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To the Citizens of the City of New York   
 
 
Ladies and Gentlemen: 
 
In accordance with the responsibilities of the Comptroller contained in Chapter 5, § 93, of the 
New York City Charter, my office has audited the administration of the Department of Homeless 
Services (DHS) Billing System account and Miscellaneous Expense Account.  
 
DHS is responsible for providing emergency shelter and social services to homeless families in 
New York City.  The services are designed to help homeless families gain self-sufficiency and 
move from temporary to permanent housing.  Audits such as this provide a means of ensuring 
that City funds are managed appropriately, efficiently and in full compliance with established 
guidelines. 
 
The results of our audit, which are presented in this report, have been discussed with officials of 
DHS, and their comments have been considered in preparing this report.  Their complete written 
response is attached to this report. 
 
I trust that this report contains information that is of interest to you.  If you have any questions 
concerning this report, please e-mail my audit bureau at audit@Comptroller.nyc.gov or 
telephone my office at 212-669-3747. 
 
 
Very truly yours, 
 
 

 
William C. Thompson, Jr. 
WCT/ec 
 
 
Report: ME07-073A 
Filed:  June 29, 2007 
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AUDIT REPORT IN BRIEF 
 

This audit determined whether the Department of Homeless Services (DHS) adequately 
administered its Billing System account and Miscellaneous Expense Account (MEA).  DHS is 
responsible for providing emergency shelter and social services to homeless families in New 
York City.  The services are designed to help homeless families gain self-sufficiency and move 
from temporary to permanent housing.  Homeless shelters bill DHS to recover the cost incurred 
in providing these services.   
 
 During Fiscal Year 2006, DHS maintained three active bank accounts, including the 
Billing System account, the MEA account, and an Imprest Fund bank account.  The Billing 
System account is the largest DHS account and is used to pay per diem homeless shelter 
providers through electronic funds transfers.  The total amount paid to the providers through this 
account during Fiscal Year 2006 was $120,043,627.  The MEA is a bank account that is used to 
replenish imprest funds that were established for shelters that are directly operated by DHS.  
Fiscal Year 2006 MEA bank account payments amounted to $977,453.  A separate Imprest Fund 
bank account that is used to reimburse DHS employees for small purchases they make on behalf 
of DHS expended $73,555 in Fiscal Year 2006.   
 

There are three types of family and adult shelter providers: contractual providers, non-
contractual providers, and shelters directly operated by DHS.  The contractual providers are paid 
through the Citywide Financial Management System (FMS).  Non-contractual providers are paid 
through the Billing System bank account.  DHS uses the Client Tracking System (CTS), the 
Shelter Care Information Management System (SCIMS), and the Housing Emergency Referral 
Operation (HERO) system to record and track the services provided to homeless clients.   
 
 
Audit Findings and Conclusions 
 

DHS has adequate controls in terms of deposits in and withdrawals from the Billing 
System bank account and the MEA account.  DHS also has established accounting systems to 
record, track, and store transactions made through its Billing System bank account, and the DHS 
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Billing unit, which processes per diem family provider payments, compares shelter invoices to 
homeless family records stored in CTS prior to initiating payments through this bank account.   
 

However, DHS needs to improve the controls over the administration of its Billing 
System and MEA accounts.  The payment process leading up to the withdrawals exhibited 
several weaknesses.  The deficiencies include a lack of segregation of duties in the Billing unit; a 
lack of reconciliation of the electronic transfer of funds from the Billing System bank account to 
the Billing unit’s authorized payments; a failure to properly process recoupments; a lack of 
controls over the processing of payments to the one per diem adult provider; a lack of controls 
over disbursements made from the MEA account; and a failure to determine which entities 
require the issuance of 1099-MISC forms for income tax purposes.   
 
 
Audit Recommendations 
 

To address these issues, the audit recommends, among other things, that DHS: 
 

• Ensure that the Director of the Billing unit approves the final payment file to be sent 
to the bank account custodian for the electronic transfer of funds to providers.  

 
• Intensify its efforts to enter into contracts with its per diem providers. 

 
• Establish a process to ensure that all electronic transfers of funds to per diem 

providers match the amounts authorized by the Director of the Billing unit.  
 

• Establish procedures and computer controls to ensure the proper processing of 
recoupments. 

 
• Ensure that the determination of overpayments is based on actual rather than 

allowable expenses and recalculate the closeout statement for Fiscal Year 2006. 
 

• Ensure that its imprest fund Custodian Directory is regularly updated to reflect 
changes in authorized personnel. 

 
• Report its payments to 1099-reportable per diem providers in a format acceptable to 

the Financial Information Services Agency (FISA). 
 
 
Agency Response 

 
In its response, DHS generally agreed with the audit’s findings and recommendations. 
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INTRODUCTION 
 
Background 
 
 The Department of Homeless Services is responsible for providing emergency shelter and 
social services to homeless families in New York City.  The services are designed to help 
homeless families gain self-sufficiency and move from temporary to permanent housing.  
Homeless shelters bill DHS to recover the cost incurred in providing these services.   
 
 During Fiscal Year 2006, DHS maintained three active bank accounts, including the 
Billing System account, the DHS Miscellaneous Expense Account, and an Imprest Fund bank 
account.   
 

The Billing System account is the largest DHS account and is used to pay per diem 
homeless shelter providers through electronic funds transfers.  The Department of Finance 
approved the establishment of this account in December 1997.  This bank account is a zero-
balance account1 that is funded through the Department of Finance’s Treasury Pool Account, 
which serves many City agencies.  Funds from the Treasury Pool Account are credited to the 
Billing System bank account to cover the cost of the electronic transfer of funds to the providers.  
The total amount paid to these providers through this account during Fiscal Year 2006 was 
$120,043,627.  The providers are non-contractual vendors that are paid for their services on a per 
diem basis through this account.   
 
 There are three types of family and adult shelter providers: contractual providers, non-
contractual providers, and shelters directly operated by DHS.  The contractual providers are paid 
through the Citywide Financial Management System.  Non-contractual providers are paid 
through the Billing System bank account.     
 

According to records provided to us by DHS officials, there are 99 family shelter 
providers that are paid through the Billing System account.  Of these 99 providers, 97 are per 
diem providers and two are both per diem and contractual providers.  Contract payments to these 
two providers are made through FMS.  The 99 family shelter providers are legally represented by 
76 parent organizations.  DHS also pays one adult shelter on a per diem basis. 
 
 DHS uses the Client Tracking System, the Shelter Care Information Management 
System, and the Housing Emergency Referral Operation system to record and track the services 
provided to homeless clients.  CTS maintains the lodging history of families that are placed in 
the shelter system.  Its purpose is to collect and store a family’s personal information, eligibility, 
and placement history.  CTS is updated through HERO, which operates 24 hours a day, seven 
days a week.  Family shelters are required to accept referrals only through HERO.  The per diem 
family shelter providers submit their invoices to the DHS Billing unit for reconciliation against 
CTS records.  SCIMS provides information on the lengths of adult client stays at shelters, client 
movements from one shelter to another, and any entrants/exits from the shelter system.  SCIMS 

                                                 
1 A checking account in which a balance of zero is maintained by depositing funds only in amounts large enough to 
cover disbursements.  
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is used in the processing of payments for clients served by the St. James Shelter, the only per 
diem adult shelter.   
 
 The DHS Miscellaneous Expense Account is a bank account that is used to replenish 
imprest funds that were established for shelters that are directly operated by DHS.  Fiscal Year 
2006 MEA bank account payments amounted to $977,453.  These imprest funds pay for small 
shelter-related purchases.  They also support special events for clients and team building and 
skills enhancement activities for DHS staff working at those shelters.   
 
 A separate Imprest Fund bank account that is used to reimburse DHS employees for 
small purchases they make on behalf of DHS expended $73,555 in Fiscal Year 2006.   
 

To fund these accounts, DHS uses miscellaneous vouchers payable directly to the agency.  
City agencies may use different types of payment vouchers to effect payment.  Many of these 
result in payments that are made directly to third-party vendors.  In Fiscal Year 2006, DHS 
payment vouchers (all types) totaled about $558 million.  Of this amount, $117 million 
(approximately 21 percent) was in the form of miscellaneous vouchers processed through FMS 
and payable to DHS rather than to a third-party vendor.  These miscellaneous vouchers are 
deposited in the three bank accounts to support purchases made by DHS.  Such purchases are 
made outside of FMS, the City system that is generally used to pay vendors.   
 
 
Objective 
 
 To determine whether DHS adequately administered its Billing System and MEA 
accounts. 
 
 
Scope and Methodology 
 

The scope period of the audit was Fiscal Year 2006 (July 1, 2005 through June 30, 2006).  
The audit primarily focused on the Billing System bank account.  Limited audit testing was also 
done on the MEA bank account. 
 

To gain an understanding of the DHS administration of its bank accounts, we conducted 
walkthroughs and observations of several DHS units and interviewed DHS officials and 
personnel involved with administering payments through these bank accounts.  We interviewed 
the DHS custodians of each bank account, as well as officials and personnel from DHS’s Billing 
unit, Office of Information Technology (OIT), Finance unit, Revenue unit, and Vacancy Control 
unit.  In addition, a Department of Finance official was interviewed on the operation of the 
Treasury Pool Account. 
 

DHS manuals entitled Family Services Billing Unit, the Guidelines and Procedures For 
Directly Operated Family and Adult Shelters, and the Sub-Imprest Fund Procedures Manual, 
and Comptroller’s Directives #1 (Agency Evaluation of Internal Controls), #3 (Administration of 
Imprest Funds), #11 (Cash Accountability and Controls), and #24 (Agency Purchasing 
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Procedures and Controls) were reviewed to gain an understanding of relevant policies, 
procedures, and regulations governing the management of these bank accounts and were used as 
criteria to assess the DHS administering of payments through its bank accounts. 
 

To determine whether DHS has adequate controls over deposits and disbursements from 
the Billing System bank account, we analyzed the Department of Finance’s Cash Management 
Reports, as well as DHS disbursement journals, electronic funds transfer data, CTS and SCIMS 
reports, and other documentation relevant to the administration of this account.  To determine 
whether the electronic funds transfers made through the Billing System bank account were 
properly reviewed, approved and reconciled, we analyzed transactions made through the Billing 
System bank account during Fiscal Year 2006.  We reviewed two payment processes, one for the 
99 per diem family shelters and the other for the one per diem adult shelter.   

 
Bank statements and disbursement journals for the MEA bank account were reviewed to 

determine whether DHS had adequate controls over the deposits and disbursements made 
through this account.  We also determined whether checks issued from the MEA account were 
made to shelter imprest fund custodians listed in the DHS Custodian Directory by reviewing 
disbursements made during the randomly selected month of September 2005.   

 
The federal Internal Revenue Service (IRS) requires that entities report to the IRS on 

1099 forms certain payments made for services rendered.  New York City generally administers 
this requirement through FMS.  DHS assumes additional 1099 responsibilities by processing 
payments outside of FMS.  These responsibilities include identifying which of its providers are 
1099-reportable entities and reporting information on its payments to these entities to the City 
Financial Information Services Agency, which is the agency responsible for issuing 1099 forms.  
We determined whether DHS tracked and reported to the Financial Information Services Agency 
all 1099-reportable payments to its per diem providers that were paid through the Billing System 
bank account rather than through FMS. 

 
In addition, we tested the reliability of data for transactions processed through CTS.  We 

judgmentally selected one of the three shelters that are both per diem and contractual providers 
and randomly selected 30 clients from the invoices submitted by this shelter.  We compared  
client identification and payment information on the invoices to the corresponding information 
on a CTS printout.  We also randomly selected 30 clients from a CTS printout and compared the 
client identification and payment information on the printout to the corresponding information on 
the invoices.   

 
A comprehensive review of information technology controls in the CTS and SCIMS 

systems was beyond the scope of this audit. 
 
The results of the above tests in which samples were drawn, while not statistically 

projected to their respective populations, provided a reasonable basis for assessing DHS 
administration of its bank accounts. 
 

This audit was conducted in accordance with generally accepted government auditing 
standards (GAGAS) and included tests of records and other auditing procedures considered 
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necessary.  This audit was performed in accordance with the audit responsibilities of the City 
Comptroller as set forth in Chapter 5, §93, of the New York City Charter. 
 
 
Discussion of Audit Results 
 
 The matters covered in this report were discussed with DHS officials during and at the 
conclusion of this audit.  A preliminary draft report was sent to DHS officials on May 10, 2007 
and was discussed at an exit conference held on May 23, 2007.  We submitted a draft report to 
DHS officials on June 1, 2007 with a request for comments.  We received a written response 
from DHS officials on June 20, 2007. 

 
In its response, DHS generally agreed with the audit’s findings and recommendations, but 

stated that “due to the imminent closure of a facility, one recommendation will not be 
implemented.  DHS intends to implement all but one recommendation by the end of 2007.”  
DHS also stated that it “continues to work to improve its internal controls and the New York 
City Comptroller’s audit has assisted the agency in this undertaking.” 

 
The full text of DHS comments is included as an addendum to this report. 
 
 



Office of New York City Comptroller William C. Thompson, Jr. 
 

7 

FINDINGS AND RECOMMENDATIONS 
 
 Our audit revealed that DHS needs to improve the controls over the administration of its 
Billing System and MEA accounts.  DHS has adequate controls in terms of deposits in and 
withdrawals from the Billing system bank account and the MEA account.  DHS has established 
accounting systems to record, track, and store transactions made through its Billing System bank 
account, and the DHS Billing unit, which processes per diem family provider payments, 
compares shelter invoices to homeless family records stored in CTS prior to initiating payments 
through this bank account. 
 

The payment process leading up to the withdrawals, however, exhibited several 
weaknesses.  The audit identified: a lack of segregation of duties in the Billing unit; a lack of 
reconciliation of the electronic transfer of funds from the Billing System bank account to the 
Billing unit’s authorized payments; a failure to properly process recoupments; a lack of controls 
over the processing of payments to the one per diem adult provider; a lack of controls over 
disbursements made from the MEA account; and a failure to determine which entities require the 
issuance of 1099-MISC forms for income tax purposes. 
 
 
Adequate Controls for Billing System Bank Account 
Deposits and Withdrawals 
 

DHS has adequate controls in terms of deposits in and withdrawals from its Billing 
System bank account.  When DHS needs funds to pay its per diem providers, it processes a 
miscellaneous voucher through FMS.  Based on the miscellaneous voucher, FMS provides a 
check payable to DHS.  The DHS custodian, who is a Finance unit employee responsible for the 
Billing System bank account, deposits this check in the Treasury Pool Account.  When payments 
are to be made to per diem providers, the Billing unit and the OIT prepare a payment file that is 
emailed to the custodian, who initiates an electronic transfer of funds to the providers.  To 
initiate the transfer, the custodian transmits the payment file to the Billing System bank account, 
which is located in the same bank as the Treasury Pool Account.  The custodian is not able to 
change the payment file before it is transmitted to the Billing System bank account.  The bank 
transfers funds electronically to the providers, which creates a negative account balance in the 
Billing System bank account.  The bank then uses funds in the Treasury Pool Account to return 
the Billing System bank account to a zero balance. 

 
Another DHS Finance unit employee performs a regular reconciliation of DHS deposits 

and disbursements to the Treasury Pool and Billing System accounts.  Our review of the 
Department of Finance’s Cash Management Reports for Fiscal Year 2006 and the DHS 
disbursement journal for the Billing System account revealed that these deposits and 
disbursements were properly reconciled.   
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Lack of Segregation of Duties at the Billing Unit 
 
 DHS does not adequately segregate duties in its Billing unit relative to its payments to 
per diem family shelter providers.  As a result, several tasks have been performed by one 
individual—the Billing unit supervisor, and this may increase the risk of error and 
misappropriation. 
 

According to Comptroller’s Directive #1, “Key duties and responsibilities need to be 
divided or segregated among different staff members to reduce the risk of errors and fraud.  This 
should include separating the responsibilities for authorizing transactions, processing and 
recording them, reviewing the transactions, and handling any related assets.  No one individual 
should control all key aspects of a transaction or event.”   
 
 Upon the receipt of invoices and certain supporting documentation from per diem family 
shelters, the Billing unit supervisor date-stamps the invoices and logs them in.  Unit reviewers 
then compare pertinent information on the invoices, such as the number of care days provided, 
with family records in CTS.  The reviewers print a prepayment register showing the invoice 
information on clients that has been reconciled to CTS information.  The invoices, certain 
supporting documentation, and the register are given to the Billing unit Director for review.  
After approving the invoices for payment, the Director gives them to the Billing unit supervisor, 
who works with OIT to process the payment.  The payment information received from the 
Billing unit is processed through CTS by OIT.  This processing enables the Billing System bank 
account custodian to initiate electronic funds transfers from the bank account to the per diem 
shelters.   
 

During the processing of the payment by OIT, the Billing unit supervisor authorizes 
certain OIT steps in the payment process and makes corrections in CTS when there are 
discrepancies.  In addition, the Billing unit supervisor is authorized to resubmit data on cases that 
are rejected when the New York State Welfare Management System (WMS) reports that the 
clients are not recipients of public assistance.  The Billing unit supervisor does this by entering 
an override code in CTS to allow payment in these cases even though DHS is unable to obtain 
federal and state reimbursement in such cases.  These steps are performed by the Billing unit 
supervisor without any Billing unit oversight.  None of the corrections or overrides are reviewed 
or approved by the Director of the unit. 
 
 The lack of segregation of duties in the payment process may result in errors or in the 
misuse or misappropriation of City funds.  The task of correcting discrepancies and overriding 
rejected cases should be a supervised activity in the Billing unit.  Therefore, DHS should ensure 
that the Director of the Billing unit oversees the entire payment-cycle process and ensures that 
the Billing unit supervisor does not handle all aspects of the correction and override process.     
 

The alternative to paying per diem providers through a DHS bank account is to pay them 
through FMS, which has built-in controls that require a separation of duties among those who 
prepare and authorize payment vouchers.  According to FMS procedures, “Documents entered 
into the system are placed on the Document Listing (SUSF) and are not accepted until all edits 
are satisfied and all required approvals are applied.  Payment Vouchers and Miscellaneous 
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Payment Vouchers require approval from two authorized agency officials. This typically 
includes the agency Chief Fiscal Officer (CFO), equivalent or authorized designee and one 
additional appointed official.  The two levels of agency approval must be applied for payment 
vouchers to be accepted into the system.”   

 
DHS should be moving towards paying all of these providers through FMS by 

intensifying its efforts to have contractual agreements with them. The option of entering into 
contracts with each of its per diem providers was recommended in an audit2 issued by the Office 
of the New York City Comptroller on October 1, 2003.  In responding to the recommendation, 
DHS stated: “We should move toward establishing contracts with the majority of un-contracted 
facilities with which the City currently has relationships.”3  Contractual relationships with these 
providers would require that payments be made through FMS, which would help address the 
segregation of duties issue noted above and other control weaknesses at DHS relating to the 
payment of per diem providers, as will be explained throughout the remainder of this report.  
Making payments through FMS would also help ensure that DHS is not paying providers that 
have liens on them for owing the City money.  In addition, obtaining shelter services through 
contracts rather than per diem arrangements would help ensure that such procurements comply 
with applicable City Charter and Procurement Policy Board rules, strengthen vendor 
accountability and increase transparency.    

 
Recommendations 

 
 DHS should: 
 

1. Ensure that the Director of the Billing unit approves the final payment file to be sent 
to the bank account custodian by the OIT unit for the electronic transfer of funds to 
providers.  

 
Agency Response: “Implemented. … The Billing Unit Director manually reviews and 
approves all payments before they are submitted for electronic transfer to shelter 
providers.  The Unit Director compares and verifies matching dollar amounts listed in the 
Awaiting Payment Report to the Payback Report from the prior payment cycle (for 
Resubmits); and to approved Exception to Policy forms (for Special Payments).” 

 
2. Intensify its efforts to enter into contracts with its per diem providers. 

 
Agency Response: “DHS is currently involved in contract [negotiations] with four 
separate agencies to bring approximately 782 per diem units, formerly scatter sites under 
the Billing System under contract.  In the future, DHS will continue its efforts to either 
downsize per diem capacity by taking facilities off line or contract where appropriate.” 

 
 
 

                                                 
2 Audit Report on Department of Homeless Services Controls over Payments to Hotel and Scatter Site Housing 
Operators July 1, 2001–June 30, 2002 (FM03-123A, issued October 1, 2003).  
3 FM03-123A, p. 7. 
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Lack of Coordination Between Electronic Funds Transfers  
And Billing Unit’s Authorized Payments 
 
 DHS has no procedure in place to ensure that the payments made to the per diem 
providers correspond to the amounts authorized by the Billing unit.  Consequently, the Billing 
unit was unaware of certain payments to per diem providers. 
 
 Per diem providers’ claims are processed by the Billing unit, but the actual payments are 
made to the providers by the custodian of the Billing System bank account, who works in the 
Finance unit.  There is no direct communication between the account custodian and the Billing 
unit.  The Billing unit communicates all payment information to OIT, which process the claims 
through CTS.  OIT in turn communicates the final payment amounts to the custodian of the 
Billing System bank account, who initiates an electronic transfer of funds to the per diem 
vendors.  During our walkthroughs, OIT staff referred questions regarding the amounts paid to 
the providers to the Billing unit, stating that the amounts paid to the providers were the 
responsibility of the Billing unit.  However, the Billing unit was not always aware of the final 
amounts paid to the providers. 
 
 A CTS report known as the Payback Report is generated after OIT processing of the 
invoices and before transmittal of the payment information to the Billing System bank account 
custodian.  The report shows all the payments approved and rejected during the processing of the 
payments by OIT.  The amounts to be paid listed on that report should correspond to the amounts 
actually paid by electronic funds transfer.  However, our review of electronic funds transfer data 
disclosed that during the June 19, 2006 payment cycle, an electronic funds transfer of $1,096 was 
made to a provider even though the Payback Report showed that CTS rejected this recoupment 
because there was no payment from which the recoupment could be deducted.  This CTS 
rejection of the recoupment was ineffective because the amount was subsequently processed as 
an electronic funds transfer payment to the provider.  In effect, a payment of $1,096 was made 
when the intent was to have the amount recouped (deducted) from the vendor.  FMS procedures 
state: “Documents entered into the system are placed on the Document Listing (SUSF) and are 
not accepted until all edits are satisfied and all required approvals are applied.” 
 
 To ensure that the amounts authorized by the Billing unit Director are the amounts that 
are finally disbursed from the Billing System bank account, comparisons of the electronic funds 
transfers to the amounts authorized to be paid by the Billing unit should be done regularly.  By 
not comparing transactions authorized by the Billing unit Director to transactions actually 
processed, DHS increases the risk that providers will be overpaid or that City funds will be 
misused.   
 

In addition, our analysis of two DHS reports, one entitled “Facilities on Intermediate 
Waiting Period” and the other entitled “Record of Payments Issued and Payments Rejected”, 
disclosed that CTS did not properly process recoupments of previous overpayments to providers 
even when there were payments from which to deduct the recoupment.  Consequently, in seven 
cases of this type, a total of $9,193 that was supposed to be recouped from providers in Fiscal 
Year 2006 was rejected by CTS and not deducted from these or subsequent payments.  For 
example, $2,284 was supposed to be recouped from a provider.  The provider’s claim for the 



Office of New York City Comptroller William C. Thompson, Jr. 
 

11 

period was for $103,663.  If the recoupment had been processed correctly and deducted from the 
payment, the provider would have been paid $101,379.  However, the electronic funds transfer to 
the provider was for the full amount of the claim—$103,663.   
 

According to DHS Billing unit officials, DHS does not have procedures to track 
recoupments.  DHS should ensure that it properly deducts recoupments from its payments to 
providers.   
 

Had payments to these providers been processed through FMS, vouchers would have 
been prepared that stipulated the exact amounts that providers were owed.  According to FMS 
procedures, “The Voucher Total field must equal the Calculated Voucher Total field before the 
voucher will be accepted.”  Accordingly, recoupments would have been deducted from payments 
before vouchers were authorized.   
 

Recommendations 
 
 DHS should: 
 

3. Establish a process to ensure that all electronic transfers of funds to per diem 
providers match the amounts authorized by the Director of the Billing unit.  

 
Agency Response: “Implemented. … The Billing Unit Director reconciles payments at 
the end of each payment cycle using an independent source report.  OIT posts an 
HOM740-RI Report (RI Report) on the Agency’s shared Q Drive at the end of each 
payment cycle.  The RI Report lists the actual total dollar amounts withdrawn from the 
DHS bank account and is used as an independent source in comparing the Payback 
Report for the total dollar amounts issued.  The Unit Director signs and dates these 
reports as verification of matching dollar amounts.  All documentation is placed in the 
Final Payment Folder.” 

 
4. Resolve the erroneous $1,096 payment made to a provider that actually owed DHS 

$1,096 and recoup it as appropriate. 
 

Agency Response: “Implemented. ... The $1,096 erroneous payment made to Pilgrim 
Realty 1 (HB32) was repaid by the provider on March 20, 2007.” 

 
5. Search its databases and records for other instances in which payments were 

erroneously made to providers instead of being recouped from them. 
 

Agency Response: “In light of the fact that payments were erroneously made to 
providers, DHS has searched its databases and records for the period of 2007 to 2000.  
Five errors were found and as a result, Billing has contacted the providers involved and 
will recoup these payments.” 

 
6. Establish procedures and computer controls to prevent such erroneous payments. 
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Agency Response: “The DHS Billing Unit has drafted procedures for recouping 
overpayments from family shelter providers.  These procedures have been forwarded to 
DHS executive staff for review.  Feedback is pending. 
 
“DHS OIT has made a change to the CTS program that tracks recoupments, and now 
flags any recoupments that have not been deducted.  Thus, in the future, recoupments will 
always be deducted from payments to providers.” 

 
7. Recoup the additional $9,193 identified in the audit that DHS failed to deduct from 

payments made to providers. 
 

Agency Response: “OIT generated a Negative Special Payment Report from the DHS 
Billing System which was used by the Billing Unit to verify the overpayments totaling 
$9,193.  The Billing Unit has recouped a total of $8,827.86.  A balance of $365.47 
remains and will be recouped by July 31, 2007.” 

 
8. Search its databases and records for other instances in which recoupments were not 

properly deducted from payments made to providers. 
 

Agency Response: “OIT generated a Negative Special Payment Report from the DHS 
Billing System.  This report lists all recoupments posted in the DHS Billing System from 
1998 to 2007.  The Billing Unit intends to recoup any outstanding amounts by August 
2007.” 

 
9. Establish procedures and computer controls to ensure the proper processing of 

recoupments. 
 

Agency Response: “A draft procedure for recouping overpayments from family shelter 
providers is presently under review and pending executive staff approval.  Thereafter, 
Billing intends to meet with OIT [to] automate the process and incorporate the necessary 
controls.” 

 
 
Lack of Control over the Processing of St. James Shelter’s Claims 
 

Claims from the St. James Shelter (the only per diem adult shelter), are paid from the 
Billing System account but are not processed through the Billing unit, which only processes 
family shelter claims.  While the Billing unit has a system to review provider invoices and 
corresponding client information in CTS, DHS has no comparable system to review per diem 
adult provider invoices and corresponding client information in SCIMS.  St. James Shelter 
payments are automatically processed through SCIMS based on client information entered in the 
system by shelter staff.  As a result, we performed a detailed review of the DHS processing of 
payments to the St. James Shelter. 
 

Our review of payments made to the St. James Shelter, which is DHS’s only per diem 
adult shelter, disclosed a serious lack of internal controls over these payments.  As a result, 
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payments were made to the St. James Shelter without supporting documentation or a proper 
review of the amounts paid.   
 

Payments Not Properly Supported 
 
 DHS paid St. James Shelter for providing lodging to homeless adults without requesting 
supporting documentation to ensure that the correct amounts were paid.  Consequently, St. James 
Shelter was consistently overpaid for services it provided. 
   

DHS paid St. James Shelter twice a month without first verifying that all clients for 
whom payments were made actually used the shelter during the periods indicated.  In Fiscal Year 
2006, DHS made 24 payments for a total of $594,503 to St. James Shelter.  We judgmentally 
selected the December 19, 2005 payment and requested the related supporting documentation.  
The only documentation DHS provided was a single-page printout from the SCIMS system 
listing all clients for whom the payment was made for the period between November 16 and 30, 
2005.  DHS officials told us that no other documentation exists at DHS because they rely on the 
client information entered in SCIMS by St. James Shelter staff and the DHS Vacancy Control 
unit.   
 
 According to DHS officials, a staff person visits St. James Shelter once a week to verify 
the client roster, which is signed by each client present at breakfast every morning.  During our 
walkthrough at St. James Shelter, we were told that DHS staff visits are related to social services 
and not to the review of client rosters.  In any event, DHS has no records whatsoever to show it 
reviewed client rosters to ensure proper payments to the St. James Shelter. 
 
 DHS officials also stated that the information in SCIMS is updated by the Vacancy 
Control unit every night.  We were told that the Vacancy Control unit is responsible for updating 
the SCIMS system on a daily basis (at 10:00 p.m. and 2:00 a.m.) when the unit receives calls 
from the shelters providing information on occupancy rates and curfew violations.  However, 
Vacancy Control unit officials informed us that the unit does not update the SCIMS system or 
make any entries in the SCIMS system.  In fact, the purpose of the Vacancy Control unit is to 
gather statistics on the occupancy of the shelters for program, not payment, purposes.  Therefore, 
there is no evidence that DHS reviews and updates the information in SCIMS before the St. 
James Shelter payments are processed.   
 

As previously stated, clients sign daily breakfast rosters.  The St. James Shelter uses the 
breakfast rosters to prepare a report, the Monthly Transitional Utilization Billing Form, which is 
sent to the shelter’s Fiscal Office.  The Fiscal Office uses this information to produce an invoice 
that shows how much DHS is supposed to pay St. James for the period billed.  However, these 
invoices are prepared after payments have already been received from DHS.  The invoices are 
prepared by the Fiscal Office to ensure that the shelter receives the correct amounts. One official 
at the shelter’s Fiscal Office stated that they do not worry about overpayments because 
differences are corrected when the closeout statements are prepared. 
 

To determine whether the 24 payments DHS made to the St. James Shelter during Fiscal 
Year 2006 were valid and accurate, we compared these payments to the invoices prepared by the 
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shelter’s Fiscal Office.  The shelter’s invoices identified the care days provided and multiplied 
them by a per diem rate. Our analysis revealed that DHS consistently overpaid St. James Shelter 
during the year.  Based on the St. James Shelter’s Fiscal Year 2006 invoices to DHS totaling 
$539,028, we calculated that DHS’s payments to the shelter of $594,503 during the fiscal year 
included an overpayment of $55,475.  Each payment included an overpayment ranging from 
$1,973 to $3,120.  This resulted from DHS not requiring the shelter to submit invoices or other 
documentation to support its claims in advance of payment and from DHS not reviewing and 
updating the information entered in SCIMS.   

 
 By systematically overpaying the St. James Shelter during the year, DHS relied totally on 
a year-end closeout process that is more appropriate to a contractual relationship than to a pay-
as-you-go arrangement.  DHS needs to establish contracts with its providers.  In the interim, a 
system of internal controls that enables it to pay its per diem adult shelter provider the correct 
amounts throughout the year should be developed.  For its family shelter providers, the DHS 
Family Services Billing Unit manual requires that “shelter operators use invoices to certify that 
services were rendered for homeless families referred to them by DHS.  The Billing unit 
recommends to each shelter operator that they designate a financial officer or agent thereof who 
will certify and attest to the accuracy of their monthly billings and all associated documents.”  
DHS needs to implement similar procedures for payments to its per diem adult shelter.   
 

Payments Not Properly Reviewed 
 
 According to DHS officials, a closeout statement is prepared at the end of each fiscal year 
to ensure that payments made to St. James Shelter were appropriate.  However, our analysis of 
the closeout statements for Fiscal Years 2003 through 2006 disclosed that the basis for the 
closeouts was inappropriate.   
 

DHS bases its closeout review on “allowable expenses” (DHS budgeted amounts for St. 
James), not on invoices and supporting documentation.  According to DHS officials, allowable 
expenses represent the budgeted amounts.  However, in the year-end closeout, it appears that 
DHS determines the amounts to be paid to the shelter based on the budgeted amounts rather than 
on St. James’ actual services.  As noted above, when DHS paid the St. James Shelter $594,503 
during Fiscal Year 2006, we determined that it overpaid the shelter by $55,475.  However, 
DHS’s Fiscal Year 2006 Rate-Based Close-Out Statement for the St. James Shelter stated that 
total Fiscal Year 2006 allowable expenses were $602,344, which represents an additional $7,841 
above the $594,503 already paid.  According to the closeout statement, this additional $7,841 is 
due to St. James, which would lead to a total overpayment of $63,316.   
 

DHS should require that the St. James Shelter submit invoices and supporting 
documentation for all claims processed.  DHS should then base its closeout statement, as well as 
its final payments (recoupments), on the services actually provided by the shelter during the year.   
 

Furthermore, DHS is not promptly obtaining recoupments of payments that were above 
the allowable expenses (budgeted amounts).  The Fiscal Year 2003 and 2004 closeout statements 
(dated December 16, 2003 and February 2, 2005, respectively) showed that the provider was 
overpaid $41,939 during Fiscal Year 2003 and $49,996 during Fiscal Year 2004.  However, this 
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money had still not been recovered as of the June 1, 2006 closeout statement for Fiscal Year 
2005.  The Fiscal Year 2005 closeout statement (dated June 1, 2006) identified an overpayment 
of $21,016 during the fiscal year that was added to the total of $91,935 in overpayments during 
the preceding two fiscal years to arrive at the conclusion that a closeout payment of $112,951 
was needed from the provider.  The February 20, 2007 closeout statement for Fiscal Year 2006 
indicated that the overpayments dating back to Fiscal Year 2003 had finally been recouped.      
 
 If DHS determines that there is a continuing need for the services provided by the St. 
James Shelter, and if it is satisfied with the shelter’s performance, it should enter into a 
contractual relationship with the provider.  In the meantime, there is no justification for 
continuing to pay this provider through the Billing System account.  Until a contract is in place,  
using purchase orders and processing regular payment vouchers through FMS for the St. James 
Shelter, though still inappropriate according to Directive #24 due to the large amounts paid to 
this provider, would still be preferable to continuing to use the Billing System account to pay this 
provider.    
 

As noted earlier, FMS procedures state: “Payment Vouchers require approval from two 
authorized agency officials. . . . The two levels of approval must be applied for payment 
vouchers to be accepted into the system.”  Built-in controls in FMS, such as recording who 
prepared and approved the vouchers, would help impose some needed discipline on the payment 
process for this provider.   
 

Recommendations 
 
 DHS should: 
 

10. Require that the St. James Shelter provide invoices and supporting documentation for 
all claims. 

 
Agency Response: “As noted in the audit report, the St. James Shelter is the one and only 
current shelter within the Adult Shelter system that is paid on a per diem basis.  Given the 
current and consistent reductions in the Adult Shelter system census, DHS had 
determined that the St. James shelter should be terminated because it is not a cost-
effective model, given its current budget and capacity.  DHS anticipates that this 
termination will occur by the end of the calendar year.  In the interim, DHS will require 
that the provider submit invoices to DHS that will be reconciled with client data in 
SCIMS to more closely monitor payments to the provider and avoid future 
overpayment.” 

 
11. Ensure that all invoices and supporting documentation submitted by the St. James 

Shelter are reviewed.   
 

Agency Response: “DHS is in agreement that the reliance on the year-end closeout was 
not a sufficient internal control for the monitoring of this program.  For the ensuing 
months before termination of the St. James Shelter, estimated to be by the end of the 
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current calendar year, DHS will more closely monitor payments to ensure that there are 
no future overpayments made to this provider.” 

 
12. Ensure that the determination of overpayments is based on actual rather than 

allowable expenses and recalculate the closeout statement for Fiscal Year 2006. 
 

Agency Response: “Implemented. ... Closeout statements from FY 2003-2006 have been 
reviewed.  Overpayments from 2003-2005 are being repaid in equal monthly installments 
over a twelve (12) month period ending in mid-FY 2007.  There was no overpayment in 
FY 2006.  The overpayment calculated by the Comptroller is incorrect.  St. James’ actual 
expenditures were $659,177 (Page 7 attachment).  The allowable budgeted expenses were 
$602,344.  DHS paid St. James $594,503.  DHS paid St. James up to their budget giving 
them an additional $7,841.” 
 
Auditor Comment:   We disagree with DHS’s contention that there was no overpayment 
to St. James in Fiscal Year 2006. As we state in the report, invoices provided to us by 
DHS and St. James indicate that DHS made overpayments totaling $63,316 to the shelter.  
The documentation upon which DHS is basing its contention was never provided to us 
during the audit, although it had ample opportunity to do so.  Furthermore, the 
expenditures that DHS is referring to should not be used in determining the amount 
payable to St. James; as a per diem shelter, St. James should be paid a daily rate based on 
actual services (i.e., care days) provided, as we state in the report.  In addition, while we 
are not questioning DHS’s decision to establish a maximum reimbursement for the 
provider through an allowable expense budget, the amount paid to the shelter should not 
exceed the total per diem payments due the provider based on actual care days. 
Accordingly, we reaffirm our finding.  
 
13. Promptly obtain identified recoupments upon completion of year-end closeout 

statements. 
 

Agency Response: “Implemented. ... DHS has taken steps to recoup all closeout 
payments due and will ensure prompt recoupment at each year-end if necessary.” 
 
14. Determine whether a contract with the St. James Shelter is appropriate.  

 
Agency Response: “Implemented. ... As noted in the audit report, the St. James Shelter is 
the one and only current shelter within the Adult shelter system that is paid on a per diem 
basis.  All other shelters are under contract, and paid through FMS, a system we agree 
has the appropriate internal controls.  Given the current and consistent reductions in the 
Adult shelter system census, DHS has determined that the St. James Shelter should be 
terminated because it is not a cost-effective model given its current budget and capacity.  
It is the goal of the Agency and DHS’ Shelter Take-down Plan to continuously examine 
opportunities to reinvest shelter dollars to focus on initiatives related to permanency.  For 
these reasons, DHS will not pursue a contract with the St. James Shelter, as 
recommended.” 
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15. Until a contract is in place, pay the St. James Shelter using purchase orders and 
regular payment vouchers processed through FMS. 

 
Agency Response: “DHS disagrees, and will not implement.  DHS has determined that it 
will not pursue a contract with the St. James Shelter.  DHS will more closely monitor 
payments to this provider to avoid any future overpayments during the time period before 
termination.  It is estimated that the termination will occur by the end of the calendar 
year.  It should be noted that the FY 05 and prior recoupments have been arranged on a 
payment schedule and are current, and there were no FY 06 overpayments.” 
 
Auditor Comment:  We continue to believe that the St. James Shelter should be paid by 
using purchase orders and regular payment vouchers through FMS as opposed to a 
private bank account until DHS discontinues its use of this facility.  The use of FMS 
would significantly enhance controls on the payment process for this provider.  

 
 
Lack of Control over Disbursements from the MEA Account 
 
 DHS has inadequate controls over the transactions processed through its MEA bank 
account, which pays imprest funds at family and adult shelters that are directly operated by DHS.  
As a result, payments were made from this bank account for these imprest funds to individuals 
who were not listed in the DHS Custodian Directory as being the imprest fund custodians for 
these shelters.   
 

According to the DHS Sub-Imprest Fund Procedures Manual, “To establish an 
SIF [sub-imprest fund], the Assistant or Deputy Commissioner in charge of the 
office must send a memo to the Director of Finance.  The Memo must include the 
names, telephone numbers and sample signature of the SIF Custodian and the SIF 
Clerk . . . Finance must also be informed in writing by the Shelter Director or unit 
Head within five working days of any changes in the Custodian, SIF Clerk, or 
their address.” 
 

 However, contrary to the SIF Procedures Manual, the DHS Custodian Directory did not 
reflect changes in those who served as fund custodians and clerks of the shelters.   
 
 To determine whether funds were properly disbursed from the MEA account, we 
reviewed checks issued or cleared during a randomly selected month in Fiscal Year 2006.  Of the 
68 MEA checks, totaling $64,324, issued or cleared in September 2005, 33 checks, totaling 
$24,394, were issued to 12 individuals who were not listed on the Custodian Directory.  DHS 
officials stated that the 12 individuals were alternates who received checks when the shelters’ 
fund custodians were not available.   
 

However, the Sub-Imprest Fund Procedures Manual states that “for larger funds, 
alternates should be designated to act in the absence of the primary employee.”  None of the 12 
individuals who received MEA checks were identified in the Custodian Directory as being 
alternates.  This is especially important since it may be inappropriate for segregation of duties 
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reasons for certain individuals to receive MEA checks in the absence of the imprest fund 
custodian.  For example, one of the 12 individuals who received MEA checks is a DHS Central 
Office employee and not a shelter staff member.  In one instance, an MEA check for a shelter 
was issued to an individual who was custodian of another shelter.   

 
To minimize the risk of misappropriation of funds, DHS should comply with its Sub-

Imprest Fund Procedures Manual and maintain an updated Custodian Directory.  DHS should 
ensure that checks are issued only to those individuals listed in the Custodian Directory.  To 
avoid the commingling of funds, an individual should not serve as the custodian for more than 
one shelter.  
 

Recommendations 
 
 DHS should: 
 

16. Ensure that its imprest fund Custodian Directory is regularly updated to reflect 
changes in authorized personnel. 

 
Agency Response: “Implemented. ... DHS currently updates the Custodian Directory as 
needed.  During fiscal year 2006 shelters were closed and Custodians relocated to other 
shelters.  This resulted in several updates to the Custodian Directory.  The auditors 
requested the Custodian Directory as of June 30, 2006.  Any differences found by the 
auditors for Custodians not appearing on the June 30th directory, or others appearing in 
different shelters than the transactions identified from earlier in the year were all due to 
reassignments and closings.  The Directory was correct at the time for the related 
transactions.” 
 
Auditor Comment:  We cannot confirm that the directories were updated because DHS 
officials did not provide evidence of such when we presented this finding to them during 
meetings held on March 28 and May 23, 2007.  To date, DHS has still not provided 
copies of any revised directories to support this claim.  Nevertheless, we are pleased that 
DHS states that it is currently updating it Custodian Directory as needed.  
17. Ensure that authorized alternates are properly identified in the Custodian Directory. 

 
Agency Response: “Implemented. ... DHS has appropriate safeguards in place for 
Custodian alternates and has procedures that ensure that authorized alternates are 
properly identified in the Custodian Directory. 
 
“‘At the Custodian’s request, replenishment checks may be made out to the Custodian or 
an alternate designated by the Custodian,’ page 33, SIF Procedure Manual – Chapter V.  
The procedures allow for the Custodian to resolve an unforeseeable need for the cashing 
of replenishment checks.  The Imprest Unit maintains a check-cashing directory as well 
as a file of sample signatures for all alternate payees.” 

 
18. Ensure that checks are written only to those individuals listed on the Custodian 

Directory and only for the shelters to which they are assigned.   
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Agency Response: “Implemented. … DHS currently ensures that checks are written to 
and cashed only by Custodians or Custodian alternate payees. 
 
“The audit refers to a reassigned Custodian, not a Custodian in more than one shelter.  At 
the time the check for shelter A was picked up, the Custodian was the Custodian of 
record at that time.  The shelter later closed, and the Custodian was then listed as the 
custodian of the re-assigned shelter B – not two shelters at the same time.” 

 
Auditor Comment:  The audit report identified 12 individuals who received MEA checks 
but were not identified in the Custodian Directory.  Apparently accepting that 11 of the 
12 individuals were not properly identified in the Custodian Directory, DHS states that 
one of these 12 individuals was reassigned to another shelter, but provides no evidence to 
support this claim.  Nevertheless, we are pleased that DHS states that it is currently 
ensuring that checks are only written to and cashed by authorized individuals. 

 
 
Failure to Determine Which Providers Require 1099-MISC Forms 
 
 DHS did not determine which of its per diem providers are 1099-reportable entities, as 
defined by the Internal Revenue Service (IRS).  As a result, DHS may have failed to report its 
payments to such entities to the Financial Information Services Agency, which is the City agency 
responsible for issuing 1099-MISC forms.  The non-issuance of such forms may have helped 
some per diem providers understate their income and thereby lower their federal, state, and local 
taxes.  
 
 According to IRS regulations, sole proprietors, partnerships, and limited liability 
companies are 1099-reportable entities.  Corporations, non-profit corporations, and government 
agencies are not 1099-reportable entities.   
  

DHS’s 99 per diem family shelter providers are owned by 76 legal entities.  We searched 
the New York Department of State’s website to verify the business types of these providers.  We 
found that of the 76 entities, 29 were limited liability companies and 38 were either corporations 
or non-profit corporations.  We found no information at the website on the remaining 9 entities.  
For the 29 limited liability companies, DHS paid a total of $41,583,892 in Fiscal Year 2006 
without reporting this information to FISA, which issues the 1099-MISC forms.  Again, this 
situation would not have occurred had DHS appropriately processed these payments in FMS. 
 

Providers paid through FMS are issued 1099-MISC forms.  FMS maintains a database of 
payments to vendors that contains the information necessary to generate 1099-MISC forms.  
Agencies receive FMS reports at various times during the calendar year in order for them to 
review payments cleared by FMS and make any necessary corrections.  FISA generates 1099-
MISC forms based on this corrected information.   
 
 By failing to determine which of its per diem providers require 1099-MISC forms, DHS 
may be unintentionally helping these providers understate their income to the IRS and thereby 
lower their federal, state, and local taxes.  DHS should take the necessary steps to identify its 
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1099-reportable per diem providers and report its payments to these providers in a format 
acceptable to FISA.  
 

Recommendations 
 
 DHS should: 
 

19. Identify all of its 1099-reportable per diem providers. 
 

Agency Response: “DHS will send City of New York Substitute Form W-9: Request For 
Taxpayer Identification Number and Certification to all billing vendors.  Based upon 
information on the W-9, DHS will identify 1099-reportable per diem providers.” 

 
20. Report its payments to 1099-reportable per diem providers in a format acceptable to 

FISA. 
 
Agency Response: “DHS OIT will incorporate tracking 1099-reportable per diem 
providers in its billing system and will report all payments made in the correct format 
provided by FISA.” 






























































