As Reported by the House State Government and Elections
Committee

127th General Assembly
Regular Session Sub. H. B. No. 166
2007-2008

Representative Schindel

Cosponsors: Representatives Adams, Bubp, Combs, DeWine, Flowers,
Gibbs, Seitz, Stebelton, Widener, Zehringer

A BILL

To amend section 124.341 and to enact sections 126. 40
to 126.43 of the Revised Code to create an O fice
of Internal Auditing within the Ofice of Budget
and Managenent, to establish the State Audit
Conmittee, and to prescribe their respective and

interrelated functions.

BE IT ENACTED BY THE GENERAL ASSEMBLY OF THE STATE OF OHIO:

Section 1. That section 124.341 be anended and secti ons
126. 40, 126.41, 126.42, and 126.43 of the Revised Code be enacted

to read as foll ows:

Sec. 124.341. (A) If an enployee in the classified or
uncl assified civil service becones aware in the course of
enpl oynent of a violation of state or federal statutes, rules, or
regul ati ons or the nisuse of public resources, and the enployee's
supervi sor or appointing authority has authority to correct the
violation or nmisuse, the enployee may file a witten report
identifying the violation or m suse wth the supervisor or

appointing authority. In addition to or instead of filing a
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witten report with the supervisor or appointing authority, the

enpl oyee may file a witten report with the office of interna

audi ting created under section 126.40 of the Revi sed Code.

If the enpl oyee reasonably believes that a violation or
m suse of public resources is a crimnal offense, the enployee, in
addition to or instead of filing a witten report with the
supervi sor or appointing authority, may report it to a prosecuting
attorney, director of law, village solicitor, or simlar chief
| egal officer of a nunicipal corporation, to a peace officer, as
defined in section 2935.01 of the Revised Code, or, if the
violation or msuse of public resources is within the jurisdiction
of the inspector general, to the inspector general in accordance
with section 121.46 of the Revised Code. In addition to that
report, if the enployee reasonably believes the violation or
msuse is also a violation of Chapter 102., section 2921.42, or
section 2921.43 of the Revised Code, the enployee nay report it to

the appropriate ethics comi ssion

(B) Except as otherw se provided in division (C) of this
section, no officer or enployee in the classified or unclassified
civil service shall take any disciplinary action against an
enpl oyee in the classified or unclassified civil service for
maki ng any report authorized by division (A of this section,

including, without linmitation, doing any of the follow ng:
(1) Renoving or suspending the enpl oyee from enpl oynent;

(2) Wthholding fromthe enpl oyee salary increases or

enpl oyee benefits to which the enpl oyee is otherw se entitled,
(3) Transferring or reassigning the enployee;

(4) Denying the enployee pronotion that otherw se woul d have

been received;

(5) Reducing the enployee in pay or position.
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(© An enployee in the classified or unclassified civi
service shall nmake a reasonable effort to determ ne the accuracy
of any infornmation reported under division (A of this section.
The enpl oyee is subject to disciplinary action, including
suspensi on or renoval, as determ ned by the enpl oyee's appointing
authority, for purposely, know ngly, or recklessly reporting false

i nformati on under division (A of this section.

(D) If an appointing authority takes any disciplinary or
retaliatory action against a classified or unclassified enpl oyee
as a result of the enployee's having filed a report under division
(A) of this section, the enpl oyee's sole and excl usive renedy,
notw t hst andi ng any other provision of law, is to file an appea
with the state personnel board of reviewwithin thirty days after
recei ving actual notice of the appointing authority's action. If
the enpl oyee files such an appeal, the board shall imediately
notify the enployee's appointing authority and shall hear the
appeal . The board may affirmor disaffirmthe action of the
appoi nting authority or may issue any other order as is
appropriate. The order of the board is appeal able in accordance
with Chapter 119. of the Revised Code.

(E) As used in this section

(1) "Purposely," "knowi ngly," and "reckl essly" have the sane

meani ngs as in section 2901.22 of the Revised Code.

(2) "Appropriate ethics conm ssion" has the sane neani ng as
in section 102.01 of the Revised Code.

(3) "lInspector general"” means the inspector general appointed
under section 121.48 of the Revi sed Code.

Sec. 126.40. (A) As used in sections 126.40 to 126.43 of the

Revi sed Code, "state agency" neans the administrative departnents

listed in section 121.02 of the Revised Code, the departnent of

Page 3

48
49
50
51
52
53
54

55
56
57
58
59
60
61
62
63
64
65
66
67

68

69
70

71
72

73
74

75
76
77



Sub. H. B. No. 166
As Reported by the House State Government and Elections Committee

taxation, and the bureau of workers' conpensation.

(B) The office of internal auditing is hereby created in the

of fice of budget and nmnagenent to conduct internal audits of

state agencies or divisions of state agencies to inprove their

operations in the areas of risk managenent., internal controls, and

governance. The director of budget and managenent. with the

approval of the governor, shall appoint for the office of interna

auditing a chief internal auditor who neets the qualifications

specified in division (C of this section. The chief internal

audi tor shall serve at the director's pleasure and be responsible

for the admnistration of the office of internal auditing
consistent with sections 126.40 to 126.43 of the Revi sed Code.

The office of internal auditing shall conduct prograns for

the internal auditing of state agencies. The prograns shal

include an _annual internal audit plan, approved by the state audit

commttee, that utilizes risk assessnent techni ques and identifies

the specific audits to be conducted during the yvear. The prograns

al so shall include periodic audits of each state agency's nmjor

systens _and controls, including those systens and controls

pertaining to accounting., administration, and electronic data

processi ng. Upon the request of the office of internal auditing,

each state agency shall provide office enployees access to al

records and docunents necessary for the perfornance of an interna

audi t .

(C) The chief internal auditor of the office of internal

auditing shall hold at least a bachelor's dearee and be one of the

foll owi ng:

(1) Acertified internal auditor, a certified governnent

auditing professional, or a certified public accountant, who al so

has held a PA registration or a CPA certificate authorized by

Chapter 4701. of the Revised Code for at |east four years and has

at least six yvears of auditing experience;
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(2) An auditor who has held a PA reqgistration or a CPA
certificate authorized by Chapter 4701. of the Revised Code for at

| east four years and has at |east ten years of auditing

experi ence.

(D) The chief internal auditor, subject to the direction and

control of the director of budget and managenent. nmy appoi nt and

mai ntain any staff necessary to carry out the duties assigned by
sections 126.40 to 126.43 of the Revised Code to the office of

internal auditing or to the chief internal auditor.

Sec. 126.41. (AY(1) There is hereby created the state audit

conmittee, consisting of the following five nmenbers: the director

of budget and managenent:; two public nenbers appointed by the

speaker of the house of representatives; and two public nenbers

appoi nted by the president of the senate.

Each public nmenber of the commttee shall serve a three-year

term commencing on the first day of August in the appropriate vear

and ending on the thirty-first day of July in the appropriate

vear, except for the initial public menbers. Wth respect to the

initial appointnments of the public nenbers. the termof the first

public nmenber appointed by the speaker of the house of

representatives shall be for a one-year term the termof the

second public nenber appoi nted by the speaker of the house of

representatives shall be for a three-year term and the term of

the initial public nenbers appointed by the president of the

senate shall be for two-vear terns. The termfor the initial

public nmenbers shall begin on August 1, 2007. Public nenbers may

be reappointed to serve one additional term

The comm ttee shall include one public nenber who is a

financial expert: one public nenber who is an active, inactive, or

retired certified public accountant: one public nenber who is

fam liar with governnental financial accounting; and one public
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nenber who is a representative of the public.

Any vacancy on the commttee shall be filled in the sane

nmanner _as provided in this division, and, when applicable, the

person appointed to fill a vacancy shall serve the remai nder of

the predecessor's term

(2) Menbers of the committee shall receive reinbursenent for

actual and necessary expenses incurred in the discharge of their

duti es.

(3) The director of budget and managenent shall serve as the

conmm ttee's chairperson

(B) The state audit commttee shall do all of the follow nag:

(1) Ensure that the internal audits conducted by the office

of internal auditing in the office of budget and managenent

conformto the institute of internal auditors' international

standards for the professional practice of internal auditing and

to the institute of internal auditors' code of ethics;

(2) Review the process used by the office of budget and

nanagenent to prepare its annual budgetary financial report and

the state's conprehensive annual financial report required under
division (A (9) of section 126.21 of the Revi sed Code;

(3) Review unaudited financial statenents subnmtted to the

audi tor of state and communi cate with external auditors as

requi red by governnent auditing standards;

(4) Performthe additional functions inposed upon it by
section 126.42 of the Revised Code.

(C) As used in this section, "financial expert" neans a

person who has all of the foll ow ng:

(1) An understanding of generally accepted accounti ng

principles and financial statenents:;

(2) The ability to assess the general application of those
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principles in connection with accounting for estimtes, accruals,

and reserves:

(3) Experience preparing, auditing, analyzing, or eval uating

financial statenents presenting accounting issues that generally

are of conparable breadth and |l evel of conplexity to those likely

to be presented by a state agency's financial statenents. or

experience actively supervising one or nbre persons engaged in

those activities;

(4) An understanding of internal controls and procedures for

financial reporting; and

(5) An understanding of audit comm ttee functions.

Sec. 126.42. (A) The state audit conmmittee created by section

126.41 of the Revised Code shall ensure that the office of

internal auditing in the office of budget and managenent has an

annual internal audit plan that identifies the internal audits of

state agencies or divisions of state agencies schedul ed for the

next fiscal year. The chief internal auditor of the office of

internal auditing shall subnmt the plan to the state audit

conmmi ttee for approval before the bedinning of each fiscal year

The chief internal auditor may submt a revised internal audit

plan for approval at any tine the director of budget and

nmanagenent believes there is reason to nodify the previously

submtted plan for a fiscal year.

(B) To deternmine the state agencies or divisions of state

agencies that are to be internally audited, the office of interna

auditing, in the fornmulation of an annual or revised internal

audit plan, and the state audit conmittee, in approving a

subnitted annual or revised internal audit plan, shall consider

the follow ng factors:

(1) The risk for fraud, waste, or abuse of public npney
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within an agency or division;

(2) The length of tinme since an agency or division was | ast

subject to an internal audit;

(3) The size of an agency or division, and the anpunt of tine

and resources necessary to audit it;

(4) Any other factor the state audit conmttee determ nes to

be rel evant.

(C) Al internal audits shall be conducted only by enpl oyees

of the office of internal auditing.

(D) After the conclusion of an internal audit, the chief

internal auditor shall subnt a prelimnary report of the internal

audit's findings and recommendations to the state audit conmittee

and to the director of the state agency involved. The state agency

or _division of the state agency covered by the prelimnary report

shall be provided an opportunity to respond within thirty days

after receipt of the prelimnary report. The response shal

include a corrective action plan for any recommendations in the

prelimnary report that are not di sputed by the agency or

di vision. Any response received by the office of internal auditing

within that thirty-day period shall be included in the office's

final report of the internal audit's findings and recommendati ons.

The final report shall be issued by the office of interna

auditing within thirty days after the term nation of the

thirty-day response period. Copies of the final report shall be

submtted to the state audit conmittee. the governor., and the

director of the state agency involved. The state audit committee

shall determ ne an appropriate nethod for making the prelimnary

and final reports available for public inspection in a tinely

manner .

Any suspected fraud or other illegal activity discovered by

the office of internal auditing during the conduct of an interna

Page 8

201

202
203

204
205

206
207

208
209

210
211
212
213
214
215
216
217
218
219
220
221
222
223
224
225
226
227
228
229

230
231



Sub. H. B. No. 166
As Reported by the House State Government and Elections Committee

audit shall be reported immediately to the state audit committee,

the director of the state agency in which the fraud or ill egal

activity is suspected to have occurred, and the auditor of state.

(E) The chief internal auditor shall prepare an annual report

and submit the report to the governor. the president of the

senate, the speaker of the house of representatives, and the

auditor of state. The office of budget and managenment shall make

the report available to the public by posting it on the office's

web site before the first of July of each year.

Sec. 126.43. Any prelimnary or final report of an internal

audit's findings and recommendations which i s produced by the

office of internal auditing in the office of budget and nmanagenent

and all work papers of the internal audit are confidential and are

not public records under section 149.43 of the Revised Code unti

the final report of an internal audit's findings and

recommendations is submtted to the state audit comnmittee, the

governor, and the director of the state agency invol ved.

Section 2. That existing section 124.341 of the Revised Code

i s hereby repeal ed.

Section 3. (A) Not later than six nmonths after the effective
date of this act, the Legislative Service Conm ssion shall prepare
a report on the existing internal audit structures of each state
agency, as defined in section 126.40 of the Revised Code, and
identify all state enployees who are classified as an interna
auditor or with job duties effectively simlar to those of an
internal auditor. The report shall include information about the
total anmpunts budgeted for internal auditing purposes in each such

state agency.

Each such state agency, upon request, shall provide the

Legi sl ative Service Commission with the requisite information to
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conpl ete the portion of the report pertaining to that state

agency.

The report shall be submitted to the Governor, the Speaker of
the House of Representatives, the President of the Senate, and the
Mnority Leaders of the Senate and the House of Representatives

upon its conpletion

(B) Subject to the layoff and di spl acenent provisions of
Chapter 124. of the Revised Code, all state agency enpl oyees who
are classified as internal auditors or whose job duties are
effectively simlar to those of an internal auditor, as deternined
by the report described in division (A) of this section, shall be
transferred to the Ofice of Internal Auditing in the Ofice of
Budget and Managenent on the effective date of this section, and
shall retain their positions, conpensation, and all associ ated

fringe benefits.
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