Budget and Finance Committee
Kevin Stinnetf - Chair

Ed Lane - Vice Chair

Jim Gray
Linda Gorton
Chuck Ellinger
George Myers
Andrea James
Julian Beard
Tom Blues
Pedqgy Hensor
AGENDA
BUDGET AND FINANCE COMMITTEE
July 7, 2009
1:00 P. M.
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THE INTERNAL AUDIT PROCESS

The mission of the Office of Internal Audit is to provide independent, objective assurance and
consulting services designed to add value and improve the Urban County Government’s
operations. It helps the local government accomplish its objectives by bringing a systematic,
disciplined approach to evaluate and improve the effectiveness of risk management, control,
and governance processes.

It is important to understand that internal controls are the responsibility of
management. FEach individual Department and Division has the basic responsibility for
establishing, maintaining, and periodically reviewing its internal control systems. The
objectives of the Office of Internal Audit are to assist members of the Urban County
Government in the effective discharge of their responsibilities by furnishing them with
analysss, recommendations, counsel, and information concerning the activities reviewed and
by promoting effective internal control at a reasonable cost. This is achieved via the internal
audit pracess described below.

Once an activity within a Division is selected for an audit, meetings are held with responsible
management to obtain an overview of the activity’s internal controls and to identify any
process concerns management may have. The next step is the evaluation of specific
procedures developed by management to provide sufficient internal control over the activity
being audited to ensure it is meeting management’s objectives. This step is followed by
detail testing of transactions to determine the controls are in fact functioning as intended.

From these steps audit findings identifying opportunities for improvement in the control
structure, and in some instances opportunities to improve the operational effectiveness and
efficiency of the activity being audited, are developed. The findings are described in a draft
version of the audit report, along with recommendations for correcting the control
deficiencies, which are then discussed with management in an exit conference. Management
is then given a reasonable amount of time to provide a written response to the findings
describing how the deficiencies are being addressed, which will be included in the final
version of the audit report. The audit report is then issued to the Mayor, the Urban County
Council, the Internal Audit Board, the Senior Advisor for Management, and other senior
management (Commissioner, Director, etc.) with direct authority to correct the deficiencies
and to provide oversight of the correction process. The finalized audit report is then posted
on the Office of Internal Audit web page for public information, generally within one to two
weeks after issuance.

Some findings are quite minor in nature and are communicated to responsible management
verbally. while others considered more significant are included in the audit report. It should
be noted that findings are a common result of an audit, and do not in and of themselves
indicate carelessness or negligence on the part of management. Deficiencies identified
during an audit can be the result of many factors, some of which may be only partly
controllable by management. 1n addition, internal audit reports are designed to draw attention
to opportunities for improvement and therefore do not address the areas of satisfactory
performance that may be noted during an audit. Therefore, Council is encouraged to
maintain a balanced perspective regarding the nature and extent of internal audit findings.



ENGINEERING NEW DEVELOPMENT SECTION PROCESS
SUMMARY OF AUDIT RESULTS

The Office of Internal Audit completed an audit of Division of Engineering New
Development Section (NDS) processes on June 19, 2009, in response to an Urban County
Council special request.

The general control objectives for the audit were to determine that:

The Division of Engineering NDS inspection process is efficient and effective.
Field Inspectors and Engineers have the necessary training & experience to
perform their required duties.

¢ Field inspections are completed timely and are adequately documented.

e The field inspection process is sufficiently managed and anomalies are resolved in
a timely manner.

e The problem resolution process is effective, sufficiently documented, and
communicated to all stakeholders.

The following findings were reported to senior management:

e Management should develop standardized documentation requirements for field
inspections to ensure that documented results of inspections indicate inspections
were appropriately conducted. Management should also develop procedures to
provide oversight and monitoring of field inspections to ensure timely, accurate,
and thoroughly documented field inspections that comply with all federal, state,
and local regulations. Division of Engineering management should periodically
validate reported inspections by conducting random, unannounced field level
reviews of inspection work performed.

s Management should develop improved documentation requirements for
inspections affecting Letter of Credit amounts. Division of Engineering
management should periodically validate reported inspections by conducting
random, unannounced field level reviews of inspection work performed.

e The NDS reporting structure should be reorganized to provide, at a minimum, the
assignment of direct supervision of field level personnel to one supervisor to
improve the management and accountability of that function.

o There is no systematic process for NDS problem tracking and resolution.
Management should coordinate with LexCall to obtain database tracking
regarding the nature of issues reported, and to determine if assigned NDS
employees have implemented timely and appropriate steps to resolve the issues.
This database tracking will also provide NDS management a systematic database
of information regarding issues that may have several years of history associated
with them.

s The duties of Project Coordinator should be assigned to a Licensed Professional
Engineer as required by the Engineering Procedures Manual to ensure the highest
level of professional competency in the Project Coordinator position.



o Licensed Professional Engineer seals should be obtained for submitted
construction plan documents as required by the Engineering Procedures Manual,
including any amendments to original plans, as they become the new
representations of the external engineering firms.

e In our opinion, LFUCG should continue the current practice of placing reliance
on external Licensed Professional Engineers to provide detailed reviews of
development plans, while Division of Engineering personnel should continue to
perform limited reviews of such plans.

¢ Documentation of commercial preconstruction meetings needs to be improved to
increase the overall accountability of this process. These meetings are required
before grading permits can be issued.

e Engineering management should request that Information Technology update the

o Supplemental commercial files (e.g., for building reconstruction) should contain
checklists to insure personnel are aware of and document compliance with all
required project meetings and inspections.

Management’s responses to the findings indicated appropriate action would be taken to
correct the deficiencies identified. Management and staff were very courteous and
cooperative throughout the course of the audit.
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