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Key Points of Report

1996 Small Agency
Management Control Audit

November 1996
Overall Conclusion

During the management control audits of eight small agencies, opportunities were identified for
improvement in performance management and human and financial resource management. In
general, six of the small agencies:

. Children’s Trust Fund of Texas Council

. Food and Fibers Commission

. Board of Law Examiners

. Office of Public Insurance Counsel

. Southwest Collegiate Institute for the Deaf
. Office of State-Federal Relations

had established reasonable controls to ensure that missions were accomplished, goals and
objectives were achieved, and resources were safeguarded. However, control weaknesses at two
agencies (Commission on the Arts and Soil and Water Conservation Board) increase the risk that
desired results may not be achieved.

In addition, we found that 46 percent of the performance measures examined were reliable and 15
percent were inaccurate. We were unable to determine the accuracy of the remaining 39
percent of the measures. In the previous small agency management control audits (1995 Small
Agency Management Control Audit, SAO Report No. 96-034, December 1995), 38 percent of the
performance measures were reliable, 45 percent were inaccurate, and the accuracy of the
remaining 17 percent could not be determined.

Follow-up audit results at 11 agencies reviewed in previous small agency management control
audits indicate that 52 percent of our previous recommendations have been implemented, 38
percent have been partially implemented, and 10 percent have not been implemented. With
regard to recommendations not implemented, agencies’ responses indicate that they plan to
address these in the near future.

Key Facts and Findings

. Two agencies audited had control weaknesses which increase the risk that intended benefits
may not be delivered:

- Commission on the Arts (weaknesses in controls over grant monitoring)
- Soil and Water Conservation Board (weaknesses in controls over monitoring of the
Agricultural and Silvicultural Nonpoint Source Pollution Abatement Program)

. At six agencies, opportunities for improvement were noted in the following areas of human
and financial resource management:

- Performance appraisals, documentation of personnel actions and Fair Labor Standards
Act (FLSA) exemptions, and classification of interns

- Lack of budgeting, segregation of duties over accounting and payroll, and policies and
procedures for accounting.

Contact
Randy Townsend, CPA, Audit Manager (512) 479-4750

Office of the State Auditor

Lawrence F. Alwin, CPA

This management control audit was conducted in accordance with Government Code,
8§ 321.0132 and § 321.0133.




Executive Summary

During the management control audits d
eight small agencies, we identified
opportunities for improvement in the
management of performance and human
resources. In general, six of the small
agencies:

e Children’s Trust Fund of Texas Council
 Food and Fibers Commission

* Board of Law Examiners

« Office of Public Insurance Counsel

» Southwest Collegiate Institute for the D4
« Office of State-Federal Relations

had established reasonable controls to enstire

that missions were accomplished, goals and
objectives were achieved, and resources w
safeguarded. However, control weaknesse
two agencies (Commission on the Arts and
Soil and Water Conservation Board) increas
the risk that desired results may not be
achieved.

Small Agencies Audited

Commission on the Arts

Children’s Trust Fund of Texas Council
Food and Fibers Commission

Board of Law Examiners

Office of Public Insurance Counsel

Soil and Water Conservation Board
Southwest Collegiate Institute for the Deaf
Office of State-Federal Relations

Follow-Up Reviews

Board of Barber Examiners

Board of Chiropractic Examiners
Cosmetology Commission

Texas Ethics Commission

Fire Fighters’ Pension Commissioner
Department of Licensing and Regulation
State Pension Review Board

Board of Examiners of Psychologists
Council on Sex Offender Treatment
Board of Tax Professional Examiners
Board of Vocational Nurse Examiners

f In addition, we found that 46 percent of th
performance measures examined were reliab
and 15 percent were inaccurate. We were
unable to determine the accuracy of the
remaining 39 percent of the measures. Ir]
previous small agency management control
audit 995 Small Agency Management
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performance measures were reliable, 45
percent were inaccurate, and the accuracyy
the remaining 17 percent could not be
determined.

paf

Our follow-up work at 11 agencies revie
in previous small agency management ¢
audits showed that 52 percent of our prg
recommendations had been implementg
percent had been partially implemented,
10 percent had not been implemented. \
regard to recommendations not implemer

ere
5 at

b

address these in the near future.

The 1996 Small Agency Management Contrg
Audit included full reviews of eight agencies
and follow-up reviews of 11 agencies. In
fiscal year 1995, the small agencies
collectively received approximately $33.8
million in appropriations and employed 531
full-time equivalent employees.

Performance Management
Controls Need Strengthening at
Small Agencies

We identified weak controls over performance
management at five agencies. Specifically:

« Weaknesses in controls over program
monitoring at two agencies increase the
risk that misused funds may go
undetected.
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Executive Summary

« More than 50 percent of the performanck Performance Measure Results Should Be
measures reviewed could not be certified Compiled and Accurately Calculated
because they were inaccurate or suppofting

documentation was not available.

Controls Over Programs at Two Small
Agencies Could Be Improved

Two of the agencies audited could improve
performance management controls over
significant programs:

+ The Commission on the Arts
(Commission) performs insufficient on-
site monitoring of grant recipients, thus
increasing the chance that funds could
misused and not be detected. Fiscal
monitoring is limited to desk reviews of
independent audits and financial
information submitted by grant recipients
Approximately $3.4 million, which
represents 83 percent of the Commissiq
budget, was granted to subrecipients in
fiscal year 1995.

« The Soil and Water Conservation Board
(Board) does not require local soil and
water conservation districts to submit
receipts to support claims within the
Agricultural and Silvicultural Nonpoint
Source Pollution Abatement Program
The Board makes payments based on
Performance Certifications submitted by
the districts. In addition, the Board lacks
formal procedure to monitor local soil an
water conservation district directors in th
cost-share assistance program.
Approximately $2.1 million, which
represents 24 percent of the Board’s
appropriations, was committed to water

quality improvements in fiscal year 1995.

percent were found to be reliable and 15
percent were found to be inaccurate. Factors
prevented certification for the remaining 39
percent of performance measures. The Soil
and Water Conservation Board did not report

fiscal year 1995.
Agency management and the Legislative

measure reporting to evaluate current ager

funding levels for specific programs.
Inaccurate reporting of performance measy
results could lead to inappropriate action
. taken by these entities.

n's
Controls Over Human Resource
and Financial Management at
Small Agencies Could Be
Enhanced

Controls over human and financial resources
could be enhanced at six agencies. Adequat
controls over personnel, property, revenues,
and expenditures ensure that resources are
effectively and efficiently utilized.

b a

o

e Strengthen Controls Over Human
Resource Management

We found that controls over human resource
management needed enhancement at five of
the eight agencies audited. Specifically, the

following deficiencies were noted:

» Annual performance evaluations were
either not consistently performed or were
not performed in a timely manner.
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Executive Summary

Paid interns were inappropriately
classified as independent contractors ra
than employees.

Documentation regarding determination
Fair Labor Standards Act exempt/non-
exempt status was not available for all
employees.

Changes in employee classification leve]
type of personnel action, and the suppo
for personnel actions were not documer
and maintained in employee files.

Adequate controls over human resource
management ensure that employees receiv
feedback on their performance in a timely
manner. In addition, proper classification of
employees and adequate support for perso
actions are necessary to eliminate the risk g
complaints and legal actions.

Improve Financial Controls
We found that financial controls needed

enhancement at five of the eight agencies
audited. Specifically:

A budget was not developed to plan,

records are accurate.

e Follow-Up Reviews Showed Most
Recommendations Were Fully or

mglartially Implemented

f . . .
Follow-up work at 11 agencies reviewed in

previous small agency management control
audits showed that 52 percent of our previoug
recommendations had been implemented, 38
percent had been partially implemented, and
10 percent had not been implemented.

Agencies have indicated that they plan to
address the remaining 10 percent of the

recommendations in the near future.
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Commission on
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Commission on the Arts
Detailed Issues and Recommendations

Overall Conclusion

The lack of effective controls over the grant monitoring process at the Commission on the Arts
(Commission) limits its ability to ensure that public funds are appropriately used. The Commission
performs insufficient program monitoring of its grant recipients. Fiscal monitoring is limited to desk
reviews of independent audits and financial information in evaluation reports submitted by grant recipients.

Without on-site monitoring of grantees, misused funds may not be detected by the Commission. In fiscal
year 1995 approximately $3.4 million, which represents 83 percent of the Commission’s budget, was
granted to subrecipients.

The Commission could improve operations by implementing an on-site grant monitoring program. In
response to an earlier audit report in September (R8port on the Financial Related Audit of the Texas
Commission on the AitSAO Report No. 92-003), management committed to monitoring its subrecipients
and agreed to set up a two-year cycle plan for visiting grantees. However, the Commission has failed to
take steps to correct the weakness.

The Commission also needs to strengthen controls over policy, financial, and human resource
management. Specifically, the Commission should:

« Develop and implement policies and procedures relating to acceptance of honoraria and purchasing.

+ Review the annual financial report for accuracy, completeness, and compliance with the Comptroller of
Public Accounts’ reporting requirements.

+ Document and approve all personnel actions and perform written annual evaluations on all staff.

The Commission has established reasonable management control systems for information and performance
management.

Background

The Commission on the Arts was established in 1965 to increase awareness of the arts, attract outstanding
artists to Texas, and promote cultural opportunities for all Texans through education, grant assistance
funds, community development, and training opportunities. The Commission is primarily a granting

agency providing support and endorsement for arts organizations. The Commission has 16 employees.

The Commission’s appropriations for fiscal year 1996 totaled $4.1 million, including $800,000 in federal
revenues. The Commission’s financial resources were enhanced by the establishment of the Texas
Cultural Endowment Fund in 1993; the Legislature designated $2.2 million as the fund’s corpus and
provided for future interest earnings to be appropriated to the Commission.

1996 SMALL AGENCY
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Commission on the Arts
Detailed Issues and Recommendations

Section 1:

The Commission Should Develop and Implement an On-Site Grant
Monitoring Process

The Commission performs insufficient program monitoring of its grant recipients.
Fiscal monitoring is limited to desk reviews of independent audits and financial
information in evaluation reports submitted by grant recipients. For fiscal year 1995,
less than 1 percent of the grant recipients received an on-site monitoring visit by the
Commission. Consequently, the Commission is unable to determine if funds are used
in accordance with state and federal guidelines or for the purposes for which they are
granted.

This issue was previously reported in SAO Report No. 92-003 issued in September
1991 Report on the Financial Related Audit of the Texas Commission of the Arts
SAO Report No. 92-003). At that time the Commission committed to monitoring its
subrecipients and agreed to set up a two-year cycle plan for visiting grantees. The
Commission has failed to take steps to establish and implement an on-site grant
monitoring system.

Approximately $3.4 million, which represents 83 percent of the Commission’s total
budget, was granted to subrecipients in fiscal year 1995. These funds were distributed
among 414 grant recipients for an average grant of $8,150. Only 24 grantees received
more than $25,000 in federal and state funds. In the same year, 80 subrecipients
received more than $10,000 and less than $25,000.

Recommendatian

We recommend that the Commission develop and implement an on-site grant
monitoring program to ensure that grant funds are being properly expended and
accounted for in accordance with grant requirements. The Commission staff should
make it standard practice to review grant records and expenditures during site visits.
Frequency of monitoring visits and the scope of work performed during visits should
be based on a formal risk assessment process.

Management's Response

It has been the Commission’s policy to grant federal funds to recipients who were
subject to independent audit report requirements. As a prerequisite of the grant
process and as further stated by contractural agreement, the Texas Commission on the
Arts (TCA) is to receive a copy of the independent audit report as soon as it is
available. As a general rule, this audit report is available to TCA shortly after the end
of the recipient’s fiscal year. Specifically, the recipient is required to comply with “all

of the terms and conditions of this contract and applicable requirements of the

1996 SMALL AGENCY
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Commission on the Arts
Detailed Issues and Recommendations

Section 2:

Commission and the National Endowment for the Arts, including, but not limited to
. . . Federal Office of Management and Budget (OMB) Circulars A-102, A-128, A-110,
A-87, A-21, and A-122.”

TCA has established desk audit procedures in accordance with previous
recommendations made by the State Auditor’s Office. These desk audit procedures are
very thorough. Staff review the Project Budget, Project Budget Detail Attachment and
all other financial supporting documents submitted with the application. Any

qguestions or discrepancies are resolved through telephone contacts and revised
submittals if necessary.

TCA concurs that on-site fiscal and compliance monitoring reviews of subrecipients is
needed. During the past year, the agency performed two on-site reviews. But in order
for the agency to completely ensure compliance with the federal guidelines and this
audit finding, the Commission would require an additional accounting position added
to its budget as well as the necessary funds to facilitate the travel inherent in this
position. An alternative solution would be to contract out these services to qualified
professionals on an as-needed basis. This also would require additional funds that
our current budget cannot accommodate. The management of TCA proposes to
present once again these findings to the Legislative Budget Board and the Legislature
and to request additional appropriations to facilitate compliance with this finding.

Additionally, management will continue its efforts to decentralize a major portion of
its grants making program. This decentralization program will enhance the agency’s
ability to target and monitor a larger selected sample of its grantee performance on-
site and thereby reduce the cost of such coverage.

The Commission Should Enhance Controls Over Policy Management

The Commission needs to develop and implement policies and procedures relating to
acceptance of honoraria and purchasing. Specifically, we noted:

« The Commission does not have a written policy related to acceptance of honoraria
by staff. The executive director received two honoraria totaling $959 for speaking
engagements. It appears that the executive director was on state time while making
these presentations. In both instances, the executive director traveled out of state to
give speeches and logged an eight-hour work day. In one instance, the State paid
for the airline ticket to the city where he was speaking, although he later
reimbursed the State.

» The Commission circumvented its own written procedures for obtaining
competitive bids by authorizing payments on two separate vouchers for two
computers purchased on the same day from the same company. Each computer
was purchased for $996 each.

NOVEMBER 1996
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Commission on the Arts
Detailed Issues and Recommendations

Policies and procedures inform employees about rules and regulations and, if followed,
help maintain effective controls over resources.

Recommendations

We recommend that the Commission:

« Establish a written policy which disallows employees from accepting honoraria
while on state time and which requires employees to take a leave of absence to
make presentations unrelated to their employment.

» Establish a written policy which disallows employees from submitting travel
vouchers for engagements unrelated to their employment, even for cases in which
the employee later reimburses the State.

» Comply with its internal policies and procedures in obtaining competitive bids.

Management's Response

TCA concurs with the audit findings.

» Procedures will be written and incorporated in the TCA’s personnel manual to
require all personnel to follow the guidelines for acceptance of honoraria by
October 30, 1996.

» This incident happened only once. The employee reimbursed the State. Written
procedures will be incorporated into TCA’s personnel manual no later than
October 30, 1996.

+ The Commission has written procedures for purchasing. These procedures are
distributed to all staff and are part of the agency purchaser’s tactical plans.
Included in the procedures are HUB patrticipation procedures, bid requirements
and special notes, purchase request forms, purchase explanation form for phone
bids and invitation for sealed bids. This agency will comply with state purchasing
requirements.

1996 SMALL AGENCY
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Commission on the Arts
Detailed Issues and Recommendations

Section 3:

The Commission Needs to Strengthen Controls Over
Financial and Human Resource Management Systems

Controls over human resource management have not been consistently applied by the
Commission. In addition, internal controls over financial reporting are not adequate to
ensure the accuracy of the annual financial report.

Section 3-A:
Improve Annual Financial Report Preparation Procedures

Internal controls over financial reporting are not adequate to ensure the accuracy of the
annual financial report. The Commission’s annual financial report contained several
significant errors: federal revenues were understated on the statement by about $1
million; interest receivable was overstated by $200,000; and the Combined Statement
of Revenues, Expenses, and Changes in Fund Equity - Nonexpendable Trust Funds, a
required supporting schedule, was omitted. The Commission advised that the annual
financial report was later revised after consultation with the Comptroller of Public
Accounts’ Financial Reporting Section by the due date.

The Commission’s annual financial report is management’s representation of the
financial position for the fiscal year. It is management’s responsibility to provide a
correct and complete report, prepared in accordance with the Comptroller of Public
Accounts’ reporting requirements. The Comptroller of Public Accounts’ reporting
requirements prescribe standard accounting procedures and terminology to ensure
consistent reporting among state entities.

Recommendatian

We recommend that management thoroughly review the annual financial report to
determine if it is accurate, complete, and in compliance with the Comptroller of Public
Accounts’ reporting requirements.

Management’'s Response

The Commission worked hand-in-hand with the financial analyst of the Comptroller’s
office to insure the accuracy of the financial report. This report was approved in its
entirety by the Comptroller’s office. This agency will continue to work with the
Comptroller’s office to ensure accurate, complete information in the financial report.

NOVEMBER 1996
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Commission on the Arts
Detailed Issues and Recommendations

Section 3-B:
Enhance Controls Over Human Resource Management

Controls over human resource management have not been consistently applied. The
personnel files did not contain adequate documentation to justify and authorize
personnel actions. In addition, performance evaluations are not completed on a timely
basis.

Of the 17 current employees’ files reviewed, 9 exceptions (53 percent) relating to
documentation of a current pay rate were noted. Eight employees were granted pay
increases which were supported only by a blanket letter of authorization from the
executive director. The letter did not stipulate changes in classification, nor were the
letters in the employees’ personnel files. An additional employee was granted an
increase in pay, but was not listed in the letter. Three files contained personnel action
forms for a previous increase which were not signed or dated by either the supervisor
or executive director.

Four employees (24 percent) have not received annual evaluations within twelve
months; two of these were last evaluated in 1992. Three additional evaluations were
either not signed or not dated, or were dated incorrectly.

Personnel action documentation provides the support for salary increases or decreases.
Timely performance evaluations are important to document employees’
accomplishments and areas of improvement. In fiscal year 1995, salary and payroll
related costs represented 20 percent of the Commission’s total expenditures.

Recommendatian

We recommend that management ensures personnel files include documentation and
approval for all personnel actions. Also, all employees should receive a written
performance evaluation at least once a year.

Management’'s Response

The Commission at the end of each fiscal year completes an evaluation of each
employee’s job performance. Each person’s job performance is evaluated by the
strategic tactical plan that must have been completed for that year. The Executive
Director meets with each person to discuss personnel actions. Each interview is
documented to go into each individual’s personnel folder. This is a thorough
evaluation. Additionally, the agency will also use a written evaluation form. This
form will be in each personnel folder by October 15, 1996. Because of the time frame
by which the agency’s Commissioners meet, the Executive Director’s evaluation was
not done at the time of the audit. His evaluation is now complete and is in his
personnel folder.

PAGE 10
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Children’s Trust Fund of Texas Council
Detailed Issues and Recommendations

Overall Conclusion

The Children’s Trust Fund of Texas Council (CTF) has established a system of management controls to
help meet its legislative mandates, goals, and objectives. However, to enhance operations, CTF should
review contract service administration to ensure proper classification of paid interns and refine
performance measurement processes to ensure that funded programs do not under-report their
performance. CTF should identify and pursue opportunities for higher yields on the Trust Fund. In
addition, better planning and feedback mechanisms are needed for the marketing communications system.

Background

The Children’s Trust Fund of Texas was established to prevent child abuse and neglect by setting policy,
offering funding and technical resources for community child abuse and neglect prevention programs, and
providing information and education on child abuse and neglect. CTF has seven full-time equivalent
employees. Fiscal year 1995 expenditures totaled $1.6 million. Most funds come from federal dollars and
from statutorily limited transfers from a recently rededicated $18 million Trust Fund.

Section 1:

Review Contract Service Administration

While CTF’'s human resource policies and procedures are generally thorough and well-
documented, procedures used by CTF do not ensure that paid interns are properly
classified as “employees” or “independent contractors.” We reviewed the intern
service agreements and related documents for fiscal year 1996 and noted that:

» CTF contracted with four interns who provided approximately 3,037 hours of
service and were paid approximately $23,050 between September 1, 1995, and
April 30, 1996.

+ These individuals were treated as independent contractors and not employees. As
such, they were paid on an hourly basis, and no payroll taxes were withheld. Nor
were State of Texas employment benefits provided.

+ CTF contracted these interns to deliver services at a location specified by CTF,
with direction and instruction provided by CTF, and using materials, supplies, and
equipment supplied by CTF.

+ The agreements make no specific reference to tax payment responsibility or
benefits.

» Interns are paid on purchase vouchers rather than through the payroll process.

1996 SMALL AGENCY
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Children’s Trust Fund of Texas Council
Detailed Issues and Recommendations

The Texas Workforce Commission and the Internal Revenue Service specify the
factors to be considered when determining when workers are employees or
independent contractors. The responsibilities imposed on the employer vary based on
the determination. Generally, independent contractors are responsible for paying all
federal and state income, unemployment, and social security taxes. If a worker is
deemed to be an employee, the employer is responsible for ensuring that federal
income taxes are withheld, that social security taxes are paid, and that all applicable
federal and state employment laws are followed.

Recommendations

CTF should review its contract agreements and evaluate the appropriateness of
determinations made to classify interns as employees or independent contractors. In so
doing, management should use the resources of available specialists (such as the
Attorney General’s Office, Legislative Budget Board, State Classification Office,

Texas Workforce Commission, and Internal Revenue Service) to determine the most
appropriate methods for hiring and compensating paid interns. Once such a
determination is made, both payroll processes and intern agreements should be
modified accordingly to include specific reference to tax payment responsibility and
benefits. While in this process, CTF should also specify which human resource
management statutes and human resource policies and procedures appropriately apply
to both interns and contractors, and then modify the related agreements to reference
such statutes, policies, and procedures. Such action will enhance both the controls
over and compliance of contracted workers.

Management Response

Classification of Student Interns i prior consultation with the General Services
Commission (GSC), the Children’s Trust Fund followed GSC'’s stated process and
method for contract preparation and payment to student interns. The Children’s Trust
Fund's attorney, provided through the State Attorney General’s Office, was also
consulted and concurred with the current method. Based on these interagency
professional services, CTF staff believed the procedures used were within the
standards and requirements of the law. All CTF contracts are reviewed by legal
counsel.

Relating to the IRS issueBuring the management control audit, the Children’s Trust
Fund's legal counsel reviewed with CTF staff the IRS 20 critical factors test relating
to “independent contractors” and indicated, in a written response, that CTF was
within the law. Legal counsel concluded that the courts use a “subjective” analysis
regarding how much weight should be given to any one factor and therefore, “what is
apparent from the case law is that the final determination of whether an individual is
an employee or an independent contractor is one that can be made only by the
courts.”

PAGE 12
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Children’s Trust Fund of Texas Council
Detailed Issues and Recommendations

Section 2:

Due to this above-referenced lack of clarity and based upon legal counsel
recommendations, the Children’s Trust Fund will not renew student intern contracts
until there is a policy statement issued and/or clarification is received from the
Legislature, the Legislative Budget Board, and/or the courts on this matter. CTF
student interns received written notification of this decision and each contract will be
terminated before September 1, 1996.

CTF contracts state that tax liability is the sole responsibility of the contractor.
However, upon advisement of legal counsel, a separate clause, which further defines
the tax obligation of an independent contractor, has been added to CTF contracts. In
all cases, interns and contractors received prior notification of their tax liability and
responsibilities. Management will continue to comply with the guidelines from
appropriate agencies in human resources and contract administration policies and
procedures.

Follow-Up Comment

The jurisdictions of the General Service Commission (GSC) and the Attorney
General’'s Office do not extend to the classification of interns as “independent
contractors” or “employees.” Such classification authority is vested in the Internal
Revenue Service and, ultimately, in a court of law. Thus, CTF’s admitted adherence to
GSC policies and procedures for contracting and paying interns does not and, in fact
cannot, ensure that such persons are appropriately classified. Nor can consultation
with the Attorney General’s Office, while certainly well-advised, guarantee the proper
classification of such individuals since, like the GSC, the Attorney General’'s Office is
not the final arbiter of such matters.

Refine Performance Measurement Processes to Ensure That Funded
Programs Do Not Under-Report Their Performance

The Number of Child Participants in CTF-Funded Programs and Services was certified
with qualifications. The Number of Adult Participants in CTF-Funded Programs and
Services could not be certified as accurate. Since under-reporting was generally the
problem, CTF is not getting full credit for the actual impact of its current child abuse
and neglect prevention efforts. While the performance measurement process is sound
within the CTF’s Central Office, the data gathering and reporting processes used in the
field programs are highly variable. Review of performance data gathering and
reporting techniques in field programs revealed that:

» More clarity is needed in the definitions of “new,” “continuing,” and “completed”
program participants, especially when services are offered in cycles which overlap
fiscal years.

NOVEMBER 1996

1996 SMALL AGENCY
MANAGEMENT CONTROL AUDIT PAGE 13



Children’s Trust Fund of Texas Council
Detailed Issues and Recommendations

« Participant data did not always include all persons who could legitimately have
been counted.

+ Methods used to track participant attendance were at times inconsistent. Full
names and original signatures of participants were not uniformly collected.

» Twenty-one-and-a-half percent of the performance reports submitted by field
programs for the first and second quarters of fiscal year 1996 required amendment
after CTF’s Central Office review. Errors were highest among newer programs.

« Both amendments to quarterly reports and program participation roll sheets were at
times not signed and dated by program staff. This complicates knowing from
whom one should request clarification or additional information.

» All performance data were not consistently coded in the correct boxes on quarterly
reports. Additional data were at times found elsewhere in the report.

CTF is aware of these issues and proposes conducting, depending on individual

program size, one or two on-site financial and performance reviews of each program
over the three-year funding cycle.

Recommendations

To bring more clarity and consistency to program performance measurement, CTF
should consider:

» Reviewing existing performance data gathering and reporting processes in the field
+ Identifying error patterns and best practices which might apply to all programs
« Drafting, pilot testing, and finalizing new data gathering and reporting standards

+ Deploying these new data gathering and reporting standards and monitoring their
impact to see if both process problems and data errors decrease

Other more specific process enhancements may also prove beneficial, as follows:
« Train more fully and work more closely with grantees, particularly new grantees, to
ensure that performance data gathering and reporting standards are fully

understood and followed.

» Promptly intervene with coaching and/or formal training should a change occur in
the field staff who gather or report performance data.

PAGE 14
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Children’s Trust Fund of Texas Council
Detailed Issues and Recommendations

”

« Precisely define and fully account for “new,” “continuing,” and “completed” adult
and child participants in every program area and service offering, and determine
when changes in service patterns require reclassifying participants in these
categories.

+ Fully document processes used to assess and amend quarterly reports, and provide

this process information to all funded programs.

More standardized processes and forms for tracking service delivery may also reduce
process problems and data errors. Without constraining service delivery time or client
privacy, such standardization should:

» Require that participant rolls and related reports use consistent data gathering and
reporting techniques, and collect dates and full signatures of those who receive
service and those who create or amend reports.

» Separately track and tally new, continuing, and completing adult and child
participants on each participant roll and related summary reports.

« Ensure that all performance data appear in the appropriate boxes on quarterly
reports.

Finally, CTF need not visit all programs during the funding cycle, as currently
proposed. Such action would unduly tax such a small agency. Alternatively, CTF
should analyze the risk of financial and performance reporting error based on reviews
of quarterly and financial reports, verbal and written correspondence, program maturity
and turnover, and other factors. This risk analysis will indicate where to perform site
visits. Where possible, CTF should:

« Combine financial and performance reviews during each site visit.

+ Treat any site visit as a program financial and performance assessment opportunity,

regardless of why or by whom such site visit is performed.
» Consider training Family PRIDE (Principles, Responsibility, Integrity, Discipline,

Education) Regional Council Members to perform financial and performance
assessment visits outside their respective regions.

Management Response

Performance Measure Certification The Quarterly Performance Report, submitted
by CTF grantees, is being revised to prevent data errors and more accurately record
program participation. As noted by the auditor, the performance measurement
process is sound within the CTF central office and under-reporting by community

NOVEMBER 1996
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Children’s Trust Fund of Texas Council
Detailed Issues and Recommendations

programs does not reflect the level of CTF program success. The CTF staff degree of
reporting precision is being taken to the local programs through regional training.

The CTF Council believes this will increase accuracy. It appears under-reporting was
an honest effort by local programs to ensure an unduplicated count of participants.

Section 3:

Identify and Pursue Opportunities for Higher Yields on the Trust Fund

Existing control systems generally assure that strategic plans and related budgets are
appropriately formulated, managed, and monitored; that resource use is based on
established customer needs; and that program effects are assessed. However, CTF has
long been concerned that yields on the Trust Fund currently administered by the State
Treasury have averaged only some 5 percent. Various options have been discussed
over the last three years, including seeking separate statutory investment authority,
piggy-backing on higher-yielding investments of state funds, and moving the Trust

Fund from the State Treasury.

Recommendations

CTF must first decide whether or not to pursue separate statutory investment authority.
Like all key financial decisions, this determination must be based on thorough analysis
of fiscal and control risk and input from both CTF’s Legal Counsel and key
stakeholders. Until this decision is fully taken, other options are generally unavailable,
and CTF will have to accept the current level of investment yield.

However, even if CTF rejects pursuit of investment authority, further means still exist
to enhance CTF's financial position, including:

» Accelerating acquisition of funds and in-kind support under public and private
partnerships, activities in which CTF has shown some success

» Developing a campaign of dedicated giving and sponsorship, perhaps including the
participation and coordination of the Regional Family PRIDE Councils

+ Soliciting donations in all information and promotion materials and via the
proposed Internet interface

Management Response

Although the CTF Council has chosen not to pursue separate investment authority, it
has repeatedly addressed this concern in writing and meetings with the CTF Fiscal
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Children’s Trust Fund of Texas Council
Detailed Issues and Recommendations

Advisory Committee, Offices of the State Comptroller and Treasurer. The CTF
Council has sought to convince the State Treasurer or State Comptroller’s Office to
place the long-term Children’s Trust Fund corpus in a higher yield investment. These
discussions are ongoing.

Section 4:

The Marketing Communications System Could Be More Efficient and

Effective

Providing public education and awareness information is a key component of CTF's
mission, strategies, staff and intern functions, and output measures. While this effort
generally works well, better planning and feedback mechanisms in the marketing
communications system could both enhance its success and move CTF away from
broad information releases toward more efficient target marketing. More in-depth
assessment of the demand for and consumption of its marketing communications is
needed. CTF could also benefit from enhanced marketing expertise on its Central and
Regional Councils. Finally, CTF might further explore if broader use of radio would

be a cost beneficial change to its marketing strategy.

Recommendations

CTF should consider the following enhancements to its marketing communications
system:

+ Optimally, develop an annual or multi-year marketing communications plan.
Minimally, fully plan production of each printed or electronic marketing piece.
Plans should set costs, assign responsibility for each production step, quantify
demand, specify venues, characterize target populations in each Family PRIDE
Region, define feedback mechanisms, and clarify how such feedback will be used
to enhance future marketing communications processes.

» CTF should gather more specific demographic and information consumption data
on its target groups, perhaps via additions to the surveys already administered by
the Public Policy Research Institute. This information would help CTF target its
marketing communications by determining which media are best suited for each
demographic group and geographic area.

» Incorporate marketing expertise on both the Central and Regional Councils. Such
expertise could facilitate market research, materials development and distribution,
media and public relations, and targeting of marketing communications.

1996 SMALL AGENCY
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Children’s Trust Fund of Texas Council
Detailed Issues and Recommendations

« Consider if television and videotapes are strategically efficient, since many CTF
clients may lack access to these media. Broader use of radio may be in order since
radio costs less to produce and distribute. Minimal investment would permit CTF
to (re)produce radio spots in-house, for which it presently contracts. Regardless of
the media mix chosen, CTF should examine the cost-effectiveness of production
facilities known to exist in other state agencies.

Management Response

CTF has always been committed to distributing information to the public about child
abuse and neglect prevention. Due to demands from the Family PRIDE Councils and
with increased federal funding, these efforts will continue to expand with over 300,000
items planned for distribution in fiscal year 1997. This is an increase of 400% from
fiscal year 1996. In response to the auditor’s findings, the following steps have been
taken to ensure that the system is more efficient and effective:

» Beginning this past summer, a detailed distribution form was developed for each
item submitted for purchase. The number to produce, printing, postage, and
mailing costs, as well as targeted audiences per quarter are included. The plans
will be monitored monthly and reviewed on a quarterly basis.

» Beginning fall, 1996, CTF will contract with marketing experts to facilitate market
research, implementation of feedback mechanisms, and to determine which media
are best suited for each demographic area. CTF will also explore cost-
effectiveness of production facilities at other state agencies since present CTF staff
size precludes duplicating radio spots in-house as recommended.

» Beginning fall, 1996, CTF will encourage membership of local marketing experts
on the Family PRIDE Councils to provide appropriate direction to the CTF
Council on community marketing strategies. This will be emphasized in selecting
new members, as well as filling vacancies on existing Family PRIDE Councils.
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Food and Fibers Commission
Detailed Issues and Recommendations

Overall Conclusion

The Food and Fibers Commission (Commission) has established adequate management control systems for
policy, information, and resource management. The Commission could improve its processes by
developing an employee appraisal system. The accuracy of the Commission’s performance measures could
not be determined due to the reliance on private entities for the performance data.

Background

The Food and Fibers Commission was established to increase production, improve quality, and promote
the use of Texas’ natural fiber, oil seeds, and other textile products through funding surveys, research, and
investigation. The Commission’s board consists of four members: the chancellor of the Texas A&M
University System and the presidents of Texas Woman'’s University, The University of Texas at Austin,
and Texas Tech University. In fiscal year 1996, the Commission has appropriations of $4,105,528 and
three full-time employees.

Section 1:

The Commission Should Develop an Employee Performance
Appraisal Process

The Commission does not have an employee performance appraisal process.
Performance appraisals are a communication tool. They are a means for the employer
to provide feedback to employees which supports good performance, helps correct and
discourage poor performance, provides a foundation for human resource decisions (i.e.,
promotion, demotion, merit increase, and termination), and establishes a basis for an
employee’s training and development.

Recommendatian

We recommend that the Commission develop an annual performance appraisal process
for all employees. The appraisal system should be based on specific and measurable
job dimensions relating to the individual employee’s job duties.

Management's Response

Even though we have only three employees, including the executive director, we
understand the need for an appraisal process and will implement this on an annual
basis.
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Section 2:

The Commission Should Report Fixed Assets According to State
Guidelines

The Commission has not reviewed the fixed assets on its inventory listing to determine
whether assets valued at less than $1,000 should be capitalized as controlled assets (as
defined by the State Property Accounting system) or deleted from the inventory listing.

Recommendatian

We recommend that the Commission delete the items from its inventory that are valued
at less than $1,000 and are not considered controlled or sensitive items as defined by
the State Property Accounting system.

Management's Response

We have complied with recommendations to delete those items from inventory that are
valued at less than $1,000 and not considered controlled or sensitive as defined by the
State Property Accounting System.

Section 3:

Factors Prevent the Certification of Performance Measures

It cannot be determined if the performance reported by the Commission for its outcome
measures is accurate. The Commission is not getting the performance data from the
Natural Fibers Research and Information Center at The University of Texas as
described in the measure definition. Instead, the Commission obtains the data for the
measures directly from the private companies who process cotton, wool, mohair, and
oil seed in Texas because the Commission believes it is more efficient. Since the
information being reported is from private third parties, we are not able to audit this
data.

Recommendatian

We recommend that the Commission seek to alter their performance measure
definitions to reflect how they can provide the best information. The definition should
also describe any limitations of the data being reported. In this case, a limitation is
caused by the Commission having to rely on outside parties over which they have no
control to get the performance data.
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Management’'s Response

We have been concerned with the validity of the performance measures and have been
in touch with the Legislative Budget Board and Governor’s Budget Office in an effort

to get these changed in the next Legislative Session. We plan to suggest performance
measures that will better define our work and thus be a more accurate and reliable
measure.

NOVEMBER 1996
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Board of Law Examiners
Detailed Issues and Recommendations

Overall Conclusion

The Board of Law Examiners (Board) has established reasonable management control systems for policy,
information, and resource management. These controls enable the Board to ascertain that applicants for
admission to the State Bar meet certain minimum qualifications established by the Supreme Court.
However, opportunities exist for improving controls over the Board’s accounting function, purchase of its
new information system, and performance measurement and planning process.

Background

The Board determines the eligibility of candidates for admission to the State Bar, holds hearings on moral
character and fitness, prepares and administers the bar examination, and determines if attorneys from other
states meet the admission requirements. After admission requirements are met by a candidate, the Board
recommends applicants to the Supreme Court for licensing.

The Board’s operations are funded by applicant fees. The Board is not subject to classification
requirements, strategic planning, or performance measurement requirements. The Board employs 17.5
full-time equivalent employees and has an operating budget of $1.6 million for fiscal year 1996.

Section 1:

Continue to Improve Controls Over the Accounting Function

Weak internal controls existed over the Board’s accounting function. The weak
controls were caused by the lack of a complete set of accounting policies and
procedures to guide staff in performing the necessary accounting functions. In
addition, the accounting system was poorly documented and overly complicated. As a
result, the Board’'s 1995 annual financial report contained inaccurate information. For
example, deferred revenue was understated by $80,000 and fixed assets were
understated by $7,362.

A poor audit trail for transactions existed prior to August 1995. Entries from the
automated system could not be traced back to journal entries and no reference numbers
existed to verify supporting documentation. Prior to the audit, management was aware
of the control problems that existed over the Board’s accounting function. The Board
had begun to take steps to address these weaknesses by implementing a new
accounting system and hiring a consultant.

Recommendatian

We recommend that the financial policies and procedures manual be completed as soon
as possible. Policies and procedures should be modified and improved as needed to
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ensure that Board staff can effectively perform accounting duties. The Board should
also cross-train additional personnel to perform critical accounting tasks to ensure
coverage in cases of illness or turnover in the accountant position.

Management’'s Response

We had identified the problem of internal controls prior to the arrival of the audit

team in our office and had already begun taking significant steps toward solving the
problem. As documented for the audit team, a lack of responsiveness to my ongoing
concerns about the need for a complete set of accounting policies and procedures was
the very issue which had resulted in a change in our accounting personnel prior to the
audit.

In addition, several months before the audit team arrived, we had reached the decision
to abandon the insufficient accounting program developed by the prior accountant,
had purchased a new accounting package which provides audit trails, had already
begun using this program in certain areas, and were studying how best to solve the
transition problems associated with total implementation. Upon the arrival of the

audit team, we summarized this situation for them and sought their input as to the
sufficiency of the newly purchased accounting package for across-the-board use in our
total operations. Upon receiving the team’s opinion that the package was sufficient
and that it would be a definite improvement, we made the decision and commitment to
convert all our accounting functions to the new program. Actual implementation of

this decision was necessarily delayed until we had hired a permanent, qualified
accountant. All of these decisions were made before the exit conference.

Since that time, we have hired an accountant who has implemented the new
accounting software for all Board functions. He has also performed an audit of all the
Board’s books back to the end of Fiscal Year 1995 and made amendments where
necessary to reflect the correct financial position of the Board.

Other steps we have and are taking which are responsive to this recommendation
concern cross-training and procedures review. Our accountant is cross-training our
purchaser (since our agency is too small to justify the hiring of additional accounting
personnel) in the use of the new accounting software, so that we will have back-up
capability in the event of the absence of the accountant or in the event of a change in
personnel. Our financial procedures manual is being reviewed, revised, and updated,
with the goal of having a complete set of accurate and up-to-date accounting
procedures which provide well-documented guidance for agency staff.
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Section 2:

Analyze and Document the Board’s Needs Before Purchasing a New
Information System

The Board is considering the purchase of a new information system. However, the
Board has not formalized the analysis of its requirements for this new system. A
formally documented needs assessment helps to ensure that the Board has a thorough
understanding of what needs exist and how those needs can be met.

The Board has met with potential vendors and discussed its information system needs.
However, allowing vendors the latitude to assess the needs of its customers creates the
possibility of oversell, an expectation gap between agency and vendor, and vendor
conflict of interest. Establishing a formal requirements definition allows the agency to
compare vendor recommendations with an established criteria. It also helps to ensure
that desired controls are built into the system being developed.

Recommendatian

We recommend that the Board, through self-evaluation or an independent consultant,
formally document its comprehensive information system needs. An impartial analysis
will allow the Board to determine its informational needs. Those needs should be used
as criteria for evaluating its information system options.

Management’'s Response

Prior to the delivery of the report we acted on the oral communication of the audit
team concerning this matter, and we have conducted a self-evaluation and
documented our information system needs in a formal report. We delayed all
decisions on the new information system until the completion of the report, which is
being used as a basis for development of the criteria which the new system must meet.

Section 3:

Improvements Could Be Made in the Board’s Overall Planning
Process and Identifying and Monitoring Performance Measures

The Board'’s controls over the areas of policy management and performance
measurement could be improved by expanding current long-range planning and
performance monitoring.
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Expand and Formalize Planning Efforts - By statute, the Board of Law

Examiners is not required to develop a strategic plan and does not formally do so.
The Board does perform many of the functions included in a strategic planning
process but does not integrate and document the information as part of an overall
long-range planning effort.

Strategic planning, as adopted and implemented by Texas state government, is
a fundamental means of ensuring that an agency has identified what it should
be doing and how it should be doing it. It is a long-term, future-oriented
process of assessment, goal setting, and decision-making that maps an explicit
path between the agency’s present position and its vision of the future. Itis
designed to improve the evaluation of agency programs and increase accuracy
in decision-making by management and staff.

Expand and Formalize Performance Monitoring Efforts - The process of
evaluation and adjustment of the Board’s programs and operations can be
improved through the use of selected quantifiable performance measures. The
Board informally monitors its performance; however, it has not developed a
regularly monitored set of measures to assess agency, divisional, and employee
performance.

Without some useful and reliable measures of performance, the Board may
have more difficulty in routinely and objectively determining the success of
operations in terms of increased productivity, fewer errors, more useful reports,
etc. Monitoring of outcomes, outputs, and efficiencies can assist in identifying
expectations and setting goals. Required adjustments to programs and
procedures can then be made to achieve desired results.

Improved methods of measuring performance and a formal planning process will
enable the Board to better determine that it is meeting the goals of its enabling
legislation, maintaining control over the efficient use of state resources, and increasing
accountability within the Board.

Recommendatian

We recommend that management develop and implement a strategic planning process.
The Board should consider using the model developed by the Governor’s Office of
Budget and Planning and the Legislative Budget Board in developing its strategic plan.
This plan should include environmental analysis, mission, objectives, and strategies.
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Furthermore, the mission, goals, and objectives should align with each other for the
overall benefit of the State. It is important that the Board’s responsibilities be
identified, and that specific methodology be adopted to ensure the efficient
accomplishment of the stated mission.

Additionally, we recommend that the Board develop, implement, and routinely monitor
a set of performance measures that will accurately provide information to management
and oversight organizations about the results of the Board’s operations. Other state
examining boards already have measures that can be used by the Board as a guide.

Management's Response

As you noted in your report, the Board is not required by statute to adopt a formal
strategic plan or performance measures. | have presented to the Board itself the
examples you provided, and the Board has taken this matter under advisement.

The Board does participate in long range planning, although not in the format
recommended in the report. The Board schedules periodic long range planning
meetings, at which it studies, considers, and makes decisions on issues expected to
arise in the future. We also create numerous reports, though not styled “performance
measures,” which provide cumulative information to assist us in assessing our
performance of our various functions. Examples of these are the character and fitness
hearings report (which measures the annual number of hearings and stipulated
agreements acted on, probationary licenses recommended, and categorizes the
implicated issues) and the preliminary hearings report (by which we continually track
the cases which may result in a hearing before the Board).

NOVEMBER 1996
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Office of Public Insurance Counsel
Detailed Issues and Recommendations

Overall Conclusion

The Office of Public Insurance Counsel (OPIC) has established reasonable management control systems
for policy, information, and resource management. Although OPIC has some controls in place over
performance measures, we were unable to certify two measures. (Refer to Performance Measure
Certification Matrix on page 32 for additional information.) There were no significant findings or
recommendations for improvement as a result of our review.

Background

The Office of Public Insurance Counsel (OPIC) was created to represent the interests of Texas insurance
consumers in judicial proceedings and proceedings before the Texas Department of Insurance. In hearings
and court proceedings, OPIC represents consumers as a class rather than individuals. OPIC is the legal
advocate for consumers on forms, rule changes, and other insurance issues just as attorneys advocate
companies’ positions. OPIC received $951,046 in appropriations for fiscal year 1996 and has a staff of 19
employees.
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Office of Public Insurance Counsel
Detailed Issues and Recommendations

Management’'s Response

Average Cost Per Rate Hearing in Which OPIC Participated

The factors that prevented certification of this measure--lack of documentation for the
first quarter and a data input error which produced non-cumulative year-to-date
figures--had been addressed prior to the audit. However, the time period covered by
the audit included one quarter prior to implementation of the new documentation
procedures. Discussions with the Legislative Budget Board regarding data input in
the new ABEST system were ongoing, and the problem has been corrected. In
addition, as a result of discussions with the auditors, internal procedures have been
improved to more accurately track staff time spent on rate hearings.

Average Cost Per Consumer Reached Through Agency Publications/Reports and
Public Presentations/Appearances

The accuracy of this measure has been improved although it continues to be an
estimate. The previous formula attempted to measure the number of consumers
reached through newsletters, public presentations, and the media. Because it proved
impossible to determine the number of consumers actually reached through the media,
a new formula has been developed. This formula measures consumer readership of
agency newsletters; assesses readership of newsletter articles reprinted in weekly
journals based on a biennial survey of the journals; and estimates the number of
consumers reached by any additional articles that appear in the five largest
newspapers in the state.
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Soil and Water Conservation Board
Detailed Issues and Recommendations

Overall Conclusion

The Soil and Water Conservation Board (Board) has established reasonable management control systems
over policy and resource management. However, some opportunities for improvement were noted.
Controls could be improved over tAgricultural and Silvicultural Nonpoint Source Pollution Abatement
Program The Board needs to make improvements in tracking and reporting performance measures.
Information resources policies need to be formalized. In addition, improvements could be made over the
human resources recruitment and selection procedures and controls over fixed assets.

Background

The Soil and Water Conservation Board provides state-level administration and coordination of local soll
and water conservation programs. The Board encourages the formation of local soil and water
conservation districts and disseminates information concerning their activities. The Board acts as a liaison
between the local districts and federal agencies, processes applications for assistance with watershed
protection and flood prevention programs, and manages a program for nonpoint source pollution
abatement. The fiscal year 1996, the Board had 63 employees and appropriations of $8.7 million..

Section 1:

The Board Could Improve Controls Over the New Agricultural and
Silvicultural Nonpoint Source Pollution Abatement Program

The Board has developed and implemented a water quality management plan
certification program and cost-share assistance program to abate agricultural and
silvicultural nonpoint source pollution as required by Senate Bill 503, 73rd Legislature,
Regular Session, 1993. The Board has developed policies and procedures to ensure
that each certified water quality management plan meets the state water quality
standards and the cost-share program is administered effectively and efficiently.
However, some opportunities for improving controls in the program were noted:

+ The Board is currently developing review procedures to ensure the practices
required by the water quality management plans have been implemented and is
determining the effectiveness of those practices. The review, to be adopted by the
Board, should adequately describe the procedures to be performed in determining
the effectiveness of installed practices. Clearly stated procedures and criteria could
help ensure that plans selected for review are fully and effectively evaluated.

« The Board does not require local soil and water conservation districts to submit
receipts to support reimbursement claims submitted by operators for the
implementation of practices required by their certified water quality management
plans. They make payments based on a Performance Certification
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Soil and Water Conservation Board
Detailed Issues and Recommendations

submitted by the local soil and water conservation district. Basing payment on
receipts of actual cost incurred will decrease the risk of an incorrect payment.

+ There is no formal procedure to monitor the participation of local soil and water
conservation district directors in the cost-share assistance program. The directors
are responsible for administering the program in which they may participate. They
also may have personal or financial interest in other operations and could
participate in the cost-share program.

Recommendations

We recommend that the Board consider adopting procedures that specifically describe
the procedures to be performed during annual status reviews. This should include any
tests used to determine the effectiveness of the pollution control practices
implemented.

We recommend the Board require that receipts for all cost-share claims be submitted
with the Performance Certification to ensure that the amounts paid are accurate

We recommend the Board develop procedures to better monitor the participation of
district directors in the cost-share assistance program. We further recommend the
Board develop a disclosure statement to be completed by all directors of local soil and
water conservation districts participating in the cost-share assistance program.

Management’'s Response

The purpose of the Annual Status Review is to verify that implementation and
maintenance of the practices scheduled in Certified Water Quality Management Plans
are current and to determine if plan modifications are needed. The implementation
schedule should balance the state’s need for protecting water quality with producer’s
need to have sufficient time to implement practices in an economically feasible
fashion. Currently we have begun to perform status reviews. They will be performed
on a minimum of ten percent of the plans in a district with at least two plans being
done in each district. As the reviews are being performed, any potential refinements to
the process are noted to be considered for future integration into the procedures.
Management feels that this process will result in an excellent process for Annual
Status Reviews that will satisfy this recommendation by the State Auditor’s Office.
(See Auditor Follow-Up Comment).

The rules for the cost share program require that payments are to be made upon
certification by the district that work has been completed. The receipts for work
completed on the cost shared practices is further documentation that support the
transaction. Accordingly we have begun to require that the documents accompany the
Performance Certification.
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Soil and Water Conservation Board
Detailed Issues and Recommendations

Management has recognized the need to monitor participation of district directors in
the cost share program. Early on in the program it was possible to manually monitor
their participation due to the lower number of participants in the program. Manual
oversight has become much more difficult due to the rapid rise in the number of cost
share participants. Currently the accounting records of each participant is being
updated to include a district director indicator field for monitoring purposes.

Current statutes governing actions of governmental boards and commissions require
members to recuse themselves from board deliberations in potential conflict of interest
situations. The fact that the board member was recused and the reason(s) for that
recusal must be stated in the minutes of the proceedings. Management feels that these
existing statutory requirements are adequate disclosure.

Auditor Follow-Up Comment

In fiscal year 1995, the Board committed to funding approximately $2.1 million for
water quality improvements. In order to help ensure that this funding brings about the
desired outcome of cleaner water, the Board should set some criteria up front by which
to judge the results of the program and then make adjustments or refinements as a
result of learning more through the monitoring process. Setting clear expectations and
goals should help the landowners and the Board measure the success of the practices
implemented through this program.

Section 2:

Submit Required Performance Measure Data

The Board did not report quarterly performance measure data for fiscal year 1995. As
of August 31, 1995, quarterly reports had not been submitted as required by the
Legislative Budget Board.

Recommendatian

Management should submit the required reports to the Legislative Budget Board in a
timely manner

Management’'s Response

Management has reviewed and modified the procedures for collecting, entering, and
reporting the performance measure data. In addition, training on data entry and
reporting is being undertaken to provide for backup and assistance in heavy workload
and “fill-in” situations. Currently reports are up to date and being reported on time
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Soil and Water Conservation Board
Detailed Issues and Recommendations

and with the actions taken to strengthen procedures management expects that
reporting will continue on a current basis as required.

Section 3:

Document Procedures and Responsibilities of Information Resources
Committee

Management has established an informal Information Resources Committee to advise
management in making automation decisions. However, the Board has not
documented advisory procedures and responsibilities of the Information Resources
Committee. Formalizing the Committee’s role helps ensure that it is clear to all
members where the responsibilities lie, and how and where decisions regarding the
Board'’s automation policies are made.

Recommendatian

Management should take appropriate steps to ensure that members of the Information
Resources Committee are fully aware of their advisory role.

Management’'s Response

The Information Resources Committee was formed to review and make
recommendations on automation matters on an as needed basis determined by
management. During the period of expansion to implement SB503, the committee was
extremely helpful to management providing advice in the many automation decisions
that had to be made supporting the new program and staff. Currently management is
reviewing the continued functioning of the committee to determine its future role in
assisting management.

Section 4:

Improve Human Resources Recruitment and Selection Procedures

In our testing we noted one case in which the Board failed to post a position where
someone was hired from outside the agency. This is in violation of Government Code,
Section 656.001 (State Agency Employment Openings) which states “any agency,
board . . . in the executive or judicial branch of state government that has an
employment opening for which persons outside the agency will be considered shall list
the opening with the Texas Employment Commission.” (V.T.C.S. Art. 522g-2.)
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Soil and Water Conservation Board
Detailed Issues and Recommendations

Recommendatian

We recommend the Board establish procedures to ensure compliance with the statute
requiring all agencies to list all job openings with the Texas Employment Commission
for which persons from outside the Board will be considered

Management's Response

Current procedures are in place to ensure that all job openings for which persons
from outside the agency will be considered are posted with the Texas Employment
Commission. The situation that led to this recommendation was an isolated case in
which an employee of the Association of Texas Soil and Water Conservation Districts
was hired into an entry level position. Due to the close working relationship with the
“Association” on a day-to-day basis, the hiring was treated as an “in-house” hiring.
Staff has been properly informed and the situation should not occur again.

Section 5:

Reconcile Fixed Asset Records

The Board has performed a physical inventory for fiscal year ending August 31, 1995.
However, the Board’s fixed asset records have not yet been reconciled with the State
Property Accounting (SPA) system. Reconciliations of fixed asset inventories help
minimize risk of misstatements and loss of the State’s assets.

Recommendatian

We recommend the Board periodically reconcile its fixed asset records with the State
Property Accounting system.

Management’'s Response

During the 1994-95 biennium the state’s property inventory responsibilities were
transferred from the General Services Commission to the State Comptroller. Problems
with the conversion data are still in the State’s Property Accounting system. The
reconciliation of the Agency inventory to the State’s system is currently being
conducted. Once that reconciliation is completed monthly reconciliations will be
performed by property accounting.
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Southwest Collegiate Institute
for the Deaf

Fieldwork Completed: March 1996



Southwest Collegiate Institute for the Deaf
Detailed Issues and Recommendations

Overall Conclusion

The Southwest Collegiate Institute for the Deaf (Institute) has established reasonable management control
systems for policy, information, and resource management. These controls enable the Institute to provide
post-secondary education and training to the deaf and hearing impaired. There were no significant
findings or recommendations for improvement as a result of the review. In addition, the Institute was in
compliance with the General Appropriations Act provision requiring that appropriated funds and generated
fees be expended only for the purposes of the Institute.

Background

The Institute was established in November 1979 to provide deaf and hearing impaired residents of Texas
and the Southwest with an opportunity to benefit from a comprehensive, self-contained, and mainstream
post-secondary education and training experience. On May 14, 1981, the Governor of Texas signed a bill
into law (Education Code, Chapter 131, V.T.C.S.) which established the Institute as a state-supported
institution within Howard County Junior College District. The Institute became the third self-contained
post-secondary institution for the deaf in the world and the only one in Texas and the Southwest.

The Institute designs programs for the deaf and hearing impaired that promote entry into the workforce.
The Institute, through Howard County Junior College District, offers associate degrees and certificates of
completion in technical, pre-professional, and general education fields. Job placement services are also
provided by the Institute for students and graduates.

In fiscal year 1995, the Institute had 49 full-time equivalent employees and operating expenditures of
approximately $2.4 million. Approximately 85 percent of the Institute’s revenues were from state
appropriations and the remaining 15 percent from tuition, fees, and auxiliary enterprise.

SOUTHWEST COLLEGIATE INSTITUTE FOR THE DEAF
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Office of State-Federal Relations

Fieldwork Completed: September 1995



Office of State-Federal Relations
Detailed Issues and Recommendations

Overall Conclusion

The Office of State-Federal Relations (Office) has established management control systems for policy,
information, and performance management. Opportunities exist for improving controls over the Office’s
budgetary process, financial and property management systems, and human resources management. The
Office has had a complete management turnover in the past year. The new management team had already
identified some of these weaknesses and begun work to improve some controls prior to our audit.

Background

The Office of State-Federal Relations was created to increase the State’s receipt of federal funds and to
maintain an active role for Texas in the national decision-making process. It monitors federal

developments that are of interest and concern to the State. The Office provides state officials and agencies
with information on current federal legislation and agency actions and coordinates state officials’ attempts
to influence federal actions on behalf of the State. The Office reported total fiscal year 1995 operating
expenditures of $1.7 million and currently employs 16 full-time equivalent employees, down from 22 in

the last biennium.

Section 1:

Develop a Budget to Plan, Monitor, and Control Expenditures

As of September 1995, the Office did not have a budget for the current fiscal year to
help plan, monitor, and control expenditures. A budget documents an organization’s
financial resources and spending priorities. As a management tool, it helps align
financial resources with agency goals and objectives. Regular, periodic analysis of
monthly actual-to-budget spending variances decreases the risk of material errors and
irregularities.

It was noted during the review that the Office was beginning the process of developing
a budget for the current fiscal year.

Recommendatian

We recommend that management develop a fiscal year 1996 budget to plan, monitor,
and control expenditures as soon as feasible.

Management’'s Response

A budget for fiscal year 1996 has been completed and forwarded to the Comptroller’s
office as of November, 1995.
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Office of State-Federal Relations
Detailed Issues and Recommendations

Section 2:

Strengthen Oversight Over the Accounting and Payroll Functions

Section 3:

A review to verify the accuracy of accounting and payroll data by someone
independent of the accounting and payroll functions is not done. Under the current
organizational structure, the accounting, payroll, and personnel functions are combined
into a single position. While it is not unusual to combine these functions in a small
agency, the risks of undetected material errors and irregularities are increased if
compensating controls are not developed and implemented.

Recommendatian

We recommend the Office strengthen oversight over the accounting and payroll
functions. At a minimum, the Office should formally designate an employee other than
the person entering and maintaining the accounting and payroll data to regularly review
the accuracy of summary reports. Procedures should include detailed reviews of
monthly budget-to-actual variance reports and of payroll detail reports that support the
payroll vouchers. These reviews should be documented.

Management's Response

At this time, the Agency’s Special Assistant reviews all accounting and payroll data
and signs off on the accuracy of those reports before they are sent to the Executive
Director for final review and sign off. That means that there are two individuals
besides the Chief Administrator that reviewaatounting and payroll functions.

Continue to Improve Controls Over the Safeguarding of Property

Our review of the Office’s property records, policies, and procedures for safeguarding
and accounting for the property of the Office identified the following weaknesses:

« There are no written procedures for conducting the annual physical inventory and
reconciling the Office’s property records to its general ledger.

» A physical inventory was not done for the 1994 fiscal year.

» |tems purchased after January 1994 were not tagged or entered into the Statewide
Property Accounting (SPA) system, nor were obsolete or missing items removed
from the SPA system.

» During fiscal year 1995, the Office did not perform periodic reconciliations of its
general ledger property accounts to the SPA system maintained by the
Comptroller’s Office.

PAGE 44

1996 SMALL AGENCY
MANAGEMENT CONTROL AUDIT NOVEMBER 1996



Office of State-Federal Relations
Detailed Issues and Recommendations

Section 4:

« The Office does not require employees to sign a written statement acknowledging
responsibility for property assigned to them.

Written procedures for the proper recording, reporting, and custody of property will

help to reduce the risk that property will be lost or misused. We noted that Office
management is aware of these weaknesses and is currently working to correct them.

Recommendatian

We recommend that management continue to improve controls over the safeguarding
of property as follows:

+ Develop written policies and procedures for the proper accounting and custody of
the Office’s property.

» Complete the review of Office property records and make the necessary
adjustments to the records in order to appropriately report property.

+ Perform periodic reconciliations of general ledger property accounts to the State
Property Accounting system.

Management's Response

The agency agrees with the Auditors findings and has immediately undertaken the
necessary steps to ensure that written policies and procedures for proper accounting
of state property are in place. Furthermore, the Agency has already completed a
review of all the property records at the Agency for proper reporting.

Enforce Policies and Improve Controls Over Human Resources
Management

Current documentation regarding determination of Fair Labor Standards Act (FLSA)
exempt/non-exempt status was not available for all employees. An agency must
maintain documentation supporting FLSA exempt/non-exempt determinations in order
to fully comply with the provisions of the law.

The Office did not prepare written performance evaluations covering fiscal year 1995,
as required by Office policy. Formal and documented performance evaluations help
ensure that employees receive timely feedback and also provide support for any
personnel actions.

NOVEMBER 1996
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Office of State-Federal Relations
Detailed Issues and Recommendations

The Office’s timekeeping procedures are not always followed. We also identified
some instances where there were discrepancies in the recording of employee time.
Although the Office has personnel policies related to the accruing and recording of
compensatory and sick leave, controls to enforce such policies are weak. Additionally,
there is no review of timekeeping records by anyone other than the individual who
maintains the records.

Recommendations

The Office should review the duties and responsibilities of all positions to determine
the appropriate FLSA exempt or nonexempt status. All employees should be informed
of their FLSA determinations. The Office should also maintain documentation to
support the determinations, including basis of FLSA exempt determinations
(Executive, Administrative, or Professional).

We recommend the Office enforce the existing policy requiring annual performance
evaluations of employees and consider designating an employee to monitor compliance
with this policy.

We also recommend the Office enforce its existing policies over time and attendance
records. In addition, we recommend that procedures be developed for the periodic
review of time keeping records by someone other than the person maintaining the
records to help ensure accuracy.

Management’'s Response

The Agency has already undertaken the proper reclassification of all employees and
informed those employees of their current status under FLSA guidelines.

With the vast change in personnel over the summer, only 3 of 16 employees have been
with the agency more than 6 months. Therefore, annual evaluations will be initiated
for all employees this spring when all employees will be up for review.

The Agency has already undertaken new time and attendance procedures that require
all Agency personnel to keep a written record of their hours worked and to have their
immediate supervisor, as well as the Executive Director, review these time sheets and
sign off on them on a monthly basis before any annual, sick, or compensatory time is
added to their Employee Time Summary.
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Follow-Up Audit

Board of Barber Examiners

Fieldwork Completed: April 1996
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Follow-Up Audit

Board of Chiropractic Examiners

Fieldwork Completed: March 1996
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Follow-Up Audit

Cosmetology Commission

Fieldwork Completed: March 1996
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Follow-Up Audit

Texas Ethics Commission

Fieldwork Completed: August 1996
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Follow-Up Audit

Fire Fighters’ Pension Commissioner

Fieldwork Completed: June 1996
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Follow-Up Audit

Department of Licensing
and Regulation

Fieldwork Completed: March 1996



‘pajusawaduwi

pajuswajdwi JON UoepPUSWWOI8Y
Aemiapun uonejuawsajdw|
paswa|dw| uorepusWWOd3Yy

Jou io >.m>>‘_®_u:3 9J9M Jey] suoljepuswwodal

10} Aluo pajsanbal alam sasuodsal Juswabeue| g

snyeis uonejuswa|duwy 1o} >wv_.n

N
n
|

‘Bopoeq ay) Buissaippe 1o} awely

awin e pue uonoadsul Jo ssaulawi] ssaippe
[IM sainpaooid mau ay] "uoirepuswwoal
a1 yum sinduod juswuedaq ayl (2)

‘'sanss| Buipuad

1ay1o0 ssaippe ued pue pajoipald ueyl
Apoinb aiow Bopoeq ayl areuiw Aew

SM Tey] 0s Wniuualq 1Xau ay) ui sio}oadsul
2low 0M] JO 1sanbal Jno 198w |Im ainyesiba
ay1 1eyl adoy apn pPaIdNPUOD Sem

upne syl aduis suopdadsul Jsjlog palnsuiun
Jo Bopjoeq ayy ul uononpal Juaalad

9 © 01 pa| aAey Buiuren pue sassaooid
aAnensiulwpe ul sjuswanolduwi ‘panoidde
alnye|siba] ayl reys sioyoadsul reuonippy
‘sl010adsul alow J0) pasu ayl Yum paoey
2lam pue op pP|Nod sainpad0id yeym Jo suuwli|
ay1 paisneyxs pey Apeale s\ ‘pauueld se
pasealoap sey sialoq palnsuiun 1oy Bopoeq
uonoadsul ayl 1eyl paseald ale apa (1)

"VOHAL 01 pauasjsuen

sem BuisnoH palnioejnue uaym ‘GeeT ‘T Joquiardas
uo uone|nbay pue Buisuaol Jjo Juswiuedag

a1 woJj suonoadsul 000‘0z Al@rewixoidde jo
Bopjoeq e palinboe yOHAL ‘suonoadsul JO ssaulawin
pue Bopoeq ay} ssaippe sainpadsoid mau ay}

Jeyl ainsua pinoys YOHAL ‘suonoadsul uone|elsul
loj sainpaosoid Bunelado prepuels Buidojanap

jJo ss@oo0.d ay1 uil sl YOHQL ‘uonippe u] ‘suonoadsul
paidwane 01 suoinoadsul lenioe jo arel ayl anoiduw
0} salnpaosoid pajuswajdwi sey (VOHAL) sireyy
Alunwwo) pue BuisnoH jo Juswuedaq ayl (2)

‘Bopoeq ay areulw@

0} sieak g'¢ Juswpedaq ayl axel |IMm 1 ‘[9A8| Buiyels
1Ua1IN2 3yl Uo paseq leyl salels Jels awyedag
‘wniuualq 96-S66T A4 @Y1 10} €T 01 TT WO}
s1010adsul JO Jaquinu 8yl ul asealoul ue panoidde
ainye[siba ayy ‘uonippe Ul 966T Joquardas

Ul 006'C 01 66T Alenigad Ul 068'L WO pasealoap
suonoadsul Jajloq palnsuiun jo Bopoeq ay) ‘IaAaMoH
"‘aYep anp ay1 Jo sAkep 06 ulyIm paloadsul uaaq jou
pey (uaolad 89) TZ ‘000'GZ 4O [€10} € JO N0 Palsa)
suonoadsul Ja|log palnsulun TE 8yl 4O ‘G6 A4 104 (T)

/

(‘5661

‘T Joaqwiardas uo sireyy
Alunwwo) pue BuisnoH
jJ0 Juawuedaq ay) o1
pauajsuel) sem BuisnoH
painioejnue :910N)
‘'suonoadsul Buisnoy
painioejnuew ()

pue
‘suonoadsul Jajioq (T) o
Bopioeq ayy Bunadwoo
lo} awrelj awn

©e ysigel1sa pue siseq
Ajown e uo pawiloyad
ale suonoadsul ainsua
01 sainpadsoud ainsul
pinoys uawuedaq ay|

uonenbay

pue Buisuadl jJo Juawuedaq gsy # Aouaby

Nmmmcoammm Jjuswabeuep

synsay upny
dn-moj|o4

N n I

Hm_\;.mum
uoneluaswa|duw|

suonepuswwoday
SNOINnald

sasuodsay 1uswabeue pue ‘synsay Upny dn-mojjo4 ‘sBuipul4 Ipny pazuewwns

020-G6 ‘ON Hoday OVS

uone|nbay pue Buisuadi] Jo uawnedaq ay) Jo Upny [0u0D Wwawabeue ay) uo dn-mojjo4

PAGE 67

1996 SMALL AGENCY
MANAGEMENT CONTROL AUDIT

NOVEMBER 1996



‘pajuawaldwi

pajuswa|dw| JON UoepUBWWODY
Aemiapun uoneluswajdw
pajuawa|dw| uonepusWW o3y

10U J0 Aemiapun aJ19Mm Jey} suoljepuawwodal

10} Aluo palsanbal alam sasuodsal JusawabeueN g

N
n
|

sn1els uoneluswa|duw 10} >®¥H

‘'suoneolyiienb aakojdwa AjuaA 01 suoneulwexa Jo
s)NsaJ pue ‘suoiepuswwooal |puuosiad ‘syduosuen
Buimainal pue Bunsanbai sl Juswredaq ayl

'sBunsod

gol Buipuodsallod ayy ul palels suoneouenb
wnwiuiw ay) 1w sueoldde ay) rey) arensuowap ol
uoneluawnoop Bunioddns paurejuod sa|ly |BUU0SIad

:pamoys saakojdwa
paliy Amau Jo sajiy jpuuosiad Tz 8yl 4O ¢ JO MaIAaL INO

/S

siseq

1USISISUOD B UOo Buop
9Q p|NOYs suoiedylaA
uoneoyienb pue
22uanadxa ueddde
‘uonippe u| ‘ainpaosoid
SIYl woJ} suoneinap
Aue Joj suoireounsn(
uswindop pue
suonesyenb wnwiuiw
198w Aay) ainsua

01 sjueo|dde uaaios
UOISIAIQ S92IN0SaY
uewnH ayl bums)

JO sainpaoo.d s1 moj|0y
pinoys uawyuedaq ayl

uonenbay

pue Buisuadi] Jo Juawuedaq zsy # Aouaby

4

sasuodsay 1uswabeuen

s)nsay 1pny
dn-mojjo4

N n

snreis

uoneuswajdwy|

suollepuswwod9y
SNOINaId

papn|ouod ‘uoneinbay pue

Buisuaol] Jo Juswuedaq ay) JO 1PNy [011U0D JUBwabeue|y ayl uo dn-mojjo4

NOVEMBER 1996

1996 SMALL AGENCY
MANAGEMENT CONTROL AUDIT

PAGE 68



Follow-Up Audit

State Pension Review Board

Fieldwork Completed: April 1996
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Follow-Up Audit

Board of Examiners of Psychologists

Fieldwork Completed: April 1996
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Follow-Up Audit

Council on Sex Offender Treatment

Fieldwork Completed: May 1996
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Follow-Up Audit

Board of Tax Professional Examiners

Fieldwork Completed: August 1996
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Follow-Up Audit

Board of Vocational Nurse Examiners

Fieldwork Completed: March 1996
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Appendices




Appendix 1:
Objectives, Scope and Methodology

Objectives

Our audit objective was to conduct financial analyses and assessments of management
control systems at eight small agencies that enable them to meet legislative mandates
and deliver intended benefits. An additional objective was to certify the accuracy of
selected performance measures by examining the data and reviewing the controls over
the measures being reporfed.

With regard to the 11 small agencies where follow-up reviews were conducted, our
objective was to determine whether recommendations made in previous management
control audits were fully implemented, partially implemented, or not implemented.

Scope
Our reviews of the eight small agencies included:

» Determining whether each audited entity was managing or utilizing resources,
including state funds, personnel, property, equipment, and space in an economical
and efficient manner.

» Evaluating the causes of inefficiencies or uneconomical practices, including
inadequacies in management information systems, internal and administrative
procedures, organizational structure, and the use and allocation of resources.

» Determining whether financial, program, and statistical reports of the audited
entities contained useful data and were fairly presented.

The follow-up reviews of the 11 small agencies included determining whether previous
recommendations had been implemented.

Methodology

The methodology used on this audit consisted of collecting information, performing
audit tests and procedures, and analyzing and evaluating the results against established
criteria.

! performance measures were not reviewed at the Commission on the Arts because certain
measures had been reviewed and reported in February 1996 in SAO Report No. 96-052. In
addition, both the Board of Law Examiners and Southwest Collegiate Institute for the Deaf
are not required to report performance measure data to the Legislative Budget Board.
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Information collectedo accomplish the audit objective included the following:

» Interviews with management and staff
» Documentary evidence, including:
- State and federal statutes, regulations, and rules
— Board documents, plans, policies, procedures, manuals, reports,
memoranda, minutes, and other written communications
- Various audit and management reports from both internal and external
sources
- Agency-generated financial data and reports

Procedures and tests conducted

. Reviewed policies and procedures to ensure alignment of statutory functions,
appropriations, and mission in the strategic plan

. Reviewed compliance with Legislative Budget Office directives for selected
performance measures

. Reviewed policies and procedures for the management information systems

. Reviewed accounting controls over fixed assets, cash disbursements, and
payroll

. Reviewed policies and procedures over human resource activity, including

performance appraisal and compliance with selected provisions of the Fair
Labor Standards (FLSA)

. Reviewed compliance with applicable laws and regulations in areas of required
reports, timekeeping, travel, and funding

Analytical technigues used

. Financial review and analysis
. Process review and analysis
. Trend analysis

. Content analysis

Criteria used
. Statutory requirements

. General and specific criteria developed by the State Auditor’s Office Inventory
of Accountability Systems Project
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. State Auditor’'s Office Management Control Methodology and Models

. Process criteria from the Comptroller of Public Accounts, Department of
Information Resources, and General Services Commission

Other Information

Fieldwork and follow-up work on the 19 small agency audits were conducted from
August 1995 through September 1996. All reviews were conducted in accordance
with applicable professional standards, including:

. Generally Accepted Government Auditing Standards
. Generally Accepted Auditing Standards

No significant instances of noncompliance with these standards occurred.
The audit work was performed by:

. Vandita Mehta-Zachariah (Project Manager)
. Phil Kirk (Project Manager)

. Keith Beckford, CPA

. Kanette Blomberg

. Linda Buford, CPA

. Richard Carter

. Curtis Caraway

. Tony Claire

. Jan Engler

. Hector Gonzales, CPA
. Victoria Harris

. Paul Inameti, CPA

. Sharon Lin

. Sherrie Lindig

. Jim McGathy, CPA

. Janet Melton, CPA

. Robert Rodney, CPA

. Janet Tarbell, CPA

. Bruce Truitt, MPAff

. Susan Driver, CPA (Quality Control Reviewer)

. Fran Carr, CPA (Quality Control Reviewer - Overall Project)
. Randy Townsend, CPA (Audit Manager)

. Deborah Kerr, Ph.D. (Audit Director)
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Appendix 2:

Summary of Results of Follow-Up Reviews

Agency Implementation Status*

I U N Total
Board of Barber Examiners 3 2 5
Board of Chiropractic Examiners 6 1 7
Cosmetology Commission 1 3 4
Texas Ethics Commission 6 1 7
Fire Fighters’ Pension Commissioner 1 1 2
Department of Licensing and Regulation** 1 2 3
Board of Examiners of Psychologists 2 2 4
State Pension Review Board 2 2
Council on Sex Offender Treatment 2 4 6
Board of Tax Professional Examiners 1 7 4 12
Board of Vocational Nurse Examiners 6 1 1 8
Totals (All Agencies) 31 23 6 60

Percentages 52% 38% 10% 100%

**  Manufactured Housing was transferred to the
Department of Housing and Community Affairs (TDHCA),
on September 1, 1995. Therefore, we performed
follow-up work regarding inspections of manufactured
housing at TDHCA.

Key for Implementation Status

| - Recommendation Implemented
U - Recommendation Underway
N - Recommendation Not Implemented
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