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Phone:  512.430.5358 
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February 17, 2020 

Mr. Jarrod Foerster 
State Bar of Texas Audit & Finance Committee 
1414 Colorado Street 
Austin, TX 78701 

Dear Mr. Foerster and Audit & Finance Committee Members: 

Attached is internal audit report #20-003 State Bar Accounting and Finance Audit.  This 
audit was performed as part of the approved Annual Internal Audit Plan.  

We assessed the State Bar of Texas’ (SBOT) internal control effectiveness; compliance with 
internal policies and procedures; and compliance with Texas Government Code, State Bar 
of Texas Rules and State Bar of Texas Board of Directors Policy Manual.  Our audit scope 
was focused on the following areas: 

 Financial system controls

 Budget processes

 Revenue processes

 Expenditure processes

 Reconciliation processes

 Financial reporting processes

 Annual Financial Reporting processes

We determined that the agency’s internal control environment for safeguarding assets and 
ensuring financial transactions are recorded in a complete, accurate and timely manner are 
effective.  

Please contact Darlene Brown at 281.740.0017 if you should have any questions about 
this audit report. 

Sincerely, 

Ira Wayne McConnell, CPA 
Partner 
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Executive Summary 
Accounting and Finance Processes 

 

Audit Report Highlights 
 

Why Was This Review Conducted? 
McConnell & Jones LLP (MJ), serving as the 
outsourced internal audit function (Internal Audit) 
for the State Bar of Texas, performed this internal 
audit as part of the approved Internal Audit Plan. 
 

Audit Objectives and Scope 
To assess management controls and processes in 
place to protect SBOT’s financial assets and provide 
accurate financial information. 
 
We reviewed the Finance Division’s 
processes and internal controls for 
the period of June 1, 2018 through 
May 31, 2019. 
 

Audit Focus 
This review focused on the following 
areas: 

• Financial system controls 
• Budgeting processes 

• Revenue processes 
• Expenditure processes 
• Reconciliation processes 
• Financial reporting processes 
• Annual Financial Reporting processes 

 
 
 
 
 
 
 
 
 

 
 
We wish to thank all employees for their openness and 
cooperation.  Without this, we would not have been able 
to complete our review. 

 

Audit Conclusions 
Overall, SBOT’s processes and internal controls 

ensure compliance with 
policies, provide assurance 
that the agency’s assets are 
protected and financial 
reports are complete and 
accurate. 
 
The State Bar of Texas’ 
external financial auditors 

issued the May 31, 2019 Annual Financial Report 
during the course of this internal audit.  The external 
financial auditors issued an opinion that the financial 
statements are fairly presented.  The external 
financial auditors separately communicated a 
material weakness and a significant deficiency in 
internal controls over financial reporting.  The 
material weakness was related to restating the prior 
year’s ending fund balance for the Sections and 
Division to include the Paralegal Division, which was 
self-identified by SBOT as part of their due diligence 
process review over Sections and Divisions.  The 
significant deficiency in internal controls was related 
to not recording MCLE revenues in the proper 
period due to implementation delays in the new 
system.  We have discussed these instances with the 
Finance Division Director and believe that they were 
one-time events and the agency has taken 
appropriate corrective action to prevent this from 
occurring in the future. 
 

Internal Control Rating 
Effective. 
 

What Did We Recommend? 
We had no recommendations for SBOT’s 
accounting and finance processes as internal 
controls are effective to protect the agency against 
financial loss. 
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INTRODUCTION 

 
McConnell & Jones LLP (MJ), serving as the outsourced internal audit function (Internal 

Audit) for the State Bar of Texas (SBOT), performed an internal audit of SBOT’s internal 

controls and compliance with SBOT’s board policy and internal policies and procedures for 

accounting and finance processes.  

We performed this audit as part of the approved Annual Internal Audit Plan.  This audit was conducted in 
accordance with Generally Accepted Government Auditing Standards (GAGAS). Those standards require that 
we plan and perform the audit to obtain sufficient, appropriate evidence to provide a reasonable basis for our 
findings and conclusions based on our audit objectives. We believe that the evidence obtained accomplishes 
that requirement.  

Pertinent information has not been omitted from this report. This report summarizes the audit objective and 
scope, our assessment based on our audit objectives and the audit approach.  

OBJECTIVE 

 
The purpose of this audit was to assess management controls and processes in place to protect 

SBOT financial assets, provide accurate and complete financial information, assess 

compliance with internal policies and procedures, and identify potential process improvement 

opportunities. In doing so, we also evaluated management controls in place to ensure that the 

organization’s business risks are mitigated where possible and that resources are used 

efficiently.   

Our audit was designed to address the following questions related to risk, controls, processes and reporting: 

1. Are adequate internal controls and segregation of duties in place over revenue collection, revenue 
recording, disbursements, bank accounts and accounting systems? 

2. Does the budgeting process ensure reasonable assurance that anticipated expenditures do not exceed 
revenues generated? 

3. Does the budgeting process provide for adequate reviews and comments prior to presentation to the 
Board for approval? 

4. Are budget monitoring processes in place to ensure timely corrective actions can occur if needed? 
5. Are staff ensuring compliance with applicable financial related policies? 
6. Are adequate controls in place for reconciling bank accounts to their financial system/records, 

including segregation of duties and appropriate reviews? 
7. Are financial transactions and balances reported in an accurate, complete and timely manner? 
8. Are processes in place to ensure that the Annual Financial Report is prepared in an accurate and 

timely manner? 

SCOPE 

 
The audit period was June 1, 2018 through May 31, 2019. Some test procedures were 

performed as of the fieldwork date.  This work product was at a point in time evaluation that 

cannot address the inherent dynamic nature of subsequent changes to the process and 

procedures reviewed. 
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PROCEDURES PERFORMED 

 
We conducted interviews, business process walkthroughs, reviews of written policies and 

procedures and sample testing of supporting documentation.   

CONCLUSION AND INTERNAL CONTROL RATING 

 
This audit resulted in an overall internal control rating of Effective. Figure 1 describes the 

internal control rating. 

We did not identify any reportable opportunities to enhance internal controls and improve process efficiencies 
with management.  During the audit there were non-reportable opportunities that we discussed with 
management.  

 

 

SBOT’s Finance Division has 

established many processes 

to ensure that the agency’s 

assets are safeguarded.  

They also have effective 

controls in place to ensure 

financial transactions are 

processed, recorded and 

reported in a complete, 

accurate and timely 

manner.  

SBOT continues to receive 

unqualified opinions on the 

annual financial statements.  

Additionally, the agency’s 

General Fund’s fund balance 

indicates that the agency is 

in a healthy financial 

position. 

 

FIGURE 1 Internal Control Rating Description 

INTERNAL CONTROL RATING

Unsatisfactory

Major 
Improvement 
Needed

Some 
Improvement 
Needed

Effective

Best Practices

Best Practices – Observations indicate best practice opportunities
identified during the course of the review that may add value to the
function/department/organization. Best practices do not require
management comments and do not require internal follow-up to
validate implementation status.

Effective – Controls evaluated are adequate, appropriate, and
effective to provide reasonable assurance that risks are being
managed and objectives should be met.

Some Improvement Needed – A few specific control weaknesses
were noted; generally however, controls evaluated are adequate,
appropriate, and effective to provide reasonable assurance that risks
are being managed and objectives should be met.

Major Improvement Needed – Numerous specific control weaknesses
were noted. Controls evaluated are unlikely to provide reasonable
assurance that risks are being managed and objectives should be met.

Unsatisfactory – Controls evaluated are not adequate, appropriate, or
effective to provide reasonable assurance that risks are being
managed and objectives should be met.

RATING DESCRIPTION
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FINANCIAL CONTROLS PROGRAM OVERVIEW 
 

 
This section of the report provides an overview of the revenue collections and disbursements 

which flow through SBOT’s Finance Division.  

 
SBOT’s Finance Division is responsible for the agency’s finance and accounting operations.  This includes: 

• Accounts payable 

• Accounts receivable 

• Audit 

• Billings and collections 

• Budget 

• Financial records and reports 

• Financial reporting Investments 

• Fixed asset management 

• Payroll 

• Revenue reporting 

• Section reporting 

The Finance Division’s administrative activities include, but are not limited to, managing the Accounting 
Department’s services to ensure quality and efficiency; assist in troubleshooting, researching, dealing with 
outside parties when needed; and providing assistance to other State Bar departments, management, and 
board committees in financial matters.  The Finance Division also supports State Bar Sections with providing 
bookkeeping and reconciliation assistance.   

The Accounting Department is staffed with 12 employees assigned to accounting and financial reporting.  The 
Finance Division reports to the Deputy executive Director.  Figure 2 provides a summary of the Finance 
Division’s reporting relationship and structure.  

 

 

Figure 2 SBOT Finance Division Organization 
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SBOT’s Finance Division is responsible for ensuring the agency’s assets are safeguarded and that financial 
transactions are recorded and reported in an accurate, complete and timely manner.  Between June 1, 2018 
and May 31, 2019, the Finance Division managed $52,141,674 in revenues and $49,021,342 in expenses.  
This volume of transactions requires sound policies, processes and internal controls to be in place.  SBOT is 
effective in this manner as demonstrated by the fact that the agency continues to receive unqualified opinions 
on their annual financial reports.   

The State Bar of Texas’ external financial auditors issued the May 31, 2019 Annual Financial Report during the 
course of this internal audit.  The external financial auditors issued an opinion that the financial statements are 
fairly presented.  The external financial auditors separately communicated a material weakness and a significant 
deficiency in internal controls over financial reporting.  The material weakness was related to restating the prior 
year’s ending fund balance for the Sections and Division to include the Paralegal Division, which was self-
identified by SBOT as part of their due diligence process review over Sections and Divisions.  The significant 
deficiency in internal controls was related to not recording MCLE revenues in the proper period due to 
implementation delays in the new system.  We have discussed these instances the Finance Division Director 
and believe that they were one-time events and the agency has taken appropriate corrective action to prevent 
this from occurring in the future. 

Figure 4 provides a summary of SBOT’s financial activities as of May 31, 2019. 

Description General 
Fund 

Sections 
and 

Divisions 

Nonmajor 
Governmental 

Funds 

Total 
Governmental 

Funds 
Revenues $44,762,270 $4,455,841 $2,923,563 $52,141,674 
Expenditures $40,831,843 $4,075,412 $4,114,087 $49,021,342 
Excess (deficiency) of revenues over 
(under) expenditures $3,930,427 $380,429 $(1,190,524) $3,120,332 
Total Other financing sources (uses) ($1,888,800)  $1,888,800 $0 
Net changes in fund balance $2,041,627 $380,429 $698,276 $3,120,332 
Fund balances at beginning of year, as 
restated $15,708,250 $7,843,920 $9,402,799 $32,954,969 
Fund balances at end of year $17,749,877 $8,224,349 $10,101,075 $36,075,301 

 
Figure 4 SBOT Financial Summary May 31, 2019 
Source: State Bar of Texas Financial Report May 31, 2019, Page 21. 

An indicator of financial health is the number of months average general fund expenditures that the fund 
balance contains.  For SBOT the average monthly general fund expenditures is $3,402,654 ($40,831,843 
annual expenditures / 12 months).  With the general fund’s fund balance of $17,749,877 SBOT has just over 
five months of operating expenditures available in the fund balance to cover unforeseen expenses or 
disruption to cash flows.  This is indicating that SBOT’s financial position is healthy and its current budgeting 
practice for calculating minimum reserves result in sufficient funds retained.   
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SBOT FINANCIAL CONTROLS BUSINESS OBJECTIVES AND RISKS 
 

 
This section of the report provides a summary of the financial controls business objectives, 

primary business risks, SBOT’s internal controls in place and the respective internal control 

assessment.  SBOT established internal controls in the form of policies, procedures/memos, 

management review and monitoring processes.  These internal controls are effective and 

working as intended; however, improvement opportunities have been identified. 

 
 

1 BUSINESS OBJECTIVE - Segregation of Duties 

Business  

Objective 
To design processes and internal controls to ensure adequate segregation of duties 
exist and are followed over revenue collection, revenue recording, disbursements, 
bank accounts and accounting systems.  

Business  

Risk 

 Ensuring that SBOT’s financial processes are documented and that consistent 
processes and/or key internal control activities are being performed. 

 Ensuring adequate segregation of duties to avoid misappropriation of assets.  

Management  

Controls 

 SBOT has designed processes and internal controls that are documented in 
written policies and procedures. 

 SBOT’s Finance and Accounting Department ensures that segregation of duties 
exists between receiving money, depositing money and recording the transaction. 

 SBOT’s Finance and Accounting Department ensures that segregation of duties 
exists between initiating transactions, review and authorization of transactions. 

 SBOT’s Finance and Accounting Department ensures that segregation of duties 
exists between entering transactions in the accounting system and approving 
them. 

 SBOT’s Finance and Accounting Department ensures that segregation of duties 
exists within the accounting system through user access rights.  These are 
reviewed on a regular basis. 

Control  

Tests 

 Reviewed written policies and internal memos (procedures). 

 Conducted interviews and walk throughs. 

 Conducted audit testing of transactions. 

Control  

Assessment 

Internal controls are effective. 

Recommended  

Actions 

None. 

Management  

Action Plan 

None Required. 
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2 BUSINESS OBJECTIVE - Budget Development and Adoption Processes 

Business  

Objective 

To develop budget processes that ensure reasonable assurance that anticipated 
expenditures do not exceed revenues generated. 

To develop budget processes and controls to provide for adequate reviews and 
comments prior to presentation to the Board for approval. 

Business  

Risk 

 Ensuring budgets are appropriately prepared to avoid overspending. 

 Ensuring the budget planning process is inclusive so that key needs are funded, 
and programs, divisions and departments understand their allocated funds and 
how to use them.   

 Ensuring the budget planning calendar and process allows for adequate review 
and discussion with stakeholders. 

Management  

Controls 

 SBOT has designed processes and internal controls that are documented in 
written policies and procedures. 

 SBOT’s budget development processes are collaborative with each division and 
department manager.  

 SBOT’s budget development documents require each division and department to 
describe their revenue sources along with their anticipated expenditure needs, 
including staffing. 

 SBOT’s leadership team scrutinizes the annual budgets prior to submission to the 
Budget Committee for review and the Board for approval. 

 SBOT’s Budget Committee and the Audit & Finance Committee are actively 
involved in budget development and monitoring. 

 SBOT’s Board reviews the annual budget and recommends adoption by the 
Supreme Court. 

Control  

Tests 

 Reviewed written policies and procedures. 

 Conducted interviews and process walk throughs. 

 Analyzed applicable documentation. 

 Performed audit testing. 

Control  

Assessment 

Internal controls are effective.  

Recommended  

Actions 

None. 

Management  

Action Plan 

None Required. 

 

3 BUSINESS OBJECTIVE - Budget Monitoring 

Business  

Objective 
To develop effective process and controls for monitoring budgets to ensure 
timely corrective actions can occur if needed. 

Business  

Risk 

 Ensuring controls are in place to address potential over spending. 
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3 BUSINESS OBJECTIVE - Budget Monitoring 

 Ensuring that the budget monitoring process includes frequent comparison of 
budget to actuals to allow for appropriate actions to be taken. 

Management  

Controls 

 SBOT has designed budget monitoring processes and internal controls that are 
documented in written policies and procedures. 

 SBOT’s Finance Division prepares and distributes budget to actual reports each 
month and upon request. 

 SBOT’s Audit & Finance Committee reviews budget to actual reports at each 
meeting. 

Control  

Tests 

 Conducted interviews. 

 Reviewed recent account reconciliations. 

 Performed audit testing. 

Control  

Assessment 

Internal controls are effective. 

Recommended  

Actions 

None. 

Management  

Action Plan 

None Required. 

 
 

4 BUSINESS OBJECTIVE -  Financial Controls and Compliance with Policies 

Business  

Objective 
To develop process and controls to ensure accurate, complete and timely recording 
of financial transactions and ensure compliance with applicable financial related 
policies. 

Business  

Risk 

 Ensuring SBOT revenue received and disbursements are accurately recorded in 
the organization’s financial systems.  

 Ensuring SBOT revenue received is accurately reported on the organization’s 
financial statements.  

 Ensuring procedures exist to facilitate the organization’s disbursements processes.  

 Ensuring procedures exist to facilitate the organization’s revenue collection 
processes.  

 Ensuing financial transactions are reviewed or approved by appropriate levels 
within the organization.  

 Ensuring financial performance measures are accurately tracked and reported.  

Management  

Controls 

 SBOT has designed processes and internal controls that are documented in 
written policies and procedures. 

 SBOT’s Finance Division ensures accurate, complete and timely entry of financial 
transactions within the agency’s financial system. 

 All disbursements require review and authorization prior to release. 

Control  

Tests 

 Reviewed policies and procedures. 

 Conducted interviews and walk throughs  
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4 BUSINESS OBJECTIVE -  Financial Controls and Compliance with Policies 

 Performed audit testing. 

Control  

Assessment 

Internal controls are effective. 

Recommended  

Actions 

None. 

Management  

Action Plan 

None Required. 

 
 

5 BUSINESS OBJECTIVE – Reconciliations 

Business  

Objective 
To develop processes and controls to ensure bank accounts are reconciled to the 
financial system/records in an accurate and timely manner, including segregation 
of duties and appropriate reviews. 

Business  

Risk 

 Ensuring bank account reconciliations are performed in an accurate and timely 
manner.  

 Ensuring account transactions are reconciled in an accurate and timely manner. 

 Ensuring reconciliations are reviewed.  

 Ensuring bank reconciliation outstanding items are investigated and resolved in a 
timely manner. 

 Ensuring financial reconciliation account adjustments are reviewed and made in a 
timely manner. 

Management  

Controls 

 Bank account reconciliations are performed each month by staff that are 
independent of the account transaction entry. 

 Bank account reconciliations are reviewed by the agency’s Controller each 
month. 

 Bank account outstanding transactions are reviewed and monitored for 
investigation and corrective action. 

 Financial account reconciliations are performed each month by staff that are 
independent of the account transaction entry. 

 Financial account reconciliations are reviewed by the agency’s Controller each 
month. 

 Financial account corrections are posted each month by an individual other than 
the person performing the reconciliation.  

 The Finance Division has a spreadsheet template that identifies the monthly 
closing processes, reconciliations and adjustments that must be performed. 

Control  

Tests 

 Conducted interviews and walk throughs. 

 Performed audit testing. 

Control  

Assessment 

Internal controls are effective. 
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5 BUSINESS OBJECTIVE – Reconciliations 

Recommended  

Actions 

None. 

Management  

Action Plan 

None Required. 

 

6 BUSINESS OBJECTIVE - Annual Financial Reporting Processes 

Business  

Objective 
Are financial transactions and balances reported in an accurate, complete and 
timely manner?  

Business  

Risk 

 Planning AFR preparation to ensure compliance with state reporting dates.  

Management  

Controls 

 The Finance Division has a spreadsheet template that identifies the annual closing 
processes, reconciliations and adjustments that must be performed. 

 Trail balance reconciliations are performed to ensure accounts balance.  

 The Controller and Finance Division Director work closely together to ensure that 
the financial statements and notes are prepared in an accurate and timely manner. 

 SBOT contracts with an independent accounting firm to perform annual audits of 
the agency’s financial statements. 

 The audited annual financial statements are provided to the Accounting & Finance 
Committee and the Board.  They are also posted on the agency’s website. 

Control  

Tests 

 Conducted interviews and walk throughs. 

 Reviewed the annual financial reports. 

 Performed audit testing. 

Control  

Assessment 

Internal controls are effective. 

Recommended  

Actions 

None. 

Management  

Action Plan 

None Required. 

 
 
 




