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Chapter I-Introduction a n d  S ta t emen t  of t h e  Research Question 

A. General Int roduct ion a n d  Chapter Summaries  

The title of this Applied Research Project is: A Review of the Texas 

State Internal Auditina Statute: A Com~arative Analysis with Professional 

Standards and Other State Internal Auditina Statutes. 

Chapter I will provide an introduction to the applied research project 

and will summarize the coverage given in the six chapters that follow. The 

research question will be stated as follows: "What are the components of an 

ideal internal auditing statute for Texas state government?" The chapter will 

also describe the purpose and value of researching, investigating, and 

reporting on this topic. 

Chapter 2 will provide the reader with background information on the 

professional setting. This chapter will focus primarily on defining the 

purpose and scope of the internal auditing profession. The dimensions of 

internal auditing practice include financial, compliance, performance, and 

program results audits. The profession has a common body of knowledge 

and auditing standards for financial, information systems, government, and 

general internal auditors. 

This setting chapter wilI further explore and compare the ongoing 

development of auditing standards as promulgated by four authoritative 

professional auditing organizations: the Institute of Internal Auditors, the 

United States General Accounting Office, the American Institute of Certified 

Public Accountants, and the Electronic Data Processing Auditors Foundation. 



Chapter 3 will provide the literature review for this research topic. 

The literature review will explore the world of internal auditing -- its 

foundation and history, the link with the accounting profession, the five 

major functions of management, the emphasis on the controlling and 

evaluating responsibilities of the management model, and recent national 

trends and developments in the profession. 

The chapter will also explain the internal auditing paradigm and will 

identify and classify significant auditing practices such as independence, 

proficiency and competence, and field work and reporting practices. The 

latter elements are considered the practices of most importance to public 

sector internal auditors. The summaries by category of the primary auditing 

practices will represent the implied hypotheses for this applied research 

project. 

Chapter 4 will present information pertaining to the research setting. 

and will include recent developments in the internal auditing profession 

particularly within the State of Texas. This includes the formation of the 

State Agency Internal Audit Forum, initiatives from the Texas Governor's 

Office, special reviews of internal auditing conducted in 1988 (by the State 

Auditor's Office, the Speaker of the House of Representatives, and a 

gubernatorial task force), and the passage and implementation of the Texas 

Internal Auditing Act of 1989. In addition, notice will be taken of the 

passage of internal auditing statutes in approximately 15 states. Of 

particular interest will be the statutory actions taken in certain states 

comparable to Texas in size, population, and budget. 

Chapter 5 will explain the methodology to be used in conducting the 

research. This descriptive study will primarily use document analysis of 

social artifacts such as professional auditing standards, state laws, and 



official government documents. This chapter will also discuss the strengths 

and weaknesses of the methodology selected and will describe data sources 

and variables measured. 

Chapter 6 will analyze the results of the reviews of ( 1  the 

professional organizations and (2)  the internal auditing statutes of other 

states. This will include a category-by-category analysis of specific auditing 

criteria and a determination of whether or not the criteria is essential or 

desirable for the ideal internal auditing statute for the State of Texas. 

Chapter 7 will summarize the applied research project methodology 

and results and also offer conclusions and recommendations. The research 

question will be answered and the implications of the study will be drawn. 

A revision to the current Texas statute will be proposed and proffered. 

Discussion of study limitations and suggestions for future research will also 

be detailed. 

The Appendix contains several useful and relevant references. Among 

the appendices are the following: 

r Summary of the standards of the four primary professional 

auditing organizations, 

r The Texas Internal Auditing Act of 1989, 

r The model internal auditing statute developed by The 

Institute of Internal Auditors, Inc. 

r The internal auditing statutes of five to seven states used in 

the comparison model, 

r A glossary of key internal auditing terms. 



B. Statement of the Research Question 

What are the components of an ideal internal auditing statute for 

Texas state government? This is an important question because the State of 

Texasfaces a projected deficit of approximately $4.5 billion for the 1992- 

1993 biennium. This descriptive study and comparative analysis will 

include the development of a model internal auditing statute. 

Internal auditing is a management assistance tool that can identify 

more economical, efficient, and effective means of conducting state services. 

Public sector managers can enhance the level of agency accountability, 

integrity, and control by implementing audit advice and recommendations. 

The Texas Internal Auditing Act was passed by the Legislature two 

years ago and became effective in September, 1989. Since that time, a 

number of reports issued by the State Auditor's Office have criticized state 

agencies for non-compliance with the statute. In addition, one Attorney 

General Opinion has already been issued interpreting the new law. 

C. Statement of the Purpose 

The Texas internal auditing law should be consistent with auditing 

standards in order to assure taxpayers of comprehensive, accurate, and 

professional audit reports to guide public management actions. If the statute 

is not in compliance with professional auditing standards, audit work done 

by state agencies might overlook much financial and performance 

inefficiencies as well as fraud. In addition, such sub-standard work might 

result in federal audit exceptions requiring the refund of undocumented 

expenses. 

Operational costs to state government would be significantly higher 

without regular, effective financial and performance audits. Development of 



an ideal internal auditing statute could positively and significantly impact 

current and future state budgets. 

The:new governor, lieutenant governor and comptroller of public 

accounts have recently convinced the Texas Legislature that comprehensive 

performance audits of state agencies should be conducted as a means of 

finding additional budget savings. Senate Bill I 1  1 of the 72nd Texas 

Legislature was the first bill signed by new Governor Ann Richards and 

requires the Legislative Budget Board to coordinate detailed performance 

audits of state agency expenditures and performance by July 1, 1991. 

This legislation requires the Legislative Budget Board to take a number of 

significant actions including the following: 

(1 1 Challenge and question the basic assumptions underlying 
all state agencies and programs and services offered by the 
state to identify those that are vital to the best interests of 
the people of the State of Texas and those that no longer 
meet that goal; (2 )  conduct a complete review of all state 
agencies and all programs, services, and activities operated 
by those agencies; and ( 3 )  evaluate the efficiency with which 
state agencies operate the programs under their jurisdiction 
and fuffill duties assigned to them by l a w . .  . . 

The state leadership is hopeful that these performance audits will lead 

to the consolidation of like functions, a more efficient and effective 

operation, and significantly less new revenue needed for funding state 

government. The role of performance auditing in a time of fiscal crisis 

highlights the need and importance of professional and regular internal audit 

programs in state agencies. This research paper will provide 

recommendations to enhance or refine the 1989 Texas Internal Auditing Act. 



Chapter 11-Professional Setting 

A. Definition and Purpose of Internal Auditing 

1. Revelooment of the Internal Auditina Profession 

Internal auditing has developed into a career area separate from the 

traditional direct association with the accounting profession. The Institute of 

Internal Auditors (IJA) is a worldwide organization with more than 40,000 

members and has professional standards for practice, an ethics code, a 

certification program, and considerable emphasis on continuing professional 

development. 

The IIA's founding president noted in 1941 that: 

. . . .in many corporations, internal auditing goes far beyond 
the mere verification of records and transactions. . . . the 

internal auditor performs three major functions: ( I )  he acts 
as an arm of management; (2)  he rounds out and perfects 
the system of internal control; ( 3 )  he directly participates 
in the verification of financial statements.! 

Internal auditing is an "independent appraisal function established to 

examine and evaluate activities as a service to the organizationu.* The 

introduction .. to the Institute of Internal Auditor's Standards further states 

that: 
The objective of internal auditing is to  assist members of 
the organization in the effective discharge of their 
responsibilities. To this end, internal auditing furnishes 
them with analyses, appraisals, recommendations, counsel, 
and information concerning the activities reviewed.3 

1 J. B.Thurston, "Modern Internal Auditing Has Just Been Born," Internal Auditor 23  
(Summer 1966): 59. 
2 Institute of Internal Auditors. Standards for the Professional Practice of Internal 
Auditing (Altamonte Springs, Florida: Institute of Internal Auditors, 1978). 1 
3 Ibid. 
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In the early 1970s, the "accountability movement" became popular as 

public pressure mounted on the legislative and executive branches to 

improve the management of government operations. Freeman correctly 

surmised that "Demand for improved internal auditing soars in this 

In 1972, Knighton's nationwide survey noted that "Out of all the 

departments and agencies of state government, only 115 of them were 

reported to have internal auditors whose responsibilities could be defined as 

that of conducting an independent appraisal. . ."3 

2. Roles and Res~onsibiiities of Internal Auditors 

There are many views on the proper role and responsibilities of the 

internal auditor. A publication written by members of a major CPA firm 

indicates that "The primary purpose of an internal audit department is to 

assist management in evaluating the function of systems and controls."6 The 

same auditing textbook notes that auditing services rendered may vary due 

to "differences in operations, organizational structures, quality of personnel, 

management concepts, and availability of funding."' 

Chelimsky explains the differences between auditing and evaluation: 

.. 

Auditing uses the relationships of what is found with what 
is generally agreed to be a correct or proper situation to 
report on the degree of correspondence between the two. 
That is, auditing asks a normative question, the purpose of 
which is essentially one of accountability. Program evaluation, 

4 Robert J. Freeman, "Internal Auditing in  State and Local Governments: Poised for 
Take-Off." Internal Audito~ 30 (March-April 1973): 74. 
5 Lennis M. Knighton, "Improving Internal Auditing in State Agencies." Internal 
ailrlitnr 29 [November-December 1972): 72. 

Felix Pomerant, Alfred J. Cancellieri, Joseph B. Slevens, and James L. Savage, 
Auditina in the Public Sector (Boston: Warren. Corham. & Lamont. 1976): 87. 
7 Ibid. 87. 
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however, in seeking to reIate program activities to  program 
effects in a way that will be useful for a broad array of 
information needs, asks other questions as we11.8 

Dittenhofer distinguishes between performance auditing and 

performance evaluation in a slightly different way: 

. . .performance auditing relates the operation to the elements 
of efficiency, economy, and effectiveness . . . performance 
evaluation is the determination of whether a program is 
accomplishing what the legislature had in mind when the 
program was designed and resources were made available." 9 

A recent auditing textbook listed and explained the following diverse 

services available in many modern internal audit departments: 

0 financial auditing 
r fraud prevention and detection 

internal accounting control 
r contract auditing 
I EDP auditing 

compliance auditing 
r operational auditing 
r internal consulting 
e productivity auditing 
r managerial auditing 
0 personnel development 
b outside contacts.10 

8 Eleanor Chelirnsky, "Comparing and  Contrasting Auditing and Evaluation," 
E-Review (August 1985): 489. 
9 Mortimer Dittenhofer, "Audit Standards and Performance Auditing in  Stale 
Government--A Reply," Association of Government Accountants lournal37 (Fall 1988): 
65. 
l o  Gil Courtemanche. Audit fduuggmnt  and S u a e r v i s i o ~  (New York: John Wiley dr 
Sons, 1989): 14. 
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3. Public versus Private Sector Auditing 

There are some similarities and differences between public and 

private sector auditing. Corporate internal auditing often focuses on the 

profit or "bottom line" of the entity being reviewed whereas governmental 

auditing is more often concerned with some workload or performance 

measurement.ll While most public and private internal audit groups engage 

in considerable financial audit activity, governmental auditors are especialiy 

likely to conduct compliance audits that review the organization's conformity 

with laws, regulations, rules, policies, and procedures.12 

Over the past ten years, many governmental audit functions have 

expanded their scope of coverage beyond financial and compliance audits 

into program effectiveness and performance auditing. Much of this 

expanded audit coverage has been fostered and promoted by the United 

States General Accounting Office (GAO), probabiy the leading audit 

organization in the public sector. The GAO publishes a monthly listing of 

current audit reports issued to the Congress-- each issue contains a wide 

range of coverage in topics such as the budget, defense, education, 

environment, health, income security, public service, social services, and 

taxation.1 3 

1 I Slate of IllinoisOffice of the Auditor Generat, Management Audit: Illinois' State 
Programs of Internal Auditiqg(Springfie1d. Illinois: Office of the Auditor General, 
1988):3. 
l 2  Richard L.Ratliff. Wanda A. Wallace. James K. Loebbecke, and William G.  McFarland, 
Internal Auditing PrincioIes andTechniaues (Altamonte Springs, Florida: Institute of 
Internal Auditors, 1988): 688-689. 
l 3  Up Lo five free copies of GAO Reoorts are available by writing U. S. General 
Accounting Office, P. 0. Box 6015. Gaithersburg. Maryland 20877. 
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B. Professional Auditing S tandards  a n d  Certification 

1. Institute of Internal Auditors Standards 

In 1978, the Institute of Internal Auditors issued the landmark 

Standards for the Professional Practice of Internai Auditina. These 

standards are further supplemented by periodic Statements on internal 

Auditina Standards (SIAS)14 providing practitioner updates. The IIA 

Standards give special emphasis to promoting "an understanding of the role 

and responsibilities of internal auditing to all levels of management, boards 

of directors, public bodies, external auditors, and related professional 

organizations."l5 Note: The I I A  and other professional standards are 

profiled in summary form in Table 1. 

The Certified Internal Auditor (CIA) designation is achieved by 

successful completion of a four part examination administered by the I IA.  

While two parts of the examination are devoted to the theory and practice of 

internal auditing, the other two parts include testing knowledge of a broad 

range of disciplines. Questions are asked on the following areas: accounting, 

management, operations research, behavioral sciences, economics, 

commercial law, taxation, finance, quantitative methods, and computer 

information systems.16 

14 Seven Statements on Internal Auditinn Standards have been published by the IIA 
and cover such topics a s  control guidelines, quality assurance. fraud detection and 
investigation, and communication with Boards of Directors and independent outside 
auditors. 
' 5  Institute of Internal Auditors. Standards for  t h e  Professional Practice o f  Internal 
Auditing 2. 
i 6  DallasR. Blevins. "Another Look at the CIA Examination." Internal Auditor 47 
(December 1990): 56.58. 
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TABLE 2.1 
PROFESSIONAL AUDITING STANDARDS 

Background I d o r  mation 

Organization Standards Revised ' 

Organization Standards Title Founded Published Standards Published 

American Institute Codification of Sixty-three Statements 
of Certified Public Auditing Standards 1887 1963 on Auditing Standards 
Accountants and Procedures (SAS) issued. 
(XICPA) 

Electronic Data General Standards for Two Statements on 
Processing Auditors Information Systems 1969 I987 Information Systems 
Foundation Auditing Standards (SISAS) 
(EDPAF) issued. 

General Accounting Government Auditing Major revisions in 
Office Standards 192 1 1972 1981 and 1988. 
(GAO) 

Institute of Internal Standards for the Seven Statements on 
Auditors Professional Practice 1941 1978 Internal Auditing 
( I I A )  of Internal Auditing Standards (SIAS) 

issued. 



2. American Institute of Certified Public Accountants Standards 

The American Institute of Certified Public Accountants (AICPA) is an 

organization that provides professional accountants and auditors with a set 

of guidelines coa~monly known as "generally accepted accounting principles" 

(GAAP). AICPA also promulgates auditing standards and orfers 

opportunities for certification and professional development. The AICPA's 

Statements on Auditing Standards17 regularly supplement codified 

professional standards and help define accepted practice primarily in 

reviewing financial statements and internal controls. Most of the standards, 

philosophies, and pronouncements contained in AICPA material can be 

directly applied to public sector audit activities. 

Recognition of professional accomplishment is achieved through 

passing the Certified Public Accountant (CPA) examination. Test material 

centers on essays and problems in accounting theory, practice, auditing, and 

law. Note: The Canadian equivalent of this certification is the Chartered 

Accountant (CA) designation. 

3. General Accountina Office Standards 

The United States General Accounting Office (GAO) is the Congressional 

':watchdogv and an integral element of government accountability in the 

balance of powers between the executive, legislative, and judicial branches 

of government. GAO publishes the Government Auditing Standards-- 

Standards for Audit of Governmental Oraanizations. Programs. Act~vities, and 

Functions.18 Also known as the "yellow book," these standards are regularly 

l 7  American Institute of Certified Public Accountants, -g 
Standards (New York: American Institute of Certified Public Accountants, issued 
1972-1990). 

United StatesGeneral Accounting Office. -rds St- 
. . -- 

for Audit of Governmental Orplanizations. Programs, Activities. and  Functions 
(Washington: General Accounting Office. 1988). 
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used by internal auditors at all levels of government to develop and 

implement audit plans, programs, and procedures. Originally published in 

1972, the'GAO audit standards were revised in 1981 and 1988. 

The EDP Auditors Association (EDPAA) is a professional organization 

that serves as a useful resource for the information systems control 

community. EDPAA is similar to the above-listed professional counterparts 

in terms of instituting some of the benchmarks that move an occupational 

area towards recognition as a profession. The General Standards for 

Information Svstems Auditing19 became effective in January, 1988. Further 

specific standards will-be published on an on-going basis b y  the EDP 

Auditors Foundation.20 

EDPAA has also promulgated a Code of Professional Ethics, 

considerable professional development materials, and a certification 

program. The Certified Information Systems Auditor (CISA) recognition is 

awarded to persons passing a four and a half hour examination pertaining to 

eight major domain areas in information systems audit:*[ 

1. Auditing standards, procedures, and techniques 
2. Organization and management 
3. Infor mation processing facility operations 
4. Logical access, physical access, and environmental controls 
5 .  Continuity of operations 

19 EDP Auditors Foundation, General Standards f o r  Information Systems Auditing 
(Carol Stream. Illinois: EDP Auditors Foundation, 1987). 

The rirsl two Statemenls on  Information Svstems Audllina Standards were  issued by 
rhe EDP AuditorsFoundation i n  1989 and  relate to auditor indeoeodencr  S t a ~ e m e n t  1 
discusses attitude and appearance and organizationa1 relat ionship;  Stalement 2 focuses 
on auditor involvement in t h e  svstems develoomeni oracess. . 
2 1  EDP Auditors Association. Certified I r format ion Svstemc Auditor 31llletin of 
Information and Reeislration Form (Carol Stream, lllinols EDP Audirars .4ssociat1on. 



6. Operation systems software development, acquisition, and 
maintenance 

7. Application development, acquisition and maintenance 
8. Application systems. 

..< 

5 .  c 
Barrett indicates that "professions develop when individuals recognize 

that others like themselves offer the same or a similar service to society." 22 

He describes the exchange of information that leads to the gradual 

transformation of a profession. The body of professional knowledge 

becomes meaningful when "the collective experiences of these like-minded 

individuals are translated into generalizations, which are then set forth as a 

series of statements and exercises that are formally conveyed to novices in 

the form of books, articles, and so forth."23 

Barrett further notes that the I I A ,  the EDPAA, and certain other 

professional organizations use a well-developed common body of knowledge 

"to guide the development of their certification programs."24 

An increasing number of auditors both in the public and the private 

sector are seeking and obtaining professional certification (Certified Internal 

Auditor, Certified Information Systems Auditor, Certified Public Accountant). 

5till others are achieving lesser known credentials including Certified Fraud 

Examiner (CFE), Certified Management Accountant (CMA),  and Certified Bank 

Examiner. Many other auditors are pursuing graduate degrees and other 

opportunities for professional development. In the information systems 

audit arena alone, internal auditors should have general familiarity with 

22 Michael J. Barrett, Gerald W. Lee. S. Paul Roy. and Leticia Verastegui, A Common Body 
of Knowledge for Internal Auditors: A Research Siudv (Allamon te Springs.  Florida: 
Institute of Internal Auditors Research Foundation. 19851: 5. 
23 Ibid. 
24 Ibid, 8-9. 



mainframe and microcomputer operations, generalized audit software 

packages, automated budgets and plans, and such emerging trends as expert 

systems and artificial intelligence. 

6. Other Audit-Related Oraanizations 

A number of other professional organizations have specific 

responsibilities and input roles and responsibilities in the development of 

generally accepted accounting and auditing principles. These groups will not 

be profiled in depth in this report and include the Financial Accounting 

Standards Board, the Government Accounting Standards Board, the 

Association of Government Accountants, the Government Finance Officers 

Association, the American Accounting Association, and the National 

Association of Accountants.25 

25 Thomas R.  Weirich and Alan Reinslein, Accountina &Auditing Research: A Practical 
Guide [Cincinnati: South-West Publishing Company, 1988): 36-37. 
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Chapter I1 I-Literature Review 

The Professional Setting chapter explored the world of internal 

auditing--the definition and purpose, roles and responsibilities, and the 

evolution towards professional standards and certification. This chapter will 

explain the foundation and history of the internal auditing profession 

including the reliance on the basic management model, the roots in the 

accounting profession, and the expansion to performance auditing and other 

management services. 

The literature review will also cover recent national developments in 

the profession and will discuss the paradigmatic elements of internal 

auditing practice. Further, the paper will specifically focus on significant 

practices and standards observed by internal auditors today particularly in 

the areas of independence, proficiency, field work, and reporting. This 

chapter will conclude with a summary of hypotheses pertaining to the 

structure and content of an ideal internal auditing statute. 

The National Commission on the Public Service issued a bold, clear 

message in its final report in 1989: 

We call for a renewed sense of commitment by all Americans 
to the highest traditions of public service--to a public service 
responsive to the political will of the people and also protective 
of our constitutional values; to  a public service able to cope with 
complexity and confIict and also able to  maintain the highest 
ethical standards; to a public service attractive to the young 
and talented from all parts of our society and also capable of 
earning the respect of all our citizens.1 

National Commission on the Public Service. Leadershio fo r  America: Rebuilding the 
Public Trusl (Washington: National Commission on Lhe Public Service, 1989). 1 
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The internal auditing profession can serve an increasingly important role in 

helping public sector agencies better achieve the components of the National 

Comtuission's idealized design. Accountability and integrity in government 

programs is regularly assessed via the oversight role of the internal auditor. 

B. Foundation a n d  History of the In t e rna l  Audit ing Profession 

1. Major Functions of Management 

The major value of financial, compliance, performance, and computer 

system audits is in the independent review, assessment, and evaluation of an 

organization's systems and procedures. Many of the techniques, tests, and 

methods used in internal audit programs are rooted in the five functions of 

management: planning, organizing, directing, controlling, and evaluating. 

Planning involves determining the desired objectives, goals, and 

strategies of the organization ands developing a plan of action to bridge the 

gap between "where we are" and "where we want to be." Organizing is the 

process of assigning authority and responsibility for achievement of the 

organization's goals and objectives. Directing is the leadership element-- 

motivating and guiding people towards accomplishment of the stated goals. 

Controlling involves making adjustments as needed to correct problem areas 

in order that pianned objectives are met. Evaluating is the measurement 

and analysis of operational results with a view towards improving future 

performance, efficiency, and effectiveness. The evaluating element of the 

management function is a primary basis for internal auditing practices and 

procedures. 

"Management" has been defined by many authors in various ways. 

Fundamentally, management involves achieving objectives specifically 

"getting things done" by, with, and through other persons. Sawyer says that 
17 



"Managers must be able to establish objectives, devise plans, develop 

organizations, allocate resources, direct the efforts of people, and control 

events so'that goals wiil be met effectively, efficiently, and economically."2 

Easier said than done. It  is clear that the tasks and responsibilities of 

government executives and information systems managers have grown 

increasingly complex in the past decade. Correspondingly, the need for 

conscientious, professional, well-founded appraisals of management actions 

is more critical than ever today. 

2. Emphasis on Controlline. and Evaluating Functions 

Over the past several years, we have seen considerable emphasis on 

accountability and integrity initiatives in the public sector. This has 

manifest itself in the federal government's creation of the President's Council 

on Integrity and Efficiency (PCIE), the establishment and expansion of the 

Inspector General concept for major federal agencies, and in some recent 

recommendations of the National Commission on the Public Service (Volcker 

Commission). Texas has seen a State Government Effectiveness Program, 

operational audits conducted by business and industry "experts," and the 

1989 passage of t he  State Internal Auditing Act. Despite these significant 

measures, we  continue t o  read and hear about government officials involved 

in varying degrees of ethical, moral, and legal difficulties with some being 

indicted, convicted, and removed from office. 

Some recent events from the information systems world underscore 

the need for public sector managers to further develop skills and abilities in 

the controlling and evaluating aspects of management. Computer-related 

Lawrence 8 .  Sawyer, The Practice of  Modern Internal Audiling (Allamante Springs, 
Florida: Instilute of Internal Auditors, 1981 1. 677. 
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crime is unfortunately on the rise and in many cases occurs due to lack of 

basic internal controls in an organization. 

Reports issued in the past year by the U. S. General Accounting Office 

(GAOI, the investigative arm of Congress, reveal the diversity of the 

technical, administrative, and management problems experienced and 

unresolved in the federal sector. GAO findings reaffirmed the VoIcker 

Commission's conclusions that "the state of public service is not what it needs 

to be and, as a result, programs and services have suffered."3 Recent 

performance audits and audit management letters issued by the Texas State 

Auditor's Office also illustrate that accountability, integrity, and good 

management and control practices are lacking in some state agencies.4 

3. Accounting Roots. the Attest Function, and Financial Auditing 

Modern internal auditing has deep roots in the accounting profession 

to the extent that many people today still believe that internal auditing and 

accounting are virtually synonymous. In truth, many internal auditors rank 

financial accounting as one of their least preferred audit areas as well as 

least proficient skills area. But this was not always the case. 

There is some evidence to suggest that persons performing the role 

and responsibilities of internal auditors can be found in the time of Persian 

King Darius the Great around the year 425 BC as well as in service to the 

King of Spain in the early 1500s.5 One historian notes that internal auditors 

3 United States General Accounting Office, "The Public Service: Issues Affecting I t s  
Quality, Effectiveness, Integrity, and Stewardship," Reoort to the President of the 
United States. the President of the Senate. and the Sneaker of the House of 
Re~resentatives, June 6,1989,Z. 
4 Copies of specific reports may be obtained by writing Office of the State Auditor, 
P. 0. Box 12067, Austin. Texas 78711. 
5 Alasdair Murray, "History of Internal Audit." The Accountant (UKI 173 (November 20, 
1075): 585. 



were conducting financial audits at branches of worldwide businesses in the 

1800s.6 

The AICPA centennial issue of the iournal of Accountancy notes that 

with the rise of British investment in the New World in the late 1800s, 

accountants were sent to "vouch for the reported results of these 

undertakingsnU7 The auditing profession experienced another landmark with 

the Federal Reserve Board's 1917 publication of the "Uniform Accounts."8 

This pronouncement provided detailed specifications on audit verification of 

balance sheet accounts and also recommended for the first time that the 

auditor express an opinion on the financial statements.9 

The attest or authentication role of accountants and auditors relates to 

the verification of financial records and statements and is important to 

stockholders, taxpayers, management, and the general public. Over the 

years internal auditors have moved from primarily assisting accountants and 

independent auditors in financial verifications to conducting broad-based 

reviews of all of the activities of the business or government enterprise. 

The importance of understanding the organization's system of internal 

control systems and procedures is essential to the internal auditor's role. 

The accounting and administrative control systems form the underlying 

basis for day-to-day business transactions and audit monitoring is essentiaf. 

Thompson describes the role of auditing: "An audit tests the system; checks 

Sidney Davidson and George D.  Anderson, "The Development of Accounting and 
Auditing Standards," Journal of Accountancy 163 (May 1987): 112. 
7 Ibid. 
8 James J. Tucker, 111. "Government Oversight in 1917: The Shape of Things to Come," 
burnal of Accountancv 163 (May 1987): 73. 
9 Ibid, 74. 
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it for operation in accordance with management's plan; and evaluates the 

system's effectiveness and efficiency." 10 

Internal auditing made great strides in forming a separate profession 

50 years ago with the founding of The Institute of InternaI Auditors (IIAI in 

New York City. John B. Thurston, the first president of IIA, was one of the 

first to clearly distinguish between internal auditors and accountants in a 

September 194 t speech: 

. . . . internal auditing goes far beyond the mere verification of 
records and transactions. . . . the internal auditor . . . handles 
special assignments, acts as a direct channel of information 
and as a conduit of ideas, provides a reservoir of trained 
executive material, verifies and maintains personnel, takes 
up the shock of special jobs and emergency personnel 
situations, perfects the budget technique, verifies compiiance 
with the company policies and manuals, establishes observance 
of laws, regulations, and contract terms, acts as a coordinator, 
ascertains the adequacy of many types of physical property, 
and the propriety of their use, and, in addition, performs many 
other functions as a direct arm of management."ll 

Heeschen and Sawyer further differentiate between accounting and 

auditing by explaining the primary audit role: "Modern internal auditors are 

more concerned with people and systems throughout companies. Today's 

goal is to improve operations rather than point out errors."l2 He sees the 

auditor as a "problem-solving partner" rather than an adversary.13 Often 

described as the grandfather of modern internal auditing, Sawyer further 

l o  William E. Thompson, AFocus on the Role of the Internal Auditor (Altnrnonte 
Springs, Florida: Institute of Internal Auditors. 1970): 7. 
1 I Thurston, 59. 
I *  Paul E. Heeschen and Lawrence B. Sawyer. Internal Auditor's Handbook (Altamonte 
Springs. Florida: Institute of Internal Auditors. 1984): 28. 
13 Ibid. 
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defines internal auditing as a "distinctive discipline" with different purposes, 

scope and outcome than accountants and external auditors.14 

Atkisson and Brink describe the evolution of the internal auditor from 

the historical role as a "financially oriented checker and more of a policeman 

than a co-worker."l5 As organizations became more diverse both 

geographically and in product line, the audit role was enlarged as 

management needed more complex reviews and evaluations to  be performed 

on all aspects of the enterprise. The internal auditor became the "eyes and 

ears of management" in practice as well as theory. 

4. Ex~ansion to Performance Auditina and Evaluation 

Performance or operational auditing was a logical next step to follow 

financial and compliance reviews. Brink describes and highlights the 

"linkage" between financial and non-financial audits and suggests that "Since 

the accounting record directly or indirectly reflects all operational activities, 

the financial review has served to open the door to the other activities."l6 

Alvarez describes a "conspicuous difference" between financial and 

operational auditing: "The financial auditor reviews consummated 

transactions and recommends remedial action based on actual findings. The 

operational auditor anticipates problems, visualizes improvements, and 

proposes preventive action." '7 He further makes the point that financial 

auditing describes effect and is remedial in nature while operational auditing 

helps ascertain the cause and is preventive.18 

14 Sawyer, The Practice of Internal Auditiqg, 7. 
15 Robert M.  Atkisson, Victor 2. Brink, and Herbert Witt, Modern Internal Auditing 
(New York: John Wiley &Sons. 1986): 6 .  
16 Ibid,7. 
17 Abdon P. Alvarez, "The Role of the Internal Auditor in Policy and Decision Making." 
Internal Auditor 27 (November-December 1970): 17. 
18 Ibid. 17-18. 
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Of particular significance to many state governments is the increased 

movement away from strictly financial and compliance auditing and towards 

performance auditing. Performance auditing is also known as program 

results auditing and in Canada is known as "value for money" auditing. An 

excellent textbook on the subject defines performance auditing as follows: 

Performance auditing is central to the effort to assess how 
well government is using the taxpayer's monies. It examines 
an organization's use of the resources made available to it, 
and its program accomplishments, and it does so in specific, 
objective terms.19 

Greathouse adds the following history to the above definition: 

Performance auditing was invented by accountants but 
is, today, practiced mostly by persons with training in 
the social sciences. Therefore, in performance auditing, 
the scientific method and the methods of rigorous social 
research have become fused with the discipline and 
traditions of auditing."20 

There appears to be much overlap between and no standard 

definitions among the terms operational auditing, management auditing, and 

performance auditing. Performance auditing is defined by the United States 

General Accounting Office to  include (1 )  economy and efficiency and 

(2)  program auditse2' 

19 Richard E. Brown, Thomas P. Gallagher, and Meredith C. Williams. Auditing 
Performance in Government (New York: John Wiley &Sons. 1982): 283. 
20 Frank L. Greathouse and Mark Funkhouser, "AudiLStandards and Performance 
Auditing in Stale Government." Association of  Government Accountanfs lournal 
(Winter 1987-1988): 58. 
21 United SLaLesGeneral Accounting Office. Government Auditing Standards, 2-3.  
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Economy and efficiency audits examine the use of resources, the 

causes of inefficiencies, and compliance with laws and regulations. Program 

audits (formerly known as program results audits) look at the overall 

organizational objectives, the results accomplished or achieved, legal and 

regulatory compliance, and the overall "effectiveness of organizations, 

programs, activities, or  function^."^^ 
Operational auditing has become synonymous for the overall work of 

the internal auditor today. Areas audited in many organizations include 

such diverse functions as personnel and payroll, purchasing and supply, 

distribution, production operations, data processing and computer 

operations, facilities management, sales and marketing, advertising, 

engineering and construction, fraud, and other administrative functions. 

Program performance audits focus on effectiveness concerns such as 

the establishment, implementation, and achievement of goals and objectives 

for the organization or program. Efficiency concerns include the use of 

facilities, staff, and equipment in performing the program goals and 

objectives.23 Though still relatively sparse in number, program evaluation 

activities have been found more frequently in the public sector during the 

past ten years. 

The I I A  Standards specifically direct internal auditors to report on 

"underutilized facilities, nonproductive work, procedures which are not cost 

justified, and overstaffing or understaffing."24 The Standards further 

require auditors to assist management in the assessment of "objectives, 

goals, and systems by determining whether the underlying assumptions are 

22  Ibid. 
23 Ratliff. e t  al, 683-695. 
24 Institt~te of Internal Auditors. Standards for  the Professional Practice of Internal 
Auditing. standard 340.02. 
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appropriate, whether accurate, current, and relevant information is being 

used; and whether suitable controls have been incorporated into the 

operations or programs."25 

C. Recent Developments in the Internal Auditing Profession 

The purpose of this section is to highlight some recent developments 

in public sector auditing. An understanding of these issues, factors, and 

constraints helps to understand the forces influencing the daily work of state 

agency internal auditors. Public sector auditing has experienced a Iarge 

number of changes over the past decade resulting in more complex and more 

professional audit processes and products for legislators, agency managers, 

agency clients, and the general public. 

1. Comolexities of Public Sector Auditing 

Governmental auditing continues to be very different from private 

sector auditing. Tierney suggests that public sector auditing has changed 

considerably to the extent that "government executives and legislators 

expect a rather comprehensive audit report that includes not only an opinion 

on the fairness of the government's financial statements, but also a report on 

the adequacy of control and the extent of compliance with laws and 

regulations."26 

Former U. S. ComplrolIer General Elmer Staats says that "Audit 

complexity has also grown with changes in organizational structure such as 

mergers, internationalization, changes in technology. financing arrangements, 

25 Ibid,  standard 350.02 -. 

26 CorneliusE. Tierney, Governmental Auditing (Chicago: Commerce Clearing House. 
1989): 9. 



and complexities growing out of changes in laws and regulations by federal, 

state, and local government."27 

Among the significant trends in state government auditing are the 

increased use of the microcomputer in audit work, the rise in electronic data 

processing audits, the resurgence of performance audits, an emphasis on 

"professionalism" and compIiance with various audit standards, and the 

growing number of audits of federal programs.28 Elliott speaks of the 

"tremendous expansion in the extent, scope, and types of information being 

audited" and the use of expert systems in auditing applications.29 

Aibrecht notes there has been an "explosion in the volume of professional 

literature ( 1  I 0  accounting and auditing pronouncements were issued before 

1 9 7 0 ;  more than 300 have been issued since 1970)."30 

2. Federal Government Initiatives 

Some significant developments at the federal level have had 

significant impact on State Auditor organizations and ultimately, the internal 

audit functions of individual state agencies. These include the following: 

e the Foreign Corrupt Practices Act of 1977, 

e the Inspector General Act of 1978, 

the Single Audit Act of 1984, 

r the 1987 hearings conducted by the National Commission on 

Fraudulent Financial Reporting (Treadway Commission). 

27 Elmer 8. SLaats, "Why Today's Audit is More Difficult," InLernal Auditor 44 (April 
1987): 31. 
28 Stanley B. Botner, "Trends and Developments in State Post-Auditing," Slate and Local 
Government Review 18 (Winter 1986): 16-18. 
29 Robert I:. Elliott. "Auditing in the 1990s: Implication for Education andResearch." 
California Management Review 28 (Summer 1986): 89.93. 
30 W. Steve Albrecht, "Researching Accounting and Auditing Issues." The CPA Iournal 
(September 19871: 12. 
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r the hearings conducted by the House Subcommittee on 

Oversight and Investigations in 1986-1987, 

The significance of the above and related government actions is that 

each considers an  increased role for internal audit functions as part of the 

solution set for the significant problems to be addressed. The influence of 

the Foreign Corrupt Practices Act is still being felt some 13 years after 

passage. A major public accounting firm notes that "Systems of management 

control, particularly accounting controls monitored by an effective internal 

audit function, provide the basic foundation on which the accountability 

structure must be built."31 

The Federal Inspector General Act has resulted in more focused 

auditing in those 24 federal agencies and departments with statutory 

inspectors general. One writer complains that scandals such as the recent 

Department of Housing and Urban Development problems could have been 

addressed sooner had the President, the Congress, and the press paid 

attention to timely and available inspector general reports.32 

Major problems are being experienced by internal audit groups who 

work closely with CPA firms in assuring that certain entities are reviewed in 

line .. with the requirements of the Single Audit Act. A publication of the 

American Institute of Certified Public Accountants (AICPA) notes that there 

are "about 19,000 audits are anticipated under the Single Audit Act."33 The 

article also warns of past problems in complying with this law: "After 

31 Price Waterhouse &Company, Does Your Internal Audit  Department Measure UD? 
(New York: Price Waterhouse bc Company, 1979): I .  
32 Scott Shuger. "When the Inspector General Speaks. Nobody Listens." Washington 
Monthly21 (January 1990): 24-26 
33 Joan Meinhardt, Joseph F. Moraglio. and Harold I .  Steinberg, "Governmental Audits: 
An Action Plan for Excellence," Journnl of A c c o u n w  164 (July 1987): 87. 
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scrutinizing 1 20 statistically selected audits by independent CPAs of 

government units receiving federal financial assistance, the GAO concluded 

that 34 percent of those audits didn't satisfactorily comply with applicable 

auditing standards."w 

One member of the House Subcommittee on Oversight and 

Investigations spoke dearly of the audit role by calling internal auditors "the 

first line of defense when it comes to detecting and deterring fraud."35 On a 

sour note, one of the leading experts on fraud notes that "Auditors now turn 

u p  only about 20% of the frauds detected. Most fraud cases are discovered 

by accident or are revealed through complaints by co-workers."36 

Efforts at greater federal-state audit cooperation have improved the 

quality of joint efforts, bu t  there remains much room for improvement in 

this relationship. Two state audit practitioners spoke in the early 1980s of 

four barriers to effective cooperation that continue to exist to some extent 

today: the absence of a formal mechanism for suggesting changes, federal 

rules impeding program improvements, inefficient duplication of effort, and 

one-way communication from the federal sector.37 

3. Increased Scrutinv and Litigation 

-. Another relatively new area of concern to auditors and accountants in 

the government arena is the potential for personal liability. Many 

government officials, media representatives, and taxpayers believe that the 

auditor should uncover all problems. Representative of that sort of belief is 

34  Ibid. 86. 
35 Anonymous, "U. S. Congress Looks at Internal Auditors." Jnternal Auditor 44 
(October 1987): 6. 
36 Joseph T. Wells, "Six Common Myths About Fraud." Journal of Accountancy 169 
(February 1990): 82 
3' Jeffrey H, Brewer and Glenn E. Deck. "A Different Perspective: Intergovernmental 
Auditing and Evaluation," GAO Review 16 (Fall 1981): 38-39 
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the following statement: "The detection of any and all fraud and waste, as 

well as policy and procedural shortcomings effecting the overall health of the 

audited entity, ...- have impliedly fallen within the bailiwick of the auditor . .?a 

The scrutiny given audits of governmental entities by outside parties 

appears to have increased in the past several years and deservedly so. Hepp 

and Holder sum up the interest well: 

"The news media, public interest organizations and agencies 
involved in regulating or granting funds to state and local 
governments often believe -- because taxpayer dollars are 
at  stake -- that more stringent standards apply to the 
activities of auditors when they serve the government sector."39 

Self-scrutiny is also on the rise with the trend towards quality 

assurance or peer reviews of audit functions. Urton Anderson of the 

University of Texas places quality review as a sure sign of the development 

of a profession: 

When an occupation becomes a true profession, it means that 
society has granted i t  freedom to  define its work and its duty 
to its public . . . B u t  with this freedom also comes the 
responsibility for the profession to control itself and to 
provide its services at  a level commensurate with its current 
level of skills and knowledge and to increase that knowledge. 
It is up to the profession to take the leadership role in 
developing mechanisms to insure the quality of service it 
provides.qo 

38 James Durnil and Peter Millspaugh "Government Auditing and Legal Liability," 
Association of GovernmenC Accountants Tournal37 (Fall 1988): 28. 
39 Gerald W. Hepp and William W. Holder. "A New Look in Governmental Audits," Tournal 
of Accountaiicv 161 (April 19861: 83. 
40 Urton Anderson. Quality Assurance in  Internal Auditing (Altamonte Springs. 
Florida: Instilure of Internal Auditors, 1983): 17. 
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4. C nflict Betw 

A major problem in the minds of one former legislative auditor is the 

inherent conflict in auditor and legislator interests. Brown states that 

"Although many state legislators respect the audit function, even if they do 

not fully understand it, this respect dissipates rather quickly, or is at  least 

rendered impotent, in the face of more important potitical ends.41 A 

subsequent article by Walton and Brown indicated there are two primary 

areas of conflict between legislative and audit functions: " ( 1 )  inaction by the 

legislature on audit findings and recommendations, and (2)  attempts at 

inappropriate legislative control over the audit function."4~ 

One state inspector general bIuntly stated the realities of some audit 

work: ". . . the hardest part of the job is facing the reality that people will 

betray the public trust in the job they've been given.93 

5. Canadian Comorehensive A u W  

For many years the Canadian government has conducted 

"comprehensive audits" that involve some of the same elements as GAO's 

performance audits, i.e, economy, efficiency. effectiveness, and program 

results. Since 1980, the Canadian Comprehensive Auditing Foundation 

(CCAFI has served to coordinate policy development and training related to 

comprehensive audits."44 Increasingly, internal audit functions are 

performing audits that look specifically at "systems and practices that 

41 Richard E. Brawn, "On the State of State Auditing: Analysis; Reflections," I!ubk 
Budgeting &Finance 5 (Summer 1985): 85. 
42 Karen Schuele Watton and Richard E. Brown, "State Legislators and State Auditors: Is 
There An Inherent Role Conflict?." Public Budaetina &Finance 10 (Spring 1990): 11. 
43 Cheri Collis, "State Inspectors General: The Watchdog Over State Agencies." W 
Government News 33 (April 1990): 14. 
44 WilliamF. Radburn. "Legislated Internal Audit: Canada's New Provisions." Internal 
- 4 3  (June 1986): 24. 
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provide both for the economical and efficient use of resources and the 

effectiveness of operations.45 Information systems and reporting practices 

are examined along with the use of financial, physical, and human resources 

and an assessment is made of program accountability.46 

6. Imuortance of Human Relations Skills 

A Canadian writer speaks to one of the greatest challenges facing 

auditors at all levels of government today--human relations and 

interpersonal skills. Salmon foresees an evolving internal audit role that 

"must consider the influence of the growing corporate culture in government 

. . . a growth in "partnership" relationships wilI require that the audit 

community. . ensures its products are relevant to all potential users-clients, 

agencies, other auditors, and other government officials."47 

Kirkendall makes a similar point by suggesting that "more effective 

audit results can be obtained if the audit process is characterized by 

openness and cooperation between the auditor and his or her client."48 He 

cited survey results wherein "70% of managers believed their associates 

would label the auditors with an image of a policeman of prosecutor."*9 

Larry Sawyer, acknowledged by many practitioners as the "grandfather of 

modern internal auditing," has said it many times and said it again recently: 

45 Ibid. 
4 6  Dan Garnet Brathwaite, "Aiming at a Moving Target: The Government Auditor's 
Dilemma," Internal Audilor 46 (October 1989): 61. 
47 E. R.  Salmon, "Internal Audit in Government: Responding to Changing Demands," 
Oalimum: 19 (1988-1189): 14. 
48 Donald Kirkendall, "Can Auditors Polish Their Tarnished Image?," Association of 
Government Accountants iournal39 (Summer 1990): 3. 
49 Ibid. 
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"Nothing ever happens until somebody sells something. That something 

could be your product, yourself, or your attitude."5o 

D. In te rna l  Auditing as a Paradigm 

1. Conce~tual Foundation of Internal Auditing 

The conceptual foundation of the internal auditing profession is built 

on the management model with deep roots in the accounting profession. 

The internal auditor's role in assisting management and the organization has 

evolved and now encompasses a broad range of audit activities which 

includes financial, compliance, operational, and performance audits of 

administrative and programmatic operations. Ultimately, internal auditing 

as an independent appraisal activity is charged with broad and complex 

responsibilities in assuring accountability and integrity of the public agency. 

Internal control techniques and risk assessment help determine the 

scope and types of audit reviews to be performed. Audit plans, programs, 

and procedures guide the day-to-day performance of the internal auditor's 

job performance. 

Relatively standard practices and procedures exist for planning the 

audit, examining and evaluating information, and reporting the results. 

These practices and procedures are well accepted in the internal auditing 

profession and are codified as standards issued by several professional 

associations. These standards and practices represent the consolidated 

"conceptual lens" through which professionals conduct their work and assess 

the work of others. 

5O Lawrence 8. Savyer. "The Human Side of Auditing," Internal Auditor 45 (August 
1988): 40. 
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2. Internal Auditing Paradigm 

The coverage given in this literature review deviates substantially 

form the typical conceptual foundation model. This is due in large part to 

the paradigm that guides internal auditing principles and practice. 

Babbie defines a paradigm as  "a fundamental model or system for 

understanding things.41 Social systems or structural/functional paradigms 

"treat society and social groups as integrated wholes composed of parts, with 

each part performing functions within the whole.52 

Kuhn describes paradigms as  "accepted examples of actual scientific 

practice" that "provide models from which spring particular coherent 

traditions."53 The practice of internal auditing in the 1990s appears to be a 

structural paradigm. Study of the internal auditing profession's accepted 

standards, work practices, ethical requirements, and policies and procedures 

support the notion of an emerging paradigm. 

Kuhn suggests that "members of a community learn their trade" by 

studying such artifacts as "textbooks, lectures, and laboratory notes."54 So it 

has been and is with the internal auditing profession. The historical 

development of internal auditing as a separate profession is quite recent, 

although the heritage in management and accounting is more established. 

The early works of Cadmus, Thurston, Sawyer, and Brink have been 

bolstered by the more recent writings of Barrett, Ratliff, Wallace, Fonorow, 

Courtemanche, and others. 

51 Earl Babbie. Observing Otlrselves: Essays in Social Research [Belmonl. California: 
Wadsworlh Publishing Company, 1986): 29. 
52 Ibid. 30. 
53 Thomass. Kuhn, The Structure of Scientific Revolutions. (Chicago: The University of 
Chicago Press. 1962): 10. 
54 Ibid. 43. 



Much of the literature which deals with the practice of internal 

auditing can be found in numerous accounting and auditing textbooks and is 

long established. The basic paradigm of internal auditing is well articulated ..- 

and consistently described in textbook references. Therefore, it is felt that 

the foundation for this research can be substantially drawn from texts rather 

than current journal articles. 

E. Significant Practices in Internal Auditing 

1. Auditor Indeoendence 

The Statement of Resoonsibilities of Internal Auditing55 was first 

developed in 1947 and has been revised several times. The current edition 

of this IIA document explicitly details the need for auditor independence in 

the work place: 

Internal auditors shouId be independent of the activities 
they audit. Internal auditors are independent when they carry 
out their work freely and objectively. Independence permits 
internal auditors to render the impartial and unbiased judgments 
essential to the proper conduct of audits. It  is achieved through 
organizational status and objectivity. 

Why is independence important? One author suggests that 

intimidation by management could seriously compromise the auditor's 

objective judgment, effectiveness, and the resultant audit product.56 

Atkisson and Brink assert that "there are always conditions that to some 

extent limit independence."57 Despite the limitations, the authors suggest 

35 Institute of Internal Auditors, Statement of ResnonsibiliLies of Internal Auditors 
(Altamonte Springs, Florida: Institute of Internal Auditors. revised 1981 1. 
56  Railiff, el al. 19. 
5' Atkisson, et al, 35. 
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that a continuing effort is needed to slrengthen auditor independence as an 

"essential basis for effective modern internal auditing."58 

The job duties of the internal auditor require the impartial review and 

assessment of activities audited. Objectivity and organizational status allow 

the internal auditor to conduct audits without fear of being censored or 

being directed to withhold material findings and deficiencies. Sawyer says 

that "Objectivity implies a mental attitude that views events on a purely 

factual basis without influence by one's personal feelings, prejudices, 

opinions, or interests."59 

2. Auditor Proficiencv and Comnetence 

Proficiency in performing audit work is essential to success of the 

audit product. Internal auditors should possess certain basic knowledge, 

skills, abilities, and interests to be successful in their profession. Internal 

auditors today are schooled in many disciplines ranging from the traditional 

accounting and business administration to public administration, finance, 

marketing, law, psychology, economics, mathematics, liberal arts, 

engineering, and other areas. 

An article in a 1975 British periodical gave one of the better 

descriptions of the type of person who would be an excellent internal 

auditor: 

As long as the person has the requisite qualities of adaptability, 
inquisitiveness, imagination, objectivity, responsibility and 
analytical ability, and the capacity for understanding and 
dealing with people, he can become a modern internal auditor 
and should have no trouble learning ihe methodology.60 

58 h i d .  
59 Sawyer. The Practice of Madern Internal Auditin& 778 
60 Murray, 585. 
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The Conference Board business consortium published a 1977 research 

report oninternal ...- auditing that noted the qualifications for internal auditing 

positions have been raised commensurate with the increased scope of 

auditor responsibilities.6l Among the trends noted were the increasing 

requirements for certification (particularly for senior auditor or audit 

management positions) and the need lor audit specialists in areas such as 

data processing and statistics.62 

Another author notes that certification programs and the Certified 

Internal Auditor designation in particuIar "promole(s) a standard of 

excellence for the profession among those who call themselves professional 

internal auditors."63 Atkisson and Brink suggest that such personal 

qualifications as a natural curiosity, persistence, courage, and self-confidence 

are helpful traits that correspond with effective internal auditing.64 Further, 

these traits describe competence and professional proficiency in an internal 

auditor. 

3. Audit Field Work Practices 

Audit field work incorporates both the planning and examination 

stages .. of the audit process. Planning the audit involves a myriad of often 

critical decisions on scope of work and time, manpower, and budget 

allocations. These decisions in turn are linked with larger concerns such as 

the development and implementation of annual and long-term audit plans 

and the conduct of risk assessments done on the organization's activities and 

functions. 

61 Paul Macchiaverna, lplernal Auditing (New York: The Conference Board. 1979): 4 
62 Ih id .  
63 Ratliff, et al. 75. 
64 Atkisson, et al, 154-155. 
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There are many aspects to conducting the details of an internal 

audit engagement. Among these are developing audit programs and 

procedures, determining audit objectives, conducting a preliminary survey of 

the areas to be audited, researching changes that have occurred since the 

last review, and notifying appropriate managers of the upcoming audit. The 

actual examination of facilities, books, records, and computer files is usually 

supplemented by personal interviews of management, staff, customers, and 

other interested parties. 

Sawyer describes the audit field work process as encompassing 

"all the efforts of the auditor to accumulate, classify, and appraise 

information so as to support an opinion and to make any needed 

recommendations for improvement. . . .Field work, when reduced to its 

barest essentials, is simply measurement and evaluation."65 

After completion of the preliminary survey, the scope of the audit 

work should be more definitive. Fonorow notes that after such a 

preliminary analysis, the auditor "should be able to determine the activity's 

size, volume of business, number of employees, types of operating problems, 

and the relative success of the managers."bb Further, a comparative study of 

financial .. and program operating statistics and trends will likely lead to areas 

needing further investigation. 

Much audit field work is devoted to analyzing the organization 

structure and the assignment of duties, reviewing internal control systems, 

determining whether or not policies and procedures are being followed, and 

inspecting records, reports, and facilities. The verification process keeps in 

Sawyer,The Practice o f  Modern Internal Auditing. 169-170. 
66 Milton Stevens Fonorow, Internal Auditor's Manual and Guide The Practitioner's 
Guide to internal Auditing (Englewood Cliffs. New Jersey: Prentice Hall, 1989) 171. 
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mind an objective "to ascertain the degree to which actual operations and 

controls conform to the written and oral descriptions and understandings 

that departmental .... management has given to the auditor."fl 

Among the techniques used in assessing an auditee's operations are 

internal control questionnaires, flowcharts, narrative descriptions, analytical 

reviews such as trend analysis and other comparisons, walk through tours, 

limited systems tests, document analysis, and procedure and poIicy 

reviews.68 

Atkisson and Brink suggest that "familiarization, verification, and 

analysis have now set the stage for evaluation."69 To best serve 

management, he asks three critical questions during the evaluation phase: 

r "How good is the present result being achieved? 

r Why is the result what it is? 

r What couId be done betterlU7o 

Sawyer delineates the six forms of field work as "observing, 

questioning, analyzing, verifying, investigating, and evaluatingU7l He agrees 

that evaluating is the culmination of the examination process and states that 

"Proper evaluations lift the audit from what may be a detailed check to a 

management .. appraisal."'2 

P 

67 David S. Kowalczyk, Cadmus' Ooerational AuditinqtNew York: John Wiley &Sons. 
1987): 20. 
68 Ratliff, el al. 288-317. 
69 Atkisson, el al, 147. 
70 Ibid. 
71 Sawyer, The Practice of Modern Internal Auditin& 176. 
72 Ibid. 182. 
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Standard 300 of the I I A  Standards73 summarizes the broad scope of 

internal audit work activity: 

e the reliability and integrity of information, 
e compliance with policies, plans, procedures, laws, 

and regulations, 
e safeguarding of assets, 
r economical and efficient use of resources, and 
e accomplishment of established objectives and goals 

for operations and programs. 

4. Audit Re~ortine: Practices 

Communication of the results of audit work is a major step in the audit 

process. Audit reports that clearly, concisely, and correctly convey audit 

findings and recommendations are the key to deficiency resolution and 

progress towards a better, more effective organization. Much literature can 

be found on audit report writing techniques, styles, and approaches. Typical 

advice centers on the need for a clear statement regarding the objectives, 

scope, and result of the audit activity, and recommendations for operational 

improvement. 

.. Bromage offers that "The end product of functional writing, a formal 

report, is expected to be direct, concise, objective, verifiable, convincing, and 

(what is more) interesting."74 She also illustrates the importance of the 

written word in persuading the reader to take action: 

". . . it may not be enough to determine that moneys have been lost, that 

staff hours have been wasted, or that benefits have been lacking. Only when 

7 3  Institute of Internal Auditors, Standards for the Professional Practice of Internal 
Audilina. standard 300. 
74 Mary C. Bromage. Writinn Audit Reaorts (New York: McCraw-Hill Book Company. 
1979): 1. 



the author convinces the reader that such problems can be solved can the 

report be said to have succeeded."75 

Sawyer .... says that audit reports have two primary functions: 

information and persuasion. 76 He suggests communication difficulties occur 

when the writer fails "to comprehend that communication is not in the 

writer, the utterer: it is in the recipient. Until the recipient perceives, there 

is no communication -- only words on paper."77 

Among Sawyer's tips for good writing are the characteristics of "accuracy, 

conciseness, clarity, timeliness, and tone."?8 

Some practitioners have concluded that the audit report is the 

"product" produced by the audit department. This is significant because "the 

internal auditor's reputation largely is based upon the audit report because 

it represents the only formal presentation of his or her expertise and 

performance."79 It is important to note that audit reports serve several 

different audiences including executive and line management, the Board, 

external auditors, government and professional regulatory bodies, as well as 

the auditors themselves.*o 

Communicating the results of audit field work has been a regular area 

of .. concern and interest for many years. To illustrate the need for more 

professional reporting, in 1983 the Institute of Internal Auditors published 

Statement on Internal Auditinn Standards Number 2 entitled 

75 Ibid, 7. 
76  Sawyer, The Practice of Modern Internal Auditinn. 432. 
7' Ibid. 433. 
78 Ibid. 434. 
79 Ratliff, el al. 189. 
80 Ihid, 367-369. 



"Communicating Results."8l According to Atkisson and Brink, this Statement 

was based on the "attributes model" for systems analysis. 82 This approach 

recognizes the following five attributes to audit findings: 

r Statement of Condition--What is? 

r Criteria--What should be? 

r Effect--So what? 

r Cause--Why? 

r Recommendation--What should be done? 

By answering these questions, the auditor provides considerable 

information and a frame of reference for management decision making and 

action. It is clear that communicating audit results is an audit practice area 

warranting considerable attention. 

5. Qualitv Practices 

Quality control practices in any administrative or programmatic 

operation is an indication that management is committed to producing a 

better product or service. Quality control in an internal audit operation often 

takes the form of internal checks and edits on the development and ultimate 

release of a written or verbal report. 

-. Quality can also take the form of an external or peer review by other 

audit professionals. This subject was highly theoretical in most internal 

auditing discussions as recently as ten years ago. With the development of 

statutory requirements and the rise of professional standards, external 

review is becoming more commonplace. 

81 Institute of Internal Auditors, Statement on Internal Auditinn Standards Number 2- 
Communicatine Results (Altamonte Springs. Florida: Institute of Internal Auditors. 
1983). 
82 Atkisson, et al, 224. 
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Heeschen and Sawyer speak of the intrinsic value of soliciting user 

departments and managers on the value of audit services83 These authors 

recommend an "audit effectiveness questionnaire" that asks auditees lo rate .- 

such factors as the usefulness of the audit, the appropriateness of audit 

objectives, the communication and demeanor of assigned auditors, and the 

fairness and completeness of findings and recommendations.84 

Fonorow believes that external peer reviews are "an excellent tool for 

keeping the internal audit staff up-to-date on new auditing approaches and 

new areas for audit examinations."85 He suggests that this can be 

particularly useful as an evaluation benchmark to assess future needs for 

new audit directors and for board audit committees. 

Ratliff and Wallace believe many audit departments are not evaluated 

externally due to a frequent feeling by executive management and board 

members that they rather than outsiders are in the best position to assess 

internal audit performance.86 

Sawyer disagrees strongly as he believes the most independent 

evaluation comes from professional peer review: 

The reviews.. . . seek to determine whether the quality control 
-. policies and procedures are adequately documented, communicated 

to the staff auditors, and effectively complied with so as to provide 
reasonable assurance that the internal auditing department is 
meeting the standards of the profession. . .87 

83  Heeschen and Sawyer. Internal Auditor's Handbook. 113. 
8 4  Ibid, 163-164. 
85 Fonorow. 8. 
86 Ralliff. et al. 480. 
87 Sawyer.The Practice of Modern Internal Auditing, 669. 
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Among the areas to be evaluated in a quality review are 

organizational status and working relationships with management, audit 

policies and procedures, scope of audit work, compliance with professional 

standards, and quallty of working papers and reports. 

The Institute of Internal Auditors recognized the need for additional 

guidance on this topic in 1984 with the publication of Statement on Internal 

Auditing Standards Number 4 on quality assurance. This pronouncement 

provided practitioners with guidance on a three prong approach: supervisory 

reviews, internal reviews, and external reviews.88 The statement further 

noted an important value of external reviews was "to provide independent 

assurance of quality to senior management, the audit committee, and others 

such as the independent outside auditors who rely on the work of the 

internal auditing department."sg 

Anderson published one of the earliest guides to conducting a quallty 

review program in 1983 and suggested there are four stages in the process: 

preliminary preparation for a review, preparation for field work, 

performance of field work, and reporting.90 

Preliminary preparation involves an audit organization's self analysis 

study as well as handling the administrative arrangements for a competent 

team to conduct the study. The components of field work preparation 

include distributing survey forms to auditee management, completing self 

study forms, and scheduling interviews. Actions required in the field work 

performance and reporting stages typically parallel routme audlt activity. 

. , 
88 Institrle of Internal Audilors. l b e r  4- 
Qualitv Assurance (Altamonte Springs, Florida: Institule of Internal Auditors. 1986). 
89 Ibid. 
90 Anderson, 35-37. 
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Willborn indicates "the area of quality control of audits remains 

largely unresearched."91 He believes that quality review of audit 

methodologies and techniques can better assure that "defects in the form of 

false findings and conclusions, reporting, interpretations, etc., can be 

minimized."92 

A recent report of the Texas State Auditor's Office suggests that audit 

management can do more to provide a measure of quality in internal audit 

perlormance. The State Auditors noted that twenty-five percent of audit 

directors surveyed "have not established performance measures to assess 

the effectiveness of their internal auditing departments."93 

F. Summary of Hypotheses 

1. Overview 

This is an excellent juncture to repeat the research question for this 

project: "What are the components of an ideal internal audit statute for 

Texas state government?" 

There appears to be much common ground on the typical policies, 

practices, and procedures to conducting effective audits in the public sector. 

Much .. of the literature on internal audit practice and performance leads one 

back to the primary standards for practicing the internal auditing 

profession--the I I A  Standards. It is apparent that the pervasive impact of 

the 1978 I I A  Standards has been felt both in the literature and in audit 

practice. 

91 Walter Willborn, Comoendium of Audit Standards (New York. American Society for 
Quality Control. 1980): 5.  
g2 Ibid. 
93 Texas State Auditor's Office. Statewide Review of Internal Auditiqg (Austin, Texas: 
State Auditor's Office. 1991): 2. 
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Table 3.1 illustrates key criteria that are essential for performing 

effective audit work. The implied hypothesis is that these identified 

practices are highly desirable for effective audit operations and therefore 

should be found in an effectiv~ internal auditing statute for the State of 

Texas. 

2. General Standards Category 

There are two general standards that are important for effective audit 

performance: independence and proficiency/competence. Independence 

assures that the audit work is performed objectively in the best interests of 

all stakeholders--taxpayers, the Legislature as the elected representatives of 

the people, clients, vendors, management, employees, the Board, and other 

customers. 

An effective internal auditing statute should demonstrate 

independence through specific statements that allow auditor interaction with 

a wide variety of parties including management at all levels, board audit 

committees, external auditors, and professional associations. 

Proficiency/competence is an important general standard because the 

skills and abilities of internal auditors are the basis for quality audit 

products. The ideal internal auditing statute should include requirements 

for college education and diverse experiences for the chief auditor. Priority 

should also be given for continuing professional development with 

encouragement for certification. 

3. Field Work Standards Cateaorv 

The literature consistently argues that there are at least two areas for 

consistent practices or standards in the performance of audit field work. (1  I 

scope of work and ( 2 )  planning and examination. The ideal auditing statute 

should include definition of a wide range of types of audits including 
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TABLE 3.1 
SIGNIFICANT INTERNAL AUDIT PRACTICESlCRITERIA 

CATEGORIES PRACTICE DESCRIPTION 

General Standard Independence Assures that audit work is 
performed objectively with 
access to various stakeholders 

General Standard Proficiency/Co mpetence Auditor knowledge, skills, and 
abilities are the basis for quality 
audit reports. 

Field Work Standard Scope of Work Authority needed to pursue wide 
range of financial, compliance, and 
performance audits throughout 
the organization's financial and 
administrative operations. 

Field Work Standard Planning and Evaluation Annual and long-range audit plans 
are needed; need standards for 
audit examination and evaluation. 

-- 
Reporting Standard Format and Distribution Reports should be professional in 

form and content; management 
should not limit distribution 

- 

Quality Standard External Review Internal audit function should be 
reviewed periodically by peers 
or other external parties; quality 
assurance reviews should assess 
compliance with professional 
standards. 



financial, compliance, performance. The latter includes the conduct of 

program results audits whereby the organization's established goals and 

objectives are assessed in detail. 

Auditors should have the authority to perform diverse 

administrative, financial, data systems, and other audits as well as perform 

investigative projects. The internal auditing law should clearly delineate 

these authorities and responsibilities. 

Accepted planning and examination practices should also be spelled 

out in the statute. This better assures the development of annual and long- 

range audit plans, the assessment of risk among competing audit project 

needs, and the analysis of complex administrative and accounting control 

systems that underlie daily business transactions. Professional practices in 

reviewing and evaluating evidence and documenting audit work papers 

should also be referenced in order to assure proper conduct of the audit and 

sufficient, relevant documentation to support audit findings and 

recommendations. 

4. Re~ortinn Standard Catenorp 

The statute should also provide authorization for publication and 

distribution of audit reports. The content and format of reports should 

conform to established professional practice and the distribution should not 

be limited to management's jurisdiction. The internal auditing law should 

give the auditor authority to send report copies to appropriate managers, 

board members, and external auditors such as the State Auditor's Office. 

5. Qualitv Standard Catenorv 

Quality control is an important variable in any administrative or 

programmatic operation. It is part of the evaluating function of nal~agernent 

and can lead to better planning and better systems and procedures for 
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providing goods or services to customers. Quality assessment and 

monitoring in an internal audit operation helps answer the inevitable 

question ''.Who audits the auditors?" 

Both internal and external reviews of the audit process and results can 

lead to better audit reports and overall a more effective audit department. 

External peer reviews of internal audit operations are a fairly recent 

development in the profession and can be of significant value to the 

organization. 

6. Summarv 

In summary, an internal auditing statute that includes the attributes 

described above will better serve the needs of all interested parties and will 

better insure objective, unbiased assessments of public agency performance. 

The research method used to accomplish the above analysis is a descriptive 

study primarily using document analysis. Social artifacts to be reviewed 

include the standards of four leading professional associations and the 

internal auditing statutes of six or more states including the current Texas 

law. 

Little previous research on this specific and emerging topic was 

uncovered in the literature review. The research setting for the applied 

project is detailed in Chapter IV. 



Chapter 1V-Research Setting 

A. Internal Auditing i n  Texas Sta te  Agencies 

Internal auditing in the Texas agencies has been an especially popular 

subject for review, appraisal, analysis, and reporting in the past several 

years. Table 4.1 is a "Chronology of Statements, Reports, and Other 

Documentation on Internal Auditing in Texas State Agencies."! The following 

discussion will highlight documents most relevant to the literature review. 

I State Anencv Internal Audit Forum 

In July 1984, the Texas State Agency Internal Audit Forum (SAIAF) 

issued a 13-point Position Statement of Internal audit in^ in State Anencies.2 

This SAIAF action was one of the earliest documented efforts to establish 

and nourish a vital communication network of state agency internal auditors 

and has resulted in enhanced professional development and job classification 

opportunities for state agency auditors. The SAIAF organization has 

continued to operate as a subcommittee of the State Agency Coordinating 

Committee, composed of the fourteen largest Texas state agencies. SAIAF 

has sponsored projects involving audit management concerns such as career 

ladders, training seminars, and input on pending tegislation. Currently, there 

are preliminary plans to develop an external peer review capability among 

member agencies in order to independently assess internal audit operations 

and comply with the I 1 A  Standards. 

I The assistance of Robert H. Strickland. Assistant Commissioner for Management 
Audit,TexasRehabilitation Commission, is gralefully acknowledged in obtaining copies 
of several of the documents in this com~i lk ion .  

David J. MacCahe and Robert J. Stanislawski. "Solutions-Texas Style." InLernal Auditor 
42 (June 19851: 59-61). 



TABLE 4.1 
CHRONOLOGY OF STATEMENTS AND REPORTS ON INTERNAL 

AUDITING IN TEXAS STATE AGENCIES 

May 12, 1983 Governor's State Agency Coordinating Committee, Internal 
Audit and Review Subcommittee. Position Statement on 
Internal Auditing in State Agencies. 

July 5 ,  1984 Texas State Agency Internal Audit Forum. Position 
Statement on Intern 

. .  . al Aud&ugu State A~~ .EEs .  

Nov. 1984 LBJ School of Public Affairs, University of Texas a t  Austin, 
Management Study of the Texas State Auditor's Office. 

Nov. 12, 1987 Governor's Executive Order WPC 87- 18 regarding Internat 
Auditing 

May 26, 1988 Office of the State Auditor. Statewide R e ~ o r t  on Internal 
. . Auditing: A Reoort to the Legislative Audit Committee. 

Aug. 30, 1988 Speaker's Advisory Task Force on Internal Auditing. 
Recommendations for Imorovement of Internal Audit in 
State Government: A Reoort to the Soeaker of the House of 
Reoresentatives. 

Dec. 1988 . . Governor's Office. Rndlnas and Recommendations of the 
.. Accounting. Auditing and Financial Re~ort ing Task Force. 

May 27, 1989 71st Texas Legislature, Regular Session. House Bill 2728, 
Texas Internal Auditing Act (later codified as V.A.C.S. 
article 6252-5d.). 

1989 C. Aubrey Smith Center for Audit Education and Research 
initiated at the University of Texas at Austin (State of Texas 
was a charter sponsor). 

Feb. 1991 Office of the State Auditor. Statewide Review of Internal 
Auditing. 



2. &I rn 
A November 1984 study of the State Auditor's Office noted that: 

The internal audit function should be given appropriate 
independence in every agency where it exists by having the 
head of that unit report to  the chief executive officer . . . with 
the clear understanding that he (she) also has direct and 
immediate access to the governing body of the agency."3 

The report recommended the State Auditor's Office get more directly 

involved and "give strong leadership to the internal audit movement."4 A 

proposed policy directive from the Legislative Audit Committee to the State 

Auditor was developed as part d the report recommendations. This 

directive was later issued and required the State Auditor's Office to use the 

IIA Standards in evaluating agency internal audit practice.5 

Another major recommendation of the study was that "The State 

Auditor should take immediate steps to establish an EDP audit capability and 

discontinue placing undue reliance on the computer without testing.-6 

The EDP Audit Division was founded in 1985 and considerable audit activity 

has been conducted using both vendor and in-house software and reviewing 

gkneral and application controls. According to audit executive Ronnie Jung, 

"99% of the time, using automation wilI lead to more erfective audits."7 He 

also believes that using the computer allows better audit coverage, helps 

understanding of the total population reviewed, and reduces inherent risks. 

3 Terrell Blodgett, Mananemenl Stu Austin: LBJ 
School of Public Affairs. 1984): 114-115. 
4 Ibid,, 115. 
5 Ibid. 

Ibid., 11. 
Ronnie Jung. Director of P l ann i l~g  and Support Services, State Auditor's Office. 

interview by the author, Austin. Texas. April 25, 19911. 



3. Governor's Office Initiatives 

During this same year Governor Mark White communicated with state 

agency board chairpersons on the need for board audit committees and the 

creation of inspector general or internal audit functions. A handbook issued 

to newly-appointed board and commission members stressed the importance 

of the internal audit function, the board's review of audit findings and 

recommendations, and support for the internal audit role of assisting 

management "in ascertaining that agency operations--fiscal and otherwise-- 

are conducted with legality, fidelity, efficiency, and in accord with board- 

adopted policies and procedures."8 

Another significant event in Texas was the November 1987 executive 

order on internal auditing issued by Governor Bill Clements. The order 

recognized that internal auditing was "a highly regarded professional 

management support and control procedure" and stated that agencies 

meeting certain budget, personnel, revenue, and other criteria should 

particularly consider establishing an internal audit function? It is 

interesting to note that much of the language and details of this executive 

order served as the framework for the Texas Internal Audit Act some two 

and a half years later. 

4. Legislative and Other Reviews Conducted in 1988 

Three major reports issued in 1988 further analyzed the world of 

Texas state government internal auditing. The Statewide Renort on Internal 

8 Texas Governor sOffice Handbook for Members of Texas State Boards and 
Commissions (Austin Texas Advisory Commission o n  Intergovernmental Relations 
1984): VII-10. 
9 Texas Governor'sOffice, Executive Order WPC 87-18 pertaining to internal auditing. 
November 12.1987. 



Auditing10 developed by the State Auditor's Office reviewed auditing 

functions in 48 of the largest state agencies and universities. The report 

noted strengths, areas of improvement, and separate recommendations for 

consideration by the State Legislature and by state agencies and universities. 

The recommendations for the Legislature dealt with ( 1  1 the need for a 

state law requiring audits to be conducted following I I A  Standards and (2)  

the value of establishing a Department of the State Internal Auditor (similar 

to the Virginia statute). The report provided 11 recommendations to agency 

managers in areas such as standards, scope of audits, planning and risk 

assessment, training, summary reporting to the board, board audit 

committees, and certification. 

A task force established by the Speaker of the House of 

Representatives reported on Recommendations for Imurovement of Internal 

Audit in State Government in August 1988.11 Among the major 

recommendations were the establishment of an independent office for a 

State Coordinator of Internal Audit and the enactment of a state law 

requiring audits to be conducted in line with the I I A  Standards. The task 

force further addressed audit training, job classification, and quality 

assurance needs. 

The December 1988 report of the Governor's Task Force on 

Accounting, Auditing and Financial Reporting contained detailed 

recommendations on a number of areas including internal financial and 

10 Texas State Auditor's Office, Statewide Reoort on Internal Auditinn A Renort to the 
keaislative Audit Committee (Austin State Auditor's Office. 1988) 
I Texas Speaker's Advisory Task Force on Internal Auditing. 
Imurovementaf Internal Audit in  State Government: Reoort to the Soeaker of the House 
of Renresentatives, August 30. 1988. 



performance auditing.12 The task force focused on the need for an internal 

auditing statute, board audit committees, and statewide oversight and 

coordination of state agency internal audit operalions. 

5. Auditing Research and Education 

In 1989, the University of Texas a t  Austin established the C. Aubrey 

Smith Center for Audit Education and Research. Its principal objective is to 

provide professional development opportunities for both public and private 

sector auditors. In the past year, the C. Aubrey Smith Center has offered 

seminars on such topics as audit planning, peer review and quality 

assurance, risk analysis, and an auditing standards update.13 The Center will 

co-sponsor a conference on "Measuring Audit Productivity" with the 

Institute of Internal Auditors Research Foundation in May 199 1. In 

addition, during the pas1 year the University of Texas offered its first 

internal auditing class (including an EDP audit component) in the master of 

business administration curriculum.~4 

Despite some encouraging actions, there are indications that internal 

auditing still has much development work ahead among state agencies. A 

review of the current membership list for the EDP Auditors Association 

Austin Chapter indicates that only 12 state agencies have one or more 

12 Texas Governor'sTaskForce on Accounting. Auditing and Financial Reporting. 
Filldinas and Recommendations of the account in^, Auditma and Financial Revortina 
Task Force. December 21,1988. 
I3 Urton Anderson. Associate Director, C Aubrey Smith Center for Auditing Education 
and Research, University of Texas at  Austin, ~ntei-view by the author, January 22, 1991 
14 The development of this program answers the concerns and cries of many 
including a University of Texas thesis writerwho stated the College of Business 
Administration curriculum "does not adequately prepare the normal accounting major 
for an internal auditing job." See Michaela Lara' Elan. The Professional at Work The 
Internal Auditor, Professional Report, May 1978,89 



~llembers. This contrasts sharply with the 29 agencies with members in the 

local Institute of Internal Auditors chapter 

Conversations with some audit managers and directors lead this 

author to believe that few comprehensive surveys have been conducted 

among Texas state agencies analyzing the scope and extent of internal audit 

activities since passage of the 1989 law. Much can be learned Irom the 

successes and the failures of sister agencies in initiating and expanding 

internal audit programs. 

6.  Texas Internal Auditing Act 

The Texas Internal Auditinn Act,l5 passed by the Texas Legislature in 

1989, mandates state agencies to include accounting, administrative, EDP and 

other major systems and controls as part of an on-going internal audit 

program. The Legislature did not establish the recommended internaf audit 

oversight office as recommended by all three 1988 studies, ostensibly due to 

budget constraints.16 This Texas law was effective on September 1, 1989 and 

will be profiled more extensively in the "Internal Auditing Legislation" 

section of this chapter. 

The State Auditor's,Office distributed an Internal Audit Policy 

Statement to state agency executive directors and internal audit directors in 

January 1989 and issued a supplemental version in September 1990.17 The 

statement provides guidance on how the Auditor's Office will assess state 

agency compliance with the Texas Internal Auditinn Act. The revised 

Texas Legislature. H. B. 2728, 71st Legislature. Regular Session. 1989 (later  codified 
as V.A.C.S. article 6252-Sd). A copy of theTexas In ternal  Act is included as AppendixE to 
this report. 
16 G .  Alex McAlmon, "Strengthening Internal  Audit i n  Texas Gavernment." 
Todav'sCPA 15 (May/June 1990): 34. 
l 7  Texas State Auditor's Office. In te rna l  Audit Policv Statement Operation Memo #30 
issued an January 30.1989 lo Executive Directors and In te rna l  Audil Directors of Texas 
state aget~cies. Supplemental version issued September 24. 1990. 



version takes into account the first opinion issued by the Texas Attorney 

General's Office on this new law.18 

7. -g .... 

The Texas State Auditor's Office is required to conduct reviews of 

agency internal audit functions every biennium19 and recently issued a 

report on the statewide review of internal auditing. State Auditor Lawrence 

Alwin's cover letter to the Members of the Legislative Audit Committee 

notes that as a result of the 1989 law, "the State of Texas took a major step 

in enhancing statewide accountability over pilblic funds."20 

Among the four major issues profiled in the State Auditor's report are 

two that are germane to this research effort. The State Auditors suggested 

that "Internal Auditing departments can improve audit effectiveness by 

following professional standards."2' Specifically cited were a greater need 

for organizational independence, audit follow-up work, expanded scope of 

work, coverage of automated data systems, and external quality assurance 

reviews. 

A second issue of interest is that "Professional certification is required 

for internal auditing directors."22 The State Auditor's report found that 24 of 

91 .. agencies subject to the law did not have Certified Internal Auditors or 

Certified Public Accountants in the audit department. Several other agencies 

Texas Attorney General's Office, Ooinion IM-l183re: Applicability of the Texas 
Internal Auditing Act, article 6252-5d.. V.A.C.S., Letter to the Cornmissianer, Texas 
Rehabilitation Commission. July 5 .  1990. 
'9 Ronnie Jung. Director of Planning and Support Services. Texas State Auditor's 
Office, interview by the author, November 28, 1990. 
20 Texas State Auditor's Office. Statewide Review of Internal A u d i t i n ~  (Austin: Slate 
Auditor's Office. 1991). 
21 Ibid. 10. 
z2 Ibid, 16. 



had CIAs/CPAs but the internal audit director was lacking this credential 

required by law.23 

'$ 
:.- 

B. Internal  Auditing Legislation 

1. lnventorv of State lnternal Auditing Statutes 

Texas joined approximately 15 other states with the passage of the 

1989 legislation. California, Illinois, and Tennessee were among the first 

states to pass legislation addressing state government internal audit 

functions. 

It is important to note that there are wide differences among the 16 

states in the scope and depth of i ~ t e r n a l  auditing laws. Some state 

legislation is limited to the mandated use of the IIA Standards: this initself 

is significant. Other state laws provide only brief mention of the need for 

internal auditing as a paragraph or two in more comprehensive legislation on 

a related topic. Yet another group of states (including Texas) have full- 

fledged internal auditing statutes with significant coverage and 

requirements. 

Table 4.2 is a summary analysis listing states with internal auditing 

statutes and details the date of passage of the law, professional audit 

standards cited, and whether or not the C I A  or CPA qualifications are 

required by the law. A more comprehensive analysis will be developed 

when conducting the applied research project. 

- - 

23 Ibid. Appendix A-Agencies Under the Texas Inlernat Auditing Act,  17-19 



TABLE 4.2 

ANALYSIS OF STATES WITH INTERNAL AUDITING STATUTES 

State Date of Statute Standards Cited CIA/CPA Oualification 

California 1982 1IA no 

Florida 1990' IIA and (GAO) CI A/CPA 

Illinois 1989' I I A  and GAO CI A/CPA 

Loilisiana unknown IIA no 

Maine 1988 unknown CIA/CPA 

Michigan 1986 none no 

Nebraska 1984 AICPA, GAO, GASB CPA 

New York 1987 (IIA) no 

Tennessee 1984 IIA no 

TEXAS 1989 I1 A CIA/CPA 

Virginia 1985 I1 A no 

Washington unknown IIA CIA 

~~~ ~ 

* Indicates statute was revised this date. 
.. 

Note: The states of.New Jersey, Ohio, Pennsylvania, and South Carolina also 
have internal auditing statutes but are not included in this table due lo lack 
of infor nation. 

Sources: ( 1 )  Documents obtained from the Texas State Auditor's Office and 
other states and (2)  Kevin M. Carhill and James K. Kincaid, "Applying the 
Standards in Governmental Internal Audiling," Internal Auditor 46 (October 
19891: S O - S S .  



2. Legislation Content 

The Florida,24 Illinois,25 and Texas internal auditing laws are among 

the most comprehensive in the nation. The following is a list of subject areas 

covered in one or more of these laws: 

e purpose of the law 

e definitions (e. g. agency, administrator, audit) 

e appointment method 

qualifications, e,  g. CIA or CPA 

e reporting relationships 

e independence 

e annual audit plans using risk assessment techniques 

e scope of audits, i. e.  accounting, administrative, EDP, and other 

major systems and controls 

e duties, e. g. conduct audits, prepare audit reports, conduct 

quality assurance reviews 

e external consultations with State Auditor's Office and others 

e professional standards compliance, e. g. IIA and GAO 

e professional development and training 

.. e effective date of statute. 

The Commonwealth of Virginia is unique in the establishment of a 

separate agency -- the Department of the State Internal Auditor -- set up by 

legislation to provide "policy and technical leadership, staffing, monitoring 

24 The Florida law is cited asFloridaStatr~tes. Chapter 20.055. 1990 SuppIement to Florida 
Statutes. 1989. A copy of the Florida Internal Audit Act is located at  Appendix I to this 
report. 
25 The Illinois statute is cited as IIllinois Stalules, Civil Adminislrative Code, Public Act 
86-936,Fiscal Control and Internal Auditing Act, 1989. A copy of the Illinois law may be 
referenced at Appendix J. 



effectiveness, and professional developruent."26 DSIA was established by 

the Code of Virginia as a separate state agency in July 1985. DSIA staff 

members currently teach some 25 different courses in topics such as basic ..-- 

internal auditing and information systems and conduct regular evaluations 

of agency compliance with IIA's professional standards.27 

The 1982 California statute uses the $50 million aggregate spending 

threshold for state and local agencies to "consider establishing an ongoing 

internal audit function."28 Those California agencies with ongoing audit 

functions are required to comply with the I I A  Standards. 

In the State of Maine, a 1988 law gave supervisory auditors in state 

agencies a three year grace period in which to obtain the Certified Internal 

Auditor designation.29 The New York State Governmental Accountability, 

Audit and Internal Control Act of 1987 specifies that audit functions will be 

established "upon an evaluation of exposure to risk; costs and benefits of 

implementation, and any other factors determined to be relevant."30 

In Florida, a citizens advocacy group reported that "expanding the 

internal audit function would help build citizen codidence, increase 

assurance that government agencies and programs perform properly and 

productively, .. and save taxpayers more than $70 rnillion."3[ The Florida 

26 John H. Huston andRichard A. Kovatch. "Weighing the Standards: Where is the 
Emphasis in Quality Assurance?." Internal Auditor 43 (December 1986): 31. 

Letter from Phyllis C. Petree. Internal Audit Technical Manager, DSIA to the author. 
January 22, 1991. 
28 State of California, CaliforniaGovernment Code, Sections 1237, Financial 
Accountability and State Managers Accountability Act. 1982 
29 Anonymous, "Certification in the Maine Stream." IIATodav 8 (November-December 
1988): 12. 
3O New York Statules, S. 6442, A .  8534, Chapter 814, section 952.1987. 
3' Sam McCall, "Internal Auditing i n  Florida State Government," IIAToday 10 
(March-April 1990): 12. 



Auditor General has conducted over 20 quality assurance reviews of agency 

internal audit operations.32 

Texas State Auditor Larry Alwin says that "the passage of the Texas 

Internal Auditing Act demonstrates the commitment on the part of our 

Governor and legislature to improving accountability for public funds."33 

3. Institute of Internal Auditors Model Statute 

The Institute of Internal Auditors has developed a model state 

internal auditing statute and actively promotes passage of such legislation. 

I I A  also has a Government Relations Committee that is currently chaired by 

Texas State Auditor Larry Alwin. 

An executive of the Institute of Internal Auditor recently indicated 

that impIementation of the Standards for the Professional Practice of 

Internal Auditing has continued to spread and have recently been 

implemented by legislation in a number of' countries including Canada, 

Israel, the United Arab Emirates, and in December I990 by the United 

Nations.34 The I I A  representative further stated that the Code of Ethics for 

internal auditors is now printed in English, Spanish, and French and the CIA 

examination will soon be administered in Danish, Hebrew, and Indonesian in 

addition to the more traditional languages.35 

32 Letter from Sam M. McCall, Deputy Auditor General to t h e  author, January 25 .  1991. 
33 Anonymous, "Texas Passes Internal  Audit Act," IIA Today 9 (November-December 
1989): 12. 
j4 Thomas E .  Powell. Director of Profess io~~al  Practices, Instilute of Internal Auditors. 
telephone interview. December 3.1990. 
35 Ibid. 



C. Summary 

As developed in the literature review, sound internaI audit practice is 

grounded in understanding and practicing the basic management functions 

of planning, organizing, directing, controlling, and evaluating. The profession 

has been significantly enhanced over the 1970s and 1980s with the 

development and implementation of the IIA, AICPA, GAO, and EDPAA audit 

standards. 

The internal auditor today deals with a changing environment with 

increasingly complex, diverse, and sometimes conflicting demands. This 

requires significant human relations, technological, and other skills. Quality 

assurance has become increasingly important for the profession and its 

stakeholders. 

The State of Texas conducted several self-examinations of internal 

audit activity in the 1980s. The end results appear to be a stronger, more 

professional audit community and more diverse and comprehensive internal 

audits. A review of available records indicates that Texas is one of 

approximately 16 states with internal auditing legislation; Texas, Florida, and 

Illinois appear to be among the nlore comprehensive auditing statutes. .. 

The author believes much more can be learned by conducting further 

investigation into internal auditing statutes and has therefore selected this 

applied research topic. The methodology to be used in conducting this 

project is described in Chapter V. 



Chapter V-Methodology 

A. Descriptive S tudy  Characterist ics 

This project is a descriptive study of internal auditing statutes in 

effect across the United States including a comparative analysis with the 

Texas statute. Specific techniques used to address the research purpose 

were document analysis of public records, written correspondence, and 

personal interviews. 

Babbie notes that the description of observed situations and events is 

the purpose of many social science studies conducted.' According to Adams 

and Schvaneveldt, the main goal or strength of descriptive research is "to 

portray an accurate profile of persons, events, or objects."2 The authors 

further state that such studies "are concerned with taxonomy building, 

providing profiles, showing the emergence of phenomena, and the general 

relationship between events, persons, or objects."f 

Adams and Schvaneveldt caution that considerable care should be 

taken in deriving descriptive research samples.4 Weaknesses of descriptive 

research include ( I  ) the need for careful selection of the subject analyzed 

and presented and (2)  the need to focus on specific events or items while 

excluding others. 

A descriptive study will not provide detailed information on the 

implementation success or failure of specific internal auditing statutes. 

Earl Babbie, The Practice of Social Research (Belmont. California: Wadsworth 
Publishing Company. 1989): 81. 
2 Gerald R. Adatus and Jay D. Schvaneveldt. Undersh~ldinr Research Methods (New 
York: Longman, Inc.,  1985): 106 
3 Ihid. I l l .  
4 Ibid, 113. 



Descriptive analysis provides base line information and is an essential point 

of departure for future research. 

B. Research Subjects and Materials 

Social artifacts were used as  the data source or unit of analysis. They 

include (1 the laws of selected state governments pertaining to the practice 

of internal auditing and (2) the standards of leading auditing professional 

organizations. Statistics used were raw frequencies and percentages 

(relative frequencies). Variables were measured using a nominal scale. 

Descriptive variables reviewed included the purpose of the law, definitions, 

applicability, audit program coverage, appointment method, qualfications, 

duties, consultative relationships, professional standards used, and 

professional development requirements. 

Some backgroundinformation and perspective was obtained via 

personal interviews and/or correspondence with State Auditor/Auditor 

General offices in seven large states. The sample of seven large states is 

representative of governmental units similar in budget, size, geographic 

diversity, and population to Texas. SampIe states were California, Florida, 

Ulinois, Michigan, New York, Virginia, as well as Texas. 

Copies of the seven state inlernal auditing statutes were obtained 

from the Texas State Auditor's Office. In addition, copies of the statutes 

were obtained directly from the Auditor General's Office in each state (State 

Internal Auditor in Virginia). This latter action was useful since statutes in 

Florida, Illinois, and Virginia had heen revised since the Texas State 

Audilor's Office developed their compilation in 1988 



Approximately 30 letters were written to obtain supplementary 

information and documentation. Several contacts were also made with 

members of ...- the Texas state government internal audit community. 

Table 5.1 gives the title and date of each state statute and indicates 

whether the state law emphasizes internal audit or internal control. 

TABLE 5.1 
STATE LAWS ON INTERNAL AUDITING AND INTERNAL CONTROLS 

Review of Sta te  Statutes 

State Title Date Emphasis 

California Financial Integrity and State 1983 Internal controfs 
Managers Accountability Act 

Florida Internal Audit Act Revised Internal audit 
1990 

Illinois Fiscal Control and Internal Revised Internal audit/ 
Auditing Act 1989 internal controks 

Michigan Internal Control Act 1986 Internal controls 

New York State Governmental 1987 Internal controls 
-. Accountability, Audit. 

and Internal Control Act 

Texas Internal Auditing Act 1989 Internal audit 

Virginia Not specified 
-- 

Revised Internal audit 



Table 5.2 illustrates that audit statutes and Auditor General reports 

were the primary documents used in conducting this comparative study. 

Additional materials reviewed included audit policies and procedures, 

and directives and reports from legislative groups. The standards of four 

TABLE 5.2 
PRIMARY DOCUMENTS REVIEWED 

Review of S t a t e  Statutes 
- 

Audit Auditor General 
State Statute Reports Other Documents 

California Yes no State Administrative Manual 

Florida Yes Yes Auditor General Report to Joint 
Legislative Auditing Committee 

Illinois Yes Yes Department of Central 
Management Services 
correspondence 

Michigan Yes Yes Guide entitled General 
Framework for Evaluating 
Internal Accounting and 
Administrative Control Systems 

New York yes .. no Guide entitled Standards for 
Internal Controls in New York 
Slate Government 

Texas Yes Yes Attorney General's Opinion; 
State Auditor's Office 
Operations Memo; 
legislative correspondence 

Virginia Yes no Office of the State Internal 
Auditor correspondence; 
Commonwealth's Audit Manual 



leading audit organizatiol~s (the Anlerican Institute of Certified Public 

Accountants, the Electronic Data Processing Auditors Foundation, the United 

States General Accounting Office, and the Institute of Internal Auditors) 

were also examined and evaluated. 

C. Research Procedures 

Professional auditing standards and state internal auditing laws were 

reviewed and evaluated. Elements of the laws and standards were classified 

according to the six significant audit practices/criteria identified in the 

literature review: 

r independence 

0 proficiency/competence 

e scope of audit work 

a audit planning and examination 

e reporting 

e qualily review. 

A model was developed of the key features contained in generally 

accepted internal auditing standards and state internal auditing laws. These 

two references essentially validated the criteria hypothesized for the ideal or 

model statute. 

Table 5.3 illustrates the review of data sources to determine whether 

the hypothesis could be operationalized. Each of these six variables was 

located within ihe language of professional auditing standards and state 

internal auditing statutes. Thus, the hypothesis appears to be valid. 



TABLE 5.3 
SUMMARY OF METHODOLOGY 

:.- 

Variable ' Data Sources Ope rationalization* 

General Standard- Professional Standards Present 
Independence State Statutes 

General Standard- Professional Standards Present 
Proficiency/Competence State Statutes 

Field Work Standard- Professional Standards Present 
Scope of Work State Statutes 

Field Work Standard- Professional Standards Present 
Planning State Statutes 

Reporting Standard- Professional Stilndards Present 
Format, Content, State Statutes 
and Distribution 

Quality Standard- Professional Standards Present 
External Review State Statutes 

Explanatory notes: 

( 1 )  Professional standards reviewed include auditing standards promulgated 
by the Institute of Internal Auditors, the United States General Accounting 
Office, the American Institute of Certified Public Accountants, and the 
Electronic Data Processing Auditors Association. 

(2) State statutes reviewed were California, Florida, Illinois, Michigan, New 
York. Texas, and Virginia. 

* If the variable is present, it is operationalized by the actual wording in the 
statute or standard. 



The current Texas internal auditing statute was compared to the ideal 

model and recommendations were made for the refinement of the Texas law. 

The above methodology was implemented in conducting the applied research 

project. Chapter V I  describes in detail the comparative analysis conducted 

and the results obtained from the research experiment. 



Chapter VI-Analysis and Results 

A. Overview 

The introduction, professional setting, and literature review chapters 

have laid an extensive foundation for the research. The setting chapter 

described the environment of Texas state government internal audit~ng and 

summarlzed several recent management reviews and special studies. 

Further, the Texas Internal Auditing Act of 1989 was prof~led as were 

slmilar laws from other states. 

The methodology chapter delineated the techniques used to conduct 

the study. The results of this analysis will ultimately answer the research 

question: "What are the components of an ideal internal auditing statute for 

Texas state government?" 

In this chapter the six significant audit practices identified in the 

literature review will be compared with the practices of two important 

groups: ( 1 )  the four leading audit professional organizations and (21 the 

internal auditing statutes of seven large states. This assessment will be 

accomplished in order to  verify whether these six practices are appropriate 

components for the ideal model of a state internal auditing law The current 

Texas statute (in effect since 1989) will then be compared to the model and 

recommendations may be made for enhancement of the law. 

B. Results of the Review of the Standards of Professional Audit 

Organizations 

1 .  General Discussion 

This section sumtuarizes the results of the review of the standards of 

the four leading audit professional organizations. Each of the six significant 



practiceslcriteria discussed in the literature review was con~pared to the 

audit standards of the American Institute of Certified Public Accountants 

(AICPA), the Electronic Data Processing Auditors Foundation (EDPAF), the 

United States General Accounting Office (GAO), and the Institute of Internal 

Auditors ( I IA) .  These four organizations have a high degree of recognition 

and status among professional internal auditors. 

Table 6.1 profiles the significant practices/criteria by standard- 

making body. The table provides specific reference for each practice within 

each of the standards as appl~cable. All six practices are discussed in the 

AICPA, GAO, and I I A  standards. Four of the six practices are discussed in 

the EDPAF standards. 

A major initial finding of this review is that with few exceptions, the 

significant practices are covered in depth in the professional standards of the 

authoritative audit bodies. Appendixes A,  B, C, and D summarize the 

standards of each audit organization. The reader is cautroned that much 

more information and guidance may be obtained by reviewing the source 

material in detail. 

2. General Standards Discussion 

-. The first practices to be compared to professional standards are the 

two general standards: independence and proficiency/competence. I t  is 

logical lo assume that the internal auditor should have considerable degree 

of independence and a high level of proficiency in conducting professional 

audit work. 

The GAO standards appear to be among the most conlprehensive in 

summarizing auditor independence: 



TABLE 6.1 
REVIEW OF PROFESSIONAL ORGANIZATIONS 

Composition of Ideal Standards 

Category AICPA EDPAF GAO I I A  Ideal 
.- . 

General Standards Gen Std No. 2 Gen Stds. Second Stds 100, 1 10, 
A 1 -Independence AU 220 Nos. 1-2 general and 120 

standard Yes 

A2-Proficiency/ Gen Std No. 1 Gen Stds First Stds 200 
Competence AU 210 Nos. 4-5 general through 

standard 280 Yes 
... -. . .- . -. . . . . . - . . 

Field Work Standards AU 80 1 Not Ch. 4 & 6 Stds 300 
R 1 -Scope of Work specified through 

350 Yes 

BZ-AuditPlanning/ AU311, Gen Stds Third Stds 400 
Examination 319, and Nos. 6, general through 

326 7, and 8 standard 420 Yes 

Reporting Standard- AU 410, 420. Gen Stds Ch. 5 & 7 Std 430 
C-Format/Distribution and 43 1 Nos. 9 & 10 Yes 

Quality Standard- AU 161 Not Fourth Std 360 
D-~xternal  Review specified general 

standard Yes 



In all matters relating to the audit work, the audit 
organization and the individual auditors, whether 
government or public, should be free from personal 
and external impairments, should be organizationally 

' independent, and should maintain an independent 
attitude and appearance.1 

The AICPA standard on independence stresses five key concepts: 

r an independence in mental attitude 

r the obligation for fairness and impartiality 

r ability to be inteltectually honest 

r without bias or obligation to or interest in client, 

management, or owners 

r public confidence in the level of independence.:! 

EDPAF states that "The information systems auditor is to be 

independent of the auditee in attitude and appearance."3 EDPAF also 

stresses the objective completion of the audit and the need for integrity and 

objectivity. In 1989, EDPAF published two supplemental statements on 

independence: the first statement covered attitude and appearance and 

organizational relationships and the second provided guidance on auditor 

involvement in the systems development process. 
-. 

IIA's general standard on independence requires that "Internal 

auditors should be  independent of the activities they audit."4 According to 

United States General Accounting Office, Government Auditin n Standards 
(Washington: General Accounting Office, revised 1988): 3-4 and 3-5. - - . . 

American Institute of Certified Public Accountanls Codificac~on oiSLatemenls on 
Audi~inn Standards (New York. American Institute of Certified Public Accounlants. 
1990): 17. 
3 Electronic Data Processing Auditors Foundation, General Standards for Information 
Svstems Auditing(Ca~-01 Stream. Illinois: Electronic Data Processing Auditors 
Foundation, 19871: 5. 

Institute of Internal Auditors. Standards for the Professional Practice of Internal 
Auditing (Allamante Springs. Florida; Institute of Internal Auditors, 1978): 9. 



IIA, achievement of independence is better assured when auditors have 

sufficient organizational status and objectivity. Organizational status is 

achieved by-reporting to a level of executive management that assures 

actions will be taken on audit issues and recommendations. 

Thus, all four audit professional organizations place a high level of 

importance on the independence of the auditor. It is important that an 

auditor independence practice should be included in the ideal model. 

The second general practice to be reviewed is auditor proficiency or 

competence. I I A  standard 200 states that "Internal audits should be 

performed with proficiency and due professional care."5 The Institute 

further delineates what is meant by proficiency by explaining the types of 

knowledge, skills, and disciplines needed in today's internal audit practice. 

Other sections within this standard highlight staffing and supervision 

criteria, professional standards of conduct, human relations and 

communication skills, continuing education, and due professional care.6 

AICPA general standard number number one requires that "The audit 

is to be performed by a person or persons having adequate technical training 

and proficiency as an auditor."' The standard also says that "The attainment 

a i  that proficiency begins with the auditor's formal education and extends 

into his subsequent experience."8 

GAO's first general standard for government audits is that "The staff 

assigned to conduct the audit should collectively possess adequate 

professional proficiency for the tasks required."g The CAO standards 

5 Ibid. 12. 
Ibid, 12-16. ' AICPA Standards, 15. 

8 Ibid. 
9 GAD Standards, 3-1. 



specifically discuss knowledge and skills needed and the impol.lance of 

continuing education and training required to maintain competence. 

Similarly, EDPAF general standards four and five discuss skills and 

knowledge and continuing professional education.10 

Based on the above, professional proficiency and competence is a 

significant requirement in the internal auditing community. A review of the 

professional standards thus supports the use of professional proficiency and 

competence as a component of an ideal statute. 

3. Field Work Standards Discussion 

Two significant audit field work practices were profiled in the 

literature review: scope of work and audit planning and examination. Both 

of these categories represent major aspects of the internal auditor's daily 

business and professional standards provide considerable guidance. 

IIA standard 300 provides a comprehensive statement of audit scope: 

The scope of the internal audit should encompass the 
examination and evaluation of the adequacy and 
effectiveness of the organization's system of internal 
control and the quality of performance in carrying out 
assigned responsibilities.1 1 

-. 

Internal control is important because it represents the foundation of 

laws, regulations, policies, procedures, and practices upon which the 

organization is built and the means by which accountability and integrity is 

better assured. The Institute further explains five primary objectives of 

internal control. (This is  in one of the more comprehensive definitions 

available in the professional literature): 

1 0  EDPAF Standa~.ds, 6. 
1 1  I I A  Standards. 17. 



, The primary objectives of internal control are to ensure: 
(1 )  The reliability and integrity of information, 
(2)  Compliance with policies, plans, procedures, laws, 
and regulations, 

(3 )  the safeguarding of assets, 
(4 )  the economical and efficient use of resources, and 
( 5 )  the accomplishment of established objectives and 
goals for operations or programs.lz 

The GAO standards emphasize the comprehensive nature of public 

sector auditing and differentiate clearly between financial statement, 

financial related, economy and efficiency, and program audits.13 GAO 

provides separate field work standards for both financial and performance 

audits. Both sets of standards make reference to the scope of audit work 

including the need for tests of compliance with laws and regulations. Also 

addressed is the importance of understanding the organization's internal 

control system as a basis for determining theUnature, timing, and extent of 

the tests to be performed."l4 

AfCPA cross references GAO's Government Auditinn Standards in 

providing certified public accountants and auditors with advice on how to 

conduct compliance audits of government programs. Again, legal and 

regulatory compliance and internal control systems are heavily emphasized. 

The EDPAF standards do not provide significant coverage in the scope of 

audit work perhaps because the concelltration of that professional group is 

l 2  lh id .  
13 GAO Standards. 2-1 through 2-6 
14 Ibid.4-7. 



on information systems or EDP audits rather than the organization as a 

whole. 

In summary, it appears that the scope of work should include 

financial, compliance, and performance audits with an emphasis on the 

credibility of internal control processes in place within the organization. 

A second field work practice of interest relates to audit planning and 

evaluation. AICPA defines audit planning for certified public accountants as 

the development of "an overall strategy for the expected scope and conduct 

c ~ f  the audit."l5 Numerous considerations must be taken into account in 

planning the audit including the organization's policies and procedures, the 

methods used to process information, and judgments about the materiality 

or significance of different accounting transactions.16 

GAO's field work standards advise government auditors that "Work is 

to be adequately planned"" and that "Planning should include consideration 

of the audit requirements of all levels of government."ls Planning and 

supervision is the subject of EDPAF general standard number six which 

states that "Information system audits are to be planned and supervised to 

provide assurance that audit objectives are achieved and compliance with 

these standards is met."lg 

IIA defines a multi-step approach to planning the audit revolving 

around establishing the audit objectives, determining the needed resources, 

performing a familiarization survey, and writing the audit program.20 

I5 AICPA.Slandards.31 
I Ibid, 31-32, 
l 7  S;AOStandards, 6-1 
'8 Ibid, 4-1 
19 EDPAF Standards. 6 
20 IIA SLandards, 20. 



All four audit organizalions include plallning and evaluation in their 

professional standards. Hence, planning and evaluation is a substantive 

audit activity worthy of placement in the ideal model. 

4.  Reoortine Standard Discussion 

The product of the internal auditor's work is the formal audit report 

that provides management and the organization with recommendations, 

advice, and counsel. All four audit professional bodies give specific guidance 

on audit reporting. IIA's basic standard on "Communicating Results" was 

enhanced in 1983 with a supplemental statement.*! Together these 

standards call for reports to be "objective, clear, concise, constructive, and 

timely."22 Audit findings should be framed with consideration to the 

attributes of criteria, condition, cause, and effect. Reports should present the 

auditor's opinion and recommendation and may also include the auditee's 

views on the issues and concerns.23 

EDPAF standards concur that the auditor should state the audit work 

objectives, "the nature and extent of the audit work performed," and 

findings and conciusions along with appropriate qualifying remarks.24 GAO 

provides detailed reporting standards Tor both financial and performance 

audits conducted on governmental entities. Likewise, AICPA provides 

specific direction in the form of three general standards for reporting. These 

three standards pertain to adherence to generally accepted accounting 

Institute of Internal Auditors. Statement on Internal Auditine Standards Numher 2- 
Commt~nicatinr Results (Altamonte Springs. Florida: Institute o r  Internal Auditors, 
1053). 
22 IIA Standards. 2 1  
23 Ibid. 
24 E m  6 



principles, the consistency in application of said principles, and the adequacy 

of information presented and disclosed within financial statements.25 

Again, all four professional organizations are unanimous in suggesting 

that audit reporting is a significant step in the audit cycle. It follows that 

such criteria should he an integral part of the ideal audit statute. 

5 .  Q- 

Quality in the audit process encompasses both internal and external 

assessments of the performance of audit work. GAO's fourth general 

standard states that: 

Audit organizations conducting government audits 
should have an appropriate internal quality control 
system in place and participate in an external quality 
control review program.26 

GAO suggests that two main concerns of a quality review program 

should be insuring that ( 1  ) audit policies and procedures have been 

estabIished and are used and that (2)  appropriate audit standards have been 

adopted and are being followed.27 

IIA standard 560 mandates that "The director of internal auditing 

should establish and maintain a quality assurance program to evaluate the 
-. 
operations of the internal auditing department."28 The quality review 

should focus on conformity with the audit department's charter, IIA's 

Standards for the Professional Practice of Internal Auditing. and with other 

appropriate standards. Acccrrding to  I I A ,  the quality program should be 

achieved via supervisory, internal, and external reviews. The latter review 

25 AICPA Standards. 233-244 
2 6  GAO Standards. 3-17. 
27 Ihid 
28 I I A  Standards. 25 



"should be performed by qualified persons who are independent of the 

organization and who do not have either a real or apparent conflict of 

interest."29,.. . 

The EDPAF appears to have no specific quality assurance standard. 

AICPA urges member firms to establish internal quality control mechanisms 

in order to provide "reasonable assurance of conforming with generally 

accepted accounting standards in its audit engagernents."so 

In summary, quality review of the internal audit organization is 

deemed to be a significant practice with credibility in the standards of most 

audit professional organizations. I t  should be incorporated in the ideal 

model for an internal auditing statute. 

Table 6.1 summarizes the presence of the six significant practices 

discussed in the literature review: independence, proficiency/competence, 

scope of work, audit planning and examination, reporting, and quality 

review. 

The above discussion indicates there is overwhelming evidence that 

these six audit practices are important as illustrated in the authoritative 

pronouncements of four leading professional organizations. Based on this, it 

appears that each of these factors is appropriate for inclusion in the ideal 

model for a state government internal auditing statute. A second test of 

verification will be made in the next section with a focus on state internal 

auditing laws. 

29 lhid. 26 
30 AICPA Standards. 9. 



C. Results  of t h e  Review of Other Sta te  In t e rna l  Auditing Sta tu tes  

I .  General Discussioi~ 

This,section summarizes the comparative review of the six significant 

practices/criteria with the internal auditing statutes of seven large states. 

The states selected for analysis were California, Florida, Illinois, Michigan, 

New York, Texas, and Virginia. 

It is important to note that the absence of a specific practice in the 

state internal auditing law does not mean the category or criteria is non- 

existent. Like other laws on other subjects, many state internal auditing 

statutes are general in nature and may be supplemented by state 

administrative policies and procedures. 

2. General Standards Discussion 

The first general standard reviewed was auditor independence. Table 

6.2 illustrates that five of the seven statutes require that the chief auditor 

reports directly to either the agency head/chief executive officer or the 

governing board. Neither California nor Virginia statutes address this topic. 

The Illinois31 and Texas32 laws provide auditor consultation access to 

a broad range of parties outside the state agency including offices of the 

legislature, governor, and state auditor. These two laws also provide that the 

inlernal auditor will be free of operational duties and responsibilities that 

interfere with audit work. Thus, there is verification given to the 

importance of the independence criteria in the ideal model of an internal 

auditing statute. 

31 Illinois Statutes, Civil Administrative Code. Public Act 86-936, Fiscal Control and 
In te rna l  Auditina Act. 1989. secticln 2004 -. 

32 Texas Stalute. Vernon's Annohied Civil Statutes, art icle 6252-5d . I ~ i t e r n a l  Auditing 
Act. 1989, section 7. 



TABLE 6.2 
GENERAL STANDARD--INDEPENDENCE 

Review of State Statutes 

Free of 
State Reports To Consults With Operational 

Duties 

California Not specified Not specified Not specified 

Florida Agency Head Not specified Not specified 

Illinois Chief Executive Governing Board, Yes 
Officer Auditor, Legislative, 

Budget Bureau, Internal 
Audit Advisory Board 

Michigan Department Head Not specified Nor specified 
(Agency Head) 

New York Agency Head Not specified Not specified 

Texas Governing Board Governing Board, Yes 
Agency Administrator, 
Governor's Office, 
State Auditor's Office, 
Legislative Agencies 

Virginia Not specified No1 specified Not specified 

The second general practice proposed for ihe ideal model is auditor 

proficiency or competence. A review of the qualXications for chief internal 

auditors was thought to be a significant test for this criteria. Table 6.3 

sun~marizes the results of this comparison. 



Only three of the seven statutes specifically identify the co~nbinatian 

of education, experience, and other appropriate credentials needed. The 

Florida33 and Illinois34 laws are fairly consistent with the requirement for a 

bachelor's degree and five years experience. Both laws specify that one less 

year of experience is needed if the chief auditor is a certified internal 

TABLE 6.3 
GENERAL STANDARD-PROFICIENCY/COMPETENCE 

Review of State Statutes 

State Qualifications for Chief Internal Auditor 

California Not specified in statute or Administrative Manual: 
Bachelor's degree per Illinois Auditor General study 

Florida Bachelor's degree and five years experience; four years 
experience with MBA, MPA, master's in accounting, CIA, 
or CPA 

1 llinois Bachelor's degree and five years experience; four years 
experience with CPAICIA 

Michigan Not specified in statute or guide for Evaluating Internal 
Accounting and Administrative Control Systems; 
Bachelor's degree per Illinois Auditor General study 

-. 

New York Not specified in statute 

Texas Bachelor's degree, CIA or CPA, and three years experience 

Virginia Not specified in statute; Bachelor's degree. C I A  or CPA. 
and seven years experience per Illinois Ai~ditor General 

3 3  Florida Statutes Chapter 20.055. 1090 Supplement. Internal Audit A C L  section (3)  
34 Illinc~is Statutes. section 2002 (a)  

S 3 



auditor ( C I A )  or a certified public accountant (CPA). The Florida law would 

also permit persons with an appropriate master's degrees the opportunity to 

serve as chief auditor with only four years experience. 

The Texas statute33 is more demanding in mandating that the auditor 

possess either the CIA or CPA credential. However, the chief auditor needs 

only three years experience with a bachelor's degree. The Texas law calls for 

three years "auditing experience" bu t  does not require either public sector or 

internal auditing experience. 

The Illinois law says that the auditor will have "progressively 

responsible auditing experience."36 In contrast, the Florida law clarifies that 

the experience should be "as an internal auditor or independent post auditor, 

electronic data processing auditor, accountant, or any combination thereof. 

The experience shall at a minimum consist of audits of units of government 

or private business enterprises, operating for profit or not lor profit.. ."37 

The state laws of California, Michigan, Illinois, and Virginia do not 

contain specific qualifications needed for agency chief internal auditors. 

(Note: The Virginia statute does require that the State Internal Auditor be 

certified as a CPA or CIA38). 

., It is probable that some requirements exist in the personnel job 

classification policies of each of these states. A 1988 study conducted by the 

Ill~nois Auditor General39 indicated that California and Michigan require only 

a bachelor's degree whereas Virginia requires a bachelor's degree with seven 

35 Texas Stalutes. section 5 .  
36 IllinoisSLatules, section 2002 la) (2) 
3' Florida Statutes, section (31 (a). 
38 Virginia Statutes. Code of Virginia, Chapter 14 1 .  1985 as a~nended 1990. section 2.1- 
234.30 
39 Illinois Auditor General. Management Audit: Illinois' State Programs of Intarnal 
Auditing (Springfield, Illinois; Omce of the Auditor General, May 1988): 51. 



years experience and certification. The chief auditor qualifications for the 

state of New'York are not specified in the statute and not detailed in the 

Illinois study. 

Another point of interest is that continuing professional development 

and/or training needs of internal auditors are included in the laws of Illinois, 

Texas, and Virginia. This indicates these three states mandate continuing 

education for auditors as a necessity. 

Despite the mixed returns delineated above, there is significant value 

to formally codifying the qualification requirements of the chief internal 

auditor. This is a valid measure for inclusion in the model state internal 

auditing law. 

3. Field Work Standards Discussion 

There is considerable consistency among the states regarding the 

internal auditor's scope of work. Table 6.4 provides an overview of the 

results ol this analysis. Internal administrative and accounting controls are 

referenced in six of the seven state laws with some references to the three 

major types of audits: financial, compliance, and performance. 

Data processing or illformation systems audits are included in the 

Illinois and Texas laws and the Commonwealth of Virginia is the only state 

without reference to the types of audits to be conducted. The 

Commonwealth has an extensive Internal Audit Manual40 that may provide 

guidance on this practice. 

90 Office of the State Internal Auditor I ~ l t e r n a l  Audit Manual-Commonvealtll of 
V i r ~ i n i a  (Richmond. Virginia Office of the State In le rna l  Auditor. 1983) 

8 5  



TABLE 6.4 
FIELD WORK STANDARD--SCOPE OF WORK 

Review of State Statutes 
...- 

Audit 
State Types of Audits Conducted Standards 

California Internal accounting and 
administrative controls 

1 I A, GAO. 
and AICPA 

Florida Internal controls, financial, compliance, I I A  and GAO 
and performance audits, special audits 

Illinois Internal controls, fiscal, grants, 
electronic data processing, and 
special audits 

I1 A and GAD 

Michigan Internal accounting and administrative Appropriate 
controls, financial, efficiency, fraud and professional 
abuse and auditing 

standards 

New York Internal controls and operations Generally 
of state agencies accepted 

standards 

Texas 

.. 

Accounting, administrative, electronic IIA 
data processing, and other major 
systems and controls 

Virginia Not specified in statute I1 A 



The I I A  Standards are referenced in five of the seven state laws with 

GAO's Government Auditinn Standards listed in three states. Michigall and 

New York'do not specifically name I I A  and GAO but rather incorporate the 

use of "appropriate professional and auditing standards8'4f and "generally 

accepted standards"42 respectively. 

In  summary, this compilation verifies the desirability of including a 

scope of work provision in the ideal internal auditing statute. 

Table 6.5 illustrates that the need for audit planning is referenced 

only in the Illinois and Texas internal auditing laws. 

The Illinois law specifies that the audit program will include "A two 

year plan, identifying audits scheduled for the pending fiscal year, approved 

by the chief executive officer before the beginning of the fiscal year."43 Also 

required is an annual report from the chief auditor to the chief executive 

officer providing details on actual accomplishment versus planned activities, 

The Texas statute requires "an annual audit plan, prepared using risk 

assessment techniques, which identifies the individual audits to be 

conducted during each year.qG The law further requires plan approval by 

the governing board or designee as well as docunlentation of deviations from 

the annual plan. 

4 1  M i c h ~ g a n  Public Acts of 1986, Act No 272 section 486 (5).  
q 2  New York Stalutes, S 6442. A 8534,  chapter Y14, section 952 1937 
4 3  Illinois Stalules, sectlon 2003 la) ( 1 I 
44 Texas StaLiltes, section 4 (1 )  and 6 ( 2 )  



TABLE 6.5 
FIELD WORK STANDARD--AUDIT PLANNING & EXAMINATION 

Review of Sta te  Statutes 

State Statutory or Administrative Requirement 
- 

California Not specified 

Florida Not specified 

Illinois Two year audit plan 

Michigan Not specified 

New York Not specified 

Texas Annual audit pIan 

Virginia Not specified 

The internal auditing laws of the other five states did not include 

reference to audit planning and examination requirements. Since audit 

planning is a necessary part of the audit cycle as defined in professional 

standards, i t  is probable that this is being carried out in the other five states. 

Adoption of the I I A  Standards by several states indicates a 

commitment to practice audit planning activities. Evidence of additional 

requirements for this practice could possibly be found in the aiidit policy 

and procedure manuals and the audit charters within these states. 

Despite the limited degree to which audit planning is specified in 

statute, the author believes this is a credible component for the model 

internal auditing law. 



4. Reoortina Standard Discussion 

Four of the seven statutes contain requirements on communicating 

audit results. Table 6.6 summarizes the results of this comparative analysis. 

California45 and Michigan46 specify biennial reports on the Auditor General's 

evaluation review of internal control reports provided by state agencies. 

The Florida and Texas laws are again more explicit than the other states. 

The Texas statute requires the internal auditor to "prepare audit 

reports, which shall be reviewed by the agency administrator and the 

agency's board or commission."47 

The Florida law states that the chief auditor will submit reports to the 

agency head and the Auditor General.48 The latter statute also specifies that 

preliminary reports will be shared with auditee management who in turn 

has 20 days to respond to adverse findings. The law also directs the Auditor 

General to "give appropriate consideration to internal audit reports and the 

resolution of findings therein.''''g 

Audit reporting is another key event in the audit cycle and based on 

the above findings should be included in the ideal model. 

4.5 California Government Code, section 13405. Financial Integrity and Slate Managers 
Accollntabiljty Act, 1982. 
46 Michigan Statute. section 455 .  
q 7  Texas SLatules, section 6 ( 4 )  
'~1oridaStatutrs. section 20.055 ( 7 )  
49 Ibid. 



TABLE 6.6 
REPORTING STANDARD--FORMAT AND DISTRIBUTION 

... Review of S l a t e  Sta tu t e s  

State Statutory or Administrative Requirement 

California Biennial reports on internal control reviews; 
Not specified for other internal audit reports 

~~~~~ ~~ ~~ -- ~~~ - ~~~ ~~~ ~~ ~~ 

Florida Prepare audit reports of findings; contain statement that 
audit conducted in line with appropriate standards; 
coordinate draft report with auditee; distribute final 
reports to Agency Head and Auditor General 

Illinois Not specified in statute 

Michigan Biennial reports on internal control reviews; 
Not specified on other internal audit reports 

New York Not specified in statute 

Texas Distribution to Agency Head and Governing Board 

Virginia Not specified in statute 

.. 

5 .  Ouality Standard Discussion 

Quality in the audit process is highlighted in three of the seven 

statutes (Florida, Texas, and Virginia) as summarized on Table 6.7. A t  least 

two other states (Illinois and Michigan) have conducted external quality 

reviews of internal audit functions despite the absence of such a 

requirement in the statute. 



TABLE 6.7 
: QUALITY STANDARD--EXTERNAL REVIEW 
... Review of Sta te  S t a tu t e s  

State Statutory or Administrative Requirement 

California Not specified in statute or Administrative Manual 

Florida Auditor General required to review sample of each 
agency's reports at least once every three years 

~p - - -~ - ~ -~ ~ ~ ~ 

Illinois Not addressed in statute; Legislative Audit Commission 
resolution required Auditor General to conduct 
management audit of state internal audit programs 

Michigan Not addressed in statute; Auditor General required to 
evaluate and report on comprehensive internal 
accounting and administrative controls by principal state 
departments (includes internal audit component) 

New York Not specified in statute 

Texas Agencies required to conduct quality assurance reviews 
in line with I I A  Standards including periodic external 
peer reviews 

Virginia Department of the State Internal Auditor conducts 
-, quality assurance review of agency internal audit 

functions every three years 

The Florida law requires the legislative auditor to review a sample of 

each agency internal audit operation's work every three years.50 Virginia 

requires the Office of the State Internal Auditor to perform similar tests.51 

- 

50 Ibid 
51 Virginia Statutes. section 2.1-234 32 



Texas requires corupliance with the J J A  Standards requirement for external 

reviews every three years but does not specify who will conduct the test or 

how it wil1,be accomplished.52 

The Illinois Legislative Audit Commission required the Auditor 

General's Office to conduct a management audit (including a quality 

assurance component) of the state's internal audit programs. The Auditor 

General's May 1988 report53 resulted in statutory changes to enhance the 

practice of internal auditing in Illinois state government. The report 

criticized internal audit operations in areas such as compliance with the 

statute and professional standards, continuing professional education, and 

chief auditor qualifications. 

A similar report was completed in Texas54 at the request of the 

Legislative Audit Committee in 1988 and was followed a year Iater by that 

state's first internal auditing statute. The same year a task force 

commissioned by the Texas Speaker of the House of Representatives 

recommended following the Virginia model for coordinating internal audit 

activities including quality assurance reviews.55 A follow-up report on 

internal auditing by the Texas State Auditor's Office56 indicated that 

problems existed in auditor independence, audit follow-up, scope of work, 

52 Texas Statutes, section 6 (5). 
53 Illinois Auditor General, hlananement Audit Illinois' State Pronrams of Internal 
Auditing. This report resulted passage of the Fiscal Control and Internal Auditing Act 
of 1989. 
54 Texas State Auditor's Office, Statewide Reoot t  on Internal Auditing: A Retrort to the 
Legislative Audit Committee (Austin. Texas: State Auditor's Office. May 1988). 
55 Texasspeaker's Advisory Task Force on Internal Auditing. Recommendations for 
Imnrovsment of I~lternal  Audit in State Goverll~nrll~: A Re~lort Lo the Sneaker a f t l ~ e  
Hor~se of Reoresenlatives. letter reporl, August 30. 1988. 
56 Texas State Auditar's Office. Statewide Review of Internal Auditing (Austin, Texas: 
State Auditor's Office. February 1991 ). 



standards compliance, automated systems audit coverage, and external peer 

reviews. 

In Michigan, the Auditor Gelleral reported in 1988 on agency 

compliance with the state's Internal Control Act.57 Among the audit areas 

criticized were standards compliance, organizational status and 

independence, scope of audit coverage, education and experience 

qualifications, EDP audit capabilities, and the size of audit staffs. 

From the above discussion it is evident that external reviews of 

internal audit work are necessary. Compliance with relatively new or 

revised state laws is a problem in itself. A further issue is adherence to the 

professional standards of IIA and other authoritative bodies. Hence a 

quality review criteria should be included as an  essential element in the 

model internal auditing statute. 

D. Development of the Ideal Model for an Internal Auditing 

Statute 

This section will combine the results of the comparative analyses 

conducted in sections B, and C, above. The ideal model for an internal 

auditing statute is based on what has been learned by looking in depth at 

the professional standards of the AICPA, the EDPAF, the GAO, and the IIA. 

Additionally, the internal auditing laws currently in effect in the states of 

California, Florida, Illinois, Michigan, New York, Texas, and Virginia were 

relevant and useful in developing this model. 

57 Michigan Auditor General, Audit Renort--Deoartments' Renorts on Internal 
Accounlin~ and Administrative Control Svslerns. Evalnation o f  Co~apliance (Lansing, 
Michigan Office of the Auditor General. March 1988). 



Table 6.8 lists the six practices/criteria of independence, professional 

proficiency/competence, scope of work, audit planning and examination, 

audit repor.ting, and quality review. Significant evidence was found to 

support each of these practices being incIuded in the ideal model for an 

internal auditing statute. 

TABLE 6.8 
IDEAL MODEL PRACTICES/CRITERI A 

Ideal Professional Ideal Ideal 
Organizations State Statutes Model 

General Standard-- 
Independence Yes Yes Yes 

-- - 

General Standard-- 
Proficiency/Competence Yes Yes Yes 

Field Work Standard-- 
Scope of Work Yes Yes Yes 

Field Work Standard-- 
Planning Yes Yes Yes 

Reporting Standard-- 
Format and 
Distribution Yes Yes Yes 

Quality Standard- 
External Review Yes Yes Yes 

E. Comparative Analysis of t h e  Texas S t a tu t e  with the Model 

Statute 

The final test involves a coniparative analysis of the current Texas 

internal auditing law with the model statute. The review detailed in Table 



6.9 indicates that all six factors in the ideal model are also present in the 

Texas law. However, there are elements of three factors deemed significant 

that are @t included in the Texas statute. 

The table provides the above comparison and indicates that in the 

areas of proficiency/competence, scope of work, and external review 

additional modifications could strengthen the Texas law. The specific 

recommendations will be included in Chapter V I I  of this report. 

TABLE 6.9 
FINAL ANALYSIS 

Practice/Criteria Ideal Model Current Texas Statute 

General Standard-- Yes Yes--No modification necessary. 
Independence 

General Standard- Yes 'Yes--Recommend modifications. 
Proficiency/Competence 

Field Work Standard-- Yes *Yes--Recommend modifications. 
Scope of Work 

Field Work Standard-- Yes Yes--No modification necessary. 
Planning & Examination 

Reporting Standard-- Yes Yes--No modification necessary. 
Format and Distribution 

Quality Standard-- Yes 'Yes--Recommend modifications. 
External Review 

Indicates the 1989 Texas internal auditing statute includes the basic 
practice/criteria hut  some changes are needed to improve the Ianr. 



F. Summary 

Chapter V I  has provided a comparative analysis of the standards of 

four professional organizations and seven state internal auditing laws in 

developing the ideal model for a state internal auditing statute. The Texas 

law has been compared to the model statute and all six practices/criteria 

have been met. 

The concluding chapter of the report will summarize research project 

activities and provide specific recommendations for the refinement of the 

Texas internal auditing statute. 



Chapter VII-Summary and  Conclusions 

A. ~ e s t a t e m e n t  ,..~ of the  Research Question 

The research question for this applied research project is once again brought 

into focus: What are the components of an ideal internal auditing statute for 

Texas state government? The implied hypothesis developed in the literature 

review suggested that six significant audit practices should be covered in the 

statute. These practices or criteria are independence, professional 

proficiency/competence, scope of work, audit planning and examination, 

reporting, and quality review. 

B. Summary  of Methodology a n d  Findings 

This descriptive research project used document analysis, 

correspondence, and personal and telephone interviews to address the 

research question. The variables developed in the hypothesis were 

reviewed relative to the standards of four professional audit organizations 

and seven state internal auditing laws. 

Through this comparative analysis, the six audit practices were 

verified .. as being essential elements for the ideal model for an internal 

auditing statute. The current Texas law was then evaluated using this 

model. 

C. Answer t o  the Research Question 

Based on the review of professional standards and state laws, there 

are six components in an ideal internal auditing statute for Texas state 

government. These are the hypothesized variables discussed in detail in 

Chapters 111 and V I .  



Independence is i~llportant to insure objectivity and high level 

management support for overall audit activities. Professional proficiency 

and competence are needed to provide credibility for audit findings and 

recommendations. A broad range of financial, compliance, and performance 

audits should be articulated in the scope of work provision of the law. 

Audit planning and examination requirements should be established 

including the use of risk assessment techniques. Specifications are also 

needed on audit reporting methods, format, and distribution. Finally, the 

law should discuss external quality reviews of the internal audit function. 

D. Study Implications for Texas State Government 

The prilnary implications of this study are to add to the base of 

knowledge in the emerging area of state government internal auditing laws 

and more specifically to suggest some areas for statutory revision. 

The results of this project verify that the Texas law is one of the best 

of the few internal auditing statutes that do exist. The Texas, Florida, 

Illinois, and Virginia laws each provide significant coverage and attention to 

an area that has often been neglected or underestimated in the public sector 

arena. 

The study also shows that with some modifications, the Texas statute 

can be improved. The author believes the needed revisions would further 

strengthen accountability and professional audit practice in Texas state 

government. 



E. Proposed Revision t o  t h e  Texas In t e rna l  Auditing Sta tu te  

Based on the research conducted, statutory modifications are 

recommended in three of the six audit practice areas analyzed: professional 

proficiency/competence, scope of work, and external quality review. 

1. Professional Proficiencs/Com~etence Recommendation 

The professional proficiency requirements are overly restrictive in 

mandating credentials as a certified internal auditor or certified public 

accountant without alternative means of qualification. At the same time, the 

three years auditing required is too little experience for a chief internal 

auditor in a Texas state agency today. This study recommends that 

consideration be given to changing the Texas law on auditor qualifications as 

follows: 

o Amend section 5 to require a bachelor's degree and 

four years public sector internal auditing experience for 

the chief internal auditor. The law should also specify that 

chief auditors with credentials as a certified internal auditor, 

certified public accountant, master of business administration, 

or master of public administration need only four years 

.. experience. 

e Further, revise section 5 of the law to encourage (but not 

require) all state agency internal auditors to seek professional 

certification. In addition to the certifications above, the law 

should recognize the value and importance of the certified 

information systems auditor and certified fraud exanliner 

credentials. 



2. Sco~e of Work Recommendation 

The scope of work section of the current law requires the internal 

audit progcam to include a wide range of accounting, adil~inistrative, data 

processing, and other major systems audits. There is no discussion in the 

statute regarding the types of audits to be conducted. 

A second issues needs to be considered relative to the scope of work 

provision. Although the statute properly makes reference to the standards 

of The Institute of Internal Auditors, it does not require auditor compliance 

with generally accepted government auditing standards, i, e, the standards 

promulgated by the United States General Accounting Office. This study 

recommends the law be altered as follows: 

Amend section 4 to require that each agency shall consider 

conducting the f u l l  range of financial, compliance, and 

performance audits as part of the annual audit plan 

development. 

0 Amend section 8 to require the conformance of internal audit 

departments to the Government audit in^ Standards published 

by the United States General Accounting Office. 

3. Oualitv Review Recommendatiol~ 

Section 6 ( 5 )  of the law requires agency audit functions to conduct 

internal quality assurance reviews and submit to external peer reviews in 

line with professional standards. However, the statute does not define how 

the latter will be accomplished. Several states have utilized the services of 

the legislative auditor to accomplish the comprehensive external review. 

The Comn~onwealth of Virginia has a unique approach whereby peer 

reviews are conducted by the Office of the State Internal Auditor. A similar 

approach was recommended for Texas in separate reports by the State 



Auditor's Office and a task force recommended appointed by the Speaker of 

the House of Representatives. 

This study recomnlends that the law be changed as follows: 

a Create an Office of the State Internal Auditor modeled after 

the excellent Commonwealth of Virginia model. The function 

couId he created either as a division of the State Auditor's Office 

or as a separate state entity. The Office of the State Internal 

Auditor would be charged with a broad range of coordination 

duties among the state internal auditing community. Among 

the major responsibilities would be periodic external quality 

assurance reviews as required by professional auditing 

standards. 

e As an alternate to the above, revise section 6 of the current 

law to specify responsibilities for the State Auditor's Office to 

conduct external peer reviews of internal audit functions. (The 

Governor's Office and the State Agency Internal Audit Forum 

are two other alternative sources for providing the external 

review capability.) 

F. Discussion of Study Limitat ions 

There were several limitations experienced in conducting this applied 

research project. The nature of descriptive research and the document 

analysis methodology has some inherent difficulties. 

A review and analysis of current statutory requirements in no way 

assures the researcher of the actuaI conditions that might be found in the 

seven states. In fact, studies conducted by boll] the Illinois and Michigan 

Auditor General's Offices reveal numerous cases of statutory non-compliance 



by internal audit groups. A February 1991 report by the Texas State 

Auditor's Office also expresses misgivings about state agency conformity 

with the 1a.w. 

Another major constraint is that most precious commodity of time. I t  

is logical that as the project progresses, the researcher becomes more 

knowledgeable, comfortable, and competent with the subject matter. There 

is never enough time to follow all promising leads, explore alternative 

approaches and methodologies, write a few more letters, and make some 

additional telephone calls. To a certain extent, there is a feeling that just as 

the grasp of the research topic becolxes stronger and more secure, ti111e 

constraints draw the project to a close. 

G. Suggestions for Further Research 

After colnpleting a project of this nature, it is inevitable that the 

researcher has some thoughts on other useful approaches to studying the 

subject. The value and significance of this descriptive study could probably 

be enhanced in several respects. Two major refinements that would be 

helpful are the use of a questionnaire survey and the expanded use or 

personal interview techniques. 

A questionnaire survey of practitioners in Texas and the other six 

states would further clarify the degree to which current audit practices 

comply with state statutes. Additionally, the researcher could learn more 

about the existence and use of supplementary policies and instrilctions 

(other than the statute) that govern internal audit operations. This 

information would probably result in a more comprehensive review of the 

variables covered in the analysis and results chapter. For example, much of 

the significant audit practices and criteria in the Commonwealth of Virginia 



can be found in agency audit charters and manuals rather than in state 

statutes. 

Exp'anded use of the personal interview technique could have 

garnered more in-depth background on the background developments and 

history leading to the statutory initiation and revision in Texas and other 

states. In-depth interviews of the State Auditor, a representative of the 

Governor's Office, and selected state agency audit directors could unearth 

significant opinions and recommendations regarding the current law. 

The Texas audit practitioner's view of the adequacy of the current 

statute would be both interesting and informative. There are indications 

there are diverse opinions among the 14 internal audit directors who 

comprise the Texas State Agency Internal Audit Forum. In addition, the 

views of a sample of state agency executive directors and board members 

would lend yet another interesting perspective and dimension to the study. 

In an  effort to stimulate further interest on this topic, copies of the 

completed applied research project will be provided to major parties of 

assistance during the project. Consideration may also be given to the 

preparation of an article based on the research for publication in a 

practitioner journal. 

H. Project Postscript  

In selecting my applied research topic, one objective was to 

potentially impact public policy in an area of interest. The findings and 

recommendations of this study have been shared with the offices of two 

State Senators who have offered bills in the 72nd Texas Legislature 

which would amend the Internal Auditing Act of 1989 (see Appendices N 

through R). An amendment to one of these bills was developed by Sunset 



Advisory Commission staff in consultation with the author of this research 

project. 

The Senate Committees on Economic Development held a hearing in 

early April to debate the issue and a committee of the Texas House of 

Representatives is expected to do the same. The final chapter is not yet 

written but  the product of this applied research project has already been 

used as input to an important and ongoing public policy debate. 
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APPENDIX A 
INSTITUTE OF INTERNAL AUDITORS 

Summary  of t h e  General  and Specific S tandards  
for the Professional Practice of i n t e rna l  Auditing 

100-INDEPENDENCE--Internal auditors should be independent of the 
activities they audit. 

110-Organizational Status--The organizational status of the internal auditing 
department shoutd be sufficient to permit the accomplishment of its audit 
responsibilities. 

120-Objectivity--Internal auditors should be objective in performing audits. 

200-PROFESSIONAL PROFICIENCY--Internal audits should be performed with 
proficiency and due professional care. 

The Internal Auditing Department 

210-Staffing--The internal auditing department should provide assurance 
that the technical proficiency and educational background of internal 
auditors are appropriate for the audits to be performed. 

220-Knowledge, Skills, and Disciplines--The internal auditing department 
should possess or should obtain the knowledge, skills, and disciplines needed 
to carry out its audit responsibilities. 

230-Supervision--The internal auditing department should provide 
assurance that internal audits are properly supervised. .. 

The Internal Auditor 

240-Compliance with Standards of Conduct--Internal auditors should comply 
with professional standards of conduct. 

250-Knowledge, Skills, and Disciplines--Internal auditors should possess the 
knowledge, skills, and disciplines essential to the performance of internal 
audits. 

260-Human Relations and Communications--Internal auditors should be 
skilled in dealing with people and in communicating effectively. 



270-Continuing Education--Internal auditors should maintain their technical 
competence through continuing education. 

280-Due Professional Care--1niernal auditors should exercise due 
professional care in performing internal audits. 

300-SCOPE OF WORK--The scope of the internal audit should encompass the 
examination and evaluation of the adequacy and effectiveness of the 
organization's system of internal control and the quality of performance in 
carrying out assigned responsibilities. 

3 10-Reliability and Integrity of Information--Internal auditors should 
review the reliability and integrity of financial and operating information 
and the means used to identify, measure, classify, and report such 
infor mation. 

320-Compliance with Policies, Plans. Procedures, Laws, and Regulations-- 
Internal auditors should 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 should 
determine whether the organization is in compliance. 

330-Safeguarding of Assets--Internal auditors should review the means of 
safeguarding assets and, as appropriate, verify the existence of such assets. 

340-Economical.and Kficient Use of Resources--Internal auditors should 
appraise the economy and efficiency with which resources are employed. 

350-Accomplishment of Established Objectives and Goals for Operations or 
Programs--Internal auditors should review operations or programs to 
@certain whether results are consistent with established objectives and 
goals and whether the operations or programs are being carried out as 
planned. 

400-PERFORMANCE OF AUDIT WORK--Audit work should include planning 
the audit, examining and evaluating information, communicating results, and 
following up. 

410-Planning the Audit--Internal auditors should plan each audit. 

420-Examining and Evaluating Information--Internal auditors should collect, 
analyze, interpret, and document information to support audit results. 



430-Communicating Results--Internal auditors should report the results of 
their audit work. 

440-Following Up--Internal auditors should follow u p  to ascertain that 
appropriaie action is taken on reported audit findings. 

500-MANAGEMENT OF THE INTERNAL AUDITING DEPARTMENT--The 
director of internal auditing should properly manage the internal auditing 
department. 

5 10-Purpose, Authority, and Responsibility--The director of internaI 
auditing shouId have a statement of purpose, authority, and responsibility 
for the internal auditing department. 

520-Planning--The director of internal auditing should establish plans to 
carry out the responsibilities of the internal auditing department. 

530-Policies and Procedures--The director of internal auditing should 
provide written policies and procedures to guide the audit staff. 

540-Personnel Management and Development--The director of internaI 
auditing should establish a program for selecting and developing the human 
resources of the internal auditing department. 

550-External Auditors--The director of internal auditing should coordinate 
internal and external audit efforts. 

560-Quality Assurance--The director of internal auditing should establish 
and maintain a quality assurance program to evaluate the operations of the 
internal auditing department. 



APPENDIX B 
GENERAL ACCOUNTING OFFICE 

Generally Accepted Government Auditing Standards  

General standards 

1. Qualifications--The staff assigned to conduct the audit should collectively 
possess adequate professional proficiency for the tasks required. 

2, Independence--In all matters relating to the audit work, the audit 
organization and the individual auditors, whether government or public, 
should be free from personal and external impairments to independence, 
should be organizationally independent, and should maintain an independent 
attitude and appearance. 

3. Due Professional Care--Due professional care shouId be used in conducting 
the audit and in preparing related reports. 

4. Quality Control--Audit organizations conducting government audits 
should have an appropriate internal quality control system in place and 
participate in an external quality control review program. 

Field Work Standards--Financial Audits 

1. Planning--Planning should include consideration of the audit 
requirements of all levels of government. 

2. Legal and Regulatory Requirements--A test should be made of compliance 
with applicable laws and regulations. 

3. Evidence--A record of the auditors'work should be retained in the form 
of working papers. 

4. Internal Controi--A sufficient understanding of the internal control 
structure is to be obtained to plan the audit and to determine the nature, 
timing, and extent of tests to be performed. 



Reporting Standards--Financial Audits 

1. Statement on Auditing Standards--A statement should be included in the 
auditor's report that the audit was made in actordance with generally 
accepted government auditing standards. 

2. Report on Compliance--The auditors should prepare a written report on 
their tests on compliance with applicable laws and regulations. 

3. Report on Internal Controls--The auditors should prepare a written report 
on their understanding of the entity's internal control structure and the 
assessment of control risk made as a part of a financial statement audit, or a 
financial related audit. 

4. Reporting on Financial Related Audits--Written audit reports are to be 
prepared giving the results of each financial related audit. 

5. Privileged and Confidential Information--If certain information is 
prohibited from general disclosure, the report should state the nature of the 
information omitted and the requirement that makes the omission 
necessary. 

6. Report Distribution--Written audit reports are to be submitted by the 
audit organization to the appropriate officials of the organization audited and 
to the appropriate officialsof the organizations requiring or arranging for the 
audits, including external funding organizations, unless legal restrictions, 
ethical considerations, or other arrangements prevent it. 

Field Work Standards--Performance Audits 

1. Planning--Work is to be adequately planned. 

2. Supervision-Staff are to be properly supervised. 

3. Legal and Regulatory Requirements--An assessment is to be made of 
compliance with applicable requirements of laws and regulations when 
necessary to satisfy the audit objectives. 

4. Internal Control--An assessment should be made of applicable internal 
controls when necessary to satisfy the audit objectives. 



5. Evidence--Sufficient, competent, and relevant evidence is to be obtained 
to afford a reasonable basis lor the auditors' judgments and conclusions 
regarding the organization, program, activity, or function under audit. 

Reporting Standards--Performance Audits 

1. Form--Written audit reports are to be prepared communicating the 
results of each governmental audit. 

2.  Timeliness--Reports are to be issued promptly so as to make the 
information available for timely use by management and legislative officials, 
and by other interested parties. 

3. Report Contents--The report should include a statement of the audit 
objectives and a description of the audit scope and methodology. 

4. Report Presentation--The report should be complete, accurate, objective, 
and convincing, and be as clear and concise as the subject matter permits. 

5. Report Distribution--Written audit reports are to be submitted by the 
audit organization to the appropriate officials of the organization audited, 
and to the appropriate officials of the organizations requiring or arranging 
for the audits, including external funding organizations, unless legal 
restrictions, ethical considerations, or other arrangements prevent it. 



APPENDIX C 
AMERICAN INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS 

Generally Accepted Auditing Standards 

GENERAL STANDARDS 

1. The audit is to be performed by a person or persons having adequate 
technical training and proficiency as an auditor. 

2. In all matters relating to the assignment, an independence in mental 
attitude is to be maintained by the auditor or auditors. 

3. Due professional care is to be exercised in the performance of the audit 
and the preparation of the report. 

STANDARDS OF FIELD WORK 

1. The work is to be adequately planned and assistants, if any, are to be 
properly supervised. 

2. A sufficient understanding of the internal control structure is to be 
obtained to plan the audit and to determine the nature, timing, and extent of 
tests to be performed. 

3. Sufficient, competent, evidentiai matter is to be obtained through 
inspection, observation, inquiries, and confirmations to afford a reasonable 
basis for an opinion regarding the financial statements under audit. 

STANDARDS OF REPORTING 

1'. The report shall state whether the financial statements are presented in 
accordance with generally accepted accounting principles. 

2. The report shall identify those circumstances in which such principles 
have not been consistently observed in the current period in relation to the 
preceding period. 

3. Informative disclosures in the financial statements are to be regarded as 
reasonably adequate unless otherwise stated in the report. 

4. The report shall either contain an expression of opinion regarding the 
financial statements, taken as a whole, or an assertion to the effect that an 
opinion cannot be expressed. 



APPENDIX D 
ELECTRONIC DATA PROCESSING AUDITORS FOUNDATION 

General  S tandards  f o r  Infor mation Sys tems  Auditing 

General Standard No. 1: Attitude and Appearance - In all matters related to 
auditing, the  information systems auditor is to be independent of the auditee 
in attitude and appearance. 

General Standard No. 2: Organizational Relationship - The infor mation 
systems audit function is to be sufficiently independent of the area being 
audited to permit objective completion of the audit. 

General Standard No. 3- Code of Professional Ethics - The information 
systems auditor is to adhere to the Code of Professional Ethics of the EDP 
Auditors Foundation. 

Technical Competence 

General Standard No. 4: Skills and Knowledge - The information systems 
auditor is top be technically competent, possessing the skifls and knowledge 
necessary in the performance of the auditor's work. 

General Standard No. 5: Continuing Professional Education - The information 
systems auditor is to maintain technical competence through appropriate 
continuing education. 

Performance of Work 

General Standard No. 6:  Planning and Supervision - Infor malion systems 
audits are to  be planned and supervised to provide assurance that audit 
objectives are achieved and compliance with these standards is met. 

General Standard No. 7: Evidence Requirement - During the course of the 
audit, the information systems auditor is to obtain evidence of a nature and 
sufficiency to support findings and conclusions reported. 

General Standard No. 8: Due Professional Care - Due professional care is to be 
exercised in all aspects of the information system auditor's work, including 
observance of applicable auditing standards. 



Reporting 

General Standard No. 9: Reporting of Audit Coverage - In preparing reports, 
the information systems auditor is to state the objectives of the audit, the 
period of coverage, and the nature and extent of the audit work performed. 

General Standard No. 10: Reporting and Findings and Conclusions - In 
preparing reports, the information systems auditor is to state findings and 
conclusions concerning the work performed, and any reservations or 
qualifications that the auditor has with respect to the audit. 



APPENDIX E 
TEXAS INTERNAL AUDITING ACT (1989) 

PUBLIC OFFICES, ETC. 
Title llOA 

Art. 6262-5d. Internal Auditing Act 1 
Short title 

Sec. 1. This Act may be cited a s  the Texas Internal Auditing Act. 

Purpose 
Sec. 2. The purpose of this Act is to establish guidelines for a program of internal 

auditing to assist agency administrators by furnishing independent analyses, appraisals., : 

and recommendations concerning the adequacy and effectiveness of an agency's systems ( 
of internal control policies and procedures, and the quality of performance in carrying out ' 
assigned responsibilities. 

Deflniilona 
Sec. 3. In this Act: 
(1) "Agency" includes every state agency, department. board, bureau, institution, or 

commission that  meets one or more of the following criteria: 
I 
i 

(A) has an operating budget exceeding $10 million annually; 
(B) has a staff of more than 300 employees; 
(C) receives and processes cash items in excess of $10 million annually. 
(2) "Agency administrator" means the executive head of an agency. 
(3) "Audit8' means a financial audit, a compliance audit, an economy efficiency audit, an i  

effectiveness audit, or an investigation a s  defined by Sections 321.0131-321.0136, Govern. 
ment Code. 

Program of Internal audlting .-+ 

Sec. 4. Each agency shall establish a full-time program of internal auditing whicc 
shall include: ? A  

(1) an annual audit plaa, prepared using risk assessment techniques, which identifies 
.. the individual audits to be conducted during each year; 

(2) audits of the department's accounting systems and cantrols, administrative systems 
and controls, electronic data processing systems and controls, and other major systems 
and controls, s o  a s  to ensure that all the major systems and controls are reviewed on a 
periodic basis. 

Appointment of Internal audit staff 
Sec. 5. The governing board of an agency or its designee, or the administrator of an 

agency without a governing board, shall appoint an internal auditor, who shall be either a 
certified public accountant or a certified internal auditor and who shall have a t  least three 
years of auditing experience. The agency shall employ such additional professional and 
support staff a s  the agency administrator determines are necessary to implement an 
effective program of internal auditing. 



PUBLIC OFFICES. ETC. 
ntle 110.4 .. 

Art. 6252-633 

Duties of internal auditor 
See. 6. The internal auditor shall: 
(1) report directly to the agency's governing board or commission with access to the 

agency administrator; 
(2) develop an  annual audit plan, which shall be approved by the governing board of the 

agency or its designee, or  by the administrator of an agency without a governing board; 
(3) conduct audits a s  specified in the audit plan with documented deviations; 
(4) prepare audit reports, which shall be reviewed by the agency administrator and the 

agency's ~overn inp  board or  commission: - 
(5, conduct quality assurance reviews in accordance with professional standards and 

periodically take part in a comprehensive external peer review, and 
(6) be free of all operational and management iesponsibilities that would impair the 

ability to make independent reviews of all aspects of the agency's operations. 

Consultalions by internal auditor 
Sec. 7. An internal auditor may consult with the agency's governing board or commis. 

sion, the governor's office, the state auditor, and other legislative agencies or committees 
concerning matters affecting duties or  responsibilities under this Act. 

Internal audit standards 
Sec. 8. The internal audit program shall conform to the Standards for the Professional 

Practice of Internal Auditing, the Certified Internal Auditor Code of hofessional Ethics, I 
and the Statement of Responsibilities of lnternal Auditing, as promulgated and periodical. 
ly revised by the Institute of lnternal Auditors. 

Professlonnl development 
See. 9. The state auditor shall make available and coordinate a program of training 

and technical assistance to ensure that agency internal auditors have access to current 
information concerning internal audit techniques, policies, and procedures and to provide 
general technical and audit assistance to agency internal auditors upon request. The 
state auditor shall be entitled to receive reimbursement for costs associated with provid- 
ing such services under the terms of interagency cooperation contracts negotiated 
between the state auditor and each agency. Such costs shall not exceed those allowed by 
the General Appropriations Act. 

Severability clause 
Sec. 10. If any provision of this Act or  its application to any person or circumstance is 

held invalid, the invalidity does not affect other provisions or applications of this Act that 

can be given effect without the invnlid provision or application, and to this end the 
provisions of this Act are declared to be severable. 
Acts 1989, 7131 Leg., ch. 787, eft. Sept. 1, 1989. 

ktiatorlcsl and Stalutory Notes agencies and instilulions. Ac t s  1989, 71sl Leg., 

Tltle of Act: ch. 781. 

An Act relating to the establishment of a 
program of internal auditing by certain state 



APPENDIX F 
SENATE BILL 75.72ND TEXAS LEGISLATURE 

Proposing to Amend the Texas Internal Auditing Act 

01/22/91 
By Barrientos 

Filed 

A BILL TO BE ENTITLED 

AN ACT 

relating to the continuation, composition, and functions OF the 

Texas State Board of Public Accountancy; creating a scholarship 

program for certain accounting students to be administered by the 

Texas Higher Education Coordinating Board; relating to the 

requirements Eor a certified public accountant or certified 

internal auditor to serve as an internal auditor For a state 

agency; providing a penalty. 

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF TEXAS: 

SECTION 20. Section 5 ,  Chapter 787, Acts of the 71st 

Legislature, Regular Session, 1989 (Artlcle 6252-5d, Vernon's Texas 

Civil Statutes), is amended to read as Eollows: 

See. 5 .  APPOINTMENT OF INTERNAL AUDIT STAFF. (a) Except as 

provided by Subsection (b) of this section, the Ishe] governing 

board of an agency or its designee, or the administrator of an .. 
agency without a governing board, shall appoint an internal 

auditor, who shall be either a certlfled public accountant or a 
certified internal auditor and who shall have at least three years 

oE auditing experience. The agency shall employ such additional 

professional and support staff as the agency administrator 

determines are necessary to implement an effective program of 

internal auditing 

(b) An individual employed by an agency asan internal 

auditor on September 1 ,  1991, shall be exempt from the requirements 

of Subsection (a) of this section. 



An~cr~dmcrlt No. BY: 

Ktnend S.B. 75, or1 the Texas State Board of  Rtblic Accoonlmcy, as follows: 
I 

1. On Page 34, line 23 through Pnge 35, L i e  8, dclcke Section 5 md substitute the 
following; 

Sec. 5 APPOINTMENT OF M7ERNAL AUDIT STAFF, The governing board of an 

agency or its designee, or the administrator of an agency without a governing board, shall appoinl I 
;tn internal a u d i t o r s . s t i i ~ c h 8 ~ ~ ; e ~ i ~ ~  ~ m ~ k t t l d t o f  I 

& who shall have at least 5 s  ikwe yeus of internal auditing experience. Cenitication as_ji 

public accountant. ingn~al auditor or-&relevant certifigtion or possession oLa  relevant 

advanced dee;rw can substitutefor two vears of &h_rgguired internal-auditing exprience. The 

agency shall employ such additional professional artd suppon st& as the agency administrator : 

detelmincs are necessary to implement an effectivz program of internal audiring. 

2. On Page 35, between lines 8 and 9,  insert the following and renunlbr the following 
SECTIONS of the bill: 

-. 
SECTION 21. Section 8, Chapter 787, Acts of the 7Ist Legislature, Regulnr Session. 

1989 (Anicle 6252-5d, Vernon's Texas Civil Statutes), is arner~ded to read follows: 
I 

Sec. 8. INTERNAI, AIJDIT STANDARDS. The inlen~al audit program shall confonn: 

to the. Standards for  the Professional Practice of Internal Auditing, generally acce~jtcd 

&avc~nnlental a u d i t i l  ~ t a n d g & ? ~  h e  Czrtiiied Internal Auditor Code of Professio~lal Ethics, and 

the Statcmnt of Respa~lsibilities of Interrial Auditing, a; promulgated and periodically revised 

by (lie hslitute of Internal Auditors. 



APPENDIX G 
MODEL INTERNAL AUDITING STATUTE 

The Institute of Internal Auditors, Inc. (1985) 

DIGEST 

1. Existing Law: 

Except where audits are performed upon Federal Grant programs 
under the Single Audit Act of 1984, existing law does not 
specify the standards that the state and local governments must 
follow during the conduct of an audit. 

2. Adoption of Standards: 

This bill would require all public agency auditors to utilize as 
standards of internal auditing the IrStandards for the 
Professional Practice of Internal Auditing", as published by The 
Institute of Internal Auditors, Inc., in its seventh printing, 
dated February 1984, and subsequent authoritative pronouncements 
on Internal Auditing Standards and Statements on Internal 
Auditing published by The Institute of Internal Auditors, Inc. 
("Standards") .* 

3. Audit Reports: 

All audit reports would be required to include a statement as to 
whether the audit was conducted pursuant to the "Standardsll.* 

4. Recommendation to Establish an Internal Audit Function: 

This bill would recommend that all state and local governments 
with $ or more annual spending to consider 
establishing an ongoing internal audit function. .. 

This bill would require the [Director of Finance] [Controller] 
[Auditor General] to conduct an annual review in conjunction 
with the annual audit of state or local government financial 
statements, or when otherwise directed by the [legislative audit 
committee], of all state or local government auditing functions, 
for variance from the general practice. 

Further, it would require the [Director of Finance] [Controller] 
[Auditor General] to submit reports to the Legislature and 
appropriate entities regarding significant variances from the 
general practice. 



DIGEST (continued) 

6. Waiver from Compliance: 

This bill'.would also give local governments the option to comply 
with the standards, as indicated, and would authorize the 
[legislative audit committee] to grant waivers to any local 
government from compliance with the standards. 

[SECTION 1.1 The [Director of Finance] [Controller] [Auditor 
General], and respective staffs thereof, all state and local 
governments that have their own internal auditors, or that have 
internal audits conducted under contract, or that conduct internal 
audit activities, shall utilize as standards of internal auditing 
the publication entitled "Standards for the Professional Practice of 
Internal Auditing", as published by The Institute of Internal 
Auditors, Inc. in its seventh printing, dated February 1984, and 
subsequent authoritative pronouncements on Internal Auditing 
Standards and Statements on Internal Auditing Standards published by 
The Institute of Internal Auditors, Inc. ("StandardsM).* 

[SECTION 2.1 All audit reports issued by internal auditors 
enumerated in SECTION 1. must include a statement as to whether the 
audit was conducted pursuant to the I1Standards1'.* . 

[SECTION 3 . 1  All state and local entities with an aggregate 
spending of million dollars ( $  ) or more annually 
shall ~ o n s i d x t a b l i s h i n ~  an ongoing internal audit function. 

[SECTION 4.1 The [Director of Finance] [Controller] [Auditor 
General] shall, in coordinating the internal auditors of state 
entities, insure that these auditors utilize the "Standards". 

The [Director of Finance] [Controller] [Auditor General] shall, in 
conjunction with his annual audit of state financial statements, or 
when otherwise directed by the [legislative audit committee], test 
compliance with this section and report to the Legislature and the 
respective governmental entities on any significant variances from 
the general and specific standards for the professional practice of 
internal auditing. 

[SECTION 5.1 Notwithstanding the provisions of SECTION 1.) the 
[legislative audit committee] may, by a majority vote, grant a 
waiver to any entity that petitions the committee from compliance 
with any standard prescribed in SECTION 1. 



[SECTION 6.1 Notwithstanding the provisions of SECTION l., if an 
entity determines that the implementation of any specific standard 
enumerated in SECTION 1. would result in net additional costs which 
exceed any potential savings, the governing body of that entity 
shall have the option to determine the degree of implementation of 
the specified standard. 

DEFINITIONS AND NOTES RELATED TO THE MODEL LEGISLATION 

DEFINITIONS: 

As a convenience, the words "state", "entity" and "local enti ties'l 
are used in the model legislation. 

The word "state" may be interchanged with "province" or any 
appropriate entity. 

The words "entity" and "local entities" apply to any and all such 
state, county and municipal governments, agencies, authorities, 
districts, and related bodies. Each state would choose the 
eppropriate wording, such as: 

"Local governments, counties, tax districts, utility 
districts, political subdivisions, state departments, 
boards, commissions, institutions, agencies, authorities, 
or other entities of the state", or, 

"Controller, Department of Finance, state agencies, cities, 
counties, and districts." 

NOTES : . , 

* The wording "...and/or to other such standards as directed or 
appropriate" may be added to allow for the adoption of such 
standards as the 'Standards for Audit of Governmental 
Organizations, Programs, Activities and Functions", published by 
the United States General Accounting Office. 

The titles in brackets, [Director of Finance], [Controller], 
[Auditor General], and [legislative audit committee] vary from state 
to state. Each state would choose the appropriate offices for the 
various sections of the legislation. 



APPENDIX B 
STATE OF CALIFORNIA 

Financial Integrity and State Managers Accountability Act (1983) 

GOYERNMENT CODB, 
8 1236. Stan&& of Internal audting . 
The' Controller, the Director or the Department of Finance, and the 
respective staffs thereof, aU state agencies that have their own internal 
auditors or that conduct internal audits or that conduct internal audit 
activities, and all city, county, city and county, and district employees that 
conduct internal audits or that conduct internal audit activities of those 
respective agencies, shall utilize the general and specified standards of 
internal auditing specified on the efectivc date of this section in thei 
publication entilled "Standards for the Professional Practice of Internal! 
Auditing," as published by the Institute of Internal Auditors, Inc. in its 
fourth printing, dated April 1980. The standards contained therein provide 
that: auditors should be independent of the activities they audit; internal! 
audits should be performed with proficiency and due professional care;  he 
scope of the inlernal audit should encompass the examination and evalua. 
tion of the adequacy and efectivenss of the organization's system of 
internal control and the quality of performance in carrying out assigned 
responsibilities; audit work should include planning the audit, examining 
and evaluating information, communicating results and following up; and ~ 
the director of internal auditing should properly manage the internal! 
auditing department. 
Added Suu 1982 ch 101 # 1. 
Optiod implernmutioo of s r m ~  + 1231. 
Wuvm: 1 1139. 
Compliuce with sundmlr by state ~gcncia: IIO529. 

0 
5 1237. Establishment of Internal audit functiolu 
AII sta le  and local agencies with M aggregate spending of Mty mjllion 
dollan ($50,000,000) or more annually shall-consider stablishing an ongo. 
ing lnternal audit function. 
Added SuU 1912 cb 101 4 2. . 

8 1238. Optional tmplemeatsWoa of rpeciflc standard, 
Notwithstanding the provisions of Sbclion 1236, if a city, county, city and 
county, or district determine that the implementation of any specific 
standard enumerated in Section 1236 would result in net additional costs 
which exceed any potential saving, the governing body of that city, county, 
city and county, or district shall have the option to determine whether or 
not to implement the specified standard. 
Added Sub 1982 ch 101 3. 

$1239. Wairen 
Notwithstahding the provisions of Section 1236, the Joint Legislative Audit 
Committee, may, by majority vote, grant a waiver to any agency that 
petitions the committee from compliance with any standard prescribed in 
Section 1236. 
Added SUU 1981 ch 101 14 .  



8 10529. U t l b t l o n  of internal nudltln~itPadar& by state ng.&ci& :.. ' . 
1 1 1  

~ h ;  Directdr of Fiance.shall, d &rhting'lh;e interr;al"audito& of btarc 
agencis, insure*that, the' auditors utilize the "S@+rds'f@.'th P r o f s  
sional ~rncti&'': 3' Inleriid . Auditing.:' .,ThThe' l ~d i tor  G G A  shall, it 
conjunction $th'&e@. annual, auditof, slat? financial ststemept.( or ,when 
otherwise d i r u ,  by the Joint Legislative Audit Conhittee, test compli 
ance' with .this sectioq .and,  report. to. the ,&egislatq. and tbe rape+< 
goverpmental . entities on the significant ..va@anc~. from the' ge'neral and 
specific standaids for . . J i . .  .the profcsiional . _  ..... practice . of internal auditing. . . ,,, ,: . , 

A& SL;B 1982 i o ~  8 5. _.. I . . . , . . . . . , .  . ... . . 
ReLU proriciolu: +I 1,236 u .-. . . - .  

' h/loo;' 'd,iauod bf x! ,-,. 
13401. Legirhtive tlndings , - ,  , ._,, . . _ ,  

13402. . Rtspbnslbilitia of agency' headr 'I;, @e;ipblkhurr of hie& muntb$ 
..svstmm ' , , . _ _ , .  ; < 1. . .  - . .  . .  . . .  . . .  

13403. Elaneats of internal rccountin~ and adminlstntivt cmht s y x d i . .  
13404. Dednitim . '  , . -  . .  
13405. R v r b  md WRIUR~~OIU . . . ._ -I ~. . .  ! i 
13406. Prodon of false or misleading irjormrt~on in , &:dneaim . virh c v a ~ ~ .  

tim and rcpwLI;'Invcstigatiom , , 

5 13407. . Ur of existing .rcsourca . , .. . . . , .. . . 
, . I 

8 13400. CItatlon of ret.:. . 
This 'act shall be known 'and may be'cited as the F i c i a l  Infegiitj' and 
State Manager's Aocountability Act bf 1983;.. .:' . .. . - .  , 

A M  Shu IN2 d 63Q ( 1. , . 

8 13401. Leghlatlve Bndtnp ... . 
(a) The Legislature hereby hds that: . . ., 

. . 
-. (I)  Fraud and eGors''& state programs bc' more%kely'k @ur from a LacL 

of etTective sys'terns of Lntirnal accounting nnd administrative r n ~ ~ - . - . ~  in  the 
s t a t e  agmciw. 
(2) E ~ e c t i v ~ ' i s ~ ~ O f  i;iErnal' unll ng . . ~ h ~ ~ e e ~ C O n t r s t  
provide the basic foundation upon which a structure of public accounbbility . ,L . .  . 
must be builk'. : . . . 

3.-' (3) Erective system 'of in t tmd acco5nting Bnd'admiruBtrntlv.i 'wntro! 'art 
necessary to assure. thet'biafe W t s  and funds arc adcquately~sifeguardad; 
as well ar to produce reliable financial information for the agency; 

p w w  . i i 



(4) Systems of internal accounting and administrative control ere necessarily 
dynamic and must be continuously evaluated and, where necessary, im. 
provcd. . . 
(5) ~eports  regarding b e  adequacy of t h i  systems 6f i n ~ e d ' a c $ u & n g  
and administrative control of each slate agency are nce sa ry  to enable the 
executive branch, the Legislature, and the public to evaluate the agency's: 
performance of its public responsibilities and accountability. .. 
@) The Legislature declares it to be the policy of the State of California 
that: . . . .  . !, . .' . . . . 

(1) Each state agency must maintain effective systems ofinternal a&unting 
and administrative control as an integral part of its.management practices.. 
(2) The systems of internal accounting and administrative control of cach 
state agency shall be evaluated on an ongoing basis and, when detected, 
weaknesses must be promptly corrected. . B 

(3) AU levels of management of the state agencies must be involved in 
assessing and strengthening the systems of inkrnal'accounting and adminis-[ 
trative control to minimize fraud, erron, abuse, and waste of government . . funds. . . 

Added Suu 1911 c b k j 0 )  I. 

8 13402. ResponslbUtier of agency he& for establishment of intend 
accountlnp aptem 
~tate'agency head# are responsible for the establirhmnl~ and maintenance of 
a system or systems of internal accounting and administrative control within 
their agencies This raponsib'ity includes documenting the system, commu- 
nicating system requirements to employees, and assuring that the system is 
functioning as p r e s c n i  and is modified, 'as appropriate, for changes inl 
condi tions. 
Mdrd SUU 1911 ch 6x1 ( 1. I 

4 13403. Elernentc of internal aeeountiag ano Pdmln;;tretivr mntrol rystema 
(a) Internal accounting and administrative controls are the methods through 
which reasonable assurances can be given that measures adopted by state 
agency heads to safeguard asxts, cbeck the accuracy and reliabilitjr of 
accounting da6, promote operational efficiency, and encourage adherence to 

.. prmritcd managerial policies sre bdng followed. The elements d a satisface 
tory system of internal accounting and administrative control, shall include, 
but are not limited to, the foUowing: 
(1) A plan of organization that provides segregation of duties appropriate 
for proper safeguarding of state agency assets. 
(2) A plan that tirnjts,,aaes to state agency ass& lo author ized~~nonnel  
who require these assets in f i e  performance of their assigned duties. 
(3) A systm of authorization 'and rtcordjreeping procedures adeqktc.  to 
provide effective accounting control over essets, liabilities, revenuer, and 
expenditures. . . 
(4) An alablished system of practices td  be followed in performance of 
duties and functions in each of the state agencies. . . t_ 

(5).~er&nel of a qu'aliiy cp;bmen;u;ate,with theu rcsponsibilitis. 
(6) An effective system of internal review. . 
138 I N h W  , 



@) State agency heads shall follow thcx standards of internal accounting I 
and administrative mntroi in carrying out the rbquiremenk of Section 
13402. 
Addd lub 1911 rh 6XI 4 I. 

5 13404. DeRnltlo~ ' 
As used in this chapter: 
(a) "Governor" means the Governor of California 
(b) "Controller" means the ControUer of Californik . 
(c) "Director" means tpe Director of Finance. 
A&d Sum 1911 ch 630 11. 

13405. Reporb nnd evaluattom 
(a) To ensure that the requirements of this section are fully complied with,, 
the h a d  of each agency which the director determine is covered by this 
section shall prepare and submit a report on the adequacy of the agency's 
systems of internal accounlmg and administrative control by Deccmber31, 
1983, and by December 31 following the end of g c h  odd-numbered W, 
year thereafter. !. .!-. 

(b) The report, including the state agency's response to repod recommenda- 
tions, shall be signed by the head of the agency and addrssed to the agency! 
secretary or the director of Enancc for agmcia without an agency secretary. 
Copis of the reports shall be forwarded to , the  Legislature, the AWitor 
General, the Governor, and the Director of Finirnce. Copies of tbest reports 
shall also be forwarded to the State Library where they shall be available for, 
public inspection. . . . , ' .:.. . . . . . .  . 
(c) By Januluy 1, 1983, tbi dirktor, in consulktion with the ~udito;! 
General and the Controller, shall establish a system of reporting and a/ 
general framework to guide the agencies in performing tvaludtions on thdr! 
systems of i n h a 1  docounting and administrative .wntrol. The director, in 
consultation with tbe Auditor General and the CbntroUer, may modify the 
format for the repon or the framework for conducting the evaluations from 
time to time as d#aied necessary; ,. . ... 

(d) Any material inadequacy or material weakness in an agency's systnns of 
internal accounting knd administrative control which prevents the h a d  of 

.. the agency from stating that the agency's systems of internal accounting and 
administrative control provided reasonable assurances that each of the 
objectives specified above was achieved, shall be identified and the plans and 
schedule for correcting any such inadequacy described in detail. 
Addd SUU 1911 ch 630 f I. 

, . 
5 13406; Rovtslon~ol false or mlsleadlng inlonnatloo in connection with 
evaluations and reports;,Investlge~oa~ ;. . . 

(a) The head of the internal audit staR of a'&te agency or a divisidn, as 
specYjed by the director, or, h the event there js no internal audit function, 
a profasional accountant, if available on the staff, designated as the internal 
control person by the head of the stlle agency or a division, shall receive 
and investigate any allegatiori that an crnployec ofthe agency provided false: 
or misleading information in connection with, the evaluation of the agency's 
systems of internal accounting and administrative control or in connection 

I P % M .  131 



with the preparation of the annual report on the system of i n d l  
accounting and administrative controL b 
(b) LT, in connection with any investigation under ~ubdivision (a), the h k d :  
of the internal audit staf or the designated internal control person deter.; 
njincl that thae is reasonable caw to believe that false or &ending1 
information was provided, be or she sball report in writing that d e t e m h -  
tion to the head of the agency or the division. 
(c) The head of the agency or division shall review any mriw rererred to1 
him under subdivision (b), shall take such disciplinary or corrective actio9' 
as he deems necersary, and shah forward a copy of the report, indicating. 
therein the action taken, to the d k t o r  within 90 dayr'of the date of the. 
report. 
Added SUU 1982 sb ,630 + 1. . . 

I 
i 

8 13407. Use of exlstlng resouriw 
Because sound internal controls and the monitoring of those hternd 
controls significantly inhibits waste of r e s o w  and thereby creates SavingSI 
the dvcctor and agencies and divisions shall carry out the provisions of tht,~ 
chapter by using existing resources. .' 1 
Mdcd S W  1911 cb 630 1 1. 

I 



C A L I F O R N I A  
S T A T 6  A O H I N I S T R A T 1 V E  M A N U A L  

AUDITING OF STAlL AGCHCIES 

The Olrector  o f  f lnance has general r e s p o n s ~ b l l l  t i e s  fo r  Supervlslon over  matters concerning the  
f l n a n c l a l  and buslness p o l l c ~ e s  of the State as provided i n  Section 13070 o f  the Goverrment 
Code. To ass l s t  the O l rec to r  i n  f u l f i l l i n g  these r e s p o n s i b l l i t l e s ,  the Flnancla l  and 
Performance Accountabll l t y  Unl t ( F P A )  o f  the Department o f  Finance has been delegated au thor )  t y l  
over  three functional areas: 1 . Performance Accountabl l  i t y  Analysis I 

I 
Audl t  Advisory Serv lces 

. Coordination of Execut lve Branch I n t e r n a l  Audi t ing 

Perfonrance Accountab i l i t y  Analys is  provides a s y s t m t l c  means f o r  verifying budgetary,!  
f i n a n c i a l ,  and operating s y s t e m  o f  con t ro l .  I t  encmpasses examlnatlons, on a selective bas ls ,  
o f  a l l  operations funded by  f ede ra l  and Sta tc  resources inc luding:  a l l  funds for which the ! S t a t e  i s  accountable i n  t h e  admln ls t ra t lon  o f  oroaram: and funds passed throuoh t o  l o c a l  I 
goverments,  school districts, c m n i t y  col leges, i p e c l a l  d l s t r l c t s ,  and  p r l va te  or n o n o r o f l t '  
e n t l  t i e s  e l t h e r  by subventions, contracts,  o r  grants. 

A u d i t  Advisory Services cons l s t  of aud i t  consu l ta t ion  and technical  assistance t o  S ta te  
agencles, boards, and c m l s s l o n s  t h a t  do not  have aud l t  expertise o r  resources. These serv ices  
a r e  provlded as requested on a s h o r t - t e n .  l l m i t e d  basls when It MY not  be cconantca l l y  
f eas ib l e  t o  h i r e  s t a f f  or con t rac t  f o r  services. 

I n  the  i n t e r e s t  of econcmy and efficiency, t h e  Legis lature,  In Sections 10534(c) and 12430 O f ,  
t h e  Governnent Code, has expressed I t s  dcs l r e  tha t  i n t e r n a l  aud i t l ng  be coordinated w i t h i n  the  
Execut ive Branch and has assigned t h l s  r e s p o n s l b l l l t y  t o  t h e  Department of f lnanct .  Th i s  
coo rd ina t i on  o f  Executlve Branch Aud i t lng  aFfects a l l  i n t e rna l  aud l t  u n l t r ,  g n n t  and c o n t r a c t  
aud i t o r s ,  and analysts who are perfonnlng In te rna l  aud l t l ng  aC t l v l t i eS .  I t  u l l l  i nc l ude  
recOmnendatlonS pe r ta l n l nv  t o  procedures xh l ch  w l l l  lead t o  uni fonn approaches t o  I n t e r n a l  
a u d i t i n g  and t r a i n i n g  where I t  I s  d e a d  desirable and bencFlcta1. Th is  coordination a c t i v l t y  
w ~ l l  not  a f f e c t  aud i t  a c t i v l t l e s  which are an In tegra l  par t  of a depar tmnt 's  functtons such as 
r e g u l a t o r y  and t ax  aud i t o r s  o r  o the r  s u d l t o r r  h o  work d l r e c t l y  w i t h  selected industries o r  
taxpayers. 

Coord lna t fon  OF aud l t s  o f  S ta te  agencies i s  f u r t he r  defined by Chapter 1167, Statutes o r  19.91' 
(A8 861),  e f f ec t i ve  January 1, 1982. * ich d l r e c t s  that  audl ts  o f  Statc aqencles b t  coordinated 
t o  ensure t ha t  there I s  a comprehensive rev iew and exm ina t l on  o f  the f l n a n c l a l  condition O F  the  
S t a t e :  t o  p r m t e  the e f f l c l e n c y  and afFectlveness OF audl ts :  and t o  s a t l s f y  t h e  r c q u l r a r n t s  
e s t a b l  lshed by the Federal G o v e r m n t  and na t l ona l  bond r a t l n p  c m a n l c s .  



S T A T E  A O M I N I S T R A l I V E  M A N U A L  

AUDITING Of STATE AGENCIES I 

INTERNAL A U D I T I H G  STANDARDS (Renunbered from 20020,  Revlsed 9/86) 20002 

Sect lon 1236 o f  the C o v e r m n t  Code, added by Chapter 101, Statutes o f  1982 (A8 12291, requlres 
t ha t  a11 State agencies, i n c l u d i n g  the  S ta te  t o n t r o l l e r ' s  O f f l ce  and the Department o f  Flnance, 
t ha t  conduct in te rna l  a u d i t l n g  a c t i v i t i e s  sha l l  u t l l l z e  the general and spec i f l c  standards o f  
l n t e r n a l  aud i t lng  contained I n  t he  p u b l l c a t ~ o n  e n t i t l e d  Standards f o r  the Professional Prac t i cp  
af I n t e rna l  Audi t lnq (SPPIA) adopted by t he  Institute o f  I n t e r n a l  Auditors, Inc .  

An Overview of SPPIA was made a v a i l a b l e  t o  a l l  State organizat ions p e r f o n l n g  in te rna l  aud i t ing  
a C t l v i t l e S  by the Department o f  Clnance i n  t h e i r  November 1981 pub l i ca t i on  e n t i t l e d  a* 
SLandards f o r  State O r ~ a n l z a t \ o n s  P e r f o n i n a  I n te rna l  Audit in. A c t i v i t i e 4 .  

These standards re l a te  t o :  

. Independence . Professional P ro f i c i ency  . Scope of Work . Performance o f  Aud i t  Work . Hanagement O f  the I n t e r n a l  Aud l t ing  Organlzat lon 

Uh t l e  SPPIA establ ishes the  bas ls  f o r  improvement and evaluation o f  s ta te  organizat ions 
performing i n te rna l  a u d l t i n g  a c t l v i t l e s ,  i t  i s  management's r e s p o n s l b l l i t y  t o  ensure t h a t  they 
a re  Independent o f  the a c t i v i t l e s  they a u d i t  (SPPIA's f i r s t  general standard). Independence IS 
achieved through o rgan i zp t i ona l  s ta tus .  Therefore, the  s t a t e  organizations performing i n te rna l  
audi t l n g  a c t i v l t i e s  should have organz la t lona l  s ta tus  s u f f l c i e n t  t o  penni t the accmp l i smen t  o f  
t h e i r  aud i t  r espons lb i l i  t i e s .  Thls w l l l  permit these a u d i t  organizat ions t o  accmp l i sh  t h e l r  
aud i t  r e s p o n s i b l l i t l e s  and m a i n t a t n  t h e l r  independence. 

S ta te  agencies conductinq i n t e r n a l  c o n t r o l  revlews wi 11 recelve a q u a l i t y  contro l  review o f  
t h e l r  a c t l v i t y  by the Department o f  Finance. Thls rev iew w i l l  c m n t  upon the agency's 
C w l i a n c e  w i t h  SUI  requirements and app l i cab le  SPPIA Standards. 

INTERNAL CONTROL (Renunbered fra 20021, Revised 9/86) 20001 
1 

S ta te  g o v e r m n t ,  I n  a broad sense, i s  an cconanlc e n t l t y  created and operated p r i n c i p a l l ~  t o  I 
Provlde needed o r  des i red  se rv l ces .  Hanaganent of the  e n t i t y  Involves assessing the  r l s k s  
invo lved  i n  ongolng opera t ions  and dec id ing  *tr ich ones s h a l l  be a s s w d ,  *h ich reduced, *hlch 
e l iminated,  and how t h i s  w l l l  be acccinollshed. The plan of organization and the s y s t a  o f  
p o l i c i e s ,  methods, and procedures adopted by m n a p w n t  t o  ensure t h a t  resources a re  used In 
c a p l i a n c e  w i t h  laws, r e g u l a t l o n s ,  and p o l l c l c s :  tha t  resources arc safeguarded agalnst waste, 
l oss ,  and misuse; and t h a t  r e l l a b l e  da ta  may be obtained, hainta lned,  and accurately d isc losed 
I n  repor ts  collectively a r e  c a l l e d  i n t e r n a l  contro ls .  

I n t e r n a l  Contro l  i s  an i n t e r n a l  check, t o  f a c l l l t a t e  t he  achlcvement OF manapemnt ob jec t i ves ,  
by serv lng as checks and balances aga lns t  unauthorlzcd and undeslrcd ac t lons .  The u l t ima te  
r e s p o n s l b l l i t y  f o r  good i n t e r n a l  c o n t r o l  res ts  wi th m a n a g m n t  and should be recognized as an 
I n t e g r a l  p a r t  of each sys tan  t h a t  managmn t  uses t o  regulate and guide i t s  o p e r a t i o n ~ .  
Therefore, management shou ld  d o c u n n t  l n t e r n a l  con t ro l  by using f lowcharts, nar ra t i ves ,  desk 
procedures, and organizational char ts .  - 
StctiOn 13402 of the G o v e r m n t  Code def ines ln te rna l  accounting and admin ls t ra t l ve  ~ 0 n t r 0 l S  and 
se t s  f o r t h  the elements o f  a s a t i s f a c t o r y  system o f  l n t e r n a l  con t ro l .  I n t e r n a l  accounting and 
adm in i s t r a t i ve  contro ls  a re  t h e  methods through which reasonable assurances can be g l v m  tha t  
measures adopted by S ta te  agency heads t o  safeguard assets,  check the accuracy and r e l ~ a b i l l t y  
O f  accounting data, promote opera t lona l  e f f i c i e n c y ,  and encourage adherence t o  prescr ibe 
managerial policies are be ing  fo l lowed.  

SEPTEMBER 1986 



APPENDIX I 
STATE OF FLORIDA 

Internal A u d i t  A c t  ( r e v i s e d  1990) 

1990 SUPPLEMENT TOLORiDA STATUTES 1989 S. 20.055 

CHAPTER 20 

ORGANIZATIONAL STRUCTURE 

20.055 Agency chief inlernal audilors. 
20.13 Deoarlmenl ol Insurance. 

(c) .Chiel inlernal audilor' means lhe person 
appo~nled by the agency head to direct the inlernal 
audil lunclion for lhe slale agency 

(2) Each slate agency shalt employ a chiel inlernal 
auditor who shall be aoooinled bv and direcllv res~onsi. . . 
ble lo the agency head. 

131 The chief internal audilor shall possess lhe loi. 
lowing qualilicalions: 

(a) A bachelor's degree from an accrediled college 1 
~~ - ~ 

20 17 ~eparlment 01 Comrne~cs. or Ln.versi~~ with a malit in accounl ng or w.ln a major 
20.171 Department ol Labor and Em~.ofmenl Sec~r-  in business wh.cn ncl~oes hue courses )n acco,nlmg I . . 

ily. and 5 years of experience as an internal auditor or 
20.19 Deparlmenl ol Health and Rehabililative Ser- independent poslaudilor, eleclronic data processing 

vices. audilor, accounlanl, or any cumbination thereof. The 
20.21 Deparlmenl of Revenue. experience shall at a minimum consisl 01 audils ol unils 
20.23 Deparlment of Transportation. 01 govelnment or p i ia le  business enterprises, operat-, 
20.30 Deparlmenl ol Prolessional Regulation. ' ! 

i ing for profit or not lor prolil: or 
20.315 Deparlmenl of correctioni. 

I (b) A masler's degree in accounling, business 
20.32 Parole Commission. adminislralion, or ~ub l i c  adminislralion from an accred- 

'20.055 Aaencv chief internal auditors.- 
( I )  For 16 puiposes ol lhis section: .- 
(a) 'State agency" means each deparlment created 

pursuanl lo chapter 20, and also includes (he Execulive 
Olftce of the Governor, the Deparlmenl ci:Mililary 
Alfairs. the Parole Cornrnission, Ihe Board of Rebenls, . . 
the Game and Fresh Water Fish Commission, Ihe Public 
Service Commtssion. and the slate coutls system. 

(b) "Agency head' means the Governor, a Cabinel 
ollocer. a secrelary asoel ned in s 2003(5), or an exec- 
I ve o recior as del neo n s 2003(6) 11 a.so inc14des tne 
chalrman 01 lne F L ~  c Servtce CommiSStOn an0 lne 
Chief Juslice ol the Slale Supreme Court. 

lted college or' unijersity and 4 years of experience as 
required in paragraph (a): or 

(c) A certilied public accounlanl llcense issued pur- 
suant lo chapler 473 or a cerlilied inlernal audil cerlili-' 
cale issued by lhe lnslilule of lnlernal Audilorsor earned' 
by examination, and 4 years ol experience as required 
in DaraaraDh la). 

i4) ?he c6el inlernal audilor shall review and evalu. 
ale inlornal controls necessary to ensure the fiscal 
accounlabifily 01 lhe slaie agency. The chief inlernal 
auditor shall conducl linancial, compliance, and per. 
formance audils o l  the aaency and prepare audit reports 
of his lindings. The scope a i d  assignment of the audits 
shall be delermined by the chief inlernal audilor; how. 
ever, the head 01 Ihe agency may a1 any t h e  direct the 
chielinlernal audilor toperforman audil ol a special pro. 
aram. lunclion. or oraanizalional unit. The performance 
ol thiaudil shall be under the direclionol the chief 
nal audilor. 



s. 20.055 1990 SUPPLEMENT TO FLORIDA STATUTES 1989- 

(a) Such audits shall be conducted in accordamce, 
wilh lhe current Standards lor lhe Professional Praclice 
of lnternal Auditing and subsequent lnternal Audiling 
Standards or Statements on Internal Audiling Standards 
published by the Institute 01 Internal Auditors. Inc.. or. 
where appropriate, in accordance wi lh generally 
accepled governmental auditing standards. Ail audit 
reports issued by internal audil stall shali include a 
statement that the audil wasconducted pursuant to the 
appropriate standards. 

(b) Audil workpapers and reports shall be public: 
records to lhe extent lhal they do not include inlorma. 
tion which has been made confidential and exempt from 
Ihe provisions of s. 119.07(1) pursuant to law. However, I 
when lhe chief internal audilor or a member of his stall: 
receives from an individual a complaint or inlormatim 1 
that lalls wilhin the delinition provided ins. 112.3187(5), ' 
Ihe name or identity of lhe individual shall no1 be dis. 
closed lo  anyone other than lhe chief internal auditor 
without the written consent ol lhe individual, unless the: 
chief inlernal auditor delermines that such disclosure is / 
Lnavo.oao e dur~ng the co-rse 01 lne aLdd or invesliga- 
t on Tn s exempl.on 1s SJbpCl to tno Open Government I 
S-nse1 Revlew Act In accoraance wllh s. 119 14. ' 

ic) The chief internal auditor and his stall shall have 
access toany records, dala,and other informal~~n ol ihe 
slale agency he deems necessary l o  carry out hts 
duties. -. 

(5) At the conc Ls.on ol eachaud I lhe chtel inlcrnal 
auo tor sha'l s~bmit  hts prellminav ILndlngs and recorn. 
mendalions Lo the person respons~ble lor supervislb~of. 
Ihe program function or operalional unit who shali 
resoond lo  anv adverse lindinas of ihe chiel inlernal 
a ~ d  lor within 2bv.orkinQdays i t e r  receipt ol 1ne lenta: 
1.ve I noinas Such resmnse and tne cniel nterna a,oi. 
lor's rebufial la lhe response shali be included in the 
llnal audit report. 

(6) The chief internal auditor shall submil the final 
report to the head ol the agency and lo lhe Audilor Gen. 
eral. 

(7) The Auditor General, in connection wilh his 
~ndependent poslaudil of the same agency pursuant to 
s. 11.45, shall give appropriate consideration to internal 
audil reporls and the resolulion oi findings therein. The 
Legislative Auditing Cornmillee may inquire into lhe rea- 
sons or juslilicalions lor failure 01 Ihe agency head la 
correct the def~ciencies rewrled in internal audits lhal 
arc also reported by the ~ ~ d i l o r  Genera, and shal take I 
appropriate acl~on. The Aud tor General sha I also 
review a sam~ie of each aoencv's inlernal audit reooris ! 
ar least ome even/ 3 y e k  ID aelermine cornpl:ance 
n th c~rren l  Standards for tne Ptolesslonal Practice of 
lnternal Audilino of, if aoorooriale. oenerallv acceded 
gcvernmenlal aLdlling siandards. II tlno ~ u l i o r   ene era 
Ilnasthal these standards nave no1 oeen cornptlea wdh. 
he shall include a slatemenl oi this fact t i  his audil 
report of lhe agency. 

HI3 Iq . - l l .  1. 2.rh.86-131: 1 I .  Ch.87-3). I$. 1. 4. ch CO-247. 
'NUI.-As mended 4 1 I. ch 90-247. Soslm 3, m 9)-247 pw!der 1h.l 

'tqm Depdrlmnt otAdinlsralm ~ulltrna lhr~~ircatmsm pay gradsab 
s ~ ~ l l o l  chat inletml ~ m t w s  n a m  lo enaura I?! &el rntaml wdalmr may 
remums and w t a h  ippcplale  mternv svdllirg slan 



APPENDIX J 
STATE OF ILLINOIS 

Fiscal Control and Internal Auditing Act (revised 1989) 

FISCAL CONTROL AND INTERNAL AUDlTlNG ACT 
(b) The chief executive officer of 8 State agency b not1 

AN ACT In relation to the fbcal control and internrl relieved fmm the renponsibility for rnainlrininc an effecl 
auditing of State agencies, repealing the Internal Audit- tive internal control system merely because-that state1 
ing Act. P.A. 86996, amendatory vetn overridden Oct. , agency u not designated and required to have a full.time, 
31, 1989, eff. Jan. 1, 1990. pmgram of internal auditing under thu ACL Agencies: 

which do not have full.tirne internal audit programs m y .  

ARTlCLE 1. GENERAL PROVISIONS 

1001. Shorc tltlt 
1 1001. Short titie. Th! Act may be dud a~ the FLcnl 

Control and Internal Auditing Act 

1002 Ribllc pollcy 
4 1002. Public policy. l t  b the policy of this State that 

the chief executive officer of every State agency ia.re8pon. 
sible for effectively and efficiently managing the ngency 
and e~tablhhing and maintaining an effective system of 
internal control. 

1003. Dtflnltlon~ 
# 1003. Defiai t io~.  
(a) "Designated State agendes" include the offiecs of 

the Secretory of State, the State Comptmller, the State 
Treasurer, and the Attorney Ccneml, the State Baud of 
Education, the State colleges and un iven i tb ,  the Illinois 
Toll Highway Authority, the lUipab Houaing Development 
Authority, and other State agenciu duignaied by the 
Governor under Section 2001.1 
(b) "State agency" meuw that term u defmed in the 

Illhob State Auditing Act. M now o r  hereafter amendmix 
except the judicial bnnch which shall be covered by a u b  
section (c) of W o n  2001 and Section 3004 of thb Act1 

(c) "Chief executive officer" includes, mpectivsly, the 
Secretory of State, the State Compmller, the State Tn- 
surer, the Attorney General, the State Superintendent of 
Education, such chief executive officen M am d a i g n a l d  

have internal audits performed by the D e p k e n t  i f ,  
Central Management Senices. 

(e) The Supreme Court will establish by ita rulemaking 
authority or by adrninlsuaiive order a full.time program of 
internal auditing of Statefunded activities of the judicial 
branch, which ia consistent with the intentof this Article. 

2002 Qudlflatlona of ehlef Internal auditor 
4 2002. Qul l i f i ca t io~  of chief hted auditor. 

I 
(a) The chief executive officer of each designated State 

agency shall appoint a chief internal auditor with a bach- 
elor's degree, who is either: 

(11 a nfied internal auditor by examination or a 
certified public accountant and whoius nt least 4 yeua 
of pmgrerriveiy responsible pmfersiond a u d i b g  expc 
rience; or 

(2) an auditor with at lua t  5 y a m  of p m p a i v e l y  
respomible pmfeaaional auditing experience. 
{b) -The chmf internal auditor aG &part directly to the ' 

chief e x e c u ~ e  officer and ahdl  lave direct communim. 
tiom with the chief executive officer md the governing 
b o d ,  if applicable, in the exerdre of auditing activities. 
All chief Intend auditors and rll fulNime memben of on 
internal audit staff shall k free of dl o p ~ t i o r u l  duties. 

2003. Internal u r d l l l n ~  p r o m  m u l r e m m b  
2003. Internal audit in^ propnm requirements. 

(a) The chief executive officer of adr daiguated S t a b  
agemy shall e u w r  that the htunrl auditing pmgmm 

by the eovernina board of each State college and univemi- includes. 
6, the-executiGe director of the n l inok  Toll Highrry 
Authority, and the executive director of the IUinois H o w  

(I) A two-yew plan, identaging audib rehednlcd for 

ing Development Authority, s, well u the chief executive 
the pending fual year, appmved by the chisf ueeutivb ; 
officer before the beginning of the lid y u r .  By officer of each other State agency. September 30 of mch y e u  the chief i n t e n d  auditor 1 

I Purpnph 2001 of thi~ chapter. a h d l  aubmit to the chief executive officv a mrimn 
z P-ph 301-1 et req. of thu chapter. 
r pmpnph 3004 of thh chapter. 

ARTlCLE 2 INTERNAL AUDITING 

2001. P r o m  of Internal auditlng 
p 2001. Rogrnm of internal auditing. 
(a) h c h  designated State agency shall establish a full. 

time program of internal auditing. The Governor shall 
designate State agencies under this Act not later than 
April 1 of each odd numbered year. The deaignationa 
shall be fded with the index Division of the Office of the 
Secretarv of State as a oublic record. The Leaialative 
Audit dmmission may d e  formal recornmend<tions to 
the Governor that the Governor deaignate other State 
agencies under this Act. 

report delliling how the audit ~ I M  f o i i i i t  icy & 
d out. the significmt fmdinga, md the extent to, 
which recommended ehw were implemsntcd. 

(2) Auditr of major a p t e m  of intvrul m u n t i n g  
and ldminlubltjve control eoaducted.m I periodic b u u  
M) Lhlt dl rmjor sya tem are &wed a t  1-t once 
every 2 ynra. The ruditr muar k l u d e  tut ing of: 

(A) the obliption, elpendihue, receipt. and we of 
public fun& of the S h t e  lad of fun& held in W t  to 
determine w k t h e r  tho&? a c t i v i k  ue in uix.rdauce 
with applicable laws and rrpuLLionr; and 
(B) p n n u  received or mrde by the h c i g u t e d  State 

agency to determine th.1 the gnnb ue monitored, 
adminbted,  and neeountcd for in ucord.nce with 
applicable lawn and regulrtbnt. 



(3) Reviews of the dcaign of major new electronic 
data processing rystema and nujor mediiationr of 
those sys tem berore their irubllrtion to emure the 
s y s t e m  provide for adequate IUP tnik and iccouau- 
bility. 

(4) S p e d  audita of opntjons, p m r r d u m ,  p m  
prpma, eleeMnic data pnresling system, and aniritiea 
u d W  by the chief executive officer or by the 
governing b a d ,  if applicable. 
(bj E.rh ehwf internal auditor rhdl have, in ddiuon w 

dl other powen or duties a u l h o ~ e d  by law, q u i r e d  by 
orofeuiond ethim or standnrdr, or m i m e d  c o ~ u u n t  
bith this An,  the powers necesly, to wr6 out the duties 
rrquired by this Aci  

2004. C o m u l h U o n ~  by internal auditor I 

4 XW. Consultations by internal auditor. Each ch id  
internal auditor m a y  consult with the Auditor Genenl, t h  
DepYenent of Cenvll Management Services, the Econom. 
ic and Fiaenl Cammiasion, the appropriations a m m i t t w s  
of the General Assembly, the Bureau of the Budget, or the 
I n t e n d  Audit Advisory Board on matters affecting the 
duties a r  m p o ~ i b i l i t i e s  of the chief internal auditor un- 
der this A c t  

2005, Internal Audit Adr iwn B o d  
( 2005. Internal Audit Advisory B a d .  (a) An 11 

member Internal Audit Adviaoi-j Boud h created. 
(b) The composition of h e  Board ahdl h? u follom: 

(1) the chief internal auditor of the Depuhlent  of 
Central Management Service; 

(2) the chief internal auditor of the Offin of the State 
Comptroller; 

(9) the chief internal auditor of the Office of the 
Siwetary of State; 
(4) the chief internal auditor of the Offiw of the State 

TreMurer; 
(6) the chief internd auditor of the O t k  of the 

Attorney General; and 
(6) 6 chief internal auditors appointEd by the Gover 

nor. 
At  least one of the memkra appointed by the Governor 
m w t  be an employee of a State milege or university or 

(c) Tn; initial ap&ntmenb by the Governor of the 6 
chief internal auditon who shall b members of the Bcard 
r h d l  be made before the next Febmuy 1 aftcr the drte 
this Act takes effect and shall be u  follow^: 2 appoint- 
m e n b  for t h r e r y e v  tern, 2 appointments for t w o y t v  
&FIM, and 2 nppointmenta kr  oneyear t e r n .  After the 
initid tenna eaeh member appointed by the Covernor ahdl 
=me a t h r a e y u r  tenn. 

(d) A vauney a N l  exkt whenever a member ceases to 
be employed in the porition which q~lllified the member 
for appointment V m c i e a  rhdl b flied in the srme 
manner as  the original appointment. Penom rppointed to 
fill a a c y  ahdi  aerve the W c e  of tbe unexpired 
term. 

(e) The B o d  s N l  select r chdmm from ib memben. 
who shall serve for a onbyeu lm u chdmw. Boud 
members shall receive no d d i t i o d  compemticn for theL 
aeklces, but shall be re~mbwed by their empbyulr agen- 
cy for expensea n e c n a d y  lneumd la the perforrmnce of 
thew d u w s  a~ B o d  members. 
(0 The BoYd shall be responsible for: 

(1) promulgating a uniform set of pmfla6ionai &lln 
d u d s  and a code of ethim (bucd on the st.ndudr Md 
ethics of the Institute of internal Auditors, the C t n e d  
Accounting Office, and other profea:iond a ~ d r r d r  U 
applicable) to which dl Shte inteml auditon m u t  
adhere: 

(2) serving u a clearinghoure for the correlation of 
internal audit m i n i n g  nmlr  and W i n g  &#igned to 
meet those needs: and 
(3) coordinating peer review artivilieb nmonp the 

Slate's internal audit unib. 
ARTICLE 3. FISCAL CONTROLS I 

3001. Internal eontrolb m u i d  
4 9WI. internal controb rrquired. Ail State agencies 

ahdl e ~ t a b h h  and mninmn a ayatem, or system, of 
internnl rud md adminiahtive controls, which ahall 
provide uaurance t h a t  I 

(1) m o w  ue utilued efficienly, effectively, and 
in eampiiice with applicable law: 

(2) oblipltiona and costa are in complunce with nppli. 
a b l e  hw: 

(3) fun&, property, and other aaaeta and resources 
ue srfcguuded ngPinat w ~ t e ,  loss, uoauthonzed we ,  
and murppmpriPtion; 

(4) revenun, expenditures, and -fen of m e t s ,  
m o u m a ,  or funds applicable to operationawe pmperly 
recorded and amounted for to pennit the prepuahon of I 
rcmuntr and reliable f~ancial  and atatistical reporb 
and to rminuin scmunlability over the Stab's re- ' 
~ u r e t s ;  and 
(6) f u n b  held oubide the State bury are 

muuged, wed, and obtained in avlct aceordrnce with 
the t e r n  of their ambling authorities and that no 
umuulorired fun& exist 

~002 Ccr(lllcsdon guidelinm lor  chlef execuUvt om. 
mn 

4 SM12 CCdfiatlon guideiinn for chief executive OM- 
cen. 

(a) By the nert M u c h  1 u'ter the date thu Act tlkm 
effect, the Camprmller, in co~ultat ion with the Dirrctur 
of C c n M  b h a g e m e n i  Senim, shall a t a b h h  guideliner 
for: 

(1) tbs e n l ~ l t i o n  by Shte ageneiea of their a y r k ~  
of i n k d  fbd ~d dminirtmtive wntroh to d e e p  
mine ~ W u f b a  UYSteM mmply with the mqulrementa 
of Scetion SOOl;' l n d  

('4 Lbr artifi-son by chid executive o f f i a n  rn 
a u l d  by Sr tba  W.: 
6) n~ bPjd.li~m mwt b approved by the ~ p ~ i a t l v e  

Audft Commiubn m d  m y  br modified, ar needed, with 
the CommLtioa'~ rpprovll. 

I Rnrnpb Wl d thb ehptnr. 
a ~ n ~ n p h  8 ~ l l  of ih* ch.ptnr. 

SOdk C u ( l l l W n  by chief uecutlve offlcen 
1 2008. Cvrilimtion by chief executive officen. 
b) BY h[r~ 1 Of a h  Yew, och chief executive officer 

of 111 Shlc  ~ p c h  ih.ll on the buL of m enlurtion 
mnducted in l c c o h c e  with guidelinen establuhed under 
Section 8WZ1 pr rpue  and k u u m i t  to the Auditor General 
1 cenirmrion that 

(1) the a p t e m  of i n t e n d  fbal and dmintrtntive 
m n m l r  of the S h t d  w n c y  fully comply with the 
m q u h w n b  of thi.~ Act: or 

(2) the ayltems of intenul fiad and adminiatmtive 
m n b u b  of the State agency do not fully comply with 
the requinmenU of thia Act 
I%) If Ule aystem do not fully comply with the r q u h  

menu of thL Act. the certification shall include a report 
dcrrribing My nuteri.1 weakneaeea in the ryatema of 
inhrnal r d  m d  adminhtntive controls and the p h s  
and achadule for w m t i n g  the weakneaaes, or a r u l e  
ment of the r e u o m  why the weaknesoes cannot be cop 
mted. 



APPENDIX K 
STATE OF MICHIGAN 

Internal Control Act (1986) 

Act No. 272 
Public Acts of 1986 

Approved by the Governor 
December 18.1986 

Filed with t he  Secretary of Stale 
December 19,1986 

STATE OF MICHIGAN 
83RD LEGISLATURE 

REGULAR SESSION OF V986 

Introduced by Repa. Hickner, Rlehard A. Younc, Van Regenmorter, Hertel, Slabenow, SWlworth, 
Berman,  Bennane, Hillegonds, Strand,  Van Singel. Jot Young, Jr.,Trim, Gubow and Allen 

I 
ENROLLED HOUSE BILL No. 4223 
AN ACT to amend the title of Act No. 431 of the Public Acta of 19% entitled 'An act io prrscriba the 

powers and duties of the department of management and budgek to define the authority and functions of its 
director and its organizational entities; toauthorize the department 10 h u e  directives; to provide for the capitrl 
outlay program; to provide for the leasing, planning, constructing, maintaining, altering, renovating, 
demolishing, conveying of lands and facilities; la pmvidr lor centnlized adminlslrative services auch as 
purchasing, payroll, record retention, data proeeuing, and publirhinp: to ccdify, revise, m~uolidate, clrsrify, 
and add to the laws relative to budgeting, accounting, and the regulating of appropriations; to create funds and 
accounts; to make appropriations; to prescribe penalties: to rescind nr toin executive mrp.nization orders; and 
to repeal certain acts and parts of acts." as  amended. being sections 18.1101 to 18.1594 of the Michigan1 
Compiled Laws; and to add sections 483,484,485,486,487,468, and 489. I 

The People oj Ltu Stuk oj Michigan mack 

Section 1. The title of Act No. 431 of rhe Public Acts of 1984, pr amended, being aections 18.1101 to 18.1594 
of the Michigan Compiled Laws, is amended and sections 483,484,485,486,487,488, and 489are added b r ead  
a3 foliows: 

TITLE 

An act to prescribe the powers and duties of the department of management and budget; to define the 
authority and functions of ik director and its organizational entities; to authorize the department to insue1 
directives: Lo provide tor the capital outlay program: to provide for the leasing, planning, constructing,( 
maintaining, altering, renovating, demolishing, conveying of lands and facilities: to provide for cenlralizedi 
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provide for a system of internal accounting and administrative control for certain principal departmen&; tn 
provide for an internal auditor in certain principal departmenlr: to provide tor certain powers and duties of 
certain state officers and agencies: to codify, revise, consolidate, classify, and add to the powers, duties, and laws 
relative to budgeting, accounting. and the regulating of appropriations: to crea te  funds and accounts; to make 
appropriations; to prescribe penalties: to rescind certain executive reorgarjization orders; and to repeal certain 
ac ts  and parts of actc. 

See. 483. As used in this section and sections 484 to 489: 

(a) "Department head" means the head of a principal department. 
(b) "Internal accounting and administrative control system" means the methods through which reasonable 

assurances can be given that measures a re  being used by a principal depar tment  and ik state agencies ta 
safeguard assets, check the accuracy and reliability of accounting data, promote operational efficiency, and 
encourage adherence to prescribed managerial policies. 

Sec. 484. (1) Not later than Aprit 1, 1987. the director, in consultation with the auditor general, shall develop 
a system of reporting and a general framework which shall be used by the principal departments in performing 
evaluations on their respective internal accounling and administrative control systems. 

(2) The director, in consultation with the auditor general, may modify the  format for the report or  the 
framework for conducting the evaluations after giviqg 30 days' notice to each principal department head and 
t h e  senate and house appropriations cornmittpes. 

Sec. 485. (1) Not later than October I .  1987, the department head of.each principal department shall 
establish and maintain an internal accounting and administrative control system within that principal 
department using the generally accepted accounting principles as developed by the accounting profession and 
in conformance with directives issued pursuant to section 14l(d). 1 

(2) Each internal accounting and administrat ive control system shall include, but not be limited to. all c f the  ' 
following elements: 

(a) A plan of organization that provides separation of duties and responsibilities among employees. 
(b) A plan that limits access to Ulat principal department's resources to authorized personnel whose use is 

required within the seope of their assigned duties. 
(c) A system of authorization and record-keeping procedures to control ass&, liabilities, revenues, and 

expenditures. 
(d) A system of practices to be followed in the performance of duties a n d  functions in each principal 

department. 
(el Qualified personnel that maintain a level of competence. 
(0 Internal control techniques that  a r e  effective and efficient. 

- (31 Each head of a principal depar tment  shall document the system, communicate system requiremenk to 
employees of that principal department, assure that the system is lunetioning as prescribed, and modify as 
appropriate for changes in condition of the  system. 

(4) Not later than October 1.1987, the  head of each principal department shall issue a report to the governor, 
the auditor general, the senate and house appropriations committees, and the director describing the current 
internal accounting and administrative control systems of the principal department,  the organization and size 
of the  internal audit staffs, and the manner  in which the internal auditor will be utilized by the department 
head. Not later than March 1, 1988, the  auditor general shall evaluate and repor t  to the legislature on each 
principal department's report prepared pursuant to this subsection. 

(5) Beginning March 1, 1989, and biennially thereafter, the head of each principal department shall provide 
a repor t  prepared by the principal department 's  internal auditor on the  evaluation of the principal 
department's internal accounting and administrative control system ta the governor, the auditor general, the 
senate and house appropriations committees, and the director. For the period reviewed, the report shall include, 
hut not be limited to, both of the following: 

(a)  A description of any materiat inadequacy or  weaknes  d~scovered i n  connection with the evaluation of the 
department's internal accounting and administrative control system as oi  October 1 of the prrceding year and 
the plans and a time schedule for correcting the internal accounting and administrative control syslcm. 
described in'detail. 
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Sec. 486. (1) Not later thnn October 1, 1987, each principal department shall appoint an internal auditor. 
Each internal auditor shall be a member 01 the stale clsrsified executive service. 

(2) Except as otherwise provided by law, each internal auditor shall report to and be under the general 
supervision of the department head. 

(3) A person may not prevent or  prohibit the internal auditor from initiating, carrying out, or completing 
any audit or investigation. The inlernal auditor shatl be proteeled pursuant to the whistleblawers' protection 
act, Act No. 469 of the Public Acts of 1980, being sections 15.361 to 15.369 of the Michigan Compiled Laws. 

(4) The internal auditor of each principal department shall: 
(a) Receive and investigate any allegations that false or misleading information was received in evaluating 

the principal department's internal accounting and administrative control system or  in connection with the 
preparation of the biennial report on the system. 

(b) Conduct and supervise audits relating to financial activities of the principal department'soperations. I 
(c) Review existing activities and recommend palicies designed to promote efficiency in the administration of' 

that principal department's programs and operations as assigned by the department head. 
(d) Recommend policies for activities to protect the state's asseb under the control of that principal 

department, and la prevent and detect fraud and abuse in  the principal department's programs and operations. 
(e) Review and recommend activities designed to ensure that principal department's internal financial! 

control and accounting policies are in conformance with the department of management end budget aceounting 
division directives issued pursuant to sections 421 and 444. 

(I) Provide a means to keep the department head fully and currently informed a b u t  problems and 
deficiencies relating to the administration of that principal department's programs and operations and the 
necessity for and progress of corrective action. 

(g) Conduct other audit and investigative activities as assigned by the department head. ! 

(5) Each internal auditor shall adhere Lo appropriate professional and auditing standards in carrying out 
any financial or program audits or investigations. 

Sec. 487. (1) Each internal auditor shall report immediately to the department head if Ule internal auditor 
becomes aware of particularly serious o r  flagrant problems, abuses, or  deficiencies relating to the 
administration of programs or operations of that principal department or iu sla& agencies. If criminal activity I 
is suspected, the department head shall immediately submit a report to the governor. attorney general, and the 
auditor general in accordance with reporting requirements established pursuant to section 484. 

(2) Within 60 days after the receipt of a report filed pursuant to subsection (I ) ,  the department head shall 
submit a plan la correct the problems, abuses, or  deficiencies to the director. Within 30 day3 rfler the receipt of 
the plan to correct, the director shall submit copies of the plan to correct to the auditor general and the senate 
and house appropriations committees. 
-. (3) This section shall not be construed to authorize the public disclosure of information which is part of an 
ongoing criminal investigation or which is specifically prohibited from public disclosure by any other provision 
of law. 

See. 488. (1) The governor's budget recommendations for the fiscal year beginning October 1. 1987 shall 
include a plan for each principal department to fully implement sections 483 to 487 and this section, including 
an identification of staff resources, an organizational plan, and any traiclfers of existing staff or resources. 

(2) Except as otherwise provided by law, the state budget director may issue dir&tives to n principal 
department to support the principal department's internal auditors through the use of that principal 
department's slate grants funded from state resources. A directive issued under this subsection shall not 
authorize a principal department to allocate more than 10% of the principal department's slate grants funded 
from state resources nor more than 10% of the principal department's state agencies state grants funded from 
state resources and shall provide for a uniform reduction in each of the state grants funded from state 
resources. 

Sec. 489. Not later than September 30. 1989 and biennially thereafter. the auditor general shall evaluab nnd 
report to the legislature on the implementation of the requircmenls olseclions 48'3 to 488. 



APPENDIX L 
STATE OF NEW YORK 

State Governmenl Accountability, Audit 
and Internal Control Act ( 1  987) 

CHAPTER 814, LAWS OF 1987 
A. 8534 

1987-1988 Regular Sessions 

July 2, 1987 

AN ACT to amend the state finance law, the executive law, the legisla- 
tive law, the judiciary law, the public authorities law and the public 
officers law, in relation to systems of internal control for state 
agencies, covered authorities, the legislature and the judiciary and 1 
providing for the repeal of such provisions upon expiration thereof I 

The P e o ~ l e  of the State of New York, represented in Senate and Assem- 
blv, do enact as follows: 

Section 1. Short title. This act shall be known and may be cited as 
tne "New York state governmentai accountability, audit and internal con- 
trol act of 1987". 

S 2. Legislative findings. The legislature hereby Einds that the 
scope, size and complexity of state government make i t  necessary to as- 
sure that the state's systems of internal control provide reasonable 
control over all state operations, and provide the public, the governor, 
the state legislature, the judiciary and the heads of state agencies and 
authorities with assurance that state assets and resources, including 
but not 1,imited to, cash, inveatments, facilities inventories, supplie~r 

EXPLANATION--Matter 'in italics (underscored) is new; matter in brackets 
[ 1 is old law to be omitted. 
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equipment, personal and contractual services are being utilized con- 
sistent with the requirements o f  law and duly established managerial 
policies and in an effective, economical and eEficient manner. 

The legislatute further finds that the public has a right ,to know the 
extent to which state agencies and authorities, the legislature and the 
judiciary are achieving the objectives of internal control described 
herein 'and consequently to be fully informed oE weaknesses identiEied 
through the conduct of external audits oE Internal controls. 

The legislature Eurther finds that prudent management of state govern-; 
ment requires controls in all aspects of state government designed to i 
assure that assets are properly safeguarded, that accounting entries and 
data are accurate and reliable, and that prescribed managerial policies 
Are adhered to, including assurances that such assets and resources are 
used only for proper purposes. Therefore, this act requires systems oE 
internal control throughout state government as well a$ the external au- 
dit thereof. 

The legislature Einds that the adequacy and effectiveness of existing' 
state government internal controls and internal audit functions can be 
improved by the implementation of a more comprehensive system of inter- 
nal control and internal audit that encompasses all of state government 
and will foster the effective and efficient use of government resources 
and ensure the integrity of accounting systems. 

The legislature further finds that it is respons'ible for the genera- 
tion oE revenue an4 the appropriation of funds; and, in keeping with the 
constitutional principle of the Separation of powers and the fact that 
it is directly chosen by the people, the legislature is itself directly 
responsible to the public for the proper use and appllcation of the 
resources necessary for its operation; and the operational requlrements: 
of the legislatur,e, which is a lateral, collegial institution rather 
than a hierarchical organization and is constitutionally charged with 
determining the r'ules of its own proceedings, differ in many respects 
Eiom those agencies charged with the delivery oE goods and services to, 
th+ people of the state. 
The legislature, therefore, finds that existing systems of internal 

control can be improved and made more comprehensive, and that it is 
desirable to build on and coordinate existing internal control efforts 
and provide a firm statutory foundation for an effective and continuing 
comprehensive system that will foster the effective and efficient use of 
government resources and ensure the integrity of accounting systems. 

-. S 3. The state finance law is amended by adding a new section two-a to 
read as follows: 

2-a. Additional definitions. As used in subdivisions two-b and two-c 1 
ofSsection eiqht of this chapter, the Lollowinq terms shall have the / 
followinq meaninqs: 1 

1. YInternal controlsn. Internal controls encompass the plan of orqan- 
ization and all of the coordinate methods and measures adopted within an 
orqanizatlon to safequard its assets, check the accuracy and reliability 
of its accountinq data, promote operational efficiency and encouraqe ad- 
herence to prescribed manaqerial policies. Internal controls encomPass 
both internal administrative controls and internal accountlnq C O ~ ~ Z O ~ S .  

2. "Internal administrative controls*. The plan of orqanization and 
procedures and records that are concerned with the decision processes 
leadinq to manaqement's authorizatton oE transactions. 

3. "Internal accountinq controls*. The plan of orqanization and the 
procedures and records that are concerned with the safequardinq of as- 



sets and the reliability of fi.lancia1 records and consequentl- 
desiqned to provide reasonable assurance that: 

a. financial transactions are executed in accordance with manaqement's, 
general or specific authorization; 

b. such transactions are recorded in conformity with qenerally ac- 
cepted accountinq Principles or other applicable criteria and to main- 
tain accountability for assets: 

c, access to assets is Permitted only in accordance with manaqement's, 
authorization: and 

d. the recorded accountability for assets is compared with the exist- 
inq assets at reasonable intervals and appropriate action is taken. with 
respect to any differences. 

4 .  "Internal audit*. An appraisal activity established by the manage- 
ment of an orqanization for the review of operations as a means of zs-1 
surinq conformance with manaqement policies and the effectiveness' oE in- 
ternal administrative and account ins controls, and conducted in conform- l 
ance with qenerallv accepted standards for internal auditinq. 

5 .  'State aqencv". Any state department, state university of New York, 
c t y  university of New x x k ,  board,=eau, division, commission, corn- 1 
mittee, council, office or other qovernmental entity performinq a qov-/ 
ernmental or proprietarv Eunction for the state, or any combination! 
thereof as provided in subdivision two oE section nine hundred fifty-one] 
of the executive law, except anv public authoritv or public benefit cor- ~ 
poration, the judiciary or the state leqislature. 

6. "Judiciary". The courts and court-related proqrams, including the 
oEfice of court administration, of the state-funded portion of the uni- 
Eied court system and all components thereof as provided in subdivision! 
two of section two hundred forty-nine-a of the iudiciarv law. 1 
7. "State leqislature". The leqislature oL the state of New York, in-' 

cludinq all components thereof as provided in subdivision two of section 
ninety of the leqialative law. 
8. "Covered authoritvu. Any public authority or public benefit cor- 

poration, other than a bi-state authoritv or public benefit corporation, 
a majority of whose members are appointed bv the qovernor or serve a s ,  
members by virtue oE holdinq state offices to which they were appointed1 
by the qovernor, or any combination thereof. 

S I .  Subdivision two-a of section eight oE such law is amended by add- 
ing a new paragraph d to read as Eollows: 
d, which is subject to such internal accounting controls as the comp- 

troller deems necessary. 
S 5 .  Section eight of such law is amended by adding two new subdivi-/ 

sions two-b and two-c to read as follows: I 
2 - b .  For the Purposes of the New York state qovernmental accountabil-1 

ity, audit and internal control act of 1987, assist in the development 
and implementation of an audit program for the state by: 

a. Either as part of one or more audits, or separatelv, conductinq 
periodic audits of internal controls and operations of state aqencles 
lother than those state aqencies for which an audit is required Pursuant 
to sections nine hundred fifty-three and nine hundred fifty-four of the 
executive law) and covered authorities. All such audits shall be Per- 
formed in accordance with qenerally accepted auditlng standards. Nothlnp 
In the New York state qovernmental accountability, audit and internal 
control act of 1987 shall be deemed to diminish or impair the 
comptroller's power to audlt and authority to supervise accounts under 
articles V and X of the state constitution and this chapter. The audits 
sh_all identify internal control weaknesses that have not been corrected - 



and actions that are recommended to correct these veaknesseo. IE any1 
such internal control weaknesses are siqnificant or material with! 

I respect to the operations of the aqency that is the subject of the au-. 
dit, the comptroller shall so state. The comptroller shall make availa-: 
ble to the public the results of any such audits. I 

b. 'Providinq technical assistance to state aqencies and coveredi 
authorities and, upon request, to the state leqislature and the judici-j 
ary in the implementation of internal audit functions, which &ialtiai 
consistent with qenerally accepted standards for internal auditinq and, 1 
upon request, interpret such standards. 

2-c. Provide technical assistance to state aqencies and covered 
authorities and, upon renuest, to the state leqislature and the iudici- 
ary in the implementation and periodic evaluation oE internal dccounting 
controls, which shall be consistent with qenerally accepted stand* 
for internal accountinq control and, upon request, intrrprot such - 
standards. 

S 6. Section one hundred twelve of such law is amended by adding a new 
subdivision one-a to read as follows: 

1-a. The system of accountintl prnscrlbed by the comptroller p'lrsuac 
to the Provisions of subdivision one of this section shall be subject to. 
such internal accountinq controls as the comptroller deems necessary. 

S 7. The executive law is amended by adding a new article forty-five 
to read as follows: 

ARTICLE 45 
INTERNAL CONTROL RESPONSIBILITIES OF STATE 

AGENCIES 
Section 950. Definitions. 

951. Internal control resmnsibilities. 
952. Internal audit res~onsibilities. 
953. Independent audits of the executive chamber and the divi- 

sion of the budqet. 
954. Independent audits of the department of audit and controll 

and the department of law. 
950. Definitions. As used in this article, the Eollowinq terms shall 

have the followinq meaninqs: 
1. "Internal controls". Internal controls encompass the plan of organ- 

ization and all of the coordinate methods and measures adopted within an 
orqanization to safequard its assets, check the accuracy and reliabilitr 
of its accountinq data, promote operational efficiency and encouraqe ad- - herence to Prescribed manaqerial policies. Internal controls encompass 
both internal administrative controls and internal accountinq controls.' 

2. "Internal administrative controls'. The plan of orsanization and 
procedures and records that are concerned with the decision processes 
leadinq to manaqement's authorization of transactions. 

3. "Internal accountinq controls". The plan of orqahizh:fon and the' 
procedures and records that are concerned with the safequardinq cf as-: 
sets and the reliability of flnancial records and consesuentl~ are 
desiqned to provide reasonable assurance that: 

a. financial transactions are executed in accordance with manaqement's 
general or specific authorization; 

b, such transactions are recorded in conformity with qenerally ac- 
cepted accountinq principles or other applicable criteria and to main- 
tain accountability for assetsi 
c. access to assets is permitted only in accordance with manaqement's 

authorization; and 



d. , recorded accountability Eor assets is c::-np~ed with the exist- 
inq asscis at reasonable intervals and appropriate action is taken with. 
respect to any differences. I 

4 .  "Internal audit". A_n appraisal activity gtablished by the manaqe-i 
ment of an orqanization for the review of operations as a means oE as-( 
suring conEormance with manaqement policies and the ePtectiveness of in-! 
tcrnal administrative and accountinq controls, and conducted in conform-! - 
ante with qenerally accepted standards for internal auditinq. -. 

5. "State aqency". Any state department, state university of New Yorkli 
c i t y u n i v e r s i t y o ,  commission, corn- 
aittee, council, oEfice or other qovernmental entity perfolmlng a qov-, 
ernmental or proprietary function for the state, or any combination - 
thereof as provided in subdivision two of section nine hundred fifty-one 
o f  this article, except any public authority or public benefit corpora-, - 
tion, the judiciary or the state legislature. 

6. "Judiciary". The courts and court-related proqrams, includinq the. 
office of court administration, of the state-funded portion oE the uni-, 
fied court system and all components thereof as provided in subdivision 
t,do of section two hundred forty-nine-a of the iudiciary law. - 
7. "State leqislature". The leqislature of the state of New York, in- 

cludinq all components thereof as provided in subdivision two of section 
ninety of the leqislative law. 
8. "Covered authority". Any public authority or public benefit cor- 

poration, other than a bi-state authority or public benefit corporation,, 
a majority of whose members are appointed by the qovernor or serve as; 
members by virtue of holding state offices to which thev were appointed' 
by the qovernor, or any combination thereof. 

S 951. Internal control responsibilities. 1. The head of each state 
aqency shall: 

a. establish and maintain for the aqencv guidelines for a svstem of 
internal controlsi 
b. establish and maintain for the aqency a system of internal COntIOlS 

and a program of internal control review. The program of internal con- 
trol review shall be desiqnad to identify internal control weaknesses 
and identify.actions that are needed to correct these weaknesses; 
c, make available to each oEficer and employee oE the aqencv a clear, 

and concise statement of the qenerally applicable manaqement wlicies 
and standards with which the officer or employee of such aqencv will be 
expected to complyi 

d. designate an internal control officer to implement and review thei 
- internal control responsibilities established pursuant to this section; 1 

e, implement education and traininq efforts to ensure that officers ~ 
and employees within such aqency have achieved adequate awareness and! 
understandinq of internal control standards and, as appropriate, evalua-' 
tion techniques; and 

E. periodically evaluate the need for an internal audit function. 
I 
I 

2. In order to identify all state agencies and their responsibillties~ 
for the purposes of implementinq the provisions of this article, the' 
director of the division of the budqet shall issue and, at his discre- 
tion, periodically revise a schedule which lists all state aqencies. 

5 952. Internal audit responsibilities. 1. The director of the dlvi- 
sion of the budqet, after reviewinq the evaluation of the head of each 
state aqency as to the need for an internal audit function, ahall issue 
and, at his discretion, periodically revise a schedule of state aqencies 
lother than the department of audit and control and the department of 
law) which are required to establish and maintain an internal audlt 



function. The $=?::rOllc~ and the attorney qeneral or thei? designees 
shall determine, anL periodically review such determination o;, whether 
an internal audit function within their respective departments is 
required. Establishment of such function shall be based upon an evalua- 
tion of exposure to risk, costs and benefits of implementation, and any 
other factors that are determined to be relevant. The head of'each state 
aqency listed in the budget director's schedule, and the comptroller and 
the attorney qeneral if they or their desiqnees so determine, shall es- 
tablish an internal audit function which operates in accordance with 
generally accepted professional standards for internal auditinq. Any 
such internal audit function shall be directed by an internal auditor 
who shall report directly to the head of such state aqency. 
Notwithstandinq any other provision of law, each internal auditor shall 
be appointed by the head of the aqency, and except in the case of the 
department of audit and control and department of law, such appointment 
shall be subject to the approval of the director of the budqet. The 
position of internal auditor shall be an exempt position. For aqencies: 
for which an independent audit is not required pursuant to sections nine! 
hundred fifty-three and nine hundred Eiftv-four of this article, the in-; 
ternal audit function shal.1 'evaluate the aqency's internal controls and 1 
operations. The internal audit function shall also identify internal 
control weaknesses that have not been corrected and make recommendations 
to correct these weaknesses. 
2. In the event the head of a state +qencv does not establish an in-' 

ternal audit function pursuant to subdivision one of this section, he or 
she shall nevertheless establish and maintain the proqram oE internal 
control review required by section nine hundred fifty-one oE this 
article. 

S 953. Independent audits of the executive chamber and the division of 
the budqet. 1. At least once every two years, the independent certified1 
&lic accountant or accountants selected pursuant to this section shall 1 

I conduct audits of the internal controls oE the executive chamber and the, - - --- - -  

division of the budqet, either as a sinqle audit or separately. Such a ~ - /  
pp~ p- 

dits shall be performed In accordance with qenerally accepted auditinq 
standards and shall include a report on whether the executive chamber, 
and division of the budqet's internal accountinq controls and internal 

I 
administrative controls are established and functioninq in a manner that 
provides reasonable assurance that they meet the objectives of internal. 
controls as defined in section nine hundred fifty of this article. The 
report shall identify the internal controls both evaluated and not eval- 

.. uated and shall identify internal control weaknesses that have not been1 
corrected and actions that are recommended to correct these weaknesses. 
If any such internal control weaknesses are significant or material withi 
respect to the entity, the independent auditor shall so state, The qov-, 
ecnor and the director of the budqet shall make available to the ~ublicl 
the results of such audits, includinq any related manaqement letters.; 
The qovernor and director of the budqet and any ofEicer or emuloyee of; 
the executive chamber and the division of the budqet shall make availa- 
ble upon request to such independent certified public accountants all 
books and records relevant to such independent audits. 

2. The qovernor and the director of the budget, either separately Or 
jointly, shall request proposals from independent certified public aC- 
countants for audits of the internal controls of the executive chamber 
and the division of the budget. The requests for proposals shall include 
a reference to the requirements for audits conducted pursuant to subdiv-, 
ision one oE this section. The qovernor and the direclor of the budqetl 



shall sclecl. such independent auditor or auditors in accordance with a 
competitive procedure includinq an evaluation, based on qua1 itv 
price factors, of those proposals received in response to such requests 

f 
for proposals. No contract for an independent auditor may extend for and I 
more than four years. 

5 954. Independent audits of the department of audit and control and I 
the department of law. 1. At least once every two years, the independent[ 
certified public accountants selected pursuant to this section shall1 
conduct audits of the internal controls of the department of audit and. 
control and the department of law, resPectivelv. Such audits shall be; 
perEormed in accordance with qenerallv accepted auditinq standards and 
shall include a report on whether the departments' internal accountinq 
controls and internal administrative controls are estabiished and func- 
tioninq in a manner that provides reasonable Assurance that they meet I 

the objectives of internal Controls as defined in section nine hundred 
fifty of this article. The report shall identify the internal controls 
both evaluated and not evaluated and shall Identify internal control 
weaknesses that have not been corrected and actions that are recommended ~ 
to correct these weaknesses. If any such internal control weaknesses are 
siqnificant or material with respect to such departments, the indepen-' I dent auditors shall so state. The comptroller and the attornev qeneral; 
shall make available to the public the results of such audits, includinq 
anv related management letters. The comptroller and attorney qeneral and 
any officer or emplovee of such departments shall sake available.upon 
request to such independent certified public accountants all books and 
records relevant to such independent audits. 
2. The comptroller and the attorney qeneral shall request prowsalsj 

from ineependent certified public accountants Eor audits of the internal 
pontrols of their respective departments. The requests for proposals 
shall include a reference to the requirements for audits conducted pur-, 
Suant to subdivision one of this section. The comptroller and attorney 
general shall select such independent auditors in accordance with a corn-' 
petitive procedure includinq an evaluation, based on quality and price 
factors, of those proposals received in response to such requests for 
proposals. No contract for an independent auditor may extend for more 
than four years. 
3. Whenever the comptroller or his appointee is a member oE any board, 

commission, committee, council, or corporation, which constitutes a 
state aqencv, the governing body of such board, commission, committeeL 

-. council, or corporation shall select an independent auditor for the p 
pose of conducting audits of internal controls in accordance with this 
section. ur- / 

S 8. Article six and sections ninety and ninety-one of the legislative 
law are renumbered article seven and sections one hundred and one hun- 
dred one and a new article six in added to read as Eollows: 

ARTICLE 6 
INTERNAL CONTROL RESPONSIBILITIES OF TBE STATE LEGISLATLlRE 

Section 89. Definitions. 
90. Internal control responsibilities. 
91. Internal audit responsibilities. 
92. Independents audits. 

S 89. Definitions. As used in this article, the followinq terms shall 
have the followinq meaninqs: 
1. "Internal controls*. Internal controls encompass the plan of orqan- 

ization and all of the coordinate methods and measures adopted within an 
orqanization to safequard its assets, check the accuracy and reliability 



APPENDIX M 
COMMONWEALTH OF VIRGINIA 

Internal Auditing Statute (revised 1990) 

CODE OF VIRGIXU I 

CHAPTER 14.1. 
D E P ~ ~ E M  or THE &ATE INTEPNu A U O ~ R .  I 

i 
Sec Sec ! 
2.1-234.29. Department ma&& appcintment 21-234.32 Dutiw of Lhe Department 

of Skts Internal Auditor. 2.1-234.33. Rapmibil i ly lor administrative 
2.1-234.30. Qualilicatiom and p m a l  sta- 

NFWt tur ofthe S&te Internal Auditor. 21-234.34. Rwimw d Lbne pmvirionr 
2.1-234.31. C a n e d  p w e n  ofibe DepaNnent 

8 2.1-234.29. Department created; appointment of S t a b  Intemld 
Auditor. - There is hereb created a Department of the State Internal 
Auditor. The Department s h all be an agency under the direction of the: 
Secretam of Finance. The State Internal Audibr shall be selected by andl 
re rt directly to the Secretary. 

!%e De artment of the State Internal Auditor is established to prpvide lor P the deve opment and maintenance of internal audit programs in. state 
agencies in order to ensure that the Commonwealths assets are subject 
appropriate internal management controls. Appropriate internal manage- 
ment controls assist in safeguarding assets, ensuring a-te accounting and 
reporting of financial transactions, and in providing effective and efficient 
management. (1985, c. 72.) 1 

.. 
6 2.1-234.30. Qualifications and  personnel status of the State ~nterng 

Auditor. - The State Internal Auditor shall be either a certified public 
accountant or a certified internal auditor. The State Internal Auditor, in I 

to provide continuity to the state's internal audit program, shall be a 
classified posit~on subject to the provisions of the Virg1nla personnel Act 
( 5  2.1-110 et seq.). (1985, c. 72.1 



9 2.1-234.31. General powers of the Department - The Department 
shall have the following general powers: 

1. To employ such personnel as may be required to c a w  out the purposes of 
this chapter; 

2. To make and enter into contracts and agreements necessary or incidental 
to the performance of its duties and execution ofits powers under this chapter: 

3. To acce t grants from the United States government and a encies and 8 iwtrumenta!ties thereof and any orher source. To theseends the epanmenr 
shall have the power to comply w t h  such conditions and execute such 
agreements as may be necessary, convenient. or desirable; and 

4. To do all acts necessary or convenient to carry out the purposes of this 
chapter. (1985, c. 72.) 

P 2.1-234.32. Duties of the Deoartment. - The Department shall have I 
the following duties: 

1. To establish state policies, standards, and procedures which will ensure 
I 

an effective internal audit program in all state agencies; 
2. To ~rovide  technical information to state anencies concerning trends and,  - 

new techniques in internal auditing, 
- 

I 3. To develor, evaluative tools and other modem methods to assist agency 
internal auditors in performing audits; I 

4. To assist state agencies in developing ilnd implementing automated data - 
processing internal Cudit programs ih the Commonwealth; 

5. To provide general teehmcal and audit assistance to agency internal 
auditors and to the Auditor of Public Account8 and the Gavernor on request; 

6. To assist agency heads and wlle&al bodies b establishing and operating 
internal audit o anizations; 

7, To assist in '71 t e professional development of agency internal auditors by 
developing and conducting trai~ng programs; I 

8. To examine the ad uacy of agency ink* audit p m c  t&ughl 
neriodic assessments of suc "P, pmmams and pmv~de Governor's tanes and 

heads with the res~ilts-of such h e n t s ;  
agin?o develop, in conjunction with the Shte  Comptroller, the Auditor of 
Public Accounts, the Joint Legislative Audlt and Re?ew Colpmission, a?d 
other ap ropriate state olficials, a plan for accommodat~n the l u t e d  audlt P k needs o agencies that do not require full-time interna auditors; and 

10. To prepare a biennial report for the Governor, Covernor's Secretaries, 
Auditor of Public Accounts, and appmpriate agency heads on the status of 
agency internal audit programs generally: and on agency adherence to other 
le 'slative requirements on internal audlhng. 

%e provisions included above shall not infringe upon responsibilitjes 
assigned to the Cam troller, the Audltor of Public Accounts, or the Joint 
Legislative Audit a n a ~ e v i e w  Commission by other provisions of the Code of 
Virginia. (1985, c. 72.) 

t 

5 2.1-234.33. Res onsibility for  administrative support. - The Secre- 
tary of Finance shalyassign responsibility for the Deparfment's administra- 
tive support services to one or more state agencies w~thin the executive 
responsibility of the Secretary. (1985, c. 12.1 

8 2.1.234.34. Review of these provisions. -Five years from the etfeetive 
date of this chapter, the Department or the State Internal Auditor shall be 
mviewed by the Secretary of Finance to determine if the duties of the 
Department should be restrunured or eliminared. A repon of the Secretary of 
Finance's determination shall be provided to the Governor and the Geneml 
Assembly. (1985, c 72.) 



5 21-23432. Duties of the Departme& - The Department shall have 
the fbllming dutia:  I 

1. TO d l i s h  state poliaes, &ndanL, md pmedum which will e m  
an dec t ive  ininternal audit program in all atate agencies; 

2. TO provide technical information to -to agencies concerning tmnda and 
new W q u w  in i n t a d  auditing; 

3. TO d m l o p  evaluative toah and other modem methoda to assist agency 
internal auditon in performing audita; 

4. TO assist state agenciw in developing and implementing automated data 
procassing internal audit pmgams in the Commonwealth; 

5. TO pmvide general technical and audit assistance to agency internal 
audi ton and to the Auditor of h b l i c  Accounts and the Governor on request; 

6. To assist agency heads and collegial bodies in establishing and operating 
internal audit organizations; 

7. To assist in the pmfessiod deveIopmmt of agency internal auditors by 
developing and conducting trsining programs; 

8. To examine the adequacy of agency internal audit programs through 
periodic aarcssments of such program and provide the Governor, Governor's 
Secmtarias, the State Comptroller, the Dkcbr of the Depamnent of 
Pianning and Budget, and agency heads with the mulb of such -men& 

9. To develop, in conjunction with the State Comptroller, the Auditor of 
Public Accounts, the Joint Legislative Audit and Review Commission, and 
other appropriate state ollicials, a plan for accommodating the internal audit 
needs of agencies that do not require full-time internal auditors; and 

10. To prepare a biennial report for the Governor, Governor's Secretaries, 
Auditor of Public Accounts, and appropriate agency heads on the status of 
agency-internal audit program;<enerally, and on agency adherenie to other ) 
le 'slative requirements on internal auditing. 

T h e  provisions included above shall not infringe upon responsibilities 
assigned to the Corn troller. the Auditor of Public Accounts, or the Joint 
Legislative Audit a n g ~ e v i e w  Commission by other provisions of the Code of 
V i n i a .  (1985, c. 72; 1990, c. 467.) 

W e  1990 w e n d m e n t  in subdivision 8. Sbk Compmller, the Dirutor o l t h e  Depart 
inwned "the Governor" and i m d  "the mcnt of Planning and BudgeL" 

9 2.1-234.34. Review of these mvisions. - On November 1, 1993, and 
four years thereafter, the Jepartment of the State Internal Auditor 

,"h':rbe reviewed by the Secretary of Finance to determine if the duties of the 
Department should be restructured or eliminated. A report of the Secretary of 
Finance's determination shall be provided to the Governor and the General 
Assembly. (1985, c. 72; 1990, c. 467.) 

The 1990 amendment substituted "on NP ter" lor -Five YCM b m  the eaective date oi 
vsmber 1, 1993, and every l o w  yran bereal. Chi, chapter." 



APPENDIX N 
INITIAL LETTER TO SENATOR BARRIENTOS 

2708 Kerrybrooi; Lane 
Austin, Teras 78758-69 14 
February 13.1991 

Honorable Corualo Barrientos 
Texas State Senate 
State Capitol, Room 326 
P. 0. Box 12068 
Austin. Texas 7871 1 

Dear Senator Barrientos: 
,. 

I am writing to you Lo express my concerns about the need to revise 
the Texas Internal Auditing Acl of 1989, article 6252-5d., Vernon's 
Annotated Civil Slatutes. Your sponsorship d Senate BiU 75 is admirable as 
this bill is an improvement on the current law. 

I would like to offer my opinion as a constituent and as an audit 
professional on how Senate Bill 75  un be lurther slfengthened. The 
opinions expressed in this letter are my own and may not necessarily 
represent the  posltlon of the state agency that employs me. 

I am a member or the Institute of Internal Auditors md have spent 
over ten productive years in Teras stale government internal auditlng 

.. including a term as founding Chair of the Texas State Agency Internal Audit 
Porum. 

In addillon. 1 have reent ly  iniliated an applied research project that 
Iccuses on state government internal auditinp laws. This Is being done as 
part of a master of public administration program at Sourhwesl Texas State 
University. My research project has Iocused on a comparative analysis ot 
the I989 Texas internal Auditing Act with professional audiling standards 
and with statutes of selected other slates. The objeclive is lo assess the 
content and effectiveness of the Teras law. 

I have reviewed the internal auditing statutes ol some 16 slates and 
have concluded thaL the Texas law is generally one of the better statutes in 
the country. In my opinion, with three modilications, it could be the best 
internal audiring slalute in the United Slates. 



The fallowing are among the positive attributes found in  the laws or 
other states thal are not present in the Texas law: 

Audils should be conducted in line wilh the "generally 
accepled government audiling standards" promulgated by 
the United States General Accounting Office (in addition to 
the Standards of the Institute or lnlernal Audilors as the 
Texas law now requires). 

r The chief internal auditor's experience requirement should 
include three or more years service in public sector internal 
auditing. (The current Texas law calls for "three years 
auditing experience." This would sllow a CPA t a  auditor 
with neither internal auditing nor public sector experience to 
be "qulliTied"l) 

3 .  

r Alternatives should be provlded to the Certilied Internal 
AuditorlCertifled Public Amuntant  certification 
requirement. (This would make the law more fair and 
equitable to many experienced, competent audit 
prolessionds who lack one d these two credentials.) 

I have attached copies of the Plorida and Illinois laws and highlighted 
sections that support the above recommendations. For example, the Florida 
law allows a master's degree in business administration or public 
administration with one additional year's experience needed for chiel 
auditors who lack certification. This is certainly more fair than the current 
Texas statute1 11 should also be noted that several states require a 
bachelor's degree wilh no certification. 

Please seriously mnsider !he above changes which will 
-. strengthen the current Texas Internal Auditing Act and wid provide greater 

Iairness and equity to several incumbent auditors. 

Please let me know if I can provide further inlormation on this. 
Thank you in advana  to any consideration you can give lo this proposal. 

Sincerely. 

& .%-a- 
Davi d . MacCabe 
Certified lnlernal Auditor 



APPENDIX 0 
REPLY LETTER PROM SENAf OR BARRIENTOS 

&ltr Brnute aE i 

a+ $tub? rtiF aexa* 
GONZALO BARRIENTOS P.O. BOX rma A u s r l s . r E x r s  7n7lr I ~ I ~ I ~ B M I I ~  
STATE SENATOR DISTRICT 11 HAYS & TRAVIS COUNTIES 

I 
I 

March 4, 1991 

Mr. Davld J. MacCabe 
2709 Kerrybrook Lane 
Austin, Texas 78758 

Dear Mr. MacCabe: I 
Thank you for your thoughtful suggestions on the sunset~leglslatlon on public 
accountancy, S.B. 75. 1 have sent a copy of your letter to the staff on the Sunset 
Advisory Commlsslon for their revlew and comment. I certainly appreciate all the 
positlve ideas you have contributed on the field of Internal audhlng. When we 
decide whether to amend the bill or not, t will let you know. 

Gonzalo Barrientos 
State Senator 



APPENDIX P 
SENATE BILL 1168, 72ND TEXAS LEGISLATURE 

Proposing to Amend the Texas Internal Audit Act 

r c l . l i n g  LO t h e  d e f i n i l l o n  o f  a s t a t e  a q ~ n c y  lor  purpose,  a f  

inCem.1 .ud i t inp i  and the q u a l i f l e a r l o n a  o f  i n t e r n a l  a u d i t o r s .  

BE IT c~IcTro 8 1  THE ~ t G ~ s m T u k  OP T H E  STATE or n u s ,  

PrCTIOH I .  S e c t i o n  I, c h a p t e r  187 .  Acrr  or the 

L e 9 1 1 i . c ~ r e ~  RcquLar ses.ion. I909 ( A r t i c l e  6212-$6, V e r n o n ' s ,  

Taras C l v L l  SL~LYLIII.  i s  m e n d e d  to r e a d  a r  fo11ws8 

' I = t  I 
S r c .  I .  In  t h i s  Act: I 

I11 'AqeI)cy' i n c l u d e l  every .Late agency,  depar tment .  

board, bureau, i n r t i t u t i o n ,  or s o m ~ s ~ i a n  that mccr, or m a r r  s f  

The f D l l a i n 9  triter,., 

CAI has  an o* r r t lnq  budgel e r c e e d i n q  $10 

m i l l i o n  a n n u a l l y *  

In! has a s r a i f  or  w r c  t h a n  Joo ~ p l s y e c s i i  

16t r .ee i re l  aad pz.cc.oca cmoh &-ems I *  exec., 

a t  $10 e i i k i a n  .nn..&kyl. 

I21 .Aqsncy a d m i n i s t r a t o r .  mans  the executive head o f  

.n .gency. 

131 'Audit. .ems a f l n a n c i r l  a u d i t .  a compklance; 

. u d l t ,  an economy r f f r c l e n c y  audlr. a m  c f ~ c s r ~ v c n . . ~  a u d i t ,  or 

L n r c r t I q a r I e O  as d e f i n e d  by scc t lans  311.011L - 

Tax41 C:Y1L StaIUc0.1, 13 amended t o  i e a d  -9 1el10rs :  

5.0. 5 i p p o l n t n n t  a f  i n t e r n a l  . u d a r  r l a f f .  The qovernrnq 

hadry .f an l q e n ~ y  01 11, d.,lpne. or  the a d m i n t ~ r r a t o r  .r zn 

agency w i t h o u t  a govarnlnri b a r d .  s h a l l  appalnt an Lnr=rnal  

a u d i t o r .  I rhn  sDa(l be ci+hcr  a e c r r t T i c d  p-biic aeaa-mranc ar rn 

e c r t t f * c d  intcvnei andl r h o  s h a l l  h a r e  r r  Lcart l r b r c e l  

f i v e  years o f  ~nrcrn.l w d i r i n q  espertcnce. c ~ r r ~ f l c a t t o n  as a - 
p u b l i c  accountant o r  i n t e r n a l  a u d i t o r  can s u b s t i t u t e  for tra ysarr 

of the  r e s u i r r d  1n t .ma1 a u d l t i n q  a r p e r 1 e n c c .  m. r q r n r g  ih.11 

employ such a d d i t i o n a l  pc~!cssxanml ind support s t a f f  a s  Lhe rqenry I 

a d n l n i s c r a t o r  derermincs are necessary t o  zmplemenc an e i f e s r r v e  

p r o q r m  o f  i n t e r n a l  a u d l r i n q .  

SECTIOH I. E H T R G ~ f f .  Ths i m p o r r a n c c  a f  l h s r  i c l i l l a l l o n  

passaqe .  and ~t rs ro enacted.  



APPENDIX 
LETTER TO SENATOR LEEDOM 

2708 Kerrybrmk Lane 
Austin, Texas 78758-69 14 
March 28. 1991 

Honorable John Leedom 
Texas State Senate 
Slate Capitol. Room 328 
P. 0. Box 12068 
Austin, Texas 7871 1 

Dear Senalw Leedom: 

I am writing to you to express my suppa t  for Senate Bill 1 168 
revising the Texas Internal Auditing Act d 1989, article 6232-Sd., Vernon's 
Annotated CivU Statutes. Your sponsorship d Senate Bill 1168 is admirable 
as this bill is a significant improvement on (he current law. 

The current Texas law needs to be more fairly structured to take into 
aavlunt qualiicelions olher than just cetlifintim as an internal auditor or 
public amuntant. There are many cnmpetent, experienced prdessimals 
who lack one d these credentials. Your bill a~~roor ia te lv  aualilies 
professionals with five years service lo be chi% idternal biditor, while rt 
the same time recognizes the substitution cd artif intion (CIA or @A) fa 
two years service. 

I would Me tooffer my opinion as an audit prcfessiond on how 
Senate Bill 1168 can be further strtnnlhened. The opinions expressed in this 
letter are my own and may not necenarlJy reprewni the position d the 
state agency that employs me. I am a member of the Institute d Internal 
Auditors and have spent over ten productive years in Texas state 
government internal auditing including a term as founding Chair d the Texas 
State Agency Internal Audit Forum. 

In addition, I am completing an applied research project that f o c u ~ s  
on state government internal audiiing laws. This is being done as par1 da 
master d public administration program at Soolbwesl Texas Stale 
University. My resarcb project has focused on a comparative analysis d 
the 1989 Texas Internal Auditing Act with prdessional auditing slaadards 
and wlth statulesd selected other states. The objeaive Is to assess the 
content and effectiveness d the Texas law. .- 



:.. 
I have reviewed the internal audillng statutes of xlme 16 slates and 

have concluded that the Texas law is generally one of the better statutes in 
the country, In my opinion, wilh two additional modillcations to Senate Bill 
1168, we wuld have the best internal audiling stalute in lhe United States. 
The Iollowing recommendations will further enhance Senate Bill 1168: 

. . Government ---Audits should be conducted 
in line with the "generally accepted government auditing 
standards" promulgated by the United States General 
Accounting Office [in addllion to the standards of the Institute 
of Internal Auditors as the Texas law now requires). 

Recommendation: Revise ~ecticn 8 of the law to  add the GAO's 
Government Auditing Standards. 

---A master's dewee in eilher 
business administration or pubilcadmWstrrtion should be 
allowed to substitute lor two yeusinternal audiling 
experience. Presence of the MBA or MPA should be riven 
similar status to the CIA/BA nedential. 

Recommendation: Revise section 5 d the law to allow the 
MPAIMBA substitution for two yews of tho required internal 
auditing experience. 

I have attached mpies d the Florida and Illiaols laws md highlighted 
sections that support the a b w e  recommendations. For example, the Plorida 
law allows a master's degree in business admlojstralion a public 
administration with one additional year's experience needed lor chief 
auditors who lack certilication. This is certainly more lair than the current 
Texas statute1 

Please consider the above changes whlch wlll strengthen the current 
., Texas Internal Auditing Act and will provide greater fairness and equlty to  

several incumbent auditors. Please let me know iT I can provide lurther 
information on this. Thank you for your interest in lhis impotlant subject 
and your consideration of these ideas. 

David j%iac~abe 
Certified Internal Auditw 



APPENDIX R 
SECOND LETTER TO SENATOR BARRIENTOS 

2708 Kerrybrook Lane 
Austin. Texas 78758-6914 
March 28, I991 

Honorable Gomalo Barrientos 
Teras Slate Senate 
State Capitol. Room 326 
P. 0. Box 12068 
Austin, Texas 7871 I 

Dear Senator Barrientos: 

Thank you lor your March 4th letter acknowledging my letter 
providing suggestions on Senate Bill 75. This pertains to,the Texas Internal 
Auditing Act of 1989, article 6252-5d.. Vernon's Annotated Clvil Stalules. 
As an audit professional and a constituent, I appreciate your interest in this 
important area and your sponsorship dSenate Bill 75. 

This week I learned of Senator Leedom's filing dSenate  Bill 1168 that 
proposes t o  change the qualification requirements of chief internal auditors. 
I believe Senator Leedom'a bill is a significant improvement on the current 
law and urge your support and/or a-sponsa$hip. 

The current Texas law needs lo be more lairly swuctured to take into 
account qualifications other than just certification as an internal auditor or 
public accountant. There are many wmpetent,erperien&d proles~lonals 
who lack one of these credentials. Senate Bill 1168 appropriately qual'iies 
professionals with five years service to be chief internal auditors while at 
the same time r e q n i z e s  the substitution oE certificalion [CIA or CPA) lor 
two years service. 

I have offered Senator Leedom my opinion as an audit professional on 
how Senate Bill 1168 can be further strengthened and wanted to share the 
following information with you. I 

I have reviewed the internaI auditing statutes ol some 16 slates as 
part of a graduate research project. My conclusion is thal the Texas law is 
generally one of the better statutes in the country. 



In my opinion, with two additional modifications to Senate Bill 1168, 
we could have the best internal auditing statute in the Uniled Stales. The 
following recommendations will further enhance Senate Bill 1168: 

Government Auditing Standards--Audits should be conducled 
in line with the "generally accepted government auditing , 
standards" promulgated by the United States General i 
Accounting Office (in addition to the standards of the Institute I 
of Internal Auditors as the Texas law now requires). I 

Recommendation: Revise section 8 of the law to add the GAO's 
Government Auditing Standards. 

Alternatives to Certification-A masler's degree in either 
business administration or public administration should be 
allowed to substitute for two years internal auditing 
experience. Presence of the MBA or MPA should be given 
similar status to the CIA/CPA nedential. 

I 
Recommendation: Revise section 5 of the law to allow the , 
MPA/MBA substitution for two years of the requited internal 
auditing experience. 

I 
I have attached copies of the Florida and Illinois laws and highlighted 

sections that support the above recommendations. For example, the Florida 
law allows a master's degree ia business administration or public 
administration with one additional year's experience needed for chief , 
auditors who lack certification. This is certainfy more equitable than the 
current Texas statute! 

Please consider the above changes which wilI strengthen the current 
Texas Internal Auditing Act and will provide greater fairness and equity to 
several incumbent auditors. 

Please let me know if I can provide further information on this 
subject. Thank you for your interest in t h s  important lopic and your 
consideration of these ideas. 

Sincerely, 

David J. MacCabe 
Certified Internal Auditor 
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