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TO: Daniel V. McAllister
" Treasurer-Tax Collector

FROM: Kenneth J. Mory
' Chief of Audits

FINAL REPORT: FOLLOW-UP AUDIT OF THE PROPERTY TAX COLLECTION AND
REFUND PROCESS
Enclosed is our report on the Follow-up Audit of the Property Tax Collection and Refund

Process. As there are no recommendations in the report, no audit response is required.

Thank you for the courteousness and cooperation extended to the Office of Audits & Advisory
Services dyiring the course of the audit.

If you haye any immediate concerns about the report, please contact me at (858) 495-5662.

KENNETH MVORY
Chief of Au

AUD:TP:ap
Enclosure
c. Donald F. Steuer, Chief Financial Officer

Tracy M. Sandoval, Assistant Chief Financial Officer/Auditor and Controller
Ebony N. Shelton, Group Finance Director
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BACKGROUND

From FY 2005-06 to the present, three audits and one review related to the property tax refund
process have been conducted. In FY 2005-06, a Grand Jury (GJ) audit was conducted of the
Treasurer-Tax Collector (T-TC) tax refund program. In October 2005, Macias Consulting, Inc.
(Macias) performed a review of the property tax overpayment and escheatment processes.
Subsequently, in 2008, the Office of Audits & Advisory Services (OAAS) conducted an audit of
the property tax collection and refund process. Last, as requested by the Treasurer-Tax
Collector, in 2009, Kessler International (Kessler) conducted a forensic audit of the property tax
trust refund database. The report titles, dates, and objectives are provided in Appendix A.

AUDIT SCOPE AND LIMITATIONS

At the request of the T-TC, OAAS completed a follow-up to the audits and review indicated
above. The objective was to determine whether the T-TC implemented the recommendations or
alternative solutions to address the findings included in the GJ, Macias, OAAS, and Kessler
engagements.

This audit was conducted in accordance with auditing standards prescribed by the Institute of
Internal Auditors, Inc., as required by California Government Code, Section 1236.

METHODOLOGY

OAAS implemented a multi-faceted methodology to conduct the audit. The following briefly
highlights the methods used:

Performed a review of all findings and recommendations included in each engagement;
Reviewed the Department’s response describing the status of each recommendation;
Assessed recommendations to determine if they were reasonable, applicable, and
feasible (RAF);

e Verified through observation and inspection whether recommendations reported as
implemented were actually implemented; 4

e Identified the reasons why implementation has not occurred for those recommendations
reported as outstanding; and

e Evaluated whether the approach proposed by the T-TC for reconcmng the TrustRef
system to the County’s Oracle General Ledger (GL) is reasonable.

AUDIT RESULTS

OAAS identified a total of 46 recommendations as reported by the engagements performed by
the GJ, Macias, OAAS, and Kessler. There were 11 recommendations in the Kessler report
assessed as not reasonable, not feasible,. or redundant to those in the three prior
engagements. Audit work found that 23 of the remaining 35 recommendations have been
implemented by the T-TC, while 12 open recommendations are in progress w1th
implementation expected by December 2009.

Half of the open recommendations were directly related to findings regarding records
maintained in the TrustRef system and the inability to reconcile the system to the general
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ledger. The reconciliation and baseline procedure proposed by the T-TC was determined to be
a reasonable approach and responsive to audit recommendations.

Observation I: Some Recommendations Redundant,
Not Feasible, or Not Reasonable

OAAS identified a total of 46 recommendations as reported by the engagements performed by
the GJ, Macias, OAAS, and Kessler. OAAS assessed these recommendations to determine
whether they were RAF (fully or in part) and that they represented a unique recommendation
requiring some level of action or response. All 21 recommendations contained within the GJ,
Macias, and OAAS engagements were determined to be RAF and unique. However, from the
25 recommendations identified in the Kessler report, 11 (44%) were assessed as not
reasonable, not feasible, or redundant to those in the three prior engagements.. These
recommendations were excluded from the implementation status review and will not be included
in future recommendation follow-up activity. Additionally, six recommendations were classified
as partially RAF. In these cases, while implementation of the exact wording of the
recommendation was not considered reasonable and/or feasible, the recommendations
addressed findings and risk areas where an alternative action was appropriate. These
recommendations are included in the implementation status sheet.

Observation ll: All Reasonable, Applicable, and Feasible Recommendations
Have Been Implemented or Are in Progress

Audit work verified that all 35 recommendations assessed as RAF or partially RAF were either
implemented or are in progress as shown in the table below.

Summar No. of implementation Status
y Recommendation | Implemented | In Progress | Reference Number

Grand Jury Audit Report 4 4 } )
{Appendix B)
Macias Audit Report
(Appendix C) 12 11 1 M10a
OAAS Audit Report
(Appendix D) 5 , 3 2 01, 05
Kessler's Report 14 K1,K5, K6, K9, K11,
Appendix E K16, K20, K22, K25

Percentage 34.3%

! Reference numbers relate to the recommendation number of each engagement as shown in Appendices B, C, D,
and E. GJ=Grand Jury, M=Macias, O=0OAAS, and K=Kessler.

Office of Audits & Advisory Services - County of San Diego FY 2009-10
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Recommendations In Progress - Of the 12 recommendations in progress, six (50%) are
addressed by the escheatment and baseline reconciliation process discussed in Observation Ill.
The remaining six recommendations and implementation dates are shown in the table below.

Planned Reference
Recommendation - Action/Activity Implementation Number
Date

Implementation of a security maintenance policy 9/30/2009 K16
Implementation of database programming to alert the

issuer of any monies due to the County before issuing 9/30/2009 K6
refunds to the taxpayer

Staff training on the newly issued TrustRef desk manual 9/30/2009 K22

Performance of a risk-based review of refund activity
specified in audit findings as requiring reconciliation? to

determine whether refunds were properly issued and - 8/31/2009 K1, K25
received by the rightful recipients
Completion of financial reporting procedure 11/30/2009 05

documentation®

Observation Ili: Proposed Solution to Reconcile the TrustRef Database
to the General Ledger Determined to be Reasonable

OAAS reviewed the T-TC proposed solution to reconcile the TrustRef database to the GL and
determined the approach to be reasonable. The OAAS audit in 2008 found that the T-TC was
unable to perform a cumulative reconciliation between the TrustRef database and the GL. T-TC
management took action and hired Kessler to identify a baseline and reconcile the balance to
the GL. Due to some data discrepancies identified by Kessler, they did not provide the
reconciliation of the TrustRef database to the GL. According to the Kessler report, they were
unable to rely on the information provided by the T-TC; therefore, they did not perform the
reconciliation of the TrustRef database to the GL. As a result, the T-TC developed an alternate
solution that includes the following steps (See also Appendix F for a flowchart of the procedural
steps):

Segregate records older than June 30, 2004;
Perform an escheatment — invalid records will be excluded from this process in
accordance with existing escheatment procedures (includes documentation of attempts
to locate refund recipients); and

e Adjust/balance TrustRef and the GL.

Note: Due to the lack of integrity of the archive database, this reconciliation will include only
current TrustRef records as compared to the GL.

% In lieu of a full reconciliation of transactions as recommended (not feasible), it was agreed that a rlsk-based sample
would be utilized to trace selected refunds back to source data.
* Draft documentation is pending assessment by T-TC CAFR external auditor for completeness and adequacy.

Office of Audits & Advisory Services County of San Diego FY 2009-10
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