AUDIT ISSUES SUBCOMMITTEE
RECOMMENDATIONS ON
INTERNAL AUDITING IN STATE GOVERNMENT
March 6, 1981

INTRODUCTION ‘ N

In response to a request from the Governor's Office, the Volunteers in Public
Management performed a review of the internal audit process in the State of
IT1inois. Volunteers in Public Management is a project team which consists of
volunteers from various private sector enterprises. Coordinated through the
Government Affairs section of the United Way of Metropolitan Chicago, they pro-
vide volunteer assistance for the State. The volunteers conducted on-site in-
terviews with audit managers in selected agencies and reviewed work plans, work
papers and reports. They also reviewed external audit reports, met with members
of the Auditor General's staff, Legislative Audit Commission staff and attended
Legislative Audit Commission hearings. The volunteers issued a pre-implementation
and a final report in which they addressed their results on a state-wide basis.
They also conducted seminars for agency directors, audit managers and internal
audit staff.

As "an outgrowth of the project, the Audit Issues Subcommittee has been formed.
This report is a result of their study of thé Volunteers in Public Management re-
port and development of specific recommendations. It is being issued to the Man-
agement Subcabinet for their review.

RECOMMENDATIONS

1. The Department of Adminfstrative Services Should Redefine Its Role To Estab-
Tish Guidelines And Serve As A Consultant To Agencies On Improvements In
Their Fiscal And Management Systems, Including Their Internal Audit Program.

DAS has reexamined the role of the old Bureau of Audits and has established
a new Division of Fiscal and Management Systems. This Division will change
its emphasis from actuaily providing audits for the smalier departmenis to
helping all agencies develop or improve their own internal auditing programs
The Division will be available to review existing systems, suggest appropri-
ate changes, provide necessary training and continually upgrade management
and fiscal expertise in both new and established agencies. Legislation (at-
tachment A) will be introduced to amend the outdated statute for the old De-
partment of Finance.

-

2. Revisions Should Be Made To The Internal Auditing Act.

Attachment B is a revision to the Internal Auditing.Act. This revision is
needed in order to reflect current internal auditing practices and provide
statutory authority for performing internal audits in accordance with highest
professional ethics.



Training Programs Should Be Standardized For New Fiscal And Audit Personnel.

The Division of Fiscal and Management Systems should be responsible for coordi-
nating and developing training for all aspects of fiscal, compliance, and EDP
audits. The Division will provide a central clearinghouse for training in-
formation. An approach, similar to that utilized by Continental Bank, will

be developed. Continental Bank's training includes individual analysis of an
employee's educational needs, and appropriate training to meet those needs.
Each training course offered is evaluated for cost effectiveness and content.
A1l training schedules are centrally maintained and updated. Through the use
of universities, government and professional organizations, this standardized
approach will insure a more effective program of continued education.

Agency Management Should Be Educated In The Effective Utilization Of The
Audit Function. ‘ ,

In order for management to maximize use of their audit function, they must
understand how this valuable tool can work for them. Management should
recognize internal auditing's proper role as a viable part of the management
decision making process.

A New Personnel Classification For Internal Auditors Should Be Established.

Working with the Department of Personnel, the Audit Issues Subcommittee hopes
to establish a series of classification$ to more accurately reflect the grow-
ing profession of internal auditing. _ o

Internal Auditors Should Be The Agency's 0fficial Liaison To Tﬁé External
Auditors. ‘

Auditors should be instructed on the proper relationships of internal and ex-
ternal auditors. When both functions are properly performed, the work should
be complimentary, without confusion, duplication or conflict. The internal
auditors are specialists in their agencies. Therefore the internal auditor
should act as liaison to the external auditors to insure proper management re-
view of their findings, inciuding input into the audit exit conference and
written agency responses.

General Audit Guidelines Should Be Developed.

Broad guidelines should be developed to insure adequate procedures for plan-
ning, conducting, reporting, implementing and follow-up of audits. These guide-
Tines would be available for all agencies and would assist agencies in estab-
lishing new internal audit programs.

Closer Interface With TheGovernor's Office Should Be Established.

The Governor's 0ffice has expressed that internal auditing will receive in-
creased attention in FY'82. Provisions will be made for internal audit activ-
ities to be a major topic of discussion during the Quarterly Review process.
Agencies should work with the Governor's Office in promoting the audit process.



Criteria Should Be Developed To Assess Agency Needs For An Internal Audit
Program.

Defined criteria is necessary to evaluate an agency's need for a full-time
internal audit function. Also, for those agencies determined not to re-
quire a full-time audit function, a mechanism must be developed to insure
adequate internal control. This should be accomplished through development
of a self-evaluation questionnaire and training of high level (non-op-
erational) personnel in auditing/evaluation techniques.
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ArTrhacmens A

35.4 Integrity of financial and management reporting systems of State agencies -

Procedural-audits-and-financial-reporiing-by-state-agencies-- Responsibility of
Department
§ 35.4. The Department shall be responsible for precedural-audits-ef-and

finaneial-reporting-by assisting state agencies in establishing and maintaining

an adequate internal audit program and financial reporting system in-a-manrer-ie

provide-fiscal-conirel-of-the-state-ageneies without interference with the state
agencies' programs. In performing this responsibility, the Department shall have
the power and-éuty to:

(a) Establish prineiples-ard-stardards-ef financial accounting and

statistical reporting requirements by for state agencies which will satisfy the
requirements for management.ana1ysis and review as specified by the Governor or
as requested by an agency.

| (b) Perfefm-perieéiea%—preeeéava%-aué#%s-ef-sta%e-ageae#es-ta-de%epm$ae .
that-adequate-internal-fiscal-controls-exist-within-the-agenciess-that-preper
3recHrement-practices-are-employeds-that-the-receipt-and-expenditure-of-funds
are-aecurately-and-leqaliy-reporieds-that-statistical-procedures-conferm-io-

- those-established-pursuant-te-paragraph-{a}-abeves-ards-that-the-finaneial-
eentrels~ané-transaetieﬁs-eenfe#m-%e-exeeu%ive-ané-%ggis%at%ve~ééree%ives:

Provide assistance to agencies in establishing and maintaining their financial

and management reporting systems in accordance with paragraph (a) and other

statutory reqﬁirements.

(c) Require periodic specific statistical and financial reports from

state agencies pursuant to paragraph (a) above. shewinrg-the-siatus-ef-app-

repriationss-ineluding;-but-ret-limited-tey-expenditure;-encumbrancess-estimates
of-expendituress-and-receipis---Sueh-reperts-shali-contain-the-data-requesied

ard-be-prepared-in-ihe-manner-and-form-preseribed-by-the-Bepartments



(d) At the request of the Governor, examine the accounts of any or-

ganization, body or agency receiving an approoriation from the General Assembly.



ATTAcHmENT &

Be it enacted by the People of the State of I11inois, represented in the

General Assembly:

AN ACT relating to internal auditing in State Government.

Laws 1967, p. 2938, approved and effective August 11, 1967, as amended, is

to read as follows:

£

Ch. 127, Par. 136.1 Program of internal auditing.

Section 0.1. This Act shall be known and may be cited as the "Internal

Auditing Act".

§1. A1l Departments of State Government subject to "The Civil Administration
Code of I11inois", the Secretary of State, the State Comptroller, the State
Treasurer, the Attorney General, the Superinienderi-ef-Publie-Insirdetion State

Board of Education any any other State agency designated by the Governor, shall

establish a program of internal auditing.

136.2 Qualifications of internal auditor.

§2. The head of the iinternal auditing programs established under this
Act shall have: as-its-head—aa«iateraai-aadi%er-whe-$s—a~ee#%4£ied—ﬁabl$e
a€€oHRtanRt-o¥-an-auditor-or-aceauntant-with-5-years-experience-and-whe-is
. respenrsible-directly-1o-the-chief-executive-officer-of-a-depariment-ef-State
Gevepameatgfeieeteé—5€aée-e$€4eéa%-er—Sta%e-ageaey;—#n—%he-exereise-e$~aaé4%#ng

and-fiscal-contrels 5 years auditing experience; or 3 years auditing experience

and be either a certified public accountant or a certified internal auditor.

The head of the internal auditing program shall report directly to the chief

executive officer of a State agency, in the exercise of auditing activities,

and shall be free of all operational and management responsibilities which

~ would impair the auditor's ability to make independent review of all aspects

of agency operations.

136.3 Powers and duties of internal auditor
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§3. In performing hi#s the duties under this Act, each internal auditor
shatdy in addition to any other power or duty authorized by law, er required by

professional ethics, have-the-pewer-and-duty-£e8: or assigned consistent with this

Act, shall have the powers necessary to carry out the duties required by this Act,

and shall be charged with the duty to maintain an adequate program of internal

auditing required by professional ethics and standards.

fa}--Conduet-procedural-auditss

éb}--Auéé%»a%?-apprepF%a%éen—aeeeaa%s-e#-%he-desavtmenég—eﬁﬁéee-eP-ageneyg

{e}--Addit-al}-revenue-aceouniss

{d}--Pre-audit-all-requesis-for-purchasess

ée}—-Ass#st;aﬁd—advise—%n~%he-pPeaaratien~e¥~bad§e€se

é$}-~ReaeP€—aér$ed#ea4¥y~te-the-eh#ef—exeeutéve-eff%ee-ef—%he-Bepartment
e$~5%a%e~gevernmea%g~e}ée£ed-5tate-a$¥$eia%~er-5%a%e-ageaey-en-€he
status-ef-the-budgets . |

ég}~-Reperég-a%—any-%imeg-%e—%he-Beﬁar%ment~af—Aém4n#s%rat#ve~$erw$eesg
the-eh#e$~exeea%ive-efféeer~e¥~%ﬁe-Begarément—sf»State-gevernmeatx
eleeted-Sééée-e€$$e$a}-e?-State~ageney~en~any—ma%€er~e£—$inaaee-ar—f#sea4 po
petiey-and-make-recommendations-thereons

{h}--Cenduet-all-other-duties-and-respensibilities-accepied-within-the-general

prineiples-ef-accounting-as-duties-of-an-internal-auditers

136.4 Consultations by internal auditor.

84. Each internal auditor appointed umder this Act may consult with the
Auditor General, the Department of Administrative Services, the I1linois Economic
§nd Fiscal Commission, the Appropriations Committees of the General Assembly and the
Bureau of the Budget on matters affecting his the duties or responsibilities under

this Act.



