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OFFICE OF THE COUNCIL AUDITOR
Suite 200, St. James Building

April 1, 2008 Audit Report # 654

Honorable Members of the City Council
City of Jacksonville

INTRODUCTION

Accounts Payable is a function of the City’'s Geh&@ounting Division and is responsible for
processing payments for purchases made on behalieoCity. These include payments to
vendors, payments for contractual services, tresietbursements, and payments for emergency
purposes. Accounts Payable has 14 employeesdinglua Supervisor, two Account Technician
Seniors and 11 Account Technicians. Of the 14 eyaas, seven are responsible for making
payments to vendors; six are responsible for magagnents to contractual vendors, processing
travel reimbursements and issuing check requestrenédccounts Payable Supervisor oversees
all of Accounts Payables’ activities. During Octolde 2006 to September 30, 2007, Accounts
Payable processed 58,886 payments to non-conttacarmlors totaling $176,339,637. A
contractual payment is any payment issued by tiye tGia vendor as part of an existing legal
agreement between the City and the vendor. Nonf@ctoial payments refer to vendor payments
that typically originate from a purchase orderthe same period, Accounts Payable processed
154 payments totaling $1,889,282 through the machetk process. In October 2006, Accounts
Payable stopped processing their payments througystem known as Jax2K and switched to
using a computer-based procurement and paymemrinsystlied JaxPro.

STATEMENT OF OBJECTIVES

The objectives of the audit were as follows:

1. To determine whether payments made to authoneedors by Accounts Payable were
accurate.
2. To determine if Accounts Payable made payment@ccordance with applicable legal

regulations and guidelines.

STATEMENT OF SCOPE AND METHODOL OGY

The scope of our audit included all non-contrachafments to vendors dated October 1, 2006
to September 30, 2007. Our scope also included gatgrio non-contractual vendors processed
with a manual check, which are processed separatetythe daily check run. Our audit did not
include examining these payments to determine li€hmases were initiated in accordance with
the City’s Procurement Code. We tested througlrvigws, observations, and examinations of
supporting documentation. We verified the inforroatiby physically examining a random
sample of 360 invoice payments totaling $1,024,888cessed during this audit period. In
addition, we examined a random sample of 25 machedk payments totaling $312,212.
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Our report is structured to identify Internal Catvweaknesses, Opportunities for Improvement
and Audit Findings as they relate to our audit ofiyes. Internal control is a process
implemented by management to provide reasonableaass that Accounts Payable achieves its
objectives in relation to the effectiveness andcefficy of operations, compliance with
applicable laws and regulations, and reporting. lAternal Control Weakness is therefore
defined as either a defect in the design or opmraif Accounts Payable’s internal controls or is
an area in which there are currently no internaki@s in place to ensure that objectives are met.
An Opportunity for Improvement is a suggestion twatbelieve could enhance the operations of
Accounts Payable. An Audit Finding is an instamdere management has established internal
controls and procedures, but responsible parties nat operating in compliance with the
established controls and procedures.

Suggested Additional Audit Work

In limiting the scope of this audit, we did not pue the following areas, and as such they should
be considered for future audit work:

» Payments made to contractual vendors.

* Payments made to employees or retirees for papensions, travel reimbursements, or salary
advances.

*Payments made for construction and other capitgépts.

STATEMENT OF AUDITING STANDARDS

We conducted our audit in accordance with genemadlgepted government auditing standards
issued by the Comptroller General of the UnitedeStarhose standards require that we plan and
perform the audit to afford a reasonable basisotorjudgments and conclusions regarding the
organization, program, activity, or function una@erdit. This audit also included an assessment
of applicable management controls and compliandb waquirements of laws and regulations
when necessary to satisfy audit objectives. Weebelthat our audit provides a reasonable basis
for our conclusions.

AUDITEE RESPONSES

Responses from the auditee have been inserted théierespective recommendations to each
finding, internal control weakness or opportunity improvement. We received these responses
from the General Accounting Division, via Kevin 8tp City Comptroller, in memorandums
dated July 3, 2008 with updates on August 1, 2008 faom the Procurement Division, via
Michael Clapsaddle, Procurement Division Chief me@morandum dated July 1, 2008.

AUDIT CONCLUSIONS

1. Based on the information reviewed, it appeaet #hccounts Payable made accurate
payments; however, because the Procurement Divigbdermines whether purchase orders are
to be receipted by dollar amount or quantity, AcdsuPayable cannot enforce Standard
Operating Procedure 2.3.8, which establishes guekelfor processing payments. Therefore, we



could only verify that the City received the cotrgoantity of goods in instances where items
were receipted by quantity.

2. In most instances, payments were made in aceoedaith applicable legal regulations
and guidelines; however, there is opportunity fopiovement.

AUDIT OBJECTIVE #1

To determine whether payments made to authorized vendors by Accounts Payable were
accur ate.

Finding 1 *Item Quantity*

In our testing of 360 invoice payments, there w&t8 (75%) instances in which we were unable
to determine if payments were made for the corcpantity of items received because the
purchase order allowed items to be receipted byad@mount. In the 87 instances where
purchase orders were set up to be received by itpyane found that Accounts Payable made
payments for the correct quantity of items receivéte City’'s Procurement Division is
responsible for specifying whether items are todoeipted by quantity or by dollar amount.

Accounts Payable Standard Operating Procedure,2dhi&h establishes the procedures for
payment review in JaxPro states, “Verify that thiegs and commodities on the invoice(s) are in
agreement with the terms of the Purchase Orderaa@dcorrectly reflected on the receiving
report.” The three-way match between the invoeechase order, and the receiving report is a
control mechanism to ensure payments are made aeburfor goods received. However,
Accounts Payable is unable to adhere to Standaetafipg Procedure 2.3.8 if the Procurement
Division does not select the receipt by quantitythnd when creating the purchase order. In
addition, performing the three-way match by compgiust the dollar amount increases the risk
of making duplicate payments for items ordered orowtine basis such as water and office
supplies.

Recommendation to Finding 1

We recommend that Departments receipt purchasesjuaytity and unit price whenever
possible. Departments should only receipt purchagedollar amount in instances where the
vendor provides a service and the quantity canmotdétermined. We also recommend that
Accounts Payable perform the three-way match inotuderification of the item quantity as
specified by Standard Operating Procedure 2.3.8rder to ensure this can be accomplished by
Accounts Payable, it is vital that Procurementfssafect the quantity receipt method when
creating purchase orders whenever applicable.

General Accounting’s Response to Finding 1

We agree with the finding and recommendation tlegiadtments receipt purchases by quantity
and unit price whenever possible. The processiiigatied by the department requesting a
purchase in JaxPro and the Procurement Divisiondosetting up the purchase to be receipted
in either dollar or quantity. The encumbrance hen interfaced into the accounting software




FAMIS. Accounting will continue to work with the@oBurement Division with classifying
purchases using the JaxPro system.

Procurement Division’s Response to Finding 1

| have reviewed this finding and recommendaticagree with this finding and recommendation.
This issue has been addressed with Procurement geament and staff to reiterate the
importance of creating the receipt method in acemak with the bidder’'s quote/bid. Dollar
receipt method is to be used for services thatatchave units and unit process and where the
quote/bid is “lump sum”. Lump sum being that a $ngrice is offered for a particular
service/task. This area will be addressed as Prexwent management develops a Standard
Operating Procedure for the job classifications ttlae involved with the purchasing process
(Buyer, Buyer Assistant, and Buyer Senior.)

Finding 2 *Missing Voucher s*

Accounts Payable was initially unable to locatedixhe 385 voucher packets selected for audit
testing. Accounts Payable located five of thesechieu packets after the completion of our
fieldwork. Accounts Payable routinely sends vougbackets to be scanned onto Microfiche or
CD-ROM. It is not clear whether the voucher paclkagere lost or misfiled within the General
Accounting Division or during the scanning procasthe outside vendor.

Recommendation to Finding 2

We recommend that Accounts Payable send documentscénning as quickly as possible to
make electronic versions available for researchramigw purposes since electronic versions are
less likely to be lost or misfiled. We also reconmaiéhat Accounts Payable utilize a tracking
system to indicate when voucher packets are aat@sgeby whom.

Auditee Response to Finding 2

We agree with your finding and recommendation. Aot® Payable (A/P) has not been able to
send documents to be microfilmed for much of ikwalf year due to a contract not being in
place for microfilming. Information Technology RZepment (ITD) is the responsible

department for this contract and is evaluating @sges to their Request for Proposal (RFP).
Once the contract is awarded, Accounting can stmmding documents to be microfilmed.
According to the RFP specifications, the currenttcact, when awarded, will be through

September 30, 2008 with two (2) one year renewabiog ITD will issue a release against the
master blanket order for the remaining months of2608. Beginning October 1, 2008,

Accounting will issue a release against the maltanket order for this service in FY2009.

We agree with a tracking system for accessing chdeckmentation. The procedure has been
revised and notice has been given that anyone vigttew to receive documents from the A/P file
must see the clerk at the check run desk.

Finding 3* Manual Check Process *

In our sample of 25 voucher packages for manuatksheve noted six (24%) instances where
there was no evidence of authorization by the Cigmptroller for the preparation of manual
checks. According to Standard Operating Procedw2és 2vhich establishes the procedure for
processing manual checks, the first step in maohbatk preparation is to “get approval to




produce a manual check from the Comptroller or designee.” In addition, the voucher

packages did not provide enough information to watal the level of compliance with Standard
Operating Procedure 2.2.5, which states that tinegse of a manual check is, “to respond to an
emergency need for payment prior to the next check

Recommendation to Finding 3

We recommend that Accounts Payable document willénsoucher packages, compliance with
the requirements of Standard Operating Proced@&.2The record maintained for a manual
check should contain the approving signature of@bmptroller or his/her designee, justification
for the emergency payment, and any supporting deatstion. We also recommend that the
Accounts Payable Supervisor or his/ her designeedgeally review manual checks to monitor
the frequency of their usage. The reviewer shoolé if an employee is processing an abnormal
amount of emergency checks as this could indicdiberean attempt to circumvent the normal
payment process or frequent errors by the acceghnician.

Auditee Response to Finding 3

We agree with the finding and recommendations. diserepancies in the sample voucher
packages reviewed by the auditors were due to hleno with the payroll upload which caused
multiple manual checks needing processed. A veuhlorization by the Comptroller had been
given for these manual checks and most were sigffedy the Comptroller, but due to an
administrative oversight, six did not have the Cowifer’'s signature signifying authorization.

Modifications have been made to have the Comptroliea designee sign a spreadsheet that
lists all manual checks, the vendors being paid.e&planation as to why we are issuing the
checks, and the amounts. This will be kept onrfil/P for review by the A/P supervisor.

Internal Control Weakness 1* Credit Memos*

We observed that neither JaxPro nor FAMIS (the '€igeneral ledger) are utilized to track
credit memos although the capability is availaBlezendor issues a credit memo to the City in
order to reduce or eliminate the amount that thg kas to pay the vendor as an amendment of
the original invoice issued previously. Vendorsit¢glly issue credit memos for damaged goods,
errors, or allowances. Account Technicians keemibeno as a reminder to reduce the payment
amount of the next invoice since the original imeothat generated the credit has already been
paid. Accounts Payables’ technique of handling itretemos increases the risk of making
duplicative payments because payments are notdinethe corresponding invoice and the
invoice reduced by the credit memo appears to havenpaid balance on the system. Tracking
credit memos manually also increases the risk armaying the vendor because Accounts
Payable personnel may not remember to apply thtdcethe next invoice received.

Recommendation to Internal Control Weakness 1
We recommend that Accounts Payable utilize the FAhodule of managing credit memaos, or
develop a suitable alternative that matches paysrterthe corresponding invoice.

Auditee Response to Internal Control Weakness 1
We agree with the recommendation to use the FAMIGuha of managing credit memos. The
current method being used was a work around dua $bort coming in the FAMIS software.




At the time of this audit, the FAMIS module of ntang credit memos was being reviewed.

Since then, A/P has tested the credit module in ISAdd the test has proven successful. A/P
expects to go live with the use of the FAMIS tragknodule in early July. We will have SOP’s

developed for the process ASAP.

Internal Control Weakness 2* Account Technicians cannot correct invoices *

Account Technicians routinely alter the invoice fogmin order to process payments because
JaxPro does not permit the same invoice numbeetenbered twice for the same vendor. This
system control is intended to prevent duplicatenpents. However, if an Account Technician
makes an error while processing a payment, Jax&es dot allow the technician to delete the
entry and reenter the payment information. A typatgeration would involve putting an “A” or
“.” after the original invoice number so that JaaRecognizes it as a different invoice and
accepts the payment. We also observed that if asoxdt Technician encounters a problem
requiring additional research, he/she will canbelentry in JaxPro; however, the cancelled entry
remains stored in JaxPro and the account technizithmot be permitted to prepare a payment
unless the invoice number is altered.

Recommendation to Internal Control Weakness 2

Accounts Payable should prohibit employees froner@y invoice numbers to process
payments. We recommend that JaxPro be modifiedlda ahe Accounts Payable Supervisor
and an Account Technician Senior to correct paynesties before the payment entry is
finalized. The Accounts Payable Supervisor and Aotd echnician Senior should be the only
individuals with this ability. We also recommenathhe Accounts Payable Supervisor monitor
the number of entries corrected to determine ifaff snember is making errors frequently that
may need additional training.

Auditee Response to Internal Control Weakness 2

We agree with the first recommendation, but implgateon is hindered due to limitations in
JaxPro. Please note that payment processing foPda generated purchases are entered
through JaxPro. Once an invoice is entered inte faxPro system, it stays there and no
corrections can be made, even if an incorrect iogas entered. For example, if an invoice is
entered and the transaction for that invoice habeacorrected or voided, the technicians cannot
enter that particular invoice number again. A nawoice number has to be created for the
correction.  Accounting has tried several timesget the JaxPRO system modified with an
invoice maintenance process but to no avail. Weaehtinue to address this need with the
Procurement Department. We do not agree with go®sd recommendation that only the A/P
Supervisor or a team leader be the ones to proaegsice corrections. There are many
instances where the Account Technicians can andldghioandle these themselves. At the
beginning of the JaxPro system there were quitewadrrors due to our unfamiliarity with the
new system. Since then and as our Account Teahsibecome more familiar with the system,
the number of errors has diminished. Although wendt have a case by case count on the
number of errors, we agree on monitoring the numifeerrors and have started collecting a
record of any and all checks that get voided oraidyasis and why they were voided. The A/P
Supervisor can then review who is making errors ke appropriate action.




Internal Control Weakness 3* Accessto Vendor Information Table*

We identified fourteen individuals that have direcicess to the vendor table in FAMIS; this
table is used to store vendor information including name and address. In addition, Accounts
Payable and Procurement staff have the abilityeate or update vendor information in JaxPro,
which updates the information in FAMIS. Segregatilugies between those that have access to
update vendor information and those that can cragb@ayment request is considered a good
internal control mechanism. Easy access to vendormation increases the risk of fraudulent
activity by the creation of fictitious vendors dret diversion of vendor payments to a different
address or payee.

Recommendation to Internal Control Weakness 3

We recommend that the ability to create a new vendelete a vendor, or edit vendor

information in JaxPro be assigned to Accountingspenel outside of Accounts Payable.
Accounts Payable should submit any vendor chargydsetdesignated Accounting personnel for
modification. Access to the vendor table in FAMI®sId be limited to individuals that do not

have the ability to create or request payments.

Auditee Response to Internal Control Weakness 3

We agree that the segregation of duties is an itapdinternal control mechanism. Short of the
segregation of duties, compensating controls areplece throughout FAMIS to offset the

opportunity for fraudulent payments. Even thougttate A/P staff has access to both vendor set
up and payment processing, all payments processggire higher level approval before said

payments can proceed to a check. Secondly, saichgras also go through a daily match up
and review which require supporting documentatiorbé matched up and scrutinized against
the check. We believe these controls more thapeosate for the lack of segregation of duties.

In reference to the recommendation for personnésida of A/P having access to the vendor
setup table, this is being allowed due to the velamd necessity to accomplish a certain task or
demand. We are reviewing their accounts payablesgss to ensure either segregation of
duties or the existence of compensating controls.

Opportunity for Improvement 1* Combining | nvoices*

Account Technicians frequently combine invoices whantering payment information into
JaxPro. The system used before the conversionxterdallowed for invoices to be combined
when processing payments and the perception of kitsoPayable staff was that combining
invoices reduced payment processing time. The ipeaof combining invoices makes it difficult
to analyze payment information because it is chgligg to separate important information such
as the invoice amount or the quantity received. Wag information is entered and stored in
JaxPro makes the data unsuitable for use as aatearaking tool. The JaxPro system limits the
invoice field to 25 characters, which indicatest thaxPro was not designed to have multiple
invoices combined into a single entry.

Recommendation to Opportunity for Improvement 1

We recommend that Account Technicians be prohiliteeh combining invoice numbers when
processing payments. The FAMIS system combingsaginent vouchers with the same vendor
name automatically during the nightly check rureréfore, creating a separate voucher for each




invoice should not significantly increase the numisechecks printed by the Treasury Division.
Based on our observations, combining invoice nusdees not appear to materially reduce the
payment processing time and we believe that theflisroutweigh any increased processing
time.

Auditee Response to Opportunity for Improvement 1

We agree it would improve the ability to analyzgrpants if invoices were not combined in the
processing phase, but are concerned of the ineffaies this would create in the general
process. We agree to conduct a time and motiorystudietermine whether processing time is
materially impacted. If it proves not to materiadliter processing time, we will implement your
recommendation.

Opportunity for Improvement 2 * Post Audit Process*

The Accounts Payable payment review process appedre duplicative. Standard Operating
Procedure 2.3.8 establishes procedures for Accdechnicians to review their colleagues’
entries before the daily check run. Accounts Payal#ated this review to reduce the occurrence
of processing errors; however, it appears thatitmounts Payable staff spends about half their
time reviewing their colleagues’ entries. The caotrenethod for processing payments is as
follows: an account technician makes a paymentyeatrother account technician reviews the
entry, the Treasury Division prints the check, &eotaccounts payable staff member reviews a
copy of the check printed by the Treasury Divisbmiore the payment is issued to the vendor.
Errors detected in this second review require tiexk to be re-printed, creating additional work
for the Treasury staff and potentially causing gethpayments. We were unable to assess the
effectiveness of the two separate reviews in préwgrerroneous payments because Accounts
Payable does not maintain any records or track freguency of errors, the types of errors
detected in the review or note if a particular esypk is consistently making errors; however,
the process appears duplicative.

Recommendation to Opportunity for | mprovement 2

We recommend that Accounts Payable establish aadeth tracking the effectiveness of the

review process, showing how many errors the revidetscted, the type of error, what caused
the error, if a staff member is consistently makémgprs and how the error was rectified. Based
on the number and type of errors found during twemw process, the cost of utilizing staff for

half a day to perform the review may not be justifi An excessive number of errors by
Accounts Payable staff may indicate the need fditimhal training.

Auditee Response to Opportunity for Improvement 2

We agree with the recommendation that there shbeldome kind of monitoring of the account
technicians’ errors. The A/P Supervisor and the Manager recognize the need to keep track
of this information and have implemented a systmwhen payments are mis-keyed; the A/P
Supervisor will sign off on the correction. A gay the correction sign-off is kept along with a

log as to who made the error and what the error walse A/P Supervisor then gives the

information to the appropriate Account Technician dorrection.




AUDIT OBJECTIVE #2

To determine if Accounts Payable is making payments in accordance with applicable legal
regulations and guidelines.

Finding 4* Payment Processing Time*

Accounts Payable is not meeting the General AcaogriDivision’s performance objective of
paying 90% of invoices within 30 days of receipte \fésted a random sample of 360 invoices
processed during the year by comparing the daténtleéce was received to the date payment
was prepared. The chart that follows shows thelteesid our testing. Accounts Payable paid
approximately 80% of invoices within 30 days of @®ing the invoice. We were unable to
calculate the number of days that elapsed in 2@mees (6%) because the invoice could not be
located or the date stamp on the invoice was mgiblei. The Accounts Payable Supervisor
informed us and our observations confirmed, thates€ity Departments insist on receiving the
invoice before receipting the item in the procuratreystem. Accounts Payable estimates that it
sends approximately 200 invoices daily to City Dépants. The practice of Departments
receiving invoices or refusing to receipt purchasesa timely manner lengthens the payment
time and hinders the General Accounting Divisiammirachieving its performance objective of
paying 90% of invoices within 30 days of receipt.

Payment Processing Timel

O Over 90 Days
3%

W Unknown
6%

[061-90 Days
4%

H 31-60 Days
7%

@ 1-30 Days
80%

0 1-30 Days H 31-60 Days 0061-90 Days
O Over 90 Days B Unknown

Recommendation to Finding 4

Generally, Departments should not receive invoidesywever, we recognize that in some
instances, it may be inefficient for Accounts Pdgalo receive the invoice (e.g., Fleet
Management receives multiple deliveries of vehpdets daily, and the invoices are provided at
the time of delivery). Therefore, we recommend thatcounts Payable identify those
Departments permitted to receive invoices diredly.other Departments should be required to
inform vendors to submit invoices directly to Acotsl Payable. Departments should be required




to complete the receiving report as soon as thacgeor good is provided. We also recommend
that Accounts Payable no longer mail invoices t@dgnents. We acknowledge that some
Departments may need to maintain a copy of theicevon special situations. On these rare
occasions, we recommend that Accounts PayabletBeridvoices electronically.

Auditee Response to Finding 4

We agree with the finding and several of the recendations. We agree that invoices should
come to Accounting and have asked the Procuremepafment to reiterate that at meetings
with vendors and on the purchase orders. Due t@eors from various departments/divisions,
Accounting has been hesitant to implement additiat@anges until the JaxPro process is
working better. Also, some departments that hawelbersable grants need the invoice as
documentation for their grant packages.

One of the features of the JaxPro system is thaardeents are to receipt the merchandise from
the packing slip when it arrives. Once receiptedgdunting matches the invoice to the receipt
information, checking the invoice against the puass order for accuracy and releasing for
payment. Many times the receipting does not hapimealy due to the fact that the person
receiving the goods in the field is not necessahily person receipting the goods in the system.
In most instances the person receiving the goodsllyssigns the packing slip and sends the
packing slip to another location within that depadnt to be receipted by someone else. We are
working with the Administrative Services Divisionmprove the receipting process.

A shortcoming within the JaxPro system is thateéhsrnot an automatic notification or alert as

to when a receipt is made or an invoice is receiviédvould be very helpful if the JaxPro system
would alert the Department if an invoice is entemdalert Accounting if a receipt is entered

into the JaxPro system.

We agree that the invoices should be sent to tipartleents electronically. The method of
sending and receiving invoices electronically i#§ st discussion.

Finding 5* Florida Prompt Payment Act*

Thirty-three (9.2%) of the 360 invoices we revieweere not paid within the 45 day payment
period mandated by the Florida Prompt Payment Roe actual percentage may be even higher
because we were unable to calculate the numberaygd that elapsed in 20 instances (6%)
because the invoice could not be located or the st@mp on the invoice was not visible. We
compared the date the invoice was received to #te payment was prepared. Florida Statute
Chapter 218 Part VI, commonly referred to as therila Prompt Payment Act (FPPA),
establishes a policy that “payments for all purelsasy local governmental entities be made in a
timely manner.” Proper invoices must be paid withthdays of delivery to an agent, employee,
entity, facility, or office of the local governmernt a payment is not received within the 45-day
timeline, the vendor is permitted to charge thealggovernment interest of one percent each
month until payment is received. If the total net® payments for the fiscal year exceed $250,
the local government is required to report the neindjd interest payments and the total amount
of such payments to the municipal governing body.(&he City Council). We were unable to
determine if the City was required to make intepsgments because Accounts Payable could
not provide a record of interest payments madenduhe fiscal year.
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Recommendation to Finding 5

We recommend that Accounts Payable revise the rdetlsed to track the timeliness of
payments. An effective tracking system should gbemtsonnel and supervisors of outstanding
invoices as they near the 45-day deadline. AccoBat@ble should report interest payments to
the City Council annually as stipulated by the ElalPrompt Payment Act.

Auditee Response to Finding 5

We agree with the recommendation and are curreethewing our present method of checking
for on time payments. Each month we take a randampke and notify departments (their
Division Chiefs) when they are not processing paymémely. Research of payments for the
over 45 day payment date usually renders problentis the vendor invoicing prematurely
(before the service is complete or inspected), dnestely, or sending the invoice to the
Department instead of the Accounting Division atelil on the Purchase Order. For the current
fiscal year, to the best of my knowledge, we iredia late fee of $50 to one vendor, but we have
had subsequent discussions with the vendor andilveeeeive a credit of $26 on the late fee.
We are reviewing some ways to record late paymees and are continuing to work and
improve this process, but are constrained by tmeitéitions of the existing financial and
procurement systems of the City.

Opportunity for Improvement 3 * Promote ACH payments

In the population of 58,886 payments issued to camtractual vendors, 2,378 (4%) were made
through ACH disbursements. ACH is an acronym foe thutomatic Clearing House, a

nationwide electronic funds transfer network thatldes financial institutions to distribute

electronic deposits and withdrawals to bank accuACH payments are a widely accepted
form of issuing and receiving payments due to thevenience and cost-effectiveness of this
method of electronic payment. ACH payments bertefit City by reducing the printing and

mailing costs associated with preparing a papeckcheeducing the risk of a check being

intercepted and fraudulently cashed, and by redutire time it takes vendors to receive
payment.

Recommendation to Opportunity for | mprovement 3
We recommend that Accounts Payable work with thecéhement and Treasury Divisions to
implement a method of encouraging vendors to ack€pt disbursements.

Auditee Response to Opportunity for Improvement 3

We agree with encouraging vendors to be paid vitHA&hd A/P has promoted the ACH
program when speaking with its vendors. Treasuny sat an initial notification of the program,
but some vendors have expressed their dislikeh®ACH stating that it is difficult to determine
what the payment is for. At present, Treasury sanaistice to the vendor letting them know that
a payment from the City will be credited to theank account and which invoices the City is
paying. ITD and Treasury are working on a bettemoaunication process for this notification. If
a vendor picks up his check from Treasury, the @eisdrequested to enroll in the ACH program
at that time.
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OVERALL OPPORTUNITIESFOR IMPROVEMENT

General recommendations for improving Accounts Bleyabased on our observations,
interviews, and data testing include the following:

Opportunity for Improvement 4 *Update Standard Operating Procedur es*

Accounts Payables’ Standard Operating Procedure®tappear to be reviewed and updated on
a regular basis. Although, the Performance Managergeals for the General Accounting
Division include creating and updating Standard r@fpeg Procedures, the majority of these
procedures have not been updated since year 200®.General Accounting Division has
undergone several changes since that time and 8@Bs do not reflect the current operations of
Accounts Payable. The Accounts Payable supervisiormed us that these procedures are
reviewed annually; however, the SOPs we receivechatoindicate that the review occurred.
The current standard operating procedures arediaskted and address issues such as how to
process check requests and store voucher packsisyhr, these Standard Operating Procedures
seldom address control issues such as the ovenmsgponsibilities of the Accounts Payable
Supervisor and the Manager of Accounting Services.

Recommendation to Opportunity for Improvement 4

We recommend that Accounts Payable revise thendaral operating procedures to establish
policies for their current mode of operations. Wa&aecommend that the General Accounting
Division develop written policies on internal casis relating to Accounts Payable.

Auditee Response to Opportunity for Improvement 4

We disagree with the conclusions reached in thabAnt Payables does have SOPs that reflect
their current mode of operation. The A/P Superviserviews and revises these SOPs
continuously and at the end of each fiscal yeadsemrevised copy to our Accounting Systems
section to be published on the City’s portal. Doeatmiscommunication between the Accounts
Payable Supervisor and his staff, the updated agnised date fields were not changed.
Additionally, the updated SOPs for last year did get published on the portal, but we have
SOP(s) reflecting our current operations on thersdadrive in accounts payables. In the
future, all updated SOPs will have the date fieldanged and will be sent electronically to the
Accounting Systems for publishing. The A/P Managehner designee will check the portal to
ensure publication

We appreciate the assistance and cooperation wevegcfrom City Accounts Payable and the
Procurement Division throughout the course of dudit.

Respectfully submitted,

Kirk A. Sherman, CPA
Council Auditor
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