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The answer to that question depends on who you ask.  Accountants and auditors don’t doubt the importance of internal controls, but the public generally doesn’t understand what they are or why they are needed.  
In North Carolina, the Office of the State Auditor has set a series of actions into motion that are designed to change the image of internal controls.

For citizens of North Carolina, the answer to the question, “What are internal controls good for?” is becoming more accountability in use of scare resources, especially state grant funds.  Each year, the North Carolina legislature approves more than $750 million in state grant funds.  These funds go to non-governmental entities that provide various types of services needed by citizens that state agencies do not have the manpower to provide.

So, how do internal controls come into play with these grants?  That’s where the North Carolina State Auditor’s Office gets involved.  In 1999, the state legislature mandated that the Auditor’s Office begin to compile an annual listing of all state grants awarded by each state agency.  The purpose of the list was to get a better idea of the magnitude of the grants and what they were used for.
State agencies were directed to provide a list of the grants they awarded to the Auditor’s Office.  The first lists sent to the Auditor for fiscal year 2000 were in different formats and contained a wide variety of information about the grantees and the purposes of the grants.  
Over the years, the Auditor’s Office has worked to establish consistent reporting by state agencies through implementation of internal controls regarding the listing and annual reporting of state grants.
In working with the information provided by the agencies, the audit staff soon realized that we needed a way to confirm the data.  The legislature agreed, mandating the grantees receiving at least $15,000 to submit reports on the use of the grants funds to the disbursing agency and to the Auditor’s Office.  Comparing the reports submitted by the grantees with the data submitted by the state agencies revealed numerous discrepancies.  
Six months ago, the state legislature re-wrote the statute requiring reporting on the use of state grants.  Now all state grant awards, even if for $1.00, must be reported by both the disbursing agency and the grantee receiving and using the grants.

Six months ago, North Carolina State Auditor Leslie Merritt “made me an offer I couldn’t refuse.”  He asked me to help him create a new division within the Office of the State Auditor that focused on state grant oversight.  However, his vision of what this division would be doing went beyond what is normally thought of as auditing.  

Most people think of auditors as those individuals who come in after the fact, look at more documentation that even you knew you had, and then tell you what you did wrong.  Auditor Merritt wanted to create a unit that helps both state grantees and the agencies awarding those grants up front to prevent the problems.  The result of this vision has been the creation of the Public Audit Interface Division.  
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Training was one of the main priorities that Auditor Merritt directed me to implement—helping state agencies and grantees to establish proper internal controls up front.  We had established a grants training program that explains what is expected of both the disbursing agency and the grantee that has to report on the use of the grant funds.  Response to this initiative has been over whelming, with more than 2,500 agency and grantee personnel having gone through the course.

A second priority was the creation of a periodic newsletter to highlight best practices for administration of state grants and to address issues of concern for grantees and state agencies.  This publication contains short articles relating to various aspects of state grants reporting and good management practices in general.  We also plan to highlight local resources that can help non-profit groups with various issues.
In addition to these initiatives, Auditor Merritt wants to initiate an on-line reporting function that will allow state agencies to enter grant data directly, as well as allow grantees to input their report information directly into this database.  This will allow state leaders, agency personnel, grantees, and the public to search the data on grants at any point in time.  While the data will not be real-time, it will be available much sooner than it has been in the past and will allow electronic verification of information.
Lastly, Auditor Merritt has made a strong commitment to increase the assistance we provide to agencies in establishing and maintaining oversight of state grant funds.  To this end, OSA staff will be teaming with agency personnel whenever a compliance question is raised about a grant.  These reviews or investigations will be focused to obtain the necessary information to assure compliance with grant terms.

Each of the initiatives that we have underway has a significant internal controls component.  The most immediate internal control link is the seminar we are developing for state grantees on internal control basics.  Our hope is to prevent many of the problems that we have seen in the past, to better account for state grant funds, and to help agencies develop realistic performance measures that will assure citizens get the services they need.
Thus, internal controls are good for a lot of different things--improving accountability of limited resources, preventing problems before they happen, providing for consistent reporting of expenditures, and, ultimately, improving services to citizens.  Gee, who would have thought internal controls were that important?  
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Training Opportunities:


State Grants Training—Accounting and Reporting Responsibilities


Establishing Effective Monitoring Programs


Internal Control Basics


Cost Allocation—Allowable and Unallowable Costs


Winning Grants—Roundtable Discussion 
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