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•^iscal Year Business Unit Depar tment Priority No. 
2016-17 1701 Bus iness Overs ight 3 

Budget Request Name Prog ram Subprogram 
1701-003-BCP-BR-2016-GB Execut ive 

Budget Request Descr ipt ion 

Internal Audi t ing Unit 

Budget Request S u m m a r y 
The Department of Bus iness Overs ight ( D B O ) requests $334,000 for one permanent Senior Management 
Audi tor and one Assoc ia te Managemen t Audi tor to establ ish an internal audit ing unit to prov ide ongoing, 
independent , object ive evaluat ion and assessmen t of internal controls of the newly created DBO. The posit ion 
wil l be special funded by l icensee assessmen ts in State Corporat ions Fund 0067, Local Agency Deposit Security 
Fund 0240, Financial inst i tut ions Fund 0298, and Credit Union Fund 0299. No Genera l Fund dollars are being 
requested. 
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B C P Fiscal Detail Sheet 
B C P Tit le: M a n a g e m e n t Aud i t P o s i t i o n R e q u e s t 

Budget Request Summary 

Pos i t ions - P e r m a n e n t 

Tota l P o s i t i o n s 

Salar ies and W a g e s 

Earn ings - P e r m a n e n t 
Tota l S a l a r i e s a n d W a g e s 

Tota l Staf f Benef i t s 

Tota l P e r s o n a l S e r v i c e s 

Opera t i ng E x p e n s e s a n d E q u i p m e n t 
5301 - G e n e r a l E x p e n s e 
5 3 0 2 - Pr in t ing 
5 3 0 4 - C o m m u n i c a t i o n s 
5 3 0 6 - P o s t a g e 
5 3 2 0 - T rave l : In -Sta te 
5320 - T rave l : Ou t -o f -S ta te 
5 3 2 2 - T ra in ing 
5 3 2 4 - Faci l i t ies Ope ra t i on 
5 3 4 4 - C o n s o l i d a t e d Data C e n t e r s 
5 3 4 6 - In fo rmat ion T e c h n o l o g y 

Tota l O p e r a t i n g E x p e n s e s a n d E q u i p m e n t 

Tota l B u d g e t R e q u e s t 

Fund Summary 
Fund Sou rce - S ta te Ope ra t i ons 

0 0 6 7 - S ta te Co rpo ra t i ons F u n d 
0240 - Loca l A g e n c y Depos i t Secur i t y Fund 
0 2 9 8 - F inanc ia l Inst i tu t ions F u n d 

0 2 9 9 - Cred i t Un ion Fund 
Tota l S ta te O p e r a t i o n s E x p e n d i t u r e s 

Tota l A l l F u n d s 

D P N a m e : 1 7 0 1 - 0 0 3 - B C P - D P - 2 0 1 6 - G B 

F Y 1 6 

C Y B Y BY+1 B Y + 2 B Y + 3 B Y + 4 
0.0 2.0 2.0 2.0 2.0 2.0 

0.0 2.0 2.0 2.0 2.0 2.0 

0 148 148 148 148 148 
$0 $148 $148 $148 $148 $148 

0 61 61 61 61 61 

$0 $209 $209 $209 $209 $209 

0 4 0 32 32 32 32 
0 2 2 2 2 2 
0 4 2 2 2 2 
0 2 2 2 2 2 
0 22 22 22 22 22 
0 2 2 2 2 2 
0 6 6 6 6 6 
0 28 28 28 28 2 8 
0 2 2 2 2 2 
0 17 14 14 14 14 

$0 $125 $112 $112 $112 $112 

$0 $334 $321 $321 $321 $321 

0 196 188 188 188 188 

0 2 2 2 2 2 

0 106 102 102 102 102 

0 30 29 29 29 29 

$0 $334 $321 $321 $321 $321 

$0 $334 $321 $321 $321 $321 

Program Summary 
P r o g r a m Fund ing 



I nves tmen t P r o g r a m 
L icens ing a n d Supe rv i s i on of B a n k s 
and Trus t C o m p a n i e s 
Admin i s t ra t i on of Loca l A g e n c y 
Secur i t y 
Cred i t Un ions 

9 9 0 0 1 0 0 - Admin i s t ra t i on 
9 9 0 0 2 0 0 - Admin i s t ra t i on - D is t r ibu ted 
Tota l Al l P r o g r a m s 

1510 -

1520 -

1545 -

1550 -

196 188 188 188 188 

106 102 102 102 102 

2 2 2 2 2 

30 29 29 29 29 

334 321 321 321 321 

- 3 3 4 ^321 ;^321 ^321 -321[ 
$334 $321 $321 $321 $321 



B C P Tit le: M a n a g e m e n t Aud i t P o s i t i o n R e q u e s t D P N a m e : 1 7 0 1 - 0 0 3 - B C P - D P - 2 0 1 6 - G B 

Personal Services Details 

S a l a r y In format ion 
Pos i t ions M in M id Max C Y B Y BY+1 B Y + 2 B Y + 3 B Y + 4 

4 1 5 9 - A s s o c M g m t Aud i to r (Eff. 0 7 - 0 1 - 2 0 1 6 ) 0.0 1.0 1.0 1.0 1.0 1.0 

4 1 6 1 - Sr M g m t Aud i to r (Eff. 0 7 - 0 1 - 2 0 1 6 ) 0.0 1.0 1.0 1.0 1.0 1,0 

Tota l P o s i t i o n s 0.0 2.0 2.0 2.0 2.0 2.0 

Sala r ies a n d W a g e s C Y B Y BY+1 B Y + 2 B Y + 3 B Y + 4 

4 1 5 9 - A s s o c M g m t Aud i to r (Eff. 0 7 - 0 1 - 2 0 1 6 ) 0 67 67 67 67 67 
4 1 6 1 - S r M g m t Aud i to r (Eff. 0 7 - 0 1 - 2 0 1 6 ) 0 81 81 81 81 81 

Tota l S a l a r i e s a n d W a g e s $0 $148 $148 $148 $148 $148 

Staf f Benef i t s 

5 1 5 0 3 5 0 - Heaithi I nsu rance 0 13 13 13 13 13 

5 1 5 0 5 0 0 - O A S D I 0 9 9 9 9 9 
5 1 5 0 6 0 0 - Re t i r emen t - G e n e r a l 0 29 29 2 9 29 29 

5 1 5 0 8 0 0 - W o r k e r s ' C o m p e n s a t i o n 0 1 1 1 1 1 

5 1 5 0 9 0 0 - Staf f Benef i t s - O the r 0 9 9 9 9 9 
Tota l Staf f B e n e f i t s $0 $61 $61 $61 $61 $61 

Tota l P e r s o n a l S e r v i c e s $0 $209 $209 $209 $209 $209 



j d g e t C h a n g e P r o p o s a l - C o v e r S h e e t 
r.46 (REV 08/15) 

B u d g e t Reques t S t i m n i a r y 

The Department of Bus iness Overs ight (DBO) requests $334,000 for one permanent Senior 
Management Auditor and one Associate Management Audi tor to establ ish an internal audit ing unit to 
provide ongoing, independent , object ive evaluat ion and assessment of internal controls of the nevvly 
created DBO The posi t ion will fie special funded by l icensee assessments in State Corporat ions Fund 
0067, Local Agency Deposi t Secur i ty Fund 0240, Financial Insti tut ions Fund 0298, and Credit Union 
Fund, 0299. No Genera l Fund dolla.rs are being requested. 

B a c k g r o u n d / H i s t o r y {Provide relevant backgrQund/history and provide program resource history. 
Provide workload metrics, if applicable.) 

Pursuant to the enac tment of Governor Brown's second reorganizat ion plan (GRP2) , on July 1. 2013, 
the Department of Corpora t ions and the Department of Financial Institutions vjere merged to create the 
Depadment of Business Overs ight (DBO) . The DBO's si.x divis ions oversee 23 financial services 
industries and l icenses. 

The stated mission of the D B O is "to regulate state l icensed f inancial institutions, products and 
professionals in order to prov ide accessibi l i ty to a fair and secure f inancial services marketplace." The 
DBO serves California by enforc ing (he state's f inancial services laws and by providing resources to 
Cali fornians to make in fo rmed f inancial decisions. The D B O oversees the opeia t ions of state- l icensed 
financial institutions, inc luding banks, credit unions, money transmit ters, issuers of payment instruments 
and traveler's checks, and p rem ium finance companies. Addi t ional ly, the DBO licenses and regulates a 
variety of financial bus inesses , including socuri l ies brokers and dealers, investment advisors, and 
payday lenders. 

The Legislature d e e m e d audi t ing to be so important that it enac ted Government Code §1237, requiring 
that state agencies wi th agg rega te annual spending of fifty mil l ion dol lars or more consider establ ishing 
an ongoing audit funct ion. Recent legislat ion added Government Code §13885 et seq., to focus 
attention again on the impor tance of audit activit ies, with provis ions that ensure the independence of 
internal auditors. T f iese prov is ions also recognize that f indings of internal auditors must be reported to 
the appropriate levels of gove rnmen t to safeguard public funds and the public trust. 

Because the annual appropr ia t ion of the Department of Corporat ions and the Department of Financial 
Institutions individually was less than fifty mill ion dollars, neither depar tment considered, maintained, 
nor were funded for an internal audit unit. However, the newly me rged DBO's 2015-16 appropriat ion is 
$89 mil l ion, well over the th resho ld of the legislafure's requi rement . Fol lowing the Legislature's 
requirement to consider the establ ishment of an independent internal audi t funct ion, the DBO has 
ascertained that it needs to establ ish an Internal Audit Office to assist execut ive management in the 
effective discharge of responsibi l i ty by providing objective audits and reviews of the Department 's 
various operat ions. 

The IDBO strategic plan is current ly under development by a depar tmenta l task force. The strategic plan 
task force is using Strength W e a k n e s s Opportunit ies Threats ( S W O T ) analysis to develop goals, 
object ives, and act ion steps that will include proposals and recommenda t ions for implementat ion. 
Currently, the DBO lacks the ongo ing expert ise to evaluate process improvements necessary to ensure 
the object ives of the strategic p lan will be successful . 

State Leve l C o n s i d e r a t i o n s 

This proposal will further t l ie goals of the GRP2 and of the Legis lature by focusing efforts on an 
independent audit of internal controls as well as effective resource uti l ization. 
The Internal .Auditing Unit ( lAU) will provide the independence and objectivi ty necessary to effectively 
evaluate, assess, and s t rengthen implementat ion of the DBO's merger and its strategic plan which will 
soon be completed. 
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This proposal has no direct or indirect impact on other s late depar tments or agencies. 

No fee increases to l icensees of any of the furtds will be necessary to support this proposal, 

D. J u s i i f i c a i i o n 

As an oversight agency, it is critical that the DBO safeguard its public trust by ensur ing that it 
establ ishes and fol lows as closely as possible exemplary business pract ices, just as it requires of its 
l icensees. To ensure the D B O establ ishes and maintains appropr iate internal controls, an internal audit 
funct ion is essent ia l . 

This proposal will further the goals of the GRP2 by focusing efforts on effective resource uti l ization, 
promot ing consumer protect ion, and maximiz ing technoiogy appl icat ions in support of mission-crit ical 
activit ies. As a newly merged department, the DBO has special chal lenges. Every merger promises to 
create value from some fo rm of synergy, yet often the benefi ts that look so good on paper often do not 
material ize. The DBO is commi t ted to successfui implementat ion of the merger, with improved systems 
and increased operat ional eff ic iencies. 

Whi le the DBO staff is very proud of the work accompl ished to date, the D B O lacks the resources to 
make an object ive appra isa l of its efforts. As the D B O comple tes its first strategic plan and measures 
depar tmenta l r isks for the 2015 SLAA report, the need for the expert ise of an independent internal 
auditor has become apparent . The DBO has identif ied the need for an lAU to provide needed 
independent and object ive assessment of the DBO operat ions. The lAU will evaluate and assess the 
DBO's consol idat ion efforts by moni tor ing and evaluat ing the ef fect iveness of the DBO's risk 
management processes. 

Due to the nature, complexi ty, and independence required to evaluate the DBO's operat ions, the lAU 
will report to the Commiss ioner . The lAU will rev iew the DBO's systems documentat ion and 
communicat ions to emp loyees regarding the systems. The IAD wil l independent ly plan and perform 
depar tmenta l operat ions audi ts. The lAU will inspect and verify accounts, records, and reports to 
determine that t ransact ions are accurate and that internal controls are in place. The lAU will issue 
f indings in the form of wr i t ten reports to the Commiss ioner . The reports will include recommendat ions of 
controls to put in place to reduce risk to the DBO's operat ions Periodic evaluat ions may result in 
system modif icat ions as changes in condit ions warrant . 

Current ly the D B O relies on its Execut ive Management to establ ish the internal controls within their 
divisions of the DBO. The D B O is lacking a global depar tmenta l v iew of internal control. Establ ishing 
an internal audit ing unit will assist execut ive managemen t in the effect ive discharge of responsibi l i ty by 
providing objective audits and reviews of the Depar tment 's var ious operat ions. The lAU will provide 
management with independent and oti ject ive assessments regarding the: responsible and effective use 
of public resources: ach ievement of objectives and the mission of the department ; improvement of 
government operat ions: de ter rence and detect ion of f raud and abuse; and assurance of departmental 
accountabi l i ty and integrity. Government Code Sect ion 1237 requires state agencies with an aggregate 
annual spending of fifty mi l l ion dollars or more to consider establ ishing an ongoing audit funct ion. The 
D B O aggregate annual spend ing in fiscal year 2015-16 is $89 mil l ion and an internal audit unit will 
provide a systemat ic, d isc ip l ined approach to evaluate and improve the effect iveness of risk 
management , control , and governance processes. 

The lAU will follow the audit s tandards of the International Standards for the Professional Practice of 
Internal Audit ing and Genera l ly Accepted Government Audi t ing Standards to conduct the internal 
reviews of the DBO. 

The lAU will support the DBO's focus on the cont inuous process improvements necessary to 
strengthen both the eff iciency and effect iveness of internal processes and controls. The iAU will 
promote an env i ronment that supports the evaluat ion and moni tor ing of internal controls while 
opt imizing overall risk mit igat ion throughout the DBO. The IAU will provide independent, objective 
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feedback on the DBO's developing goals and risk mi i igat ion activities as wel l as management ' s 
proposed solut ions to maximize the resources of the DBO, The Senior Managemen t Auditor will 
evaluate and assess agency operat ional controls. Effective execut ion of the init iatives and goals of the 
strategic plan will resul l in the DBO becoming a stronger, more effective regulator. Improved consumer 
protect ion and opt imal resource use related to l icensee examinat ions and supervis ion will establ ish a 
sound f inancial marketp lace for Cal i fornians, 

Tfie IAU will be a crit ical resource to mar iagernent by providing an independent and objective view of 
the internal controls wi th in the DBO. The IAU will provide reports and f indings to management by 
audit ing the fo l lowing; operaf ions, the reliabil ity of report ing for internal and external use. and 
compl iance with appl icable laws and regulat ions. Wi thout the IAU the DBO will cont inue to rely on 
Execut ive fVlanagement to provide review of internal control within their divisions. Division Deput ies do 
not have an object ive v iew of the work per formed and may lose sight of internal controls, thereby 
increasing ttie risk that the D B O will not meet its regulatory object ives. The IAU will provide reasonable 
assurance to managemen t that the goals and object ives under the regulatory control of the DBO are 
t ieing met. 

C l a s s i f i c a t i o n Activity 
H o u r s Per 
O c c u r r e n c e 

O c c u r r e n c e s 
Per Year 

t o t a l ! 
H o u r s ; 

S e n i o r 
M a n a g e m e n t 
A u d i t o r 

Rev iew operat ions of DBO's six 
div is ions fo evaluate internal control 
sys tems and determine specif ic 
risks facing the DBO. Creates a 
work plan to review the internal 
contro ls of each division every two 
years. fTeviews completed audit and 
evaluat ions to ensure object ives and 
profess ional standards are met 
Ensures findings and 
recommendat ions are clear, 
conc ise, complete, and fairly 
presented. Acts to ensure D B O 
managemen t stays in formed of the 
progress of the ass ignments . 

130 3 390 

1 
j 

i 

i 

! 
( 

i 
1 

Rev iew the strategic plan to 
determine whether effective controls 
have been put in place to attain the 
p lanned goals. 

45 3 135 

1 
j 

i 

i 

! 
( 

i 
1 

Plan audit programs to evaluate the 
effect ive use of public resources, 
ach ievement of the object ives and 
the mission of tiie department , 
improvement of operat ions, 
deter rence of fraud and abuse, and 
assurance of depar tmenta l 
accountabi l i ty and integrity. 

30 3 SO 

1 
j 

i 

i 

! 
( 

i 
1 

Coord inates If ie work to inspect and 
verify accounts, records and reports 
to determine whether t ransact ions 
are accurate and ttiat internal 
controls are in place and work ing as 
in tended. | 277 

f 

0 831 

1 
j 

i 

i 

! 
( 

i 
1 
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R e c o m m e n d to managemen t 
controls that shou ld be in place to 
reduce risk to DBO's operat ions. 
Make effective oral presentat ions of 
f indings and recommendat ions to 
execut ive managements . _ 
Supervises subord inates ' 
per formance and completes 
administ ra l ive funct ions, such as 
communicat ing pol icies and 
procedures, moni tor ing 
per formance, and reviewing and 
approving the annua l individual 
Deve lopment P\an. 

55 165 

35 105 
Complete cont inuing professional 
educat ion requi rements as required 
by Governmenta l Audi t S tandard , 
and per forms other duties as 
appropr iate. 

40 40 

1,756 

C l a s s i f i c a t i o n A c t i v i t y 
H o u r s Per 
O c c u r r e n c e 

O c c u r r e o c e s 
Per Year 

To ta l 
H o u r s 

A s s o c i a t e 
M a n a g e m e n t 

1 A u d i t o r 

Collects and documents data 
obta ined from program records; ad 
hoc and formal reports; au tomated 
and manua l sys tems; interviews 
managemen t and staff; documen t 
reviews, work papers, and 
•permanent f i les; obse ives work in 
progress. 174 3 522 
Analyzes and interprets data to 
determine the level of compl iance 
with appl icable pol icies, procedures, 
laws, and regulat ions; analyzes and 
interprets data to determine the 
adequacy of system of contro ls, tfie 
reliability of system data, and the 
level of implementat ion r elated to 
DBO's in format ion technology 
projects. 252 3 756 
Develops audit f indings, the causes 
for the f indings, and the effect(s) of 
the f indings on the program being 
audi ted; develops al ternat ives and 
recommendat ions for the resolut ion 
of f indings; prepares wri t ten reports 
of f indings that are clear, concise, 
and compie ie . 147 3 

i 

441 1 
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1 Comple tes cont inuing professional 
educat ion requi rements as lequired 
by Governmenta l Audit Standard, 
and per fo rms other dut ies as 
appropr ia te . 40 40 

1759 

E. O u t c o m e s a n d A c c o u n t a b i l i t y (Provide summary of expected outcomes associated with Budget 
Request and provide the projected workload metrics that reflect how this proposal improves the metrics 
outlines in the Background/History Section.) 

The Internal Audit ing Unit, wil l support the DBO's focus on cont inuous proGe.ss improvements necessary 
to strengthen both the eff iciency and effect iveness of the newly created DBO. To ensure independence, 
the IAU will report directly to the Commiss ioner . Ti ie responsibi l i t ies of the unit will be to evaluate and 
assess 1) the consol idat ion efforts of the DBO, 2) the implementat ion of its strategic plan goals; and 3) 
internal controls of each div is ion within the 0 8 0 . The deput ies of the programs will use objective 
feedtrack from the IAU to deve lop appropr iate internal controls and measures for the monitor ing of the 
work per formed within each div is ion. As changes in condit ions warrant , per iodic evaluat ions f rom tlie 
IAU may result in system modi f icat ions to facil itate ongoing sys tem enhancements throughout the DBO. 

F. A n a l y s i s c f A l l Feas ib le ASternat ives 

A l t e r n a t i v e 1 -- Hire one permanen t Senior Management Auditor and one Associate Management 
Auditor in f iscal year 2016-2017. 

Pros: 
The DBO will have staff posi t ions available to take an unb iased object ive view of the DBO's 
consol idat ion efforts and provide construct ive feedback for improvements . 
Provides the D B O wi th ongoing expert ise and evaluat ion ot the strategic plan. 
Provides Execut ive Managemen t with an object ive and independent assessment of the 
internal controls in place within their division. 
Promotes eff icient uti l ization of resources. 
Improves the D B O operat ions 
Deters f raud and abuse within the DBO. 
Provides assurance of D B O accountabi l i ty and integri ly 

Cons: 
» Costs to the D B O will increase 

A l t e r n a t i v e 2 - Hire one two-year l imited-term Senior Managemen t Auditor and one two-year limited 

term Associate Management Audi tor in f iscal year 2016-17 

Pros: 

* The DBO will have internal control assessment for two years . 

Cons: 

' Ti l ls solut ion does not provide ongoing evaluat ion and assessment of internal controls after 
2 years. 

i= Limited ierm appl icants may not be of the highest caliber. 
• Retaining a Senior Management Auditor and Associate Managemen t Auditor may be 

difficult: incumbents in l imited term posit ions often seek permanent employment. A sudden 
vacancy would leave the DBO without the evaluat ion and assessment of internal controls 
expert ise needed 
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- Staff turnover in a l imited term posit ion would leave the DBO execut ive staff with a steep 
learning curv'e to overcome. 

A i t s rnax ive 3 ~ Hire externa l contractor in fiscal year 2016-17 

Pros: 
^ The DBO will have the resource needed to provide audi t ing for internal control service, 
*; A n external contractor would remain independent and object ive during audit reviews. 

Cons; 
« Contract ing for an interna) control auditor may cost i iundreds of thousands of dol lars, much 

more than the cost of hir ing a permanent staff posi t ion. 
-̂ This solut ion does not provide ongoing evaluat ion and assessment of DBO operat ions 

necessary to comply with Government Code Sect ion 1237. 
J This al ternat ive will not p romote the expertise of State employees , 

G. I m p l e m e n t a t i o n P l a n 

Upon approval of Ihis request , the DBO wil l advert ise and hire the for the Senior Management Auditor 
and Associate Managemen t Audi tor posit ions. The IAU will report directly lo the Commissioner. Initially, 
the IAU will comple te a basel ine review of exist ing internal contro ls , including a review of the strategic 
plan analytics and related documenta t ion . 

H. S u p p l e m e n t a l I n f o r m a t i o n (Describe special resources and provide details to support costs including 
appropriate back up.) 

No special resources are ant ic ipated to support this posit ion. The Senior Management Auditor and 
Associate Management Audi tor vdil be accommodated by exist ing faci l i t ies, 

I. R e c o m m e n d a t i o n 

Appropr iate $334,000 to hire one permanent Senior Management Audi tor and one Associate 
Management Auditor in f iscal year 2016-2017 to provide ongo ing , independent , objective evaluat ion 
and assessment of internal contro ls of the newly created DBO. The posit ion will be funded by l icensee 
assessments col lected t)y the D B O Special Funds, State Corporat ions Fund 0067, the Local Agency 
Deposit Securi ty Fund 0240, the Financial Institutions Fund 0298 , and the Credit Union Fund, 0299. No 
General Fund dol lars are be ing requested. 

PAGE !i -6 


