procedures also disclosed instances of noncompliance that, while not
material, were considered significant. These instances of noncompliance are described in the
accompanying “Schedule of Findings and Questioned Costs" and the "Detailed Findings With
Managements' Responses” sections of the 1994 Financial And Compliance Audit Results
report. In addition, instances of insignificant noncompliance were communicated to the federal
grantors separately. We considered these instances of noncompliance in forming our opinion
on compliance, which is expressed in the following paragraph.

In our opinion, except for those instances of noncompliance referred to above, the State of

* Texas complied, in all material respects, with the requirements governing types of services

allowed or unallowed; eligibility; matching, level of effort, andlor earmarking; reporting;
special requirements; claims for advances and reimbursements; amounts claimed or used for
matching,; and monitoring subrecipients that are applicable to each of its major federal
financial assistance programs for the year ended August 31, 1994.

AUDITOR'’S REPORT ON COMPLIANCE
1994 FINANCIAL AND COMPLIANCE AUDIT RESULTS MAY 1995
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Compliance With General Requirements Applicable
To Federal Financial Assistance Programs

We performed procedures to test the State's compliance with the following general requirements
applicable to its federal financial assistance programs, which are identified in the "Schedule of
Federal Financial Assistance” of the Comprehensive Annual Financial Report (CAFR), for the
year ended August 31, 1994:

e political activity » Davis-Bacon Act

« civil rights » cash management

« federal financial reports + allowable costs

¢ drug-free workplace  administrative requirements

Our procedures were limited to the significant procedures described in the Office of
Management and Budget's (OMB) Compliance Supplement for Single Audits of State and
Local Governments. Our procedures were substantially less in scope than an audit, the
objective of which is the expression of an opinion on the State's compliance with the
requirements listed in the preceding paragraph. Accordingly, we do not express such an
opinion.

With respect to our tests of compliance with general requirements applicable to federal
financial assistance programs, the results of our procedures disclosed no material instances
of noncompliance with the requirements listed in this report. With respect to items not tested,
nothing came to our attention that caused us to believe that the State of Texas had not
complied, in all material respects, with those requirements. However, the results of our
procedures disclosed instances of noncompliance that, while not material, were considered
significant. These instances of noncompliance are described in the accompanying "Schedule
of Findings and Questioned Costs" and the "Detailed Findings with Managements'
Responses” sections of the 1994 Financial and Compliance Audit Results. In addition,
instances of insignificant noncompliance were communicated to the federal grantors
separately.

Compliance With Requirements Applicable To
Nonmajor Federal Financial Assistance Programs

In connection with our audit of the general purpose financial statements of the State of Texas
and with our consideration of the State's control structure used to administer federal financial
assistance programs, as required by OMB Circular A-128, Audits of State and Local
Governments, we performed selected procedures applicable to certain nonmajor federal
financial assistance programs for the year ended August 31, 1994.

We gained an understanding of the internal control structure policies and procedures and
determined that the policies and procedures were in place. We also tested the Federal Work
Study program (CFDA 84.033) at The University of Texas at Austin for allowable costs and
the Donation of Federal Surplus Personal Property program (CFDA 39.003) at the General
Services Commission for compliance with general and specific requirements. As required by
OMB Circular A-128, we have performed auditing procedures to determine compliance with
the requirements governing subrecipient monitoring that are applicable to the nonmajor
transactions tested. Our procedures were substantially less in scope than an audit, the objective

AUDITOR'S REPORT ON COMPLIANCE :
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of which is the expression of an opinion on the State's compliance with these requirements.
Accordingly, we do not express such an opinion.

Material instances of noncompliance consist of failures to follow the requirements that caused
us to conclude that the misstatements resulting from those failures are material to the following
nonmajor federal program:

o The Donation of Federal Surplus Personal Property program (CFDA 39.003),
administered by the General Services Commission had material noncompliance in the areas

of property usage and eligibility.

We considered these material instances of noncompliance in forming our opinion on whether
the State of Texas' 1994 general purpose financial statements are presented fairly, in all material
respects, in conformity with generally accepted accounting principles, and this report does not
affect our report dated February 17, 1995, on those financial statements.

Except as described above, the results of our procedures to determine compliance indicate
that, with respect to the items tested, the State of Texas complied, in all material respects,
with the requirements applicable to nonmajor federal financial assistance transactions. With
respect to items not tested, nothing came to our attention that caused us to believe that the
State had not complied, in all material respects, with those requirements. However, the
results of our procedures disclosed instances of noncompliance that, while not material, were
considered significant. These instances of noncompliance are described in the
accompanying "Schedule of Findings and Questioned Costs” and the "Detailed Findings with
Managements’ Responses” sections of the 1994 Financial and Compliance Audit Results
report. In addition, instances of insignificant noncompliance were communicated to the
federal grantors separately.

Compliance With Laws, Regulations, And Requirements Relating
To the General Purpose Financial Statements

As part of obtaining reasonable assurance about whether the general purpose financial
statements are free of material misstatement, we performed tests of the State's compliance with
certain provisions of laws, regulations, contracts, and grants. However, the objective of the
audit was not to provide an opinion on overall compliance with such provisions. Accordingly,
we do not express such an opinion.

The results of our tests of compliance with laws and regulations material to the general
purpose financial statements indicate that, with respect to the items tested, the State
complied, in all material respects, with laws, regulations, contracts, and grants applicable
to the State of Texas. With respect to items not tested, nothing came to our attention that
caused us to believe that the State had not complied, in all material respects, with those
provisions.

Material Weaknesses Relating To internal Controls

As disclosed in the “Auditor’s Report On Internal Controls” dated February 17, 1995, our audit
identified material weaknesses in certain elements of the internal control structure at; ‘

AUDITOR’S REPORT ON COMPUANCE
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. Texas Department on Aging

. Texas Commission on Alcohol and Drug Abuse
. Texas Department of Human Services
. General Services Commission

Although these weaknesses are material to the internal control structure of individual agencies,
they are not material to the State of Texas as a whole.

Responsibilities And Methodology

Management at each individual entity is responsible for compliance with the specific
requirements listed above in the first paragraph under "Opinion On Compliance With Specific
Requirements Relating To Major Federal Programs.” In addition, management at the individual
state entity is responsible for compliance with laws, regulations, contracts, and grants applicable
to the general purpose financial statements of the State of Texas.

We conducted our audit in accordance with generally accepted auditing standards and
Government Auditing Standards issued by the Comptroller General of the United States, and
Office of Management and Budget (OMB) Circular A-128, Audits of State and Local
Governments. Those standards and OMB Circular A-128 require that we plan and perform
the audit to obtain reasonable assurance about whether the general purpose financial statements
are free of material misstatement and about whether material noncompliance with the
requirements referred to above occurred.  An audit includes examining, on a test basis, evidence
about the State's compliance with those requirements. We believe that our audit provides a
reasonable basis for our opinion.

We did not audit the following entities which are component units of the State for financial
reporting purposes:

Entities Reviewed by Other Auditors

Scope of Work Performed

Texas Guaranteed Student Loan Corporation

An audit was conducted under the provisions of the
OMB Circular A-133 and regulations issued by the
U.S. Department of Education for the period ending
9/30/94.

Texas Turnpike Authority

An audit of its general purpose financial statements
was conducted for the year ended 12/31/93.

Texas A&M University System Research
Foundation

An audit was conducted under the provisions of
OMB Circular A-133 for the period ended 8/31/94.

Texas A&M University Development Foundation

An audit of its general purpose financial statements

(Corporation and Trust) was conducted for the years ended 12/31/93 and
_ 12/31/94.
Texas Lottery Commission An audit of its general purpose financial statements
was conducted for the years ended 8/31/93 and
8/31/94.
AUDITOR’S REPORT ON COMPLIANCE
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Entities Reviewed by Other Auditors " Scope of Work Performed

Texas Local Government Investment Pool An audit of its general purpose financial statements
was conducted for the year ended 8/31/94.
Texas Department of Housing and Community An audit was conducted under the provisions of
Affairs OMB Circular A-128 for the period ended 8/31/94.
Texas Department of Housing and Community An audit of its general purpose financial statements
Affairs - Revenue Bond Enterprise Fund was conducted for the years ended 8/31/93 and
8/31/94.
Texas Workers' Compensation Insurance Fund An audit of its general purpose financial statements
was conducted for the years ended 12/31/92 and
12/31/93.

Texas Workers’ Compensation Insurance Facility An audit of its general purpose financial statements
was conducted for the years ended 12/31/92 and

12/31/93.
Life, Accident, Health and Hospital Service An audit of its general purpose financial statements
Insurance Guaranty Association was conducted for the year ended 12/31/93.
Texas Title Insurance Guaranty Association An audit of its general purpose financial statements

was conducted for the year ended 12/31/93.

Surplus Lines Stamping Office of Texas An audit of its general purpose financial statements
was conducted for the year ended 12/31/93.

The above entities were audited by other auditors. This report, insofar as it relates to those
entities, is based solely on the reports of the other auditors. The management letters for the
Employees Retirement System, the Teacher Retirement System, and the Fire Fighters’ Pension
Commissioner will be issued separately from this report.

This report is intended for the use of the Governor, the Legislature, management, and all applicable federal

entities from which federal financial assistance was received. However, this report is a matter of public record
and its distribution is not limited.

Sincerely,

oo T GL

Lawrence F. Alwin, CPA
State Auditor

. AUDITOR’S REPORT ON COMPLIANCE
PAGE 16 1994 FINANCIAL AND COMPLIANCE AUDIT RESULTS MAY 1995



Our Compliments

' Our Compliments To 30 Agencies

Compliance Audit. )

For Agencies With No Findings.)

We are pleased to report that 30 of the 57 entities we visited have no findings in the areas
tested. Management at these entities have established systems to ensure compliance with the
state, federal, and/or bond regulations we examined during our audit. (See Index 1: Index Of
Agencies for a complete listing of the agencies visited during the 1994 Financial and

‘While we recognize this accomplishment, it is important to understand that we may have only
audited a very specific portion of the entity’s operations. For that reason, the scope of our
work must be considered in combination with the audit results. (See Appendix 1: Audit Scopes

MAY 1995

TYPE OF WORK
AGENCY PERFORMED
Agricultural Finance Authority, Texas Statutory
Armory Board, Texas National Guard Bonds _
Criminal Justice, Texas Department of Bonds
East Texas State University Bonds
General Land Office and Veteran's Land Board Financial and Bonds
Hospital Equipment Financing Council, Texas Bonds
Insurance, Texas Department of Financial
Midwestern State University Bonds
National Research Laboratory Commission, Texas Bonds
Parks and Wildlife Department, Texas Federal and Bonds
Public Finance Authority, Texas Financial and Bonds
Stephen F. Austin State University i}onds
OUR COMPLIMENTS
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Qur Compliments

TYPE OF WORK
AGENCY PERFORMED
m

Texas A&M System

Texas A&M System Administration & General Offices Bonds

Texas A&M University Financial
Texas State Technical College Bonds
Texas State University System Bonds

System Office

Angelo State University

Sam Houston State University

Southwest Texas State University

Sul Ross State University
Texas Tech University Bonds
Texas Tech University & Health Sciences Center Bonds
Treasury Department, Texas State' Financial
University of Houston System Administration Bonds
University of North Texas Bonds
University of North Texas Health Science Center Bonds
The University of Texas System Administration Financial and Bonds
Water Development Board, Texas Federal and Bonds
Water Finance Resource Authority, Texas Statutory
Woman’s University, Texas Bonds

l’I‘he Comptroller of Public Accounts’ management letter includes a finding that affects the State Treasury Department. The issue relates to the
development of a system to reconcile cash balances in the Uniform Statewide Accounting System (USAS) to records at the State Treasury Department
and will require coordination between the two agencies.

PAGE 18
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summary Of Issues

Summary 1:

Description Of Issue Categories

This information describes the nature of the categories used in the "Summary Listing of All Issues by Agency
and University" table presented on the following pages.

EDP Access
Controls

Other EDP
Issues

Control
Environment

Controls

Bond
Compliance

Federal
Compliance

State
Compliance

MAY 1995

INTERNAL CONTROLS

Access controls are designed to minimize the risk of unauthorized access,
modification, and/or damage to electronic data processing (EDP) programs and
data.

Other electronic data processing (EDP) issues encompass a broad range of
recommendations intended to protect computer equipment, programs, and data.
This category includes issues relating to data input controls, physical security, and
disaster recovery.

The control environment reflects the overall attitude, awareness, and actions of the
board, management, and others conceming the importance of controls in the
organization. Because the control environment affects, either directly or indirectly,
all fiscal operations of the organization, a strong control environment is critical.

Other Internal Other issues were identified in the areas of timely and effective reconciliations,

program oversight, accounting system controls, inventory controls, and
effective communication of policies and procedures.

COMPLIANCE

Contractual promises within bond resolutions, known as covenants, set forth
repayment schedules of principal and interest and other restrictions to protect the
bondholders' investments. This category includes areas of noncompliance with
bond covenants such as transferring interest and sinking funds on time and
ensuring that the required revenues are sufficient to pay scheduled maturities of
bonded debt. ‘

There are many rules and regulations regarding the accountability and use of
federal financial assistance. These rules are designed to ensure that federal funds
are used without waste or abuse for the purposes intended. There are general
requirements which are applicable to all federal funds and specific requirements
which apply to individual programs.

One issue was identified in this category relating to compliance with state
contracting laws.

SUMMARY OF ISSUES: CATEGORY DESCRIPTIONS S
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Summary of Issues

.

ACCOUNTING AND REPORTING

Accounting  Accounting & Reporting includes issues that could impact the accuracy and

& Reporting  completeness of the financial statements such as: improving the effectiveness of
the Uniform Statewide Accounting System and ensuring the accuracy of the
financial reporting entity.

SUMMARY OF ISSUES: CATEGORY DESCRIPTIONS
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Summary Listing Of All Issues

By Agency And University

- INTERNAL CONTROLS
SAO EDP Other Control
Agency Report Access EDP Environ-
Agency Page No. No. Controls  Issues ment Other
Aging, Texas Department on 34 340 5-061 1 2
Alcohol & Drug Abuse, Tx. Commission on 40 517 5-114 1 4
Attorney General, Office of the 53 302 5-109 3
Blind & Visually Impaired, Tx. Comm. for the 65 318 5-080
Commerce, Texas Department of 68 465 5-066 1
Comptroller of Public Accounts 71 304 5-119 2
Education Agency, Texas 75 701 5-102 1 1
Employment Commission, Texas 81 322 5-096
General Services Commission 83 303 5-104 2 1 3
Governor, Office of the 97 301 5-044
Health, Texas Department of 99 501 5-106 1 1
Higher Education Coordinating Board, Tx. 102 781 5-086
Human Services, Texas Department of 104 324 5-098 1 3
Lamar University System: Lamar - Beaumont 115 734 5-101
Lamar University System: Lamar - Orange 122 787 5-101
Lamar University System: Lamar - Port Arthur 124 788 5-101
Mental Health & Mental Retardation, Tx. Dept. of 126 655 5-097 1 1
Natural Resources Conservation Commission, Tx. 128 582 5-045 1
Protective & Regulatory Services, Tx. Dept. of 132 530 5-099 2
Rehabilitation Commission, Texas 140 330 5-064
Texas A&M University System: A&M Galveston 142 718 5-079
Texas Southern University 146 717 5-103 1 1
Transportation, Texas Department of 149 601 5-091 2 1 1
University of Houston System: Univ. of Houston 155 730 5-094
University of Houston System: UofH- Downtown 156 784 5-094
University of Texas System: UT at Austin 160 721 5-085 1
University of Texas System: UT at San Antonio 164 743 5-085 1
TOTAL 7 7 é 22
. SUMMARY OF ISSUES: ALL FINDINGS
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Summary Listing Of All Issues
By Agency And University

COMPLIANCE
SAO
Agency Report Accounting
Agency Page  No. No. Bonds Federal State & Reporling TOTALS
Aging, Texas Department on 34 340 5-061 2 5
Alcohol & Drug Abuse, Tx. Commission. on 40 517 5-114 4 1 10
Attorney General, Office of the 53 302 5-109 4 7
Blind & Visually Impaired, Tx. Comm. for the 65 318 5-080 2 2
Commerce, Texas Department of 68 465 5-066 1 2
Comptroller of Public Accounts 71 304 5-119 2 4
Education Agency, Texas 75 701 5-102 3 5
Employment Commission, Texas 81 322 5-096 1 1
General Services Commission 83 303 5-104 7 13
Govemor, Office of the 97 301 5-044 1 1
Health, Texas Department of 99 501 5-106 2 4
Higher Education Coordinating Board, Tx. 102 781 5-086 1 1
Human Services, Texas Department of 104 324 5-098 4 8
Lamar University System: Lamar - Beaumont 115 734 5-101 1 8 9
Lamar University System: Lamar - Orange 122 787 5-101 2 2
Lamar University System: Lamar - Port Arthur 124 788 5-101 2 2
Mental Health & Mental Retardation, Tx. Dept. of 126 655 5-097 2
Natural Resources Conservation Commission, Tx. 128 582 5-045 2 3
Protective & Regulatory Services, Tx. Dept. of 132 530 5-099 5 7
Rehabilitation Commission, Texas 140 330 5-064 2 2
Texas A&M University System: A&M Galveston 142 718 5-079 4 4
Texas Southemn University 146 717 5-103 1 3
Transportation, Texas Department of 149 601 5-091 2 6
University of Houston System: Univ. of Houston 155 730 5-094 2 2
University of Houston System: UofH - Downtown 156 784 5-094 4 4
University of Texas System: UT at Austin 160 721 5-085 4 5
University of Texas System: UT at San Antonio 164 743 5-085 7 9
TOTAL 1 76 13 123
SUMMARY OF ISSUES: ALL FINDINGS
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Federal Issues By Agency And University

SAO

GENERAL PROGRAM REQUIREMENTS

Accurate
Agency Report & Timely Cash
Agency Page No. No. Reports Management Other
Aging, Texas Department on 34 340 5-061 1 1
Alcohol & Drug Abuse, Tx. Comm. on 40 517 5-114 1
Attorney General, Office of the 53 302 5-109
Blind & Visnally Impaired, Tx. Comm. for the 65 318 5-080 1
Commerce, Texas Department of 68 465 5-066 1
Education Agency, Texas 75 701 5-102 1 1
Employment Commission, Texas 81 322 5-096 1
General Services Commission 83 303 5-104 1
Govermnor, Office of the 97 301 5-044
Health, Texas Department of 99 501 5-106
Higher Education Coordinating Board, Tx. 102 781 5-086
Human Services, Texas Department of 104 324 5-098 1
Lamar University System: Lamar - Beaumont 115 734 5-101 1 1 1
Lamar University System: Lamar - Orange 122 787 5-101
Lamar Universtiy System: Lamar - Port Arthur 124 788 5-101
Natural Resources Conservation Commission, Tx. 128 582 5-045 1 1
Protective & Regulatory Services, Tx. Dept. of 132 530 5-099 1
Rehabilitation Commission, Texas 140 330 5-064 1 1
Texas A&M University System: A&M Galveston 142 718 5-079 1 1
Transportation, Texas Department of 149 601 5-091 1 1
University of Honston System: Univ. of Houston 155 730 5-094
University of Houston System: UofH - Downtown 156 784 5-094
University of Texas System: UT at Austin 160 721 5-085
University of Texas System: UT at San Antonio 164 743 5-085
TOTAL ' é 8 8
‘ SUMMARY OF ISSUES: FEDERAL FINDINGS
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Federal Issues By Agency And University

SAO SPECIFIC COMPLIANCE
Agency Report Subrecipient Student
Agency Page No. No. Monitoring Financial Aid Other TOTALS .

Aging, Texas Department on 34 340 5-061 2
Alcohol & Drug Abuse, Tx. Comm. on 40 517 5-114 2 1 4
Attorney General, Office of the 53 302 5-109 1 3 4
Blind & Visually Impaired, Tx. Comm. for the 65 318 5-080 1 2
Commerce, Texas Department of 68 465 5-066 1
Education Agency, Texas 75 701 5-102 1 3
Employment Commission, Texas 81 322 5-096 1
General Services Commission 83 303 5-104 2 4 7
Govermnor, Office of the 97 301 5-044 1 1
Health, Texas Department of 99 501 5-106 1 1 2
Higher Education Coordinating Board, Tx. 102 781 5-086 1 1
Human Services, Texas Department of 104 324 5-098 1 2 4
Lamar University System: Lamar -Beaumont 115 734 5-101 8
Lamar University System: Lamar - Orange 122 787 5-101 2 2
Lamar University System: Lamar - Port Arthur 124 788 5-101 2
Natural Resources Cbnservation Commission, Tx. 128 582 5-045 2
Protective & Regulatory Services, Tx. Dept. of 132 530 5-099 4 5
Rehabilitation Commission, Texas 140 330 5-064 2
Texas A&M University System: A&M Galveston 142 718 5-079 2 4
Transportation, Texas Department of 149 601 5-091 2
University of Houston System: Univ. of Houston 155 730 5-094 2 y
University of Houston System: UofH - Downtown 156 784 5-094 4 4
University of Texas System: UT at Austin 160 721 5-085 4 4
University of Texas System: UT at San Antonio 164 743 5-085 7 7
TOTAL 11 28 15 76

SUMMARY OF ISSUES: ALL FINDINGS
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Federal Schedules

Schedule 1:

Schedule Of Major Federal Programs Examined

For The Year Ended August 31, 1994

The information presented in this schedule identifies the agencies and universities at which major
federal programs were examined by the State Auditor's Office. It is organized by Catalog of Federal
Domestic Assistance (CFDA) number.

% of
Schedule Of Major Federal Programs Examined State's
Total Fed.
CFDA Program Title State Agency or University Expenditures Expend.
10.550 Food Distribution Texas Department of Human $58,674,710 0.38%
Services
10.551  Food Stamps Texas Department of Human 2,321,536,061 15.01%
Services
10.553  School Breakfast Program Texas Education Agency 109,575,151 0.71%
10.555  National School Lunch Programs  Texas Education Agency 411,077,039 2.66%
10.557  Special Supplemental Food Texas Department of Health 252,135,630 1.63%
Program for Women, Infants, and
Children
10.558  Child Care Food Program and Texas Department of Human 110,107,895 0.71%
Adult Care Food Program Services
10.561  State Administrative Matching Texas Department of Human 159,855,142 1.03%
Grants for Food Stamp Program Services
12.000  Department of Defense Contract The University of Texas at 42,574,696 0.28%
# N00039-91-C-0082 Austin
16.579  Drug Control and System Office of the Governor 25,664,216 0.17%
Improvement - Formula Grant
17.207 Employment Service Texas Employment 56,269,326 0.36%
Commission
17.225  Unemployment Insurance Texas Employment 409,915,073 2.65%
Commission
SCHEDULE 1: MAJOR FEDERAL PROGRAMS EXAMINED :
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Federal Schedules

% of
Schedule Of Major Federal Programs Examined State's
Total Fed.
CFDA Program Title State Agency or University Expenditures Expend.
== = = ———
17.246  Employment and Training Texas Department of 27,031,168 0.17%
Assistance - Dislocated Workers Commerce
17.250  Job Training Partnership Act Texas Department of 173,050,572 1.12%
Commerce
20.205 Highway Planning and Texas Department of 1,069,547,252 6.91%
Construction Transportation
N/A? Petroleum Violation Escrow Fund  General Services Commission 57,673,993 0.37%
66.458  Capitalization Grants for State Texas Water Development 124,153,832 0.80%
Revolving Funds Board
66.802  Hazardous Substance Response Texas Natural Resource 37,714,209 0.24%
Trust Fund Conservation Commission
81.049  Basic Energy Sciences - University The University of Texas at 11,626,448 0.08%
& Science Education Austin
84.010  Chapter 1 Grants - Local Texas Education Agency 493,251,793 3.19%
Education Agencies
84.011  Migrant Education - Basic State Texas Education Agency 37,425,110 0.24%
Formula Grant Program
84.027  Special Education - State Grants Texas Education Agency 216,514,880 1.40%
84.032  Federal Family Education Loans Lamar University - Beaumont 3,705,149 0.02%
Lamar University - Port Arthur 16,473 0.00%
Texas A&M Univ. - Galveston 1,614,922 0.01%
Texas Higher Education 27,152,769 0.18%
Coordinating Board
Univ. of Houston - Downtown 2,790,287 0.02%
The University of Texas at 75,428,604 0.49%
Austin
The University of Texas at San 14,969,064 0.10%
Antonio

2Petroleum Violation Escrow funds received by the State as restitution relative to litigation involving violations of federal price controls are not
federal funds but are subject to Office of Management and Budget (OMB) A-128 requirements and were audited as a major federal program.
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Federal Schedules

% of
Schedule Of Major Federal Programs Examined State's
Total Fed.
CFDA Program Title State Agency or University Expenditures Expend.
84.048  Vocational Education - Basic 'Texas Education Agency 125,986,614 0.81%
Grants to States
Texas Higher Education 36,034,742 0.23%
Coordinating Board
84.063  Pell Grant Program Lamar University - Orange 619,035 0.00%
Lamar University - Port Arthur 1,130,691 0.01%
Texas A&M Univ. - Galveston 374,528 0.00%
Univ. of Houston - Downtown 2,875,902 0.02%
The University of Texas at 10,055,765 0.07%
Austin
The University of Texas at 5,093,240 0.03%
San Antonio
84.126  Rehabilitation Services - Texas Commission for the 28,124,275 0.18%
Vocational Rehab. of State Grants Blind & Visually Impaired
Texas Rehabilitation 114,598,509 0.74%
Commission
84.151  Federal, State & Local Texas Education Agency 31,426,656 0.20%
Partnerships for Educational :
Improvement
84.164  Eisenhower Math & Science Educ. Texas Education Agency 16,782,787 0.11%
- State Grants
84.186  Drug-Free Schools and Texas Education Agency 41,439,373 0.27%
Communities - State Grants
93.045  Special Programs for the Aging-  Texas Department on Aging 23,107,136 0.15%
Title, III, Part C
93.560  Family Support Payments to Texas Department of Human 489,426,940 3.16%
- States - Assistance Payments Services
(AFDC)
93.561  Job Opportunities and Basic Skills Texas Department of Human 40,036,642 0.26%
Training Program Services
93.563  Child Support Enforcement Office of the Attorney General 97,234,858 0.63%
SCHEDULE 1: MAJOR FEDERAL PROGRAMS EXAMINED
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Federal Schedules

% of
Schedule Of Major Federal Programs Examined State’s
Total Fed.
ate Agenc Univers enditures end.
CFDA Program Title State Agency _or niversity Exp _ Exp
93.575  Payments to States for Child Care = Texas Department of Human 71,706,206 0.46%
Assistance Services
93.645  Child Welfare Services - State Texas Department of 21,901,929 0.14%
Grants Protective and Regulatory
Services
93.658  Foster Care - Title IV-E Texas Department of 77,685,106 0.50%
Protective and Regulatory
Services
93.667  Social Services Block Grant Texas Department of Human 108,335,158 0.70%
Services
Texas Department of 70,872,152 0.46%
Protective and Regulatory
Services
93.777  State Survey & Certification of Texas Department of Human 23,214,966 0.15%
Health Care Providers & Services
Suppliers
93.778  Medical Assistance Program Texas Department of Health 3,743,591,960 24.20%
Texas Department of Human 1,635,268,958 | 10.57%
Services
93.802  Social Security - Disability Texas Rehabilitation 71,598,152 0.46%
Insurance Commission
93.959  Block Grants for Prevention and Texas Commission on Alcohol 72,406,127 0.47%
Treatment of Substance Abuse and Drug Abuse
93.994  Maternal and Child Health Texas Department of Health 53,435,137 0.35%
Services Block Grant
Subtotal: Major Federal Programs Examined 13,345,415,008 86.28%
Other Major Program Expenditures Covered By SAO Audit Procedures 668,454,328 4.32%
Major Programs Audited By External Auditors 145,643,145 0.94%
Total Major Federal Programs Examined 14,159,512,481 91.54%
SCHEDULE 1: MAJOR FEDERAL PROGRAMS EXAMINED
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Federal Schedules

Schedule 2:

Schedule Of Findings And Questioned Costs 'By Federal Agency
For The Year Ended August 31, 1994

Under Office of Management and Budget (OMB) Circular A-128, all instances of noncompliance and any
questioned costs are required to be reported. This schedule includes a detailed listing of all significant costs
questioned as a result of the fiscal year 1994 statewide financial and compliance audit. Questioned costs are
amounts charged to a federal program that may be unallowable. These costs result from noncompliance with
general, specific or administrative requirements set by the federal grantor. The federal grantor will make the
final determination as to the allowability of the costs. Unallowable costs may need to be returned to the
federal grantor or program. Instances of insignificant noncompliance and questioned costs were
communicated to the federal grantors separately.

The questioned costs are organized by federal granting agency and are also listed with the affected state
agency or university. The findings in this schedule, which are identified with a Catalog of Federal Domestic
Assistance (CFDA) number, are also included in the "Detailed Findings with Managements' Responses”
section.

Schedule Of Findings And Questioned Costs By Federal Agency
Questioned
Program __Finding/Noncompliance Costs
U.S. DEPARTMENT OF AGRICULTURE
A. TEXAS DEPARTMENT OF HUMAN SERVICES

Food Distribution Program  One of the program's subrecipients did not submit audit $49,587
(CFDA 10.550) reports as required.

School Breakfast Program  Two of the program's subrecipients did not submit audit 65,918

(CFDA 10.553) reports as required.

National School Lunch Two of the program's subrecipients did not submit audit 8,002
Program (CFDA 10.555) reports as required.

Child and Adult Care Food  Six of the program's subrecipients did not submit audit 932,143 (
Program (CFDA 10.558) reports as required.

Summer Food Services One of the program's subrecipients did not submit audit 1,926,499
Program for Children reports as required.

(CFDA 10.559) ,

Inaccurate data resulted in misallocation of indirect costs for (7,440)
FY 1990 through 1993.

State Administrative Inaccurate data resulted in misallocation of indirect costs for (163,618)
Expenses for Child FY 1990 through FY 1993.

Nutrition (CFDA 10.560)

SCHEDULE 2: QUESTIONED COSTS
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Federal Schedules

Schedule Of Findings'And Questioned Costs By Federal Agency
Questioned
Program Finding/Noncompliance _ Costs
State Administrative Inaccurate data resulted in misallocation of indirect costs for 3,470,280
|| Matching Grants for Food  FY 1990 through FY 1993.
Stamps Program (10.561)
Temporary Emergency Seven of the program's subrecipients did not submit audit 965,168
Food Assistance Program reports as required.
(CFDA 10.568)
Total U.S. Department of Agriculture . $ 7,246,539
U.S. DEPARTMENT OF JUSTICE
A. OFFICE OF THE GOVERNOR
Drug Control and System Program’s subrecipients did not submit audit reports as 2,187,405
Improvement - Formula required.
Grant (CFDA 16.579)
Total U.S. Department of Justice $ 2,187,405 n
U.S. GENERAL SERVICES ADMINISTRATION
A. GENERAL SERVICES COMMISSION
Donation of Federal Program’s subrecipients did not submit audit reports as 8,727,901
Surplus Personal Property  required.
(CFDA 39.003)
Fifty-eight percent of the donees who received surplus 669,461
property were ineligible to participate in the program
Five subrecipients audit reports were not prepared in 824,933
accordance with the Office of Management and Budget
Circulars A-128 or A-133.
Fifty percent of the donated property was not adequately 50,273
monitored to ensure proper use by donees.
Surplus property was donated to donees who had not 44,895
submitted debarment and suspension certification.
Surplus property to be auctioned was lost or stolen. 26,070
Total U.S. General Services Commission $10,343,533
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Schedule Of Findings And Questioned Costs By Federal Agency
Questioned
Program Finding/Noncompliance Costs
U.S. DEPARTMENT OF EDUCATION
A.LAMAR UNIVERSITY - BEAUMONT
Student Support Services Relates to disbursements for unallowable expenditures. 799
(CFDA 84.042)
Relates to disbursements made for inappropriate 926
expenditures.
Jacob K. Javits Gifted & Relates to disbursements for unallowable expenditures. 885
- Talented Students
Education Grant Program Relates to disbursements made for inappropriate 8,905
(CFDA 84.206) expenditures.
B. TEXAS COMMISSION FOR THE BLIND AND VISUALLY IMPAIRED
Rehabilitation Services - Program’s subrecipients did not submit audit reports as 1,366,332
Basic Support Program required.
(CFDA 84.126)
C. OFFICE OF THE ATTORNEY GENERAL
Child Support Enforcement ~ One of the program's subrecipients did not submit audit 44,756
Program (CFDA 93.563) reports as required.
Total U.S. Department of Education $1,422,603
U.S. DEPARTMENT HEALTH AND HUMAN SERVICES (i
A. TEXAS DEPARTMENT OF HUMAN SERVICES
Work Incentive Inaccurate data resulted in misallocation of indirect costs for (19,032)
Demonstration Program FY 1990 through 1993.
and Administration
(CFDA 93.029)
Family Support Payments Inaccurate data resulted in misallocation of indirect costs for 159,132
to States Program (AFDC)  FY 1990 through 1993.
. (CFDA 93.560)
SCHEDULE 2: QUESTIONED COSTS
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Schedule Of Findings And Questioned Costs By Federal Agency

Questioned
Program Finding/Noncompliance Costs
Federal audit recommendations regarding uncashed checks 824,000
have not been implemented
Job Opportunities and Inaccurate data resulted in misallocation of indirect costs for (508,659)
Basic Skills Program FY 1990 through 1993.
(CFDA 93.561)
- Refugee and Entrant Inaccurate data resulted in misallocation of indirect costs for (244,637)
Assistance - State FY 1990 through 1993.
Administered Program
(CFDA 93.566)
Low Income Home Energy  Inaccurate data resulted in misallocation of indirect costs for 54,341
Assistance (CFDA 93.568) FY 1990 through 1993.
Child Care - Families At- Inaccurate data resulted in misallocation of indirect costs for (5,335)
Risk of Welfare Depend- FY 1990 through 1993.
ency (CFDA 93.574)
Payments to States for Inaccurate data resulted in misallocation of indirect costs for (58,999)
Child Care Assistance FY 1990 through 1993.
(CFDA 93.575) it
Child Welfare Services - Inaccurate data resulted in misallocation of indirect costs for (257)
State Grants FY 1990 through 1993.
(CFDA 93.645)
Foster Care - Title IV-E Inaccurate data resulted in misallocation of indirect costs for (93,215)
Program (CFDA 93.658) FY 1990 through 1993.
Adoption Assistance Inaccurate data resulted in misallocation of indirect costs for 4,191)
Program (CFDA 93.659) FY 1990 through 1993.
Social Services Block Inaccurate data resulted in misallocation of indirect costs for (2,550,412)
Grant (CFDA 93.667) FY 1990 through 1993.
State Survey and Transposition errors occurred in the Quarterly Expenditures (44,291)
Certification of Health Care  Report for the quarter ended June 30, 1994.
Providers and Suppliers
(CFDA 93.777)
Medical Assistance Inaccurate data resulted in misallocation of indirect costs for (2,804,505)
Program (CFDA 93.778) FY 1990 through 1993.
Federal Audit Recommendations regarding uncashed checks
have not been implemented. not quantified
SCHEDULE 2: QUESTIONED COSTS )
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Schedule Of Findings And Questioned Costs By Federal Agency
Questioned
Program Finding/Noncompilance Costs
' B. TEXAS DEPARTMENT OF PROTECTIVE & REGULATORY SERVICES .
Child Welfare Services Funds were used to pay for services provided to ten clients 6,594
(CFDA 93.645) without sufficient documentation of eligibility for these
services.
Foster Care - Title IVE Income credits were not properly allocated. 328,848
Program (CFDA 93.658)
The Department did not adjust the federal claim report for 44,000
questioned costs identified in the fiscal year 1993 Statewide
and Financial Compliance audit.
C. TEXAS COMMISSION ON ALCOHOL AND DRUG ABUSE
Prevention and Treatment of Inadequate administrative controls over contract monitoring 3,131,140
Substance Abuse Block and rate setting contributed to two contractors having
Grant Program (CFDA insufficient cost documentation and inaccurate cost
93.959) information.
h Total U.S. Department of Health and Human Services (1,785,478)
" TOTAL QUESTIONED COSTS - ALL AGENCIES $ 19,348,270
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Overall Conclusion

A material weakness exists in the control environment over the Department’s accounting function. Both the type
and number of problems identified emphasize the lack of adequate controls. These problems include the
following issues:

+ The Department has not established procedures to ensure accurate and timely federal reports for the $23
million Nutrition Services Program (CFDA 93.045).

Supervision of the federal and related internal reporting processes is inadequate.

» Reconciliations related to federal reports include unsupported adjusting entries.

« Payments to subrecipients are maintained on a subsidiary ledger which cannot be reconciled to the
Department’s internal accounting system.

»  Accounting system policies and procedures are not documented.

Although known weaknesses in the accounting system were not corrected during fiscal year 1994, the Department
has indicated a commitment to correcting the situation.

Material Weakness In Control Environment

The type and number of problems identified in the two Internal Control Issues and the first
Federal Compliance Issue indicate a material weakness in the control environment gver the
accounting function. The control environment reflects the attitude, awareness, and actions of
employees concerning the importance of controls within the organization. A weakness in the
control environment increases the risk that material errors (unintentional mistakes) and
irregularities (intentional improprieties) could occur and go undetected. Also, a control
environment weakness can have a detrimental effect on management's decision-making process.

Internal Control Issues

MAY 1995

Internal Control Issue 1:
Correct Significant Accounting System Control Weaknesses

Known control weaknesses in the accounting system were not corrected during fiscal year
1994. In early 1994, Department management took action to address problems within the
accounting system. However, when a May 1994 draft internal audit report informed
management of continued significant weaknesses within the accounting system, certain factors
contributed to the delay in taking effective corrective action.

* Management did not provide written responses to the internal audit report and did not
formally issue it until October 1994. It was presented to the Board at the same time. The
five-month delay between the draft and final reports postponed both management's formal
response and effective corrective action. The Board's oversight was also postponed.

»  Management's response to an internal audit represents its commitment to an action plan for
implementing audit recommendations. For maximum benefit these responses should be
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timely. For example, the State Auditor’s Office policy is to request responses within two
weeks after submission of audit recommendations.

«  Accounting system policies and procedures are not documented. Important controls such
as adequate supervision, clearly defined responsibilities, segregation of duties, and
reconciliations between information systems are not defined or practiced. Determining and
implementing an appropriate course of action, and taking timely corrective action, without
documentation from a "systems" perspective is difficult.

Also, problem performance was not documented. Existing Department personnel policies and
procedures were not used to address personnel issues within the accounting department.
Evaluations were not timely or adequate. Accountability and the designation of responsibility

were delayed.

Since August 1994, the Department has paid over $18,000 to contract accountants to
reconstruct fiscal year accounting records so that the 1994 Annual Financial Report could be
prepared. A new financial director was appointed in August. He has developed work plans and
evaluation schedules for accounting employees.

Recommendation: We recommend that the Department take immediate action to improve
controls over the accounting system. We recommend that this action include developing a
comprehensive control system which integrates policies and procedures, evaluation and
accountability, and proper accounting controls. This system should also consider the accounting
system in terms of other areas of agency operations it impacts, including federal, state, and
internal reporting.

Management's Response: During FY 1994, significant agency/management effort was
directed to identifying and addressing weaknesses within the accounting system. The
Department became an internal user of the new Uniform Statewide Accounting System this
past fiscal year, which had a significant impact on our fiscal services. The transition to a
new accounting system created additional time demands for training and troubleshooting,
which, while holding the potential for long term benefit, caused additional demands and
pressure on staff and the system during FY 1994. Simultaneously, efforts were being made
to address areas of concern within the system. Corrective action during FY 1994 included
some significant staff changes and the request by management of a special internal audit
(referenced above) to identify and assess prioritylproblem areas needing immediate
attention. While official Board review of the report occurred in October, findings were used
immediately upon completion of the study to guide and assist corrective action. As reported
above, all corrective action was not completed by the close of the 1994 fiscal year. However,
all areas addressed within the internal audit have been addressed/corrected or significant
activity is currently underway to complete corrective action.
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MAY 1996

Internal Control Issue 2:
Implement Procedures For Contracted Services

The Department has contracted with one individual to provide both internal audit
services and the accounting-related services used to implement one of his own internal
audit recommendations. This contracting practice impairs the objectivity of the internal audit
function. :

Acting on an internal audit report recommendation, the Department, in August 1994, installed
the accounting system recommended by the internal auditor. This system was in addition to the
existing Uniform Statewide Accounting System (USAS). The internal auditor was paid over
$9,000 for services related to installing the accounting system, reconstructing fiscal year
accounting records on the new system, and reconciling the two accounting systems.

The internal auditor provided these services both indirectly through a third-party contractor
(recommended by the internal auditor) and directly through a contract with the Department.
Both contracts were for less than $10,000, so no formal bids were used.

The Department decided the fiscal year annual financial reports could not be generated without
the additional accounting system and timely reconstruction of the accounting records. The
internal auditor was considered an experienced reliable source to recommend a contract
accountant and to later contract for the services himself.

Recommendation; We recommend the Department develop policies and procedures to ensure
that contractors and employees do not participate in decisions which affect their personal
pecuniary interests. This process should include a review of the types of services for which the
Department contracts, or plans to contract, in terms of the potential for conflicts of interest. We
recommend that a representative of the Attorney General's Office be consulted as part of this
process.

Management's Response: We concur with the recommendation. However, we believe the
finding should be clarified regarding the involvement of the Internal Auditor in the
accounting services provided. We do not believe that the accounting contract work
performed impairs the objectivity of the internal audit function. The Internal Auditor
recommended that we install the MIP fund accounting system that we had used until the
USAS was implemented at the beginning of FY 1994. We concurred with this
recommendation because we had been unable to utilize the USAS to obtain the accounting
and budget reports necessary to manage the agency’s financial operations.

At our request, the Internal Auditor recommended a CPA firm that he believed could provide
the services we required. This CPA firm was contracted to design, implement, and test the
MIP accounting system for implementation in FY 1995. Because this firm did not have any
knowledge of TDoA, they subcontracted to use an employee of the Internal Auditor’s firm to
provide technical assistance on the project. The TDoA Internal Auditor did not perform any
services under this contract. Part of the contract work included coding, entering and
reconciling the first quarter accounting records for FY 1995 to ensure the system would work
in FY 1995, and this work was performed by the subcontract employee. The project was
completed by the CPA firm in accordance with the contract.
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After the successful completion of the contract, we determined that we would not be able to
utilize the USAS to develop our annual financial report or to provide accurate information
about the TDoA operating budget and expenditures for FY 1994 . Since the accounting
records for the first quarter of FY 1994 had been entered into MIP, we decided to
reconstruct the accounting records for the last three quarters of the fiscal year using the MIP
system. Because TDoA staff did not have time to do this work, we decided the most cost
effective way to complete the project was to use the individual who had performed the
subcontract work for the CPA firm, and who was most familiar with the work to be
performed. A contract was executed with the Internal Auditor for his employee to complete
this work and the work was successfully completed. The Internal Auditor did not perform any
of the work. Although the Internal Auditor was not directly involved in the project, we agree
that he did benefit financially from the work performed, and for this reason we concur with,
and will implement, the audit recommendation. This will ensure that we avoid potential
conflicts of interest in the future.

Federal Compliance Issues

PAGE 37

Federal Compliance Issue 1: _
Establish Procedures For Federal Report Preparation

The Department has not established procedures for federal reporting, including related
internal reports, for the Nutrition Services Program (CFDA 93.635). On a quarterly basis,
the Department submits Federal Reports PMS 272 and SFR 269 to the Federal Government.
The Department also prepares internal reports to adjust subrecipient payments at the end of
grant periods and to allocate funds (among Title Il programs) carried over from one grant
period to the next.

The chief accountant Judgmentally determines reconciling amounts when reconcﬂmg funds
received from the Federal Government per USAS records to the amounts reported on Federal
Report PMS 272. The judgmentally determined amounts are not supported by a known
methodology or documentation of how the amounts are derived. :

The chief accountant also uses the same judgmental process to allocate carry-over funds among
Title IIT programs reported on Federal Report SFR 269. Carry-over funds can be used in a
subsequent grant period.

Procedures are not performed to compare final subrecipient grant payment and expenditure
amounts to ensure that refunds due the Department are collected. A refund due the Department
was not identified for one of three subrecipients tested. There are 28 subrecipients.

Payments to subrecipients are recorded on the SFR 269 Report using information recorded on
a subsidiary ledger which cannot be reconciled to USAS, the Department's internal accounting
system.

Reconciling procedures are important tools to identify errors in record keeping and improper
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activities, The lack of reconciliations and poor reconciliations practices, increase the risk that
material errors and irregularities could occur and go undetected.

BIILY

mLemaLx:epnm_w:m_also_nnLmed. The federal reports tcsted Contamcd a mnnbcr of
calculation errors. Also, the Title Il closeout report, an internal report, incorrectly included

Title VII funds. This end of grant period report is used to determine the amounts to carry over
for use in the next grant period.

The errors found were not material to the $23 million Title III program, but do indicate a lack
of review. Proper review procedures reduce the risk that material errors will go undetected.

, i i Six of eight
Title II federal reports were submitted after the required deadline, periods ranging from 9 to 84
days. Two reports were submitted on time.

Since the Department lacks policies and procedures over the preparation of reports, it is difficult
determine who is responsible, and accountable, for the various steps in report preparation. It
is also difficult to identify controls which are lacking; for example, no one is responsible for
tracking regulations relevant to the preparation of federal reports. While the errors found were
not material, they are further indication of control weaknesses within the accounting system.

Recommendation: We recommend that the Department establish controls over the federal
reporting process. Immediate steps should be taken to establish and document policies and
procedures. The deficiencies noted above should be considered as a starting point for
developing policies and procedures for report preparation, rather than an inclusive listing of the
policies and procedures to be documented.

Management's Response: The Department’s Fiscal Division did incur significant difficulty
preparing reports during FY 1994 . While not totally responsible, factors relating to the
implementation of the new accounting system and the timely availability of data certainly had
a significant impact on the agency’s reporting system.

The new Division director is working with the Chief Accountant on all federal reports. Upon
completion, all reports are thoroughly reviewed and approved by the Division Director prior
to submission.

Due to the difficulties of conducting the agency’s accounting through USAS in FY 1994, the
Department has converted to MIP as its internal accounting system. Having the immediate
access to data provided by MIP will allow timely reporting to the Department’s federal
funding agencies.

Judgmental actions by the Chief Accountant to provide reconciliations between USAS, MIP
and any of the Department’s federal reports will be allowed only when supported by
verifiable and documented data using an accepted methodology.

Procedures are in place to ensure that all refunds due from FY 1994 grant payments are
recovered and accounted for by a systematic and documented method. The MIP accounting
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system will provide reconciliation of subrecipient payments and will promote easier
reconciliation to USAS.

Supervision of the reporting process has been greatly enhanced to ensure appropriate and
effective review and approval prior to submission. Process review is ongoing to identify and
implement any other changes which will strengthen this function.

Federal Compjiance lssue 2:
Ensure Compliance With Federal Cash Management Requirements
(Prior Audit lssue)

The Department does not ensure that subrecipients comply with federal cash
management requirements. As a result, subrecipients may be holding cash in excess of
immediate needs. Federal regulations require that subrecipient cash advances not be drawn in
excess of immediate cash needs. Immediate cash needs, as addressed in Title 45 of the Code
of Federal Regulations (CFR), part 92, are generally considered to be an amount equal or less
than three days’ disbursements.

The Department does not monitor subrecipients’ cash balances as it processes their requests for
advances.

Recommendation: We recommend the Department require all subrecipients to submit
information about federal funds used and cash balances with each cash request. The
Department should use this information to determine compliance with the three-day
requirement. Subrecipients who request funds in excess of three days' disbursements should be
put on a reimbursement basis.

Management’s Response: Procedures have been put in place to ensure that each draw of
federal funds is monitored for excess funds. Strict guidelines have been put in place to
ensure cash management compliance and all area agencies on aging were notified via a
technical assistance memorandum on November 10, 1994. All procedures were reviewed and
approved by the State Auditor’s Office.

Audit Scope

The primary focus of our audit was testing the Title ill, Part C -
Nutrtion Services Program, totaling $23.2 million. We gained an
understanding of the general control environment and tested
controls related to this federal program. We also performed
procedures to test for compliance with program requirements.
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" Qverall Conclusion

A material weakness exists in the control environment over the Commission’s administration of state and federal
grants. This material weakness is indicated by the type and number of problems identified in this report,
including the following:

«  material weakness in administrative controls for the Prevention and Treatment of Substance Abuse Block
Grant (CFDA 93.959)

» significant misstatement of assets and failure to disclose liability information in a note to the financial
statements

»  ineffective controls over the contracting process, including monitoring, obtaining audits, and audit resolution

Although known weaknesses in the administration of $160 million in state and federal grants were not corrected
during fiscal year 1994, the Commission has indicated a commitment to correct the problems.

Related Reports

Related reports on the Commission issued by the State Auditor’s Office address the lack
of financial monitoring of service providers and the deficiency of controls over developing
and setting the rates that are paid to service providers. (See SAO Report Numbers 95-007
and 95-022.) The findings in these reports impact the Prevention and Treatment of
Substance Abuse Block Grant (CFDA 93.959) and the Alcohol and Drug and Mental
Health Services Block Grant (CFDA 93.992).

Material Weakness in the Control Environment

The type and number of problems identified in this report indicate a material weakness in
the control environment over the Commission’s administration of state and federal grants.
The control environment reflects the attitude, awareness, and actions of employees
conceming the importance of controls within the organization. A weakness in the control
environment increases the risk that material errors (unintentional mistakes), irregularities
(intentional improprieties), and noncompliance could occur and go undetected. Also, a
control environment weakness can have a detrimental effect on management’s decision-
making process.
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internal Control Issues

internal Control kssue 1:
Improve Administrative Controls Over Federal Programs

Material weaknesses were identified in the administrative controls over contract
monitoring and rate setting for the Prevention and Treatment of Substance Abuse
Block Grant Program (CFDA 93.959) and the Alcohol and Drug Abuse and Mental
Health Services Block Grant Program (CFDA 93.992). The Commission did not require
contractors to have independent financial and compliance audits prior to state fiscal year
1994. Also, the Commission has not developed and maintained a documented rate setting
methodology nor does the Commission verify the accuracy of contractor cost reports. As
a result, material noncompliance with federal regulations could exist.

Two contractors received acceptable program reviews from the Commission‘s Program
Monitoring Division; however, financial field audits by the Commission’s Audit
Department resulted in questioned costs totaling $3.1 million. These contractors received
approximately four percent of the $159 million of the federal funds expended in a two-year
period audited by the Commission.

Federal regulations require the establishment of appropriate administrative controls to
ensure that federal funds are expended for intended purposes.

Recommendation: The Commission should improve administrative controls over contract
monitoring and rate setting as follows:

»  Require annual financial and compliance audits of contractors by independent auditors.

* Develop a formal documented methodology for use in determining, evaluating, and
revising rates paid to contractors.

» Establish procedures to ensure that information contained in the cost reports is
reasonable and accurate.

Management's Response: Management concurs with the State Auditor’s
recommendations.

The Commission has already begun rewriting its auditing policies and procedures. In
addition, the auditing staff has been increased from FY 1994 levels to oversee grants and
contracts. Field surveys and prevention methods have been incorporated into TCADA
normal business operations. Also, beginning in FY 1994, all contractors were required
to have an audit performed by an independent CPA.

The Commission is also reviewing options to develop procedures and processes for
documenting a methodology for rate setting and for ensuring the reasonableness and
accuracy of information contained in cost reports. After the conclusion of current
discussions with the internal auditors, and other state agencies, the Commission will
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establish a new procedure and process for rate methodology and review of cost reports.
Procedures will be in place and implemented by September 1, 1995.

Funding and Program Management Division and the Administrative Services Division
is responsible for ensuring that corrective actions are taken. Management believes that
these corrective actions will limit any possible material noncompliance with federal
regulations.

Internal Control lssue 2:

Establish Controls To Identify And Take Action On High-Risk Service
Providers

The Commission does not have controls to identify high-risk service providers and
continues to employ the services of those with control structure and program
deficiencies. Additionally, the Commission lacks an effective means to secure corrective
action from service providers due to ineffective communication between departments. The
lack of controls and coordination between the departments jeopardizes the performance of
the Commission's programs, which are funded by the Federal Government and the State.
Service providers were awarded $150.1 million in federal and state funds during fiscal year
1994.

In 1993, a service provider was funded more than $200,000 despite repeated and
uncorrected deficiencies identified during Commission monitoring visits and single audit
reports for 1990 and 1991. Several of the Commission's departments were aware that the
service provider had significant problems. These problems included a continual lack of
internal controls and corrective actions on reported deficiencies and program eligibility
violations.

The same service provider currently owes more than $9,000 of unallowable costs from
fiscal year 1991. These unallowable costs are from a grant that includes funding from both
the Prevention and Treatment of Substance Abuse Block Grant (CFDA 93.959) and
General Revenue Funds.

Statement of Position 92-7, Audits of State and Local Governmental Entities Receiving
Federal Financial Assistance requires the Commission to determine whether service
providers spend federal financial assistance funds in accordance with applicable laws and
regulations. The Commission must also ensure that service providers receiving federal
funds meet all eligibility and audit requirements.

Recommendation: The Commission should establish controls to identify and take action
on high-risk service providers. The procedures to be developed should determine the
overall status of a service provider. This can be accomplished by combining the results and
the status of corrective action for Commission monitoring visits and independent auditor
reports. In addition, the procedures should provide for effective communication and
coordination between departments. Furthermore, the Commission should ensure that
unallowed costs are recovered before providing additional funds to a service provider.
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Management's Response: Manégement concurs with the State Auditor’s
recommendations.

Controls are currently being developed that will identify and take actions on high-risk
service providers. The Commission agrees that in the past interdepartmental
communication has been lacking. To correct this deficiency, a comprehensive report be
issued annually for each service provider. This report will include functional reports
from the Facility Licensure Department, Investigations Department, and Auditing
Department, both field audit reports and desk audit reports, and reports from TCADA
functions that are responsible for developing and supporting new programs.

Individual functions reports will be issued as work is performed. Copies of these reports
will be placed in the unique service provider file and monitored. The findings on all
reports will be followed-up and resolved.

The Program Compliance Division is taking over the program audit function and
integrating it with licensure and investigations. The goal is to develop cross-functional
work teams to monitor and inspect all licensed or funded programs, eliminating the need
to merge information from separate departments. New program audit procedures
emphasize outcome instead of process indicators, which will allow the agency to use past
performance as a key factor in future funding decisions.

The monitoring of the unique service provider file will include all reports to TCADA
being filed timely, identifying any unresolved programmatic and/or financial issues, and
a periodic summary of the financial and programmatic operations of the service
provider. This process will allow TCADA to identify and take corrective action on high-
risk service providers.

All required action will be in place by August 31, 1995.

The Program Compliance Division will have lead responsibility, assisted by the
Administrative Services Division, for ensuring that corrective action is taken.

Internal Control Issue 3:
Establish Audit Resolution Procedures

The Commission has not established adequate audit resolution procedures for
findings identified in their financial field audits. The following are examples of
deficiencies identified:

»  Refunds to federal grants have not been identified and appropriately returned. Also,
a methodology to allocate questioned costs to the appropriate funding source has not
been developed.

* Arefund of all known questioned costs for one audit was not requested. Negotiations
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reduced $2 million in known questioned costs to $1 million without considering federal
liability or state laws.

e  The Commission waited 34 days before notifying a contractor of noncompliance with
the Agreed Administrative Order and requesting corrective action.

» An audit follow-up of a contractor has not been completed although it has been ten
months since the Commission issued its findings.

Without an effective audit resolution process, federal funds are not available for their
intended use. Also, the Commission may be required to repay the Federal Government for
unresolved questioned costs.

Federal regulations require the Commission to establish audit resolution procedures and
return known unallowed costs to the federal grantor. Although a resolution period has not
been defined for contractors, federal regulations have established a six-month period as a
reasonable period for resolution of subrecipient audit findings.

Recommendation: The Commission should establish effective audit resolution procedures.
These procedures should ensure that all unallowed federal costs are identified by funding
source and immediately returned to the federal grantor without negotiation of the known
questioned costs. The Commission should immediately notify and request corrective action
from contractors when they are not in compliance with the Agreed Administrative Orders.
Additionally, the Commission should ensure resolution of contractor audit findings within
a reasonable time frame, such as six months.

Management's Response: Management concurs with the State Auditor’'s
recommendations.

A revised policy is being staffed to redesign the appeals process. The State Office of
Administrative Hearings will replace the Audit Review Board in order to ensure
resolution of contractor audit findings within a reasonable period. This redesigned
process is expected to be completed no later than March 31, 1995, to be presented to the
Board by General Counsel on April 10, 1995.

Because of the new management structure, the Assistant Deputy Director for Program
Compliance felt it prudent to study the audit related issues and Agreed Order with Austin
Rehabilitation Center to ensure appropriateness, which resulted in a necessary delay of
implementation. As of this date, Austin Rehabilitation Center is functioning in
compliance with the Agreed Order. With the new cease and desist function and added
staff in the Program Compliance Office, there will be two points of oversight. Austin
Rehabilitation Center will have a follow-up done as part of TCADA’ s ongoing provider
monitoring process.

The Administrative Services Division has lead responsibility, with assistance from the
Program Compliance Division, for ensuring corrective action is taken.
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Internal Control kssue 4:
Improve Supporting Documentation

Adequate documentation of compliance with specific federal program requirements
and other federal regulations was not readily available at the Commission.
Documentation supporting percentages used to calculate the amounts expended on
categories of services required by the grants, calculations related to cash management, and
information on subrecipients of Block Grant funds was either not readily available or had
to be recreated. Documentation was not available to accurately determine the portion of the
Prevention and Treatment of Substance Abuse Block Grant (CFDA 93.959) set aside to
provide HIV services.

The lack of current documentation could result in errors and questioned costs that must be
returned to the grantor.

Generally, federal guidelines require at least three years of documentation to be maintained.
Additionally, adequate documentation provides the Commission with the information
necessary to ensure that expenditures are appropriate.

Recommendation: We recommend that the Commission develop procedures that ensure
adequate supporting documentation is maintained to comply with federal regulations.

Management’s Response:  Management concurs with the State Auditor's
recommendations.

The percentages of clients diagnosed as either drug or alcohol abusers were supplied
by the Research Department. Documentation to support data from the Research
Department was taken from CODAP (Client Oriented Data Acquisition Process).

The agency concurs that supporting documentation was not readily available. Each
record in CODAP can be verified by the source documentation used for data entry.
Procedures for retrieving, preparing, maintaining and presenting coherent supporting
documentation for support of all calculations are in the process of begin developed.
In Fiscal Year 1992 and Fiscal Year 1993, procedures were not developed, and in place,
to adequately document methodology for determining Female Service calculations. The
agency concurs that supporting documentation was inadequate. A documentation
methodology has been developed for Female Services for Fiscal Year 1995 and source
documentation is currently being maintained.

Documentation procedures were inadequate to support the HIV set-aside calculations.
Limited documentation was available and provided. Previous methods of HIV Early
Intervention funding have been addressed and changed for Fiscal year 1995. The new
funding changes will more accurately define and identify HIV Services. These new
changes are being properly documented and maintained.

The identification of Block Grant subrecipients will be maintained by the Director of
Budget and Management Services. All sub-recipients will be entered into the Uniform
Statewide Accounting System for better tracking of contractor expenditures.
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Documentation concerning cash management is addressed in the cash management
finding.

In summary, procedures for retrieving, preparing, maintaining and presenting coherent
supporting documentation for support of all calculations will be developed by an
independent contractor and supported by in-house staff. These procedures will be in
place by August 31, 1995.

The Budget and Management Services Department is responsible for ensuring corrective
action is taken.

- Federal Compliance Issues

The Commission's most significant federal program is the Prevention and Treatment of Substance Abuse Block
Grant (CFDA 93.959). The Block Grant was revised for federal fiscal year 1993 and thereafter. The former
name was Alcohol and Drug Abuse and Mental Health Services Block Grant (CFDA 93.992). Expenditures
under both grants were incurred during fiscal year 1994.

We tested 20 of approximately 6,199 payments made during fiscal year 1994. The selected payméms accounted
for $571,000 of the $72.4 million in block grant expenditures.

Recommendations addressed in other sections of this report will impact controls over the Commission’s federal
programs. The following comments address federal compliance issues developed as a result of audit procedures

completed.

Federal Compliance Issue 1:

Fully Comply With Independent Peer Review Requnrements

The Commission did not perform independent peer reviews of funded treatment
programs as required by the federal fiscal year 1993 Prevention and Treatment
Substance Abuse Block Grant (CFDA 93.959). Funded programs were not reviewed to
assess the efficacy, quality, and appropriateness of treatment services prov1ded to alcohol
and substance abusers in Texas.

_ The Commission is required to have an independent review of at least five percent of the
D entities that it funds to provide treatment services. The entities reviewed must be
representative of all the entities that the Commission utilizes to provide treatment services.
Noncompliance may result in the loss of federal funds.

Recommendation: We recommend that the Commission develop and implement a process
to perform independent peer reviews of funded entities that provide treatment services
during the grant award period. The process that is developed should enable the
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Commission to assess the efficacy, quality, and appropriateness of treatment services
provided to Texans.

Management’s Response:  Management concurs with the State Auditor's
recommendations.

The Commission maintains that the peer review of applications provides valuable
information towards identifying the efficacy, quality and appropriateness of treatment
services provided to clients. However, the Commission has obtained a copy of the peer
review model developed by the Commonwealth of Massachusetts. That process is based
on continuous quality improvement and focuses on quality, inclusiveness, customer
ownership and is data and outcome driven. The Commission has decided to use the
Massachusetts model to be implemented at a more appropriate level which will meet
Texas’ needs, today. During this fiscal year (FY 1995), the Commission will recruit peer
reviewers from Texas’ provider base, develop a plan which includes training of peer
reviewers, identify which programs will be reviewed and conduct peer review visits. The
visits will focus on utilization management. The peer review process will include a
review of client assessments, treatment plans, referral systems in place and client
interviews to adequately verify client outcomes. Commission staff will play a role in the
visits and utilize the data obtained to enhance or change or system.

Texas is in the process of embarking on a managed care plan for substance abuse
services (formerly known as C.O R.E.) and this baseline review will provide the state with
valuable information for methods of utilization management to pursue and to continue
constructing a more effective treatment system for the future.

The process of recruiting peer reviewers, planning and training began March 1, 1995,
The Commission plans to have peer reviewers in the field by June 1, 1995. At least 5%
of the programs funded with SAPT Block Grant funds will be visited by August 31, 1995
in accordance with the requirement.

During subsequent years, the Commission will compare and combine utilization
management information obtained through the peer review process with utilization
management information obtained by TCADA to assess efficacy, quality, and
appropriateness of treatment services provided to Texans.

Funding and Program Management Division has lead responsibility, with assistance
Jfrom Quality and Technical Services Division, for implementing the peer review process.

Federal Compliance Issue 2:

Identify All Subrecipients Who Should Submit Audit Reports

The current system at the Commission may not properly identify all subrecipients
who should be submitting audit reports. Discrepancies exist in subrecipient

DETAILED FINDINGS
PAGE 47 1994 FINANCIAL AND COMPLIANCE AUDIT RESULTS - MAY 1995



Alcohol And Drug Abuse, Texas Commission On
SAO 5-114

expenditures recorded within the Commission. As a result, subrecipients may not be |
properly identified.

Office of Management and Budget (OMB) Circular A-128 requires the Commission to
review the audit reports for all subrecipients that receive at least $25,000 in federal funds
in a fiscal year. Noncompliance could cause the loss of federal funds.

Recommendation: The Commission should develop a more accurate process to identify all
subrecipients that receive federal grants greater than $25,000 in a fiscal year. This listing
should be utilized to ensure that audit reports are received from all of the applicable
subrecipients.

Management's Response:  Management concurs with the State Auditor’s
recommendation.

TCADA is in the process of developing an integrated computerized system to meet the
needs of the agency. The purpose of the system would be to provide standardized
information throughout the various departments on a need-to-know basis. To ensure
reliability, the system would be reconciled to the USAS on a monthly basis. The new
system would have the ability to provide ad hoc reports and standardized reports on
demand. One standardized report will identify all of the subrecipients who should
submit an audit report and the date the audit report should be submitted. This system
will be in place by September 1, 1995.

The Budget and Management Services Department has lead responsibility, assisted by
the Administrative Services Division, for ensuring that corrective action is taken.

Federal Compliance Issue 3:

Ensure Corrective Action Of Subrecipient Audit Findings Within The

Required Time Frame
(Prior Audit lssue)

The Commission does not ensure that all subrecipient audit reports are reviewed and
that necessary corrective action is taken within six months after receipt. Three of the
18 audit reports tested for the Prevention and Treatment of Substance Abuse Block Grant
(CFDA 93.959) contained findings. Corrective actions for these audit reports were not
obtained as required.

Noncompliance with this requirement could result in questioned costs and the return of
funds to the grantor.

Office of Management and Budget (OMB) Circular A-128 requires that the Commission
review the audit reports for adequacy and determine whether subrecipients take corrective
action within six months of report receipt.
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Recommendation: The Commission should review all subrecipient audit reports and ensure
that corrective action is taken on all subrecipient audit findings within six months.

Management’s Response:  Management concurs with the State Auditor’s
recommendations.

An audit follow-up policy and procedures regulation is being drafted and weekly
management reports are being implemented to monitor corrective action from audit
findings. The policy will be put in place 5y May 31, 1995. '

The Administrative Services Division is responsible for ensuring corrective action is
taken.

Federal Compliance Issue 4:
Revise Cash Management Procedures

The Commission does not have adequate cash management procedures in place for
the Prevention and Treatment of Substance Abuse Block Grant Program (CFDA
93.959). The Commission does not monitor the overall cash needs for the block grant. As
a result, insufficient federal funds were requested, which caused negative daily cash
balances up to $1.2 million. Other Commission funds were used to cover expenditures for
the block grant.

The Commission had negative cash balances for 15 of 22 state working days tested. The
remaining seven days had positive cash balances due to the Commission requesting funds
to cover the payroll as required by state law. Title 31 of the Code of Federal Regulations
(CFR), part 205.7(d) states that the Commission will limit the request for federal funds to
the minimum amount required to meet actual, immediate cash needs.

Recommendation: The Commission should revise its cash management procedures.
Federal funds requests should be determined using cash balances for the federal program
and current cash disbursements. This will help ensure that sufficient funds are requested
for immediate cash needs.

Additionally, we recommend the Commission temporarily borrow General Revenue Funds
to cover payroll costs (Texas Government Code, section 403.092 (2)). The Commission
should make arrangements with the Comptroller of Public Accounts to initiate this
transaction.

Management's Response:  Management concurs with the State Auditor’s
recommendations.

This process has begun. Overall cash needs are monitored on a daily basis by the cash
manager. Funds requested for each federal award are determined by immediate cash
disbursement needs for the award program, while at the same time taking into account
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any refunds returned to the Commission. This ensures that the amount of federal funds
requested is minimized to meet actual cash needs. A report is prepared daily to support
draws for all vouchers processed through the Grants and Contracts system. In addition,
all documents affecting cash (revenues, operating expenditures, refunds, expenditure
transfers) flow through the cash manager so that cash balances and available award
balances can be accurately maintained and monitored. Documentation on all draws and
source documents supporting the draws are maintained in the cash management office
and are readily available for inspection (see Audit Comment #5).

The commission concurs with the recommendation to temporarily borrow general
revenue funds to cover payroll costs and thus avoid a cash-on-hand issue. Procedures
have been implemented for the February 1995 pay period, and federal funds will be
drawn prior to the first of each month to repay the general revenue fund on payday.

Corrective action has been taken as of March 9, 1995. The Administrative Services
Division was responsible for ensuring that corrective action was taken.

Accounting And Reporting Issue

Accounting and Reporting lssue 1:
Comply With The Financial Reporting Requirements

The Commission’s annual financial report is not accurate and complete. A receivable
from a service provider totaling $1,087,895 was not included in the Commission's 1994
Annual Financial Report. Also, the amount of federal questioned costs and amounts due
to the State that resulted from this financial field audit were not determined, recorded as a
liability on the financial statements, or disclosed in the Notes to the Financial Statements.

The unaudited financial report of the Commission was not issued in accordance with the
State Comptroller’s annual financial reporting requirements. Errors in reporting may cause
users of the financial information to make decisions based on inaccurate data.

The Commission is required to prepare its annual financial report in conformity with the
guidelines established by the Comptroller’s Office.

Recommendation: The Commission should amend its 1994 Annual Financial Report to
comply with the State Comptroller’s reporting requirements.

Management’s Response:  Management concurs with the State Auditor’s
recommendations.

Although the agreed order with Austin Rehabilitation Center (ARC) to repay questioned
costs sets up the potential for an accounts receivable, sufficient doubt exists that the
receivable will be collected in full. Generally accepted accounting principles call for a
conservative approach to accruing receivable because of the potential of misleading
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financial statements caused by inflating revenues or, in this case, deflating expenditures.

Consequently, any receivable should be offset with an allowance for uncollectible
accounts receivable, a contra-asset valuation account showing the portion of accounts
receivable not expected to be collected, in an amount sufficient to ensure that only the
collectible portion remains as an accrual.

Since the financial condition of ARC and the existing real estate market creates doubt
that any of the receivable will be paid, the conservative approach would be to offset the
entire amount of the accounts receivable with an allowance for uncollectible accounts
receivable, leaving a net accounts receivable balance of zero. Although this presentation
is preferable to omission of both the accounts receivable and allowances for
uncollectible accounts receivable, either presentation fairly represents the amount the
agency is actually expected to realize. Users of the financial information would have
been mislead if the net receivable had been overstated, and the difference in presentation
does not mean the data is inaccurate.

A contingent liability, requiring only a note disclosure, would have been made if there
appeared to be a future potential for liability in existence as of the balance sheet date.
An actual accrual in the financial statements would have been made if, at the time of
presentation, a liability existed as of the balance sheet date.

From the information available and all analysis conducted up to the date the Annual
Financial Report was submitted on November 29, 1994, the agency’s position was that
the money due back to TCADA from ARC was funded by General Revenue and thus no
potential liability to the federal government existed, either as a liability or a contingent
liability. Based on all information available on the submission date, the presentation
was correct in accordance with generally accepted accounting principles and the
Comptroller’s reporting requirements.

Only after the AFR was submitted did discussions result in a more in-depth analysis of
the agreement of ARC and the funds involved, revealing at that point the possibility that
some amount would be due back to the federal government. The Commission intends to
amend its 1994 AFR is it determines a material understatement of its liabilities has been
made as a result of refunds due the federal government from the audit of the Austin
Rehabilitation Center. This determination, which will involve both the Auditing
Department and the Grants and Contracts Department, should be completed by the end
of March. If an amendment is necessary to restate the liabilities, the Commission will
also amend the presentation of the asset side of the balance sheet, disclosing an accounts
receivable offset with an approximately valued allowances for uncollectible accounts
receivable. The amended report, which will be prepared by the Fiscal Services
Department, should be completed by April 30, 1995.

The Conunission will also set up procedures by March 31, 1995 to ensure that the Fiscal
Services Department, the department responsible for the preparation of the AFR, is
notified of final audit findings so that accounts receivable and|/or payable may be set up
on the agency’s books of record at the point of determination. That will allow for
ongoing tracking of accounts receivable, payout agreements, and remaining balances
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