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This report contains a summary of the 
historical events pertaining to the 
establishment of the OC Internal Audit 
Department as an independent internal audit 
function reporting directly to the OC Board 
of Supervisors.  



  

 

 
RRIISSKK  BBAASSEEDD  AAUUDDIITTIINNGG  

 
Providing Facts and Perspectives Countywide 

 
 

Dr. Peter Hughes Ph.D., MBA, CPA, CCEP, CITP, CIA, CFE 

County Internal Auditor Certified Compliance & Ethics Professional 
(CCEP) 

 Certified Information Technology Professional 
(CITP) 

 Certified Internal Auditor (CIA) 
 Certified Fraud Examiner (CFE) 

E-mail: peter.hughes@iad.ocgov.com 
  

Eli Littner CPA, CIA, CFE, CFS, CISA 
Deputy Director Certified Fraud Specialist (CFS) 

 Certified Information Systems Auditor (CISA)   
Michael J. Goodwin CPA, CIA 

Senior Audit Manager    
Alan Marcum MBA, CPA, CIA, CFE 

Senior Audit Manager  
 

Autumn McKinney CPA, CIA, CISA, CGFM 

Senior Audit Manager Certified Government Financial Manager 
(CGFM) 

 
 
 
 

Hall of Finance & Records 
 

12 Civic Center Plaza, Room 232  
Santa Ana, CA  92701 

 
                                Phone: (714) 834-5475                  Fax: (714) 834-2880 
 

To access and view audit reports or obtain additional information about the 
OC Internal Audit Department, visit our website:  www.ocgov.com/audit 

 
 
 

                    OC Fraud Hotline (714) 834-3608

Independence          Objectivity          Integrity 



 

i 
The Internal Audit Department is an independent audit function reporting directly to the Orange County Board of Supervisors.   

Letter from Dr. Peter Hughes, CPA 
 

 
 
 

 
 
 
 
 
The following information is in response to numerous inquiries regarding the origins of 
the OC Internal Audit Department as an independent internal audit function reporting 
directly to the OC Board of Supervisors.  In essence, this report summarizes how the OC 
Board of Supervisors transferred the internal audit function from the elected Auditor-
Controller and re-assigned it to themselves as a direct report function. 
 
Please feel free to call me should you wish to discuss any aspect of our report.   
 
 
PH/ra 
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OC Internal Auditor’s Report 
 

INTERNAL AUDITOR’S REPORT 
 
 
 
 
 
 
 
 

PRIOR STRUCTURE 
 
The Orange County Board of Supervisors (Board) adopted in 1982, 
Resolution 82-162 (see Attachment A) granting the County Auditor the 
duties of the County’s Chief Accounting Officer i.e., Controllership 
duties.  Included in the delegation of duties was that the Auditor was 
to establish all the accounting policies and practices for the County 
and to audit such practices.  The Resolution also directed the Auditor 
to establish a County-wide accounting system and to audit the system 
as the Auditor deemed necessary.  Through this resolution the Board 
of Supervisors combined two formerly independent functions and 
created the new position titled Auditor-Controller. 
 
In 1985, the Board of Supervisors adopted resolution 85-337 (see 
Attachment B) which provided that the Auditor-Controller was 
responsible for developing and maintaining an internal control system 
county-wide.   
 
 
INTERNAL AUDIT CHANGES 
 
After the County’s bankruptcy in 1994, both the Grand Jury and a 
Blue Ribbon Commission of highly regarded business experts made 
several recommendations regarding county governance. The Grand 
Jury recommended that the Board separate the internal audit function 
from the Auditor-Controller and instead have it report directly to the 
Board.  The basis for their position was to ensure the independence of 
the internal audit functions from the direct influence of management. 
 
In response to the Grand Jury recommendations, the Board 
determined that California Government Code (CGC) Sections 25250, 
26881, and 26883 (see Attachments C) authorized Boards of 
Supervisors to determine both who shall conduct biennial audits of 
County officers and who shall perform internal audits. Their research 
concluded that California Boards of Supervisors were vested with the 
authority to establish a county-wide internal audit department to 
conduct financial, compliance, and performance audits of all County 
departments and moreover, to assign this function as they 
determined.  
 
 
 
 

Report No. 2807-6                                                             April 16, 2009 

SUBJECT: Historical Origins of the independent OC Internal Audit     
Department

Audit Highlight 
 
In 1995, the Orange 
County Board of 
Supervisors’ 
research indicated 
that the California 
Government Code 
authorized County 
Supervisors to 
reassign internal 
audit responsibilities 
from the Auditor-
Controller to a 
separate Internal 
Audit Department 
reporting directly to 
the County 
Supervisors.  
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As a result, the Board separated the internal audit function from the County Auditor-
Controller through the 1995 adoption of Resolution 95-271 (see Attachment D).   This 
resolution established the Internal Audit Department (IAD) separate and independent of 
the County Auditor-Controller (A-C) through the powers assigned to the Board of 
Supervisors under CGC sections 25250, 26881, 26883 and correspondingly supersedes 
the part of the Board Resolution #82-162 from February 2, 1982 which assigned internal 
audit responsibilities to the A-C.  
 
Three years later in 1998, the Board sought and obtained unique legislative 
authorization (see Attachment E - CGC 26915) to direct its Internal Audit Department to 
also perform two specific audits of the Treasurer (see Attachment F - CGC 26920) and 
Juvenile Records statutorily assigned (see Attachment G - California Welfare and 
Institution Code Section 275) to the Auditor-Controller.  The 1998 legislation made clear 
it was not restricting in any way the Auditor-Controller’s authority to ensure that these 
two audits are conducted either by the A-C or a vendor of its choice. Therefore the 
Auditor-Controller contracted with the Board’s Internal Audit Department to conduct 
those audits until 2004.  Additionally, this legislation was not necessary and did not 
affect the Board’s already vested authority to reassign the internal audit function which 
the Board did three years earlier. 
 
 
CURRENT ORANGE COUNTY INTERNAL AUDIT DEPARTMENT REPORTING MODEL 
 
In adopting Resolution 95-271, the Board transferred internal auditing responsibilities (as 
previously assigned in Resolutions 82-162 and 85-337) from the Auditor-Controller to an 
independent Internal Audit Department reporting directly to the Board of Supervisors.  
The purpose of the Resolution was “Direct the CEO and the A-C to effect the transfer of 
internal audit responsibilities and staff from the A-C’s office to the Internal Audit Unit” 
reporting directly to the Board of Supervisors.  The justification of the resolution was to 
ensure the independence and effectiveness of the internal audit function and to make it 
directly accountable to the highest elected officials with responsibilities for County 
governance. 
 
 
EXPLANATION FOR REASSIGNMENT 
 
The OC Board of Supervisors wanted its own internal audit function.   
 
Only independent internal audit functions that fully comply with the current US 
Government Accountability Office’s Government Auditing Standards (see Attachment H) 
and with the Institute of Internal Auditor’s (IIA) professional auditing standards (see 
Attachment I) should conduct audits of governmental entities. Under GAO and IIA 
standards, the combination of auditing and controllership responsibilities impair the 
independence of the audit function and as such disqualify any resulting audit report as 
not meeting the independence and objectivity standards in fact or appearance. 
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SUMMARY 
 
The Board stated reason for the establishing an internal audit department reporting to 
the Board instead of the A-C was “to ensure for the integrity of the County’s Internal 
Audit function.”   
 
Additionally, the IAD charter unanimously approved by the Board states that this direct 
reporting relationship is necessary “to promote the independence and to relieve the 
department from inappropriate management influence or pressure and to ensure the 
stability and effectiveness of the Internal Audit Department.”  Both the Board of 
Supervisors and the 1994-95 Grand Jury research indicated the CGC authorized all 
California BOS to establish and assign, or reassign county-wide internal audit functions 
as they may determine. However, Orange County’s interpretation of the CGC may not 
be shared by other California counties. Moreover, where a County has adopted a 
charter, the charter may contain provisions affecting the assignment of internal audit 
functions. As such, all Counties should individually evaluate the applicable statues and 
arrive at their own conclusions. 
 
 
The information presented in this report is in response to general inquiries regarding the 
origins of the Orange County Internal Audit Department as an independent internal audit 
function reporting directly to the Orange County Board of Supervisors.  In essence, this 
report summarizes how the Orange County Board of Supervisors transferred the internal 
audit function from the elected Auditor-Controller and re-assigned it to themselves as a 
direct report function. 
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VVAALLIIDDAATTIIOONN  OOFF  OORRAANNGGEE  CCOOUUNNTTYY’’SS  IINNTTEERRNNAALL  AAUUDDIITT  DDEEPPAARRTTMMEENNTT  RREEPPOORRTTIINNGG  SSTTRRUUCCTTUURREE  
 
 

 The IAD reporting directly to the Board of Supervisors fully meets the explicit 
standards for independence as specified in the Institute of Internal Auditors (IIA) 
January 2009 International Standards for the Professional Practice of Internal 
Auditing. (see Attachment I) 

 
 The Internal Audit Department (IAD) reporting directly to the Board of Supervisors 

fully meets the explicit standards stated for independence as specified in the July 
2007 US Government Accountability Office’s Yellow Book, Section 3.3 (see 
Attachment H) and the Institute of Internal Auditors (IIA) Standards on Independence 
(see Attachment I). 

 
 On March, 25, 2008, the 2007-2008 Orange County Grand Jury in their report titled 

“Bankruptcy Controls – Going, Going, …” concluded that the Internal Audit 
Department should remain independent and continue to report directly to the Board 
of Supervisors, and that the current organizational reporting structure provides 
maximum auditor independence and reinforces the Orange County Board of 
Supervisors’ accountability for the financial security of the County. (See Grand Jury 
Report and Responses at our website: http://www.ocgov.com/audit/docs/07-
08_GJ_Report.pdf) 

 
 The Association of Local Government Auditors (ALGA) in 2006 sent a memo to the 

Orange County Board of Supervisors supporting the reporting structure of the IAD 
reporting to the Board and not the Auditor-Controller (See Attachment J). 

 
 The Internal Audit Department (IAD) was asked by the Orange County Audit 

Oversight Committee (AOC) to research and report all top United States Counties 
and Cities with similar reporting models as Orange County.   

 
The results of the report were presented in 2007 and updated in 2008.  The findings 
revealed that the Orange County model for internal auditing was by far the most 
prevalent and preferred model for the largest Counties and Cities in the US.  As 
reporting structures continue to change, the OC IAD will continue to report those 
changes. (See OC Internal Audit Department Report 2807-4 on website: 
http://egov.ocgov.com/vgnfiles/ocgov/Internal%20Audit/Docs/AuditReports/2008/Comp
liance_Other_Reviews/2807-4_Reporting_Models_for_Local_Govt_IADs_092608.pdf 
 
 

 Under Resolution 95-271, the Audit Oversight Committee (AOC) was established as 
an oversight arm of the Board to ensure the approval of the annual audit plan.  The 
AOC consists of the Chairman and Vice-Chairman of the Board, the Auditor-
Controller, the County Executive Officer, the Treasurer Tax-Collector (Ex-officio 
Member) and one public member (See AOC Bylaws approved by the Board in 2002 
at website: http://www.ocgov.com/audit/docs/AOC_bylaws.PDF).  In addition to 
approving the annual risk assessment and audit plan, the AOC meets quarterly and 
reviews the following standing reports: 
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 Quarterly Status Report that lists all audits, follow-ups, and control related & 
other assignments, along with the budget, actual hours charged, variance 
between budget and actual, and milestone comments; and Executive 
Summaries of Audit Assignments provides a findings summary for audits 
and follow-ups issued during the quarter;  

 
 External Audit Coverage reports identify external audits being conducted in 

the County, as reported to us by the Department/Agencies, and an executive 
summary which identifies the total audits in progress, planned, and or 
completed, along with any material issues identified;  

 
 IT Briefing Reports summarizing the work performed in the area of IT audits 

and OC IAD’s involvement with system implementations.  
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ATTACHMENT A:  Board Resolution 82-162 (February 2, 1982) Board grants 
County Auditor the Controllership Duties and assigns to the new A-C position 
Internal Audit Responsibilities 
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Attachment A:  Board Resolution 82-162 continued 
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Attachment A:  Board Resolution 82-162 continued 
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ATTACHMENT B:  Board Resolution 85-337 (March 12, 1985) Assigns the Auditor-
Controller Responsibilities for Developing Accounting Policies 
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Attachment B:  Board Resolution 85-337 continued 
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ATTACHMENT C:  California Government Code 25250 (CGC 2520) Establishes the 
Board of Supervisors Authority to Conduct County-wide Audits of the Financial 
Accounts and Records of all County Officers 
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ATTACHMENT C:  California Government Code 26881 (CGC 26881) Assignes the 
Board of Supervisors Exclusive Authority to Establish County-wide Internal Audit 
Function. 
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ATTACHMENT C:  California Government Code 26883 (CGC 26883) Establishes 
the Board of Supervisors Authority to Direct the Auditor-Controller to Audits of 
the Accounts and Records of Any Department 
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ATTACHMENT D:  Board Resolution 95-271 (April 25, 1995) Transfers Internal 
Audit Responsibilities and Staff from the Auditor-Controller to the Board of 
Supervisors 
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Attachment D:  Board Resolution 95-271 continued 
 
 
 

 
 
 



 

Historical Origins of the OC Internal Audit 
Report No. 2807-6                                                                                                                                                                       Page 16 

ATTACHMENTS 
 
 
Attachment D:  Board Resolution 95-271 continued 
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Attachment D:  Board Resolution 95-271 continued 
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ATTACHMENTS 
 
 
ATTACHMENT E:  California Government Code 26915 (1998) Unique Legislative 
Authorizing the OC Board of Supervisors to Direct a County Employee as Officer 
to Conduct any Audit the CGC Authorizes the Auditor-Controller to Conduct 
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ATTACHMENT F:  California Government Code 26920 Requirement of the County 
Auditor to perform, or cause to be performed, specific audits. 
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ATTACHMENT G:  California Welfare and Institutions Code Section 275 Authorizes 
the Auditor-Controller to Conduct Biannual Audit of Juvenile Records 
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ATTACHMENTS 
 
 
ATTACHMENT H:  US Government Accountability Office’s Yellow Book, Section 
3.3 (July 2007 Revision) 
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ATTACHMENT I:  Institute of Internal Auditors Standards on Independence 
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ATTACHMENT J:  Association of Local Government Auditors Letter 
 
 
 

 


