G/ARLAND

INTERNAL AUDIT DEPARTMENT

INTEROFFICE MEMORANDUM

Date: September 21, 2010

To: Honorable Mayor Ronald Jones
Members of the City Council
Members of the Audit Committee

cc: Jeff Janke, Director of Retail Customer Service
Kevin Slay, Customer Service Director

From: Craig Hametner, City Auditor

Subject: Customer Service Billing and Collections Audit — Follow-up

This is a follow-up of the report “Customer Service Billing and Collections Audit” issued
on July 15, 2009. The original audit included testing of procedures assessing
management controls, such as reviewing segregation of duties, checks and balances,
accurate utility billing, proper revenue reporting, compliance with laws, regulations, City
ordinances, and professional service agreements. The follow-up audit was not intended
to be a detailed study of every relevant system, procedure, and transaction. We were to
review previous audit findings and make sure recommendations were implemented.

We conducted this performance audit in accordance with Generally Accepted
Government Auditing Standards. Those standards require that we plan and perform the
audit to obtain sufficient, appropriate evidence to provide a reasonable basis for our
findings and conclusions based on our audit objectives. We believe that the evidence
obtained provides a reasonable basis for our findings and conclusions based on our
audit objectives.



Finding

" Finding Recommendation Management Response Follow-up Implementation
1 [The City is A. Finance Department |Concur; Customer A. The Finance Department requested |Fully
paying the continue to pursue a creditService and the Finance |a sales tax refund for the period Implemented

State for sales
tax on
accounts that
have been
written off.

from the State for
overpayment of sales
taxes, going back 4 years
as the statute of limitations
allows.

B. Finance Department
update the sales tax
payment process in order
to ensure that erroneous
overpayments do not
occur in the future.

Department have
recently implemented
process changes to
address this opportunity.
The Customer Service
Department will provide
Finance with any
additional support or
related information
concerning sales tax
refunds.

Financial Services has
filed amended sales tax
returns and requested

a refund going back four
years.

10/01/2005 through 1/31/2009 from the
Texas Comptroller of Public Accounts
office. The refund check was issued on
November 3, 2009 in the amount of
$39,232.59.

B. A new billing system process is now
implemented which correctly maps the
sales tax write off to the correct
accounting code. This ensures that the
tax liability is properly reduced by the
write off amounts. Successful tests
were conducted in September 2009 to
satisfaction. The City is no longer
paying the state sales tax for accounts
that have been written off due

to implementation of the new write off
code in the Customer Service Utility
Information System (Banner).




Finding

" Finding Recommendation Management Response Follow-up Implementation
2 [CreditCard |Customer Service Director|Concur; interviews with [The Convenience Fee Transaction Fully
transaction implement a method third party credit card Addendum was added to the Merchant |[Implemented
fees are whereby the customer processing companies |Payment Card Processing
currently would pay the credit card |should be completed in |[Agreement on October 22, 2009
absorbed by [{transaction fee if they June 2009. between the City of Garland and
the City, not chose to pay by credit Implementing a credit  Western Union Financial Services. By

the customer.

card.

card payment system
that will assess a
transaction fee should be
in place by mid August
2009.

adding this addendum, the City will
allow a Credit Card Payment Center to
charge a convenience fee to a
Consumer's credit card or checking
account for the convenience of using the|
payment center. Beforehand, the
Customer Service Department was
absorbing the expenses associated with
credit card transactions. The fees were
projected to exceed $800,000 in fiscal
year 2010. On December 8, 2009 the
program was implemented and Western
Union began to charge the customer a
transaction fee.




Finding

" Finding Recommendation Management Response Follow-up Implementation
3  |Customer Customer Service Director [Concur; currently the In reviewing the Write-Off policy with Partially
Service is not |ensure that the department has Customer Service we found the policy [Implemented
sending department is in resources available to  |did not accurately reflect how an

accounts to
the Collection
Agency in a
timely manner
and in
accordance to

policy.

compliance with Section
4.51 of the Write-Off policy
and Section 1 of the Utility
Collection Services
agreement with MSB.
Customer Service needs
to send all accounts that
become 90 days of age,
immediately to the
Collection Agency, in order
to increase the collection
percentage. The process
of transferring write off
accounts to MSB should
be automated so that all
accounts over 90 days of
age are forwarded on a
daily basis.

process this task on a
monthly basis. The
recent addition of a new
staff member assigned
to this area should result
in a more frequent rate
of transferring write-off
accounts. We have also
identified a potential
process change which
should further expedite
the transfer of accounts
to MSB. A renewed
focus will be placed on
this opportunity and
discussions are
underway to determine
the feasibility of
automating this process.

account was eligible for write-off

status in the Banner system. Banner
was set up to determine account
eligibility based on a customer's final
due date. The policy stated the age was
calculated from the final bill date not the
final due date. The Customer Service
Director has changed the policy to read
"age is calculated from final due

date." This allows the customer 110
days from the final bill date to pay their
bill before it is turned over to the
collection agency. In less than 5
months, Customer Service has
improved in reducing the number of
days an account is sent to the collection
agency. The average number of days it
takes to send write-off accounts to MSB
is 126 days from final due date.
According to Customer Service, they are
hopeful this process may become an
automatic process in the future. They
will continue to work on reducing the
number of days accounts are
transferred to MSB.




Finding

" Finding Recommendation Management Response Follow-up Implementation
4  Customer Customer Service Director Concur; currently a The Customer Service department has |Fully
Service does [should ensure that the similar report is being  |developed a monthly report that shows [Implemented
not have a department develops a provided at the end of  [total amount billed and total amount
monthly monthly report that each fiscal year. We are|received on a monthly basis starting
performance |provides information on  |evaluating the possibility with FY 2010. This report goes a step
report on the amounts collected and jof modifying the report  [further and breaks it down by method of

collection and
billing.

billed to track
performance, evaluate
collection efforts, and
identify discrepancies.

and requesting that it be
processed on a monthly
basis.

payment. (For example, mail payments,
night deposit, off-site Fidelity payments,
Western Union payments, etc...) This
information comes directly from Banner
and iNovah (a browser-based software
package that manages the payment
collection and processing activities from
all collection sources) systems.
Customer Service evaluates this report
every month and if variances are high
they will evaluate the situation.




Finding

" Finding Recommendation Management Response Follow-up Implementation
5 |Customer The Customer Service Concur; a team has A. Customer Service has developed a |Fully
Account Director: been assembled to daily report that identifies inactive or Implemented
Finalization review the entire final bill closed accounts for which the deposit
process needs|A. Evaluate the process ofand deposit application |has not been applied to the final account
improvement. jassessing utility charges toprocess. This team will |palance. This report is reviewed daily

an account after an
account has been
finalized. Management
needs to determine the
most effective way to
collect these charges
without extending the time
period for the write-off
process.

B. Ensure that the
customer deposit is
applied to the account
before the department
issues the final bill to the
customer. Procedures
related to the application
of a customer's deposit to
an outstanding balance
should be documented in
the policy.

develop a system to
ensure that write-off’s
are initiated as efficiently
as possible. On rare
occasions it may be
necessary to apply
charges to a final bill
such as the discovery of
a meter reading error or
the unauthorized use of
services. A daily report
to identify inactive
accounts that have
unapplied deposits has
recently been developed
to identify any system
errors which might occur.
This will allow for a much
quicker response related
to any unapplied deposit
identified in the future.

and adjustments are made to the
account. We reviewed 10 accounts
from the daily report and did not find any
additional charges to the customer’s bill
after being finalized.

B. Out of the 10 accounts that were
previously reviewed, we found five
customers had moved to a different
premise and their deposit was
transferred to the new premise account
on the final bill date. The remaining five
accounts were being finalized

and deposits were being applied to an
adjusted bill. Customer Service holds
the final bill in a queue until adjustments
are made to the account. Once
adjustments are made the final bill is
printed along with the adjusted bill

and mailed to the customer.




Finding

" Finding Recommendation Management Response Follow-up Implementation
6 |Absence of |We recommend upon Concur; the clause will |According to the Customer Service Partially
Statement on |contract renewal that a be added to the next Director, Fidelity Express will not be Implemented
Auditing clause be included contract. having a SAS70 Audit conducted but will
Standards requiring Fidelity Express be getting an ISO 27002 certification.
(SAS) No. 70 to have a SAS No.70 Audit We commend Fidelity for working on

Audit provides
no assurance
that sensitive
customer
information is
adequately
protected.

conducted. Doing so
would ensure that Fidelity
Express’ standards of
control over information
technology and related
processes are at least
minimally compliant with
guidelines developed by
the American Institute of
Certified Public
Accountants (AICPA).

their ISO 27002 certification. However,
our Recommendation was for a SAS70
audit which provides guidelines that are
recognized by the auditing community.
The SAS70 and ISO 27002 reports don't
cover the same scope. The ISO 27002
may provide more details on information
security, but not on any other business
process or IT area. Examples of these
include safeguarding of assets, proper
approvals, segregation of duties,
oversight, etc.

Additionally, the Public Company
Accounting Oversight Board's (PCAOB)
Audit Standard 2 specifically describes
the acceptable types of third party
reports that can be relied upon as a
basis of assessing risk or controls, of
which, ISO related reports are not
included.




Finding

" Finding Recommendation Management Response Follow-up Implementation
7  |Customer Customer Service Director [Concur; the contract was|A. The formal agreement between the |A. Fully
Service failed should ensure that the recently filed with the City and Fidelity Express was signed on Implemented
to renew the department: City Secretary’s Office  |April 23, 2004. According to the
contract and the contract Contract Agreement, the initial contract |B. Fully
agreement A. Renew the contract expiration date has been fterm is for three years. However, the implemented
with Fidelity  |agreement with Fidelity  |posted on ourinternal  |City shall have the right and option to
Express Express and/or other calendar. extend the term by five additional one-
following outside parties on time. year periods by giving written notice to
contract Fidelity Express of the City's election
expiration B. File the renewed to extend the term. The notice is to be
date. contract agreement with given not more than sixty days prior to

the City Secretary’s Office.

the expiration of the initial term. The
Customer Service Manager sent a
certified letter to Fidelity Express on
February 10, 2010 notifying them of the
City's election to exercise its option to
extend the agreement for an additional
one-year term. This will be the City's
third one-year option.

B. The Customer Service Manager filed
the renewal agreement with the City

Secretary on April 25, 2010.




