As Reported by the Senate Finance and Financial Institutions
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, Aslanides, Bacon, Batchelder,
Blessing, Coley, Collier, Daniels, Dolan, Evans, Fessler, Hagan, J., Hite,
Hottinger, Huffman, Hughes, McGregor, R., Patton, Schneider, Setzer,
Uecker, Wachtmann, Wagner, Wagoner, Widowfield

Senators Niehaus, Cates, Miller, D., Gardner, Faber, Padgett

A BILL

To anend sections 124. 341 and 5703.21 and to enact
sections 126.45 to 126.48 of the Revised Code to
create an Ofice of Internal Auditing within the
O fice 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 sections 124.341 and 5703. 21 be amended and
sections 126.45, 126.46, 126.47, and 126.48 of the Revised Code be

enacted to read as fol |l ows:

Sec. 124.341. (A If an enployee in the classified or
uncl assified civil service becones aware in the course of
enpl oyment of a violation of state or federal statutes, rules, or

regul ati ons or the nisuse of public resources, and the enployee's
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supervi sor or appointing authority has authority to correct the
violation or misuse, the enployee may file a witten report
identifying the violation or msuse with the supervisor or

appointing authority. In addition to or instead of filing a

witten report with the supervisor or appointing authority, the

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

auditing created under section 126.45 of the Revised Code.

If the enpl oyee reasonably believes that a violation or
nm suse of public resources is a crimnal offense, the enployee, in
addition to or instead of filing a witten report with the

supervi sor e+, appointing authority, or the office of interna

auditing, nmay report it to a prosecuting attorney, director of
law, village solicitor, or simlar chief |egal officer of a
muni ci pal corporation, to a peace officer, as defined in section
2935. 01 of the Revised Code, or, if the violation or m suse 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
enpl oyee reasonably believes the violation or msuse is also a
viol ation of Chapter 102., section 2921.42, or section 2921.43 of
the Revised Code, the enployee may report it to the appropriate

et hi cs comm ssi on

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

i ncluding, without limtation, doing any of the foll ow ng:
(1) Renoving or suspending the enployee from enpl oynent;

(2) Wthholding fromthe enpl oyee salary increases or

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

(4) Denying the enpl oyee pronotion that otherw se would have

been recei ved,;
(5) Reducing the enployee in pay or position.

(C An enployee in the classified or unclassified civil
service shall make a reasonable effort to determ ne the accuracy
of any information 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 appoi nting
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,
not wi t hst andi ng any ot her provision of law, is to file an appeal
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 enpl oyee'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 same

meani ngs as in section 2901.22 of the Revised Code.

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

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

Sec. 126.45. (A) As used in sections 126.45 to 126.48 of the

Revi sed Code, "state agency" neans the adnmi nistrative departnents

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

taxation. and the bureau of workers' conpensation.

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

of fice of budget and nanagenent to conduct internal audits of

state agencies or divisions of state agencies to inprove their

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

governance. The director of budget and nmnagenent. 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 (€ of this section. The chief internal

auditor shall serve at the director's pleasure and be responsible

for the administration of the office of internal auditing
consi stent with sections 126.45 to 126.48 of the Revi sed Code.

The office of internal auditing shall conduct prograns for

the internal auditing of state agencies. The prograns shall

include an annual internal audit plan., reviewed by the state audit

conmmittee, that utilizes risk assessnent techniques and identifies

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

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

systens_and controls, including those systens _and controls

pertaining to accounting, admnistration, and el ectronic data

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

each state agency shall provide office enpl oyees access to al

records and docunents necessary for the performance of an interna

audi t .

The director of budget and managenent shall assess a charge

agai nst each state agency for which the office of interna

auditing conducts internal auditing prograns_under sections 126.45
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to 126.48 of the Revised Code so that the total anpunt of these

charges is sufficient to cover the costs of the operation of the

office of internal auditing.

(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 years of auditing experience;

(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 vears 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

nai ntain any staff necessary to carry out the duties assigned by
sections 126.45 to 126.48 of the Revised Code to the office of

internal auditing or to the chief internal auditor.

Sec. 126.46. (A)(1) There is hereby created the state audit

committee, consisting of the following five nenbers: one public

nenber appointed by the governor: two public nenbers appointed by

t he speaker of the house of representatives, one of which nmay be a

person who is recommended by the mnority | eader of the house of

representatives:; and two public nenbers appointed by the president

of the senate., one of which may be a person who is recomrended by

the mnority | eader of the senate. Not nore than two of the four

nenbers appoi nted by the speaker of the house of representatives

and the president of the senate shall belong to or be affiliated

with the sane political party. The nenber appointed by the
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governor shall be a person who is external to the managenent

structure associated with the preparation of financial statenents

of state governnent and shall have the program and nanagenent

expertise required to performthe duties of the conmmittee's

chai r person.

Each nenber of the commttee shall serve a three-year term

except for the initial nenbers. Wth respect to the initial

appoi ntnents of the nenbers, the first nenber appointed by the

speaker of the house of representatives shall serve a one-year

term the second nenber appointed by the speaker of the house of

representatives shall serve a three-year term the initial nenbers

appoi nted by the president of the senate shall serve two-vear

ternms, and the initial nenber appointed by the governor shal

serve a three-year term Menbers may be reappointed to serve one

addi tional term

The committee shall include one nenber who is a financial

expert: one nenber who is an active, inactive, or retired

certified public accountant:; one nenber who is famliar with

governnental financial accounting; and one nenber who is a

representative of the public.

Any vacancy on the commttee shall be filled in the same

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

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

the predecessor's term

(2) Menbers of the commttee shall receive reinbursenent for

actual and necessary expenses incurred in the discharge of their

duties.

(3) The nenber of the committee appointed by the governor

shall serve as the commttee's chairperson

(4) Initial appointnents of commttee nmenbers shall be made

not later than thirty days after the effective date of this
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section.

(5) Menbers of the committee shall be subject to the

di scl osure statenment requirenents of section 102.02 of the Revised

Code.

(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 and comment _on the process used by the office of

budget and nmmnagenent to prepare its annual budgetary financi al

report and the state's conprehensive annual financial report

reqgui red under division (A)(9) of section 126.21 of the Revised
Code;

(3) Review and comment on unaudited financial statenents

submtted to the auditor of state and conmmuni cate with externa

auditors as required by government auditing standards:

(4) Performthe additional functions inposed upon it by
section 126.47 of the Revi sed Code.

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

person who has all of the follow ng:

(1) An understandi ng of generally accepted accounting

principles and financial statenments;

(2) The ability to assess the general application of those

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 | evel of conmplexity to those likely
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to be presented by a state agency's financial statenents, or

experience actively supervising one or nore 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. 126.47. (A) The state audit conmmittee created by section

126. 46 of the Revised Code shall ensure that the office of

internal auditing in the office of budget and nmanagenent has an

annual internal audit plan that identifies the internal audits of

state agencies or divisions of state agencies scheduled for the

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

internal auditing shall subnit the plan to the state audit

committee for review and conment before the beqi nning of each

fiscal vear. The chief internal auditor nmay submt a revised

internal audit plan for review and comment at any tinme the

di rector of budget and managenent believes there is reason to

nodify the previously submtted plan for a fiscal year.

(B) To determ ne 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 reviewng a

subm tted annual or revised internal audit plan, shall consider

the followi ng factors:

(1) The risk for fraud, waste, or abuse of public npney

wi thin an agency or division

(2) The length of tine since an agency or divVvision was | ast

subject to an internal audit;

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

and resources necessary to audit it;
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(4) Any other factor the state audit commttee deternmines 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 subnmt a prelimnary report of the interna

audit's findings and recommendations to the state audit committee

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 reconmendati 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

subnmitted to the state audit comm ttee, the governor. and the

director of the state agency involved. The state audit committee

shall determ ne an appropriate nethod for nmaking the prelimnary

and final reports available for public inspection in a tinely

manner .

Any suspected fraud or other illeqgal activity discovered by

the office of internal auditing during the conduct of an interna

audit shall be reported immediately to the state audit committee,

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

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
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auditor of state. The office of budget and nanagenent shall nake

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

web site before the first of July of each year.

Sec. 126.48. Any prelimnary or final report of an internal

audit's findings and recommendati ons which is produced by the

office of internal auditing in the office of budget and managenent

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.

Sec. 5703.21. (A) Except as provided in divisions (B) and (QC
of this section, no agent of the departnment of taxation, except in
the agent's report to the departnent or when called on to testify
in any court or proceeding, shall divulge any infornation acquired
by the agent as to the transactions, property, or business of any
person while acting or claimng to act under orders of the
department. Whoever violates this provision shall thereafter be
disqualified fromacting as an officer or enployee or in any other

capacity under appoi ntnment or enploynment of the departnent.

(B) (1) For purposes of an audit pursuant to section 117.15 of
the Revised Code, or an audit of the departnent pursuant to
Chapter 117. of the Revised Code, or an audit, pursuant to that
chapter, the objective of which is to express an opinion on a
financial report or statenment prepared or issued pursuant to
division (A)(7) or (9) of section 126.21 of the Revised Code, the
of ficers and enpl oyees of the auditor of state charged with
conducting the audit shall have access to and the right to exam ne
any state tax returns and state tax return information in the

possessi on of the departnment to the extent that the access and

Page 10

260
261
262

263
264
265
266
267
268
269
270

271
272
273
274
275
276
277
278
279
280

281
282
283
284
285
286
287
288
289
290



Sub. H. B. No. 166
As Reported by the Senate Finance and Financial Institutions Committee

exam nation are necessary for purposes of the audit. Any
information acquired as the result of that access and exam nation
shall not be divulged for any purpose other than as required for
the audit or unless the officers and enpl oyees are required to
testify in a court or proceedi ng under conpul sion of |ega

process. \Woever violates this provision shall thereafter be
disqualified fromacting as an officer or enployee or in any other

capacity under appoi ntrment or enploynment of the auditor of state.

(2) For purposes of an internal audit pursuant to section

126.45 of the Revised Code, the officers and enpl oyees of the

office of internal auditing in the office of budget and nmanagenent

charged with conducting the internal audit shall have access to

and the right to exanine any state tax returns and state tax

return information in the possession of the departnent to the

extent that the access and examnmi nation are necessary for purposes

of the internal audit. Any information acquired as the result of

that access and exani nation shall not be divul ged for any purpose

other than as required for the internal audit or unless the

officers and enployees are reaquired to testify in a court or

proceedi ng under conpul sion of | egal process. \Woever viol ates

this provision shall thereafter be disqualified fromacting as an

officer or enployee or in any other capacity under appoi ntnent or

enpl oynent of the office of internal auditing.

(3) As provided by section 6103(d)(2) of the Internal Revenue
Code, any federal tax returns or federal tax information that the
department has acquired fromthe internal revenue service, through
federal and state statutory authority, may be disclosed to the

auditor of state or the office of internal auditing solely for

pur poses of an audit of the departnent.

(C© Division (A of this section does not prohibit any of the

fol | owi ng:

(1) Divulging information contained in applications,
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conmpl aints, and rel ated docunents filed with the departnent under
section 5715.27 of the Revised Code or in applications filed with
the departnment under section 5715.39 of the Revised Code;

(2) Providing information to the office of child support
within the departnent of job and family services pursuant to
section 3125.43 of the Revised Code;

(3) Disclosing to the board of notor vehicle collision repair
registration any information in the possession of the departnent
that is necessary for the board to verify the existence of an
applicant's valid vendor's |license and current state tax

identification nunber under section 4775.07 of the Revi sed Code;

(4) Providing information to the adm nistrator of workers'
compensation pursuant to sections 4123.271 and 4123.591 of the
Revi sed Code;

(5) Providing to the attorney general information the
depart ment obtai ns under division (J) of section 1346.01 of the
Revi sed Code;

(6) Permitting properly authorized officers, enployees, or
agents of a municipal corporation frominspecting reports or
informati on pursuant to rules adopted under section 5745.16 of the
Revi sed Code;

(7) Providing information regarding the nane, account nunber
or business address of a holder of a vendor's |icense issued
pursuant to section 5739.17 of the Revised Code, a holder of a
di rect paynent permt issued pursuant to section 5739.031 of the
Revi sed Code, or a seller having a use tax account nmintained
pursuant to section 5741.17 of the Revised Code, or information
regarding the active or inactive status of a vendor's license,

direct paynment permt, or seller's use tax account;

(8) Rel easing invoices or invoice information furni shed under

section 4301.433 of the Revised Code pursuant to that section
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(9) Providing to a county auditor notices or docunents
concerning or affecting the taxable value of property in the
county auditor's county. Unless authorized by |aw to di scl ose
docunents so provided, the county auditor shall not disclose such

docunent s;

(10) Providing to a county auditor sales or use tax return or

audit infornmati on under section 333.06 of the Revised Code.

Section 2. That existing sections 124.341 and 5703. 21 of the

Revi sed Code are hereby repeal ed.

Section 3. (A It is the intent of the General Assenbly in
the enactnment of section 126.45 of the Revised Code that the
primary internal audit function of state agencies as defined in
that section will be carried out by the Ofice of Interna

Auditing of the Ofice of Budget and Managenent.

(B) Before May 1, 2008, the Director of Budget and
Managenent, in consultation with the Director of Adninistrative
Services and the State Audit Conmittee created in section 126.46
of the Revised Code, shall develop a plan to commence operations
of the Ofice of Internal Auditing. The plan shall do all of the

foll ow ng:

(1) ldentify those existing enployees within state agencies
as defined in section 126.45 of the Revised Code who performthe
function of an internal auditor and who will be transferred to the

Ofice of Internal Auditing;

(2) Establish funds and appropriation authority that is
necessary for the efficient and effective operation of the Ofice

of Internal Auditing;

(3) Provide for a nethod to assess charges agai nst the
various state agencies for which the Ofice of Internal Auditing

conducts internal auditing prograns under sections 126.45 to
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126. 48 of the Revised Code so that the total anbunt of these
charges is sufficient to cover the costs of the operation of the

Ofice of Internal Auditing;

(4) Provide for the appropriate reduction in the
appropriation authority of the state agencies from which existing
enpl oyees who performthe function of internal auditor are

transferred.

(© The Controlling Board shall approve the plan before the
O fice of Budget and Managenent inplenents it.

(D) Subject to the layoff and di spl acenent provisions of
Chapter 124. of the Revised Code, all state agency enpl oyees who
are identified by the plan as perform ng duties necessary to
comply with sections 126.45 to 126.48 of the Revised Code shall be
transferred, upon the approval of the Controlling Board, to the
O fice of Internal Auditing and shall retain their positions,

conmpensation, and associated fringe benefits.

Section 4. Section 5703.21 of the Revised Code is presented
inthis act as a conposite of the section as anmended by both Am
Sub. H. B. 530 and Am Sub. S.B. 7 of the 126th General Assenbly.
The CGeneral Assenbly, applying the principle stated in division
(B) of section 1.52 of the Revised Code that anendnents are to be
har noni zed i f reasonably capabl e of sinultaneous operation, finds
that the conposite is the resulting version of the section in
effect prior to the effective date of the section as presented in

this act.
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