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Agency Audit Costs and the LAD Budget

e The process for calculating audit costs that are to be included in agency budgets is mandated in the Legislative Audit
Act (5-13-402, MCA)

(1) Prior to July 1 of each even-numbered year, the legislative auditor shall advise each agency and the budget director of the estimated audit costs for the
following biennium. Each agency shall include the estimated audit costs in its proposed budget submitted to the budget director pursuant to 17-7-112.

e The Legislative Audit Act also provides the authority for billing agencies and sets limits on the amount billed based on
appropriations

(2) The legislative auditor shall bill agencies for audit services that the legislative auditor considers necessary. The legislative auditor may not bill an agency for
audit services in excess of amounts appropriated for audit services. Additional audit-related services may be provided by the legislative auditor at a cost agreed
to by an agency and billed to the agency.

e Agency audit appropriations provide the state special revenue funding source that is used in conjunction with general fund
to support the budget request of the Legislative Audit Division as outlined in Program 28 of the Legislative Branch budget

5-13-403. Audit account -- appropriation and expenditures. All money for audits transferred to the legislative auditor as provided in 5-13-402 must be deposited in
the state special revenue fund in the state treasury to the credit of the office of the legislative auditor. The money deposited that is in excess of general and pay plan
appropriations is statutorily appropriated, as provided in 17-7-502, and may be expended by the legislative auditor to pay expenses incurred in auditing state
agencies pursuant to an operational plan approved by the legislative audit committee.

e The purpose of this hearing is to review the methods used in calculating our billing rate, the level of effort associated with
each audit, and the amounts appropriated to state agencies budgeted through House Bill 2. For agencies with significant
federal programs, audit costs can be assessed against federal funds, thus limiting the impact on state funding sources

17-7-141. Audit costs. Amounts appropriated for audits conducted under Title 5, chapter 13, may be transferred between fiscal years. Agencies shall reserve enough
money in each fund to pay for audit costs and to the maximum extent allowable under federal regulations shall charge audit costs to federal funds.



Historical Cost Trends — Overall Expenditures

Change in Primary Government & Component Units vs. Audit Costs FY 2010-2024
Indexed, 2010 = 100
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Historical Cost Trends — Expenditure Rate
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Calculation of the Billing Rate

Legislative Audit Division Billing Rate
Fiscal Years 2012-2026
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The Big Picture

2025 Biennium

Department of Public Health and Human Services: 5,400

Statewide Audit: 3,900
Montana State University: 3,500

The University of Montana: 3,500

Department of Administration: 2,845
Department of Transportation: 2,450
Department of Revenue: 2,300

Public Employees' Retirement Board: 2,250
SABHRS System (DOA): 1,900
Department of Labor & Industry: 1,850
Department of Natural Resource & Conservation: 1,850
Department of Commerce: 1,800
Department of Environmental Quality: 1,750
Teachers' Retirement Board: 1,650
Department of Corrections: 1,500

Office of Public Instruction: 1,450
Department of Fish, Widlife & Parks: 1,400
Board of Investments: 1,350

Department of Military Affairs: 1,200
Department of Justice: 1,150

Montana State Fund: 1,100

Governor's Office: 1,025

Single Audit: 900

Commissioner of Higher Education: 800
Montana Lottery - Financial Statements: 800
Office of the Public Defender: 775

Montana Lottery - IT Security: 770

State Auditor; 720

Board of Housing: 700

Department of Livestock: 650

Judicial Branch: 650

Department of Agriculture: 620

Secretary of State: 600

Montana Historical Society: 500

Public Service Commission: 450

Montana Arts Council; 350

Montana State Library: 325

School for the Deaf & Blind: 325
Commissioner Of Political Practices: 250

Facility Financing Authority: 250
Board of Public Education: 225

Additional Hours: 4,543

Staff Hours: 62,323
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Audit Hours by Agency

Legislative Audit Division
Summary of Hour Estimates Used for 2027 Biennium Audit Appropriations

2026-2027 2024-2025

Biennium Biennium Percent Hours transferred to

Estimated Estimated Increase Increase Single ACFR

Agency # Agency Name Hours Hours (Decrease) (Decrease) Audit Audit Reason

2110 Judicial Branch 600 650 (50) (8%) Recurring audit efficiencies
3101 Governor & Lt Gov 775 1,025 (250) (24%) V' v
3201 Secretary of State 650 600 50 8% Higher volume of findings
3202 Comm. Of Political Practices 0 250 (250) (100%) Suspended standalone agency audit
3401 State Auditor 610 720 (110) (15%) v
3501 Office of Public Instruction 300 1,450 (1,150) (79%) v v
4110 Justice 994 1,150 (156) (14%) v
4201 Public Service Regulation 450 450 - 0%
5101 Education, Board of 0 225 (225) (100%)
5102 CommHighEd/BdRegents 0 800 (800) (100%) v Suspended standalone agency audit
5103 U of M- Missoula 1,479 3,500 (2,021) (58%) v
5104 MSU - Bozeman 1,372 3,500 (2,128) (61%) v
5113 School for the Deaf & Blind 0 325 (325) (100%) Suspended standalone agency audit
5114 Arts Council 0 350 (350) (100%) Suspended standalone agency audit
5115 State Library 0 325 (325) (100%) Suspended standalone agency audit
5117 Historical Society 0 500 (500) (100%) Suspended standalone agency audit
5201 Fish, WIdIf & Parks 0 1,400 (1,400) (100%) Vv Suspended standalone agency audit
5301 Environmental Quality 0 1,750 (1,750) (100%) Vv Suspended standalone agency audit
5401 Transportation 0 2,450 (2,450) (100%) Vv v Suspended standalone agency audit
5603 Livestock 0 650 (650) (100%) Suspended standalone agency audit
5706 Natl Resource & Conservation 0 1,850 (1,850) (100%) Vv Vv Suspended standalone agency audit
5801 Revenue 0 2,300 (2,300) (100%) v Suspended standalone agency audit
6101 Administration 0 2,845 (2,845) (100%) v v Suspended standalone agency audit
6101 Administration: SABHRS 1,900 1,900 = 0%
6101 Administration: Lottery Finan,AgncyPays 800 800 = 0%
6101 Administration: Lottery Security Audit 770 770 - 0%
6103 State Fund 0 1,100 (1,100) (100%) Contract Audit
6104 PERB 2,300 2,250 50 2% IT testing, offset by census efficiencies
6105 TRB 1,760 1,650 110 7% IT testing
6108 Public Defender 0 775 (775) (100%) Suspended standalone agency audit
6201 Agriculture 0 620 (620) (100%) Suspended standalone agency audit
6401 Corrections 0 1,500 (1,500) (100%) v Suspended standalone agency audit



Audit Hours by Agency
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Agency Audit Appropriations

Legislative Audit Division
Summary of 2027 Biennium Audit Appropriations

2026-2027 Biennium Audit Appropriations 2024-2025 Audit Appropriations
Percent
Standalone Increase Increase
Agency # Agency Name Audit Single Audit Total Base Statewide Single Audit Total (Decrease) (Decrease)

2110 Judicial Branch S 59,400 S - S 59,400 S 55,250 S 2,032 $ 938 S 58,219 S 1,181 2%
3101 Governor & Lt Gov S 76,725 S 45,107 $ 121,832 S 87,125 S 3,204 $ 1,479 S 91,807 S 30,025 33%
3201 Secretary of State S 64,350 S 64,350 S 51,000 $ 1,875 S 866 S 53,741 S 10,609 20%
3202 Political Practices $ - $ - S 21,250 $ 781 S 361 S 22,392 S (22,392) (100%)
3401 State Auditor S 60,390 S 28,466 $ 88,856 S 61,200 S 2,250 $ 1,039 S 64,489 S 24,367 38%
3501 Office of Public Instruction S 29,700 S 240,787 S 270,487 S 123,250 S 4532 $ 2,092 S 129,874 S 140,613 108%
4110 Justice S 98,406 S 98,406 S 97,750 $ 3,594 $ 1,659 S 103,003 S (4,597) (4%)
4201 Public Service Regulation S 44,550 S 44,550 S 38,250 $ 1,407 S 649 S 40,306 S 4,244 11%
5101 Education, Board of S - S - S 19,125 S 703 S 325 S 20,153 S (20,153) (100%)
5102 CommHighEd/BdRegents S - S - S 68,000 $ 2,500 $ 1,154 S 71,655 S (71,655) (100%)
5103 U of M- Missoula S 146,421 S 403,232 S 549,653 S 297,500 S 10,940 S 5049 $ 313,489 S 236,164 75%
5104 MSU - Bozeman S 135,828 S 406,840 S 542,668 S 297,500 S 10,940 S 5049 §$ 313,489 S 229,179 73%
5113 School for the Deaf & Blind S - S - S 27,625 $ 1,016 S 469 S 29,110 S (29,110) (100%)
5114 Arts Council S - S - S 29,750 S 1,094 S 505 S 31,349 S (31,349) (100%)
5115 State Library S - S - S 27,625 S 1,016 S 469 S 29,110 S (29,110) (100%)
5117 Historical Society S - S - S 46,750 $ 1,719 S 793 §$ 49,262 S (49,262) (100%)
5201 Fish, WIdIf & Parks S - S 48819 S 48,819 S 119,000 $ 4376 S 2,020 $ 125,395 S (76,576) (61%)
5301 Environmental Quality S - S 71,761 S 71,761 S 148,750 $ 5470 S 2,525 S 156,744 S (84,983) (54%)
5401 Transportation S - S 274,478 S 274,478 S 208,250 S 7,658 S 3,534 S 219,442 S 55,036 25%
5603 Livestock S - S - S 55,250 $ 2,032 $ 938 S 58,219 S (58,219) (100%)
5706 Natl Resource & Conservation S - S 58712 S 58,712 S 157,250 S 5,782 S 2,669 S 165,701 S (106,989) (65%)
5801 Revenue S - S - S 195,500 S 7,189 $ 3,318 §$ 206,007 S (206,007) (100%)
6101 Administration S - S 8068 $ 80,685 S 241,825 S 8892 S 4,104 S 254,821 S (174,136) (68%)
6101 SABHRS S 188,100 S 188,100 S 161,500 S 5939 $ 2,741 S 170,180 S 17,920 11%

Lottery Finan,AgncyPays S 79,200 S 79,200 S 68,000 S 2,500 S 1,154 S 71,655 S 7,545 11%

Lottery Security Audit S 76,230 S 76,230 S 65,450 S 2,407 S 1,111 S 68,967 S 7,263 11%
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Agency Audit Appropriations

6103 State Fund S - S - S 93,500 S 3,438 S 1,587 §$ 98,525 S (98,525)
6104 PERB S 227,700 S 227,700 S 191,250 S 7,033 S 3,246 S 201,528 S 26,172
6105 TRB S 174,240 S 174,240 S 140,250 S 5157 S 2,380 S 147,787 S 26,453
6108 Public Defender Office S - S - S 65,875 S 2,422 S 1,118 S 69,415 S  (69,415)
6201 Agriculture S - S - S 52,700 S 1,938 §$ 894 S 55,532 S (55,532)
6401 Corrections S - S - S 127,500 S 4,688 S 2,164 S 134,352 S (134,352)
6501 Commerce S - S 179,959 $ 179,959 S 153,000 S 5626 S 2,597 S 161,223 S 18,736
6501 Investments S 133,650 S 133,650 S 114,750 S 4,220 $ 1,947 S 120,917 S 12,733
6501 Facilities Financing Authority S - S - S 21,250 S 781 S 361 S 22,392 S (22,392)
6501 Housing S 74,250 S 74,250 S 59,500 $ 2,188 S 1,010 S 62,698 S 11,552
6602 Labor & Industry S - S 155,225 S 155,225 S 157,250 S 5782 S 2,669 S 165,701 S (10,476)
6701 Military Affairs S - S 84,374 S 84,374 S 102,000 S 3,751 S 1,731 $ 107,482 S (23,108)
6901 Public Health and Human Services S - S 979,862 S 979,862 S 459,000 $ 16,878 S 7,790 S 483,668 S 496,194
Statewide Audit Pool* S 1,155,726 S 1,155,726 S 1,155,726
Single Audit Pool Contingency S 286804 S 286,804 S 286,804
TOTAL: & 2,824,866 S 3,345,111 $ 6,169,977 S 4,507,550 $ 165750 $ 76,500 S 4,749,800 S 1,420,177

Projected Hourly Billing Rate S 99.00 S 8500 S 14.00

* Statewide Audit Pool will be allocated to agencies through the Department of Administration's Statewide Cost Allocation Plan

(100%)
13%
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(100%)

(100%)

(100%)
12%
11%

(100%)
18%

(6%)
(21%)
103%
100%
100%
30%

16%
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Agency Audit Appropriations — HB2 Comparison

Legislative Audit Division
Comparison of 2027 Biennium Audit Appropriations to HB0002.01 (LC0708)

Standalone Single State Federal
Agency Audit Audit Pool General Special Special HB0002.01
Agency # Name Appropriation  Appropriation Fund Revenue Revenue Proprietary Total Difference Notes
2110 Judicial Branch S 59,400 S 59,400 S 59,400 $ -
3101 Governor & Lt Gov S 76,725 S 76,725 S 76,725 S -
3101 S 45,107 S - S 45,107 ARPAFunding
3101 Single Audit Contingency S 286,804 S 102,869 $ 51,760 S 79,332 S 52,843 S 286,804 S -
3201 Secretary of State 5 64,350 5 5 5 64,350 Proprietary Fund
3401 State Auditor s 60,30 $ 60,390 $ 60,390 3 ;
S 28,466 S 28,466 S 28,466 S -
3501 Office of Public Instruction 5 2200 5 ) 5 LY R TRy R
S 240,787 S 160,560 S 160,560 S 80,227 Internal Service Fund
4110 Justice S 98,406 S 98,406 S 98,406 S -
4201 Public Service Regulation S 44,550 S 44,550 S 44550 S -
5102 Commissioner of Higher Education S 282,249 S 282,249 S (282,249) See UMand MSU standalone financial audit appropriations
5103 U of M- Missoula S 146,421 S - $ 146,421 Included 'in.Commis.sioner of Higher.Ed‘ucation Appropriation
S 403,232 5 - S 403,232 Unclear if included in CHE Appropriations
5104 MSU - Bozeman S 135,828 S - $ 135,828 Included in Commissioner of Higher Education Appropriation
S 406,840 S - S 406,840 Unclear if included in CHE Appropriations
5201 Fish, WIdIf & Parks S 48,819 S 41,860 $ (5,377) S 36,483 S 12,336 Appropriation is too small
5301 Environmental Quality S 71,761 S - S 71,761 Proprietary Fund
5401 Transportation S 274,478 S 274,478 S 274,478 S -
5706 Natl Resource & Conservation S 58,712 S 43,038 $ 15,674 S 58,712 S -
6101 Administration S 80,685 S - S 80,685 ARPAFunding
6101 SABHRS S 188,100 S - $ 188,100 Proprietary Fund
6101 Statewide Audit Pool $ 1,155,726 $ 1,155,726 $  1,155726 S -
6101 Lottery Finaangncy?ays S 79,200 $ 155430 ¢ 155,430 s R
6101 Lottery Security Audit S 76,230
6104 PERB S 227,700 S - S 227,700 Fiduciary Fund
6105 TRB S 174,240 S - 5 174,240 Fiduciary Fund
6501 Commerce S 179,959 S 95,379 S 95379 S 84,580 Proprietary Fund
6501 Investments S 133,650 5 - S 133,650 Proprietary Fund
6501 Housing S 74,250 S - S 74,250 Proprietary Fund
6602 Labor & Industry $ 155,225 S - S 155,225 Proprietary Fund
6701 Military Affairs S 84,374 S 31,640 ¢ - S (815,483) S (783,843) "S 868217 Appropriation is too small
6901 Public Health and Human Services S 979,862 S 524,449 44692 S 410,721 S 979,862 S -
Total $ 2,824,866 $ 3,345,111 $ 2,535,062 $ 533,404 $ (206,962) $ 208,273 $ 3,069,777 $ 3,100,200




Agency Audit Appropriations

Legislative Audit Division
2027 Biennium Audit Appropriations Compared to HB0002.001 (LC0708)
Selected Agencies and in Total

Agency Agency Percent
Agency Audit HB0002.01 of
Agency # Name Appropriation Appropriations Total
3202 Political Practices $ - $ 1,905,401 0.000%
4201 Public Service Regulation* $ 44550 $ 12,189,869 0.365%
3101 Governor's Office* $ 408,636 $ 62,544,429 0.653%
6901 Public Health and Human Services* $ 979,862 $ 7,009,435,100 0.014%
Total Total Percent
Audit HB0002.01 of
Appropriations Appropriations Total
In Total Total State Funding $ 6,169,977 $ 16,270,209,680 0.038%

*A portion of the Statew ide Audit Pool w ill be allocated to this agency through the Statew ide Cost Allocation Plan
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Anticipated Federal Compliance Testing

Legislative Audit Division
Projected Federal Program Testing Status for the 2027 Biennium, as of December 2024

Included in Included in
Estimated Estimated
Hours - Estimated Hours - Estimated
Unaudited Biennial  Biennial Annual Annual
Fiscal Year 2024 Single Audit Single Audit
Program Agency Expenditures Audit Hours Audit Hours
Medicaid Public Health and Human Services ~ $ 1,885,900,129 N 1,022 v 1,014
Highway Planning & Construction Cluster Transportation $ 675,499,154 v 796 v 811
Research & Development Cluster Montana State University v v
) . $ 253,410,133 649 644
University of Montana 649 644
Clean Water State Revolving Fund Program ) . $ 293,804,715 v
— - Environmental Quality 231 229
Drinking Water State Revolving Fund Program $ 213,969,137 v
Student Financial Assistance Montana State University v v
. . $ 198,745,540 1301 1292
University of Montana 1,301 1,292
State & Local Fiscal Recovery Funds Natural Resources & Conservation v 275 v 273
Commerce X - X -
. ) $ 187,907,104
Administration v 393 v 390
Governor's Office v 189 v 187
Supplemental Nutrition Assistance Program (SNAP) Public Health and Human Services $ 183,235,494 v 314 v 312
Education Stabilization Fund Office of Public Instruction $ 155,712,217 v 566 X -
Unemployment Insurance Labor $ 137,105,144 N 684 v 653
Children's Health Insurance Program Public Health and Human Services $ 78,288,099 v 393 v 390
Child Nutrition Cluster Office of Public Instruction $ 64,721,142 v 251 v 250
Child Care Development Fund Cluster Public Health and Human Services $ 56,432,821 v 393 v 390
Title 1 Office of Public Instruction $ 51,741,669 v 314 v 312
Special Education Cluster (IDEA) Office of Public Instruction $ 46,825,706 v 236 v 234
Disaster Grants (Presidentially Declared Disasters) Military Affairs $ 41,896,132 X - X -
Fish & Wildlife Cluster Fish, Wildlife and Parks $ 37,517,784 v 228 v 226
1332 State Innovation Waivers State Auditor's Office $ 33,800,079 v 126 v 125
Section 8 Project-Based Cluster Commerce $ 31,486,175 v 277 v 275
National Guard Operations & Maintenance Military Affairs $ 28,995,888 v 393 v 390
Low Income Housing Energy Assistance Public Health and Human Services $ 27,374,258 v 236 v 234
Housing Voucher Cluster Commerce $ 26,119,589 v 380 v 377
Airport Improvement Program Transportation $ 25,598,191 X - X -
Formula Grants for Rural Areas (Transit) Transportation $ 20,966,972 v 275 v 273
Epidemiology and Lab Capacity for Infectious Diseases  Public Health and Human Services $ 20,742,883 v 236 v 234
Immunization Cooperative Agreements Public Health and Human Services $ 19,236,710 v 157 v 156
Foster Care Public Health and Human Services $§ 18,224,638 v 236 v 234
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Temporary Assistance for Needy Families (TANF) Cluster Public Health and Human Services $ 17,222,678 v 393 v 390
Adoption Assistance Public Health and Human Services $ 16,920,264 v 236 X -
WIC Special Supplemental Nutrition Program Public Health and Human Services $ 16,358,496 X - X -
Vocational Rehabilitation Public Health and Human Services $ 15,117,440 X - X -
Broadband Equity, Access and Deployment Program (IlJA) Administration $ 2,252,045 v 786 v 780
Coronavirus Capital Projects Administration $ 2,117,781 X - X N
Housing Trust Fund Commerce $ 1,875,099 v 157 v 150
Estimated Unknown Type A To Be Determined X - v 234
Estimated Unknown Type A To Be Determined v 550 v 546
High Risk Type B To Be Determined X - X -
Other:
Central Audit Administration & Reporting* All Programs v 1,139 1,139
Schedule of Expenditures of Federal Awards Various Agencies v 455 v 454
Central Testing (Cash Management, Cost Allocation Public Health and Human Services v
and Reporting) 692 686
IT Related Work - ITAATeam Various Agencies 250 300
IT Related Work - FC Team Transportation v 55 v 55
17,214 16,575
Included Combined Total 33,789

X X < <

Included but program may be low risk type A
Excluded

Excluded but testing may be required

Monitoring expenditures relative to estimated threshold between $25 million and $30 million

Includes COVID funding

Allocated among agency Single Audit pool appropriations
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HB 132 — Changes in the Financial Audit Model — Ongoing Implementation Progress

v' HB 132 was passed during the 2023 legislative session and made fundamental changes in our financial audit model

v During the 2025 biennium, significant changes occurred, including suspending audits of small agencies and consolidating
reporting for larger agencies in the ACFR and Single Audit products

v" Financial statement audits for Montana State Fund and the Facility Finance Authority were outsourced to private CPA
firms for completion

v LAD audits of other component units include the university system and the state pension funds — we continue to view
these as higher risk activities that are currently not suitable for outsourcing

v The ACFR audit continues to be challenging in terms of timeliness, but progress is being made with DOA as we focus
time and effort on the ACFR work as a single engagement

v All work in specific agencies and centrally in support of the ACFR is now pooled at DOA for a total biennial cost of
approximately $1.15 million

v" Federal Single Audit is now the largest source of concern for LAD and we continue to face challenges managing higher
levels of workload relating to federal compliance testing

v Primarily because of increased federal workload, additional hours and an increased billing rate results in more state
special revenue for LAD

v' DP2806 addresses this situation through a funding switch of approximately $470,000 from general fund to state special
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Information Technology Audit — Assessing Enterprise Risk & New Testing Cycle

v' During the last session, Section A supported re-purposing an FTE to establish Deputy-level leadership for our new
Information Technology Audit and Analytics (ITAA) team

v The new team (and Deputy) is up and running and will be fully staffed by late February 2025

v The early work of the team has focused on two main initiatives; establishing an enterprise-wide structured IT risk
assessment process, and beginning a new cyclical security and reliability (SR) audit testing cycle for large/mission-critical
IT systems

v’ Both these efforts place far more significance on technology risk as part of our work and both are necessary to
effectively support ACFR/Statewide and component unit audits, federal Single Audit compliance testing, and
performance audits at multiple agencies

v' We are establishing IT audits a more specific and identifiable part of audit appropriations, including budgeted hours for
work at certain agencies

v Our intent is to identify a means to fund the statewide risk assessment work through an enterprise rate, ideally within
the State Information Technology Services Division for the 2029 biennium

v' We propose redirecting existing IT audit efforts at the Lottery and DOA/SABHRS to complete the risk assessment cycle

v DP 2807 recognizes this redirection of staff resources through an OTO funding switch of approximately $132,000 from
state special to general fund

v The funding switch would be contingent on passage and approval of implementing legislation changing audit

requirements for the Lottery and audit costs statute (LC4208 — Rep. Schillinger)
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