Key Points of Report

A Report on the 1997 Financial and Compliance Audit Results

June 1998

The statewide audit indicates the State has generally complied with federal, state,
and bond laws and regulations that specify how funds can be used. Also, the
information contained in the financial statements in Texas’ 1997 Comprehensive
Annual Financial Report (CAFR) accurately represents the State's financial activity
and balances at year end.

Material weaknesses in controls exist at two universities. A material weakness means
that material errors could occur and not be detected and corrected.

- Texas Southern University continues to have a material weakness in the controls
over the Student Financial Assistance Office.

- The University of Texas at Tyler has a material weakness in controls over the
Student Financial Aid Office

Material noncompliance exists for the State of Texas. The State of Texas, as related
to student financial assistance, continues to be in material noncompliance with one
federal requirement regarding the reporting of enrollment changes in the Federal
Family Education Loans program (CFDA 84.032). Current and prior year audit results
indicate that enrollment changes continue to be a problem at many universities. This
statewide material noncompliance is the result of enrollment change reporting errors
at seven of the ten universities tested. Material noncompliance with federal
requirements occurs when errors exceed predetermined error levels.

Prior issues of material noncompliance have been corrected. The Commission on
Alcohol and Drug Abuse and the Department of Protective and Regulatory Services
have corrected the issues of material noncompliance with federal requirements that
were previously reported by the State Auditor's Office.

Prior material weakness has been corrected. The Department of Human Services
has corrected the material weakness in internal controls over the Food Distribution
program (CFDA 10.550).

Efforts improve accountability to the State. The Comptroller of Public Accounts and
the State Auditor's Office reviewed agencies' compliance with reporting
requirements issued by the Comptroller. Agencies' responses to this joint effort
resulted in no agencies with significant problems with their fiscal year 1997 Annual
Financial Reports.

Contact
Catherine Smock, CPA, Audit Manager (512) 479-4700

Office of the State Auditor

Lawrence F. Alwin, CPA

This audit was conducted in accordance with Government Code, Section 321.013(c).
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Executive Summary

Clean Audit Opinions For A
Big Business

Federal, State, and Bond
Compliance

A clean compliance opinion means
that the State has generally complied
with federa, state, and bond
requirements which specify how funds
can be used. Federa revenues of $15
billion account for 28 percent of the
State's annual funding sources. The
State currently has $11 billion of
bonds payable.

Financial Statements

A clean financial opinion means that
the financial statements accurately
represent the State's financia activity
and balances for the year. The State's
1997 Comprehensive Annual
Financial Report (CAFR) reports $159
billion in assets and $34 billion in
liabilities. Operating revenues of $54
billion were received, including the
$15 billion of federal resources. State
expenditures total $52 billion.

How the State's Future Looks
Pension Funds Continue to Grow

The financial condition of the State's
Pension Funds remains strong and
continues to improve. Pension Funds
assets increased by $16 billion or 26
percent. For state fiscal year 1997,
Pension Funds accounted for 50
percent of the State's total assets. At
the end of state fiscal year 1997, the
State had 883,000 current employees
contributing to pension funds and
199,000 retired employees receiving
pension benefits.

The Financial Condition of the
State's General Operating Fund
Improves

The State's General Fund balance for
funds available for future operations
improved during state fiscal year 1997
from a $1 billion deficit to a $483
million surplus. A less conservative
method of financial reporting was
implemented, and it more accurately
represents the State's ability to
designate the use of funds through the
legidative process. Thisincreasein
the State's General Fund Balance and
the continued improvement of the
State's economic outlook are key
factors for improving the State's bond
rating. Animproved bond rating can
reduce interest rates and costs for
future projects.

Funds Available for Future
Operations

Of the $159 hillion in total assets
reported at August 31, 1997, the State
had $708 million available for future
years for any operations from all
sources including the State's General
Fund.

Material Weaknesses In
Internal Controls?! Exist at Two
Entities

Highlighted below are internal control
areas that need to be strengthened:

! A material weakness in internal controls isa
condition in which the design or operation of internal
control component(s) does not reduce, to arelatively
low level, the risk that (1) misstatements in amounts
which would be material in relation to the general
purpose financia statements, or (2) Noncompliance
with applicable requirements that would be material
to afedera program could occur and not be detected
within atimely period by employees in the normal
course of performing their assigned functions.
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Executive Summary

* Texas Southern University
continues to have amaterid
weakness in the internal controls
over the Student Financid
Assistance Office. The materid
weakness was a result of
insufficient staffing, ineffective
policies and procedures, and a
continued lack of communication
between departments. This
weakness was originaly identified
in state fiscal year 1993.

* The University of Texas at Tyler
has a material weaknessin internal
controls over the Student Financial
Aid Office. The material
weakness was aresult of
ineffective policies and procedures
and significant limitations and
deficiencies with the automated
financial aid information system.

Strong internal controls help ensure
that:

* Funds are spent as intended.

* Assets are adequately safeguarded.

* Information is accurately reported
in the financial statements.

Risks resulting from weak internal
controls range from a time-consuming
reimbursement process for funding to
a suspension or termination of federal
funds.

Material Noncompliance
With Federal Requirements?
Exists In One Program

The State of Texas, asrelated to
student financial assistance, continues
to be in material nhoncompliance with
one specific federal requirement

2 Material noncompliance with federal
requirements occurs when instances of
noncompliance in afederal program equal or exceed
auditor-determined qualitative and quantitative
levels.

regarding the reporting of enrollment
changes in the Federal Family
Education Loans program (CFDA
84.032). The Federal Family
Education Loans program provided
$790 million in aid to Texas students
in the 1997 fiscal year. Current and
prior year audit results indicate that
enrollment changes continue to be a
problem at many universities.
Noncompliance with this requirement
has been identified for 14 individual
universities since material
noncompliance for the State was
originaly reported in 1995. Of theten
universities tested this year, significant
noncompliance was reported at the
following seven:

Sul Ross State University

Texas A&M International

Texas Southern University

The University of Texas at

Brownsville

* TheUniversity of Texasat Tyler

* The University of Texas Hedlth
Science Center at Houston

* The University of Texas Hedlth

Science Center at San Antonio

Compliance with federal regulations
helps reduce the risk of:

* A lossof federa funding
*  Funds being misspent
* A reduction in servicesto citizens

Two Issues Of Significant
Noncompliance With Federal
Requirements Exist

Other audit work performed by the
State Auditor's Office revealed the
following significant issues relating to
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noncompliance with federal
requirements:

* Lamar University - Beaumont
needs improvements in many areas
of operation within the Office of
Student Financial Aid. Thisisdue
to inadequate management of
financial aid processing and
violations of federal requirements.
In addition, a material weakness
existsin the overall fiscal
management of the University.
The University received
approximately $12 million in
federal student financial assistance
for state fiscal year 1997.

* Sul Ross State University needsto
resolve long-standing problems
with student financial assistance.
While some of these problems
have been corrected, the
University still has other
significant issues. Over 65 percent
of the students at the University
receive an aggregate of over $8
million in financial assistance.

Risks of noncompliance range from a
time-consuming reimbursement
process for funding to a suspension or
termination of federal funds.

Our Compliments

State entities strive to achieve high
standards in compliance as indicated
by the following accomplishments:

*  The Commission on Alcohol and
Drug Abuse and the Department
of Protective and Regulatory
Services have corrected the issues
of material noncompliance with
federal requirements that were
previoudly reported by the State
Auditor's Office.

* The Department of Human
Services has corrected the materid
weakness in internal controls over
the Food Distribution program.

* Three entities individual reports
contained no findings:

— Department of Transportation

— Water Development Board

— The University of Texas
Southwestern Medical Center
at Dallas

» Effortsimprove accountability to
the State. The Comptroller of
Public Accounts and the State
Auditor's Office reviewed
agencies compliance with
reporting requirements issued by
the Comptroller. Agencies
responses to thisjoint effort
resulted in no agencies which had
significant problems with their
fiscal year 1997 Annua Financial
Reports (AFR). For fiscal year
1997, 194 out of 232 agencies (84
percent) complied with the
Comptroller's reporting
requirements. Thisisa27 percent
increase in compliance with the
reporting requirements over fiscal
year 1996. °

Summary of Audit Objectives
and Scope

The objectives of the Statewide Audit
were to:

* Determine whether the financial
statements of the State present
fairly the financial position, results
of operations, and cash flowsin
accordance with Generally
Accepted Accounting Principles.

3Source: Comptroller of Public Accounts
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e Fulfill audit requirements of the
Single Audit Amendments of 1996
(Federal Compliance).

* Determine compliance with
significant bond covenants.

* Issueindividual management
|etters on reportable conditions.”

The following procedures were
performed:

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

4 Reportable conditions involve matters coming to
our attention relating to significant deficienciesin the
design or operations of the internal control structure
that, in our judgment, could adversely affect the
State’ s ability to (1) record, process, summarize, and
report financial data consistent with the assertions of
management in the general purpose financial
statements, or (2) administer federal financial
assistance programs in accordance with applicable
laws and regulations.

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

*  We determined compliance with
federal program requirementsin
accordance with Office of
Management and Budget Circular
A-133. We conducted audit work
covering 29 federal programs and
76 percent of the total federal
assistance received during the
year.
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OFFICE OF THE STATE AUDITOR

TWO COMMODORE PLAZA
206 EAST NINTH STREET, SUITE 1900 LAWRENCE F. ALWIN, CPA
AUSTIN, TEXAS 78701 State Auditor

9% 4

February 24, 1998

Report on Compliance and on Internal Control Over Financial
Reporting Based on an Audit of Financial Statements Performed
in Accordance With Government Auditing Standards

The Honorable George W. Bush, Governor
and

Members of the Texas State Legidlature

State of Texas

Ladies and Gentlemen:

We have audited the general purpose financia statements of the State of Texas as of and for the
year ended August 31, 1997, and have issued our report thereon dated February 24, 1998. We
conducted our audit in accordance with generally accepted auditing standards and the standards
applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States.

Compliance

As part of obtaining reasonable assurance about whether the State’'s general purpose financial
statements are free of material misstatement, we performed tests of its compliance with certain
provisions of laws, regulations, contracts, and grants, noncompliance with which could have a
direct and material effect on the determination of financial statement amounts. However,
providing an opinion on compliance with those provisions was not an objective of our audit and,
accordingly, we do not express such an opinion. The results of our tests disclosed no instances of
noncompliance that are required to be reported under Government Auditing Standards.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the State’'s internal control over financial
reporting in order to determine our auditing procedures for the purpose of expressing our opinion
on the financial statements and not to provide assurance on the internal control over financial
reporting. Our consideration of the internal control over financial reporting would not necessarily
disclose all matters in the internal control over financial reporting that might be material
weaknesses. A material weakness is a condition in which the design or operation of one or more
of the internal control components does not reduce to a relatively low level the risk that
misstatements in amounts that would be material in relation to the financial statements being
audited may occur and not be detected within atimely period by employees in the normal course
of performing their assigned functions. We noted no matters involving the internal control over
financial reporting and its operation that we consider to be material weaknesses.
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Work Performed by Other Auditors

The State Auditor’s Office did not audit the following entities and funds, which are component
units of the State for financial reporting purposes. These entities were audited by other auditors.

Entities Reviewed by Other Auditors

Scope of Work Performed

Texas Lottery Commission

An audit of the balance sheets and the related statements of
operations and retained earnings and cash flows was conducted
for the years ended August 31, 1997, and August 31, 1996.

Texas Department of Housing and
Community Affairs

An audit of the general purpose financial statements and an audit
of the compliance requirements in the OMB Circular A-133
Compliance Supplement were conducted for the year ended
August 31, 1997.

Texas Turnpike Authority

An audit of the general purpose financial statements was
performed for the year ended December 31, 1996.

Texas Guaranteed Student Loan
Corporation

An audit of the consolidated financial statements and an audit of
the compliance requirements in the OMB Circular A-133
Compliance Supplement were conducted for the year ended
September 30, 1997.

Texas Workers' Compensation
Insurance Fund

An audit of the statements of statutory balance sheets and the
related statutory statements of revenues and expenses, of cash
flows, and of changes in surplus was conducted for the years
ended December 31, 1996, and December 31, 1995.

Surplus Lines Stamping Office

An audit of the statement of financial position and the related
statements of activities and changes in net assets and cash flows
was conducted for the year ended December 31, 1996.

Texas Local Government Investment
Pool

An audit of the statements of assets and liabilities and the related
statements of operations and changes in net assets was
conducted for the years ended August 31, 1997, and August 31,
1996.

Texas A&M University Research
Foundation

An audit of the financial statements and an audit of the
compliance requirements in the OMB Circular A-133 Compliance
Supplement were conducted for the year ended August 31, 1997.

Employees Retirement System

An audit of the general purpose financial statements was
conducted for the year ended August 31, 1997.

Permanent University Fund

An audit of the statement of investment assets and liabilities was
conducted for the year ended August 31, 1997; an audit of the
comparison summary of investments was conducted for the years
ended August 31, 1997, and 1996; audits of the statement of
investment income, the statement of changes in net investment
assets, and the schedule of changes in book value of investments
were conducted for the year ended August 31, 1997.

Texas Prepaid Higher Education
Tuition Board

An audit of the balance sheets and the related statements of
revenues, expenses and changes in retained earnings, and cash
flows was conducted for the years ended August 31, 1997, and
August 31, 1996.

This report, insofar as it relates to those entities, is based solely on the reports of the other

auditors.

The Teacher Retirement System’s management letter will be issued in March 1998 (SAO Report

98-325).

The management letters for the Fire Fighters Pension Commissioner and the

Permanent School Fund are scheduled for release within the next few months.
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AUDITOR'S REPORTS

This report is intended for the information of the Governor, the Legislature, management, and all
federal and other entities from which federal financial assistance was received. However, this
report is amatter of public record and its distribution is not limited.

Sincerely,

Lawrence F. Alwin, CPA
State Auditor
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OFFICE OF THE STATE AUDITOR

TWO COMMODORE PLAZA
206 EAST NINTH STREET, SUITE 1900 LAWRENCE F. ALWIN, CPA
AUSTIN, TEXAS 78701 State Auditor

February 24, 1998

Report on Compliance With Requirements Applicable
to Each Major Program and on Internal Control Over
Compliance in Accordance With OMB Circular A-133

The Honorable George W. Bush, Governor
and

Members of the Texas State Legidlature

State of Texas

Ladies and Gentlemen:

Compliance

We have audited the compliance of the State of Texas with the types of compliance requirements
described in the U.S. Office of Management and Budget (OMB) Circular A-133 Compliance
Supplement that are applicable to each of its magjor federa programs for the year ended August
31, 1997. The State's major federal programs are identified in the summary of auditor's results
section of the accompanying " Schedule of Findings and Questioned Costs." Compliance with the
requirements of laws, regulations, contracts, and grants applicable to each of its major federal
programs is the responsibility of the management at each state entity. Our responsibility is to
express an opinion on the State's compliance based on our audit.

We conducted our audit of compliance in accordance with generally accepted auditing standards,
the standards applicable to financia audits contained in Government Auditing Standards, issued
by the Comptroller General of the United States; and OMB Circular A-133, Audits of States,
Local Governments, and Non-Profit Organizations. Those standards and OMB Circular A-133
require that we plan and perform the audit to obtain reasonable assurance about whether
noncompliance with the types of compliance requirements referred to above that could have a
direct and material effect on a mgjor federal program occurred. An audit includes examining, on
atest basis, evidence about the State's compliance with those requirements and performing such
other procedures as we considered necessary in the circumstances. We believe that our audit
provides a reasonable basis for our opinion. Our audit does not provide a legal determination on
the State's compliance with those requirements.

As described in items 98-337-06, 98-342-05, 98-344-07, 98-339-02, 98-343-04, 98-331-02, and
98-333-02 in the accompanying " Schedule of Findings and Questioned Costs," the State did not
comply with one federal requirement regarding the reporting of enrollment changes that are
applicable to its Federal Family Education Loans (CFDA 84.032) program. Compliance with
such a requirement is necessary, in our opinion, for the State to comply with requirements
applicable to that program.

In our opinion, except for the noncompliance described in the preceding paragraph, the State
complied, in al material respects, with the requirements referred to above that are applicable to
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AUDITOR'S REPORTS

each of its major federal programs for the year ended August 31, 1997. The results of our
auditing procedures also disclosed other instances of noncompliance with those requirements,
which are required to be reported in accordance with OMB Circular A-133 and which are
described in the accompanying " Schedule of Findings and Questioned Costs' asitems:

98-318-01 98-320-04 98-323-01 98-337-03 98-342-06
98-318-03 98-320-05 98-323-02 98-337-04 98-343-01
98-318-04 98-321-01 98-323-04 98-337-07 98-343-02
98-318-05 98-321-02 98-323-05 98-338-01 98-344-02
98-319-01 98-321-03 98-323-06 98-339-01 98-344-03
98-319-02 98-322-01 98-329-01 98-340-01 98-344-04
98-320-01 98-322-02 98-329-02 98-342-02 98-344-05
98-320-02 98-322-03 98-333-03 98-342-03 98-344-06
98-320-03

Internal Control Over Compliance

Management at each state entity is responsible for establishing and maintaining effective internal
control over compliance with the requirements of laws, regulations, contracts, and grants
applicable to federal programs. In planning and performing our audit, we considered the State's
internal control over compliance with requirements that could have a direct and material effect
on a mgor federal program in order to determine our auditing procedures for the purpose of
expressing our opinion on compliance and to test and report on the internal control over
compliance in accordance with OMB Circular A-133.

We noted certain matters involving the internal control over compliance and its operation that we
consider to be reportable conditions. Reportable conditions involve matters coming to our
attention relating to significant deficiencies in the design or operation of the internal control over
compliance that, in our judgment, could adversely affect the State's ability to administer a major
federal program in accordance with the applicable requirements of laws, regulations, contracts
and grants. Reportable conditions are described in the accompanying " Schedule of Findings and
Questioned Costs." Reportable conditions include all the items listed above in the compliance
section of this report and also items:

98-318-02 98-330-02 98-337-01 98-337-08 98-342-04
98-323-03 98-331-01 98-337-02 98-337-09 98-343-03
98-330-01 98-333-01 98-337-05 98-342-01 98-344-01

A materia weakness is a condition in which the design or operation of one or more of the
internal control components does not reduce to arelatively low level the risk that noncompliance
with applicable requirements of laws, regulations, contracts, and grants that would be material in
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relation to amgor federal program being audited may occur and not be detected within atimely
period by employees in the normal course of performing their assigned functions. Our
consideration of the internal control over compliance would not necessarily disclose all matters
in the internal control that might be reportable conditions and, accordingly, would not
necessarily disclose all reportable conditions that are also considered to be material weaknesses.
However, of the reportable conditions listed above, we consider items 98-337-01 and 98-344-01
to be material weaknesses.

Work Performed by Other Auditors

The State Auditor's Office did not audit severa of the entities and funds which are component
units of the State. These entities were audited by other auditors, as stated in the "Report on
Compliance and on Internal Control Over Financial Reporting Based on an Audit of Financial
Statements Performed in Accordance with Government Auditing Standards."

The Teacher Retirement System's management letter will be issued in March 1998 (SAO Report
98-325). The management letters for the Fire Fighters Pension Commissioner and the
Permanent School Fund are scheduled for release within the next few months.

This report is intended for the information of the Governor, the Legislature, management, and all
federal and other entities from which federal financial assistance was received. However, this
report is amatter of public record and its distribution is not limited.

Sincerely,

Lawrence F. Alwin, CPA
State Auditor
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OUR COMPLIMENTS

Our Compliments to Agencies With No Findings

We are pleased to report that the following entities visited had no findings in the areas
tested. The managements of these entities have established systemsto ensure
compliance with the state, federal, and/or bond regulations examined during the audit.
While we recognize this accomplishment, it isimportant to understand that we may
have only audited a very specific portion of the entity’s operations. Three of the
entities audited for federal compliance did not have any findings. The scope of our
audit work at these entities is described below.

Department of Transportation (Department)

The primary focus of our audit was the Department’ s financial and administrative
controls over the Federal Highway Planning and Construction (CFDA 20.2005)
program ($1 billion), relating to the State’ s transportation system. We gained an
understanding of the internal control structure, including general control environment,
controls over federal billing, cash disbursements, payroll indirect costs, and the
federal program. Specific procedures were used to test compliance with the major
federal program.

The University of Texas Southwestern Medical Center at Dallas
(University)

The primary focus of our audit was on the University’ s Research and Development
programs. Specific procedures were used to test compliance with federal
requirements. The total dollar value of the Research and Development programs was
approximately $74 million in fiscal year 1996 and $91 million in fiscal year 1997.

Water Development Board (Board)

The primary focus of our audit was the Board' s compliance with the federal
requirements for the Capitalization Grants for State Revolving Funds (CFDA 66.458)
program, representing $68.6 million in expenditures for fiscal year 1997. We gained
an understanding of the internal control structure including the general control
environment. Specific procedures were used to test for compliance with the major
federal program requirements.

Bond Compliance Audits

The agencies and universities that had no findings for bond compliance audit work
and the total dollars audited are represented in the following table.

JUNE 1998
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Agencies and Universities With No Bond Compliance Findings

Total Amount Bond
Agency or University Name :iuo?sA(agts;almfégg

(Thousands)®
Angelo State University $ 4,790
Armory Board, Texas National Guard 26,710
Commerce, Texas Department of & 99,335
Coordinating Board, Texas Higher Education 553,397
Criminal Justice, Texas Department of 197,580
General Land Office and Veterans Land Board 1,419,052
Lamar University - Beaumont 15,297
Lamar University Institute of Technology 1,842
Lamar University — Orange 1,291
Lamar University - Port Arthur 1,804
Midwestern State University 10,100
Public Finance Authority, Texas 2,990,361
Sam Houston State University 12,210
Southwest Texas State University 72,180
Stephen F. Austin State University 27,650
Texas A&M University System 760,492
Texas Southern University 32,785
Texas State Technical College 10,535
Texas State University System 24,465
Texas Tech University 112,163
Texas Tech University Health Sciences Center 21,142
Texas Woman's University 27,585
University of Houston System 110,745
University of North Texas 40,735
University of North Texas Health Science Center at Fort Worth 9,655
The University of Texas System 1,095,055
Water Development Board 1,718,898
Total $ $9,397,854

® Per Texas' 1997 Comprehensive Annual Financial Report
® The Texas Department of Commerce changed its name to Department of Economic Development, effective September 1, 1997.
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SUMMARY OF ISSUES

Description of Issue Categories

The following information describes the nature of the categories used in “ Summary of
Current Issues by Agency and University” and "Summary of Current Federal
Compliance Issues by Agency and University.” The reporting in the " Summary of
Current Issues by Agency and University" provides a summary of the issues
identified in this report. Federal compliance issues are further analyzed in the
"Summary of Current Federal Compliance Issues by Agency and University."

Internal Controls

Control Environment and Risk Assessment

The control environment reflects the overall attitude, awareness, and actions of the
board, management, and others concerning the importance of and emphasis on
controls within the organization. Risk assessment processes should be designed to
identify factors that threaten the achievement of goals and to determine how risks
should be managed. Findings related to the following control systems are summed
under this category:

Integrity and Ethical Values

Risk Assessment

Management Philosophy and Operating Style
Managing Change

Commitment to Competence

Compliance with Laws and Regulations

Policy Management

Policy management includes the systems, policies, and procedures for determining
what the entity should be doing and how it should do it. Systems, policies, and
procedures must be established and maintained to promote achievement of entity
objectives and to limit risks that could jeopardize the achievement of objectives.
Findings related to the following control systems are summed under this category:

. Planning and Budgeting
. Policies and Procedures
. Human Resources/Organizational Structure

Performance Management

Performance management includes the systems, policies, and procedures that measure
and monitor results. Findings related to the following control systems are summed
under this category:

JUNE 1998
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Compliance

. Effectiveness and Efficiency of Operations
. Performance Measurement Systems

Information Management

Information management includes the systems, policies, and procedures that provide
appropriate, accurate, and timely information as needed to achieve entity objectives.
Findings related to the following control systems are summed under this category:

. Information Flow and Communication
. Automation

Resource Management

Resource management includes the systems, policies, and procedures used to
safeguard and appropriately allocate and use the resources of the entity. Findings
related to the following control systems are summed under this category:

Assets
Liabilities
Revenues
Expenditures

Federal Compliance

There are many rules and regulations governing the accountability and use of federal
awards. The rules and regulations are designed to ensure that the federal awards are
used for their intended purpose and in an efficient manner. The Federal Government
has categorized these into 14 types of compliance requirements. The first 13 types of
compliance requirements may be applicable to al federal programs at agencies and
universities. The fourteenth type, Special Tests and Provisions, contains various other
requirements unique to individual federal programs. The 14 federal compliance
requirements are briefly described below:

a Activities Allowed or Unallowed specifies the activities that can or cannot be
funded under afederal program. Specific activities allowed or unallowed in
each federal program are found in the laws, regulations, and the provisions of
contract or grant agreements pertaining to the program.

b. Allowable Costs/Cost Principles includes the cost accounting policies
prescribed by the Federal Government for the administration of federal awards.
The required cost accounting policies are contained in the Office of
Management and Budget (OMB) cost principle circulars. Thecirculars
describe selected cost items, allowable and unallowable costs, and standard
methodol ogies for calculating indirect costs rates.
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C. Cash Management specifies the federal rules for when and how federal funds
are drawn from the U.S. Treasury to finance federal awards. These rules
minimize the time that elapses between the transfer and disbursement of funds
from the U.S. Treasury by grantees and subgrantees. They aso specify the
terms and conditions in which an interest liability would be incurred.

d. Davis-Bacon Act establishes wages for laborers and mechanics employed by
contractors or subcontractors who work on federally financed construction
contracts in excess of $2,000. These contracts must pay wages not |ess than
prevailing wage rates established by the U.S. Department of Labor.

e Eligibility specifies the criteriafor determining the individuals, groups of
individuals, or subrecipients that can participate in the federal programs and the
amounts for which they qualify. Specific eligibility requirements for federal
programs are found in the laws, regulations, and provisions of contract or grant
agreements pertaining to the program.

f. Equipment and Real Property Management specifies how equipment and real
property are to be used, managed, and disposed of under federal programs.

0. Matching, Level of Effort, Earmarking specifies the matching, level of effort,
and earmarking requirements for federal programs. The specific requirements
for each federal program are found in laws, regulations, and provisions of the
contract or grant agreements pertaining to each program.

h. Period of Availability of Federal Funds establishes rules for when federal
awards may be obligated and when those obligations must be liquidated.

i Procurement and Suspension and Debarment specifies the policies and
procedures to use when procuring goods and services with federal funds. All
pass-through entities must obtain a certification from all subrecipients and
certain contractors documenting that they are not federally suspended or
debarred.

J- Program Income specifies how program income must be used. Program
income is income received that is directly generated by the federally-funded
project during the grant period.

k. Real Property Acquisition and Relocation Assistance provides for uniform and
equitable treatment of persons displaced by federally assisted programs from
their homes, businesses, or farms.

Reporting requires recipients to prepare and submit specific reports on the use
of federal awards. The reports may include financial, performance, and special
reporting information.

m.  Subrecipient Monitoring provisions in Office of Management and Budget
(OMB) Circular A-133 require Grant Recipients to ensure that subrecipients
receiving certain levels of federa financial assistance are in compliance with
Federal Single Audit requirements and that subrecipients comply with laws and
regulations applicable to individua awards.
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n. Special Tests and Provisions specifies various other requirements unique to
individual federal programs. These requirements are found in the laws,
regulations, and the provisions of contract and grant agreements pertaining to
individual programs.

State Compliance

Entities must also comply with state laws and regulations such as the accrual of
interest on delinquent child support, agencies three day cash deposit rule, and
universities' requirement for the preparation of a standardized student budget
approved by the State's Higher Education Coordinating Board.

Bond Compliance

Contractual promises within bond resolutions, known as covenants, set forth
repayment schedules of principal and interest and other restrictions to protect the
bondholders investments. This category contains issues such as inadequate
procedures to monitor interest payments, loan collections, investment transactions,
and expenditures.

Accounting and Reporting

Accounting and reporting includes issues that could impact the accuracy and
completeness of the financia statements, such as promoting adherence to Generally
Accepted Accounting Principles, ensuring the accuracy of financia reports, and
ensuring timely correction of reconciling items and adjustments within the accounting
records.

Some findings affect more than one issue. Therefore, the total number of
issues in the following tables will not equal the number of findings
written per state entity.

Special Note Regarding the
Tables That Follow
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Summary of Current Issues by Agency and University

Internal Controls Compliance
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Alcohol and Drug Abuse, 517 |98323| 2 | 6 3 | 4 9 24
Commission on
Attorney General, Office of the 302 | 98-329 1 2 2 1 6
Comptroller of Public Accounts 304 | 98-340 1 1 1 1 1 5
General Services Commission's
State Energy Conservation Office 303 | 98-014 1 1 1 1 4
Health and Human Services
Commission 529 | 98-322 3 1 3 7
Health, Department of 501 | 98-321 2 1 1 3 7
Hospital Equipment Financing
Council? 075 | 98-502 1 1 1 3
Human Services,
Department of 324 | 98-320 1 1 3 5 10
Lamar University - Beaumont 734 | 98-029 1 1 1 1 2 6
Protective and Regulatory
Services, Department of 530 | 98-318 2 5 4 11
Sul Ross State University 756 | 98-031 1 1 1 2 5
756 | 98-333 3 1 2 6
Texas A&M International University | 761 | 98-331 2 1 1 4
Texas Southern University 717 | 98-337 1 9 1 3 4 18
The University of Texas at Austin 721 | 98-338 1 1 2
The University of Texas at
Brownsville 747 | 98-343 4 3 7
The University of Texas at Dallas 738 | 98-330 1 1 1 3
The University of Texas at Tyler 750 | 98-344 5 1 6 12
The University of Texas Health
Science Center at Houston 744 | 98-339 1 2 8
The University of Texas Health
Science Center at San Antonio 745 | 98-342 6 2 4 12
Workforce Commission, Texas 320 | 98-319 2 2 4
Totals 6 51 0 17 24 56 2 1 2 159

! Of the entities listed in this summary, only the Hospital Equipment Financing Council was audited for bond compliance. Other entities that
were audited for bond compliance and had no findings may be viewed in “Our Compliments.”
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Summary of Current Federal Compliance Issues by Agency and University

Compliance Requirements
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Alcohol and Drug Abuse,
Commission on 517| 98-323 | 1 1 1 1 1 1 2 1 9
Attorney General, Office of the|302| 98-329 2 2
Comptroller of Public Accounts| 304 | 98-340 1 1
General Services Commission's
State Energy Conservation 303| 98-014 0
Office
Health and Human Services
Commission 529| 98-322 3 3
Health, Department of 501| 98-321 1 2 3
Human Services,
Department of 324 98-320 1 1 1 2 5
Lamar University - Beaumont  |734| 98-029 1 1] 2
Protective and Regulatory
Services, Department of 530( 98318 | 1 1 2 4
Sul Ross State University 756| 98-031 1 1]2
756 | 98-333 2 2
Texas A&M Inte