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COMMENTARY

Why internal audits of government agencies matter

By Laura Doud

As Long Beach's city au-
ditor, 1 will be the first to
acknowledge that audit-
ing is not always the first
topic discussed at a din-
ner party.

So, when 1 announce
that May is International
Internal Auditors Aware-
ness Month, I can almost
hear the collective groans.
Before you turn the page,
please give me a moment
to explain why I believe in-
ternal auditors play an im-
portant role in local gov-
ernment.

Simply put, most orga-
nizations do not or cannot
effectively govern them-
selves. This does not mean
they do not try, but it is
difficult to be objective
when evaluating your own
operations. Internal audi-

tors can evaluate financial
and operational processes
objectively with the sole
purpose of focusing on im-
provements. Internal au-
ditors provide an indepen-
dent and transparent view
of city operations with-
out bias or preconceived
outcomes. We are not out
to ruin careers or embar-
rass city management. Our
goals are the city's goals

— a better government to
meet the needs of the peo-

* ple of Long Beach.

Worldwide, organiza-
tions lose millions ev-
ery year due to fraud. Ac-
cording to a 2014 report
from the Association of
Certified Fraud Examin-
ers, organizations typi-
cally lose 5 percent of rev-
enues each year to fraud.
The only way to reduce the
risk of fraud is to ensure
adequate processes are in

place that limit the oppor-
tunity for inappropriate
behavior to occur.

This sounds simpler
than it is. In the deliv-
ery of services to the pub-
lic, management is tasked
with meeting multiple re-
sponsibilities. When faced
with limited time and re-
sources, having good anti-
-fraud controls in place is
not always seen as conve-
nient or important. How-
ever, lack of proper con-
trols is an automatic red
flag as it creates an envi-
ronment which is highly
susceptible to fraud. That
is why internal auditors
are critical. They possess
the knowledge and exper-
tise to evaluate anti-fraud
controls and alert manage-
ment to weaknesses that
could result in the loss of
significant revenue to the
city.

Yes, discussing internal
controls may not be the
most exciting topic, but
not discussing them can:
be catastrophic. .

That is what the city of
Pasadena recently faced.
Last year, Pasadena no-
ticed accounting irreg-
ularities in its under-
ground utility program.
They hired an outside au-
ditor to perform a review
and found that an em-
ployee allegedly embez-
Zled more than $6 million
over a decade by funneling
money through two local
churches. Pasadena’s city
manager blamed a com-
plete breakdown of inter-
nal controls for the rea-
son the fraud was able to
OCCUr.

In 2011, faced with bud-
get shortfalls, Pasadena
eliminated its internal au-
dit function. At the time of

the embezzlement report  existent and directly con-
last year, Pasadena was al- tributed to the employ-
ready taking steps to hire  ee's ability to embezzle the
new internal auditors. money.

When governments are identify-
being asked to do more ing fraud, however, is ex- -
with less, the time and re- tremely difficult because .
sources allocated toward - fraud usually occurs when:
effective anti-fraud con- controls are not sufficient .
trols is minimized which  to detect there is a prob-
can create a perfect storm lem. Without proper con-
for fraud. However, with  trols, trying to find fraud
the exposure of each fraud s like trying to find a nee-~
case, the solution always  dle in a haystack.
involves having an inde- My job is to keep evalu-
pendent source review ating processes and alert
what went wrong and management and the pub-,
make recommendations so lic of instances where the .
it does not occur again. city's assets are in jeop-

Long Beach is not im- ardy. You can help by
mune to the occurrence of anonymously reporting |
fraud. Not too long ago, an  tips through the Fraud Ho~
employee in Animal Care  tline, 1-888-FRAUDO7, My--
was convicted of embez- Auditor app or at cityaudi-;
zling $600,000 in license torlauradoud.com.
fees. My office confirmed
controls safeguarding rev- Laura L. Doud is Long
enue were basically non-  Beach city auditor.



