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Report on Fiscal Year 2005

Purpose of the Annual Report: To provide information on the benefits and effectiveness of the
internal audit function.
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MHMRA of Harris County FY2003 Report to Audit Committee

L Purpose, Authority and Scope

Pursuant to the Mental Health and Mental Retardation Authority (MHMRA) of Harris County’s Internal
Audit Department Charter, I hereby submit for review the annual report on the adequacy and effectiveness
of the organization’s processes for controlling its activities and managing its risks in the areas reviewed by
the Internal Audit Department.

All activities of MHMRA are subject to audit review.

The Internal Audit Department is responsible for continuously assessing MHMRA risk and developing
audit objectives, priorities, and procedures that will ensure effective internal controls. While management
is responsible for providing internal controls, the Internal Audit Department (within the audit scope) is
responsible for evaluating their adequacy and effectiveness and for recommending improvements if
necessary. Internal control comprises methods and procedures adapted to:

Safeguard assets

Check the accuracy and reliability of financial and other data
Promote operational efficiency

Encourage adherence to prescribed Agency policies and procedures
Review operations to ascertain consistency with Agency goals
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It is the responsibility of the Internal Auditor to give an opinion, at least annually, on the adequacy and
effectiveness of internal control (including financial controls). This is based on the adequacy of controls
noted from a selection of risk-based system audits completed during the year and other advice work on
control systems. The results of investigation inquiries and the fieldwork of internal reviews and that of the
external reviewing agencies also inform the Internal Auditor’s opinion.

Internal Audit works to support MHMRA s achievement of its vision/mission through the strengthening of
internal controls, application of proven scientific management principles, alignment of resources, and fraud
deterrence. Furthermore, Internal Audit continues to refine the audit approach and methodologies, build
stronger levels of proficiency, increase the understanding of MHMRAs unique culture, and build the
relationships with Audit Committee, management, and others.

The mission of the internal audit department is to provide independent, objective assurance and consulting
services to add value and improve the organization’s operations. It helps the organization accomplish its
objectives by bringing a systematic, disciplined approach to evaluate and improve the effectiveness of risk
management, control, and governance process.

Internal Audit focuses on producing relevant feedback to MHMRA that is useful in the long term toward
accomplishing three primary objectives:

Avoiding the potential for losses
& Increasing process efficiency and effectiveness
% Ensuring resources are applied toward accomplishing MHMRA s vision, mission, and goals.

Internal Audit insures that MHMRA receives an objective opinion designed to add value and improve the
Agency’s operations. Every effort is made to comply with the industry standards, as defined by the
Institute of Internal Auditors® Professional Standards in satisfying the expectations and needs of
management. The department conducts audits, scheduled and unscheduled, to provide management an
independent appraisal of the Agency’s compliance with policies, procedures, laws, and regulations. The
department’s flexibility insures the Agency’s administration the desired level of confidence in maintaining
adequate internal controls. :

Annual Report FY2005 I




MHMRA of Harris County FY20035 Report to Audit Committee

IL. Departmental Statement of Goals
Process to Assess These Goals, and Assessment Results

Goal #1: Insure through coordination of several audits conducted by ‘outside’ auditors to provide the
Agency an objective opinion designed to add value and improve the Agency’s operations.

Assessment for Goal #1: Evaluate the risk exposure for the Agency’s auditable areas along with
conducting an objective evaluation and analysis. Provide assistance to each auditable area where needed.

Goal #2: Insure compliance with industry standards, as defined by the Institute of Internal Auditors’
Professional Standards with special emphasis placed on independence. Independence is vital to
maintaining the department’s objectivity.

Assessment for Goal #2: Active participation in the NALGA Quality Control Review, along with the
initial phase of self-assessment.

Goal #3: Fulfill the expectations and needs of management.

Assessment for Goal #3: Develop an annual audit plan with the approval of the Agency’s Executive
Director and Board Audit Committee. Examine and evaluate the adequacy and effectiveness of the
Agency’s system of internal controls.

Goal #4: Conduct both scheduled and unscheduled audits in order to provide management independent
appraisals of the Agency’s compliance with policies, procedures, laws, and regulations.

Assessment for Goal #4: Active testing of accounts and key controls designed to insure compliance.
Identify weaknesses and make constructive recommendations to Agency’s administration.

General Statement of Departmental Condition

The Department of Internal Audit has a system of internal quality control that is suitably designed and
provides reasonable assurance that applicable auditing standards are followed. Internal audits have been
evaluated to insure that a standard of quality controls work effectively and that audits are conducted in
conformance with applicable standards.

The department has begun its first year of having the staff auditor position filled. This fact alone will
greatly improve the department’s opportunity to assess control objectives within the Agency.

III. 2005 Key Activities and Accomplishments

The Department does not gauge its achievements and success by the number of problems identified but
rather how we can assist the Agency. The development and approval of the audit schedule for FY03, a
strong year for audit coverage and the advancement of the Audit Plan, highlighted the year for Internal

Audit.

Most audit work begins with an assessment of risk, followed by review of systems and identification of any
weaknesses such as inadequate separation of duties, or failure to follow established procedures. Testing of
compliance through a sample of transactions confirms that controls are in operation. If necessary, a larger
substantive sample is tested to evaluate the extent of any error or loss.

Departmental management is responsible for establishing and maintaining a system of internal controls to
adequately comply with approved policy and procedures. The objectives of an internal control system are
fo provide management with reasonable, but not absolute, assurance that assets are safeguarded against loss
from unauthorized use or theft, and that transactions are executed in accordance with management’s
authorization and are recorded properly.
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