
 
 

 American Institute of Certified Public Accountants Award to Dr. Peter Hughes 
as 2010 Outstanding CPA of the Year for Local Government 

 

GRC (Government, Risk & Compliance) Group 2010 Award to IAD as MVP in Risk Management 
 

2009 Association of Certified Fraud Examiners’ Hubbard Award to Dr. Peter Hughes  
for the Most Outstanding Article of the Year – Ethics Pays 

 
2008 Association of Local Government Auditors’ Bronze Website Award 

 

2005 Institute of Internal Auditors’ Award to IAD for Recognition of  
Commitment to Professional Excellence, Quality, and Outreach 
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FINAL CLOSE-OUT

FIRST FOLLOW-UP AUDIT:

COMMUNITY FACILITIES DISTRICTS/
MELLO-ROOS

AS OF JULY 31, 2014
 
 
 
 
 

AUDIT NO:  1317-F1
(REFERENCE 1417)

ORIGINAL AUDIT NO. 1317

REPORT DATE:  AUGUST 27, 2014

Director: Dr. Peter Hughes, MBA, CPA, CIA 
Senior Audit Manager: Alan Marcum, CPA, CIA 

Audit Manager: Lisette Free, CPA, CIA 
 

Our First Follow-Up Audit found that CEO and 
CEO/Public Finance Accounting fully implemented 
the two (2) recommendations from our original 
audit report dated January 9, 2014. 
 
During the original audit period, CEO/Public 
Finance disbursed approximately $72 million for 
debt service, acquisition, and construction costs. 
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GAO & IIA Peer Review Compliant - 2001, 2004, 2007, 2010, 2013 

 
Providing Facts and Perspectives Countywide 
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Dr. Peter Hughes    Ph.D., MBA, CPA, CCEP, CITP, CIA, CFE, CFF, CGMA 

Director Certified Compliance & Ethics Professional (CCEP) 

 Certified Information Technology Professional (CITP) 

 Certified Internal Auditor (CIA) 

 

Certified Fraud Examiner (CFE) 

Certified in Financial Forensics (CFF) 

Chartered Global Management Accountant (CGMA) 

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

  

 
 

Michael Goodwin 

 
 
CPA, CIA 

Senior Audit Manager  

  

Alan Marcum MBA, CPA, CIA, CFE 

Senior Audit Manager  

  

 

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

Letter from Dr. Peter Hughes, CPA 
 

Transmittal Letter 
 
 
 
 

 
We have completed a First Follow-Up Audit of Community Facilities Districts/Mello-Roos.  Our 
audit was limited to reviewing, as of July 31, 2014, actions taken to implement the two (2) 
recommendations from our original audit report dated January 9, 2014.  We conducted this 
First Follow-Up Examination in accordance with the FY 14-15 Audit Plan and Risk 
Assessment approved by the Audit Oversight Committee.  
 
The results of our First Follow-Up Audit are discussed in the OC Internal Auditor’s Report 
following this transmittal letter.  Our First Follow-Up Audit found that CEO/Public Finance 
Accounting implemented two (2) recommendations from the original audit report.  
Because satisfactory corrective action has been taken for the two (2) recommendations, this 
report represents the final close-out of the original audit. 
 
Each month I submit an Audit Status Report to the Board of Supervisors (BOS) where I 
detail any material and significant audit findings released in reports during the prior month and 
the implementation status of audit recommendations as disclosed by our Follow-Up Audits.  
Accordingly, the results of this audit will be included in a future status report to the BOS. 
 
  
Other recipients of this report are listed on the OC Internal Auditor’s Report on page 3. 
 

 

 

Audit No. 1317-F1 August 27, 2014 

TO: Michael B. Giancola, County Executive Officer
Jan Grimes, Auditor-Controller 
 

FROM: Dr. Peter Hughes, CPA, Director  
Internal Audit Department 

SUBJECT: First and Final Close-Out Follow-Up Audit: 
Community Facilities Districts/Mello-Roos, 
Original Audit No. 1317, Issued  
January 9, 2014 
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Scope of Review 
We have completed a First Follow-Up Audit of the Community Facilities Districts/Mello-Roos.  
Our audit was limited to reviewing actions taken, as of July 31, 2014, to implement the two (2) 
recommendations from our original audit report dated January 9, 2014. 
 

Background 
The Mello-Roos Community Facilities Act of 1982 
In 1978, Californians enacted Proposition 13 which limited the ability of local public agencies to 
increase property taxes based on a property’s assessed value. In 1982, the Mello-Roos 
Community Facilities Act of 1982 (Government Code §53311 - 53368.3) was created to provide 
an alternate method of financing needed improvements and services.  
 
The Mello-Roos Community Facilities Act allows any county, city, special district, school district 
or joint powers authority to establish a Mello-Roos Community Facilities District (a “CFD”) which 
allows for financing of public improvements and services. The services and improvements that 
Mello-Roos CFDs can finance include streets, sewer systems and other basic infrastructure, 
police protection, fire protection, ambulance services, schools, parks, libraries, museums and 
other cultural facilities. By law, the CFD is also entitled to recover expenses needed to form the 
CFD and administer the annual special taxes and bonded debt. 
 
By law (Proposition 13), the Special Tax cannot be directly based on the value of the property.  
Special Taxes instead are based on mathematical formulas that take into account property 
characteristics such as use of the property, square footage of the structure and lot size.  The 
formula is defined at the time of formation, and will include a maximum special tax amount and 
a maximum annual percentage increase. 
 
Government Code (Section 53311, et seq.) 
The California Government Code Sections 53311 - 53368.3 governs the Mello-Roos Community 
Facilities Act of 1982. 
 
CEO/Public Finance 
The Chief Financial Officer (CFO) ensures the financial stability of the County by managing all 
financial functions in an efficient, cost-effective and responsive manner. The Orange County 
Public Finance Division is primarily responsible for managing the County's public debt 
programs. 
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Public debt programs are designed to access funds for the construction and acquisition of public 
facilities (airports, courts, schools, etc.) and infrastructure needs (roads, bridges, storm drains, 
etc.), and the implementation of programs targeted for the well-being of the community (housing 
programs for low-income residents, etc.). 
 
CEO/Public Finance is part of the County Executive Office (CEO) under the leadership and 
oversight of the Chief Financial Officer (CFO) and Director CEO/Public Finance.  CEO/Public 
Finance is primarily responsible for managing the County's public debt programs, including 
Community Facilities Districts (CFDs). 
 
CEO/Public Finance Accounting 
CEO/Public Finance Accounting (PFA) is one of the Auditor-Controller’s Satellite Accounting 
Operations (Auditor-Controller PFA).  Auditor-Controller PFA is primarily responsible for 
providing specialized accounting support/services in accordance with the complex needs of 
CEO/Public Finance. 
 

Results  
Our First Follow-Up Audit indicated that CEO/Public Finance Accounting fully implemented 
the two (2) recommendations from our original audit report.  As such, this report represents 
the final close-out of the original audit.  Based on our First Follow-Up Audit, the following is 
the implementation status of the two (2) original recommendations: 

 
Finding No. 1 – Estimating Administrative Costs (Control Finding) 
 
Recommendation No. 1: We recommend CEO/Public Finance Accounting calculate the 
Special Tax Requirement in accordance with the Rate and Method of Apportionment by 
consistently and reasonably applying actual administrative expenses or reasonable estimates 
based on the most recently available data. 

 
Current Status:  Implemented.  CEO/Public Finance Accounting calculated the Special Tax 
Requirement for FY 14-15 in accordance with the Rate and Method of Apportionment by 
consistently and reasonably applying estimates based on the most recently available data.  
CEO/Public Finance Accounting compared FY 12-13 administrative expenses to FY 13-14 
administrative expenses for each CFD and if the variance was greater than or equal to 15%, 
then the tax rate calculation for that CFD was updated to reflect the most recent available 
administrative expenses data.  
 
 
Finding No. 2 – Monitoring Project Costs (Control Finding) 
 
Recommendation No. 2: We recommend CEO/Public Finance Accounting develop procedures 
to ensure Project Cost Reports and Statement of Sources and Uses Reports are prepared 
timely and reflect an accurate accounting of remaining available cash balances.  In addition, we 
recommend CEO/PFA complete a reconciliation between the Project Cost Reports and 
Statement of Sources and Uses to the General Ledger on a regular basis to ensure all project 
costs (including those costs not directly charged against a specific cost category) are properly 
recorded. 
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Current Status:  Implemented.  CEO/Public Finance Accounting completed the Project Cost 
Reports and Statement of Sources and Uses Reports on a monthly basis.  We noted the Project 
Cost Reports and Statement of Sources and Uses Reports were cross-referenced and 
reconciled to the General Ledger during the review process effective with the March 2014 
reports. 
 
 
Distribution Pursuant to Audit Oversight Committee Procedure No. 1: 
 
 Members, Board of Supervisors 
 Members, Audit Oversight Committee 
 Mark Denny, Chief Operating Officer 
 Frank Kim, Chief Financial Officer 
 Suzanne Luster, Director, CEO/Public Finance 
 Denise Steckler, Chief of Staff, Auditor-Controller 
 Tonya Riley, Chief-Deputy Auditor-Controller, Satellite Accounting Operations 
 Claire Moynihan, Manager, CEO/Public Finance Accounting 
 Foreperson, Grand Jury 
 Susan Novak, Clerk of the Board of Supervisors 
 Macias Gini & O’Connell LLP, County External Auditor 
 


