CITY OF ALBANY
Office of Audit and Control
24 Eagle Street, Room 111

Albany, NY 12207
518-434-5023 518-434-5098 (FAX)

March 31, 2010
MANAGEMENT COMMENT MEMORANDUM

TO: Kathy Sheehan, City Treasurer
FROM: Leif Engstrom, City Auditor
SUBJECT: Control Weakness in the Distribution of Checks

During the review of a voucher for the refund of overpayment of property taxes, OAC staff
noticed there was no mailing address in the vendor file on the financial computer system. If there
is no remittance address in the vendor file in the New World System, then no address will be on
the printed check. When asked, the accounts payable staff said that those checks were given to a
Deputy Treasurer to be mailed out.

This brought a control weakness to our attention. The same Deputy Treasurer who mails these
checks is also responsible for generating the vouchers for those checks. This creates the
opportunity for misappropriation of the checks. This is in no way an accusation of any
misconduct.

It is laudable that the Treasurer’s office is proactively identifying and refunding overpayments of
property taxes, but it does create a circumstance that exacerbates the opportunity for
misappropriation. The escrow company, bank or mortgage broker may not be aware of the
overpayment and may not expect a refund until the property owner and the companies compare
their records. Since it may take months or years for the intended recipient to miss the funds, there
is the opportunity for a large and long-running misappropriation of funds.

Criteria:

Checks should be mailed out by staff other than the person(s) who generate the voucher for that
payment. Municipal checks are similar to cash in terms of liquidity and should be handled in a
method that creates reasonable assurance that funds will not be misappropriated.

Condition:
Checks are being given to the person(s) who generate the vouchers for the refunds of
overpayments for property tax.

Effect:
This procedure creates the opportunity for misappropriation of checks.

Recommendations:

1. The Treasurer office should take immediate action to ensure that checks are mailed out
by personnel other than the staff that is generating the vouchers for the refund of
overpayments of property taxes.

2. Request that the Treasurer report back on or before May 1, 2010 regarding the
implementation status.
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CITY TREASURER

Memorandum

To: Leif Engstrom, City Auditor

From: Kathy M. Sheehan, City Treasurer

Re: Management Comment Memorandum Date March 31, 2010
Date: June 4, 2010

This memorandum will confirm that the Treasurer’s Office has adopted the
recommendations set forth in the above referenced Management Comment
Memorandum.

Attached is a memorandum dated April 2, 2010, describing the process used with
respect to overpayments. We appreciate your recommendation for the addition of an
important internal control to this process and we have no issue with allowing the checks
to be mailed by an individual other than the Deputy Treasurer.

Checks will be mailed by Accounts Payable with a copy provided the Deputy Treasurer.
This copy is needed so that the Deputy Treasurer can confirm that the transaction is
complete for purposes of entering it onto the General Ledger.



Memorandum

To:

Hon. Kathy Sheehan

From: Tony Carnicelli
Date: 4/2/2010

Re:

Tax Overpayment Processing

In response to the findings of the Auditor’s Office regarding the distribution of
refund checks, the following is the procedure followed by this office:

90% of the overpayments occur during the mass payments from the banks
or tax service organizations that are electronically entered through lockbox
processing between the computer room and the Treasurer’s Office. Most
duplicates are the result of property transfers, refinances or incorrect parcel
numbers recorded by escrow holders. The New World property tax system
records duplicate payments to the specific parcel identified on the electronic
file and flags each property in the tax inquiry system with a prominent pink
bar denoting an overpayment.

After January collection, a report or query is run from the property tax
system showing which properties have been overpaid. This list is given to
an employee in the Treasurer’s Office to research and collect data for each
property. The data includes a record of the overpayment, the current owner,
the record of both payments and for whom the payment was made, letters of
inquiry sent to each party making the payments, a copy of each check and,
in most cases, a letter from the affected party, requesting a refund.

After collecting sufficient evidence to identify the correct party to refund, a
voucher is generated. The employee attaches all the necessary
documentation to the voucher and submits it to the Deputy Treasurer for
review and signature.

The signed voucher is then reviewed by an employee who reports to the
Deputy Comptroller.

Upon completion of this review, the signed voucher is then forwarded to the
Office of Audit and Control for approval.



The completed voucher is then submitted to the Accounts Payable
Department for entry onto the AP system. When the check is authorized for
release, current policy has the AP administrator (Treasurer Dept. employee)
or the Payroll Administrator (Treasurer employee) send the checks to the
originating office.

The checks are delivered to the Deputy Treasurer, who then must record the
refund and give it to one of the office staff to complete the file and mail the
check. At this point, a copy of the check is made and attached to the original
file. The check is mailed from the Treasurer’s Office with a cover letter to
the payee (or customer service representative familiar with the case) with
specific information to identify the refund (e.g. parcel number, loan number,
account number, property address) to accompany the payment.

Once the refund is mailed, the Deputy must remove the overpayment from
the New World Property Tax System, which, in turn, removes the pink bar
from the affected property. Each step of the process is recorded on the
General Ledger. The original overpayment credits the overpayment account
(A0690). The entry onto the AP system subsequently debits the same
account. When the refund is released from the property tax system, it debits
the G/L account once again. A memo is then sent to the other Deputy
Treasurer (who controls the General Ledger) requesting a journal entry to
credit the account so that the G/L will be back in balance for that particular

property.
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