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January 22, 2004

To the Board of Trustees

Fort Bend Independent School District

I have reviewed the Internal Audit Department of the Fort Bend Independent School District (FBISD) for the calendar year ended December 31, 2003.  The department is responsible for conforming to district objectives and policies as well as professional standards applicable to internal audit as stated in the Code of Ethics and the IIA Standards for the Professional Practice of Internal Auditing.  My responsibility is to express an opinion on the FBISD Internal Audit Department’s compliance with these professional standards.

My review included verification and examination of documents required or suggested by IIA Standards.  These include the Annual Audit Plan, Audit Charter, Job Descriptions, Work Papers, Communication with Board of Trustees and Audit Committee, Organization Charts and Training Schedules.  I read questionnaires returned by FBISD auditees, external auditors, Audit staff, Superintendent, Associate Superintendent and the School Board President.  Ten questionnaires were sent out and nine (90%) were completed and returned.  I also reviewed and analyzed four (4) sets of internal audit working papers and the accompanying audit reports.  The audits judgmentally selected for examination included Maintenance Parts Inventory #200-04, Warehouse Management Audit #300-03, Elkins High School Activity Fund Audit #600-03 and Computer Asset Inventory #1100-03.

The major objective of the peer review was to evaluate the FBISD Internal Audit Department’s compliance with the Institute of Internal Auditors Standards for the Professional Practice of Internal Auditing (IIA Standards).


Standard 100
Independence


Standard 200
Professional Proficiency


Standard 300
Scope of Work


Standard 400
Performance of Audit Work


Standard 500
Management of the Internal Auditing Department

  Additional objectives included:


●
Determine compliance with FBISD Internal Audit Charter


●
Evaluate FBISD Internal Audit Policies and Regulations


●
Identify Opportunities for Improvement


●
Identify Best Practices Utilized

●
Share Audit Experience/Activities between the Peer Reviewer and the FBISD Internal Audit Department

In my opinion, the Internal Audit Department of the Fort Bend Independent School District is in compliance with the IIA Standards for the Professional Practice of Internal Auditing in all material respects for the calendar year ended December 31, 2003.  The following comments while not considered of sufficient significance to affect the opinion expressed above, were considered in determining that opinion.  They are included along with recommendations for potential improvement that should be considered by the FBISD Internal Audit Department. 

Standard 100 – Independence   Internal auditors should be independent of the activities they audit.

Observations

Access to the Board of Trustees and Superintendent by the FBISD Internal Auditor establishes and promotes the independence of the Internal Audit Department.

The Charter grants the Internal Audit Department the independence, objectivity and authority needed to effectively discharge their responsibilities. 

Standard 200 – Professional Proficiency   Internal Audits should be performed with professional proficiency and due professional care.

Observations

The Internal Audit Department is staffed with trained and experienced employees who possess the knowledge, skills and disciplines necessary to conduct audits within the school district.

Internal auditors are supported by supervision before, during and after conducting an audit and preparing a report by clear and complete audit programs, planning memos, work paper  and report reviews.  

The Internal Audit Manager follows the IIA’s Code of Ethics and ensures that the audit staff is familiar with and reviewed on their compliance with this code.

The entire Internal Audit staff receives training required for their professional certifications.  In addition, they are scheduled for specific training based on the audits they will perform.

Comment 1 

The FBISD Internal Audit Charter indicates that all audit work is to be conducted in compliance with IIA Standards and the Professional Code of Ethics; however, the Internal Audit Department job descriptions do not mention the Code of Ethics.

Recommendation 1

I suggest rewriting the job descriptions for the Manager of Internal Audit and all staff members to include reference to the Professional Code of Ethics.

Comment 2

FBISD uses a detailed risk assessment to identify and rank the activities most susceptible to errors, omissions and fraud. Once high-risk activities are selected for audit; however, the audit programs do not indicate that the possibility of fraud was considered in planning the audit.

Recommendation 2      

 I recommend that FBISD amend their audit programs to include procedures to document that the possibility of fraud has been considered in planning the audit.  Examples of these procedures could be inquiring of management and others about their knowledge of fraud and an examination of transactions or accounts that lend themselves to concealing fraudulent activities.  

Standard 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.

Observations

The Internal Audit Department maintains an audit schedule that projects the starting date and estimated number of hours for each audit.  After the audit is complete, this schedule is updated to include actual hours and the variance from the hours that were estimated.

Comment 3

The FBISD Internal Audit Department has a completed audit schedule for the 2003 school year and a schedule for the 2004 school year that is still in progress.  There is no audit schedule beyond the 2004 school year.

Recommendation 3

I recommend that the FBISD Manager of Internal Audit use the risk assessment to prepare a long-range audit plan.  This plan should be tentative, but would assist the Manager in planning her budget for training, consultants and other professional expenditures in future years.  It could also be used to justify the need for additional staff members.

Comment 4

The FBISD Internal Audit Department Standards require an internal control review in order to determine the nature of audit tests.  In the sample audit files I examined, I noted that system documentation included mention of internal control procedures as they were obtained by auditor observation and interviews of employees and management.  Audit programs, however, required few tests to verify that key controls were operating as intended.

Recommendation 4 

I recommend that each audit program contain tests of internal control procedures indicated by interview and observation in order to determine whether the controls are adequate and effective.  

Standard 400 – Performance of Audit Work   Audit work should include planning the audit, examining and evaluating information, communicating results and following up.

Observations

FBISD Internal Audit Policies and Regulations define and explain the process to be followed for all internal audits.  These documented procedures ensure that each audit is adequately planned and conducted.

The scope and audit objectives are included in every audit program that I examined.

The auditee is included in the planning phase of the audit and his/her input  is considered in determining the audit scope and objectives.

Auditee responses to the audit findings are included in the final audit report. 

The Internal Audit Department prepares timely written audit reports for each activity audited.

The Audit Department maintains status reports from each auditee on the corrective action they are taking on audit findings.

Comment 5

FBISD Internal Audit Department files are organized, indexed and cross-referenced.  Detailed Audit Finding sheets were prepared on three of the four sample audits; however, after reviewing the work papers, I was not always able to arrive at the same conclusions.

Recommendation 5

Work papers should include all relevant material, manual or automated, obtained or developed in connection with an audit project.  They should describe and support actions taken, steps and analysis performed, conditions encountered, conclusions reached and findings and recommendations made.  Work papers must contain enough evidence to prove all audit objectives were thoroughly addressed and results of work done were appropriately and effectively applied.

I suggest that FBISD consider including in audit work paper files documentation of all interviews, testing and other procedures performed by the auditors so that after reviewing the file, any prudent, informed person would reach a similar conclusion.  If the documentation is too large to include in the file, reference to those documents and brief summary of the relevant parts, should suffice for the file.

Standard 500 – Management of the Internal Auditing Department   The Internal Audit Manager should effectively manage the Internal Auditing Department.

Observations

The Internal Audit Manager maintains detailed schedules on planned and completed audit work showing total audit hours available and classifying hours used by audit activity.

Clearly written job descriptions and staff training programs are available for each employee.

The Internal Audit Manager meets with the Board every other month to review audit plans and results.  

A quality assurance form completed by auditees enables the Internal Audit Manager to evaluate staff auditors’ performance after each audit.

The FBISD Internal Audit Department works well with the district’s external audit firm.  The audit partner indicates that he holds the department in high regard and relies upon their work.

Questionnaires sent to the Superintendent and Board President indicate their support for the Internal Audit Department and their utmost confidence in the Department’s work.

The Internal Audit Department requested this external Peer Review to evaluate their compliance with IIA Standards and make recommendations for improvement.

Best Practices

●
Post audit surveys are useful to the Manager of Internal Audit and the Superintendent to evaluate the quality of internal audit work performed. 

●
A comprehensive risk assessment of the entire district helps to prepare an audit schedule that examines the activities with the highest risk scores first.

●
A detailed schedule of audits and projects to be completed throughout the year assists the Manager of Internal Audit in planning, budgeting staff work hours and arranging staff continuing education.  

●
The Manager of Internal Audit established a web site for the Houston Area School District Internal Auditors (HASDIA) and keeps it updated with current audit programs and other newsworthy information to facilitate networking with other local internal auditors.

●
The Manager of Internal Audit performed the first Peer Review of a fellow HASDIA member and has sought this peer review to evaluate her own department’s compliance with IIA Standards.  She developed the audit program to be used in performing these reviews and set a high standard for other reviewers to follow.

Conferences

I spent one day at the FBISD offices meeting with the FBISD Manager of Internal Audit, reviewing their files, asking questions and sharing approaches and other insights to be considered in further improving the work of the Internal Audit Department.  I brought the sample audit files back to my office in order to examine them more thoroughly.  These files were returned to the FBISD Internal Audit Department at a later date.  Due to the Christmas break and the maternity leave of the Internal Audit Manager, subsequent correspondence with Tina Worrell was conducted by e-mail through the Staff Auditor, Linda Torres.  
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