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ABSTRACT

This thesis presents an analysis of Internal Auditing at
the Ccunty and HMunicipal levels of government in the State
of California. Specifically, the research addresses the
degree of 1local government's compliance with the expanded
scope audit standards issued by the United States General
Accounting Office (GAO) in 1972 and revised in 1981. The
research encompasses specific aspects of the organization
and independence, the professional skills, the audit
performance and the reporting procedures of local level
government audit offices. The information relevant to these
areas was gathered by an author developed questionnaire. The
response data provided is wused to assess the degree of
ccmpliance with the GAO Standards and also to ascertain, if
applicable, why local governments do not comply with these
j procedures, Conclusions and recommendations pertaining to
$ this objective, as well as to the potential growth and
developsent of internal auditing, are also provided.
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I. I1EIBODUCTION

A. GENERAL

Prior to 1972, governmental internal auditing
5 enconpassed a financial assessment of an entity <¢o insure
: fiscal accountability and compliance. The process of
H internal auditing wvas defined as having one or =amore of the
3 following purposes:

1. To ascertain whether the statele ared fros the
accounts air ly presented th fgnangfag posi tfon and

g ts inancial operations +h overnaental
3 ; in acco:dance with generally accepte accounting
3 nciples;

! 2. To determine the propriet lit nd mathematical
: accura of CaPrEGver 0+ L it 8 21 ggnancgal

transactions;

3. o ascertaii vhethe 311 Sinancial transactions have
een properly recor :

4, scertain the stevaidshigor fignbl c officials who

hanﬁle and are resgon ancial resources of
a governmental unit. [1:1

To supplement these purposes, the American Institute of
Certified Public Accountants (AICPA), through its Committee
on Auditing Procedures, dJdeveloped and proaulgated a set of
generally accepted auditing standards designed to specify
the level of guality expected in governmental audit work.
These standards, categorized into those of a general nature,
those applicable to field wvork and those pertaining <to
reporting procedures are 1listed in Appendix A. For the
purpose of future coaparison, the general standards issued
in 1963 vere as follows:

1. hc is ¢ b
T oxanig:sign s ¢0o be porfgggggl bytgaigtrson o

. ew - .w = & L

5 ST 4Tf, 007109, 2dggmte “tec 9 e
| 2. all, matters ~celating o tDs thS assigpment . go

o tﬂd.g.%gtor or auditors, an

-
T RPN W e I SR ST TSP G W ST P G, Sy . . -
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- 3. Due rofessi n % ca
- ecf o mance o

: he report. [1:128 ]
1 Since the standards were issued, the auditing profession has
applied them as measures of the guality of work required in
the performance of financial and compliance audits. [1:127]
E Thus, they wvwere utilized ¢to certify the fairness of
. financial sta*tements presented by public sector
organizations.

Literature indicates, hovever, that <the concerns of
legislators wvwent beyond financial and compliance needs.
Government nmanagement officials, as well as the general
public, became interested in more than financial
accountatility; they were also interested in determining if
government was achieving its goals within the paraseters of
lav in an efficient and economical manner. (2:38] Thus, the
role of <the internal auditor in providing the +timely,
relevant and accurate data required to assess the totality
of government operations wvas becoming of paramount
importance. This observation was expressed in the following
remarks of Ellsworth H, Morse, Jr., Assistant Comptroller
General of the United States:

"Go ernnent rograls and operatiogi are
nei 2vernnental expenditure ar
bsorbin an ever increasing share_ of our national
ncome. vernment nanagers need all the help they

can et to do an effect
{ ic lccountants hava skills that can be
ﬂ ada teg to improving the efficiency, econoay and
effectiveness vith vhich government operations are
conduc*ted However, they need some sharpening *¢o
be more directlg helpful® to government =managers

and B 1i maker
Gove nlent proqrals and thelr objectives are

SCEN - TN LN

Pt A o Arae 2 LA e b M asL GHE e aris

s |, p

Carh

{ congnzx and ¢ are nce ved financed and
- stered in 1 environment. While
s there are sone sin es. the framevork of
gerat g iffers qreat f t of private
i terpr se. his neans that C accountants
X are ef ecti ontri ute to better

gove nnent l{st nvest some effort in
acg ihe necessary knovwledge and skills to
- f %ver what is wvanted and wvhat is needed".
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The concept of internal auditing envisioned by <the forward
looking General Accounting Office (GAO) vas that of an
independent organization installed within the various levels
of governament to not only review financial statements, but
also to aid management in the achievement of its goals by
including a consideration as to the effectiveness of control
systeas and related administrative practices.

In a speech given before the Northwest Graduate
Accounting Study Conference in the fall of 1970, Ellsworth
H. Morse, Jr., then Director of +he Office of Policy and
Special Studies at the GAO, stated:

"Pinancigl au iting requires the auditor to
concern himself with many aspects of management or
administrative performance and control. 2 cannot
confine his attention to accounting records, The
auditor of financial statements will fird himself
on muc¢h the same round as the €0 called
operational auditor®. [4:41]
To meet the public sector's need, the GAO issued a nevw set
of standards in 1972 Qdesigned to expand the scope of
governmental auditing beyond concern with strictly financial
activities and operations. As stated by Elmer B. Staats,
former Comptreoller General of the United States:
"Governmental auditing novw is 1so concerned with
ngther governmental gorgan%zatgons are achgevin
the purposes for which grograns are authorized an
funds , are made ava le, are doing so
egononxcaily and efficiently and are complying
with applicable laws and regulations"®. [S:i%
The new standards were developed after nearly three years of
extensive field vork. They vwere the product of a
governmental task force under the GAO's direction that was
composed cf members drawn from federal agencies, state
governments and cities with large grant-in-aid programs. (6]
The revised standards applicable ¢to federal , state and
local governments, are listed in their entirety in Appendix
B. In the author's opinion, however, the key addition was
to the set of general standards. The following standard wvas

added toc those already in existence:

"
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a) An _examination of fin n al transactlo s, ccounts
and reports i i uat of
complicance vwith applicablé 1aws an regnlat ons,

k) A review of afficiency and economy in the use of
resources,

t t e
O L BELitt.E] defRERRe fhogyer desired results vers
Thus, governmental internal auditing became, in theory, a
poverful maragement tool that would be able +¢o achieve %he
broad ranging appraisals described in the following
definition c¢f modern internal auditirng:

"An independent grai g of the diverse

gperations an contro t 1n an organi aticn toQ

deteraine vhet her appli le poli Ses and

prccedures are folloved, established standards are

met, resources are used efficiently and

econonlcally and the orqanzzation's ohject ves are
eing achieved®, [7:6]

B. RESEARCH DIRECTION

Even with this new emphasis applied to all 1levels of
governmental audit activity, it is difficult to ascertain if
the functicn of internal auditing and the role of the
auditor have been strengthened bDy the expanded standards.
Soon after the GAO published their expanded scope standards,
the AICPA, 3in their 1973 pamrphlet entitled "Audits of State
and Local Governmental Units®, indicated that they did not
accept the extended view of auditing that the GAO presented.
They stated:

"No ayditor is ex o ive an opinio n hov
et c!ent or gnongcai ang organzzgtgonn
vheth er prog ran results have "been effect velz
chieved. In snf cages, the auditor regorts vha
e finds factually and @makes a reconlen at on for
improvements he deems appropriate®., (8:63
Purther, recent GAQ reports indicate <¢he existence of
videspread and sericus deficiencies in the internal controls

of public sector financially oriented transactions and the

12
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actual creation and maintenance of effective and viable
contrecl systems. (9] The additional standard, and 1its
inherent use of operational auditing techniques, projects a
fine image for the new breed of governmental auditor; vyet,
the literature indicates <that audits of efficency and
economy have not been widely applied at the state and local
levels and examples of successful program effectiveness
audits are rare. ([10:iii]

In the State of California, for example, the system of
auditors at the state, county and municipal 1levels of
government perform various types of auditing duties. At the
state level, the office of the Auditor General was
established in 1956 as the non-partisan internal auditing
and investigative arm of the 1legislature. WNoting a rapid
growth ¢f auditing activity in various state agencies, the
Califcrnia 1legislature recognized the need for special
audits of its revenues, expenditures, accounting and fiscal
reporting systeas. (11]

Counties and municipalities in California receive a
large percentage of their revenues from other levels of

sharing funds €or programs such as welfare and public
assistance. [12] The nature of auditing at this 1level of
government, therefore, leans toward the strict assessaent of
financial statements required for reporting and compliance
vith recently promulgated revenue sharing regulations. The

; governaent, i.e., pass through grant-in-aid and revenue

i

- recipient governments are, however, encouraged to audi¢ in
accordance vith the GAO standards and are, thus, responsible

s not only for determining the fidelity and legality of the

sanner in which public funds have been used, but also for
making special audits and investigationms, including
per formance or operational audits, of any agency requested
by the local legislature. [ 13:391)

Ty
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To ensure that these legislative requirements are
fulfilled, the expanded standards for auditing developed by
the GAC have been adopted at all levels of California
government. However, forces exist that are drawing time
avay froa the efficiency, economy and effectiveness audits
specified in the standards. PFor example, the federal
government, through the Office of Management and Budget (OMB
Circular A-102 entitled "Uniform Administrative Requirements
for Grants-in-Aid to State and Local Governments") mandated
expanded audit efforts that require annual, rather than the
normal tri-annual, coaprehensive financial and compliance
audites on all state and 1local governmental organizations
that receive federal revenue sharing and grant-in-aid funds.
{14:60958] Additionally, the Standard and Poors Corporation,
a bond rating service to both the private and public
sectors, announced that it would no longer rate or would
reduce the rating on obligations of state and municipal
governaents vhich 4did not pablish annual financial
statements and have those statements auditied within six
months of the close of the fiscal year. [ 15] These important
initiatives are sufficient inducements to insure coampliance
vwith <the <tenets of financial auditing, but <¢the extra
vorkload may do 1little to advance the need for internal
auditing's cther functions and may lead to the avoidance of
operational audits at these levels of governaent.

Given <*he increasing need for efficient resource
manageaent, the function of <the internal auditor in the
areas of efficiency, economsy and effectiveness will becoame
increasingly vital to county officials and amayors in the
proper execution of their responsibilities as accountable
resource managers. The task of this thesis, therefore, is to
detersine if the auditing agencies at the county and
municipal levels of governaent within ¢the State of

14
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California have been able to meet the challenges of the
expanded scope audit.
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C. OBJECTIVE

2
- ,-( -""‘

The purpose of this thesis is to analyze the extent to
which the concepts and techniques of the GAO expanded scope
audit standards are currently utilized within the county and
sunicipal levels of government in the State of California.

b
BT e

i The specific ohjectives. therefore, are:
( 1. t 1 1 ith t
i; 395n3e3’§c3‘ sit gﬁ:gdag s O- 3’3, th; GAO 23
- 1 ana cevised
5 2. Tg detersine the underlying causes of non-compliance;
.. [
H

3 R S L TR G MM | L

- T?fgc} veness

ng.

& D. HETHCDOLOGY

, To supplement a library search for background material
. on state and local level governmental auditing's theoretical
scope and procedures, the Auditor General of the State of
California and other county and municipal auditors provided
reports suamarizing the operations and policies of their
offices. In order to gather other pertinent data, a
questionnaire was distributed designed to elicit ¢the
required information 4in the key areas concerning <¢he
cperatior of County and Municipal Audit offices. These major
topical areas vere Organization and Independence,
Professional sSkills, Audit Performance and Reporting
Practices. The general thrust of the guestions associated
vwith each key area will be delineated later in the thesis,
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B. THESIS ORGANIZATION

This thesis is divided into six chapters. Chapter I is
introductory in nature and provides “he reader an overview
of the subject area and the rationale for the thesis.

Chapter II presents a brief historical discussion of the
growth and development of auditing in both the private and
public sectors as a means of providing the reader with the
backgrourd information necessary to appreciate the scope of
current governaental internal auditing.

Chapter III provides a discussion of each type of audit
specified in the GAO standards as well as an exaamination of
required qualifications, independence, planning,
supervision, 1legal and regulatory requirements, internal
centrol, evidence and reporting procedures.

Chapter IV discusses the specific methodology employed
in detersining the current status of internal auditing a+
the county and aunicipal levels of government in the State
cf California. This includes an irndepth review of the
sampling technique utilized as well as the purpose and
intent of each question asked in the author designed
questionnaire. Specific problems pertaining to the data
gathering function are also discussed in detail.

Chapter V arrays ¢the data provided by returned
questionnaires. The ansvers submit*ed by the respondents
are presented, discussed, compared and analyzed. Probleas
evident in the use and expansion capability of internal
auditing at the local government level are also identified.

Chapter VI provides a sussarization and attempts to make
reconsendations pertinent to the thesis objective. Specific
conclusions are aade and 1issues for further investigation
have been identified.
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b ) II. BACKGROGND AND PEBSPECTIVE

e A. PREPACE

p In order to accomplish the objectives of this thesis, it
: is necessary to provide the reader vwith definitive
L_ background material in the following key areas:

% : 1. 333, history and development of internal auditing:

2. he flfrse ce and development of internal auditing in
oca efel government,

A thorough understanding of these points will serve ¢to
provide the reader with an appreciation for internal
auditing in general, and the perspective necessary ¢to
knovledgeably consider a discussion of the various critical
aspects of effective internal audit organizations that
follows in subsequeat chapters. Accordingly, the purpose of
+his chapter is to clarify, through the use of narrative
descriptions and comparisons, the role of internal auditing
and its intrinsic relationship to governaent.

TR DT Ot

B. THE DEVELOPHENT OF INTERNAL AUDITING

1. General

Auditing can trace its lineage back in time to the
third msilleniua B.C., vhere archaeclogists have unearthed
evidence of the preparation of suammary lists of transactions
by Mesopotasmian scribes. The evidence shows tiny dots, ticks
and circles near the figures, 1leading one to believe that
this wvas ¢the beginning of control systems designed %o
provide a division of duties and a systematic checking of
records. ([ 16] Other early civilizations wvere also concerned
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vwith their fiscal activities and those of their officials.
The EBgyptians, Persians and Hebrews required the audit of
official records by ancther, independent source and, during
the reign of the Roman Empire, auditing techniques were used
to prevent the fraudulent acts of questors. (17]

During the #iddle Ages, auditing contipued 1its
earlier established pattern of being concerned prisarily
with the honesty of individuals charged with fiscal, rather
than managerial, responsibilities. Basically, receipts were
tested against public knovledge of what should have been
collected; disbhursements vere made public in the hope of
reducing dimproper expenditures. Managers of private
enterprises during this time were routinely subject ¢o
audit. Arthur H., Adelberg ci‘*es the following example:

"The book of ordinance in 156&123 the wigs&igfnl

company of Pewters, a craf¢t gu proy hat
four audjtors were to be chosSen fro- the general

meabersh p eac year to exaamine he ok of
account and § fy that they vere correg} Thﬂlr
ordinance of 81 even gave four _auditors the
authority to iupose fines on the guildts officials
for an rregulari ties or improprieties
discovered."

Beginning in the early 1600's, as the feudal period
began to degenerate, the normally agrarian Buropean society
began giving way to more business oriented activities. A.C.
Littleton comments on this period in auditing's history in
the following statement:

ith the advegg of busiress, there calg ead
of dsphaltling | BEieatie 8, R
calculat ogp profits and gssgs y 32
shifted roa check gg on indzvadual's
inizing writ*en reco

stevardship ¢to scru;
the tes%ing of entr

{18

Other 1literature concerning this area indicates that the
legal profession was prisarily responsible for the emergence
of auditing during this period. As executors of estates and
trustees in bankruptcy proceedings, they of*en faced complex
fiscal situations that they were not equipped to handle.

es by doculantary avzdence.
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Thus, they employed auditors to perform the detailed check
of the requisite accounting records with the objective of
discovering the existence of fraud. ([17] It may be that
these semi-professional auditors were the link connecting
this period to the present day internal auditor.

The 19th century witnessed a metamorphosis in the
use of auditing that would not have been possible without
tvo nmajor developments in Great Britain. The Bankruptcy
Statutes, concerned with the financial administration of a
bankrupt entity's affairs for the protection of creditors,
and <the British Companies Act, allovwing stockholders to
engage auditors to perfora a complete investigation of a
company's accounting records, extended the services rendered
by accountants from manual record keeping to "professional®
auditing. [17:37] Wealthy Bnglishmen, who invested large
sums ¢f mnoney in American corporations sent their British
auditors to periodically check on their 4invested capital.
These European auditors, vorking beside less experienced
local accountants, prcvided America with the needed exposure
and insight into the nature and responsibilities of
auditing.

Beginning in the early 1900°'s, the practice of
publishing annual regports to <the shareholders of publicly
held corporations was made cosmonplace. Since the United
States had no statutcry regquirements in force at the time,
+he dissemination of audited financial data grew on a
strictly voluntary basis. [ 17] In the author's opinion, this
practice was most probably rproamapted by the belief that
cwnership of corporate securities was a particularly
desireable source of investaent capital and that ¢the
distribution of audited financial statements would further
encourage and stimulate such investment. However, the
fledgling occugation was <the object of severe external
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criticism during the first gquarter of the 20¢th century
because of *he lack cf consistently applied principles and
the deliberate certification of aisleading financial
statements. Concerning this period in auditing's history,
John l. Carey stated:
MO T B e LI I e
vithout disc nary authority there i "1it+le
that can be done bout the quality of independent
auditing." ([19:62]
Yet, it would be many more years before ¢this group could
claiam professional status and enforce =meaningful standards
of ethical conduct.

Internal auditing in its modern context, received a
great push forwvard wvhen Congress enacted the Securities Act
of 1933 and Lhe amended Securities and Bxchange Act of 1934,
The intent of these initiatives was to put <the issuance of
publicly traded securities under regulation and ¢to use
accounting and auditing as statutory instruments in
accoaplishing their goal. Corporate management wvas, thus,
made responsible for the accuracy of the financial
statesents they filed with the 0United States Securities and
Exchange Commission (SEC). This requirement led corporations
avay from total reliance upon their external accountants,
who often could not grovide them with the indepth analyses
required for proper reporting purposes. They hired internal
accountants and auditors, vho becanme intimately familiar
with <the organization and its 1long term strategies, to
verify accounting records and to assure compliance with
accepted accounting centrols.,

It vas not until 1941, coincident with the formation
of the Institute of Internal Auditors (IIA), that
professional status and recognition as a separate discipline
vas given to the field of internal audising. (7] It vas a¢

this point that auditing "began to range beyond *he books of
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account and began to assume a new posture®, ([16:25] Victor
Z. Brink, a charter member of the IIA, recalled the
formative pressures and early history of internal auditing
as a profession as follows:

"In 1941, thege vere quite a few Internal Auiitigg
derartments ut the” number was very  sama
relation to <the number of organizations ¢that
needed such services There was, at that tinme,
guever an _in reas%ng iwareness of the growin
ze and complexity o 1 kinds of operations b
usiness government and other types o
organizafions. _

"There was an_,increasingly common recognition
that Internal Auditing deparftiments _could make a
mOre ilgortant contribution to, help management
cope with the emerging complexities.

"1941 _was the yeéar vhen a small group of
forward lookigg internal,  auditors becane
discoptented _with <the visibility provided b
existing professional associationsS and decide
that a new professional organizatjon should be
established and dedicated exclusively to the
interestf of internal auditors,

"iur ng the ‘ears following 1941, and
esgec all after World war 1II, a number of
interrelated forces vwere at _work....continuin
expansion of ¢the size and complexity of busines
corporation, governmental bodies and phzlanthroglc
organizations. Business corporations _vere also
teccain increasznglz diversified and extended
geggr: o%gally to nclude more international

Ta .

F “The result was additional concern on the part
cf management and a related effort to expand and
gpgrade internal auditing groups. Management also
became increasingly avare of getting mofe benefits
from the substantial amounts "of mofey expended to
saiptain internal auditors anmd, thérefore, vas
aotivated to use them +*o0 help solve broader
cperational probleas.

"At the same time, ifternal auditors becanme
increasingly avare of their opportunities to go
beyond the "narrower grotective role and to make
mofe substantial an dynamic contributions *o
sanagement's wvelfare. Ehis new emphasis of
% ternal aud ois exgand ng their <+raditional

nancial _aa 1 g role gale to be known as
operational anditing.® [ 20:25-26]

Thus, since 1941, <the profession of internal auditing has

grown, satured and prcspered, while ever expanding its role

to serve a vider range of organizational and operational

h
s
k

needs.
To illustrate this growth and development within the

pro fession, a current description of <the function and
objective of internal auditing with respect to operating

21
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management, as outlined in the TIIA's latest statement of
Responsitilities of Internal Auditors, follows:
"The b ective £ internal uditin
3 sist ali 29- g mana elent gn +he g f§Cti
schaige of the r respongibilities by fur
en ¥ anal ses. appraisals, recoammen atzon
and pertinent co Ei concernin the 3Cti ties
revieue Interua tors are c ncerne th an
phase of ‘business act vit in vh li ey |ay be o
service to nanagelent This involves go ng ond
thf acconnt ng nanc1a1 tegords o} obt a
understa ding oi he operations under rev1ew.
S

The attain!ent of "th overall objective involves
such activities as:

equacy catio account
financ al and operating control s,an&

1. Raviewing a:ad ngiaising t%e soundn ss,
control at reasonable

prolot ng effect
cost,

- 3t 5 ES € 8 1 ST I T Lot P

3. A taini th
Tt PR T s TN L TR
fron losses of all kinds,

‘AR s R s
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6. Pssg!’jndinq operating iasprovements."®

This chapter has, thus far, traced the need for and
the development of internal auditing froam ancient times to
the present. It has been shown that the need for independent
verification and appraisals of financial transactions dates
froa the earliest recorded business activity and it appears
that the need for organized auditing services grew in direct
relaticn to an increase in cosplexity and scope of business
operations. Thus, the development of private sector internal
auditing closely ©parallels the expansion of business
enterprises into more coaplex endeavors and geographically
separated locations. Hovever, <the public sector was no*
exeapt; it may bDe postulated that forces siamilar ¢o those
that drove industry to accept internal auditing drove the

22
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public sector to impress internal auditing on all levels of
its organization. Therefore, this chapter will continue with
the objective of providing background wmaterial into the
emergence and purpcse of internal auditing in the public
sector, wvwith special eaphasis on the development of local
level gcvernmental auditing.

2. Public Sector

Literature in this area indicates that the demand
for acceunting and auditing services in the public sector
related directly to the phenomenal growth in the size and
complexity cf federal, state and 1local government. 1In the
beginning of United States history, authoratative writings
indicate that <the relationship between and the sources of
cperating funds for all levels of government were clearly
defined. In recent years, howvever, *his clear separation has
undergcne a profound change due to pressures that have
created an increasing desand for more and better public
services. Todiy, there are nearly 80 <thousand units of
government in the United States ranging from a centralized
national government to thousands of small, specialized local
units. [2] Pach of them has legally prescribed jurisdiction,
povers and revenue sources, yet none of them are islands in
the sea of government. The financial affairs of each unis
rests uron a structure of interlocking relationships for the
conduct of programs designed to improve the overall gJuality
of American life.[S5)]

Public sector auditing, although more readily
identifiable as a recent phenoamenon, does have its roots in
antiquity. Por exaaple, the Romans vere concerned with the
fiscal activities of their government officials and utilized
auditing procedures <o assue that their accountability and
their financial transactions wevre in accordance with popular

23
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desires, The Niddle Ages also produced governmental
auditors charged with ensuring the correctness of footings
and the reasonableness of expenditures and receipts. As an
example, the records of <the Chamberlains of the City of
london were first audited in 1298 by a coamittee composed of
appointed and elected government officials like the mayor,
aldermen and sheriffs. By 1310, the comaittee consisted of
six men of ¢the city, elected in the presence of the whole
community. [17]

The early history of the United States provides an
interesting example of the need for effective auditing and
also cf a frequently voiced ploy used to frustrate auditors:
"itemize the small expenses to death, and lump all +he big
ones together." The example that follows is paraphrased for
brevity and contains direct quotations as indicated €from an
article en+itled "200 Years of Financial Management" by
Allen Schick. [21] Mr. Schick states that "war has bzen one
of the driving forces in the upward path of federal
spending.” He continues by offering an example of the need
for effective scrutiny of public spending: "It all began
with a General. General George Washington was not only first
in wvar and first in peace, but also first in American
budgeting.” When offerred a tax free annual salary of $6000,
Washington, “the dedica*ed public servant that he was",
replied, "far be it from me +to accept payment in the service
of ay ccuntry; just pay my expenses."

When Washington subaitted his expense vouchers for
payaent, they included such items as "a gilded coach for
Martha, imported wvines, servants and a host of similar
items.®" As to the accounting record of <these necessary
expenses, Mr. Schick shows the following examples: "oats for
mule - three and one-half cents", and on the next page,
*Sundry and Miscellaneous BExpenses - $3500." Oxe cannot

24
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speculate vhether an effective Continental Congress audit
N unit would have precluded the disbursement of public funds
;( . for expenses couched in such vague *eras. However, one can
assert that an audit of the General's accounts would have
discovered the gquestionable itenms, alerted the authorizing
. body and alloved timely and appropriate action to be taken.
h! In the twentieth century, the definitive authority
on governmental auditing at all levels is the GAO. GAO,
created by the Budget and Accounting Act of 1921 as the
national public auditing agency, is a non-political,
J non-partisan agency of the 1legislative branch of government
acting on behalf of Congress. It is charged with examining
; the manner in which government agencies utilize appropriated
E public funds, and over the years has evolved to be further
T charged with wmaking recommendations on <the econoay and
efficiency cf public expenditures. [(22:1] Today, GAO defines
auditirg as follows:
: 33he i lB8iit 18 "18 et e 0RO TS, RO A" 1 pRE
" TN S S S B R I
efficiency and  econon of opefations and_ (c
nggﬁtiveness in achieving prograa results.
Thus, GAO is not 1limited ¢o examining the financial
statements, but may investigate all matters relating to the
receipt, disbursement and application of public funds and
may recommend measures that lead to greater econonmy,
efficiency and eaffectiveness in the expenditure of public

funds.

v The federal governament has grown since “he creation
cf the GAO, and as its power and function expanded, more of
the burdens of governing were passed to the states and their
subdivisions, Literature indicates that the flow of billions
¢f dcllars from Washingtcn, D.C. +*0 state and 1local
governments in the foram of grants-in-aid and revenue sharing
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funds called for the creation of an extensive management
systenm designed to handle the subsequent rise ia
expenditures and reporting requirements. However, this
represents only one factor that influenced the emergence and
professional development of internal auditing at the state
and local level. Martin Ives, CIA, lists other major factors
that affected the scope of audits in local level government
as follcus:

ailur tax ase %o uce revenues

sufficient to keep pace with the growing expenditures
and the resulting increase in the tax rates;

1. %hel rapigfgrogﬁg of gogernnent exggggitures, the

2. The eneral impact of, igfiation on governnental
expenditures_ an the dinabi ;tg .of government ¢to
offset the increased costs with increased gains in
productivity; and,

3. Ehe h%qh level of guglic frystration caused in part
Yy *heée apparent failure o government to produce
results equivalent to the increased expenditures and
higher tax rates. {23:50
The course of governmental internal auditing has been
influenced by these economic, social and political factors.
This statement is evidenced by the following quotation made
by Elmer B. Staats, former Comptroller General of the
United States:
"?oday_ overngernt at all _levels is beset with
financial problems; one need only read the papers.
our larger cities have serious financial problens.
The federal government and state governmeits, too,
are feeling the _glnch of steadily rising  costs
accompanied by widespread %axpayer 0E9051§10n to
tax ipcreases. In such a situaticn, the skills of
the_  internal auditor are often dJust what is
needed." [24:61]
To meet these new expectations and needs, ¢the internal
auditors' scope of audit aust flow from the needs of
management. They must gather timely, relevant and accurate
information on performarnce to assure acocountability, <*he
proper operation cf government prograas and the
accomplishment of governments' expanding objectives with

constant, or even decreasing, resource2 availability.
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The decade of the 1960's was especially difficult
for all levels of government in the United States as rising
personal expectations, fueled in a large part by political
promises, gave way to disil lusionment and frustration. [23)]
Many Americans blamed government; the taxpayer sensed that
government wvas spending tooc much and was accomplishing too
little. The problems in ¢the states and cities during this
period tended to heighten the need for increased public
accountability., When governmen*t expenditures were a small
porticn cf the gross national product, public accountability
vas defined with such intrinsically individual terms as
"honor and faithfulness". However, as government's bite
increased, and ¢the need for increased productivity becanme
evident, accountability was broadened to include the econonmy
and efficiency of planned expenditures. [17]

In 1976, a joint ccamittee of representatives from
the Municipal Pinance Officers Association, the IIA and
Price Waterhouse and Coapany conducted a study into the role
of the auditor in local level government. Basically, their
research revealed that the internal audit <function should
perform *he following services for local government:

1. Sggggtiegg}ication of adainistrative policies and

2. Evaluate the effectiveness of administrative control;

3. Cenfirm the existence of %sseés vith a view towvard
preventing or scovering fraud;

4. Check the aut eg}icit{, ongleteness and fairness of
accounting an inanclal data;

S. Assess the effectiveness and 2fficiency of operationmns
and activities;

6. Check compliance vith federal and state grant
programs;

7. Provide _a traininq ground for management oriented
rersonnel; and,

8. fandl i ~recuryi blems that ire an
gnvesgiggg v approach. (2876010 " at require

27
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In the author's opinion, +the value of auditing is in its
ability to independently appraise the operation of
government. As more politicians become aware of the benefits
of internal auditing, more emphasis will be placed on its
acceptance at the local level. Internal auditing can help
local level governments and the public officials who serve
their cecnstituencies reduce costs, improve efficiency,
eliminate unproductive programs and aid in the process of

accountability.

‘ The role of the auditor with respect to public
accountatility extends back to the ancient Greeks. According
to Aristotle: "some officials handle large sums of public
money; it is therefore necessary to have other officials to
, receive and examine the accounts." {23:52] The
g responsibility of today's governaent auditor is siamilar to
‘ that descrited by Aristotle. They are expected <¢o examine
‘ the accounts, but the tera "accounts" encompasses far more
i tha+ the financial accounts, it nov embraces the
2 adainistrator's total accounting for efficient and effective
performance.

What has occurred in the area of governamental
internal auditing closely parallels the evolution of private
sector auditing in time, concept and achievement. Scme of
the factors listed earlier are siamilar to <those +hat
influenced the private sector to develop internal auditing
organizations and have produced a siailar concern for
operating efficency and cost reduction. The other factors,

b more peculiar to the public sector, have caused governmental
' auditing to move more deeply into the program effectiveness
y directicn. In this regard, the IIA readefined the scope of
i private sector internal auditing in <their 1971 Stateament of
F Audi+ Responsibilities; similarly, ¢the GAO redefined and
! expanded the scope of public sector auditing in 1972. The
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resulting broadened outlock has had an effect on the
financial accountability aspects of auditing.[23)]

C. SUNNARY

This chapter has briefly discussed the history of
private and public sector auditing and sought to provide the
reader vwith ¢the reasons for the emergence of auditing in
local level governments. It has been shown that the need for
public sector auditing grew from <the need to provide
government managers and officials with better information on
their performance. Goveraaent expansion taxed the
capabilities of these managers, and thus, more reliance vas
placed on the advisory and investigative capacities of
internal auditors. It may be postulated at this point that
since the complexity and scope of governmental operations
will not diminish in the foreseeable future, manageament of
governmental programs will increase their reliance on
internal auditing as an aid to efficient operatiomns.
Accordingly, the following chapter will continue with the
objective of providing the reader an insight into ¢the
meaning and significance of the expanded scope audit
standards issued by the GAO in 1972.
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ZII. GAO'S AUDIT STANDARDS

A. PBREPACE

This chapter will seek to detine what internal auditing
should e Jdesigned <to accomplish in order ¢to provide a
standard of measureaent froa vwhich to Judge the current
effectiveness of internal auditing within County and
Hunicipal governments in *he State of California. Beginning
vith a thorough discussion of the levels of audit speicified
in the General Accounting 0ffice (GAO) Standards for Audite,
this chapter will continue with an indepth discussion cf the
meaning and significance of the expanded scope standards
issued by GAO in 1972,

B. GENEBAL

Fundamental ¢0 a democratic socliety is the requirement
for governmental agencies utilizing public funds to
periodically render a full accounting of its activities. [5]
This accountability is inherent in the process of
government., The following quotation from Ellsworth H. NMorse,
Jr. points toward this concept and the integral par* %o be
played by governlental audi tors:

"%333% 390 .%2¥§§ af aa bgicgouinportan thotaoid

e of the more
on tax ers grov de ¢the 1U0.S.
Governlent to ra

.nance ge of activities,

services and faci i

"There ace in governlen* for the
pisuse or the inef ective use of ab loneg
because lone; a scarce Tresource re ati
all the demand

2 for public services and activ ties
that are lace upon overnments.

efnaenta agement s steas need good
lechan sns to he grO|ote effic egcy, econony and
effect vencss n the use of pub 3 heI
need hea per ags more than r vate ustria
s stols vhc:. he externa% scig ne of e
market place is a strong actor encouraging
such results.® [ 25:10]
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Thus, in preparing their new audi+ standards for
publication, the GAO included the concepts of €£fiscal,
managerial and program accountability. As discussed

earlier, <the standards provide an audi® scope that goes
beyond financial and compliance auditing to encompass audits
of efficiency and econoay and the achievement of programamed
results. However, the following basic premises also underlie
the audit standards and vere considered in their

developaent:
1. Public office rries wztg it +the res onsi il ty tg
afg resources n an c ent, ONnom
eltive manner to achieve <+=h purposes or vh
he resources were furnished:
2. A public officie% i{s accountable +o those who r071d
the resources e

prograls. Consequenti8 to cerrzouggt °'§§ov§3§

appropriate reports o those to whon
accountable;

3. Auditing S an in orteat pi 3 of _the a guntabilit

Erocess nce rtovides n e endent ements o

he cred ity of pub ic off -c als' sta elents aboy*

he nanner vhich i have carried out their

respons bzlitzes. Aud {¢ g also ,can hel g degision

makers iaprove governlenta Operations by identifying
vhere imaprovements are needed

’ ggaggzsif’“sasgfst23“;%33%%.59“’5935“3“38 nepl

i gecause the rosour es pf ied have been
con ng d. Therefore, an audit should be desi gned to
satisfy both <+the common and discrete accountability
interests of each contributing governaent;

5. ¢Coop era}ign by federal tate and Jlocal goverglents

1g ng _ " progra 2 common ntere with a
nimum of “duplicat on s of mutual benefit °.2
ccncerned and is a prac*ical method of auditing
intergovernmental operations; and

6. indiiors ma relx ugon th work o au itors at other
ev gdvernhen the{ satis enseives as %o
he other auditors* ties by appro ate tests

of their work or by otg:r acceptabIe methods. [5:3-4

In order to provide the comaunity of governmental
auditcrs a practical approach to the audit of governamental
units, the Comptroller General of the United States issued a
publication in 1972 entitled "Standards for Audit of
Governmental Organizations, Prograas, Activities and

K} )
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Functions"®. The procedures contained <therein incorporated
the accepted basic premises and were applicable to federal,
state and local governmental auditors. The objective cf the
standards wvas threefold:
1. a:d t:§%33:n-2§%§fc3Elzhiigr§3§e‘°§6 qua gyag 13l
g functicn;

2. e the overall control of goverrment

crgan! ons; and
?1oggiilitate the evaluation of governmen* enti*ies.

These standards conformed to the generally accepted auditing
standards 1issued by the American 1Institute of Certified
Public Accountants (AICPA), however, <they included the much
broader definition of auditing considered imperative for the
growth and development of governamental auditing.

C. LEVELS OF AUDIT

The GAO standards define the elements of a governmental
audit as follows:

vel I gi aggial ind Compliance.
Deterl ines a% vhet er nancia erations are
prcperly con nctg wvhether the finanpci al
orts’ of an audited en tx are presented fa r g
(c) . whether the has complied f
applica 13 laws and re ulat og
Leve - Economy and Efflciency. Determines
vhether the ertzty is” managing or utilizing its

resources (personne prop ert¥ pace, and so
forth) in an eccnomica $3:c380% danner ang
the causes 2f ana ine ffic enc or uneconoaical
ract ces, ncluding nadeq uac es management
nforlat g stels. adninistrat*ve procedures or
crgan zat tructure.

- Progian Resul+s Deterai

vhe*her the es¢red resilts or benefits are be

achieve vhether ¢the objectives gstab shed bg
f 13 lature or othe: author zi g I

be ng net. and vhethe E aqencg hag cons dered

alternatives vhich might yiel desired results at

a lowver cost. 5:21]

In ite publication, the GAO explicitly states that an audit
need not have all three elements to qualify as a coaplete
and ¢thus full scope audit; and, indeed, it is often not
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desirealkle or practical ¢o accomplish the full scope audit
as defined. Constraints of time, aoney, actual
organizatioral or sanagerial need, or legal requirements
aust be <*taken into account prior %o the determination of
audit scope and direction. Neverthelaess, these elements
highlight the importance of <the auditor having a clear
understanding of vhat is entailed in each level of audit.

1. Pipancial apd Complijance

In conducting a Level I audit¢, the auditor's focus
is on the financial statements prepared by *he organizaticn
for external users. The fiscal operations and record keeping
procedures are scrutinized by the auditor for correctness,
consistency and coapleteness. The purpose of this audit is
to determine wvhether the entity's financial statements
fairly present its actual f inancial position and results of
operations. Purther, ¢the auditor is interested in the
integrity of the system of internal control and the adequacy
of <the accounting system to record transactions and
accurately report the results of operatioms.

This indepth financial examination is also conducted
to assure *hat the entity has conformed with generally
accepted accounting principles and <that all records and
statements are in cospliance with existing and applicable
statutes, requlations and governing body determinations.
Although being akin ¢to the <traditional government audit,
this audit is alsc concerned with the practicality and
reasonatleness of the entity's policies, laws and rules, as
vell as their effect of operationms.

The auditor's function is to gather sufficient,
reliable and irrefutable evidence that will allov him or her
tc render an opinion as to the overall clarity of the
organization's financial reports. Prior ¢to publishing an
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unqualified report, the auditor must insure that
transactions are recorded accurately and that they are
complete and summarized in a consistent manner.

2. Pconosy and Efficiency

In conducting a level II audit, ¢the auditor's focus
is on the wvay organizations use available and allocated
resources, Specifically, i*s purpose is to identify methods
of improving operations and reducing cost. According <¢o a
GAO pasphlet entitled "Ansvers to PFrequently Asked
Questions," audits of economy and efficiency delve into
mat ters such as the fcllowing:

1. The need for goods or services provided or procured;

2. ngegeasonahleness of costs incurred or experditures

3. ghe 4degnacy of safeguards over and care of resources
cquired;

4. The proper utilization of resources; and,

5. gggvigggqggfx fSo §§¥enue received for goods or

It goes on to state that:
"Suc H atters a:eovgursued eég&ri_ usuaiiy *he

tan g of iap uents n

dent fI avo costs or wasbe
possibilities or increased revenues
alternative grocedures for groducin sinilar
results at er results at the

ver costs or bet
sape OT lover costs." 30:

Thus, the auditor is concerned with the organization's
success in carrying out its responsibilities and whether it
has done so with due regard <to the conservation of public
funds.

An approach utilized to conduct an audit concerned
with efficiency and economay is the use of a technique called
operational controls review, This review, as it applies to
a public sector organization, has six steps:

1. Obtaining a  work ng knoyledge of the entity's
pur pose, systens an perationsi
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2. %dog 8 areas vhere efficiency and econoay migh+
aprove

3. Eva uatiaqptactigelnent practices in comparisor to

preferre es;
4. lssesiing the impact of departures from preferred
practices;

S. Poraul ting
reduct ions? anad

6. CoRoURISYiRns oS ganagelent.an1o 1336

possible improvements and cost

possible

Thus, a prerequisite to a Level II audit is a demand
that the auditor be familiar with the organization®s overall
operational strategy. He or she must have firm, first hand
knowledge of the pulse points within the entity in order ¢o
investigate vhether it is getting the most it can for the
money and resources it consuases. Therefore, it is not
sufficient for the auditor to determine if a particular good
vas ordered, received, billed and paid properly; the auditor
aust be concerned with vhether the good wvas required, vas
used productively and wvhether it could have been procured at
a lower price.

3. Program Resul:is

In conducting a Level III audit, the auditor's focus
is auvlti-faceted. The auditor is concerned with how
successful the program is in accomplishing its intended
results, Hovever, he or she is also concerned with whether
it is staying within its financially appropriated
boundaries, its costs are comaensura*te with its benefi<s and
vhether sufficient alternative programs have been examined
for their potential. Anthony and Herzlinger describe the
process of program results auditing in the folloving manner:

QSSC 32 235ects’s °§°§%£%§..' il 2%‘%&5 +§f
broad eva uaticn of progras as a
a ticular those giograls vhase Sonyiased

stenco ; t onai +hese prograas are not
é;ggc{: g sg d be discontinued or at least
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It is apparent, tha+ the auditor's function is <to report
meaningful observat ions and to nake constructive
recoamendations as required ¢to assure the continued
effectiveness of governaental prograas.

The role of the auditor in this regard is ¢o assist
manageaent by providing useful information as to whether a
prograa has adequate, attainable goals and if <these goals
are being achieved. Merely the idenification of <these
programas can produce substantial savings by providing
legislators wvwith the evidence necessary to distinguish
betveen programs that work and <*he programss which 4o not.
Again, Anthony and Herzlinger provide an insight into <his
phase of program results auditing:

TR e R T I M R R i
:;gluat970's vgggt:h:agedgggg ggveegngg edeleqated
to ¢ states th e tagsk of providing most socxal

servi ces and regu ired as a conditior of fund
these prograas 3t a mal leans valuat ng

them be tablis A- a out the sale g he
uas vides read nterest in sunset leg Gion -
at provided for agtonatic
n*z wance O a rogran unless vas
eva uat ever§ six to 2ight years and found to be
effective." [ 26: 521)

In order to determine if a program is effective, the
prograams' output aus*t be measured against a clearly defined
standard. The auditor aust view the organization from the
standpoint of whether its goals and objectives are being
achieved through the program's performance. Inadequately
defined, or non-existant goals and objectives can cause
confusicn in the attempt to ascertain a particular prograam's
effectiveness. For this reason, in order to perfora
meaningful audits, established standards of measureaent and
operaticral goals and objectives must be iden+tified or
aqreed upon from the outset.
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D. RELATIONSHIP TO OPERATIONAL AUDITING

The term "operational auditing" refers to the practice
0f examining and evaluating the operating, managerial or
administrative performance of an activity beyond the
requiresents of a fipancial accounts or stateaments audit.
I+s primary purpose is to identify opportunities for greater
efficiency and econoay and to improve the effectiveness of
carrying out procedures and operations. Thus, its objective
of providing better decision making information for managers
and bringing about improvements within the entity, closely
parallels the objectives of the three types of audit defined
in the previous section of this Chapter.

In crder to showvw this relationship more fully, the
folloving description of operational auditing is provided:

tggi ona}tﬁgditingtgefgg%gesotge adn:gistrgtive

nc uded in accounting f nancial audits. For
example,  some of the act vities regularly covered
b operational audits are purchasi receivznq.

S stores persontel, off ée servi ices,
rc uc+ n controf, englneerin% quality control,
nsurance. advertising  and marketin ng.

"The ipternal auditor's objectﬁves are based
on the needs of the management he serves. These
needs may be summarized as follows:

"Top management needs:

1. assugance that it glans are congrehensi ve,
cgeg stent and understood at the operating

2. ob ecti e information on how well its glags
1 cies are being carried out the the
ope:at ng level; and

3. Treassurance %that all 0 eratln rTeports can
be :egi 3 upon as baslis for gc gg

"Operating manageament needs:
1. dinformation on weaknesses in administrative

centrols particularly as to possible
aources of waste; an

2. gig:at ogi ngasg %ﬁgacthn or gg 3332913n gf
3 cost of <the work an

adherence to schednle.

"In attflg égg to meet these nan eri 1 negd
the interna or samples the vov € orne £5
see¢ wvhether it is in "accordance with approved
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rtoceduras, E fies. the g Sc! agd
onsistency of he 1n ormation con*a n the
geratzng repcrts and he studies the format of
t rgsorts to deterai e wvhether the information
is prov ed f a lean ng orm,
bove a ernal auditor is alert for
indlcatzon of sources of waste and op gortunit;es
for improveament. I audi tor's raditional
protec*ive responsibility for se g that the
company'’s nee § are sa ﬂguarded against loss, has

now ec more broadl interpreted as a
construct responsibility for providing
ptotection a ainst wvaste of in

general ¢t 5 uanagelent operatn effec‘ively and
profitably." [ 7:832-833)

Thus, <this ¢type of auditing encompasses <the elements of
econony and efficiency and program results as described in
the GAO standards; the deviations relate to specific
refinements caused by a strict public sector orientation.

Up to this point, the thesis has discussed the types of
auditing mandated by <the GAO to be performed at all levels
cf government and their irescapable relationship to
operational auditing <techniques. The reader has been
provided with a brief description of each audit 1level and
the auvditor's specific role and function within each level
has teen delineated. The guidelines utilized to conduct
+these audits, hovever, are discussed in the following
sections.

E. THE GENERAL STARDARDS

1. Scope of Audit Work

This first standard demands of +he auditor an audit
broad enough to fulfill the needs of all possible and
potential users of its results. The objectives of the full
scope audit described within this standard are as follows:

The IRRLRT LG iStHfianele, RIS o
deteraine whether the auditied enti+y is:

a) maintainin effective nt over revenue
) expenditurés, assets and f?abifities; nues,

t) properly accounting for its resources;
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d) complying with applicable laws and regulations.
2 ThleEtii*lav-SISiEtSRTA0RS SEONRMY Shl' LYe 1
carrylng cat is responsibllztles, and
3. fhi eiﬁ'iﬁ&ui@i iggggt e rggg %gso:sgg%éfi%gc%gg1eve3
vhethert e programs rev*ewed are meeting their
established objecgives. [5:12

Since the terms efficiency and economy are both
relative, the GAO dces not intend that auditors render an
cpinion as +to whether an organization has reached an
acceptakle 1level of either. Ins+tead, the auditor is
concerned with <+the didentification of uneconomical and
inefficient practices such as duplication of effort,
cverstaffing and the wasteful use of resources, as well as
how these practices can be eliminated.

Program Tresults audits are also concerned with
gathering accura*e and reliable data relevant to the progran
or activity being reviewed. This data mwmust be evaluated
against a prescribed norm, and, since wide variations in
individual opinions are possible, +the GAO recoamends tha+
the audit work in ¢this area be centrally coordinated and
verified by the Chief Auditor or an independent group of his

staff. (5)

2. Qualificatjons

The secord gem ral s+andard places a responsibility
on the auditor for ensuring that the audit 1is conducted by
an individual or group possessing the collective knowledge
required to perforam the review. High guality personrel,
+hose having skills commensurate with the general 1level of
audits undertaken, will -ensure that <the audi¢ will Dbe
adeguately perforned and that the findings and
recomsendations of the group will be accepted for action by
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panagement. The general regquirements for staffs perfcrming
governmental audits are:

1. A gaiic k owlegge of %ui4t1ng°theorzrland procedug§§

an ucat T exp ence to ap
this knowledge to audlt wor

2. A Dbasic ,knowledge of overnmental operations and
crganization- gg I P

3. he ossessio of the skills ulred for the audits
¥ e.p +0 3 t f1nanc§ i stant ments he gdtor

shouid be ptof cient in accounting, for othe types
¢f audit work, the auditor may ne2d acceptable skills
1g ﬁgﬁtlstics, law, engineering cr actuarial science.
Because of the variatioms in prograna obiectives and
organiza*ticnal structures, as vwell as differences in
statutes, laws and regulations, these skills apply to the
audit unrit as a whole. If these skills are required, but are
not possessed by the assigned audit unit, a cooperative

effort with different audit organizations is prescribed.

3. Independence

The third general standard requires that the auditor
or audit unit Dbe sufficiently independent t¢ produce
unbiased opinions, conclusions and judgements. In examining
the extent of his or her independence, <*¢he auditor must
censider at+itudes and beliefs in relation to three classes
cf impairments; personal, external and organizational.

Personal Imrairments are circumstances which cause
the auditor to be in any way partial becuase of his personal
situation. These circumstances include personal
relationships with the auditee, preconceived ideas about the
cbjectives or quality of operation of a particular prograa,
previous involvement in a decision making or managerial role
within the activity to be audited, any political or social
tiases and prejudices or a financial interest in the
organization.
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External Impairments are factors that restrict the
auditers abili+y to render objective opinions or
conclusicns. These factors may include interference that
modifies the scope of the audit or activities and functioas
within the organizaticn to be audited, denial of access to
source documents, retaliatory restrictions placed on the
funds c¢f the audit gqroup or influences that place the
auditor's employment in jeaprody.

Organjzational Impairments are <those restrictionms
that affect the audit because of the units place within the
organizational structure of government. That is, since
auditers aay be subject to policy dirasction by superiors who
are indirectly involved in the governmental process, the
unit should be isolated as much as practicable from the line
management function. These auditors should be remcved from
possikle political fressure so +heir findings can be
reported without fear of censure. (5]

4. Lue RProfessjonal Care

The fourth general standard focuses on the
responsibility of the auditcr or audit group to eaploy high
professional standards in the <conduct c¢f governamental
audits. It imposes upon the auditor a requirement ¢to be
alert for situations that could indicate fraud, improper
expenditure of funds, inefficiency or waste. Exercising due
professional care implies <the use of good judgement in the
selecticn of test procadures and in +he preparation of
Teports to management. It also implies a sutual
understanding of <the organization's objectives, a good
working knowledge <c¢f the organization's operational status
and the authoritative interpretation of effective output
measurement criteria. [5]
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F. THE EXAMINATION AND EVALUATION STANDARDS

1. Plarning

This standard places the responsibility for the
perfromance of adequate advanced planning, as a basis for an
effectivre audit, on the auditor or the assigned audit unit.
Sufficient planning is essential in the identification of
areas to be covered by +*he audit and to permit the optimal
scheduling of work to wmake the best use of available
manpower. Audit plans, however, must remain flexible enough
to permit any special examinations and to meet the needs of
changing managerial circusmstances. The units' planaing
should include coordination with other audit groups as
appropriate, the assignment of qualified personnel to *he
audit, the limitation of the work %o be performed and the
identification of the format and conternt of the reports to
be issued. [5]

2. gupervisjon

This standard places the repsonsibility on the
auditcr for ensuring that less skilled audit staff members
receive appropriate guidance in the performance of their
vork. Prcper supervision requires effective control from the
beginning of the audi¢, “raining, assignments to audit based
on available skill and providing clear instructions as to
the assigned tasks. Supervisory reviews should be directed
toward *he substance and me+thod of ‘he audit to insure the
conformance with auditing standards, the proper execution of
the audit program and the accomplishment of the audit's
objective., It should also ensure <+hat the working papers
properly documen*t and support the audit's findings and tha+
it provides a basis for <the preparation of a meaningful
report. [5]
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3. legal and Regujatory Reguirements

In the audit of governmental organizatioms, an
understanding of the pertinent laws and regulations that
govern an entity's operation is particularly important to
the auditor or audit uanit, This standard placas <the
responsitility upon the auditor of determining whether the
organization has complied with <the requirements of existing
lawvs, statutes, policies and requlations. 1I* is imperative
that the auditor familiarize himself with those 1legal and
legislative initiatives that apply to +the urit under review
because the nature cf the review will, of necessity, vary
depending upon the level of audit being performed.

4. JInterpal Comtrols

This standard places upon the auditor the
responsibility to determine *he degree of reliance he or she
can place upon the information he is supplied by the
organization under revievw, Internal control is the
organizational plans, met hods and utilized measures <*“hat
safeguard assets, verify the accuracy of financial
transactions and encourage compliance vith @managerial
policies, procedures and practices.[5] By definition,
control begins vith delegated authority and planned
operaticns and continues through output and performance
reporting. A wvell designed system of internal <control
insures efficeincy, economy and the achievemen: of planned
results, Such systeas provide current standards against
vhich the entity's output can be nmeasured and allovs
initiatives tbhat adjust operations based upon conformance to
these prescribed standards. Therefore, the auditor needs to
concentrate his or her attention on those controls that are
integral to the areas being audited and determine if serious
deficiencies exist <that wvwculd impact on the effective
operation of the entire systenm.
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5. Ewidepce

This examination and evaluation standard places the
responsibility upon the auditor for ob*aining sufficient,
competent and relevant evidence that will afford a
reasonatle basis for his opinions, Jjudgements, conclusions
and recosmendations. [5] The key works in this statement
that relate to evidence in general are sufficiency,
competency and relevancy. Sufficiency is the presence of
enough factual and convincing evidence to lead a prudent man
to the same conclusior as the auditor. Although this is
judgemental, the judgement of the auditor should be
objective. Competent evidence is reliable evidence; i+
should te the best obtainable. In judging the competency of
evidence, the follewing hierarchy is useful: evidence froa
independent sources is more reliable *han that obtained from
the audited activity; evidence developed within a systea
possessing good internal controls is more reliable thar that
obtained where weak control is evident; physical evidence
gathered by the auditor is more reliable than that obtained
indirectly; and, original documents are more reliable than
copies. Relevance refers <¢o the relationship of the
informsation to its use; that is, the facts utilized to
gupport a particular audit finding wmust have a logical
relaticnehip to the area under review. [ 10:205]

The auditor's working papers act as the repository
for the evidence accuamaulated *o support the audit's
cbservations and recommendaticns. Working papers document
the audit effort and should be safeguarded and retained for
future use. A good set of working papers should be complete
and accurate, be clear and understandable, be legible and
neat and contain only material directly pertinent to the
audit and the related report.
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G. THE REPORTING STANDARDS

1. Form and Distributjon

This standard requires <that an audit report be
submitted as a writeen record of <¢the results of any
governmental audit. The audit report 1is designed ¢to
communicate and to persuade; it is <the one time that the
auditor has the undivided attention of management and, *hus,
should portray the findings and appraisals of the auditor in
such a way as to promote action. Reports should be prepared
to disseminate the audit's findings *o +the widest possible
audience, to make the auditor's recoamendations clear and
less susceptible to misunderstanding and to facilitate and
mcniter the follow-up and feedback functior.

Ideally, the report should be made available ¢to
management officials directly responsible for the operations
reviewed, <%0 other interested officials who may derive some
benefit from the irformation in the report and, unless
restricted by 1law or regulation, to <the general public.
Hovever, in cases vwhere <classified or other security
information is avialble in <the report, this standard
provides for a limited distribution only to <those directly
involved or responsible for ¢the actions of the audited
organization. (5]

Top management's role is important in this case
because by its inattention or inaction to <the findings and
recomsendations made in the report much of the internal
audit unit's contructive benefit can be lost. It is
imperative that sanagement recognize <their function in this
regard and take appropriate action on the written report.
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2. Tipeliness

The value of the audit report is directly related to
its timeliness. This standard requires that if a delay in
issuing the final report is evident, 4interim communication
by memo or interview should be provided ¢o appropriate
officials prior to the final reports publication. This
comnmunication is not to be considered as a replacement of
the final report, but can alert management to situations
that require ismediate attention. In ¢this way, it will be
possible for management to institute corrective measures
prior to the matter impacting on *he operation of the entire
organization. [5)

3. goptent

This standard requires that <+he auditor's final
report will be easy to understand, will present the audit's
scope and will delineate <the auditor's findings and
conclusions in an objective manner. All reports will be
concise, accurate, coaplete, fair, objective, adequately
supported, constructive in ¢tone and will recognize
noteworthy achievements evident throughout the audit. {5)

4. Financial Reports

This standard states that <*he auditor will assuase
the full responsibility for the <£financial date presented in
a repcrt or will inform the reader <through explanatory
comments on what degree of responsibility he or she will
assume on pmatters relating to significant <financial issues
affecting the report or his opinion. Purther, each audit
report containing financial statements will contain an
expression of <the auditor's opinion as to ¢the fairness of
the da%+a's presentation in relation <+¢o <the generally
accepted accounting principles of consistency and
disclcsure. (5]
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This section has fully described the contents of the
expanded scope audit standards published by the GAO. The
general standards, the examination and evaluation standards
and the reporting standards have been discussed in the
detail necessary to fully understand +their ameaning and
significance to governmental auditors.

B. SUBBARY

‘ This chapter has presented a description of each level
Iﬁ of audit specified in <the GAO Standards for Audit and
L thoroughly discussed the expanded governmental auditing
standards issued by the GAO in 1972, Additionally, this
{ chapter has sought <to convey a sense of the actual
me+t hodolcegy, techniques and requirements of auditing 1in
. crder tc provide the reader with a perspective on the
Li development of governmental internal auditing. The chapter's
Y cbjective was to highlight the current function of internal
- auditing in government and to provide an insight into the
sound ¢rprinciples c¢f internal auditing that govern +he
S actions of governmental auditors.
F _ The next chapter will provide the reader with ar indepth
[ ’ discussion of <the author's research methcdology and will
! ' deal with the thrust cf the questions asked of practitioners
to deternine their degree of compliance with <the GAO
; Standards for Audit.
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I¥. QUESTJIONNAIRE DESIGN

A. PREFACE

This chapter presents the research amethocdology employed
by the author to support tte thesis objectives discussed in
Chapter I. Specifically, an overview is provided of the
method utilized to determine the degree of compliance with
the General Accounting Office (GAO) Standards for Audit a+
the Ccunty and Municipal levels of government in ¢the State
of California. Also presented in this chapter is a
discussicn cf the purpos2 and intent of each question asked
in a questionnaire wused tc¢ ga*ther data pertinent to the
subject area.

The data gathered from the gquestionnaire will be
analyzed in the next chapter. Specific conclusions and
recomsendations concerning the relevance of ¢the data ¢o the
future growth and development of internal auditing in local
level government will be detailed in the final chapter.

B. TBE QUESTIONNAIRE

This section highlights the questionnaire and focuses on
the following 4interrelated survey and data collection
issues: the methodolcgy eaployed, including the basis for
sample selectior, and the measures utilized for coaparative
analysis. Specific aspects of these issues which the author
feels are impor+ant to the readers understanding of these
analytical procedures are descridbed in detail.
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1. sappling Mmgs

A survey was conducted to include County and
Municipal Auditors in the State of California. The survey
vas acccaplished by the questionnaire provided as Appendix
C. In addition ¢o pertinent background data, the
gquestionnaire was designed to gather data concerning the
organization and inderendence, the professional skills, the
audit performance and the reporting practices of the
organizaticerns surveyed. The questionnaire vas also
structured in a manner to permit an assessment of the degree
of ccapliance with <the General Accounting Office (GAO)
Standards at these levels of government.

The survey questionnaire vas mailed t0 all 58 County
Auditors and to an equal nusber of Municipal Auditors in the
State of California, The Municipal Auditors vere
scientifically chosen from *“he total populatior (417) of
aunicipalities within the State. Cities were drawn by a
randos selection process from the California Roster 1980-81
vhich is compiled annually by the Secretary of State. All
cities 1listed in <the Roster vere assigned a sequential
number and the wmunicipalities selected ¢to rteceive a
gquestionnaire vere then smathched by <the random nuaber
generatcr capability of ¢the Texas Instruments TI-S59
Prograsaable Calculator.

Additionally, a survey test was performed prior to
the @sain questionnaire msailing. Six questionnaires wvere
distributed, three ¢to County and three to Municipal
Auditcrs. The respondent's comments concerning the nature of
the questions and their ease cf understanding were obtained
during subsequent personal interviews. Questions tha¢ posed
possible ansvering difficulties vere changed prior ¢to the
questionnaire being mailed to additional practitioners.
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Saopling within the finite population of <+he State
of cCalifornia was considered by the author *

statistically sound procedure because o0f the States' diverse
constituency and broad based, vell organized local

o be a

government system. Furthar, the percentages quoted in the
next chapter are based upcn the compiled results of the
replies received from the County and Municipal Auditors
surveyed. To insure that the responses could be considered
statistically discernible, the author considered a aminimum
return rate of 40% to be required. This figure will provide
sufficient information to ensure the reliability of the data
and of the author's inferences and conclusions relating to
the thesis objectives.

Table I summarizes the specific characteris+ics or
attributes measured by each question within the
questicnnaire. The questions have been grouped into the
major topical areas discussed in the previcus paragraph and
further subdivided to include their relation to thz Audis
Standards presented in Chapter II. The reader should note
that some of the questions are dual purpose, that is, they
serve to provide information on more than one area. 1In this
reqgard, Table I should be reviewed and utilized in
con junction with the questiocnnaire presented in Appendix C.

2. Beasures Utiljized

As mentioned above, the questions are divided into
major <*“opical areas i*hin the Qquestionnaire; a brief
discussion cf each area, and an indepth discussion of each
questions' +hrust is provided below.

a. Background Information

The inforpsation requested in this area had a two
fold purpose: to allov a segregation of the data by specific
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TABLE I

Key to Internal Auditing Ques+tionnaire

3. nssmm Data

> pulagion of Cgunta/uunicipality 1
ecte or Appointe 2

> Length of Tera and Total Service of Agditor, 3

> Type of Budget utilized by County/Municipality 8

B. meuusn and Indepepdence

> ation Duties

5 Eggofi 2£ 11:‘ 3

> COn of Interest 12

> Ind egen ence 10, 13, 15, 25

> Specific Organizationa) Matters 16

> Bxtent of Unit's Growth 18

C. Prcfessional skills

> catio urrent Auditor and Staff 5

> g %Bii geé Qualffgcations Standards for Staff '1;
> x*ent of Training Available and U+4ilized 14, 19, 21
> Extent of Consultant Usage 22
> Recognition 23

D. u.dit Rerformance
> ian 11
> i zatgon of Audi¢o 20
> Aud t P:o 26
> dulin and Planning 6, 27
> Internal ontrols 28
> Inpediaments to Pull Scope 2dudits 30
> ADE Involveament 32
E. Reporting Practices

> Apdit Review Process 29, 31, 33 4
> rgral Report Ccntent o 3% 33,
> Pvide ce 36
> Timel 37
> Superv s on 24, 38
> g of Acceptance 39
> Dietr bution 40
> Special Puture Potential 40

groupings and to enable the author to correlate data based
upon the extent of auditing services available, the size of
the staff and the functions performed by ¢the Auditors
themselves. All questions in this sectior were based upon a
noainal scaling measurement <echnique and, due *0 the
straight forvard and objective nature of the ques+tionrs, the
author telieves *he responses vere no¢ biased.
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Question number 1 of *he County/Municipal
Irternal Auditing Questionnaire concerned the popula+ion of
the area served by the surveyed auditing units. The auditor
vas requested to choose the applicable range of population
from a list of five possible alternatives. The intent of
this question was simple categorization and “he results
utilized as a means of relating the size of the community
served to the auditing functions provided and required.

Question number 2's purpose was to de+ermine
vhether the responding auditor was an elected or an
appointed official, and, if appointed, by whom the
appointment vas made. The intent wvas to ascertain, and to
make a judgement <ccncerning, the possibility <that an
appointed auditor might feel an allegiance to the individual
cr grcup making the appointment. In such a case, the
auditor's reviev of specific activities and responsibilities
aight indicate a degree of bias.

Question number 3 requested +the Auditor <o
fill-in the length, in years, of his or her tera in office
and the total 1length of time they have served in this
capacity. The purpose of this question was to determine if
any specific benefits could accrue +to an individual
governmental unit based wupon an auditor's longevity in
office.

Question nuaber 8 requested the respondent to
classify <the type of budget utilized within his or her
County/Municipalie+y. This question was designed *o gain
information on the number of local governments utilizing a
prograa lrudget forma:. 1Its intent was *to relate a specific
type of budget ¢to the ease of conducting Level III or
progras results audits.
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b. Organization and Independence

The placement <¢f the auditing unit within the
governmen*al structure can have an effect on its ability to
functicn properly. Auditing is a staff function, however,
its position within the chain-of-command should not preclude
direct liason with those in the higher eschelons of local
government. Independence is generally considered a matter of
ethics, but in ¢ruth, the gquality of that independence is an
important central concept within public sector auditing.
(32:33] The information requested in this area concerned the
perceived impartiality of <+he auditor, in fact and in
appearance, and the effectiveness of the auditors®' clerical
and professional procedures. Again, the nominal scaling
technique was used to measure the respondents answers angd,
unless indicated below, it was felt by the author that all
responses were not susceptible to bias.

Item nuaber 4 vas designed to measure the extent
to which related governmental functions were performed by
+he auditor. The completion of duties tha*t are not normally
consistent with the responsibilities of an auditor, and his
cr her subsequent review of these areas, may constitute an
impediment to his or her independence and +he appropriate
segregation of duties. The actual positions held within
government by <the County Auditors are a matter of record.
The additional duties of the Municipal Auditors, on the
other hand, wvere unknown prior to the survey. The ques+ion
was asked of both groups ¢to cateqgorize the duties performed
by the size of <the governmental unit and to judge the
ability of the auditor to operate effectively and
independently w.>hin each pcsition.

Item number 9 is an extremely importan*
question, and requests the responding auditors to identify
their wcrkload distribution. They were requested to provide
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the approximate percentage of time spent on each of <the
listed types ard levels of audit. The intent of +his
question was to determine the main thrust of the auditor's
effort and the extent of his or her compliance with the GAO
general standard concerning the scope of audits. It must be
understocd at this pcint that the answers represent meraly
an approximation; a correct and complete summary of
information would not be possible without +he auditor
performing a lengthy historical analysis of their workload.
The extra time required to accomplish this might well have
resulted in the auditor not responding +o the survey in its
entirety. However, the author feels that the approximated
results will allow, with a degree of certainty, a
correlation to be established between the amount of <+ime
spent in each area and the size of the County/Municipality
ocr of its available staff.

Question number 10 specifically measured *the
degree c¢f independence af forded the office of responding
auditors. A brief £fill-in ansver delineating the title of
the auditors!'! reporting senior was requested +o determine
the auditors placement within the governmental
chain-cf-command. The intent of this gquestion was not only
to ascertain the auditors' independence, but also to judge
the relative stature of the office within these 1levels of
governaent.

Question number 12 was developed to gather data
on the extent to which Conflict of Interest statements were
avialble and maintained. A yes/no question format was
util’zed to glean informaticn on *he auditor's perception cf
the n2ed to identify and to remain avare of the possibility
that impairments to the conduct of audits exist.

Itea nuaber 13 queried <+he auditor concerning
the source of his or her operating funds. If no*
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specifically appropriated toc the auditor's office, a brief
£ill-in ansver delipeating the governmental department *“ha+
allocates funds for his or her use wvas requested. When the
Office c¢f the Auditor AQdoes not have specific funds
appropriated for a justified schedule of audits, the auditor
may be requested tc perform extraneous functions for <the
manager in charge of the funds, Hovever, wvhen management has
approved a budget for use by the auditor, it is tacit
acknowledgement by management at +¢he executive level tha*
the auditor's primary function is %o carry out audits and
not to perfora line duties. ({7:609] The intent of *his
questicn was to determine the possible extent o€ this
problem at the County and Municipal 1levels of government
within the State of California.

Question number 15 requested <*he responding
auditors o select the appropriate individual or group that
provides access approval ¢to the staff auditor for data not
readily available cr provided during a scheduled audit.
Independence in an audit's scope is a fundamental tenet of
the GAO standards, ard the results in this area vere used to
appraise the level of compliance with the standards inten+.

Item number 16 presents information on five
different, yet related, aspects of organizational behavior
evident in the unit's audit office. The auditor was
requested tc provide a yes/no response to ma“ters per<aining
to the availability and, ¢therefore, <+he degree of internal
compliance with accepted clerical and professional
procedures. The intent of this question was to augaent
specific responses in other areas c¢f the gquestionnaire,
i.e., the format of audit prograas; and to provide
definitive information on the availabili*y of guidance to
auditors and/or prospective sta ff members.
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Question number 18 asks the responding auditor
to chccse, from a given 1list, the statement that best
describes the historical action of his or her budget or
budget share. In the audthor's opinion, a s+eadily
increasing budget share would indicate the importance to %he
coamunity of the auditing function. However, any other
ansver could be evaluated as a measure of the perceived
negative growth potential for governmental auditing in
general cr be indicative 0f <the current financial status of
many local governments. The purpose of this ques+tion was to
determine the growth, or stagnation, poten*tial of internal
auditing units ir local government.

Question number 25 requested the auditor to
select the appropriate individual or group that sets audi+
priorities for their organization. This question may have a
public sector bias, in that audit priorities are often the
province of the local 1legislature. Although the responses
may reflect this attitude, it will be interesting to note if
auditors perceive that <*hey are gqaining a voice in the
proper selection of audits based upon both organizational
needs and requirements.

c. DProfessional Skills

Competent and experienced personnel are required
in order <to accoamplish the obijectives of the GAO expanded
scope audit standards. The Audi+or must be knowledgeable and
have the proper professional credentials, but his staff must
also possess the well rounded backgrounds required for the
completion of full scope audits. Questions in this section
requested <*+he qualifications, eligibili¢y standards and
training requirements of the auditor and his or her staff.
A1l tut one of the questions 3in this area utilized ¢the
nominal scaling measurement technique; gquestion number 16




was based upon an abbreviated interval scaling form of
mea surement., In this type of measureaent, specific
attributes are ranked in their order of importance with the
interval between adjacent ©points on the scale being equal.
Again, because of the straight forvard ard objective pature
of these questions, the author believes that the responses
would not be biased.

Question number 5 requested the auditor to check
the applicable professional credentials he or she has
attained and to f£ill-in the <college or advanced degrees the
auditor holds. This questions' purpose was simply ¢to
determine the educational and professional credentials held
by County and Municipal Auditors in the State of California.

Question number 7 concerned the size and the

{ professicnal and educational qualifications of the audit
_ staff. Responding auditors were requested to fill-in blanks
¢ vith the applicable informaticn concerning the total number,
E‘ the number with college or advanced degrees and the number
Y of CPA's and CIA's on their current staff. The questions'
! purpose was ¢to determine the size and capabilities of the
E entire staff and tc link these results to the capacity for
completing the scheduled audits.

Questions numbered 14 and 19 were developed to
determine if a formal training program exists at this level
cf government and %o determine the emphasis placed on
staying current in public sector and related professional
techniques. Item 14 requested a yes/no response <*to a
‘question concerning the availability of a formal training
program, vhile item 19 requested specific yes/no responses
to various statements concerning the perceived esphasis on

con+inued education.
Itea nuaber 17 regquested the auditor ¢o rank
each of a list of qualification standards for prospective
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audit staff members in their order of 1importance in
deteraining eligibility for amployment. The ranking
mechanism alloved only three possible responses: ‘extremely
desireakle?, *important but not required* and ‘'not a
factor'. The intent was to ascertain the experience and
educational background required and ¢the @sajor sources of
supply for audit staff members.

Question nuamber 21 requested <the responding
auditor to check the applicable areas in which additional
training could prove beneficial in the performance of
scheduled audits. This question's intent was to ascertain if
a knowledge of specific procedures and controls wvas
deficient at this level of government and to what extent
this deficiency might impinge on the completion of full
scope audits.

Iten number 22 was designed to deteraine the use
and avilability of rescuzce personnel or consultants in the
completion of scheduled audi«s. The purpose of this guestion
vas multi-faceted. On the one hand, ¢the author feels that
the extensive use and avilability of consultants aight
indicate a progressive attitude on the part of <the
governmental unit to assure full coverage of a specific
functional areas. On the other hand, the use of consultants
sight negatively relate to the credentials of the auditor
and/or the qualifications of his or her staff. In either
case, *+he author's intent wvas to determine the load on the
auditor, ¢the possibtle funding constraint and the areas in
vhich the 1local unit €felt compelled <o augment its audit
coverage vith additional tesporary personnel.

Question number 23 requested a yes/no response
from the auditor on hov his or her office vas viewed as a
sanageaent *“raining ground 4in the coamunity. As stated in
Chapter II, one of the services tha*t could be performed by
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local level audit units related ¢to <+this area. Since the
auditor will become fasiliar with the operational functions,
the acccunting controls and the administrative procedures
utilized with the community, there can be no better %*raining
ground for an ambitious legislator. The intent of this
question was +to ascertain the perceived use of the audit
office to perform this valuable function.

d., Audit Performance

Compliance with existing 1legislation, adequate
planning, responsiveness, flexibility to changing
circumstances and providing good service to management are
essential ingredients for an effective internal audit unit.
This section dealt with the zudit unit's coapliance with the
GAO Standards for Audit in general and their use of
essential techniques for effective auditing. Questiorns in
this area vere designed to elicit information concerning *he
organizations' utilization of the threa levels of internal
auditing, the degree of their activity within each level and
the probable impediments to the performance of £full scope
audits at the County and Municipal levels of government. The
questions u*ilized a mix of <the nominal and the abbreviated
interval scaling technique c¢f measurement, and unless stated
below, were not viewed by the author as susceptible to bias.

Item number 6 queried the auditor as “o the
number of audits scheduled and completed on an average
annual basis by his or her office. The purpose of this
question was to determine the successfulness of the auditor
in completing all scheduled audits. Additionally, the audit
lcad vas related to the staff size and, subsequently, to the
auditors® ability to achieve full coverage of all reguired
audits,
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Question number 11 asked the auditor directly if
compliance with the GAO standards was prescribed under a
state or local statute or other formal 1legislative
enactnent. This question sets the stage for the
categorization of the various responding audit units and wvas
used to indirectly deteraine the capability of the office to
comply with the requirement of full scope audits.

Question number 20 requested a yes/no rasponse
from the auditor corncerning his use in providing 1lire or
accounting functions to other governmental offices on a
temporary basis. Llarge organizations utilize this technique
as a management development tool for upgrading internal
auditers into management assignaents. In addition, *he
ability of the internal auditor and his or her knowledge of
the entity is of assistance 1in performing special studies
for management. Thus, the intent of this question was to
determine if a trend ¢toward the use o¢f public sector
auditers in this vay could be discerned or if this valuable
principle was accepted at this level of governaent.

Question number 26 requested ¢the auditor to
choose between +*wo statements the one that best described
the fcrmat of the audit programs utilized by his or her
office. Besides giving the author information regarding the
actual structure of the community's audit programs, this
question provided an insight¢ into the freedom allowed staff
auditors during the completion of a scheduled audit. The GAO
stardards imply that there should be no restrictions placed
on the scope of an audit. (5] Thus, it should be the
auditecr's decision to include or to not include the
particular function. This question attempts to reveal the
extent to which internal audit wunits in governmen% remain
flexible in the performance of scheduled audits.
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Question nuaber 27 requested a yes/no response
from the auditor as to their ability to complete scheduled
audits cf facilities and functions within the required time
cycle. The intent of this question was to determine if the
office cf the auditcr was capable of perforaming *hose audits
required by statutory or other legislative enactments within
the established timeframe. That is, due to cer+ain
initiatives dealing with grants-in-aid, annual financial
audits and bond rating requirements, the size of the audit
staff may preclude the completion of scheduled audi“s and
reviewus. This question wvwas an attempt to relate these
problems to the County and Municipal levels of governament.

Item number 28 requested a yes/no response as to
the involveaent of the auditor in the early development
stage of new accounting or control systeas. In the author’'s
opinion, the involvement of the auditor during the systea
development stage is a significant responsibility of
management, The early review of in place controls, user
needs and the methods utilized to identify requirements can
save valuable ¢tiame in the iasplementa*tion of required
changes. The purpose of this question was to measure the
extent toc which governmental auditors are utilized in this
manner.

Item number 30 requested the responding auditor
to rank each item on a list of probable impediments to the
per formance of full scope audits as to their importance in
his or her situation. The scale allowed *hree possible
responses: 'very restrictive?', ‘restrictive, but not
debilitating' and ‘'not a factor'. The intent of ¢this
ques+ion was to ascertain the cause or causes of auditing
units being unable to comply with the basic GAO tenets. Some
bias may exist in ¢this question because of the subjective
nature of the inforsation requestad. The author feels,
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however, that the responses will provide a valuable insight
into the perceived impediments to the performance of full
scope audits at this level cf government.

Question nuaber 32 requires <¢the auditor ¢to
choose from a list <the statement <that best describes the
extent cf his or her automatic data processing (ADP) audit
coverage. Many governmental agencies serviced by the
responding County and Municipal auditors utilize a computer
in the performance of <+their work. The ability of the
auditor, and/or his staff, to keep up with current computer
auditing techniques and controls is a 1 will continus “o be
an important aspect of an auditor's responsibility.
(33:208] Thus, <*+he purpose of this gquestion is to deteramine
the @method currently utilized by the auditor to review
computer systems and the acceptability of their practices
given the current state of the art.

e. Reporting Practices

Audit reporting procedures are the ameans by
vhich <the auditor communicates his or her findings ¢to
manageaent, Purther, they are used by the auditor ¢to
persuade management that improvements in specific areas are
required. Questions in this section concerned the compliance
with the GAO reporting standards, the audit review process,
the distribution of audi¢ reports and the degree of
acceptance evidenced by <the auditae in regards to the
findings and recosaendations of the auditor. 1In all cases,
the nominal scaling *echnique of measurement was utilized to
allov categorization of the <collected data. Questions were
strajght-forvard and cbjective and, thus, ¢the author feels
that the responses 4o not exhibit an unacceptable degree of
tias.
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Questions numbered 29 and 31 requested yes/mno
responses from the auditors as +o their specific audit
report format and general enclosures. Itea 29's intent vas
to determine the extent ¢t¢ which reports wvere issued
identifying specific wveaknesses ard recomaendations for
isprovesent. Item 31 concerned the inclusion of the
notevorthy accoaplishments of the auditee in the final audis
report. The purpose of these questions was to ascertain the
reporting procedures utilized by the responding auditors and
to determine wvhether the reports were constructive in nature
and gocod for the internal relations of the governmental unit
vhile still completing their primary mission.

Questions numbered 33 and 34 utilized the yes/no
response format <t¢ gather information on the auditor's
entrance and exit conference procedures. Since one of the
primary purposes of the audit report is communication, item
33 was developed to determine the auditor's procedure in
providing the audit £indings and recommendations to the
auditee prior *o the issuance of a final audit report. Item
346 concerned the auditor'’s willingness to include in the
final report the initiated corrective action and +he
expressed reactions of the audited organizatiecn. Both
questions were designed to determine <the auditor's level of
compliance with accepted auditing techniques and o
deternsine if due professional care is generally exhibited
in ¢he completion of an audit assignment.

Item number 35 concerns the actions of the
auditor in regards to making the final ceport a product that
facilitates action by the auditee, Utilizing the yes/no
response format, the question regquests additional
information on the structure of the report. Specifically,
the question asked if a clear and concise summary of the
audit £findings is included with ¢the final audit report.
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lavrence B. Sawyer indicates “hat properly drafted repor*
summaries are ideal for aexecutives who wvant to read no more
tkan they absolutely have to while reserving the right to
read *he details if they deem it necessary. [7:439] Thus, in
the author's opinior, an easy ¢to read summary of audit
findings and recommendations may prove +o be an effective
aid in the implementation of required improvements.

Question nuamber 36 requested +*he auditor to
provide a yes/no respcnse t¢ a statement concerning whether
an opinion based upon the audits* findings was generally
rendered. An opinion is required in the performance of Level
I, financial and compliance, audits, but an opinion does not
necessarily need to be given in the other 1levels of audit.
This question was an at+tempt to ascertain the extent that
overall opinions are rendered in governmental audits and
wvhether the evidence contained in the audit report is used
as a basis for that opinion.

Item number 37 was designed to determine which
activity had the responsibility for reporting the follow-up
and ccrrective action required by an issued audit revort.
The responding auditors were asked to check +*he block that
applied in their situation - 'the auditor' or 'the audited
organization!', The second part of the question vwvas
predicated upon an fauditee' answer to *the above inquiry and
requested the percentage that replied within established
timeframes. The intent of ¢this question vas siaply ¢o
detersine wvho held the feedback responsibility within the
Counties and Municipalities. In <the author's opinion, <he
results cf this question may indicate an excessive workload
on the audit office and the preamiua the 1local government
places on the audi*s findiprgs. The final part of <¢his
question requested a brief fill-in ansver as to the main
cause for delays in the release cf final audit reports. The
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results to this portion of the question will provide an
insight into <the administrative or poli¢tical factors that
affect the office of the auditor.

Questions nuambered 24 and 38 requested the
auditer ¢to ansvwer a yes/no and brief €fill~in question
respectively relating to +*he degree of supervision and
evaluation afforded to the work of the audit staff. Item 24
vas directed towvard the identification of the individual or
group that evaluated the work of the audi+ staff internally
and externally. Item 38 ccncerned +he auditor's reviev of
the working papers compiled by staff meabers. In both cases,
the purpose was to determine the degree of supervisior and
evaluation of staff audit work evident in County and
Municipal audit offices.

Item number 39 provided a yes/no formatted
question requesting the auditor to indicate wvhether audit
findings and audit recommendations were generally accep+ted
by the audi*ee. The intent c¢f this question was to deteramine
if the final audit report facilitated action by the auditee
and whether recoamendations for improvement were acted upon
vhen received. The answers to these gquestions are likely to
be somewhat subjective, in that without evidence available
to the contrary, every auditor may desire to believs that
his or her vwork is well received and utilized by <*he
auditee. However, acceptance and actual action are
different functions and it was hoped by the author that +his
distinction would become evident in the survey results.

Question nuamber 40a requested <*he auditor to
indicate those individuals or groups that generally receive
his or her final audit reports. The distribution of audit
Teports to all activities that have a vested interest or can
benefit from the audit's results is encouraged by *he GAO
standards. This gquestion was an attempt to ascertain the
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extent cf audit report distribution evident at <the County
and Municipal levels of government.

Question number 40b requested a brief £ill-in
answer as to the most serious impediment, as viewed by the
auditor, to the growth and development of internal auditing
in local governament. This question vas designed simply to
provide a forum for the opinions of the responding auditors
on the future and potential of internal auditing at the
County and Municipal 1levels of government within <the State
of California.

C. SUNEARY

In this chapter, <the author has outlined for the reader
*he research methodolcgy employed and the basis for its use
in support of ¢the thesis effort. Bach question utilized in
“he author developed gquesticnnaire was discussed and an
explanation of each questions® purpose, intent and
statistical use was presented. Additionally, a review of the
questionnaire's saapling techniques wvas provided to include
an explaration of its possible statistical shortcomings.

In the next chapter, <+the author presents an aralysis of
the data provided by the responding practitioners. The
results captured by the survey questionnaire will be
discussed, compared and analyzed. Specifically, the results
vill te reviewed as they relate to the auditor's compliance
with the GAO Standards for Audit, and as they relate “o *he
current status and future pctential of internal auditirng in
local government.
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¥. RESEBARCH PINDINGS

A. PREFACE

The purpose of this chapter is ¢to present aa analysis of
*he data captured by the sampling techniques discussed in
the previous section of <*his thesis. The information
gathered by <the survey questionnaire wmailing will be
presented, discussed, compared and analyzed; howvever, the
eaphasis of this chapter will be limited to an analysis of
the compiled data. Thus, since the responses of the County
and Municipal Auditors are, of necessity, kept separate,
there has been a conscious attempt by the author to merely
present *he Jdata and *o eliminate inference statements
pertaining to the findings.

The reader should be aware that the following
presentaticn of the research findings does not rely on
rigorous statistical techniques to present the data content.
Por ease of understanding and conciseness, <*he author has
chosen ¢to present ¢the findings *hrough the use of
descriptive summaries and tables. Spvecific conclusicns and
reconnendations regarding the current s+atus of internal
auditing at the County and Municipal levels of gcvernment,
as well as the identification of potential problems +ha*
confront governaental audi+t units in the future, has been
deferred to the final chapter.

B. QUESTIONNAIRE PINDINGS

The review of the valid responses gathered by the
questionnaire has been broken down into <*he following
general topical areas:

1. Degree of Questionnaire Response
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2. Background Data Analysis

3. Organization and Independence Analysis
4, Professional Skills Analysis

5. Audi*+ pPerformance Analysis

6. Reporting Procedures Analysis

With the excepticn of the "Degree of Questionnaire
Response", the above considerations have been keyed directly
to the major topical areas idertified in <the previous
chapter concerning the "Questionnaire's Design",

1. Degree of Questionpaire Responss

Cn 22 March 1982, <the questionnaire was mailed %o
the 58 County audit offices and to 58 randomly selected
Municipal audit offices in <the State of California. The
enclosed letter requested the recipients to review and
respond to the questions and to return the questionnaire via
a pre-addressed envelope within seven days of its receipt.
Through S April 1982, ¢the pre-determined cutoff date, +the
author had received a total of 37 County and 39 Municipal
completed questionnaires. Due mainly to ¢ime considerationms,
responses received after this date were not considered in
the data presentations that follow.

As menticned previously, *he 58 County
questionnaires were mailed to the entire population,
statistically speaking, of County audit offices within %he
State, Of the 37 valid responses that were received, 4
Counties indicated that 1no audit staff existed in their
gcvernmental structure. Although these respondents attempted
to answer <the gquestions that they considered relevant ¢to
their situation, <the author did not record or utilize these
responses in the research data presentations. Further,
since there are no additional California Counties to sample,
and since these 4 guestionnaires would not have been mailed
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if this fact vere known previously, it wvas the author's
decision to reduce the original sample size to 54. This
action reflects the fact <*hat these Counties could not
provide any information pertinent to the subject area. Thus,
the gross County survey response rate was 63.8%. However,
after adjusting the sample size downward to 54, the 33 valid
County responses resulted in a net survey rTesponse rate of
61.1%.

Fifty-eight (58) Municipal audit offices in the
State of California received guestionnaires. These
municipalities were randomly selected via <+he process
described in the previous chapter. Of the 39 responses that
vere received, 13 municipalities indicated that no audit
staff existed in their governmental structure. Again, a few
of these respondents attempted to ansver questions that “hey
considered relevant to their situation, and, again, the
author did not record or utilize these responses in <+he
research data presentations. Since the entire population of
municipalities within <+he State of cCalifornia 1is 419,
addi+ionral guestionnaires could have been mailed. However,
because of time constraints imposed on the author's research
efforts, no attempt was made to sample 13 additional
municipalities. 1Instead, it was the author's decision to
reduce the sample size to US reflecting an argument similar
to that proposed concerning the County questionnaires. Thus,
although the gross Municipal survey response ra+e was 67.2%,
the adjustment to the or.ginal saaple size (45) and “o *he
number of valid responses received (26), resulted in a net
response rate of 57.8¢%.

The computations utilized to determine the gross and
net response rate of both the County and Municipal In*ternal
Auditing questionnaires has been provided as Table II. 1In
both cases, the response rate exceeded the expected return
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of 40%. Thus, the author believes +hat statistically
discernible inferences can be made regarding *“he provided
data.

TABLE II

Questionnaire Response Rate

County Municipal
Total Populatio =58 =417
Number og uest%onnaires Mailed N=Sg or 100% n=gs or 1u4%
Number of Questionnaires Returned 37 39
Gross Response Rate 563.8% 67.2%
Ng ber of Questionnaires Mailed 58 58
Adjustments ) .. =4 -13
Revised Sample Size |, 54 or 93% 45 or 11%
Valid Responses Received 33 ;6
Net Response Rate 61.1% 57.8%

+he nuaber of responses receivs mn the total
population and the use of n_will represent the
gumber of responses received from a sample
drawn froa the entire population.

Note: +he use of N _in this %thesis vil% ;ggresent
1 :

2. Background Data Analysis

The findings in the general background area of the
surveyed County and Municipal audit offices related <o the
population of the serviced areas, the 1leng*h of <the
audi*or's term in office, <the %<otal time <+hey have served
the coamunity and the type of budget utilized within their
governmental units. Information pertairing to these
background aspects was provided by quastions numbered 1, 2,
3 and 8.

Question number 1 asked: "What is the populazion of
+he County/Municipality your serve?", and requested +*he
respondents to check the applicable population range tha+
applied to *heir service area. The responses received from
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the fully completed County and Municipal questionnaires are
presented in Table III. Hovwever, it is interesting, but only
in +*his case, to look at the four County and thir+<een
Municipal governments <that indicated they did not have an
internal audit function. Of the four Counties, one wvas in
the population <range 0 - 10,000 while the remaining three
annotated +he 10,001 - 50,000 range. O0f +he 13
Municipalities in <+¢his grouping, one respondent indicated
the 0 - 10,000 range, eleven indicated the 10,001 - 50,000
range and one annotated the 50,001 - 100,000 ©population
range. Thus, it is nrot merely the smallest communities in
the State that currently dc¢ not maintairn an internal audit
division, but also cities in the upper 20 percent based upon
their overall population.

TABLE III

Population Ranges - County and Municipal

county (8=33)
Popylaticn Rande Actual PRercep: Response PRercent
2 10,007 = 33:3%% 3 29% 3 233
R U S S N S 1
e. cver 500,000 12 3 7 58%
Municipal (n=26)
Popuylatica Range Actuyal PRegxgent Response PRezcert
. 0 - 0,000 175 4 0 %
3 10,003 = 30:3%3 1da 183 4 93
¢. 50,001 - 100,000 59 14¢ 10 17%
4. 100,061 - 500,000 17 4y 9 53%
€. over 500,000 4 1% 3 75%
Note: throughout the renaindii of thi thesig, referenges
tc pofulation ranges will be made by the appropriate
letter as designated in this table.
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Cuestion number 2 asked: "Are you an Elected or an
Appointed official?n, On the County questionnaire, 30
? ' respondents or 91 percent indicated that they were elected

to a four year term in office. Of the three respondents wvho
E indicated that they were appointed to their office, one
i! stated ¢that the appointment was made by the Board of

Supervisors while the remaining two indicated that a County
Executive aade the appointaent. on the Municipal
questionnaire, the results showed that 23 respondents or 89
percent were appointed to their office; the remaining %hree
A respondents vere elected to a four year term (all population
! group 100,001 - 500,000) . Twenty Municipal respondents or 77
5 percent indicated that their appointment was recommended by
the City Manager or Administrator and confirmed by the City
Council. The remaining municipal auditors indicated <+hat
they vwere appointed via the Civil Service Board or the
City's FPinance Director.

Question number 3 asked: "Please indicate the length
cf your term in office and the 1length of time you have
a served in your current capacity". In all cases where the
i auditor responded "appointed"® to question number 2, 9

F percent (N=3) of County and 89% (n=23) of Municipal
Auditoers, the length of term was indefinite. Those

indicating “elected® in answer to gquestion nuaber 2
responded that +their term in office was four years. The
overall results assessing the respondents years of auditing
service is presented in Table IV. Table IV shows the mean

and <the population or sample standard deviation, as

Yy

appropriate, of the number of years the County and Municipal
& auditors have spent serving their coammunity. The results

_—

have been tabulated by elected and appointed respondents.
Cuestion nuamber 8 asked: "What type of budget forma*
* is wutilized by your County/Municipality?". Ninety-four
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TABLE IV

Total Auditing Service

coupty (N=33)
« t 24 b 4 3 M
a hose elected *o office ( ogtandard Deviatggg

§:9 Jeazs

. t point t e .| . s
B. these appointed to office (), ..ra peviabfon = 2:8 JS3ES

Mupicipal (p=26)

a. thcse elected to office (3) ears

3:3 Jears

IR R

Mean
Standard Deviatgon

.t t 4
b. those appointed to office (23)ndara pevialfon

percent (N=31) of the County Auditors surveyed responded
that a Line 1Item Budget was utilized by their governmental
unit; the remaining six percent (N=2) indicated that a
Prograa Budget wvwas utilized ¢o formulate their annual
tudget. Cn the Municipal questionnaire, the results were not
SO unauisous. Pifty-eight percent (n=15) responded that a
Line 1¢tem Budget wvas utilized by their aunicipality;
hovever, 39 percent (n=10) indicated that a Program Budget
vas utilized and one respondent indicated “hat a Modified
Program PBudget wvas utilized during the budgetary process.

3. Orgapization 2pd Indepepdence Analysis

The organizational structure of a governamental
internal audit department will affect its ability ¢to
function properly. Additionally, unless sufficient
independence is assured, the impartiality of audit opinions,
conclusions, judgements and recommendations cannot be
guaranteed. Thus, the findings in this section concern the
perceived segregation of duties, the sccpe of performed
audit work, specific independence «criteria, <the unit's
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growth, organizational matters and conflicts of interest.
Information pertaining to +the areas of organization and
independence was gathered through survey questions numbered
4, 9, 10, 12, 13, 15, 16, 18 and 25.

Cuestion nuaber 4 asked: "Prom the 1list provided,
please indicate the position(s) you currently hold wi+hin
your County/Municipalityw. Seventy-nine percent (N=26) of
the respcnding County Auditors indicated that they were both
the County Auditor and the County Controller. The remairing
respondents held various combinations of County Auditor,
Recorder, Controller and Clerk. Porty-six percent (n=12) of
the responding Municipal Auditors held the title of City
Auditor; 27 percent (n=7) held the title Director of Pinance
and the remaining indicated Auditor-Clerk, Principal
Accountant, Auditor-Controller or Controller. The complete
results submitted by the responding County and Municipal
audit offices are summarized in Table V.

TABLE V

Positions Held by Responding Auditors

county (F=33) Responses Percentage
>Au3itcr-€cntroii 26 79
>Auditocr-Ccntroller-Recorder 3 9
>Auditcr-Record 2 6%
>Aud tor-Ccntroller-Clerk 1 3%
>Auditor 1 3%
Mugicipal (p=26) Respopnses Rergeptage
>Auditor 12 46%
>Director of Pinance 7 27%
i 4 15%
>Au§ E erk 1 4%
>Pr Accountart 1 ux
>Anditc -Ccntroller 1 4%

Ques-ion number 9 asked the responding auditcrs to
indicate their approximate workload distribution by filling
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in blanks with the approriate percent of their time .-_2n* on
various types and levels of audit. Table VI and Table VII
presents a suamary of +the findings in this area. The
inforsation gathered by this question is categorized by the
population of the surveyed Counties and HMNunicipalities.
Governmental units with a population of under 100,000 are
grouped for more concise data presentation and the mean (M)
and population or sample standard deviation (SD) within each
range is presented.

TABLE VI

Workload Distribution - County

|7
7
(-]
I=
{1
1
n
(<]

A. Type of Audit

>Entit¥ 34% 32 48% 32 62% 17

2Punctional 12% 19 26% 28 118 11
>Special Review 17% 11 8% 6 18% 15
>Investigative 9% 9 5% 3 6% 5
>Other 29% 29 13% 27 3 4

B. Level of Audit
dQlevel I 87% 18 91% 16 80% 17
JLevel II 7% 11 6% 10 19% 16
>level III 6% 17 3T 7 1% 5

Question number 10 asked: "In your immediate

chain-of-command, what is the title of the governmental
executive %o vhom you report?%", Pifty-two percent (N=17) of
the responding County Auditors indicated that they report of
the County Board of Supervisors; 42 percent (N=14) perceive
that since they are elected <they report only ¢to their
constituency vhile the remaining six percent (N=2) indicated
the County Bxecutive as their reporting senior. Although 42
percent of the responding Municipal Auditors indicated that
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TABLE VII

Workload Distribution - Muricipal

Population Range

abc 4 3]
- S 4~ 3D - S
A. Type of Audit
> it 1 7 4
>sg§ctlonal 9§ %; 221 3? 18; 14
>Special Reviews 17% 34 8% 10 9% 11
>Investigative 2% 4 4x U 5% 2
>Other 63% 45 49% 49 4% 2
B. Level of Audit
>Llevel I 89% 26 78% 27 95 9
>Level II 5% 9 7% 1 5: 9
>lLevel III 6% 17 15¢ 21 0% O

they report directly to *he City Manager or Adainistrator,
the remaining responses wvere more widely varied. Thus, ¢the
Municipal findings concerning this question are sumamarized
in Talkle VIII.

TABLE VIII

Reporting Senior - Nunicipal

Iitle Responses Rercentage
>City Mana or Adsinistrator 11 4
>Cit§ Ccunggf £ 6 23!
>Pinance Director 5 19¢%¢
dAccounting/Audit MNanager 2 8%
>0t her 2 8%

Question number 12 asked: "Do you maintain, and
periodically update, written Conflict of Interest Statements
for yourself and/or your audit staff?", Ninety-seven percen*
(N=32) of responding County Auditors indicated "YBS" in
ansver to this ques*ion: the remaining auditor indicated

76




g

T e

R |

that these statements were not maintained. The findings from
the Municipal guesticnnaire resporses showed 81 percent
(n=21) indicating that conflict of interest statements were
maintained; the remaining auditors indicated <that such
statements ware not maintained by their municipalities. One
responding Municipal Auditor commented on this question. He
indicated that the maintenance and update of Conflict of
Interest statements wvas "state mandated", The implica+ion
being that 100 percent should have replied "YES"™ if this
comment vere true.

Question number 13 asked: "Does your office operate
with its own budget appropriation?". oOne hundred percent
(N=33) of the responding County Auditors indicated tha+ ‘hey
were allocated a separate portion of the overall County
tudget. However, on the Municipal questionnaire, 81 percent
(n=21) responded "YBS"™ to this question, while the remaining
19 percent (n=5) indicated that <*hey received their
operating funds frcm another governmental department. In
this 1instance, all five negative respondents cited the
Finance Livision or Ccntroller as the source of their funds.

Question number 15 asked: "Prom which of *the
following individuals or groups must a staff audi%tor seek
access approval for the data pertinent in the evaluation of
an activity under review?". Table IX presents a suamary of
the findings in this area. Prom the data provided in the
summary, i+ appears <that the County Auditor receives more
lati4ude in this area *han do *the Municipal Auditors; 19
percent ¢f <+he cities indicated that the Auditor provided
the approval, vhereas fully 46 percent of “he courties
responded in a similar manner. The table provides a coamplete
breakdcwn of the findings pertaining to *his gquestion.

An assessaent of various professional and clerical
procedures wvas obtaired through question number 16. 1In this
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TABLE IX

Access Approval

Coupty Municjpal
Title 4 X 2 b ]
hudit 15 4 1
>Leglsgative Body 4 1%1 ? g:
>Thée Auditee 1" 33¢% 11 42%
>Board cf Supervisors 1 3%
>Administrative Ordnance 1 3%
>Pinance Director 3 12%
>City Marager or Administrator 3 12%
>Not Applicable 3% 12¢%¢

area, vpractitioners were asked if *hey maintained written
goals and objectives, published a policy and procedures
manual, utilized tailored audit programs and published
standards of field \work. The findings relating <*o the
variety of writtean prccedures available and not available at
these levels of government is summarized in Table X.

TABLE X

Professicnal and Clerical Pindings

YES NO
coupty (¥=33) ) ] b} L S |
>Hritten Goals and Obijective 14 42% 19 ]
>Poi§ an P oce ureg uanuaf %0 61% 13 331
>Tail or- Prograas 0 61% 1 39%
>Standards of ?leld Hork 9 27% 24 73%
Bunicipal (n=26)
dur ten als and Ob jective 19 7 7 7
>PoI§ oce ure$S Manua 18 681 8 311
>Tai ore g Pioqrals 10 39% 16 91‘
>Standards o ield "Werk 6 23% 20 7%

Question number 18 asked the responding auditors to
choose from three possible alternatives <the one that best
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described the historical action of <heir tudget or budget
share. On the County questionnaire, 46 percent (N=15)
indicated their budget was "growing steadily"; 42 percent
(N=14) responded "remaining constant" and *he remaining four
auditecrs indicated <that their budget or tbtudget share vwvas
actually "decreasing”, The findings from the Municipal
questionnaire showed 27 percent (n=7) with a steadily
growing trudget; 62 percent (n=16) with a budget or budget
share that was remaining constant and the remaining three
auditcers with a decreasing fund allocation.

The final question in this section, question itea
nuaber 25, asked: "pl ease indicate +he appropriate
individual or group that sets audit priorities for your
office". Eighty-two percent (N=27) of the responding County
Auditors indicated that they, 3in *heir position as Auditor,
set the priorities for their office; howvever, only 27
percent (n=7) of the Municipal Auditors responded that they
set audi¢ priorities for their office. The complete results
gathered from this gquestion are summarized in Table XI.

TABLE XI

Audi¢ Priorities Analysis

CouLrty (u=33) Responses Percentage
>Audi t 27 82%
dle 1ve Body 5 1%!
>N¢ Appl cable 1 3%

Municipal (n=26)

>Aud t 7 7
g gative Body 8 §1§
Mana S 18%
nce D rector 2 8%
3 12%
>lct Applicable 1 g 4
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As mentioned previously, full scope governmen+tal
audits require an adequat2 staff of competent, sexperienced
personnel. The auditor and his or her staff must no® only be
knowledgeable about audi*ing and accounting procedures, bu*
they must also be knowledgable concerning applicable
regulatory legisla“ion and current state-of-+he-art audi+ing
techniques. The <£indings 1in this sec<ion concern +he
qualifications of the auditor and his or her staff, <+he
established employmert or eligibility standards, +*raining
availability and usage, recognition and the use of
consultants. Information was provid=d by questions numbered
S, 7, 14, 19, 21, 22 and 23.

In gquestion npumber S5, data was collected fr-om
respondents on +heir professional cradentials aad on their
highes* degree earned. Th2se responses have besn summarized
in Table XII and Table XIIXI for both County and Murnicipal
Auditors. °From the summary, it appears tha% +he mafority of
respondents 4o not hold 2accredidatisn as Cer+tified Internal
Auditor, Certified Public or Charter=2d Accounzant, whereas
the majority do possess a college or advanced degree. Thus,
on +he County questionnaire, 61 parcen* (N=20) of +*he
respondents indicated that <+they did not possess one of the
listed credentials; 64 parcant (N=21) indicat=zd, howvever,
that they held a college or an advanced degree. The resulss
gathered from the Municipal questionnaire shoved *ha< 65
percent (n=17) did nd5t possess one of the 1lis+ted
professional credentials, whereas 96 percan< (n=25)
responded that they held a bachelor or masters degrze. Table
XII presents a summary of the responding auditor's
professional credentials and Table XIII presents a summary
of the findings regarding <*“he level of education held by
these governmental auditing practitionars.
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TABLE XII

Professional Credentials Held By Auditors

county (§=33) Responses Percentage
>Certified Internal Auditor 2 6%
>Certified Public Accountan+t 4 12%
>Chartered Accountant 1 3%
>California Public Accountant 6 18%
>None 20 61%
Munjcipal (n=26)
dCertifjed Internal Auditor 1 4%
>Certif§ed Pub Ec Accountant 6 23%
>Chartered Accountant 1 4%
>California Public Accountant 1 4%
>None 17 65%
TABLE XIIIX
Bducational Qualifica+ions of Auditors
coynty (¥=33) Responses Bercentage
>Masters Degree 3 9%
>Bachelors Degree 18 55%
>Associates Degree 2 6%
DNone 10 30%
Municipal (n=26)
DPMasters Degree 9 35%
>Bachelors Degree 16 61%
>Ncne 1 ug

Question number 7 requested the responding auditors
to prcvide information on their current staff strength as
vell as their staff's educational and professional
backgrounds. Table XIV and Table XV present a summary of the
findings 4in this area. The information gathered by the
questionnaire is categorized by the population of <¢he
respective Counties and Municipali+ies, and, as Dbefore,
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governmental units with populations under 100,000 are
grouped for concise data presentation. Once the groupings
are estaklished, ¢the mean and population or sample standard
deviaticn has then been tabulated within each population
range.

TABLE XIV

Staff Size and Qualifications - County

a
Auditers ¥ TsD 4™ SD 4™ SD
2Total_ Number 2.8 3 6.2 4 21.3 24
>Bachelcrs Degree 1.7 2 4.8 3 20.6 24
dMasters Degrée <1 .5 4 .6 1.3 1
>Public Acccuntant <1 .3 1.3 1 3.4 4
>Internal Audi+or 0 0 .4 .5 2.0 2
Other Prcfessjopals
>Totg1 Number .1 2 3.7 6 11.3 %g
>Bachelors Degree .4 1 1.9 3 11.
dMasters Degree Q0 0 0 0 0 0
>Public Accduntant 0 0 0 0 0 0
Clerical
>Total Number $.7 S 7.7 8 43.9 95
Question number 14 asked: "Does your

County/Municipality provide a formal training program for
you and/cr your staff auditcrs?". Twenty-four percent (N=8)
of the responding County Audi“ors indicated "YES" in answer
to this question; ¢the remaining seventy-six percent (N=25)
responded that a forma. training program was not provided *o
them or <+heir staff. On the Municipal questionnaire, 46
percent (n=12) indicated that their amunicipality provided
the staff a formal training program, whereas, conversely, 54
percent (n=14) indicated that a formal <raining prograa was
nct offerred.
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TABLE XV

Staff Size and Qualifications - Municipal

Population Range
abc o e

. - ] 8~ 35D ¥4~ SD
Auditors
>Total Number 4 .7 1.2 2 6.0 9
>Bachelors Degree 4 .7 1.2 2 4.0 6
>Masters Degreée 0 0 0 0 5 .7
>Public Accountant 0 0 0 0 .5 .7
>Internal Auditor 0 0 0 0 5 .7
Qther prcfessjonals
2Total_ Number 1. 1 3.8 § .
>Bacgelors Degree .; .8 1.8 3 g.g g
>Masters Degree .2 o4 <95 .8 0 0
>Public Accountant 0 0 0 0 0 0
Clerical
>Total Number 4.7 5 4.8 7 .5 .7

Question number 17 asked responding auditors *o rank
2ach of a list of <yossible qualification standards in their
order c¢f importance in determining the eligibility of
prospective staff meambers. The results gathered by this
question are summarized in Table XVI. Note that there wvere
three pcssible ranking levels: (a) extremely desireable, (D)
importart, bu*t not a deciding factor and (c) not considered
neces:ary. Those possible levels correspord to the a, b and
c headings utilized in the summary *able.

Question number 19 probed <the <tendency of <+he
responding auditors and their staffs to remain current in
their field by requesting information concerning <their
attendence at professional seainars, automatic data
processing courses, continuing education and CPA/CIA
certification classes. Table XVII presents a summacy of the
data prcvided by the respondents.
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TAELE XVI

Staff Qualification standards

county (E=33) . B <
>Corpcrate Accou tin ence 0% 36 64%
SCollege Degree in gRelg £3%9524 sox 327 §9%
>CPA/CIA Credent 17% 50% 23%
>Public incto: ccoun*ln Experience 31% 50% 19%
>Internal Auditing Experience 35% 50% 15%
Mupicipal (n=26)
>Co crate Accoupting Bxperience 0% 1 81
>Co ff Degree 1in aqRel teé Fgeld 54% 3%: 11:
>CPA/C A Credentials 15% 58% 27%
>Public Secto Accountlng Experience 42% 42% 16%
>Inte*nal Auditing Experience 42% 50% 8%
TABLE XVII
Available Training Utilization
Responses
County (=332 IES No ercen* IES
>Professional Sﬁnina %0 3 94 %
>ADP Courses an Sellnars 2 11 69%
>Cont1ru1ng Edugat1 20 13 63%
>CPA/CIA Cartification 14 19 44%
Municipal (n=26)
>Prcfessional Seminags 8
>ADP Cou sas ana fnabs %g 1 33:
>Continu Bdug 20 6 T%
>CPA/CIA Certlf ca*zon 6 20 23%

Question number 21 asked the responding auditors ¢to
indicate, from a prcvided 1list, ¢the areas in which “hey and
their staff could most benefit from additional <training.
Since aore than one area could be checked, <the findings of
+his gquestion represent “he percentage of auditors that felt
a particular subject area could be helpful to <their
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situaticn. Thus, each of the six possible answers will be
treated as if it were a separate question and <the results
+abulated as if each area was in a YES/NO format. Table
XVIII presents a complete summary of *he gathered data
concerning +his gquestion.

TABLE XVIII

Additional Training Requirements

County (8=33) Number YES  percent YES
>Audit Procedures and Standards 9 27%
>Accounting Systeas Review 21 6u%
>ADP_Control . 24 73%
>Apglicable Lawvs and Regulations 10 30%
>Resource Managesment . 12 36%
>Government Program Objectives 7 21%

Bunicipal (p=26)
>Audit P edures d Standard 1
>Account§gg Systems Review -ro° 19 LH
>ADP_Control 14 54%
>Applicable Laws and Regulations S 19%
>Resource Management . 5 19%
>Government Program Objectives 6 23%

Question number 22 as“ed: "Does your office make use
of consultants in the completion of scheduled audits?w.
Thirty-+three percent (N=11) cf the responding County
auditors indicated that their auditing units wutilized the
services of consultants; *he remaining 67 percent (N=22) did
not wutilize consultants in the normal completion of
scheduled audits. Oon the Municipal questionnaire, the
findings in this area showed 54 percent (n=14) u+ilizing
consultants in the comple*ion of audits, vhereas the
remaining 46 percent (n=12) did not make use o0f such
services.

The final question assessing the prcfessional skills
area, question number 23, asked responding audi*ors to
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indicate wvhether their office was recognized and used as a
training ground for higher level governmental positions. On
the Ccunty questionnaire, 33 percent (N=11) indicatesd that
their office did provide personcel for higher 1level
positions; 61 percent (N=20) responded negatively while the
remaining six percent (N=2) answered both yes and no.
Thirty-five percent (n=9) also indicated a positive response
to this question on the Municipal questionnaire. Sixty-twvo
percent (n=16) responded that they did not feel that their
office was recognized for this purpose and one respondent
(3%) indicated an answer of "not applicable®,

S. Audit Performapce Apalysis

Compliance with existing legislation, adequate
planning, responsiveness, flexibility to changing
circunsstances and providing good service *o management are
essential ingredients for an effective internal audit unit.
The findings in this sec*ion concerned the aspect of
compliance with the General Accounting Office (GAO)
Standards for Audit; the utilization of the auditor in areas
other than audi%¢ing; <the unit's audit program format; the
perceived impediments to full scope audits; scheduling;
planning; internal controls and computer audit involveament.
Lata pertaining “o these areas were gathered through survey
questions numbered 6, 11, 20, 26, 28, 30 and 32,

Question number 6 asked: “How wmany audits are
scheduled and completed by ycur cffice annually?". This vas
cne of only two questions on either survey that was lef*
Elank by a portion of the responding County and Municipal
Auditoers. The requested information was provided by 27 out
of 33, €2 percent, of the responding County Auditors; only
12 or 46 percent of the responding Municipal Auditors,
however, provided the information requested in this
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question. Por this reason, the Municipal data will no* be
presented as it does not contain sufficient data to make
relevant inferences by population group. The data provided
by the Ccunty Auditors is,therefore summarized in Table XIX.
Again, a mean is provided for each population range along
with the appropriate population standard deviation.

TABLE XIX

Scheduled 2nd Comgleted Audits - County

Scheduled Completed

Responses | 3D -} S

a Q0 - 188,888 1§ 17.7 11.1 17.4 18.9
t. 100,007 - 1 57.8 51.1 54.7 49.5
. over goo:ooo 1743 339 39.7 66.7
Questionnaire item number 11 asked: “Is your

compliance with the GAO Standards for Audit prescribed,
rather than implied, under a state or local statute or other
formal legislative enactment?", Thirty-six percent (N=12) of
the responding Ccunty Auditors indicated that their
compliance was mandated by a formal legisla*ive initiative;
“he remaining 64 percent (N=21) responded negatively <o this
question. On the Municipal questionnaire, 27 percent (n=7)
indicated that their compliance with the GAO Standards vas
mandated in this manner, wvhile the remainring 73 percent
(n=19) responded negatively. Additionally, three Municipal
auditors noted in +he gquestionnaire's margin that their
compliance was required under an inclusion in their City
Charter.

Question number 20 asked: "Are you and/or members of
your staff called upon to provide assistance on a %tenmporary
basis to a line or acccounting function?". The data provided
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by the responding County auditors indicated that 88 percent
(N=29) vere required to act in a capacity other <+han
Auditor; ccnversely, <the remaining four acvditors indicated
they were not called upon in this manner. The data gathered
vith the Municipal questionnaire showed 65 percent (n=17)
providing services to a line or an accounting function,
vhereas 35 percent (n=9) responded negatively. Again, ¢two
auditeors provided addi+ional information concerning +his
question in the questionnaire's margin. 1In both cases, the
auditors indicated that their 1Internal Control policies did
not allow them to provide any service other than auditing to

T

their municipali+y.

Item number 26 requested responding auditcrs ¢to
choose Letween two stataments the one that best described
the format of +their audit programs. Thirty-nine percent
(N=13) indicated that the statement "detailed audit steps"
kest described their office's audit prograas. Pifty~-+vo
percent (N=17) responded that the statement "broad and
general with additional steps designed on the job" best
described the audit programs they utilized. One auditor
responded <+hat both are used ¢to some extent and the
E remaining tvwo responded that neither statement described his
or her Ccunty's audi¢t prograas.

Cn the Municipal questionnaire, 42 percent (n=11) of
the respondents indicated that the statement which best
described their audi+ programs was "detailed audit steps™.
Forty-six percent (n=12) indicated that their programs were
mainly ccmposed of broad and general steps with additional
steps designed during the audit. The remaining respondents
(nr=3) indicated that this question wvas "not applicable” ¢to
their situation.

Question number 27 asked: *Are you and/or your staff
able tc cover the scheduled audits of facilities and
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functions within the required time cycle?n, Pifty-tvo
percent (N=17) of the responding County auditors indicated
"YES" in answer to this gquestion; 39 percent (N=13)
responded "NO" and three auditors indicated <that this
question was M"not applicable" to their audit orgamization.
The data provided on the Municipal questionnaire showed S0
percent (n=13) of the respondents answered "YES" to this
questicn; 23 percent (n=6) responded "NO" and the remaining
seven completed Municipal questionnaires indicated that this
question was "not applicable" to their situatiorn.

Questionnaire item number 28 asked: "Do you and/or
your staff become involved in reviews of new systeas
(accounting, control, ADP, etc.) early in *heir development
stage?", Seventy-nine percent (N=26) of the 33 responding
Courty Auditors answered *his guestion "YES"; the remaining
seven or 21 percent did not become involved in new systens
development. On <¢the Municipal questionnaire, 73 percent
(n=19) answered ¢this guestion affirmatively; 23 percent
(n=6) indicated that they did not become involved in the
systeas develcpment phase and the remaining auditor
responded "not applicable" to this question.

Question nuaber 30 requested the auditors %o rank
each of a possible list of impediments to the performance of
full scope audits in accordance with a given <three point
scale. The first point equated to "extremely restrictive",
the seccnd to M"restrictive, but not debilitating” and %he
third pcint on the scale represented "not a factor". The
findings regarding this question are summarized for the
County respondents in Table XX and for the Municipal
Auditcrs in Table XXI.

The final question in this area, question number 32,
requested responding auditcocrs to indicate, from a given
list, <*he statement(s) that best described the extent of
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TABLE XX

Inpediments to Full Scope Audits - County

Ranking
Rossible Inrediments A B c
>Nee3 gor aggit onal staff u1§ 41% 182
SNeed for additional fundi 36 u6 % 18
dNeed for a itional tralnggg 27% 55% 18%
>Statutcry Requirements-lLevel I 21% 33% 46%
>Overlar 0f Résponsibili*ies 18% 27% 55%
>legislative Requjirements 9% 61% 30%
>Bond Rating Requireaments 3% 12% 85%
>lack of Mahagement Support 12%¢ 30% 58%
TABLE XXI
Inpediments “o FPull Scope Audi%ts - Municipal
Ranking
Possible Impedizents A B c
>Need for addjitional staff 50% 23% 27%
dNeed for addit onal funding 4% 23% 31%
>8eed for additional tralning 35¢% 50% 15%
>Statutory Requirements-Level I 0% 35% 65%
>Overlar of Responsibilities 15%¢ 129 73%
dlegislative Requirements 23% 27% 50%
>Bond Rating Regquirements 0% 31% 69%
>Lack cf Management Support 15% 313 54%¢

their Automatic Data Processing audi+ involvement. The
auditcrs could check more than one of <+he given statements
if they applied to their particular situation. Thus, each
guestion will be treated in a yes/no format and the findings
tabulated in this manner. The data gathered froam this
questicn 1is presented in Table XXII for both Courty and
Municipal respondents.
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TABLE XXII

ADP Audit Coverage Pindings

coynty Municipal

Possible Ansvers IEs X YES b ]

« A ¢+ around the computer 10 30 10 39
g. lg t computer ccntrggs 14 u2§ 14 5&:
C. Reviev opeiatz ns and controls 19 58% 10 39%

. Aug t agpl cations on request 12 36% 6 23%
e, Audit through ¢*he computer 5 15% 4 15%
f. Do no* conduct ADP audits 1 42% 3 11%

6. BReportina Procedures Analysis

Audit reports are +he means by which <he
auditor comaunicates his or her findings, observations,
concluseicns and recommendations to higher level management.
Further, they are used to persuade sanagesent +ha+
isprovesents are required. The results compiled in +his
section concern the audit review process; the final report
content; the use of evidence in rendering opinions; <the
£inal report's timeliness; the degree of supervision
evident; the distribution of the final report; the degree
of acceptance of audi+ findings and the feedback or
follovw-ufg process by which noted deficiencies are corrected
and reccamendations acted upon. Additionally, a special
question vas included in this final section that allowed %he
auditors <the opportunity to comment on the most serious
impediment, as viewed from their posit.on, to the growth and
development of internal auditing in local level governmen<.
Information pertaining to this area was gathered through the
use of questions numsbered 24, 29, 31, 33, 34, 35, 36, 37,
38, 39 and 40.

Question number 24 asked: "By vhoa is the
performance of your audit staff evaluated: internally? and
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externally?n, One hundred percent (N=33) of the County
Auditcrs rasponding to the gquestionnaire answered +this
question in its entirety; whereas, 77 percent (n=20) of *“he
responding Municipal auditors provided the requested
information. On +the County guestiornaire, all responding
practitioners indicated that the "Auditor" evaluated <he
staff internally. Porty-five percent (n=9) of *he responding
Municipal Auditors cited *he Finance Director or Con<roller
as *he internal evaluator; 30 percent (r=6) «cited the
Auditor; one auditor indicated “he City Manager while the
remaining four responded "not applicablen, Concerning
external evaluations, 55 percent (n=11) of the responding
Municipal Auditors indicated that independently contracted
auditors evaluated their staff; five percernt (n=1) indicated
that the City Council was their evaluator; the remaining
respondents (n=8) answerad *“his question with the statement
"no+ applicablet. The summary of findings on the County
external evaluations is provided in Table XXIII.

TABLE XXIII

External Evaluations - Coun*y

Respopse Numbex Percent
>Indesendent Audi*ors 22 67:
>Grand Jury 4 12
>Constituency . 2 6%
d>Board of Supervisors 2 6%
>State/Pederal Agencies 1 3%
>Not Applicable 2 6%

Questionnaire itam number 29 asked: "Are reports
issued identifying weaknesses and recommendations €or
improvement?®, EBighty-five percen+ (N=28) of the County
Auditors participating in +his research effor+ answered
WYES" tc this questicn; the remaining five auditors (15%)
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indicated that final reports of this type were not issued.
On the Municipal questionnaire, 89 percent (n=23) responded
"YES"® while only three auditcrs responded negatively to this
gquestion.

As a question designed to compliment the previous
item, gquestion number 31 asked: "Do your audit reports
regularly include <¢he noteworthy accomplishments of <+the
auditee?"., In this area, <*he Coun*ty Auditors wera split
equally: 46 percent (N=15) indicated "YES"™ while 54 percent
(N=18) indicated that their reports did not include
noteworthy accomplishments. The findings gathered on the
Municipal questionnaire, hovever, were more varied in that
35 percent (n=9) indicated "YES" in response to this itenm;
46 percent (n=12) responded negatively and the remaining
five auditcers ansvered "not appli. ‘hlet,

Question nuamber 33 asked: "At the conclusion of an
audit assignment, do you and/or your auditors meet with
representatives of the audited organization and discuss *¢he
findings and recommendations before issuing a €final audit:
report?". The findings provided in answer to the County
questionnaire indicated that 85 percent (N=28) followed <¢his
procedure; the remaining respondents (N=5) indica%ed “ha*
these meetings were not in <+¢heir —routine procedures.
Seventy-three percent (n=19) c¢f the responding Municipal
Auditors indicated "YES" in answer «o this question; 11
percent (n=3) respcnded "NO"™ while the remaining four
respondents cited that this question was "noct applicable® to
their situation.

Question number 34 asked: "Is it your practice to
include in the final audit report the expressed reacticns of
the audited organization and some indication of *he
follow-up and corrective action they intend to initiate?",
On the County gquesticnnaire, 49 percent (N=16) o0f <the
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responding auditors indicated <that <his practice was
utilized by their audit organiza+ions; 39 percent (N=13)
responded negatively while four ansvered this gquestior as
"not+t applicable" to their unit. Six+ty-five percen+ (n=17)
of the Municipal auditors answering this question provided
an affirmative answer; 15 percent (n=4) responded "NO" while
the remaining five auditors indicated that this procedure
was “"not applicable™ to their situation.

Item number 35 asked: "Are summaries of audit
findings included wi+h the final audit report?n,
Twenty-+three County responderts, or 70 percent, indicated
that summaries of audit findings were regularly included in
their issued final reports; six respondents answered
negatively to this question and +he remaining four auditors
irdicated that this gquestion was "not applicable™ ¢to their
standard operating procedures. The data gathered from the
Municipal questionnaire shows 69 percent (n=18) of <+he
respondents ansvering affirsatively <¢o <+his inquiry; 19
percent (n=5) indicated *hat summaries of findings were not
included in the final audit report and the remaining three
respondents answered "not applicable".

Question number 36 asked: "Is an overall opinion
given in the final audit report based upon the audi+
findings?". Eight-eight percent (N=29) <cf the responding
County Auditors indicated that opinions were expressed in
this manner. Only one auditor indicated "NO" in ansver %o
this question while three offerred "not applicable". On the
Municipal questionaire, 99 percent (n=23) responded "“YES";
one auditor responded "NO" and two auditors indicated *that
this question was "not applicable" to their audi+ unit,

Questionnaire i*em number 37 required, at most,
three serarate answers from responding auditors. Par+ one of
this question, concerning who had the primary responsibili<+
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for reporting the follow-up or correc*tive action taken after
the release of the final audit repor+, was answered by 100
percent of the respordents +o both questionnaires. Part two
cf the question, predicated upon an answer of ¢he "auditee"
to part one, asked what percentage responded within the
established timeframe; 100 percent of the respondants *o
toth questionnaires also answered this portion of the
question. Part three, asking what <they viewed as the main
cause for the delay 4in the release of +the f£inal audi+
report, was answered by 67 percent of those Coun%ty Auditors
that indicated an answer tc part two and fifty percert of
the Municipal Auditors +“hat indicated a delay was prevalent.
The summary of the findings to this question is presented in
Table XXIV and Table XXV.

TABLE XXIV

Pollow-ufp Reporting Responsibility

County Responses Percent
>Auditcr 9 27%
>Auditee 21 64%
>Not Applicable 3 9%

Suniciral
>Auditor 14 Su%
>Auditee 10 39%
>Not Applicable 2 7%

Question number 38 asked: "Do you vpericdically

review +he vorking papers coapiled D)y your staffn,
Bight-five npercent (N=28) of responding County Auditors
indicated "YES™ in answer +to this question; one audi%or
indicated "NO" in ansver %o this question, while <he
remaining four auditors responded “hat <this quest:ion wvars
"no+ applicable™ <+¢o their governmen*al unie. In assess.3q
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TABLE XXV

Report Delinguency Rate/Cause Pindings

county (22)
St:gdgi‘:éi guinciohte’ 7§§
cagyse Regpopses Rercent
>Beviev Procedures 2 %3:
;%g§ Pressnre g zgg
Silasizy, commemines ; it
Bunicipal (10)
Bean, Dekipguencr ate: 473
cayse Rasponsss Rercent
;E% ig!nproilgsations g gga
>80 Comamént 2 2
>Disagreements on Pindings 1 10%

the responses provided by the Municipal Auditors, 85 percent
(n=22) 1indicated that it was their practice ¢to review the
vorking papers of their staff; the remaining four
respondents indicated <that this guestion did not apply to
their situation.

Questionnaire item number 39 requested information
concerning the acceptance of both the audit findings and the
reconaendations for isproveament by the auditee. The findings
pertaining to this question were overvhelaingly posi+tive:

County (¥=33):
Audit Pindings Accepted? 88% YBES
Audit Recoamendations Accepted? 73% YBS

Sunicipal (n=26)

Audit Pindings Accepted? 89% YES
dudit Recommendations Accepted? 89% YES
96
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Of the remaining County audi*ors, one auditor indicated that
audit findings were not accepted by the auditee, while three
ansvered the gquestion "not applicable®. Of <the remaining
Municipal Auditors, only one cited "NO" in answer to both
porticns of this question; while the reamaining two indicated
that the question d4id not apply to their audit organization.

Part one of question number 40 requested data on
those individuals or groups who generally receive copies of
the final audit reports issued by the surveyed County and
Municipal audit offices. One hundred percent of both groups
provided answers to this question, however, in answvering the
responding auditors could indicate amore than one individual
or group as receivers of regports. Thus, for clarity, each
of the seven possible answers will be treated and tabulated
as if it wvere in a YES/NO format. Table XXVI presents the
suamary of the data gathered concerning <this area of the
research effort.

TAELE XXVI

Pinal Report Distribution

ngzgns. IBs §& 1B %
edi Re resentat 3
hg gcut ve o%fgcers 26 78: 13 gg;
2 slat ve Bod 26 79% 16 631
g er Units of overnuent 11 33% 6 23%
hief Piscal Officers 8 2u% 13 S0%
>COntrcllers 5 15% 9 35%
>0ther 14 42% 12 u6%
>Not lpplicable 2 6% 3 12%

The final question cn both questionnaires requested
the responding auditors to indicate what is, in thei: view,
the nost serious ispedisment *o the grovth and developaent of
auditing in 1local level governaent. The data provided by
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respondents has been combined and provided in summary fora
as Table XXVII.

TABLE XXVII

Growth and Development Pindings

Responge (31) Nuabez Bercent
dLac £ Pundi 24 47%
>Sta§ 2 Cons%gin+s 13 26%
>Lack o g Understgndinq 14 282
>Lack of Pfoper Train 5 10
>Other 5 0%

te: djto i t
Note: SOBe-IREROICLNG.N1%H;QEE Indtcated nore than one
C. SUNMARY

This chapter has presanted the reader with the findings
gathered by the author developed internal auditing County
and Municipal questionnaires. The data provided by
respondents wvas presented, discussed and compared. However,
the emphasis of <this chapter wvas purposely limited to a
presentation of the compiled data without ¢the possible
inferences that could be drawn from the information.

In the next, and final chap¢ the author analyzes the
results, develops conclusions vrakes recomaendations
based upon the findiags pooviiled by the survey
questionnaire. These conclusions and recomaendations have
been directly related to the thesis objectives as well as to
the current status and future potential of internal auditing
at the County and Nunicipal levels of government.
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¥I. CONCIUSIONS AND RECOBHMENDAIIONS

A. PREFACE

The purpose of this thesis wvas to analyze the extent to
vhich the concepts and techniques of the United States
General Accounting Office (GAO) expanded scope audit
standards were currently being utilized within <the County
and Aunicipal governaents in ¢the State of California. The
specific objectives, established in Chapter I, were:

1. th ith ¢t
25 STHEE 0000 RAa 1 TE L Qg g p I 0nCe Vith the G0

2. To detei!inc the, underlying cause or causes of
ncn~-compliance; and

3. Ezc}ngrngggo.g!niggifnsle gegtnigntilprgnternaf
To help the reader appreciate and gain a perspective on
the research objectives, the author provided a background
discussion pertaining to auditing in general. Specifically,
a brief history of internal auditing in the private and
public sectors was presented so that the reader could better
evaluate the critical aspects of effective internal auditing
organizations that followed in subsequent chapters. Special
emphasis vas placed upon a discussion of the emergence of
auditing in local governaent and the need for public sector
auditors to provide timely performance information.
Pollowing this presentation, the author sought ¢to
specify wvhat internal auditing should be designed ¢to
accoaplish by providing <¢the reader wvwith a standard of
measureaent by which to judge the current effectiveness of
auditiang units in California‘'s county aad sunicipal
governaents. FPurther, <the author presented a <thorough
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discussicn of the GAO levels of audit and of each tenet of
the GAO expanded scope audit standards. This section of the
thesis sought to convey to the reader a sense of the actual
methodology, techniques and requirements of auditing in
order tc provide a perspective on the growvth and developament
potential of public sector auditing. The thrust of this
presentation vas directed towards providing the reader an
insight into the sound principles that are available ¢to
guide the actions of governmental auditors.

An indepth discussion of <the author's research
methodology vas then provided to display the data gathering
tools utilized to support the central thesis direction.
Essentially, the author presented a comprehensive overview
of the method employed to determine the degree of coapliance
evident vwith the GAO Standards at these levels of govarnament
Purther, this section provided the reader with a thorough
discussicn concerning the design, purpose and intent of each
question in an author developed questionnaire uatilized to
gather data relevant to the subject.

Following this discussion, the auther presented the
actual research findings. The information captured through
the previously discussed sampling techniques were displayed
in a non-rigorous statistical manner. A conscious effort
vas made up to this point ¢o refrain from making inference
statements or statements regarding the statistical
significance of these findings.

The effect of <*he preceding five chapters wvas ¢to
illustrate to the reader the proper auditing structure that,
vhen costined with the operative and essential procedures
and techniques, offers the best prospect of producing an
effective governmental auditing function. Thus, the purpose
of this final chapter will be to present an analysis of the
data gathered by <the survey gquestionnaire; to present the
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authors conclusions relating to the purpose and objectives
of the thesis; and to present the authors recoamendatioans
that directly concern the future potential of internal
auditing in local government.

B. ABALYSIS

1. Geperal

The author will nov analyze the findings, issuves and
problems raised by the completed survey effort. In order to
accomplish this goal, +the analysis will be broken down into
four topical areas that directly concern <the purpose and
objective of this thesis. These areas are:

1. Qualifications,
2. Independence,
3. Ccmpetence, and
4. Compliance.

The actual survey results presented in the previous chapter
will form the basis of discussion in each of the above
areas. Since the reader may find it adventageous to refer
tack tc the survey findings, it is recommended that the key
to the internal auditing questicnnaire, provided as Table I,
be utilized for more expeditiocus referencing.

2. Qualifjcations

Governmental internal auditing departments should
cocllectively possess the knowledge, skills and disciplines
required tc complete their audit responsibilities. Por
exaasple, internal auditors vwho vork extensively with
financial records and reports should be proficient in
accepted accounting principles and techniques. This is, of
course, true for all other functional areas under audit
consideration. Auditors should be able to apply their
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expertise to situations that they encounter and to be able
to deal with them without extensive recourse to technical
research and assistance. Thus, the internal auditing
organization should meet the following standards:
. b tandard £
1 tern !dg S sho naegsdggescri gd standards o

e ucat ona groun experience;
2. Frogigniggg y c rtfgggage of the staff should be

ness, accounting an
ng courses; and

4. Intgrnal auditors?! performance should be periodically
rev eved to assess their strengths and weaknesses.

3. Int; gicnagdztogu should be active an aggig gé

The folloving discussions will utilize these standards as a
measure of assessing the qualifications of County and
Municipal auditing units in the State of California.

The State of California stipulates that no person
shall te elected or appointed to the office of auditor
unless:

! 158:n2a’§%at3 poaTd o °eiéé§%§%§§cyi§§83ing”§1.t‘°
a cer ified public accountant” or a” public
accountan or

2. s a va rtificate or diploma of

ggadggt 3§s TO® A sc%col o accountancy; or

3. ot h ess.r'g H r:gditggrgogrzorcontingouspggg&gg °

Mhis Togisiation (19637 FT105es%

The survey findings indicate that <+the great majority of
County (61%) and Municipal (65%) auditors 4o not hold
professional certification, hovever, the majority do possess
a bachelors or masters degree in accounting or have served
in excess of the three year requirement. In this regard, the
Municipal auditors seem to have the better gualifications in
teras of currency; 96% hold a college or advanced degree
vhile the 1length of their service had a mean of 3.3 years
for elected and 7.9 years for appointed officials. Although
708 of the County auditors possessed a bachelors or masters
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degree, they tended to rely wmore heavily on ¢their
experience. The average elected County auditor has served
nearly 9 years in office, vhile the mean for those appointed
vas 8,6 years.

The survey indicates tha* staff size and
qualifications are directly related to the population of the
community served (see Table XIV). Although a college or
advanced degree is often cited as a prerequisite of
employment, certification as a public accountant or internal
auditor does not seem tc be required. Standards of
esployment are similar for both groups; <the majority citing
a college degree, public sector accounting experience and
internal auditing experience as the nmost desireable
qualifications in determining the eligibility of prospective
staff members. While a significant percentage of the audit
staffs do not appear to be certified, the GAO standard
adddressing the need to have an audit unit that collec*ively
possesses adequate professional proficiency for the task
required appears to have been fully met a+ <these levels of
government.

In the area of available <training utilization,
formal training programs dc¢ not appear to be provided to
either group to any extent. Hovever, the nmajority of
responding auditors atteapt to remain current in auditing
techniques by attending professional seaminars and continuing
educaticn courses. As discussed previously, the need to stay
current in these areas is extremely important to the future
grovth cf public sector internal auditing. Pormal %training
prograass, in the view of tvo respondents, cannot be provided
to elected officials due to their short term of office,
budgetary constraints and audit workload. The availability
and the auditors participation in professional seainars,
hovever, indicates an increasing emphasis being placed upon
this area.




.................

Purther, a survey question was asked concerning the
areas in which the responding auditors and their staffs
. could most benefit from additional instruction. 1In this
area, only tvo functicns received overvhelmingly affirmative
ansvers: accounting systeas review and automatic data
processing (ADP) controls. The first subject was thoroughly
introduced and discussed in Chapter TIII and regquires that
the auditor be familiar with the organization's overall
strategic planning situation. The second item has
undoubtedly grown from the increased dependence upon
computers in all sectors of public and private operatioms.
Table XXIT suamarizes the ADP audit coverage findings and
indicates that the trend toward computer use vwill require
greater knowledge on the subject from future governmental
anditors.

Bvaluating the performance of the auditors and their
staffs is a function that can easily be overlooked in the
public environment. The responses from the County and
Municipal auditors, hovever, indicate that tieir work and
that of their staff are periodically reviewed both
internally and externally. The internal evaluations are
conducted in accordance vith the prevailing organizational
structure of the governamental unit. That is, county
auditors perfora the internal evaluations, while municipal
auditors are evaluated by ei*her the auditor, the Director
of Pinance or +the Con:troller AJdepending upon <the units
placemen* within the organization. In both groups, external
evaluations are predosinantly accomplished by independently
contracted auditors. In any case, there is ample opportunity
to provide assistance to the auditors and their staff with
the prcper direction and initiative required ¢to accurately
review and complete their duties.
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These evaluations would be difficult ¢®o perform if
specific standards were not available <+o nmeasure staff
per formance. In this area, the availability of written goals
and objectives, a policy and procedures manual and standards
of field wvwork would greatly aid the evaluator in the
completion of his or her duties. In both County and
Municipal audit units, the existence of field work standards
seems to be indicative of the units desire to project a
professicnal image during the audit function. However, in
the remaining areas aixed results vere received. Although a
majority of <the counties maintained written goals and
objectives, very few amunicipalities provided similar
documentation. Purther, only one third of county and
aunicipal audit units had a local policy and procedures
manual. Overall, the prevalent situation does not appear to
be consistent with accepted <clerical and professional
documentation procedures.

3. Independence

Internal auditors should be provided with sufficient
‘practical!' independence tc¢ allow them to complete ¢their
vork freely and objectively. This independence, in
perception and appearance, peraits auditors to render the
impartial and unbiased judgeaments and opinions essential to
+he rprcper conduct of gcvernaental audits, Practical
independence is achieved through segregation of duties,
organizational status and objectivity. Proper segrega*tion of
internal governaental duties is required to assure <that
conflicts of interest do not interfere with the auditors
performance. The organiztional status of the auditing unit
should be sufficient to permit the accomplishment of <the
required audit responsibilities. Objectivity requires
inters 1 audl  cs to have a certain level of belief in their
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work such that no significant compromises are evident in
their findings and opinioms.

In addition to the above measures of independence,
Lavrence B. Savyer 1lists the following standards that
internal auditors should be able to meet:

'+ The seaier.abanlioe seaRSREIRIe.ifuShERiiniiual.is
n en br coverage,

cons erat on of audit reports and action on audzt
recosmendations; and,

2 31+£“§"3§I£ shoald"hs ae%inea'esﬁ““%%i& 3%1*%22

ccuue (ch artei). This document should establish

the un position in the organizational structure;
an+horize access to rec rds an egsonnel relevant to
the ge orll ie of aud nd define the scope of
audit activities.

The following discussions will utilize these standards and
the listed measures of practical independence as a mears of
assessing the performance of County and Municipal audit
units in the State of Califernia.,

a. Segregation of Duties

BEvery County and Municipal practitioner that
responded +o the survey held another governmental office
cther than Auditor. The ccapletion of these related, yet
subsidiary, tasks do not appear ¢o be consistent with an
acceptalkle level of job segregation. County audi*ors serve
as Chief Pinancial Officer of their county and answver to the
electcrate. While holding this office, howvever, they can
concurrently hold office as Controller, Recorder, Clerk or
any coakination thereof. Pach of <these positions carry
responsibilities that provide a basic inconsistency with an
independent audit function. Thus, the accomplished tasks in
each area are subsequently audited by the same individual.
That is, the auditor revievs his or her own work in these
other areas. One County auditor commented that his danal
office situation did not dinhibit his actions to
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independently appraise his governmental units performance.
However, Sawyer states that:
LR Sl e R0 ol LN I g
to see that internal auditors are perceived to be
independent of the activities they audit.™ [ 7:41]
The prevalent situation in the counties c¢f California does
not appear *o be consistent with this attitude.

Municipal auditors can boast more of this
perceived independence as nearly half of those responding to
the survey held no positicn other than Auditor in their
organization. In this case, however, the reason can probably
be traced to financial and workload considerations; note the
following:

1. Eyery municipal auditor in this category came from a
cltyyof overp100,000 gnhabitants; andq 7

2. Those lunicigg% guditgigdprovi ing datgiégeansve to
’

question nua c consistéently T numabers
of scheduled and completed audits.

Additiorally, it is interesting to note that those holding
office as the Director of Pinance had a separate auditing
divisicn under their centrol. Certainly, this situation is
also superior to tha+ of the county organizational
structures.

b. Organizational Status

In order to assure that 1line personnel in governmen*
understand the internal auditors authority and
responsibility, their status within the organizational
structure should be set forth in writing. Purther, <they
should report ¢o0 an individual with sufficient authority to
allow the findings, conclusions and recommendations of the
audits they perfora tc be generally accepted and acted upon
by the auditee. Although a written charter, approved by the
County or Municipal chief executive officer, would probably
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not be offerred tc¢ governmental auditors, adequate
protection can be indicated by other factors. These factors
are included in the survey findings relating ¢to the
teporting senior, budget considerations, the setting of
audit priorities, the acceptance of audit findings and
recommendations and the perceived use of the auditing unit
as a training ground for higher level offices.

The survey findings in the reporting senior area
highlight differences between +the County and Municipal
governments in the State of California. Although a majority
- {52%) of +the county auditors indicated that the Board of
Supervisors acted as their rerorting senior, nearly half
(U2%) cited their electorate in answer to this question. As
predoeinantly elected officials, ¢the latter answver should
have been unanimous. Yet, +the insistence upon a reporting
individual or group seeamas to indicate a lack of perceived
independence. Similar results wvere obtained from the
Municipal respondents, however, the reasons seem t0 Dbe
totally different. The municipal auditors are predominantly
appointed. Thus, there may be a dependence in ¢the
relationship between the reporting senior, the individuwal or
group that sade the appointment and the auditor. Municipal
auditors seem to be afforded the appearance of independence,
but they +too lack the internal perception of being an
independent entity.

Another area in which the gquestion of
irdependence can be arqued concerrs the availability of
audi¢ funds. County auditors unacimously responded that they
vere allocated a =separate portion of the overall county
budget and 81% of the municipal auditors responded
similarly. The remaining sunicipal auditors receive aundit
funds from another departament since they are a division
under, generally, the office of the Director of Pinance. Of
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more significance, however, is the fact that a solid
majority of both groups indicated <that their budget or
budget share was remaining constant or actually decreasing.
This +trend could be disasterous, in <that governamental
auditing could be slowly relegated to an insignificant
pesition within the 1local governmental organization.
Although generally given their own funds, growth can be
stifled with inflation decreasing the audit purchasing power
of the individual budgets.

An essential ingredient to the independence of a
governmental auditing unit is the auditors ability to set
his or her own priorities. As previously discussed, the
great majority of audits performed at <these levels of
government are dictated by state or federal 1law, hovever,
there should be nc further restrictions placed upon the
auditors scope. That is, as the need dictates, any area of
the organization should be open to audit or review. 1In this
case, county auditors receive much more latitude that their
sunicipal counterparts. Whereas 82% of the counties
responded that the auditor set the priorities and nearly
half (46%) cited <the auditor as providing <the appropriate
access approval, only 27% of the namunicipal auditors
perceived that they set their own priorities and ocnly 19%
indicated that the auditor could provide the staff with
access approval *o the records of an activity under review.
The remaining cases cited various individuals or groups that
enter into *the priority setting and access process, but the
limiting of the auditors individual ability to go where he
or she is needed, vwhen he or she is needed remains the sanme.

A relatively subjective gquesticn concerning the
acceptance of audit findings and recommendations vwas asked
of the County and Municipal auditors in the survey
questicnnaire. Both groups strongly indicated that, in
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general, the auditee accepted the findings and conlusions
they presented. Purther, although this does not indicate
that the audit organizaticns are recognized within their
governmental units, very few ir either group indicated that
their office vas utilized +o train prospects for higher
level office. Overall, the responses demonstrate a growing
independence and stature of the internal audit activity in
local governaent. However, the full force will not be felt
antil toth top management and those in critical 1line
positions in government recognize *he benefits to be gained
from instilling a truly independent attitude in their audit
units.

" Co Objectivity

When addressing the objectivity of a
governmental audit unit, both segregation of duties and
organizational status play an important role. As the author
has shown, neither of these gqualities is evident to a great
degree in either the County or Municipal governments
surveyed. It wvould be difficult ¢to be objective if <the
auditor was reviewing his or her own vwvork, as is the
prevalent situation, and if the auditor was not situated
properly within the organiza*ional structure. However, this
secticn will continue the analysis presented in these tvo
critical areas by providing a discussion on conflicts of
interest, the expression of opinions and the utilization of
+he auditor in areas other than auditing.

Conflicts of interest were thoroughly discussed
in Chapter 1III in conjunction with <the GAO Standards for
Auvdit, vhile <the State of California's requirement ¢to
[ maintain conflict of interest statements was presented in
' Chapter V. Since <the maintenance and update of <these
g statements is state mandated the responding auditors in both
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groups should have unanimously indicated compliance. Yet,
this was not the case. This thesis has previously listed the
dangers in this area, and governmental auditors are
extremely susceptible because of their often delicate
political position. Although the £filing of statements to
fulfill the state requirement would 40 nothing to perpetuate
a conflict free organization, a thorough investigation in
this area could eliminate any possible probleas in the
future. Thus, in the author's opinion, county and municipal
auditors have enough internally generated organizational
impediments to objectivity without allowing personal and
external ispairments to further bias their opinions,
conclusions and judgeasents.

The expression of an opinion based upon the
evidencial matter gathered during an audit is an essential
tenet of the GAO audit standards. The rendering of opinions
on the performance of a reviewed entity is a specific
requiresent of the expanded scope standards being evaluated
in this study and also a necessary requirement to evaluate
an auditors' objectivity. However, as shown previously,
local governments follow the American Institute of Certified
Public Accountants (AICPA) standards which dictate the
rendering of opinions only in Level I, Pinancial and
Compliance audits. In reviewing the findings of this survey,
the author found that 89% of the responding auditors
rendered opinions on all their audits. Howvever, as one will
see later in this chapter, only a saall percentage of these
auditors complete any type of audit other than Pinancial and
Compliance. Thus, merely stating this fact does not indicate
vhether the GAO standards are being followed in deference to
the AICPA standards of audie¢.

Relating back <to the section on independence,
the author noted <that the survey findings indicated a
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majority of both County and Municipal auditors perforaing in
a line or an accounting function while serving in their
office. At that point, this fact served to further delineate
the 1lack of an appropriate 1level of task separation.
Obviously, this also has a significant impact on the
auditors objectivity. A fev responding wmunicipal auditors
indicated tha®t serving in any capacity outside the office of
Auditor was forbidden under their city's internal centrol
procedures. Controls of this type are in place to preclude
any indication that an individual could 3in any way be
influenced in his or her decision making process. This type
of in place control vould also serve to lessen the impact of
the aaditors being able ¢to serve in various offices
concurrently. Savyer stresses the need for perceived
independence; the standards controlling the guality of
governmental audit work stress the need for objectivity in
the performance of an audit and in *he publication of audit
findings and conclusicns. 1In the author's opinion, neither
situation is prevalent to a great degree in the county and
sunicipal levels of government in the State of California.

4. Gompelence

Internal audi*ors should be competent in planning

and conducting their audit assignments. Additionally, they

should ke able to collect, analyze, interpret, communicate
and docusent information to support their audit judgements
and conclusions. FPurther, it is also to their advantage to
maintain a close liason with the audited activity to assure
that fcllow-up action has been initiated on the reported
audit findings. Thus, governmental auditors should meet the
following specific standards:

1. Audti wvork should be properly documented in the audit
werking papers;

2 gggﬁ’é!uﬂ":i o393 dsTOrca 0 A PREFRERERE, T HENALR 2]
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papers. [7
Agqain, these measures, <*ogether with the survey findings,
vill ke utili*ed in the following discussions concerning the
level of audit competence evident at ¢the County and
Municipal levels of government in the State of California.

An indicator utilized to deteraine the scheduling
and planning capability of +he surveyed auditors was their
ability to complete the audits they scheduled. Only a slight
sajority ansvered affirmatively to this question, that is,
that they and their staff wvere able to coamplete all
scheduled audits. However, an earlier gquestion asking for
the approximate number of scheduled and coampleted audits
indicated an even greater disparity; Table XIX presents data
that supports the position that a greater percentage are not
able to meet their audit commitaments. It must be
understood, hovever, that most audits in the public sector
are required by state or federal law and 1local statute and
that workload pressure and staffing deficiencies can make it
difficult to perfors all needed audits. In fact, many
auditors commented that their offices were from three to
five yesars behind in the completion of required PFinancial
and Cospliance audits. Although this seeas to indicate
improper planning, the findings do not support ¢this
position. It is much more believeable that internal and
external pressures are evident <that negate ¢the best 1laid
plans of the auditing units.

The survey findings suggest <that accepted reporting
procedures are utilized by both audit groups. Audit reports
identifying veaknesses and recommendations for iamproveaent
are routinely issued; the notewvorthy accomplishments of the
auditee are included in <the report vhen applicable;
suanaries of audit £indings are regularly included as part
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of the final audit report; +he auditors generally meet with
the audited activity ¢to discuss <their findings and
rtecomnaendations; and, the expressed reactions and follow-up
or corrective action initiated are often included in <the
final audit reports. These practices indicate a willingness
on the rpart of <the audit units involved <+o help prosote
action on their recommendations for improveament and ¢o
project a professional, yet helpful attitude to the auditee.
These procedures have the positive iapact of tending to make
the audit wunit and its responsibilities more palatable to
the audited activities and also suggest that auditors
utilize every technique available to communicate their
findings, judgements and conclusions in a constructive
manner.

Based upon the findings, it appears that the auditee
is given the primary responsibility <¢o report follow-up and
corrective action initiated after the completion of an
audit. This 1leads directly <+o substantial delays in the
publication of the final audit report and tends to reinforce
a non-ccnstructive attitude on <the part of the audited
entity. Since no timeframes are established, there is a high
delingquency rate in the issuance and receipt of the auditees
expressed opinions. Thus, action on ¢he recoamendations for
isprovement are delayed and the immediacy of <the probleas
evident in the audited activity loses much of its impact.

All auditors responding to the survey periodically
revieved the working papers compiled by their staff. It is
g aunderstood that ¢this review is probably conducted in
conjunction with a reviev of the final audit report draft.
Thus, is appears that <¢he audi‘ors can effectively
substantiate the findings, Judgements and conclusions that
are issued to the auditee since delays are <the province of
the auditee and not the auditing entity.
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Finally, the report's distribution can be utilized
to indicate the degree of <report dissemination as wvell as
the overall acceptability of the audit units wvork. The
findings suggest that municipal reports receive a greater
audience than do ccunty audit reports. All interested and
involved parties are routinely routed a cooy of the final
report and it is hoped that the results contained therein
are utilized ¢to aid sanagers in other functional areas in
their quest for optimal per foramance.

5. Compliapce

The thrust of this thesis revolves around the degree
of compliance evident in the Counties and Nunicipalities of
the State of California with the GAO expanded scope
Standards for Audit and, 4if applicable, the reasons for
rcn-ccempliance. In addition to nmost of the general
standards, the bulk of the gquestions asked of auditing
practitioners concerned the examination, evaluation and
reporting standards. Howvever, the author specifically
desired to determine the degree of performance of Level 1I,
Econosy and BEfficiency, and Level III, Prograam Results,
audits,

A study conducted by the GAO in 1978 covering 15
states indicated that auditors felt limited by the resources
they could allocate to Level II and Level III audits. In
particular, they felt <that with an adequate staff and the
legal authority they could devote considerably more time to
these areas. At that time, state auditors were devoting only
8% of their ¢time tc Econoay and Efficiency audits and only
3% to Program Results audits. They overvhelaingly cited the
need for additional staff, +the need for additional training
and the need to identify specific program objectives as the
solutions to expanding the sccpe of their audits. ([ 10:12-13)
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Since this previous study, the situation has not
changed considerably. The survey results indicate <tha*
County and Municipal auditors in the State of California
spend only 7% of their time conducting Level II audits and
only 5% of their time perforaming Level III audits. I+ should
be noted, hcwever, <+that these are averages; a few counties
and municipalities indicated substantially higher Level II
and IIT audit performance figures, but the vast majority of
respondents indicated that only Pinancial and Coapliance
audits vere accomplished by their units.

The need for additicnal staff, funding and training
were cited as the nwmost serious impedinments to <the
performance of full scope audits. These findings coincide
with those of the eight yesar old GAO report and suggest that
the situaticn bhas remained virtually unchanged. Purther,
another impediment that received a substantial response vas
the lack of top amanagement support. As mentioned previously,
the actions of the auditing unit will not be takan too
seriously if <he senior government officials do no* place
their £full support behind “he efforts of *heir audi+ting
units.

The final gquestion on the survey provided a space
for comment concerning the growth and development potential
of putlic sector auditing. The results were similar to the
findings above, in that lack of funding and 1lack of
adequate, trained staff were consistently cited as
impediments to the future growth potential of auditing in
governmenrt. An additicnal facet to the probleam, however, vas
evident in this regard. Numerous practitioners cited a lack
of top managaents' understunding of the role and benefits of
ipternal auditing as a significant iampairaent to ¢their
continued grovwth. In all, the indicated restrictive causal
factors are deteraining the direction and scope of
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governmental auditing's future. Without adequate funding,
training, staffing, understanding and support there seems
little hope that auditors can strengthen their positions and
improve the quality of their fproduct.

C. CONClUSIONS

In view of the preceding analysis of the survey data,
the following conclusions relating ¢to <the purpose and
cbjectives of this thesis are provided:

1. h C t d t t
Tditoggggiag not fug'i“i SRRyt ettt e“‘é;os§§pﬁna85
sco it standar s spec tically, they do not

§uct Level and Level ITT audits with any
ent regularity and

2 TB** Edieziotas, fae fena forpen-gomtiince, 370 ek

aana t he lack
lan gent gn stangfgor o'aghe Tole nd benefztg
ct nternal auditing.

Although the Counties and HNunicipalities in the State of
California comply vwith most of the accepted GAO general,
exanmination, evaluation and reporting standards, the above
considerations are aade only with respect <to their audit
scope. It is apparent that the expanded scope s+tandards
issued by the GAO in 1972 ¢to provide guidance to public
sector auditors requires <the full force of law to be
isplesented in their entirety. Accepted procedures aside,
and despite the fact that there are benefits that can accrue
*0o local govarnments from audits of efficiency, econoay and
progras effectiveness, <these <type audits are not widely
perforsed by local governments.

D. RECCHEBEDATIONS

In viev of the research findings, as vell as the
author's conclusions dravn from the analyzed data, the
following recosaendations are provided ¢to effect the
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continued growth and development of internal auditing in the
Counties and Municipalities of the State of California:

. t t th

1 Enact lsgisla iondigegg%gaggdconpliance with e GAO

expanded "scope au
. t
2 Bhesh 0t LAHEEN D3N 3ES3PE" dener " RRERELLERE
areas of governue ts
o d + : t
3 nta lg cgggtyinag'id“a!nlcigonstgtg%nggs as %gg
operat ve feporting senior:
4, ind da t £ A only:
ziggingge n Vi “a%siggaryhe Egigg ocurrg%%ior Kq
: performed;
! S. Pro iQe an ade ate bg g t for the continuance of the
. I func thin t sarvice % coulun SI
3 uae prov s;ons for an e uate sta to handle
- t { workloid and iovis ons to meet
un ts c tinuing training requirements;

E 6. Provide lanagelen+ i ndoctrination and tiaini on *the
g rol nefi ts of internal audi in local
9 governlent- and,

f 7. Include in existi egislation ypdated and curren*
¢ quaig t on stangg é g%orathe Ofggce of Auditor and
] prospect ve audit sta members.
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ARRENDIZ A
AUDITING STANDARDS AND PROCEDURES: 1963

Seneral sStandards

1.

3.

The examination is to be performed by a person or
persons having adequate technical training and
proficiency as an auditor.

In all matters relating <o the assignaent an
independence in nmental attitude is to be maintained
by the auditor or auditors.

Due professional care is to be exercised in the
performance of the examination and the preparation of
the report.

Standards of Field ¥ork

1.

2.

3.

The work is to be adequately planned and assistants,
if any, are to be properly supervised.

There is to0 be a proper study and evaluation cf the
existing internal control as a basis for reliance
thereon and for the deteramination of <the resultant
extent of the tests to wvhich auditing procedures are
*0 be restricted.

Sufficient competent evidential matter is %o be
obtained through inspection, observation, inquiries
and confirmaticmns to afford a reasonable basis for an
ofinion regarding the financial statements under
exaaination.

Standards of Beporting

19




1. The report shall state vhether the financial
statements are presented in accordance with generally
accepted princigples of accounting.

2. The report shall state vhether such principles have
teen 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
cthervise stated in “he report.

4. The report shall either contain an expression o€
cpinion regarding the financial statements, taken as
a whole, or an assertion to the effect that an
opinion cannot be expressed. When an over-all opinion
cannot be expressed, the reasons therefor should be
stated. In all cases vhere an auditor's name is
associated with finarcial statements, the report
should contain a clear-cut indication of the
character of the auditor's examination, if any, and
the degree of responsibility he is taking.

Reprinted froama: Committee on Auditing Procedure, Audi*ing
Standards ard Procedures (New York: American Institute of
Certified Public Accountants, Statements on Auditing
Procedures No. 33, 1963), pp. 15-16.
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ARRPENDIX B
AUDITING STANDARDS AND PROCEDURES: 1372

Gepsral Standards

The full scope of an audit of a governmental progranm,

function, activity, or organization should encompass:

a) An examination of financial transactions,
accounts, and reports, including an evaluation of
ccapliance with applicable laws and regulatiorms.

E) A review of efficiency and economy in the use of
resources.

c) A review to determine whether desired results are
effectively achieved.

The auditors assigned to perform <*he audit nmust

collectively pos sess adequate professional

proficiency for the *asks required.

In all matters relating ¢o the audit work, the audit

organization and the individual auditors shall

maintain an independent attitude.

Cue professional care is to be used in conducting the

audit and in preparing related reports.

Examination and Evaluatjon Stapdards

Work is to be adequately planned.

Assistants are to be properly supervised.

A reviev is to be made of compliance with legal and
regulatory requireaents.

An evaluation is to be made of the system of internal
ccntrol to assess “he extent it can be relied upon to
ensure assurate information, to ensure coapliance
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with laws and regulations, and to provide for
efficient and effective cperations.

Sufficient, competent, and relevant evidence is to be
obtained to afford a reasonable basis for <+he
auditor's opinions, judgments, conclusions and
rezcommendations.

Beporting Stapdards

1.

2.

3.

Written audit reports are to be submitted to the
appropriate officials of <the organizations requiring
cr arranging for the audits. Copies of the reports
should be sent +o other officials wvho wmay be
responsible for taking action on audit £indings and
recosmendations and to others responsible or
authorized to receive such reports. Unless restricted
ty lav or regulation, copies should also be made
available for public inspection.

Reports are to be issued on or before thke dates

specified by 1law, regulation or other srruangemens

and, in any event, as promptly as possibie so as to
make *he information available for timely use by
nanagement and by legislative officials.

Pach report shall:

a) Be as concise as possible but, at the same *tinme,
clear and complete enough to be understood by the
users.

E) Present factual matter accurately, coapletely and
fairly.

c) Prasent findings and conclusions objectively and
in language as clear and simple as the subject
matter peraits,

d) Include only factual information, £findings, and
conclusions that are adequately supported by
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enough evidence in the auditor's working papers to
denonstrate or prove, wvhen called upon, tha bases
for the matters reported and their correctness and
reasonableness. Detailed supporting dinformation
should be included in the report to the extent
necessary to make a convincing presentation.

Include, when possible, the auditor's

recomaendations for actions to effect improvements
in problem areas noted in his audit and ¢to
othervise make improvements in operations.
Information on underlying causes of probless
reported should be included to assist in
isplementing or devising corrective actioms.

Place primary emphasis on improvement rather than
on criticise of the past; critical comments should
be presented in balanced perspective, recognizing
any unusual difficulties or circumstances faced by
the operating officials concerned.

Identify and explain issues and questions needing
farther study and consideration by the auditor or
others.

Include recognition of noteworthy accomplishments,
particularly vhen management improvements in one
prograam or activity may be applicable elsevhere.
Include reccgnition of the views of responsible
officials of the organization, prcgram, function,
or activity audited on the auditor's findings,
conclusions, and recommendations. Except where the
possibility of fraud or other compelling reason
may reguire different treatment, the auditor's
tentative findings and conclusions should be
revieved with such officials. When possible,
without undue delay, their views should be
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k)

obtained in writing and objectively considered and
presented in preparing the final report.

Clearly explain the scope and objective of the
audit,

State vhether any significant pertinent
information has been omitted because it is deemed
privileged or confidential. The nature of such
inforsation should be described, and the 1law or
other basis under which it is withheld should be
stated.

BEach audit report containing financial reports shall:

a)

b)

Ccntain an expression of the auditor's opinion as
to whether the inforamation in the financial
reports 1is presented fairly in accordance with
generally accepted accounting principles (or with
any other accounting principles applicable to the
organization, prograna, function or activity
audited), applied on a basis consistent with that
of the preceding reporting period. If the auditor
cannot express an opinion, ¢the reasons therefor
should be stated in the audit report.

Contain appropriate supplementary explanatory
information about the contents of the financial
reports as may be necassary for full and
informative disclosure about the financial
operations cf the organization, program, function,
or activity audited. Violations of legal or other
regulatory requireaents, including instances of
non-compliance, and material changes in accounting
policies and procedures, along with their effect
on the financial reports, shall be explained in
the audit report.
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Reprinted from: Stapdagds for Audit of Goverpmental

organizations. Rrograms, Activities apd FPunctions, Office of
the Cosptrcller General of the United States Paaphlet

2000-00110, 1972.
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1.

2.

3.

S.

ARRENDIX €

What is the population of the County/Municipality you serve?
(check one)

a. 0 - 10,000
b. 10,001 - 50,000
c. 50,001 - 100,000
4. 100,001 - 500,000
e. over 500, 000

Are you an Blected or ap Appointed official of ar
Coun y}!nnicipaizty? (cgecgpone) ¥o

a. ELECTED b. APPOINTED

If AFFOINTED, by vhom vas the appointaent made?

Please indicate relow the 1on9th of your tera in office
and hov long you have served in your current capacity.

a. TERN b. SERVED

Prom the list below, glease indicate the fositicns
you currently hold within your County/Municipality.

a. Auditor

b. Recorder

c. Controller

d. Clerk

e. Other (specify)

Prom the list below, please indicate the professional
credentials you hold:

a. Certified Internal Auditor (CIA)
b. Certified Public Accountant (CPA)
c. Chartered Accountant

d. Other (specify)
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What degree(s) do you hold?

6. How lan¥ audits are scheduled and completed by
‘your office annually?

a. SCHEDULED B. COMPLETED

7. Concernin youz current staff, please fill in the
blanks below with the applicaﬁle information:

foabsr 88/91%%Fm 3 o s O
Auditcrs — — e
Cther Prcfessionals ———— — e ——
Clerical

8. What ¢t of budget format is utilized by your Count
or Hunléipality?® vy Y

a. Progras Pudget
b. Line Item Budget
c. Other (specify)

9. Concerming gour vorkload distribution glease £il11 in
the tlanks below with the applicable {nformation:

A. Tyre of Audit Percent of Tiae
Entity Audits
Punctional Audits

Special Reviews —

Investigative Inquiries

Cther To¥ET—100%
B. Level of Audit Percent of Tinme

I financial and compliance

ITI efficiency and econoamy ——

III program results Yo 00%

10. What is the title sf the governaental executive
tc vhos you report

" PR I B R S e
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12.

13.

14.

15.

16.

17.

18.

_ 1IBS ——— ¥
Do *og saintain, and periodically update, written
Contlict of Interest statements for your audi¢ staff?
- YES ]
Doe oyr office operate with its o budget
appgogrgatgon% perate s own 9
YES NO

3512 HERRRIEEIRISHNGRI dopartaent does your

Does your Count rovide a formal ¢trainin rograa for
you a%d your stgfg auditors? 9 prog

YES NO

rrc: g%ichdgg the fglloving individga%s orhqrgugs aust
;egtgnen%uin 8%.’§3a1§§€§§§ % pgg'gctieit§ :nd:farevieu?
a. Auditor

b. Legislative Bcdy

C. the Audited activity

—eew_ 4, Other (specify)
Does your office:

YES ___NO a. smaintain written goals and objectives?
YES ___NO b, publish a policy and rrocedures manual?
YES NO c. utilize tailored audit prograas?

YES NO e. publish standards of field work?

petpsaEakatach ofaihe. SOioNINg 4 uagt fheatinn, B5ead e
efiq bifity o pros;ggt ve ansgt stazg members: I

a, Corporate accounting experience

b. College degree in related field

C. CPA/CIA or other professional credentials

d. Public accounting experience

@. Internal aunditing experience
ST A LR ER 4
(check one)

8. growing steadily

b. resaining constant
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c. decreasing

19. Dc you and your staff auditors:
-_YES ___NO a. Attend professional seminars?
_._YES ___NO b. Attend ADP courses and seainars?
- _YES ___NO c. Attend college to continue your education?
5o Aa. gt&ggdog ggss to secure certification as

YES
20, Are you, or members of lgugas aff6 ga}}ed apon to g{gvide

) ssistance on a tempora Sis ¢t ine ot accou ng
‘ unction?
i _ YBES __ ¥o

21. Pros the folloving list, check the areas in which you or
your staff could most benefit froam additional <raining:

1 —e——_ @&, Auditing procedures and standards

3 ——__ b. Accounting systems review

' c. Automatic Data Processing controls

d. Knowledge of applicable laws and regulations
Resource managesent

Identifying governmental program objectives.

G 7 S
"o
[ ] e

_ 22. Does your office make use of consultants in the completion
d of scheduled audits?

P - __ a. IBS - b. NO

23. Based on your experience with staff turnover, would you say
that Iour office is recognized and used as a training ground
for higher level governsental positions?

IES NO

MG ol i ens s o
L A L

"‘ - e

24, By whom is the performance of the audit staff evaluated:
a. internally?

v

; b. externally?
r .
2 S. ias divia
5. Pletss, USH? BionEhs BREREL SR dadtvitent ox orou
g ————- 8, huditor
' b. Legislative Becdy

C. Other (specify)
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26.

27.

28.
29.

30.
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lhigh of the fslloning best describes the format of your
audit prograas

a. Detailed Audit Steps
. t i a
b ggogg.aggb?eneral vith additicnal steps designe

R 2 St R A TR I I BT R INEER I e 3

YES NO

Do ¥cu and your staff becoase involved in reviews of new
szs eas (accounting, control, ADP, etc.) early in their
dévelopasent stage?

TES NO

Are regorts issued identifying weaknesses and
recommendations for improveaent?

YES NO

Pros ggur vievwpoint, glease rank each of th {glloving
p:oia e ilged e nts to the performance of fu scope
audits: (use the scale shown belov by checking tha
appropriate blank)

but not debilitating
not a factor

a. Need for additional staff

festr
'

b. Meed for additional funding.

C. Need for additional training.

- SHATELCRLLREI RIS O RAE T Financial.

e. veriap gf audit responsibilities with other
evels of government.

« R ir t £1 lati itiaeli .
¢ 6:?3' IR I G TR I F 251 304 ¢ L
MB Circular 1-102)

g. Bond Rating requirements

h. Lack of Top Management Support

3.

DO IESTASRALE SR T TAATLY tnciode the novevertay

188 %0
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3a.

33.

34,

35.

36.

37.

38.

r:o- tho following list, check the statement(s) that best

52:1 e(s) <he extent of your automatic data processing
coverage:

a. Audit "around®™ the coamputer.

b. Audit controls vice input and output.

C. Review departumental operations and controls.

d. Audit specifc applications or request.

e. Audit "through” the computer.

£f. Do not conduct ADP audi<ss

; e conclusion of an audit assignment, do you and your
aud t rs !cot '3 3 the :eggosggtat ves of the au 13
organ g 3 ndinqs and recoamendations
be c:o ssn ng the nal audite?

IBS NO
Is it your practice to include in the final audit report

he giesscd roactions of the audited grg t on and some

‘nd ca ; I %ollov-up and correct act they
Intend to inftiate

YES —_— ¥
Are suasaries of audit findings included with the final
audit report?
—— IBS ¥O
Is an overall opinion given in the report based upon the
audit findings?

_ IBS NO
After ¢t 1oase of an audie¢ report is the grila:
res ons i for reporting the follow-up and corrective
action ass gnod to: (check one)

-————— a, Your office, or
-—w—. b. The audited organization.

% If the responsibilit ith ¢ t hat
I petcontagcptggéo% !tgfn'estabgisgggitgle£;a=es?
What is the main cause for delays in the release of final
audit reports?

ou dodically reviev the vorkia apers coapiled b
you! g}i 4 g pap P b4
— YEs -—_ b

I




39.

40.

Are the audit findings generally accepted by the auditee?

e _ 1YBS NO
IRl EIEP e tianE, " M IRATISRY"" are nadey ave they
- YES —— ¥

ggg!esge’%agtasaigvfegggggg indicate those who generally
————. A&, Hedia representatives

ee—_ b, Chief Executive Officers

——ee—_ C. Legislative bodies

——oee_ 4, Higher Units of governasent

e——wo €. Chief Piscal Cfficers

-————. f. Controllers

Other (specify)

———— T

velopaent o nterna g at the County

In ogr vie§‘ vhat is th! !ost sofiggai%!gedilent to the

or lnniggpa

level of Governaent?
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; Yes No Do you wish to receive copies of the suamarized
survey results?

How many copies?

Pl indicate b t h +h
Sumaarized ‘Ea5R18'3Moa1E BAYEaTELED vRich the
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1.

2.

3.

10.

11.

12.
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