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REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND ON
COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL
STATEMENTS PERFORMED IN ACCORDANCE WITH
GOVERNMENT AUDITING STANDARDS

The Honorable Commissioners’ Court
and Honorable District Judges
County of Hidalgo, Texas

We have audited the financial statements of the governmental activities, the business-type
activities, each major fund, and the aggregate remaining fund information of the County of
Hidalgo, Texas (the County) as of and for the year ended December 31, 2011, which collectively
comprise the County’s basic financial statements and have issued our report thereon dated
June 30, 2012. We conducted our audit in accordance with auditing standards generally
accepted in the United States of America and the standards applicable to financial audits
contained in Government Auditing Standards, issued by the Comptroller General of the United
States.

Internal Control Over Financial Reporting

Management of the County is responsible for establishing and maintaining effective internal
control over financial reporting. In planning and performing our audit, we considered the
County’s internal control over financial reporting as a basis for designing our auditing
procedures for the purpose of expressing our opinions on the financial statements, but not for
the purpose of expressing an opinion on the effectiveness of the County’s internal control over
financial reporting. Accordingly, we do not express an opinion on the effectiveness of the
County’s internal control over financial reporting.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to
prevent, or detect and correct misstatements on a timely basis. A material weakness is a
deficiency, or a combination of deficiencies, in internal control such that there is a reasonable
possibility that a material misstatement of the entity’s financial statements will not be prevented,
or detected and corrected on a timely basis.

Our consideration of internal control over financial reporting was for the limited purpose
described in the first paragraph of this section and was not designed to identify all deficiencies
in internal control over financial reporting that might be deficiencies, significant deficiencies, or
material weaknesses. We did not identify any deficiencies in internal control over financial
reporting that we consider to be material weaknesses, as defined above. However, we identified
certain deficiencies in internal control over financial reporting, described in the accompanying
schedule of findings and questioned costs that we consider to be significant deficiencies in
internal control over financial reporting [11-01]. A significant deficiency is a deficiency, or a
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combination of deficiencies, in internal control that is less severe than a material weakness, yet
important enough to merit attention by those charged with governance.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the County’s financial statements are
free of material misstatement, we performed tests of its compliance with certain provisions of
laws, regulations, contracts, and grant agreements, 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 instances of
noncompliance or other matters that are required to be reported under Government Auditing
Standards and which are described in the accompanying schedule of findings and questioned
costs as item 11-01.

We noted certain other matters that we reported to management of the County in a separate
letter dated June 30, 2012.

The County’s response to the findings identified in our audit is described in the accompanying
schedule of findings and questioned costs. We did not audit the County’s response and,
accordingly, we express no opinion on it.

This report is intended solely for the information and use of management, of the County, others
within the entity, and federal awarding agencies and pass-through entities and is not intended to
be and should not be used by anyone other than these specified parties.

Bwu{’an,m [’lznél’t ‘FC a‘c/{?j . 44 f

June 30, 2012



Burton McCumber & Cortez, L.L.P.

Certified Public Accountants & Management C’onsultants

205 Pecan Boulevard Offices In:
McAllen, Texas 78501 Brownsville
Telephone 956/618-2300 McAllen
Facsimile 956/618-2333 Matamoros
www.bmctexas.com Reynosa

INDEPENDENT AUDITORS’ REPORT ON COMPLIANCE WITH REQUIREMENTS
THAT COULD HAVE A DIRECT AND MATERIAL EFFECT ON EACH MAJOR PROGRAM
AND ON INTERNAL CONTROL OVER COMPLIANCE IN ACCORDANCE WITH OMB
CIRCULAR A-133

The Honorable Commissioners’ Court
And Honorable District Judge
County of Hidalgo, Texas

Compliance

We have audited the compliance of the County of Hidalgo, Texas (the County) with the types of
compliance requirements described in the OMB Circular A-133 Compliance Supplement that
could have a direct and material effect on each of the County’s major federal programs for the
year ended December 31, 2011. The County’'s major federal programs are identified in the
summary of auditors’ 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 County’'s management. Our
responsibility is to express an opinion on the County’s compliance based on our audit.

We conducted our audit of compliance in accordance with auditing standards generally
accepted in the United States of America; the standards applicable to financial 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 major federal program
occurred. An audit includes examining, on a test basis, evidence about the County’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 of the County’s compliance with those
requirements.

In our opinion, the County complied, in all material respects, with the compliance requirements
referred to above that could have a direct and material effect on each of its major federal
programs for the year ended December 31, 2011. However, the results of our auditing
procedures disclosed 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 as items 11-02 and 11-03.



Internal Control Over Compliance

Management of the County 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
County’s internal control over compliance with the requirements that could have a direct and
material effect on a major federal program to determine the auditing procedures for the purpose
of expressing our opinion on compliance and to test and report on internal control over
compliance in accordance with OMB Circular A-133, but not for the purpose of expressing an
opinion on the effectiveness of internal control over compliance. Accordingly, we do not express
an opinion on the effectiveness of the County’s internal control over compliance.

A deficiency in internal control over compliance exists when the design or operation of a control
over compliance does not allow management or employees, in the normal course of performing
their assigned functions, to prevent, or detect and correct, noncompliance with a type of
compliance requirement of a federal program on a timely basis. A material weakness in internal
control over compliance is a deficiency, or combination of deficiencies, in internal control over
compliance, such that there is a reasonable possibility that material noncompliance with a type
of compliance requirement of a federal program will not be prevented, or detected and corrected,
on a timely basis.

Our consideration of internal control over compliance was for the limited purpose described in
the first paragraph of this section and was not designed to identify all deficiencies in internal
control over compliance that might be deficiencies, significant deficiencies, or material
weaknesses. We did not identify any deficiencies in internal control over compliance that we
consider to be material weaknesses, as defined above. However, we identified certain
deficiencies in internal control over compliance that we consider to be significant deficiencies as
described in the accompanying schedule of findings and questioned costs as items 11-02 and
11-03. A significant deficiency in internal control over compliance is a deficiency, or a
combination of deficiencies, in internal control over compliance with a type of compliance
requirement of a federal program that is less severe than a material weakness in internal control
over compliance, yet important enough to merit attention by those charged with governance.

Schedule of Expenditures of Federal Awards

We have audited the financial statements of the governmental activities, the business-type
activities, each major fund, and the aggregate remaining fund information of the County as of
and for the year ended December 31, 2011, and have issued our report thereon dated June 30,
2012, which contained unqualified opinions on those financial statements. Our audit was
performed for the purpose of forming opinions on the financial statements as a whole. The
schedule of expenditures of federal awards is presented for the purposes of additional analysis
as required by U.S. Office of Management and Budget Circular A-133, Audits of States, Local
Governments, and Non-Profit Organizations, and is not a required part of the financial
statements. Such information is the responsibility of management and was derived from and
relates directly to the underlying accounting and other records used to prepare the basic
financial statements. The information has been subjected to the auditing procedures applied in
the audit of the basic financial statements and certain additional procedures, including
comparing and reconciling such information directly to the underlying accounting and other
records used to prepare the basic financial statements or to the basic financial statements
themselves, and other additional procedures in accordance with auditing standards generally
accepted in the United States of America. In our opinion, the information is fairly stated in all
material respects in relation to the basic financial statements as a whole.



The County’s responses to the findings identified in our audit are described in the
accompanying schedule of findings and questioned costs. We did not audit the County’s
responses and, accordingly, we express no opinion on the responses.

This report is intended solely for the information and use of management of the County, others
within the entity, federal awarding agencies, and pass-through entities and is not intended to be
and should not be used by anyone other than these specified parties.
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INDEPENDENT AUDITORS’ REPORT ON COMPLIANCE WITH REQUIREMENTS
THAT COULD HAVE A DIRECT AND MATERIAL EFFECT ON EACH MAJOR
PROGRAM AND ON INTERNAL CONTROL OVER COMPLIANCE IN ACCORDANCE
WITH THE STATE OF TEXAS UNIFORM GRANT MANAGEMENT STANDARDS CHAPTER
IV STATE OF TEXAS SINGLE AUDIT CIRCULAR A-133

The Honorable Commissioners’ Court
and Honorable District Judge
County of Hidalgo, Texas

Compliance

We have audited the compliance of the County of Hidalgo, Texas (the County) with the types of
compliance requirements described in the State of Texas Single Audit Circular that could have a
direct and material effect on each of the County’s major state programs for the year ended
December 31, 2011. The County’s major state programs are identified in the summary of
auditors’ 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 programs is the responsibility of the County’s management. Our responsibility is to
express an opinion on the County’s compliance based on our audit.

We conducted our audit of compliance in accordance with auditing standards generally
accepted in the United States of America; the standards applicable to financial audits contained
in Government Auditing Standards, issued by the Comptroller General of the United States; and
State of Texas Single Audit Circular. Those standards and the State of Texas Single Audit
Circular 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 major state program occurred. An audit includes
examining, on a test basis, evidence about the County’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 of the County’s compliance with those requirements.

In our opinion, the County, complied, in all material respects, with the requirements referred to
above that could have a direct and material effect on each of its major state programs for the
year ended December 31, 2011. However, the results of our auditing procedures disclosed
instances of noncompliance with those requirements, which are required to be reported in
accordance with the State of Texas Single Audit Circular and which are described in the
accompanying schedule of findings and questioned costs as item 11-04.



Internal Control Over Compliance

Management of the County is responsible for establishing and maintaining effective internal
control over compliance with the compliance requirements of laws, regulations, contracts, and
grants applicable to state programs. In planning and performing our audit, we considered the
County’s internal control over compliance with the requirements that could have a direct and
material effect on a major state program in order to determine our auditing procedures for the
purpose of expressing our opinion on compliance and to test and report on internal control over
compliance in accordance with the State of Texas Uniform Grant Management Standards
Chapter 1V State of Texas Single Audit Circular, but not for the purpose of expressing an
opinion on the effectiveness of internal control over compliance. Accordingly, we do not express
an opinion on the effectiveness of the County’s internal control over compliance.

A deficiency in internal control over compliance exists when the design or operation of a control
over compliance does not allow management or employees, in the normal course of performing
their assigned functions, to prevent, or detect and correct, noncompliance with a type of
compliance requirement of a state program on a timely basis. A material weakness in internal
control over compliance is a deficiency, or combination of deficiencies, in internal control over
compliance, such that there is a reasonable possibility that material noncompliance with a type
of compliance requirement of a state program will not be prevented, or detected and corrected,
on a timely basis.

Our consideration of internal control over compliance was for the limited purpose described in
the first paragraph of this section and was not designed to identify all deficiencies in internal
control that might be deficiencies, significant deficiencies, or material weaknesses. We did not
identify any deficiencies in internal control over compliance that we consider to be material
weaknesses, as defined above. However, we identified certain deficiencies we consider to be
significant deficiencies as described in the accompanying schedule of findings and questioned
costs as item 11-04. A significant deficiency in internal control over compliance is a deficiency or
combination of deficiencies, in internal control over compliance with a type of compliance
requirement of a state program that is less severe than a material weakness in internal control
over compliance, yet important enough to merit attention by those charged with governance.

Schedule of Expenditures of State Awards

We have audited the financial statements of the governmental activities, the business-type
activities, each major fund, and the aggregate remaining fund information of the County, as of
and for the year ended December 31, 2011, and have issued our report thereon dated June 30,
2012, which contained unqualified opinions on those financial statements. Our audit was
performed for the purpose of forming opinions on the financial statements as a whole. The
schedule of expenditures of state awards is presented for the purposes of additional analysis as
required by the State of Texas Uniform Grant Management Standards Chapter IV State of
Texas Single Audit Circular, and is not a required part of the financial statements. Such
information is the responsibility of management and was derived from and relates directly to the
underlying accounting and other records used to prepare the basic financial statements. The
information has been subjected to the auditing procedures applied in the audit of the basic
financial statements and certain additional procedures, including comparing and reconciling
such information directly to the underlying accounting and other records used to prepare the
basic financial statements or to the basic financial statements themselves, and other additional
procedures in accordance with auditing standards generally accepted in the United States of
America. In our opinion, the information is fairly stated in all material respects in relation to the
basic financial statements as a whole.




This report is intended solely for the information and use of management of the County, others
within the entity, and state awarding agencies and pass-through entities and is not intended to
be and should not be used by anyone other than these specified parties.

e

McAllen, Texas
June 30, 2012
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COUNTY OF HIDALGO, TEXAS
NOTES TO SCHEDULE OF EXPENDITURES OF
FEDERAL AND STATE AWARDS
FOR THE YEAR ENDED DECEMBER 31, 2011

General
The accompanying Schedule of Expenditures of Federal and State Awards present the federal
and state grant activity for the County of Hidalgo, Texas (the County). The reporting entity is

defined in Note 1 to the County’s financial statements.

Basis of Presentation

The accompanying Schedule of Expenditures of Federal and State Awards is presented using
the modified accrual basis of accounting, which is described in Note 1 of the County’s notes to
the financial statements. The information in this schedule is presented in accordance with the
requirements of OMB Circular A-133, Audits of States, Local Governments and Non-Profit
Organizations and the State of Texas Single Audit Circular. Therefore, some amounts
presented in this schedule may differ from amounts presented in, or used in the preparation of
the financial statements.

Relationship to Federal and State Financial Reports

Amounts reported in the accompanying schedule may not agree with the amounts reported in
the related Federal and State financial reports filed with the grantor agencies because of
accruals made in the schedule which will be included in future reports filed with agencies.
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COUNTY OF HIDALGO, TEXAS
NOTES TO SCHEDULE OF EXPENDITURES OF
FEDERAL AND STATE AWARDS - CONTINUED
FOR THE YEAR ENDED DECEMBER 31, 2011

Reconciliation of Schedule of Federal Awards to Comprehensive Annual Financial Report

The following is a reconciliation of the Schedule of Expenditures of Federal Awards (SEFA) to
the Statement of Revenues, Expenditures, and Changes in Fund Balance within the County of
Hidalgo, Texas Comprehensive Annual Financial Report (CAFR):

Primary Government

Primary Government Federal Expenditures per SEFA $ 22,482,824
Primary Government State Expenditures per SEFA 23,768,531
46,251,355

Add: Local Expenditures 402,455
Primary Government Expenditures per CAFR 3 46,653,810

Head Start Program

Head Start Program Federal Expenditures per SEFA $ 28,456,692
Add: Local Expenditures 6,474,523
Head Start Program Federal Expenditures per CAFR $ 34,931,215

Community Service Agency

Community Service Agency Federal Expenditures per SEFA $ 6,846,250
Add: Non-Federal Expenditures 65,563
Community Service Agency Federal Expenditures per CAFR $ 6,911,813
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COUNTY OF HIDALGO, TEXAS

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED DECEMBER 31, 2011

Section | - Summary of Auditors’ Results | pescription
Financial Statements
Type of auditors’ report issued: Unqualified
Internal control over financial reporting:
e Material weakness(es) identified? No
e Significant deficiencies identified
not considered to be material
weaknesses? Yes
Noncompliance material to the financial
statements? No
Federal Awards
Internal control of major programs:
e Material weakness(es) identified? No
e Significant deficiencies identified
not considered to be material
weaknesses? Yes
Type of auditors’ report issued on
compliance for major programs: Ungualified
Any audit findings disclosed that are
required to be reported in accordance with
Section .510(a) of Circular A-133? Yes
Dollar threshold used to distinguish
between Type A and Type B programs: $2,310,008
Auditee qualified as low-risk auditee? No
Identification of Major Federal Programs: Homelessness Prevention and Rapid Re-Housing
Program - ARRA 14.257
Low-Income Home Energy Assistance 93.568
Energy Efficiency and Conservation Block Grant
Program (EECBG) - ARRA 81.128
CDBG Cluster
Community Development Block Grant (CDBG) 14.218
CDBG —~ ARRA 14.253
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COUNTY OF HIDALGO, TEXAS
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED DECEMBER 31, 2011

Section | - Summary of Auditors’ Results

Description

Identification of Major Federal Programs
{Continued):

Head Start Cluster

Head Start Program
Head Start Program — ARRA

Home Investment Partnership Program

CDBG-State Administered Grants

93.600
93.708

14.239

14.228

State Awards

Internal control of major programs:
e Material weakness(es) identified?
e Significant deficiencies identified
not considered to be material
weaknesses?

Type of auditors’ report issued on
compliance for major programs:

Unqualified

Any audit findings disclosed that are
required to be reported in accordance with
the State of Texas Single Audit Circular?

Dollar threshold used to distinguish
between Type A and Type B programs:

$674,485

Auditee qualified as low-risk auditee?

Identification of Major State Programs:

Texas Adult Probation Commission

Basic Supervision

Community Corrections (Boot Camp)

Mentally Impaired Caseload

Restitution Center

Court Residential Treatment Center

Treatment Alternatives to Incarceration Program
Drug Court

Sex Offender Caseload

Caseload Reduction Program

Substance Abuse Treatment Facility

Texas Juvenile Probation Commission

State Aid

Progressive Sanctions JPO
Diversionary Placement Fund

Special Needs (TCOMI) Funding
Progressive Sanctions ISJPO
Juvenile Justice Alternative Education
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COUNTY OF HIDALGO, TEXAS
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED DECEMBER 31, 2011

Section | - Summary of Auditors’ Results | Description

Identification of Major State Programs Texas Juvenile Probation Commission - Continued
(Continued): Local Post — Adjudication Fund

Intensive Community Based Program

Community Corrections

Salary Adjustment Funding

Commitment Reduction Program

Secure Felony Placement Fund

Computerization (Interest Earnings on Fund 1294)

Texas Task Force on Indigent Defense
Formula Grant FY 11/ Equalization FY 11

Texas Department of Transportation
Border Colonia Access Program Round I
Border Colonia Access Program Round Ill
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COUNTY OF HIDALGO, TEXAS
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED DECEMBER 31, 2011

Section Il - Findings and Questioned
Costs

Financial Statement

Description

11 - 01
Purchasing —
Precinct 1

Criteria_and Condition: An internal audit of Precinct 1 purchasing
policies revealed that an employee was not verifying invoiced goods
to actual receipt of items. The County paid for certain amount of
guardrail to be installed at various County roads, verification of items
and amounts invoiced did not match the correct amount of
gaurdrailing received.

Cause and Effect: Employee would provide signature as received

but admitted to actually not observing. Employee did not follow
procedure and verify items received matched the amount invoiced.

Questioned Cost: $143,182, as of 04/23/2012. Final amount

pending the completion of an ongoing investigation.

Recommendation: We recommend that Precinct 1 enforce and

actually follow internal controls relating to goods and services
purchased and received.

Management Response and Planned Corrective Action:

Management has taken corrective action to re-enforce policy and
procedure. Met with staff and reviewed procurement procedures and
authorized limited personnel to obtain goods and services for the
Precinct. Also, met with Accounting Department separately to review
any concerns.
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COUNTY OF HIDALGO, TEXAS
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED DECEMBER 31, 2011

Section Ill - Findings and Questioned
Costs

Federal Awards

Description

11 -02
Suspension and Debarment —
Community Service Agency

Criteria_and Condition: Community Service Agency (the Agency)
did not document procedures performed relating to suspension and
debarment. The Agency could not provide evidence that procedures
were performed related to suspension and debarment for
expenditures where grant funding is used. Non-federal entities are
prohibited from contracting with or making sub-awards under
covered transactions to parties that are suspended or debarred or
whose principals are suspended or debarred. ‘Covered transactions’
include those procurement contracts for goods and services
awarded under a non-procurement transaction (e.g., grant or
cooperative agreement) that are expected to equal or exceed
$25,000 or meet certain other specified criteria.

Cause and Effect: The Agency failed to follow proper internal
controls on contracts entered by the Agency. Policy dictates that
when grant funds are used in excess of $25,000, appropriate
suspension and debarment procedures are to be applied and
documented to ensure compliance with internal controls and OMB
Circular A-133. Failure to properly document compliance with
suspension and debarment compliance requirements could result in
contracting with suspended or debarred contractors and ultimately
result in disallowed costs.

Questioned Cost: $0

Recommendation: The Agency should ensure verification and
documentation of suspension and debarment for all covered
transactions.

Management Response and Planned Corrective Action: CSA
has completed its verification of vendors for Suspension and
Debarment on June 22, 2012, with no results found. We will
continue to maintain and secure compliance to assure verification is
met as per contract obligations.
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COUNTY OF HIDALGO, TEXAS
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED DECEMBER 31, 2011

Section lll - Findings and Questioned

Costs

Federal Awards Description

11 -03 Criteria_and Condition: Section 3 requirements state that
Reporting— recipients of Housing and/or Community Development Assistance

Urban County Program

exceeding $200,000 must submit a HUD 60002 report on a yearly
basis. It was noted that for the HOME, NSP1, NSP3 and CDBG-R
programs, a report was not submitted for 2011.

Cause and Effect: Urban County does not meet Section 3

reporting requirements.

Questioned Cost: $0

Recommendation: We recommend submission of a HUD 60002
report for all grants that meet criteria as per Section 3 requirements.

Management Response and Planned Corrective Action: A

Section 3 Plan was adopted by the County Commissioners' Court on
April 10, 2012 that identifies the triggers for Section 3 compliance.
Section 3 requirements were clarified in this policy for the submittal
of Section 3 reports for all of the federal programs administered by
UCP. In the past, the only report Section 3 submitted was the
CDBG Program.
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COUNTY OF HIDALGO, TEXAS
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED DECEMBER 31, 2011

Section lll - Findings and Questioned

Costs

State Awards Description

11-04 Criteria and Condition: Provisions of the grant require the Hidalgo
Equipment Management — County Adult Probation maintain equipment records, take a physical
Adult Probation inventory at least once every two years and reconcile to equipment

(Primary Government)

records, implement an appropriate control system to safeguard
equipment and maintain equipment adequately. The Hidalgo
County Adult Probation has not performed a 100% physical
inventory within the past two years.

Cause and Effect: Procedures in place to inventory all fixed assets
at least once every 2 years were not performed. Lack of physical
inventory on equipment gives rise to the risk of misappropriation of
assets.

Questioned Cost: $0

Recommendation: Hidalgo County Adult Probation should
perform inventory of equipment at least once every two years.

Management Response and Planned Corrective Action: The
Adult Probation inventory has been an on-going inventory due to
the many changes that have occurred (boot camp and restitution
being closed) for Adult Probation. The staff member performs
verifications of items purchased and transferred out to Surplus
several times during the year. Within the next couple of months a
final inventory (for 2012) will be performed at 100% and certified.

The Hidalgo County CSCD will perform a full physical inventory of
assets prior to the next financial audit.
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COUNTY OF HIDALGO, TEXAS

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED DECEMBER 31, 2011

Section |V - Contact Persons
Regarding Findings and
Questioned Costs

Description

Primary Government

Raymundo Eufracio, County Auditor
Hidalgo County Auditor’'s Office
2808 S. Business Hwy 281
Edinburg, Texas 78539

(956) 383-2511

(956) 383-2577(fax)
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Program Description

00-3 Criteria_ and Condition: The District Clerk maintains an account to
District Clerk Cost Deposits — record “court cost deposits.” The subsidiary ledger for court cost
County of Hidalgo (Primary deposits is incomplete; certain amounts are lacking information to
Government) determine the depositor.

Cause and Effect: The County has not been able to update the
subsidiary ledger to include all deposits. The District Clerk's Costs
Deposits liability account has an unreconciled balance at December
31, 2011 of $1,983,957.

Questioned Cost: $0

Recommendation: We recommend that amounts be identified to
specific depositors and unidentified deposits be escheated in
accordance with state statues as unclaimed funds, after approval by
legal counsel.

Status: The District Clerk's office continues to do research in efforts
of identifying the specific depositors. We are working with the
Auditor's Office to resolve this finding. Since 2009, the balance has
been decreasing. As of December 31, 2011, a total of $499,782 has
been recognized as revenue by the Auditor's Office and $1,469,181
has been recorded as Due to General Fund, reducing the Costs
Deposits liability (COD-Prior to 2003) account to $20,000. Journal
entries have been made and our financial statements now reflect the
identified funds.

The District Clerk's office will continue to work on identifying specific
depositors in order to dispose of the remaining balance. We are
working closely with legal counsel which has expressed a legal
opinion regarding this matter.

02-2 Criteria_and Condition: The County Clerk does not maintain a
County Clerk Bond Funds Held listing that designates the current status of court cases for which bond
Pending Judgment monies have been received and held pending final outcome. Bond
(Primary Government) Funds Held Pending Judgment are held long after court cases have

been tried and are not disposed of timely. Cases date back to 1977.

Cause and Effect: The County does not have a policy to monitor the
status of court cases for which bond funds have been received.
Amounts not accounted for nor resolved timely are at a higher risk for
misappropriation.

Questioned Cost: $0
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02 - 2 (Continued)
County Clerk Bond Funds Held
Pending Judgment
(Primary Government)

Recommendation: We recommend that the County Clerk maintain a
current status on all cases for which bond money has been collected
and held pending final outcome of the case. The County Clerk
should research the status of all cases for which bond money is held.
Forfeited bonds should be transferred to the County Treasurer’s
Office. Bond funds that should have been released back to individuals
should be held pending notification of that individual. If no response is
received from the individual, the County should send bond funds to
the State Comptrollers Office in accordance with State Escheat Laws.

Status: The County Clerk's Office continues to use an excel
spreadsheet to account for cash bonds. Since the Sheriff's Office
remits cash bonds prior to the time that the District Attorney's Office
accepts the charges, a case number or case status will not be
immediately known at the time the cash bond is receipted in the
Registry.

The Registry is in the Civil Case Management Module and most cash
bonds are related to criminal cases which are in the Criminal Case
Management Module. Since both modules are not linked, the excel
spreadsheet is the only way to keep track of the bonds.

Because there is a difference between the time a cash bond is
receipted and the time a case is accepted and issued a number,
manual searches have to be done to update the case and case status
in the excel spreadsheet. In some situations, the District Attorney’s
Office does not accept the charges and, therefore, no case number is
issued.

Efforts to update the case status continue. However, since there are
submittals of cash bonds prior to the time a case number is issued,
there will always be cash bonds that do not have a case number or a
case status.

Management will review its procedures.

04-5
Equipment Management —
Texas Juvenile Probation
Commission
(Primary Government)

Criteria_ and Condition: Provisions of the grant require the Hidalgo
County Juvenile Probation maintain equipment records, take a
physical inventory at least once every two years and reconcile to
equipment records, implement an appropriate control system to
safeguard equipment and maintain equipment adequately. As of
December 31, 2010 the Hidalgo County Juvenile Probation has not
performed a 100% physical inventory within the past two years.
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04 — 5 (Continued)
Equipment Management —
Texas Juvenile Probation
Commission
(Primary Government)

Cause and Effect: Procedures in place to inventory all fixed assets
at least once every 2 years were not performed. Lack of physical
inventory on equipment gives rise to the risk of misappropriation of
assets.

Questioned Cost: $0

Recommendation: Hidalgo County Juvenile Probation should
perform inventory of equipment at least once every two years.

Status: Purchasing Department finalized and certified the inventory
on May 30, 2012.

06 — 01
District Clerk Bond Funds Held
Pending Judgment
(Primary Government)

Criteria and Condition: The District Clerk does not maintain a listing
that designates the current status of court cases for which bond
monies have been received and held pending final outcome. Bond
Funds Held Pending Judgment are held long after court cases have
been tried and are not disposed of timely.

Cause and Effect: The County does not have a policy to monitor the
status of court cases for which bond funds have been received.
Amounts not accounted for nor resolved timely are at a higher risk for
misappropriation.

Questioned Cost: $0

Recommendation: We recommend that the District Clerk research
the status of all cases for which bond money is held. Forfeited bonds
should be transferred to the County Treasurer’s Office. Bond funds
that should have been released to individuals should be held pending
notification of that individual. If no response is received from the
individual, the County should send bond funds to the State
Comptrollers Office in accordance with State Escheat Laws.

Status: The District Clerk's Office continues to research all bonds
being held and is making all efforts to escheat any bonds in
accordance with Chapter 72, Property Code. Cash bail bonds require
an order from the court as stated in the 2012 Texas District Clerk
Procedures Manual. The manual states “when the case has been
disposed of, the judge must enter an order authorizing the Clerk to
refund the cash.” The order will state to whom the refund is to be
made and in what amount. Furthermore, it is policy of the District
Clerk’s Office not to accept or release funds without order(s) of the
court.
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06 — 01 (Continued)
District Clerk Bond Funds Held
Pending Judgment
(Primary Government)

The District Clerk’s Office will research and implement procedures for
the Registry and Trust Division to maintain a current status on bond
money collected pending final outcome. In addition, our office will
verify the status of all cases for which bond funds are held. Lastly,
our Office will research all bonds, with the exception of cash bail
bonds, that have been unclaimed for a period of 3 years or more in
order to escheat to the State Comptroller’'s Office in accordance with
Property Code Sec. 74.101 and Sec. 74.301.

07-01
Previous Year’'s Finding
(Primary Government)

Criteria_ and Condition: Certain observations previously reported in
prior years have not been addressed and resolved by management.

Cause and Effect: Management has not monitored for resolution of
repeat comments thus causing opportunities for improvements in
operations and internal controls to not be implemented timely.

Questioned Costs: $0

Recommendation: To ensure the integrity of the internal control
structure as well as to increase the effectiveness and efficiency of the
operations of the County, we recommend that reportable conditions
and other comments and observations be addressed by management
timely.

Status: Corrective Action Plan reviews are conducted on a regular
basis to ensure findings are resolved by non-compliant
departments/offices.

Corrective Action Plan reviews will continue to be conducted on a
regular basis to ensure findings are resolved by non-compliant
departments/offices.

07-02
Audit Committee
(Primary Government)

Criteria_and Condition: During the course of the audit, we
conducted inquiries of County personnel regarding a variety of issues.
During these inquiries, we received certain responses related to
concerns regarding lack of training and lack of concrete policies and
procedures in certain areas. Also, there lacked a formal venue in
which internal controls could be discussed amongst management and
addressed.

Cause and Effect: The County has not resolved to take action as to
whether the creation of an audit committee would be beneficial.
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07-02 (Continued) Questioned Cost: $0
Audit Committee
(Primary Government) Recommendation: Due to the proven effectiveness that an audit

committee has on an organization’s internal control structure, we
recommend the establishment of an audit committee.  Many
organizations have formal audit committees and have found that
these committees have made significant contributions to their
organizations.

The charge of the audit committee can be broad; however, the
committee might consider the following objectives:
o Oversee internal control structure and issues and concerns
o Review internal audits and encourage management to
address observations and findings
e Meet with elected officials, department heads and
Commissioner's Court as needed to discuss the status of
findings and observations made by the independent and
internal auditors.

Communicate with the County Commissioner's Court to ensure that
adequate attention and resources are provided for management to
address observations and findings.

The ultimate size and participants of the audit committee could be
determined by the Commissioner’s Court but should include members
of management who are able to respond to the audit findings timely.

Status: We have recommended the establishment of an audit
committee for the past four years. Management will continue to
consider the formation of an audit committee. Finding has been
removed and does not warrant any further action at this time.
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07-03 Criteria and Condition: The County contracted with an engineering
Infrastructure Depreciation firm to assist in the accumulation of assets and infrastructure
(Primary Government) information to be used by the County in the implementation of

Governmental Accounting Standards Board Statement No. 34. The
information included in the report prepared by the contracted firm
differs from the County’s internal reports by approximately 7 percent.

Cause and Effect: The County had not reconciled the two reports to
ensure that fixed assets and corresponding depreciation are
reasonably stated.

Questioned Costs: $0

Recommendation: We recommend the County resolve this variance
between the reports as these differences could affect the amount of
recorded accumulated depreciation.

Status: The Fixed Asset Division only recognizes the Infrastructure
Depreciation Report (approved by Commissioners' Court on February
27, 2007 and updated annually) as being the sole inventory for the
County's Roadway Inventory and maintains and submits this report to
the County Auditor's Office for review.

The Fixed Asset Division only recognizes the Infrastructure
Depreciation Report (prepared by the engineer and approved by
Commissioners’ Court) as being the sole inventory for the County’s
Roadway Inventory, which is updated (with information provided by
the Precincts and the Planning Department) and submitted to the
County Auditor's Office for annual review.

07-10 Criteria and Condition: The Urban County Program (UCP) does not
Information System Operations — have a formal disaster recovery plan to prevent the complete loss of
Disaster Recovery Plan (Urban financial information. A written disaster recovery plan should
County Program) document emergency procedures for procurement, recovery and

implementation of key financial equipment and financial information.

Cause and Effect: Management has not implemented a formal
disaster recovery plan. Such written policies and procedures during
high management turnover or emergency situations should reduce
the risk of complete financial data loss and reduce turnover time
required to become fully operational.

Questioned Cost: $0
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07-10 (Continued) Recommendation: We recommend that a comprehensive
Information System Operations — contingency plan be developed and documented to ensure continuity
Disaster Recovery Plan (Urban of data processing services in the event of a disaster.

County Program)
Status: As of March 2011, UCP is online with County of Hidalgo IT
Department. All backups are done to the County’s main server by IT.

Since March 2011, UCP has been online with County of Hidalgo IT
Department. All backups are done to the County’s main server by IT.

08-01 Criteria and Condition: There were various bank reconciliations that
Stale Dated Checks contained outstanding checks older than ninety days.

Cause and Effect: The County does not have a formal policy to
address stale checks, which increases the risk of material
misstatement.

Questioned Cost: $0

Recommendation: We recommend outstanding checks be reviewed
monthly and appropriate measures taken to clear stale checks.

Status: The Hidalgo County CSCD does review the outstanding
checks on a monthly basis, and any check over 120 days is marked
stale. Our practice is 120 days instead of the 90 days, as noted on
the check, due to checks from the restitution account clearing later
than the 90 days.

The County’s depository continues to honor checks that are past the
90 day voided notice printed on the checks. Thus, the County Clerk
continues adjusting stale dated checks once a year. This is done at
the time that the County Clerk escheats unclaimed funds to the State
Comptroller's Office and to the County’s Treasurer’s Office.

The Office of the County Treasurer has a stale dated check policy
(see attached) which addresses the process that will be taken for
checks approaching the County's 90 day outstanding status. The
Office of the County Treasurer will make every effort to monitor all
check activity, but there may be some outstanding checks beyond the
90 day void limit due to events that are out of our control. All bank
accounts overseen by the Office of the County Treasurer are enrolled
in the County's depository bank, First National Bank (FNB),
authorized check pay program called Positive Pay. Furthermore, the
Office of the County Treasurer will research the change of the 90 day
void rule to 180 days.
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08-01 (Continued) District Attorney's Office staff is currently working on escheating the
Stale Dated Checks monies on the stale checks to the state.

Outstanding checks are reviewed monthly and appropriate measures
are taken to clear stale checks. The Tax Office has implemented
positive pay to our bank accounts.

We have taken appropriate measures to clear outstanding checks
more than ninety (90) days, including “stale” checks. In progress, we
have escheated outstanding and “stale” checks to the Comptroller’s
Office. Since March 2, 2012, we have prepared and mailed four (4)
reports totaling at least $40,000.

Outstanding checks are reviewed monthly and appropriate measures
are taken in place. As of December 2011, Positive Pay was
implemented. With this tool, checks after 90 days are automatically
stopped from being cleared at the bank. This tool is a security
measure for the checks not to clear after 90 days from the bank;
however, they remain outstanding on the bank reconciliation.  Our
office clears stale dated checks from the bank reconciliation at the
end of the year and puts them in a balance sheet account under
outstanding checks. Another measure is that all stale dated checks
are being escheated to the state comptroller after three years.

The Hidalgo County CSCD will follow your recommendation of
clearing checks every 90 days.

The County Treasurer's Office follows its Stale Dated Check Policy
(see attached). For years, the Treasurer's Office practiced a 90-day
void on checks issued. With the enroliment in an authorized payment
system (Positive Pay) offered by First National Bank (depository
bank), the Treasurer's Office has modified its policy to adopt the
banking standered of 180-day void on all checks issued by the
County Treasurer's Office (except Jury Script Fund). Accounts are
reviewed on a monthly basis and action is taken to remove checks
un-cashed beyond 180 days from each bank account's outstanding
list. The Treasurer's Office has been working with the third-party
administrator that handled the Health Benefits Self-Insured Fund
(checks were not issued by Treasurer's Office) to close this account
since it is no longer in use. As for the Workers Compensation Trust
Fund, the Treasurer's Office does not issue these checks nor
oversees the operation of this trust account.

Management will revise its procedures.
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08-02 Criteria_and Condition: The listing of machinery and equipment
Machinery & Equipment Asset provided by the County was incomplete and did not reconcile to the
Listing general ledger.

Cause and Effect: The County does not have a complete listing of
machinery and equipment which leads to an increased risk of theft or
misstatement.

Questioned Cost: $0

Recommendation: We recommend the County have a complete
listing of assets that make up machinery and equipment.

Status: The reconciliation of the machinery and equipment asset
listing is an on-going project that will take time before it can be
resolved completely, but once reconciled it will be maintained
regularly. Once the Fixed Asset Division reconciles the modules
(Fixed Asset Inventory module and Financial Accounting System
module), an individual will be assigned to reconcile on a monthly
basis so as to have both modules balanced.

This project is an on-going process due to the man hours needed to
finish the reconciliation of the FIS/FAS module in Alio. Also issues
arise when discrepancies that occur prior to 2005 and no documents
are accessible to the Fixed Asset Division (2005 was the year that the
Fixed Asset Division was created at Purchasing). The only form of
research is a spreadsheet (from Carter Pertain/Legacy) that the
Auditor's Office provided to the Fixed Asset Division.

10-01
Reporting —
Foster Care Grant

Criteria_and Condition: The County has not yet remitted required
reports for the Foster Care Grant in accordance with the provisions of
the grant agreement for 2010.

Cause and Effect: Policies and procedure in place to ensure timely
remittance of required reports were not followed.

Questioned Cost: $0

Recommendation: We recommend that the Foster Care reports be
submitted in accordance with the grant agreement.

Status: All four quarterly reports for 2010 for the Foster Care Grant
were submitted on June 30 2011.

All quarterly reports have been filed on time since June 30 2011.
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10-02
Subrecipient Agreement —
Homelessness Prevention and
Rapid Re-Housing Program - ARRA

Criteria_and Condition: The County of Hidalgo — Urban County
Program is required to identify to the subrecipients the award name,
CFDA title and number, name of federal agency and award amount
as well as compliance requirements under the grant. Urban County
did not provide CFDA title and number information in their
subrecipient agreements.

Cause and Effect: Management did not have a policy to ensure that
agreements with subrecipients provide CFDA title and number
information.

Questioned Cost: $0

Recommendation: We recommend that Urban County include
CFDA title and number in all subrecipient agreements.

Status: Starting on July 5, 2011, all subrecipient agreements now
include the CFDA title and number.

Since July 5, 2011, all subrecipient agreements have included the
CFDA title and number.
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