TEXAS REAL ESTATE COMMISSION
Austin, Texas

ANNUAL INTERNAL AUDIT REPORT

Fiscal Year 2010



TEXAS REAL ESTATE COMMISSION
Austin, Texas

Annual Internal Audit Report
Fiscal Year 2010

TABLE OF CONTENTS

Page
Internal AUdItOrS’ REPOIT .. ..o 1
[ 1o 18 Tox (o] o H PP PP PPPPRRRTPR 2
INternal AUAIt ODJECHIVES ....uuuii e e e e e e e e et e e e e e e e e eaaaa e e e e e e eeenraneennnns 3
Executive Summary
Residential Services Company
2 = Tod 10| {010 o 1R 4
F U (o 1 ST o] o1 TP PP PP TR PPPPPPPPI 4-5
Fixed Assets
2 = o3 10| {0 U T Vo 1S 5-6
AUGIT SCOPE. ettt e e e e e ettt e e e e e e s bbb e et e e e e e e e bbb r e e e e aee s 6-7
l. Internal Audit Plan for Fiscal Year 2010........cccouiiiiiiiiiiiiieeeeeieiiie e e 7-9
[I.  External Quality ASSUIANCE REVIEW ...........uuiiiiiiieeiiiiiiiiieie et e et e e e e e 10
[ll.  List of Audits Completed by High Level Audit ODJECHIVES ..........cccuviiiiiiieeeiiiiiiieeeeee e 10
IV. Key Audit FINdingS/RecoOMmMENALIONS .........coiiiiiiiiiiiiiiiiie e 11-16
V. List of Consulting Engagements and Non-audit Services Completed.............c..ccccovvunnnnee. 17
VI, Organizational Chart ... 17
VIl. Report on Other Internal Audit ACHIVItIES .......cooeiiiiiie 18
VIIl. Proposed Internal Audit Plan for Fiscal Year 2011 .......cccccooovviviiiiiiiii e 18
IX. External Audit Services Procured in 2010.........ccooiiiiiiimiiiiiiee e 18
X. Reporting Suspected Fraud and ABUSE ...........cooi i e 18



To the Commission Members of the
Texas Real Estate Commission
Austin, Texas

We performed tests of management’s assertion about the effectiveness and efficiency of the
internal control structure over compliance with the Residential Service Company Act and Capital
Assets Areas of the Texas Real Estate Commission (Commission) and its compliance with the
Texas Administrative Code, Texas Real Estate Commission Rule, and the Commission’s
established policies and procedures, as applicable for the year ended August 31, 2010. The results
of our tests disclosed that such controls were adequate and no instances of noncompliance were
noted; however, we noted certain matters that are opportunities for strengthening internal controls,
operating efficiency, and complying with the Commission’s established policies and procedures.
The report that accompanies this letter summarizes our comments and recommendations regarding
these matters. We also performed a follow-up of prior year internal audits and this report reflects
the implementation status of those matters, and includes all information required for the Annual
Internal Audit Report.

We have discussed these comments, suggestions, and implementation status and the status of
prior year recommendations with various Commission personnel, and we will be pleased to discuss
them in further detail at your convenience, to perform additional study of these matters, or to assist
you in implementing the recommendations.

We would like to take this opportunity to acknowledge the courtesy and assistance extended by
Commission’s personnel during the course of our audit.

Garza/Gonzalez & Associates

July 12, 2010
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INTRODUCTION

The Texas Real Estate Commission (the Commission), was created in 1939 under the Texas Real Estate
Dealer’s License Act and became an independent state Commission in 1949. The Real Estate License
Act (the Act) is the legislative authorization for the Commission to license and regulate real estate brokers
and salespersons and provides for the licensing and regulation of real estate inspectors. The
Commission also regulates residential service companies and easement or right-of-way agents. The
Commission is responsible for administering and enforcing the provisions contained in the Act. Chapter
221, Texas Property Code, confers authority to the Commission to register by application and regulate
entities offering timeshares in Texas.

The Texas Real Estate Commission is composed of nine Commissioners who are appointed by the
Governor, with concurrence by the Senate, for six-year overlapping terms. Six members must be licensed
real estate brokers who have been engaged in the real estate brokerage business as their major
occupations for at least five years preceding their appointments. Three members must be members of
the general public who are not licensed under the Act and do not have, other than as consumers, a
financial interest in the practice of a real estate broker or salesperson.

The Commissioners appoint an Administrator who serves as the Commission’s chief administrative
officer. The Commission’s operating budget is prepared and approved by the Commission on an annual
basis, whereas the State legislative appropriations are determined every two years. Appropriations are
approved by the State Legislature. The Commission consists of the standards and enforcement division;
the education and licensing services division; the information services division; reception and
communication services division and the staff services division (includes accounting, human resources
and cashier) who report directly to the administrator. The general counsel/deputy administrator serves in
an administrative and an advisory position to the administrator.

The Commission is appropriated funds by the State for its operations. Revenues are primarily real estate
license applications and renewals, education fees, and other charges derived from Commission
operations. Funds collected by the Commission are not directly utilized in operations, but instead are
passed on to the State.

Based on the 2010 internal audit plan we performed the following internal audits:
e Residential Service Companies
e Fixed Assets

e Follow-up of Prior Year Internal Audits

This report contains the results of our review of the above areas.
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INTERNAL AUDIT OBJECTIVES

In accordance with the Standards for the Professional Practice of Internal Auditing, the audit scope
will encompass the examination and evaluation of the adequacy and effectiveness of the Commission’s
system of internal control and the quality of performance in carrying out assigned responsibilities. The
audit scope includes:

Reliability and Integrity of Information - Review the reliability and integrity of financial and
operating information and the means used to identify, measure, classify, and report such
information.

Compliance with Policies, Plans, Procedures, Laws, and Regulations - Review the systems
established to ensure compliance with those policies, plans, procedures, laws, and regulations
which could have a significant impact on operations and reports, and determine whether the
organization is in compliance.

Safeguarding of Assets - Review the means of safeguarding assets and, as appropriate, verify
the existence of such assets.

Economical and Efficient Use of Resources - Appraise the economy and efficiency with which
resources are employed.

Accomplishment of Established Objectives and Goals for Operations or Programs - Review
operations or programs to ascertain whether results are consistent with established objectives and
goals and whether the operations or programs are being carried out as planned.



TEXAS REAL ESTATE COMMISSION
Annual Internal Audit Report
Fiscal Year 2010

EXECUTIVE SUMMARY
Residential Services Companies
Background

The Residential Service Company Act was previously effective as Article 6573b Vernon’s Civil Statutes.
On June 1, 2003, through the 77" Legislature, the Act was changed to Chapter 1303 of the Texas
Occupations Code. The Act regulates the licensure of Residential Service Companies. A Residential
Service Company offers home warranty contracts to maintain, repair or replace all or any part of the
appliances, structural components, electrical, plumbing, heating, or air conditioning systems of a
residential property for a specific fee and for a specific period of time (usually a period of one year). A
home warranty residential service contract is traditionally offered to the buyer or seller of an existing home
in conjunction with the sale or purchase of property. A real estate broker or salesperson acts as an agent
of the residential service company in presenting the warranty to the buyer or seller.

The Residential Service Company Program at the Commission is administered through the Standards and
Enforcement Services Division. The staff composition includes two attorneys, a legal assistant, and an
administrative assistant. Duties performed include accepting and processing applications for licensure,
approval of evidences of coverage and schedules of charges, receiving and reviewing semi-annual and
annual reports and conducting periodic examinations of licensees as required by the Code and handling
consumer complaints, as applicable.

There are currently twenty-seven (27) companies licensed by the Commission to conduct business in the
State of Texas. One company was licensed in the current year. Chapter 539.231 of the Texas
Administrative Code specifies the fees to be charged and collected from Residential Service Companies.
The current fee structure provides for a $3,500 fee for filing an application for licensure or for filing an
annual report (renewal) and $250 fee for filing an evidence of coverage or a schedule of charges. In
addition, the Residential Service Companies must pay the associated travel costs of on-site examinations
conducted by the Commission.

Audit Scope

The scope of our audit was to gain an understanding of the processes and controls over the Residential
Service Company Program to determine compliance with applicable laws, regulations; and, established
policies and procedures.

The audit procedures performed were as follows:

e Reviewed and obtained an understanding of Sections 539.31 — 539.231 of the Texas
Administrative Code and the Residential Service Company Act -Chapter 1303 of the Occupations
Code as applicable to the Residential Service Company Program

e Obtained and reviewed the Division’s written policies and procedures, examination schedules,
internally generated reports, and conducted interviews to obtain an understanding of processes
and controls in place over the Residential Service Company Program.
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e Obtained the Annual RSC Reports, Evidence of Coverage, and Schedule of Charges for selected
RSCs to determine that complete and accurate documentation was obtained and the reports were
properly prepared and submitted in a timely manner.

e Obtained the application(s) for licensure for licenses issued by the Commission during the fiscal
year and tested for compliance with applicable requirements.

Fixed Assets
Background

The Capital Assets area is the responsibility of the Administrator and in accordance with the Texas
Government Code an employee has been designated as the Property Manager. The Texas Real Estate
Commission (the “Commission”) utilizes the State Property Accounting (SPA) system as its internal
property accounting system. The SPA system is a component of the Uniform Statewide Accounting
System (USAS) maintained by the Texas Comptroller of Public Accounts. The SPA system provides state
agencies with the means of accounting and maintaining state capitalized and controlled assets.

The Commission follows the SPA guidelines for identifying capital assets. Assets with an initial, individual
cost of more than $5,000 and an estimated useful life in excess of one year are capitalized. Assets are
capitalized at cost or at appraised fair value at the date of acquisition. Assets purchased by governmental
funds are reported as expenditures for the fund financial statement on the modified accrual basis of
accounting and are capitalized for the government-wide financial statements on the full accrual basis.
Capitalized assets are depreciated over their estimated useful lives unless they are inexhaustible.
Inexhaustible assets such as works of art and historical treasures are not depreciated. The straight line
depreciation method is used by the Commission.

In accordance with the Texas Government Code, the Commission is required to conduct an annual
inventory of the capitalized and controlled assets and submit the “Certification of Physical Inventory
Conducted by Commission” form to the Texas Comptroller of Public Accounts. The most recent physical
inventory conducted by the Commission was on January 31, 2010. The Commission certified 241
capitalized and controlled assets with a reported cost of $947,907.

During the current year the Commission did not participate in any capital lease agreements, however four
operating leases were in effect during fiscal year ended August 31, 2010. The Commission and the
Texas Appraiser Licensing and Certification Board (TALCB) lease office space through the Texas
Facilities Commission. The lease term runs from September 1, 2006 through August 31, 2011 for offices
at 1101 Camino La Costa, Austin, Texas. The Commission and TALCB lease copiers through a State of
Texas contract through the Texas Procurement and Support Services (TPASS) section of the
Comptroller's Office. The lease terms began November 6, 2006 through October 31, 2010 for the
Commission and TALCB and from September 1, 2008 through October 31, 2012 for the Commission. In
addition, the Commission leased a three station folder/inserter machine through a Texas Multiple Award
Schedule (TXMAS) contract for the period of September 2008 through June 2013. In the current year, the
Commission entered into one new operating lease agreement with Pitney Bowes Inc. for a mail station
machine. The lease terms were for 48 months for a total cost of $1,248.
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Significant capitalization policy and procedures include the following guidance:

establishes the capital asset threshold of $5,000 and a useful life of more than one year;
establishes the “Controlled Asset” threshold for specified items valued from $500 to $4,999,
requiring that controlled assets be properly secured and “tracked”;

procedures for adding capitalized and controlled assets to SPA;

the policy for items valued at less than $499 which are also tagged by the Commission and listed
in the “Inventory Log” and not tracked in SPA;

the policy for movement of Capitalized and Controlled Assets (requiring the use and approval of a
“Property Transfer Form”);

procedures for the annual inventory count

The Capitalized Property total as of April 30, 2010 is $1,141,972.

Audit Scope

The scope of our audit was to gain an understanding of the processes and controls over the fixed asset
area and the information gathering process used by the Commission to compile data needed to
accurately report information in the SPA system and to determine compliance with applicable sections of
the Texas Government Code and the Commission’s established policies, procedures, and current
practices in place.

The procedures performed to achieve the scope of our audit were as follows:

1.

Obtained and reviewed the Commission’s written policies and procedures and ascertained that
they are consistent with the purpose, goals and policies of the State Property Accounting (SPA).

Reviewed and obtained an understanding of Chapter 403, Subchapter L of the Texas Government
Code.

Identified and conducted interviews with Commission personnel responsible for capital asset
compliance to obtain an understanding of the Commission’s current practices and the adequacy of
accountability maintained and of reporting requirements.

Determined whether the Commission has designated an employee as the Property Manager and
has properly informed the Texas Comptroller of Public Accounts as required.

Obtained the “Certification of Physical Inventory Conducted by Commission” for the inventory
performed on January 31, 2010 to ensure the physical inventory was performed and reported to
the Texas Comptroller of Public Accounts and ensured the assets reported met the Comptroller’s
criteria for capitalized or controlled assets.

Determined that additions to capital assets for the current year were performed consistent with the
capital asset policies and are properly recorded.

Performed an analysis of computed depreciation expense for selected assets.
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8. Reviewed current year retirements of capital assets to ensure the assets were removed from the
capital asset accounts.

9. Reviewed lease agreements to determine that operating leases recorded are properly classified.

10. Reviewed repairs and maintenance activity to determine that all purchases of capital assets are
properly recorded.

11. Selected a sample of four (4) VERSA invoices and reviewed the related purchase vouchers and
supporting documentation to ensure compliance with the Commission’s policies and procedures
and applicable capitalization requirements.

l. Internal Audit Plan for Fiscal Year 2010

The Fiscal Year 2010 internal audit plan for the Commission is based on the Risk Assessment performed
for the Fiscal Year ended 2010. The internal audit plan includes two (2) audits to be performed during the
fiscal year and other internal audit activities as assigned by the Commissioners. The internal audit plan
also includes preparation of the Annual Internal Audit Report for fiscal year 2010 and conducting a follow-
up of the prior year internal audit reports.

Risk Assessment

Based on the review of significant documents, inquiries of management and the Commission’s current
practices and procedures seventeen (17) audit areas have been identified in the Internal Audit Plan for
fiscal year 2010. We performed an assessment of the potential audit areas using risk assessment
techniques. Following are the results of the risk assessment performed:

High Moderate Low
Residential Service Performance Measures Purchasing and Receiving
Companies
Information System Cash Collection Fee
Process/Remittance
Reporting and Budgeting Fixed Assets Customer Communications
Payroll and Personnel Process | License Application & Registration
Process
Cash Disbursement and Travel Complaint/Investigation Process
Processing
Examination Process Records Retention
Education Program HUB Compliance

Recovery Fund
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In prior years, the following internal audits were performed:
Fiscal Year 2009
1. Compliance with the Texas Public Funds Investment Act
2. License Application and Registration Process
3. Recovery Fund
Fiscal Year 2008
4. Complaint/Investigation Process
5. Education Program
Fiscal Year 2007
1. Compliance with the Texas Public Funds Investment Act
2. Examination Process
3. Records Retention
Fiscal Year 2006
1. Cash Collection Fee Process / Remittance
2. Customer Communication
Fiscal Year 2005
1. Performed a Comprehensive Risk Assessment and Developed a six (6) Year Audit Plan
2. Compliance with the Texas Public Funds Investment Act
3. License Application and Registration Process

Based on the risk assessment process an Internal Audit Plan was developed that includes the following
recommended internal audits for fiscal year 2010, the proposed audit procedures are as follows:
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Fiscal Year 2010

1.

Residential Service Companies

The scope of the audit of compliance with the Residential Service Company Act (RSC) is to
determine that the Commission monitors compliance with established policies and procedures of the
act and monitors the RSC licensing requirements including the following:

The utilization of the Texas Administrative Code 539, fee schedule for collecting fees from the
Residential Service Companies;

The information included in the RSC application is timely and efficiently evaluated for accuracy
and completeness;

The Residential Service Contracts and the Annual Report with applicable financial reporting
requirements are reported in an accurate and timely manner.

Disciplinary action/enforcement was efficiently and timely performed when violations occur.

Fixed Assets

The scope of the audit of the Capital Assets audit area is to determine that the Commission
complies with the policies and procedures for capitalization of assets including:

Capital Assets represent a complete and valid listing of the total capital cost of assets
purchased, constructed or leased and physically on hand

Capitalized costs associated with all sold, abandoned, damaged, or obsolete capital assets
have been removed from the accounts

Depreciation charged on capital assets has been computed on an acceptable basis consistent
with that used in prior periods.

Follow-up of Prior Year Internal Audits and Other Commission Audits
Perform follow-up of audits performed by the internal auditor or other State agencies.

Other Potential Internal Audit Activities
Perform other audits as may be directed by the Commission during the fiscal year.
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II.  External Quality Assurance Review

The internal audit department’s System Review Report, dated September 30, 2009, indicates that its
system of quality control has been suitably designed and conforms with applicable professional standards
in all material respects.

lll.  List of Audits Completed by High Level Audit Objectives

Report | Report Name of
No. Date Report High Level Audit Objectives
1 7/12/10 Residential Determine compliance with the applicable laws and regulations of the Residential Service
Service Company Act.

Companies
2 7/12/10 Fixed Assets Determine whether the processes and controls in place over Fixed Assets are adequate to
compile data needed to accurately report information in the SPA system and ensure compliance

with applicable sections of the Texas Government Code.

10




TEXAS REAL ESTATE COMMISSION

Annual Internal Audit Report

Fiscal Year 2010

IV. Key Audit Findings/Recommendations

Current Status
(Fully Implemented,
Substantially
Implemented,
Incomplete/
Ongoing, or Not

Implemented) with Fiscal
Report Report Name of brief description if Impact/Other
No. Date Report Observations/Findings and Recommendations not yet implemented Impact
1 7/12/10 Residential Residential Service Company Examinations To ensure
Service compliance
Company Act Texas Administrative Code §539.121 requires the with laws and
Commission to conduct examinations of each Residential regulations.

Service Company, as deemed necessary, but not less than
once every three years. Our review of the examination
schedule indicates the Commission has not conducted
evaluations of two (2) Residential Service Companies in the
prior three (3) years as required by the Code.

Recommendation

We recommend the Commission adhere to Texas
Administrative Code §539.121 by conducting examinations of
each Residential Service Company in accordance with the
requirements of the Code. The Commission should consider
conducting desk examinations of Residential Service
Companies with de minimus activity.

Management Response

Given the increase in the number of licensed companies, the
small size of some of the companies and limited staff and
financial resources, the Commission plans to amend Texas
Administrative Code 8539.121 as recommended.

Annual Reporting

The Occupations Code 8§1303.202 requires Residential
Service Companies to submit Annual Reports to the
Commission, using a prescribed format, by April 1 of each
year. Our review of five (5) annual reports received by the
Commission during the year indicated two (2) instances in
which the reports did not include the required ‘certified’
financial statements. The lack of “certified” financials were
not timely detected by Commission staff.

Recommendation

We recommend staff complete a checklist upon receipt of the
annual reports to ensure the reports are complete, timely
submitted and received in the format prescribed by the
Commission. Such a checklist would assist staff to timely
detect incomplete reports and allow the Commission to
initiate correspondence with the Residential Service
Companies to remedy deficient reports in a timely basis.

Management Response

Staff already utilizes a checklist to determine whether reports
are submitted timely. Staff will expand this checklist to
include a notation regarding completeness and prescribed
format. Internal procedures will be implemented to review
Annual Reports for expanded checklist items in a timely
manner consistent with our newly adopted bifurcated Annual
Report submissions.

To provide for
completeness.

11
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Current Status
(Fully Implemented,
Substantially

Implemented,
Incomplete/
Ongoing, or Not
Implemented) with Fiscal
Report Report Name of brief description if Impact/Other
No. Date Report Observations/Findings and Recommendations not yet implemented Impact
1 7/12/10 Residential Work Programs Improve
Service internal control
Company Act The Commission does not utilize a comprehensive over

standardized work program during on-site field examinations
to identify the objectives of the visit; document the steps to be
completed; and to capture the responses to inquiries made
during the examinations. The comprehensive work programs
used in conjunction with the tailored program steps currently
utilized related to examining financial assurance would
facilitate the evaluation process, improve examination
documentation and strengthen internal control over the
process.

Recommendation

We recommend the Department adopt a comprehensive
standardized electronic work program that incorporates the
tailored programs currently utilized to facilitate the field
examination process, enhance fieldwork documentation and
strengthen internal control over the on-site evaluation
process.

Management Response

Limited staff and financial resources will not allow
implementation of this recommendation as written. However,
a more comprehensive examination checklist will be
developed and implemented.

examination
visits and the
applicable
documentation.

12




TEXAS REAL ESTATE COMMISSION

Annual Internal Audit Report

Fiscal Year 2010

Current Status
(Fully Implemented,
Substantially
Implemented,
Incomplete/
Ongoing, or Not

Implemented) with Fiscal
Report Report Name of brief description if Impact/Other
No. Date Report Observations/Findings and Recommendations not yet implemented Impact
2 7/12/10 Fixed Assets Inventoried Property To improve use

Per our review of items classified as ‘Inventoried Property’ in
the SPA system as of March 2010 that the Commission
tracks and accounts for 83 items in SPA that do not meet the
capitalization threshold and are not included in the
Comptroller’s controlled assets list. These items have been
historically tracked and accounted for at the option of the
Commission.

Recommendation

We recommend that the Commission evaluate the
effectiveness of tracking the Inventoried Property to reduce
the time and effort since the Commission is only required to
account for and track items that meet the criteria of
capitalized assets and/or controlled assets.

Management Response

Management concurs with the recommendation. New
inventoried items will no longer be recorded in SPA. The
inventoried items currently recorded in SPA will be removed
by August 31, 2010, which is fiscal year end.

of employee
effort/efficiency

13
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The following is an update on the status of prior year recommendations.

Current Status
(Fully Implemented,
Substantially
Implemented,
Incomplete/
Ongoing, or Not

Implemented) with Fiscal
Report Report Name of brief description if Impact/Other

No. Date Report Observations/Findings and Recommendations not yet implemented Impact

Follow-up of Following is the status of recommendation made during

prior year previous fiscal years that had not been fully implemented.

audits Incomplete/ Improved

1. Record Management Ongoing Record
Management

We recommend that the Commission supplement the Record
Retention Schedule by preparing a listing that includes the
date series, the location and a “container number” (box
number, file cabinet number and/or shelf location) where the
applicable records are stored. Records held for active use in
the division/section area may not require location data until
considered inactive or moved outside the division/section.
To ensure the listing remains accurate a record inventory or
survey process should be initiated. In addition, we
recommend that the Commission amend the Record
Retention Schedule when information changes occur or if
inconsistent data is noted.

The Commission has
re-organized the
central file room in
preparation for
performing electronic
imaging of all files
which will require an
updated storage
process. The project
was temporarily
placed on hold due to
the mandatory 5%
Budget Reduction but
has now resumed in
anticipation of a move
to state office space.
The Commission
intends to utilize
limited resources to
progress on the
imaging project.

14
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Current Status
(Fully Implemented,
Substantially

Implemented,
Incomplete/
Ongoing, or Not
Implemented) with Fiscal
Report Report Name of brief description if Impact/Other
No. Date Report Observations/Findings and Recommendations not yet implemented Impact
Follow-up of 1. The Real Estate Commission Did Not Report Reliable
Other Results for the Four Key Performance Measures Tested
Commission
Audits a) Number of Complaints Resolved Incomplete/ Improved
Ongoing Performance
(State e Update the pre-defined automated reports Measure
Auditor’s generated by its licensing and enforcement system | A manual process to internal control
Office Report (TRELIS) to ensure that proper criteria are used to | calculate the results and reporting
on calculate the performance measure. Also, the | will be performed until
Performance Commission should calculate the measure result | implementation of the
Measures) using the automated report generated by its | new computer

automated system (TRELIS), rather than manually
performing additional calculations.

b) Average Time for Complaint Resolution (Days) AND
Percent of Documented Complaints Resolved Within
Six Months

e Ensure that the number of complaints resolved used
to calculate the results for Average Time for
Complaint Resolution (Days) and Percent of
Documented Complaints Resolved Within Six
Months matches the number reported in ABEST for
the Number of Complaints Resolved.

system. Versa is
scheduled for
implementation July
2010. Reports are
currently being
programmed.

Incomplete/
Ongoing

A manual process to
calculate the results
will be performed until
implementation of the
new computer
system. Versais
scheduled for
implementation July
2010. Reports are
currently being
programmed.

Improved
Performance
Measure
internal control
and reporting

15
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Current Status
(Fully Implemented,
Substantially

Implemented,
Incomplete/
Ongoing, or Not
Implemented) with Fiscal
Report Report Name of brief description if Impact/Other
No. Date Report Observations/Findings and Recommendations not yet implemented Impact
Follow-up of ¢ Review the pre-defined automated reports to ensure | Incomplete/
Other the proper criteria are used to calculate [ Ongoing
Commission performance measure. Consider producing detailed
Audits reports so that Commission staff can ensure the | Analysis of criteria
automated report is generating the correct results. | used to calculate
(State performance
Auditor’s measures has been
Office Report done in conjunction
on with programming
Performance reports in the new
Measures) computer system.
Versa is scheduled
for implementation
July 2010.
Programming for
performance reports
is currently being
done.
2. General Information Technology and Application Controls Incomplete/ Improved
Ongoing security;
The Commission should: production
e System related upgrades and improvements Additional controls environment;
- Improve logical access controls to TRELIS and its | are in place in the disaster
data. Versa system to preparedness;
- Develop documentation of TRELIS, including the | secure key fields. hazard safety
and control

relevant fields, tables, and their relationships.
- Improve the controls over key data fields in TRELIS,
or develop compensating controls.

System
documentation will be
provided by the
vendor and
supplemented by
TREC Information
Technology Staff
where necessary.
Versa is scheduled
for implementation
July 2010.

environment

16
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Report

V. List of Consulting Engagements and Non-audit Services Completed

None to Report

VI. Organizational Chart

Governor

Commission
Members
(9)
(No Board Audit Committee)

Internal Audit

Administrator

General Counsel and
Deputy Administrator

Deputy General Counsel

Standards &
Enforcement Services
Director

Information &
Technology Services
Director

Staff & Support Services
Director

Education & Licensing
Services Director

Reception &
Communication Services
Director

17
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VII.

VIII.

Report on Other Internal Audit Activities

None

Proposed Internal Audit Plan for Fiscal Year 2011

Compliance with the Texas Public Funds Investment Act
Cash Collection Fee Process and Remittance

HUB Compliance

Other Tasks as May Be Assigned by the Commission

External Audit Services Procured in 2010
The Commission procured the following external audit services:

e Annual Risk Assessment
e Current year Internal Audit Services
e Financial data analysis for Residential Service Company (RSC)

Reporting Suspected Fraud and Abuse

The Commission has implemented the requirements of Article 1X, Section 17.05 and Article XII,
Section 5 (c) of the General Appropriations Act by providing information on their home page
regarding how to report suspected fraud, waste, and abuse to the State Auditor's Office (SAO),
posting a link to the SAQO's fraud hotline, and including in their policies information on how to report
suspected fraud involving state funds to the SAO. During fiscal year 2010, the Commission did not
have any suspected fraud waste or abuse to report to the SAO, as required by Texas Government
Code, Section 321.022.
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