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Transmittal Letter 

Audit No. 2650-C 
 

April 9, 2007 
  
TO: Bryan G. Speegle, Director 

 Resources and Development Management Department 
 
FROM: Peter Hughes, Ph.D., CPA, Director 

 Internal Audit Department 
 
SUBJECT: Initial Follow-Up Audit of Limited Review of Lease Revenue for  
 Newport Dunes Waterfront Resort, Original Audit No. 2462 
 
We have completed the First Follow-Up Audit of the Limited Review of Lease Revenue for Newport 
Dunes Waterfront Resort.  Our audit was limited to reviewing actions taken, as of September 30, 2006, 
to implement the recommendations made in our original audit report dated April 7, 2006.  The results 
of our Follow-Up Audit are discussed in the Internal Auditor’s Report following this transmittal 
letter.   
 
At the request of the Audit Oversight Committee (AOC), we are to bring to their attention any audit 
recommendations we find still not addressed, resolved, or implemented after our Second Follow-Up 
Audit.  The AOC requests that such open issues appear on the agenda at their next scheduled meeting 
for their discussion.  The Second Follow-Up Audit will be conducted six months from the date of this 
report (April 9, 2007).  We have provided a Second Follow-Up Audit Report Form for completion 
prior to our Second Follow-Up 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. 
 
As always, the Internal Audit Department is available to partner with you so that you can successfully 
implement or mitigate difficult audit recommendations.  Please feel free to call me should you wish to 
discuss any aspect of our audit report or recommendations.  
 
Attachment A:  Report Item Classification 
Attachment B:  RDMD Management Responses 
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The Internal Audit Department is an independent audit function reporting directly to the Orange County Board of Supervisors. 
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INTERNAL AUDITOR’S REPORT 
 

Audit No. 2650-C 
 
April 9, 2007 
 
 
Bryan Speegle, Director 
Resources & Development Management Department 
300 N. Flower Street 
Santa Ana, CA 92703 
 
We have completed the First Follow-Up Audit of the Limited Review of Lease Revenue for Newport 
Dunes Waterfront Resort.  Our audit was limited to reviewing actions taken, as of September 30, 2006, 
to implement the recommendations made in our original audit report dated April 7, 2006.   
 
The original audit report contained nineteen (19) recommendations.  This First Follow-Up Audit found 
the following: 
 

• Fifteen (15) recommendations were fully implemented. 
• One (1) recommendation was partially implemented. 
• One (1) recommendation is in process. 
• One (1) recommendation was not implemented. 
• One (1) recommendation is no longer applicable. 

 
The three (3) audit report recommendations that have not been fully implemented are noted below 
along with a comment on the current status.  The item number from the April 7, 2006 report is shown in 
parentheses after the heading.  We believe the remaining recommendations are still appropriate and 
further efforts should be made to fully implement it.   
 
Note: The three items that are not fully implemented in this Follow-Up Audit report are considered a 
“control finding.”  See Attachment A for a description of Report Item Classifications.  
 
 
1. Incorrect Credit (No. 6) 
 

Recommendation:  We recommend that RDMD require NDWR to provide documentation to 
support adjustments before authorizing future credits against monthly rent. 
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Current Status:   Partially Implemented.  In 2006, NDWR noticed that 2004 and 2005 gross 
receipts reported to the County were more than reported in its audited financial statements.  As 
these discrepancies existed, NDWR took two credits amounting to $4,244 in May 2006 without 
providing adequate supporting documentation to the County and without obtaining the County’s 
pre-approval.  NDWR provided copies of the audited statements showing the variances, but did not 
provide additional detailed information (including an explanation or analysis) that would be needed 
by the County to determine the validity of the credits.  During our fieldwork, NDWR provided 
additional documentation and explanation for the credits taken in May 2006.  As a result, it was 
determined that NDWR owes the County $1,390 for incorrect credits taken.    
 
RDMD Planned Action:  RDMD, in concert with Internal Audit, reviewed the supporting 
documentation and determined that NDWR owed an additional $1,390 for incorrect credits taken.  
When this was brought to NDWR’s attention, NDWR paid the $1,390 (see attached RDMD Receipt 
No. RO705458).  Also, as a result of this most recent review, NDWR is more acutely aware of the 
level of supporting detail RDMD requires to review the appropriateness of any such future rent 
credit and the need to obtain prior approval from RDMD.  In addition, as part of RDMD’s normal 
reconciliation of the monthly gross receipts statements and the audited annual financial statements, 
RDMD continues to scrutinize the statements for any unauthorized credits. 

 
 

2. Mobile Cash Registers (No. 8) 
 
Recommendation:  We recommend that RDMD require NDWR to monitor the completeness of 
sales activity recorded on those mobile cash registers as evidenced by the sequential z-out numbers.    
 
Current Status:   In Process.  NDWR is in the process of implementing a tracking log for each 
mobile register.  The log will be used to record the opening and closing readings from each register 
and to identify breaks in sequence from one day to the next.      
 
RDMD Planned Action:  RDMD facilitated a meeting between RDMD, Internal Audit and NDWR 
to review the existing accounting procedures for the mobile cash registers.  All agreed the existing 
procedures were not entirely adequate and NDWR agreed to implement additional procedures as 
articulated by Internal Audit for the mobile cash registers, including replacement of outdated 
registers, implementation of a tracking log, retention of support documentation and instituting new 
procedures for the daily resetting of the registers.  RDMD will continue to monitor NDWR for 
compliance with the agreed upon additional procedures. 

 
 
3. Adequacy of Supporting Records – Serially Numbered Forms (No. 10) 

 
Recommendation:  We recommend that RDMD require NDWR to ensure adequate control is 
maintained over future AquaPark wristbands.  Wristbands should be issued in sequential order and 
all wristbands should be accounted for, including issued and unissued.  
 
Current Status:   Not Implemented.  It appears that NDWR did not maintain adequate 
documentation of AquaPark wristbands.  NDWR indicated they will work to improve 
documentation when the AquaPark reopens for seasonal business in the spring or summer 2007.   
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RDMD Planned Action:  RDMD facilitated a meeting between RDMD, Internal Audit and NDWR 
to review the existing accounting procedures and supporting documentation for AquaPark revenues, 
including supporting documentation for the wristbands.  All agreed the existing procedures were 
not entirely adequate and NDWR agreed to implement additional procedures as articulated by 
Internal Audit for AquaPark revenues including adequate retention of supporting documentation.  
RDMD will follow-up with NDWR in early June 2007 for compliance with the agreed upon 
additional procedures. 

 
 
We appreciate the cooperation and assistance extended to us by the personnel of RDMD and 
RDMD/Accounting during our Follow-Up Audit.  If you have any questions, please contact me directly 
or Eli Littner, Deputy Director at (714) 834-5899 or Autumn McKinney, Senior Audit Manager at 
(714) 834-6106. 
 
Sincerely, 
 
 
 
Peter Hughes, Ph.D., CPA 
Director, Internal Audit 
 
Attachment A:  Report Item Classification 
Attachment B:  RDMD Management Responses 
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ATTACHMENT A:  Report Item Classifications 
 
For purposes of reporting our audit observations and recommendations, we will classify audit report 
items into three distinct categories:  
 
Material Weaknesses:   
Audit findings or a combination of Significant Issues that can result in financial liability and exposure 
to a department/agency and to the County as a whole.  Management is expected to address “Material 
Weaknesses” brought to their attention immediately. 
 
Significant Issues:   
Audit findings or a combination of Control Findings that represent a deficiency in the design or 
operation of processes or internal controls.  Significant Issues do not present a material exposure 
throughout the County.  They generally will require prompt corrective actions.  
 
Control Findings:  
Audit findings that require management’s corrective action to implement or enhance processes and 
internal controls.  Control Findings are expected to be addressed within our follow-up process of six 
months, but no later than twelve months.  
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ATTACHMENT B:  RDMD Management Responses 
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ATTACHMENT B:  RDMD Management Responses (continued) 
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ATTACHMENT B:  RDMD Management Responses (continued)
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ATTACHMENT B:  RDMD Management Responses (continued)
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ATTACHMENT B:  RDMD Management Responses (continued)
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