October 31, 2014

The Honorable Rick Perry

Ms. Kathy Walt, 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
year ended August 31, 2014. This report fulfills the requirements set forth in the Texas Internal
Auditing Act.

The Internal Audit Division of the Office of the Governor is in compliance with the Texas
Internal Audit Act (Texas Government Code, Chapter 2102), and reports to the head of the
agency, the governor, through the chief of staff. The purpose of this report to provide
information on the benefits and effectiveness 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.

__Respectfully,

Rene Valadez; CIA
Director, Internal Audit
Office of the Governor



Fiscal Year 2014
Internal Audit
Annual Report

I Compliance with House Bill 16 (Posting the Internal Audit Plan, Internal Audit Annual
Report, and Other Audit information on Internet Web site)

Upon chief executive approval, the Office of the Governor will post the Fiscal Year 2015
audit plan, as provided by Texas Government Code, Section 2102.008 and the Fiscal Year
2014 internal audit annual report, as required by Texas Government Code, Section

2102.009 on its Internet Web site.

Il Planned Work Related to the Proportionality of Higher Education Benefits

Not Applicable

Il Internal Audit Plan for Fiscal Year 2014

An audit to provide management assurance that contractor
performance is monitored.

Status
In Progress

Planned
FY2015 Release

| Reason for Deviation

External Reviews &
Inquiries Consumed
an Inordinate Amount
of Internal Audit
Resources in FY2014

FY2015 Release

An audit to determine compliance with investment policies Completed NA
Report 13-02
An audit to provide assurance on the reliability of select Deferred External Reviews &
Criminal Justice Division reporting Inquiries Consumed
an Inordinate Amount
of Internal Audit
Resources in FY2014
An assessment of information technology governance In Progress External Reviews &
Inquiries Consumed
Planned an Inordinate Amount

of Internal Audit
Resources in FY2014

FY 2014 Agency Risk Assessment, Office of the Governor & Completed NA
Trusteed Programs

Required Reporting Completed NA
Special Projects at Management Request Ongoing NA

IV Consulting Services and Nonaudit Services Completed

Consulting Service, as defined in the International Standards for the Professional Practice of
Internal Auditing was completed in Fiscal Year 2014. Consulting services are defined as




advisory and related client service activities, the nature and scope of which are agreed with
the client, are intended to add value and improve an organization’s governance, risk
management, and control processes without the internal auditor assuming management
responsibility.

The objective of the consulting engagement was to improve organizational governance.
The project was completed in September 2014 and resulted in a recommendation to the
Administrative Division and executive management addressing internal reporting and
communications.

External Quality Assurance Review (Peer Review)

Executive summary of external quality assurance review completed in November, 2012.



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

INTERNAL AUDIT DIVISION

Noventbher 2012

PERFORMED BY

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

PERFORMED IN ACCORDANCE WITH THE

STATE AGENCY INTERNAL AUDIT FORUM
PEER REVIEW POLICIES AND PROCEDURES

Noversber 20132




OVERALL OPINION
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o epinion that e Offier of the Gevemoe™s Interral Audis Divisos rectivies s sing of “pees™ wad
is i camplisnee with the Institste of Tuternad Ambsons (IA} Iofermariowal Sandids for v
Srafersionad Proviioe af Inferna Awditing snd Code of Bthics, sl the U8 Ganersisent
Aseountability Office (GAG] Governwenr duditing Stovwkarsds, withan the inbersnt limitabioas ol »
ane-persce audit function. This opiadon, which is te highast of the theve possible raings, mens
thant palicies, procedures, and peactices wre in place to implement e standiends and requirements
nesexsery for ensuring the ndependence, objectivity, and profiviamy of the innal selit fasetive

The lntersal Audiz Divison is &n complisnce with the Texas Internad Audit Act (Temar Govermmeny
Crovie, Chapter 28023, except for the requiressent to repant tu vither the beand of the agancy or thy
fied of the agency. The Ofee of the Goveraoe doos oot have a governing toard, and the besd of
the ageney i the Governar hinsselll The Director of laternnl Awdit bas o dotted line reporting
refatioesdip 1 the Governoe, bat repors direuily to the Chiel of Staff on 2 day-wo day base Hhe
Cloef ol StalT ix responssile foe maniging the Govesnoe's Office, 5o this repanting stnuctire s
spgrrepeinte Toe the sl function given tese clicustaces,

We found thet the leteenal Andit Dividon & independent, objeative, and @le to resder impactil
sed wmbizsed Judgowents an the audit wek parfoemosd, The Dwectar of Btoral Asdit i qualifiol,
proficient, and knowlsdpeable in the sudited areas. Individual sudit posjects are planned seing ri
sesmendt techinigoes, uudit coaclusions are seppocted in the working papers, and findiogs amd
recnmmendationg are cammusicated clearly and concisely.

The Internsd Audit Divizion s well managed wternadly. In adddticn, the Directur of ndernal Asda
fass e elistive sehiivastip with the Chief of Stafl wnd other agorcy excoutives sl & respaviod
ancl suppurted by exeoptive mansgement, Sueveys and isterviews cceduated duriag the quality
wasurance review indicate that manngeesent considies Inters? At s weful poa of the overst
agency aperations and finds that the sudit process and repod roseusendations add vabe sed help
impenve the sgency’s operdions.

ACKNOWLEDGEMENTS

We npprsviate e conrtesy and coopemtios extended o us by the lnternsl Swadi Diestor, the Chiel
af StafT and the seaiar mamagurs wha participotad wn the dtervew process. | aoakd alas Tike 1o
thank ench person who completed a survey For e quality assurssce seview The feadind from

the sirveys amld the interviews provided valzable infonmation regraling the opemtioes of the
teternn!l Audit Division and its relationship with memagement,

%@"é o 11/:!:3-

Lrector of fesreed Swilit Lao
Separiwent of Howsng avd

Loy Affirirs

SALAF Peer Review Teawm Leader

L

November 2002




VI Internal Audit Plan for Fiscal Year 2015

PLANNED AUDITS

DESCRIPTION Budgeted Hours
An audit to provide management assurance that contractor performance 160

is monitored

An audit to provide assurance on the reliability of select Criminal Justice 400

Division reporting

(May relate to limitations in the General Appropriations Act)
Follow-Up Audit to Confirm Management Assertions Responsive to the 240
State Audit of The Texas Enterprise Fund (Released September 2014)

This FY2015 audit plan was developed using a risk assessment process that considers various
factors including:

e Reporting Requirements e Major Contracts

e Changed Processes e Turnover

e Previous Review(s) History e Perceived Legislative/Public Interest
e Disbursement Numbers & Sizes e Use of Confidential Information

e New Leadership e Significant Travel

No risks received a “high” ranking based on their combined probability and impact.

: ' SPECIAL PROJECTS & MANAGEMENT ASSISTANCE

DESCRIPTION Budgeted Hours
An assessment of information technology governance 80
FY 2016 Agency Risk Assessment,

Office of the Governor and Trusteed Programs 480
Required Reporting 80
Special Projects at Management Request 420

VIl External Audit Services Procured in Fiscal Year 2014
No external audit services were procured in Fiscal Year 2014.
VIlII  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, or to the State
Auditor's Office. 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. The external website of the Office of the Governor also
includes a link to the State Auditor's fraud-reporting site.



