October 31, 2016

The Honorable Greg Abbott

Daniel Hodge, Chief of Staff, Office of the Governor
Members of the Legislative Budget Board
Members of the Sunset Advisory Commission

State Auditor's Office

Attached is the annual report of the Internal Audit Division of the Office of the Governor for the
fiscal year ended August 31, 2016.

This report fulfills the requirements set forth in the Texas Internal Auditing Act (Texas
Government Code, Chapter 2102).

The Internal Audit Division of the Office of the Governor is in compliance with the Texas
Internal Audit Act and reports to the head of the agency, the governor, through the chief of
staff. The purpose of this report is to provide information on the assurance services, consulting
services, and other activities of the internal audit function. In addition, the annual report
assists oversight agencies in their work planning and coordinating efforts.

Please contact me at (512) 936-2601 if you have any questions about this report.

ectfully

Rene Valadez, CIA’)

Director, Internal Audit
Office of the Governor



Internal Audit

Annual Report
For

Fiscal Year 2016

Compliance with Texas Government Code, Section 2102.015: Posting the Internal Audit
Plan, Internal Audit Annual Report and Other Audit Information on Internet Website

Within 30 days of the chief of staff’s approval, the Office of the Governor will prominently
post the Fiscal Year 2017 audit plan, as provided by Texas Government Code, Section
2102.008, and the Fiscal Year 2016 internal audit annual report, as required by Texas
Government Code, Section 2102.009, on its Internet website.

Internal Audit Plan for Fiscal Year 2016

Title Status Reason for Deviation
Report 16-01: An internal Audit on Management Controls
and Adherence to Established Investment Policies, Completed N/A
January 2016
Report 16-02: An Internal Audit of Texas Film Commission
Program Effectiveness and Results, Completed N/A
August 2016

*Reasons for Deviation: N/A

Consulting Services and Nonaudit Services Completed

The International Standards for the Professional Practice of Internal Auditing defines
consulting services as “advisory and related client service activities, the nature and scope
of which are agreed with the client, intended to add value and improve an organization’s
governance, risk management, and control processes without the internal auditor
assuming management responsibility.”

Per Government Auditing Standards, 2011 Revision, nonaudit services are “professional
services other than audits or attestation engagements.”

The Internal Audit Division did not perform any consulting or nonaudit services in Fiscal
Year 2016.

External Quality Assurance Review (Peer Review)

Executive summary of external quality assurance review completed in November 2012:




REPORT ONTHE
EXTERNAL QUALITY ASSURANCE REVIEW
OF THE
OFFICE OF THE GOVERNOR

INTERNAL AUDIT DIVISION

Noventler 2012

PERFORMED BY

SANDRA Q. DONOHO, MPA, CLA, CEFE, CISA, CICA
DIRECTOR OF INTERNAL AUDIT
DEPARTMENT OF HOUSING AND COMMUNITY AFFAIRS

FERFORMED IN SCCURDANCE WITH THE

STATE AGENCY INTERNAL ATDIT FOORITM
FERK REVEDW POLICTES AND PROUCEDURRS

Penvenzher 2612
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V Internal Audit Plan for Fiscal Year 2017

PLANNED AUDITS

DESCRIPTION Budgeted Hours
An Engagement to Assess the Office of the Governor’s Contracting 1,500
Processes Against Statutory Requirements and Best Practices* !

*This engagement may address contract management and other requirements of Senate Bill 20
(84t Legislature).

The Fiscal Year 2017 audit plan was developed using a risk assessment methodology that
considers various factors, including:

e Process and Procedural Changes e Administrative and Financial History
e Cost or Complexity of Awards e Perceived Legislative, Public, or Management Interest
e Reporting Requirements e Previous Engagement Timeframes

No business areas received a risk ranking of “high” when considering likelihood of occurrence
and impact of risks.

SPECIAL PROJECTS
&

MANAGEMENT ASSISTANCE

DESCRIPTION Budgeted Hours
FY 2016 Agency Risk Assessment 700
Office of the Governor and Trusteed Programs

Special Projects and Continuous Monitoring 1,500

VI External Audit Services Procured in Fiscal Year 2016
No external audit services were procured in Fiscal Year 2016.
Vil Reporting Suspected Fraud and Abuse

All employees are informed of their responsibility to help protect public assets by reporting any
suspicions of the existence of unethical activities internally to the fraud prevention coordinator
or the ethics advisor or externally to the State Auditor's Office. Employees may anonymously
report in writing through fraud, waste and abuse reporting boxes. The external website of the
Office of the Governor also includes a link to the State Auditor's fraud-reporting site. The chief
of staff reports suspected loss, misappropriation, misuse, fraud, or unlawful conduct in relation
to the operations of the Office of the Governor to the State Auditor's Office.



