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Compliance with House Bill 16

House Bill 16 (83rd Legislature, Regular Session) requires state agencies to post on the
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FY 13 Internal Audit Plan Assessment/Status

Explanatory Information - The table below indicates the status of FY 13planned audits,
as shown on the approved audit plan, versus those accomplished during the year.

Board -Approved FY 13 Audit Plan

Status of Audit at 8/31/13

An Audit of Information Security
Review-TAC 202

Audit was completed. Report date
November 26, 2012. Report number
THECB-IA-WP-13-155

An Internal Audit Assessment of the
Ethics Environment at TH ECB

Audit was completed. Report date
December12, 2012. Report number
THECB-IA-WP-13-1%

An Audit of Formula Funding at
Texarkana College

Audit was completed. Report date
December17, 2012. Report number
THECB-IA-WP-13-157

An Audit of Financial Aid Compl iance
at Dallas Baptist University

Audit was completed. Report date
December 12 2012. Report number
THECB-IA-WP-13-153

An Internal Assessment of Sunset
Recommendations Status

This audit was not yet completed at
fiscal year-end, and will be completed
in fiscal year 2014.

An Internal Audit of review of the Loan
Refund Process

Audit was completed. Report date
March 19,2013. Report number
THECB-IA-WP-13-161

A Review of Telecommuting Practices

Audit was completed. Report date June
6, 2013. Report number THECB-IA-
WP-13-162

An Audit of the College Work Study
Program

This audit was not yet completed at
fiscal year-end, and will be completed
in fiscal year 2014.




LIST CONSULTING ENGAGEMENTS AND NON -AUDIT SERVICES
COMPLETED

A comprehensive audt of performance measures was included in the FY 2013 Annual

Audit Plan. The audit objective was to perform an audit on the accuracy of key
accountability measures. We modified our audit objective and scoped the engagement

to be more consultative in natur e because the Texas State Aud
comprehensive audit of performance measures at the Coordinating Board, as part of a

statewide audit of performance measures. Our new objective was to perform a
consultative assessment of the processe used to produce the Texas Public Higher

Education Almanac (which includes accountability measure information).

An Assessment of the Higher Education Audit was completed. Report date August
Almanac & Performance Reporting 14, 2013. Report number THECB-IA-WP-
13163




EXTERNAL QUALITY ASSURANCE REVIEW (PEER REVIEW)

External Quality Assessment of
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EXECUTIVE SUMMARY

As requested by the chief audit executive (CAE), the Institute of Intemal Auditors, Inc. (114)
conducted an external quality assessment (QA) of the internal audit activity (lA activity) of the
Texas Higher Education Coordinating Board (THECB). The principal cbjectives of the QA were
to assess |A activity's conformance to The llA’s infermational Standards for the Frofessional
Practice of Internal Audifing (Standards), evaluate the |A activity's effectivenass in carrying out
its mission (as set forth in s charter and expressed in the expectations of the THECB
management), and identify opportunities to enhance its management and work processes, as
well as its value to the THECB.

OPINION AS TO CONFORMANCE TO THE STANDARDS

It is our owverall opinion that the IA activity generally conforms to the Standards and
Definition of Internal Audit. For a detailed list of conformance to individual Standards, please
see Attachment A. The QA team identified opportunities for further improvement, details of
which are provided in this report.

The A Quality Assessment Manual suggests a scale of three rafings, “generally conforms,”
“partially conforms,” and “does not conform.” “Generally Conforms™ is the top rating and means
that an internal audit activity has a charter, policies, and processes that are judged to be in
conformance with the Standards (or as appropriate). “Partially Conforms”™ means deficiencies in
practice are noted that are judged to deviate from the Sfandards, but these deficiencies did not
preclude the internal audit activity from performing its responsibilities in an acceptable manner.
“Does Mot Conform”™ means deficiencies in practice are judged to be so significant as to
seriously impair or preclude the intermnal audit activity from performing adequately in all or in
significant areas of its responsibilities.

SCOPE AND METHODOLOGY

As part of the preparation for the QA, the IA actmity prepared an advanced preparation
document with detailed information and sent out surveys to a representative sample of the
THECB executives and operating managers. A summary of the survey results (without
identifying the individual survey respondents) have been fumished to the IA activity. Pnor to
commencement of the onsite work by the QA team on May 6, 2013, the team leader conducted
a preliminary mesting with the CAE to gather additional background information, select
exacutives and managers for interviews duning the onsite field work, and finalize planning and
administrative arrangements for the QA. As a part of the review, extensive interviews were held
with the THECEB Agency Operations Committee Chairman, executives and managers (including
heads of operating and support divisions), extemnal auditors, the Texas State Auditor and 1A
activity staff. Also reviewed were the IA activity’s nsk assessment and audit planning
processes, audit tools and methodologies, engagement and staff management processes, and
a representative sample of the A activity's working papers and reports.
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OBSERVATIONS AND POSITIVE ATTRIBUTES

The IA activity emvironment where the review was performed is well-structured and progressive,
where the Standards are understood and management is endeavonng to provide useful audit
tools and implement appropriate practices. Some successful practices observed were:

Establishing effective business relationships, where there the CAE is a respected member of
the executive management team, regularly offering advice and counsel,
Working collaboratively with management in:

o Assessing nisk and scope projects,

o Providing input into policies under development, and

o Responding to questions and offering feedback regarding govemance, nsk and

control.

Mentoring, advising and coordinating activities with the newly-established Compliance
Monitoning group,
Assisting and coordinating all external audit activity, and providing direct support to the
external auditors performing the agency stand-alone financial statement audit,

Intermal Audit staff members are expenenced practitioners and hold a number of professional
certifications that demonstrate a commitment to excellence.

Consequently, comments and recommendations are intended to build on this foundation already
in place within the |A activity.

RECOMMENDATIONS
Recommendations are divided into two groups:

# First are those that concemn the THECB as a whole and suggest actions by senior
management. Some of these are matters outside the scope of the QA, as set out
above, which came to aftention of the quality assessment team through the surveys
and interviews. These are included becauss they will be useful to the THECB Board
and management and because they impact the effectiveness of the |A activity and
the value it can add.

+ Second are those that relate to the |A actiity's structure, staffing, deployment of
resources, and similar matters that should be implemented within the 1A activity, with
support from senior management.

Highlights of the more significant recommendations are set forth below, with details in the main
body of the report.
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PART | - MATTERS FOR CONSIDERATION OF THE TEXAS HIGHER EDUCATION
COORDINATING BOARD AND MANAGEMENT

1. Prepare a written Charter for the Agency Operations Committee (A0OC) that formally
establishes their authority and respensibility for the oversight of the A activity. (Practice
Advisories 1110-1 and 1111-1)

2.  Maximize the Effectiveness and Efficiency of assurance activity in order to increase
the consistency, effectiveness and efficiency of both internal and extemal compliance
services. (Practice Advisory 2050-1)

PART Il = ISSUES SPECIFIC TO THE INTERNAL AUDIT ACTIVITY

1.  Strengthen the Quality Assurance and Improvement Program (QAIP) by implementing
procedures to periodically self-assess |A activity conformance with the Il& Standards,
Definition of Internal Auditing, and the Code of Ethics. (Standard 1311)

2. Strengthen the communication of IA activity resource requirements by working with
the AOC in establishing a frequency schedule that fully aligns the 1A annual plan with the
THECB nsks and its strategic plans and objectives. (Standard 2020)

3. Develop a more detailed functional information technology (IT) audit universe in
order to better determine the IT audit resources needed to properly meet the strategic
plans and objectives the THECB. (Standard 2020)

4. Enhance methods to promote the IA activity within the THECB to more fully inform
management and staff members about Internal Audit's role and responsibilities.
(Successful Practice)

Thank you for the opportunity to be of service to the Texas Higher Education Coordinating
Board. The QA team will be pleased to respond to further questions concerming this report and
to furnish any desired information.

P
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George Shemo, CPA, CFE, CGMA Debi Roth, CIA
Team Leader Director, Quality
The Institute of Internal Auditors

Team Member:
David J. MacCabe, CIA, CGAP, CEMA, MPA
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OBSERVATIONS AND RECOMMENDATIONS

FART | - MATTERS FOR CONSIDERATION OF THE TEXAS HIGHER EDUCATION
COORDINATING BOARD AND MANAGEMENT

These observations and recommendations originated principally from the comments received
from the management survey, interviews with selected executives, and follow-up of these
matters. All are of direct importance to enhancing the effectiveness and added value of the 1A

activity.
1. Prepare a Written Charter for the Agency Operations Committee

The Agency Operations Committee (AOC), which is the equivalent of an audit committee, is
compnsed of members of the Board. It has been noted that the AOC does not operate under a
formal wrtten document, such as a committee charter. While the functional relationship
between the AOC and the |A activity has been properly established and provides for required |A
activity organizational independence, the lack of a written document has led to some confusion
about the duties between the functional and administrative reporting lines. However, the internal
audit charter does address the responsibilities and reporting lines of the 1A activity.

Recommendations

Consider prepanng a wntten document that establishes AOC authonty for the oversight of the
THECGE A activity, and clearly defines their responsibilities in providing that oversight. The
AOC could seek the assistance of the CAE in drafting the document and may consider using the
A Model Audit Committee Charter as a guide. The document should be sent to the full Board
for formal approval. Executive management should be fully aware of the responsibiliies of the
AOC in order fo ensure duties are properly separated between the functional and administrative
reporting lines of the IA activity within the THECB.
Examples of functional reporting responsibilifies include:

« Approving the internal audit charter;

+ Approving the nsk-based internal audit plan;

» Approving the internal audit budget and resource plan;

* Receiving communicalions from the chief audit executive on the infermal audit activity's
performance relative to its plan and other matters;

+ Approving decisions regarding the appointment and removal of the chief audit executive;
« Approving the remuneration of the chief audit executive; and

» Making appropnate inquines of management and the chief audit executive to determine
whether there are inappropriate scope or resource imitations.

Also, the AOC should meet in private session with the CAE at least annually.
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Board and Senior Management Response

We concur with the audifor's recommendation. A wniten charter for the AOC is under
development and will be completed and submitted to the Board for approval at the October,
2013 Board meeting. The draft charter will clarify the AOC's role and responsibility, including its
role and responsibility as it pertains to the Internal Audit and Compliance Monitoring functions.

2. Maximize the Effectiveness and Efficiency of Assurance Activity

Recently, in response to an evaluation made by the Texas Sunset Advisory Commission, the
THECB redirected some of its staff resources in establishing a new function to monitor
expenditure compliance and data accuracy by external stakeholders among institutions of
higher education. This function has been named the “Compliance Group”™ and has been placed
within the organization of the Deputy Commussioner of Finance and Administration/Chief
Operating Officer.

Interviews with executive management indicated the approach of separation of the Compliance
Group and the 1A achvity is not ideal, but was implemented to follow the advice of the Texas
Sunset Advisory Commission. Based on a descnption of the duties of the Compliance Group
provided through these interviews, they would be conducting reviews of contracts. In effect, the
Compliance Group will be providing assurance services. As required by the Standards, the
CAE has established communication with the Compliance Group to allow for proper
coordination. However, there may be an opporfunity to enhance the efficiency and
effactiveness of the 1A activity.

Recommendations

Executive Management and the AOC should evaluate the placement of the Compliance Group
and consider positioning under the direction of the CAE. A decision fo consolidate may be
based on the following factors:

e The work performed by the Compliance Group is a form of assurance service currently
provided by the 1A activity.

s The CAE is charged with the responsibility for assurance services conducted relative to
the THECE.

Board and Senior Management Response

We concur with the recommendation. Organizational placement of the Compliance Monitoring
function will be moved to report to the Director of Internal Audit (and Compliance) effective
September 1, 2013. The new placement of the Compliance Monitoring function will provide
management with reasonable assurance of the effectiveness and efficiency of both functions,
since they will be following auditing standards that ensure consistent, reliable results. This
organizational placement also provides quality assurance and improvement that is built into
work processes of both groups, including Internal Audit and Compliance Monitoring receiving

10
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independent evaluation/oversight through an external quality assurance review once every three
years.

PART Il - ISSUES SPECIFIC TO THE INTERNAL AUDIT ACTIVITY

1. Strengthen the Quality Assurance and Improvement Program

The CAE has implemented a formal Quality Assurance and Improvement Program (QAIP).
However, the QAIP does not include provision for performing periodic self-assessments to
evaluate conformance with the Definition of Internal Auditing, The Code of Ethics, and the
Standards.  Also, the |A activity has not fully implemented a system of performance
measurement to assist in efforts to enhance the quality of services provided.

Recommendation

Include within the QAIP, the penodic assessment of the [A actiity in conforming fo the lIA
definiion of Internal Auditing, Standards, and Code of Ethics. Also, expand the use of
performance melnics as an aide in developing plans to continually improve [A activity
performance.

Internal Audit Response

Intemal Audit fully supports a ngorous program of Quality Assurance and Improvement.
Department procedures establish a three year interval for external quality assurance
assessment, consistent with the requirements of the Texas Intemal Auditing Act. These
procedures further specify that dunng the first two years of this three year cycle, Internal Audit
will perform a comprehensive self-assessment of its conformance to the A definition of Intemal
Auditing, the Standards, and the Code of Ethics. The results of both external quality assurance
assessments and intemal quality assurance assessments will be reported to the Agency
Operations Committes.

The Chief Audit Executive developed the first set of intemal audit performance mefrics during
fiscal year 2013, as defined in depariment procedures. The presentation of actual results in
comparison to targets will be done at the conclusion of each fiscal year, at the October Agency
Operations Committee meeting. The cumrent set of four performance metrics will be expanded
for fiscal year 2014, and the new metrics will be presented at the October 2013 Agency
Operations Committee meeting.

2. Strengthen the Communication of l1A Activity Resource Requirements

While the CAE properly communicates the annual plan to execufive management and the ADC
for approval and provides assurances as to the adequacy of resources to complete the plan that
Is communicated, the approach to determining the engagements to be included in the plan does

not adequately allow for an evaluation of the resources required to properly support the THECB
in meeting its goals, objectives and strategic intiatives, nor does it provide for the identification

11
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