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PROCEEDI NGS

[in medias res]

MR. GAINES: The next agenda itemis let's see.
Were are we?

MR BOGANY: One F.

MR. GAINES: Yes. That is correct. Behind Tab
1F, status of prior audit issues. And this report
provi des an over the status of prior audit issues that
have been reported either by the internal audit division,
external auditors, oversight agencies, maybe funding
source nonitors.

And as managenent reports these issues as
i npl enented, they are renoved fromthe reports that are
provided to you. However, they are retained in a database
by the Internal Audit Division until they are
i ndependently verified as cleared by either internal audit
and external audit group.

What you have in front of you is 27 issues; 19
are being reported as inplenented. And while progress
appears to be noving along fairly reasonably on the
remai ni ng i ssues, there are a couple of issues or
particular itens | would |like to discuss.

If you will, let's turn to page 9, issue 403.
And this relates to one of the Departnment's subrecipients
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under the OCI contract for deed program That is financed
with HOVE funds. The subrecipient Comrunity Action
Council of South Texas has been servicing its own | oans
and the Departnent has been trying to bring those |oans

i n-house to service.

The Departnent has requested the original |oan
docunent ati on supporting these funds. And while sone of
the information is received, there is additional
information that is still needed. OCI is in the process
of drafting another letter to the subrecipient. | believe
it is expected to go out by the end of the week.

And with that, they also intend to conduct a
field visit during the nonth of May, sonetine this nonth
in an attenpt to resolve this issue. The Departnent is
working to close this contract with Comunity Action
Counci | of South Texas.

And in the neantine, it is wthhol ding paynents
on this contract until all matters are resol ved regardi ng
the file. And that is just sonething I kind of wanted to
bring to your attention, because it is a little bit
sensitive, | believe.

MR. BOGANY: \What is the tine frane? W give
it so in June we get a report on this on OCl.

MR GAINES: | would mnimlly suggest that at
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the next Audit Committee neeting during the discussion of
prior audit issues. And this is something that | have
been reporting regularly and ne and Bill, recognizing that
sonmeone woul d want to get off our |ist.

MR. GERBER: And | would just add to the
Community Action of South Texas that they are a very
troubl ed community action agency, and we are working with
them aggressively to provide assistance. They have
recently lost their longtime executive director. They are
overextended on a different mssion that they took on
health care, which is badly needed in the counties that
t hey serve

But they have a nyriad of other problenms and we
are going to try to provide technical assistance to them

But there are real capacity questions that exist there.
So we are going to be working with themon the conmunity
services side of the house as well as on the OCl side, to
try to see if we can renedy their issues.

But ot her state agencies have a w de range of
issues with them And we will be reporting back to you
about the outconmes of those. Ckay.

MR, GAINES: GCkay. And beginning on page 17 of
your report --

MR. GERBER Can | just add?
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MR. GAINES: Yes, sir.

MR. GERBER And the problemis not just
necessarily limted to -- | amglad the audit finding cane
out on the OCl side. But on the community services bl ock
grant side we have had sone issues with themincorrectly
usi ng funds, possibly comm ngling of funds. And we are
wor ki ng through those issues as well. So there is not an
audi t finding.

But in the interest of full disclosure, the
opportunity actually exists out in South Texas. There is
a broader range of issues that we are working through.
Sorry. Thank you.

MR. GAINES: Beginning on page 17, there is
several issues relating to our recent audit of the Energy
Assi stance Wat heri zati on Assi stance Program And on
these issues, while the target dates for several of the
i ssues have been extended fromApril to May, it |ooks |ike
reasonabl e progress is being made on resol ving those
i Ssues.

| just kind of wanted to highlight those. And
then there is several issues relating to the first audit
on the CDBG di saster recovery program| wanted to speak to
you briefly. If you would turn to pages 24 and 25 of your
report. Issue reference is to 429 and 430.
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An expanded version of the project plan has
been devel oped that incorporates input from senior
managenent and program team nmenbers in delivering the
program Managenent reports that the plan is considered
conplete at this tinme, and is being nonitored on a regular
basis. And that was kind of the subject of those two
i Ssues.

| ssue reference 431, page 26, this related to
t he recommendation to establish an oversight team And
one was briefly established. However, it has been
di sbanded wi th the appoi ntment of the deputy Executive
Director for the disaster recovery program

And managenent reports that the deputy provides
program updates to the executive teamon a regular basis
and that also the deputy as well as the CDBG program
coordi nator have identified the necessary resources to
deliver the plan and to achieve the goals of the program
including two additional staff nenbers that were recently
hired by the Division. And while | don't have any really
further comments planned for these issues or any of the
other prior audit issues, | will entertain any questions
you m ght have.

MR. BOGANY: Ckay. Any questions fromthe
Boar d?
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(No response.)

MR. BOGANY: David, are the ones that you have
outlined to us today, what is probably the nost inportant
one, or the possibility of really getting out of synch.

MR. GAINES: For the last couple |I nentioned
was actual ly highlighting as noving forward and maki ng
progress and achi eving what we want to achieve. The first
one relating to the Coormunity Action Council, | think, is
nost concerni ng.

MR. BOGANY: Ckay.

MR GERBER M. Gaines, if | could just --
woul d you want to touch on M. Keel's forthcom ng audit on
t he CDBG progran?

MR GAINES: Well, | will touch on that. And I
was planning on touching in with you this afternoon.
Because M. Cerber and M. Dally and nyself net with John
Keel of the State Auditors Ofice earlier. They were
pl anni ng an audit of the CDBG di saster recovery program
And actually, this is a speaking point also here in a
nonent .

But this audit was planned, | believe that
originally, they were comng in March. And we visited
with themand told themthey m ght have better results for
nore information to consider cone June. And nost recently,
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| believe we will be hearing fromthemtowards the end of
May, the first of June.

Those were actually sonme speaking points | was
going to speak to. Their goals are to | ook and see that
delivery of the funds were adequate and the information
systens surroundi ng the program are adequate to deliver
the program Those were the subjectives. Those were
speaking points | was fixing to get to.

A speaking point that | was just -- not, a non-
speaking point is | believe, we need to, with anendnent,
anended audit plan, get back with M. Keel and share our
anmended audit plan and tine frame fromny audits, because
that is when the considerations we discussed with M. Kee
at the tine.

MR. BOGANY: Any ot her questions for M.

Gai nes?

(No response.)

MR. BOGANY: Ckay.

MR. GAINES: The | ast agenda item behind Tab 1G
is the status of the internal/external audits. And this
nmerely provides an overview of the internal audits and the
activities of the Division as well as external audits
currently in progress. And | believe that for the nobst
part, | have shared with you the status of internal audit
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in discussing the anmended audit pl an.

There are several external audits going on or
pl anned for the near future that I wll touch on briefly.
Let's turn to the | ast page of the report, page 3, you

will note that KPM5 s federal single audit plans for
fiscal year ending August 31, 2006; well, that is a typo.
That will be 2007, on the |ast page of your report.

And KPMG has al ready begun planning on this
audit, and | anticipate that they will be beginning their
work sonetine in the next nonth or two. During their
pl anni ng process, they will identify which agencies they
are going to, and at those agencies what prograns they
will be auditing.

And while they haven't announced the prograns
as of yet, | do anticipate at the Departnent at |east or
mnimally | suspect the Low I nconme Housi ng Energy
Assi stance Programw || be included, because it is a
significant dollar size program And it wasn't included
inlast year's audit. So mnimally, we will see that.

The HOVE program maybe not. Because they
included it last year, and we were successful results.
The CDBG program probably not this year, but we can | ook
for that in the future. State Auditors Ofice is in the
process of conpleting an audit of enployee classifications
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and are they properly classified according to the State
classification table.

Agai n, they began this within the |ast nonth or
two, it is based primarily on survey data submtted by al
the Departnent's enpl oyees and their supervisors. The
results of this reviewis expected in June.

MR. GERBER: | would just add on that one that
all of our enployees participated in that; all 275 of
them It was extensive survey that required themto
docunent how they spend their tinme, down to the 5 percent
of their tine |evel.

And then their supervisor go in and review that
and conpl enent that information with additional needed
material. And we turn that around within three weeks. It
was a real teameffort to get that done.

We got sone initial results fromthat audit,

and there are sone outstanding issues that we will be
wor ki ng through. But overall, we were the one nedi um
si zed agency, | believe, that got selected for this audit.

And | was pleased that it was a real testanent to our HR
team that people were classified the way they needed to
be classified for the nost part.

W al ways have sone inprovenent, as any audit
finds. But for the nost part, we are in good shape on
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that part.

MR, BOGANY: WII the Board ever see a copy of

MR. GERBER  Yes. Yes, sir.
MR. BOGANY: Ckay.
MR GERBER | believe it wll be -- they are

trying to finish that up in June. So we should go and

report that to you. W wll send it out over -- report to
the Audit Commttee but we will also share it at the July
meet i ng.

MR. BOGANY: Ckay.

MR. GAINES. Any of the oversight agency
reports such as that, or funding source nonitor reports
were brought to the Audit Commttee. The next project you
see is the discussion of the SAO audit of the CDBG program
that | just brought up a nonent ago.

Del oitte and Touche typically begin their
interimwork on the annual Departnent's financial
statenents audit. And that generally begins in the
summer. So we expect the audit for 2007 to begin in the
near future. And while that pretty nuch concl udes ny
coments relating to the internal and external audits.

| do want to speak of a vacancy we have in the
Internal Audit Division. This becane vacant in March.
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And it is a senior-level position that | amtrying to
fill. The positionis, as all State positions, has been
posted at the Texas Workforce Comm ssion job bank.

|"ve posted it on the website of the Institute
of Internal Auditors, the local chapter. And it is a
| arge local chapter. It is probably pushing close to 200
professionals at this point. Posted it at placenent
of fices of universities throughout the State.

And with that, | have had one applicant that
passed the Pass-Fail screening criteria. W have
interviewed that applicant, and our Division has
interviewed that applicant, and | have offered hima
position. And he has al nost accepted or declined a couple
of times now. Most recently, Tuesday of this week
informed ne that he wouldn't be able to provide a response
until a week after Menorial Day.

And so with that, | would recomend,
considering the quality of this applicant, that we wait to
hear on that response. Should it be positive, | think he
wll be a great asset to the Agency. |If it is negative,
suggest we need to re-post that position.

VMR. BOGANY: Let me ask you this, David, M.
Flores or Ms. Ray. Wiy can't we continue to pursue
bringing in nore applicants and hopefully we get and find
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anot her quality person, so if this one is a negative
response -- | would rather see us be aggressive with it,
and give you nore options or give the Departnment nore
options. And if this young nman cones through, great. But
we can easily tell an applicant who conmes to us, whose
resune is just as good, we will give you an answer after
Menori al Day.

MS. RAY: It sounds like he is job shopping to

MR. GAINES: He has been very forthright with
me. And he is nost definitely job shopping. He right now
is a director of internal audit with the Marines in San
Di ego. Kind of the Southwest Region. He is probably
soneone | could report to.

Hi gh-qualified applicant. | amjust able to
of fer himabout two-thirds of his current salary.

However, he has been traveling for 20 years, dragging his
famly around the world. And his wife lives here in the
H |l Country, and he wants to establish roots, a hone. He
isretiring fromthe mlitary. And this part it is not
ever yt hi ng.

And | really believe he has been very
forthright. He is very interested in the Agency, |
believe, and the mssion, | believe he is interested on
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the way he perceives the Internal Audit Division to
oper at e.

And so | do think he is being forthright. But
yes, he has told ne, he has to do what is right for his
famly, and he is considering sone last -- or taking into
consi deration sone |ast opportunities.

MR BOGANY: |i don't know how the Committee

feels, but I would truly like for you to continue to

pursue it.

MR GAINES: What | wll do in that respect,
the position was actually closed. | will check with HR
and find out what it takes to reopen that -- if it is

actually just turning it back on, or if they have to go
back through the paperwork again.

MR. BOGANY: | just think we should keep al
our options open.

MR. GAINES: Yes, sir. And | agree with that.

M5. RAY: M. Chairman.

MR. BOGANY: Yes, ma' am

M5. RAY: | would like to certainly go on the
record as agreeing with the Chairman in that regard.
Leaving San Diego, California, to cone back to Texas is
kind of hard. He probably has children, if he is retired,
that are becom ng adults. And | think it would be nore
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prudent on the part of the Departnment to certainly keep
t he search open.

MR GAINES: Yes, ma' am

MS. RAY: You may not -- if he accepts the job,
good. If he doesn't accept the job, at least we will be
positioned to nove forward.

MR GAINES: Yes, ma' am

MS. RAY: But | think it would be prudent to do
exactly what the Chairman recomended.

MR GAINES: And | believe | will probably need
to extend ny marketing efforts somewhat, because that
hasn't been --

M5. RAY: One Pass-Fail is really troubling to

MR GAINES: | amsorry.

M5. RAY: O all the people that you know,
obvi ously wi dely advertised and you only had one applicant
to conme through Pass or Fail. That is troubling.

MR. GAINES: Yes. And | amkind of questioning
my Pass-Fail criteria. Maybe | had it a little bit
aggressive. | was looking in Pass-Fail criteria to see
that our certified internal auditor, maybe at that pay
range, that is asking a little nuch. And naybe | can find
a well-qualified applicant that doesn't necessarily have
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the certification.

MR GERBER | would just add to the Conmttee
that we will be tal king about this during the Board
nmeeting, but as you know, M. Gaines is retiring. And as
such, there will be an extensive marketing effort for that
position, which we will begin to assess during the Board
nmeeting. But we can perhaps inprove our marketing of this
posi tion.

Because certainly, we would like to do a
nati onw de search. Austin is an attractive place to nove
to, and we think our salary is commensurate with what a
hi gh quality auditor should expect to nake. So we would
hope to -- we will partner with internal audit at your
direction to try to expand that applicant pool. Yes, sir.

MR. FLORES: M. Chairman, what is our role in
hiring personnel. | thought we hired the director and
then, fromthen on, it was his business. What is our role
here? Either as a nenber of this particular Commttee or
as a menber of the Board?

MR. GERBER  Your role is, M. Flores, if | may
answer it?

MR, BOGANY:  Yes.

MR. CERBER: You hire the Executive Director
and you are also have responsibility for hiring the
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internal auditor. Those are the two Board enpl oyees.

MR, FLORES.: Only two.

MR. GERBER Only two.

MR. FLORES: GCkay. And this person that we are
| ooking for, I thought he was an enpl oyee of the internal
audi t or.

MR. GERBER: He is an enpl oyee of the Internal
Audit Division.

MR. FLORES: Wiy is this subject matter being
brought up to us?

MR HAMBY: | just -- | was actually in the
conversation anyway, because it is not on the agenda
anywhere. | was getting troubled by the direction it was
going. It was becom ng too detailed of a discussion, as

opposed to a general oversight, but --

MR. FLORES: | amnew to this Commttee and |
have sone pretty basic questions, is why | amhere. 1In
fact, | don't know that | amhere -- you know, |
volunteered for this thing. | did not volunteer for it

short --

MR GERBER: And if | may, | think the exanple
is because there is some transition going on in internal
audit to give you a sense of that transition and the staff
that we have in place, and just keep you appri sed.
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Because since they do report directly to you, and we do
have sone very conplex audits going on with sone fairly
new staff, | think we just want to keep you apprised of
those recruiting efforts.

MR. FLORES: Ckay. So it was just a -- it
wasn't an up or down vote.

(Si mul t aneous di scussion.)

MR. GERBER But | think the Commttee was
expressing its clear will that we shoul d nove aggressively
until we actually have a candi date that we have gotten a
firmoffer to, and that offer has been accepted, that we
shoul d continue to pursue all avenues to try to find an
appropriate --

MR. HAMBY: And M. Flores, | think, just from
t he general direction, because you have the two enpl oyees
that are in your -- it is the sane that you would have if
you were -- this is a key position in M. GGines
departnment. And so just as you would be notified of a
deputy Executive Director hiring or a financial or Genera
Counsel hiring, you would al so get notification of this,
as opposed to a staff auditor. It is a key function.

But they are two separate entities, even though
we work, the Departnment works admnistratively with them

Your independent auditor is also your enployee and has no
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reporting responsibilities to M. CGerber. As a matter of
fact, they are, as you know, structurally set up to be
paral l el tracks, so that you can have insight into the
operations of the Departnent apart fromwhat M. Gerber
chooses to tell you.

MR. BOGANY: Thank you, Counsel.

MR. HAMBY: It was a j oke.

MR, FLORES:. David, and thank you for the
courtesy of giving us information. | thought you were
asking for an up or down vote. Com ng up here. That
was - -

MR. GAINES: No.

MR. FLORES: Thank you.

MR. GAINES: It was in the context of
di scussing the status of the Division which is another
agenda item

MR, BOGANY: Sur e.

3

GAI NES: That concl udes ny comment.
MR. BOGANY: M. Gaines, | want to thank you.
Great report as always, and keeping us up on the internal
matters of the Departnment. Can | get a notion to adjourn?
MS. RAY: M. Chairman, before you adjourn, |
just want to congratulate M. Gaines on his decision to
retire.
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GAI NES: Thank you, Ms. Ray.
BOGANY: | am not doing that.
RAY: Congratul ati ons, David.

GAI NES: Thank you.

5 ®» » 3 3

RAY: M. Chairman, | nove that the neeting
be adj our ned.

MR. BOGANY: Ch, we have one nobre conment.

MR. GERBER  Board nenbers, | just want to
mention to you, that you m ght be wondering. There is a
| arge contingent of TDHCA staff here fromour Information
Systens and from our Financial Adm nistration, and Budget
and Payroll, Accounting, and other functions within the
Department that were very involved wth Peopl eSoft, and
its devel opnent and inplenentation. And we are going to
be tal ki ng about that at the very begi nning of the Board
meet i ng.

But you may be wonderi ng why several TDHCA
staff mght be comng up to greet you, and | hope they
will. W are very pleased that they are here. W wll
tal k about their acconplishnents again, in just a few
m nutes. But we just wanted to make sure you knew t hat
they were here and hope you will introduce yourselves to
them and they to you.

MR. BOGANY: Ckay. Can | get a notion to
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adj our n?

M5. RAY: So noved, M. Chairnan.

MR FLORES: Second.

MR. BOGANY: Thank you. The neeting is
adj our ned.

(Whereupon, at 9:20 a.m, the neeting was

concl uded.)
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