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Credit Unions Then and Now

Specialized Audits & Outsourcing

Credit unions continue to merge. 
Approximately 250 to 300 credit unions a 
year merge.

 1980 there were 17,350 credit unions, 
 1990 there were 12,886 credit unions 
 2000 there were 10,316 credit unions 
 2010 there were 7,339 credit unions 
 2021 there were 4,942 credit unions 



5

Credit Unions Then and Now
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While the number of credit unions 
are dropping, the size and 
relevance of them continue to 
grow.

 In 1970, there were 
approximately 11 million 
members with assets totaling $9 
million.

 In 2021, there were 130 billion 
members with assets totaling just 
over $2 trillion.
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Credit Unions Are Relevant to Members

Specialized Audits & Outsourcing

From the continued growth in the industry in terms of:

• Active Members

• Total Assets

• Increased Visibility

Credit Unions remain relevant to their members and 
help improve their lives. But to remain relevant they 
have had to become more sophisticated and compliant 
with banking regulations.

All of this activity requires oversight at some level.
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The Evolution of Credit Unions & The Banking Industry
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In order for credit unions to remain relevant 
they have to offer the same services to 
consumers as banks but in a better way.

The banking environment is such that 
although certain activities are restricted for 
credit unions, the services they offer have 
to follow the same rules and requirements 
as their banking counterparts.
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Technological Advances
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 Most credit unions started employing computers into their 
operations in the ’80s while banks may have employed them 
several years earlier.

 By 1990, most if not all banks and credit unions employed 
computers to manage customer/member accounts.

 This change in operations increased operating costs since 
most of the services introduced were managed by systems.

 In order for institutions to compete they had to continue to 
invest in technology and costs kept increasing.  

 Not only did the cost of providing services go up, the need to 
audit the technology increased.
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Regulatory Changes & The CFPB
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The Consumer Financial Protection Bureau 
was established on July 21, 2011 under the 
guidance of President Barack Obama.

The CFPB was created to provide a single 
point of accountability for enforcing federal 
consumer financial laws and protecting 
consumers in the financial marketplace. 
Before, that responsibility was divided among 
several agencies, including the FDIC and 
NCUA.

The CFPB delegated the supervision of 
consumer financial laws for banks and credit 
unions under $10 billion to FDIC and NCUA, 
but reserved the right to push them aside if 
they felt these agencies were not doing an 
adequate job of supervision.
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Specialized Audits
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The growth in Regulations and Regulatory oversight, 
sophistication of services, and fraudsters are all reasons why 
audits are becoming more comprehensive and specialized.

When completing certain audits just once a year, it may not be 
feasible to take on the required training and time to develop an 
audit program for that area.

Examples of these specialized audits are listed below:

 Information Technology General Controls (ITGC)
 Penetration and Vulnerability Assessments
 Enterprise-wide Risk Assessments
 Commercial Loan Reviews
 ACH (ODFI) Reviews
 TILA-RESPA Integrated Disclosure (TRID)
 Website Compliance (ADA/Regulatory/Security)
 ALM/IRR Reviews
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Evolution of The Internal Audit Function

Specialized Audits & Outsourcing

In the ’70s and ’80s credit unions were smaller, 
less complex and regulations were not as 
comprehensive. We used to hear “we are a 
credit union, that does not apply to us.” This is 
no longer the case.

In this environment, mid-sized and larger credit 
unions were able to operate with a part-time or 
full-time internal auditor with less formal 
operating standards.

But in today’s world, this is not very effective and 
internal audit administration requires a degree 
structure. The most common framework is the 
Institute of Internal Auditors (IIA). 
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The Institute of Internal Auditors
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The IIA framework consists of 33 performance standards covering 
all aspects of running an Internal Audit department. The following 
are some of the areas the standard covers:

 Managing the internal audit activity
 Engagement Planning / Scope / Objectives
 Communication and Approval
 Resource Management / Allocation
 Policies and Procedures / Documentation / Supervision Standards
 Coordination and Reliance
 Reporting
 External Service Providers
 Governance
 Risk Management



13

Size and Configuration of IA Departments

Specialized Audits & Outsourcing

While there are all kinds of guidance for various 
elements of Internal Audits, there is no guidance 
as to what the size or configuration of the 
department should be.

There is no one size fits all or a table that shows 
the number of internal auditors based on asset 
size, although there is some proportional 
correlation between size of the credit union and 
the internal audit resources allocated to it. 

One important driver of this is the credit union’s 
Enterprise-wide Risk Assessment, which 
outlines the risk profile of the credit union.
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Options in Configuring Internal Audit Departments

Specialized Audits & Outsourcing

Options in setting up an Internal Audit 
Department:

 Traditional In-house (smaller credit 
unions with more less complex 
operations)

 Hybrid or Co-Sourced (the credit union 
employs a Chief Internal Auditor or VP 
of Internal Audit, then this person hires 
outside help)

 Outsourced (the credit union hires an 
outside CPA firm that will provide the 
SC or Audit Committee with assistance 
in completing internal audits)
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Having an In-House IA Department

Specialized Audits & Outsourcing

Having an In-house IA Department requires the department 
to follow some sort of framework that resembles that of the 
IIA.

 The department has to keep workpapers, review them and create or 
acquire audit programs.

 Complete Risk Assessments and use them to prepare audit plans and 
determine if operational protocols are adequate.

 Hire, train, supervise and retain talent.  

 Be a jack-of-all-trades, know about Lending, Deposit, Accounting, 
Operations, Compliance, Information Technology.

In earlier years when credit unions were not as complex this 
was more manageable. Today, for various reasons, this is not 
as easy.



16

Having an In-House IA Department

Specialized Audits & Outsourcing

Pros

 Significant control on the methodology
 Significant control on timing of the work
 Allows for more continuity year over year
 Consistently have auditors onsite for incidental projects

Cons

 The meter is running, constant cost of labor
 Talent management (hiring, supervising, training)
 Limited experience, only with current employer or 

previous employer
 Limited expertise
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Talent Acquisition and Management

Specialized Audits & Outsourcing

Finding skilled auditors that understand 
the credit union environment is 
challenging in the best of times but in the 
Great Resignation it is infinitely harder.

Even with finding skilled individuals, they 
usually specialize in certain areas.

 Information Technology
 Lending
 Compliance 
 Operations

This makes it hard to have a one-person 
or even two-person internal audit 
department.
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Hybrid or Co-Sourced Arrangements

Specialized Audits & Outsourcing

This is a meet in the middle 
solution. The credit union will 
have one or more resident 
internal auditors who will 
complete certain audits and will 
also retain an outside firm to 
enhance its internal resources 
and complete more specialized 
reviews.

In this scenario, the ranking 
resident internal auditor will 
manage the relationship with the 
outside CPA firm.
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Hybrid or Co-Sourced Arrangements

Specialized Audits & Outsourcing

Pros

 Have an audit resource in-house  
 Allows for more expertise to be involved in audits
 Some continuity with the in-house audit resource ensuring 

continuity
 Pay as you go, do not pay for outside labor unless work is 

complete

Cons

 No control over documentation standards
 No control over methodology
 General reports produced are in the outsourced firm’s format
 Scheduling is more rigid
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Outsourced Internal Audit

Specialized Audits & Outsourcing

In an Outsourced Internal Audit arrangement the credit union 
retains a CPA firm that will essentially act as the internal audit 
function of the credit union.  

 The SC or Audit Committee will approve the audit plan. 

 The outsourced firm will schedule projects with management.  

 The firm will meet with and present reports to the SC or Audit Committee.
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Outsourced Internal Audit

Specialized Audits & Outsourcing

Pros
 Access to many specialists with the right skillsets
 Pay only for audits that are completed
 More independence 
 More robust reports

Cons

 Little control over methodology
 No one consistently on site
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How to Develop an Audit Budget

Specialized Audits & Outsourcing

 Regardless of whether the credit union has 
internal resources or outsources its internal audit 
processes, there needs to be some type of risk 
assessment to determine what will be audited 
based upon the resources (personnel or 
financial) that are available for IA purposes.

 Audits take time (resource expenditure) and 
there needs to be a process that captures 
resource expenditure (time) for budgeting 
purposes.
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Once we get here, 
what’s next?

Specialized Audits & Outsourcing
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Growing Expectations

Specialized Audits & Outsourcing

The role of an internal audit function is  
to focus on reviewing high risk areas, 
which could hamper a credit union’s 
ability to meet its business objectives. 

Even with all these considerations, 
expectations continue to grow. Internal 
Audit functions can grow beyond 
compliance-type role.
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Growing Expectations

Specialized Audits & Outsourcing

Becoming a trusted business 
advisor.

The continuous fast-paced changes in the banking 
environment means an internal audit function needs 
to be more than a compliance checker or a 
watchdog over the credit union’s operations. 

Management, in most organizations, are looking for 
trusted advisors, and internal audit departments are 
in the prime position to fulfill that need. Evolving into 
a trusted business advisor that supports senior 
management in achieving their strategic objectives 
is a key role for auditors. 
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Growing Expectations

Specialized Audits & Outsourcing

Embracing big data analytics in 
audits. 

The importance of data is growing faster than 
ever before, but the insufficient use of data 
analytics in internal audit is a key challenge 
that internal auditors face. 

Being comfortable with obtaining the credit 
union’s various databases and analyzing them 
for trends and anomalies can make internal 
auditors more effective and efficient.   
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Growing Expectations
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Staying ahead of digital threats. 

IT systems are the lifeblood of every banking-
type organization, credit unions included. 

A top internal audit function needs to play an 
integral role in assessing and identifying the 
risks and opportunities brought about with the 
evolving services that the credit union offers in 
order to strengthen enterprise security. 
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Growing Expectations

Specialized Audits & Outsourcing

Auditing culture and controls 
beyond traditional process-level 
audits. 

In recent years, the culture, behavior and 
conduct of a company has been acknowledged 
as having a significant impact on its success. 

Undertaking cultural and behavioral audits will 
help to align the team environment and culture 
with the credit union’s strategic business 
direction. We see a strong link between these 
elements in the most successful credit unions.



35

To Outsource or Not to Outsource

Specialized Audits & Outsourcing

 Why outsource?

 What are we trying to achieve?

 Perhaps you are already outsourcing 
and you would prefer to have an in-
house department?
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About TWHC
Turner, Warren, Hwang & Conrad AC (TWHC), based in Los Angeles, California, is a full-service CPA firm built on principles 
that ensure its clients receive value. TWHC was established in 1987, and its charter partners all worked together at a 
previous firm that was driven by similar principles. 

TWHC has a diversified clientele. In addition to traditional individual and small business tax services, the firm has three 
specialty practices: Financial Institutions, Retirement Plans and Not-For-Profit.  TWHC employs close to 50 employees who 
provide our clients with best-in-class service. This, in turn, helps our clients to meet their objectives. 

For three decades, TWHC has developed numerous services to help its clients improve their operations and take advantage 
of efficiencies that they may not otherwise be aware of. 

The firm continues to celebrate its heritage by adding to its long list of distinguished clients who have tried large firms but 
were not able to receive the level of service they were looking for. Today, TWHC is recognized in various markets as being 
the largest provider serving that market. 

TWHC has been able to accomplish this because of its core values and the fact that it never takes its eye off of what is most
important: the client. With two offices, one in San Francisco and one in Los Angeles (Burbank), TWHC serves clients all over 
the United States. 

The most valuable capital that TWHC has is its loyal clients, who themselves are very aware of what is best for their 
companies. The most valuable support for TWHC is its work force and its tradition of outstanding service.

At this time we welcome your questions.

http://www.twitter.com/PrimeFocusTech
http://www.twitter.com/PrimeFocusTech
http://www.facebook.com/PrimeFocusTech
http://www.facebook.com/PrimeFocusTech
https://www.linkedin.com/company/prime-focus-technologies
https://www.linkedin.com/company/prime-focus-technologies
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