
 

CITY OF STANWOOD 
FINANCE COMMITTEE 

AGENDA STAFF REPORT 

 
ITEM NUMBER:  2 
 
DATE:  October 23, 2014 
 
SUBJECT:  Update on Audit Issues 
 
CONTACT PERSON: Greg Thramer, Finance Director 
 
ATTACHMENTS: A – Cash Receipting Follow-up Email Response from 

Finance Director dated October 2, 2014 
B –Response to State Auditor Comments Email 
Response from David Calechman, CPA dated 
October 7, 2014 
C – Third Party Receipting Memorandum from the 
State Auditor’s Office 
D – RCW 43.09.240 Regarding Deposit of Collections 
E – Proposed Ordinance to Amend RCW 3.16.110 – 
Petty cash fund – Distribution. 
F – Proposed Resolution to Allow Weekly Deposits by 
the Police Department and Merchant Card Services 
Provider 

 

 
 
ISSUE 
 
The city recently underwent its regular two-year audit (2012 and 2013) and some issues 
were raised by the State Auditor in the area of cash handling.  The last cash handling 
audit was performed in late 2012.  How should these issues be addressed by the city? 
 
 
STAFF RECOMMENDATION 
 

1. Staff should prepare and present an ordinance to full council to amend SMC 
3.16.110 Petty cash fund – Distribution for approval that would add an additional 
$100 to the authorized change funds (currently $390) in order to set up a second 
locked cash drawer at city hall (Attachment E). 

2. Staff should prepare and present a resolution to full council to officially authorize 
the city’s merchant service card provider (Xpress Billpay/Chase Paymentech) to 
deposit cash receipts not to exceed weekly as allowed by RCW 43.09.240 
(Attachment F). 



3. Staff should prepare and present a resolution to full council to officially authorize 
the police department to deposit cash receipts not to exceed weekly as allowed 
by RCW 43.09.240 (Attachment F).  

 
DISCUSSION 
 
Following is a summary of the cash handling issues raised by the State Auditor, 
followed by the city’s response in italics. 

1. The City is under currently under contract with Chase Bank for on-line merchant card 
services.  Chase is not identified as a qualified public depository. 
 

City Response: 
City staff was not aware of this fact at the time that the city contracted with Chase.  To help 
address this issue, city staff contacted David Calechman, CPA and  Senior Application 
Specialist with BIAS Software.  His response is included in his email response to the city 
dated October 6, 2014 and restated below (Attachment B): 
 

“…Here is the latest guidance from the state auditors (sic) office, which acknowledges 
that online payment services may not be using a PDCP bank.  The fact that Chase is not 
a PDCP is mitigated by the fact that they are FDIC insured, the money is transferred 
within 24 hours and the amounts are immaterial.  Xpress Billpay is PCI compliant and 
we will get you a statement to that effect from them.  This really should not be an issue at 
this point and audit teams should know this.” 

 
The State Auditor’s Office has prepared a memo regarding the topic of third party receipting 
(Attachment C).  In its own publication, the Auditor only recommends (but does not require) 
that merchant services providers settle funds directly into a Public Deposit Protection 
Commission approved bank account.  On page 2 of the audit memo, it states: 
 

“Remittance of Proceeds – It is recommended that the credit card processor/merchant 
services provider settle funds directly into the local government’s Public Deposit 
Protection Commission (PDCP) approved bank account. (RCW 39.58.080).  However, if 
funds are not deposited directly into the local government’s PDCP approved account: 
 

o The receipting provider or payment facilitator should remit the funds to the local 
government within twenty-four hours of receiving them through the card 
processing settlement procedure unless the treasurer has granted an exception of 
up to five days according to state law (RCW 43.09.240). 

o The receipting provider or payment facilitator should remit the funds to the local 
government electronically rather than through the mail. 

o Management should ensure the receipting provider contract includes sufficient 
safeguards to prevent the funds from loss. 

o Contract terms should state that if the contract’s primary purpose includes 
services in addition to receipting, such as a collection agency, funds are remitted 
at least monthly.” 

 



A copy of RCW 43.09.240 (Attachment D) has been provided, which states in part:  
 

Every public officer and employee, whose duty it is to collect or receive payments due 
or for the use of the public shall deposit such moneys collected or received by him or her 
with the treasurer of the local government once every twenty-four consecutive hours. The 
treasurer may in his or her discretion grant an exception where such daily transfers 
would not be administratively practical or feasible as long as the treasurer has received 
a written request from the department, district, or agency, and where the department, 
district, or agency certifies that the money is held with proper safekeeping and that the 
entity carries out proper theft protection to reduce risk of loss of funds. Exceptions 
granted by the treasurer shall state the frequency with which deposits are required as 
long as no exception exceeds a time period greater than one deposit per week. 

 
Staff Recommendation 
The city has the ability to waive the twenty-four consecutive hour requirement in those cases 
where is it not administratively practical or feasible.  In this particular case, staff 
recommends a council-adopted resolution that would allow additional time, up to one week, 
for the deposit of moneys received through its merchant card services account. 
 
2. The City is under currently under contract with Chase Bank for on-line merchant card 

services.  There is currently no language in the city’s contract to ensure Payment Card 
Industry (PCI) data security standards, other safeguards or a surety bond. 
 

City Response: 
As stated above by David Calechman, CPA, Xpress Billpay, the city’s third party provider, is 
PCI compliant. Xpress Billpay will provide the city with a written statement to that effect. 
 
3. There should only be one change fund and one cash register per cashier. 

 
City Response: 
The city concurs.  City staff has installed another cash drawer, so that we will have two 
change funds and two locked cash drawers.  There will be one change fund and one locked 
drawer per cashier as recommended.  The cash drawers shall be secured such that only the 
assigned cashier has access to his/her own locked cash drawer.  
 
Staff Recommendation 
Staff recommends increasing the city’s authorized change fund by $100, from $390 to $490, 
to accommodate the additional cash drawer in city hall.  This would have to be approved by 
council in the form of a resolution. 

 
4. During testing, it was found that the police department does not always make bank 

deposits within 24 hours of receipt as required by law. 
 

City Response: 
The police department front office is staffed by just two employees, each of whom does 
maintain a locked cash drawer.  There are instances when there is only one staff in the office 



due to vacation, sick, etc.  During those times, the remaining police staff does not have 
access to the other drawer, which causes the bank deposit to wait until that employee is back 
in the office. 
 
Staff Recommendation 
The city has the ability to waive the twenty-four hour requirement in those cases where is it 
not administratively practical or feasible.  In this particular case, staff recommends a 
council-adopted resolution that would allow additional time, up to one week, for the deposit 
of moneys received by the police department.  This practice is allowed by law (RCW 
43.09.240 – Attachment D) and has been successfully implemented at other cities.  The dollar 
volumes at the police department are not sufficiently large to warrant a daily bank deposit 
requirement.  A third master key should be kept secured at city hall that opens both drawers 
in the event that both police administrative staff are out of the office at the same time. 
5. We were unable to see evidence of review over the daily deposits and reconciliations. 

 
City Response: 
Daily recounts and reconciliation reviews are currently being performed by staff on the 
following business day.  City staff has enhanced this procedure as follows: 

• Daily cash is counted and the reconciliation is performed at the end of the business 
day by the staff accountant and secured in the safe. 

• The following business day, the $100 change fund and deposit is recounted by the 
supervisor (either finance director or senior accountant), matched to the 
reconciliation report and signed as approved. 

• The supervisor puts the daily deposit cash and deposit slip in a sealed bank bag, 
which is then deposited that same day by the staff accountant. 

• The bank deposit confirmation receipt is returned to the senior accountant, who 
matches the bank receipt amount with the expected amount per the bank 
reconciliation report. 

 
6. Adjustments to cash receipt transactions are being performed by the same person who 

input the transaction. 
 

City Response: 
City staff has changed its access security levels in BIAS so that only a supervisor (finance 
director or senior accountant) can make an adjustment or change to a cash receipts 
transaction. 

 
 
FINANCIAL IMPACT 
 
The financial impact of installing a second locked cash drawer is less than $100 and is 
included in the Administrative Dept. small equipment budget. 
 
 
 
 



STAFF RECOMMENDATION 
 

1. Staff should prepare and present an ordinance to full council for approval to 
amend SMC 3.16.110 Petty cash fund – Distribution that would add an additional 
$100 to the authorized change funds (currently $390) in order to set up a second 
locked cash drawer at city hall (Attachment E). 

2. Staff should prepare and present a resolution to full council to officially authorize 
the city’s merchant card services provider (Xpress Billpay/Chase Paymentech) to 
deposit cash receipts not to exceed weekly as allowed by RCW 43.09.240 
(Attachment F). 

3. Staff should prepare and present a resolution to full council to officially authorize 
the police department to deposit cash receipts not to exceed weekly as allowed 
by RCW 43.09.240 (Attachment F).  

 
 
RECOMMENDED MOTION 
 
“I move to direct staff to prepare the necessary ordinance and resolution to 
present to full council for approval at a future city council meeting.” 

 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



Attachment A 

 



 
 



 



Attachment B 

 



 



Attachment C 

 
 



 
 



 
 



Attachment D 
 

RCW 43.09.240 

Local government accounting — Public 
officers and employees — Duty to account and 
report — Removal from office — Deposit of 
collections. 

 

Every public officer and employee of a local government shall keep all accounts of his or her 
office in the form prescribed and make all reports required by the state auditor. Any public 
officer or employee who refuses or willfully neglects to perform such duties shall be subject to 
removal from office in an appropriate proceeding for that purpose brought by the attorney 
general or by any prosecuting attorney. 
 
     Every public officer and employee, whose duty it is to collect or receive payments due or for 
the use of the public shall deposit such moneys collected or received by him or her with the 
treasurer of the local government once every twenty-four consecutive hours. The treasurer may 
in his or her discretion grant an exception where such daily transfers would not be 
administratively practical or feasible as long as the treasurer has received a written request from 
the department, district, or agency, and where the department, district, or agency certifies that 
the money is held with proper safekeeping and that the entity carries out proper theft protection 
to reduce risk of loss of funds. Exceptions granted by the treasurer shall state the frequency 
with which deposits are required as long as no exception exceeds a time period greater than 
one deposit per week. 
 
     In case a public officer or employee collects or receives funds for the account of a local 
government of which he or she is an officer or employee, the treasurer shall, by Friday of each 
week, pay to the proper officer of the local government for the account of which the collection 
was made or payment received, the full amount collected or received during the current week 
for the account of the district. 

[2002 c 168 § 3; 1995 c 301 § 13; 1991 c 245 § 13; 1965 c 8 § 43.09.240. Prior: 1963 c 209 § 2; 
1911 c 30 § 1; 1909 c 76 § 6; RRS § 9956; prior: 1890 p 638 § 11; Code 1881 § 2577; 1854 p 
411 § 7.] 

 
 
 
 

 
 
 
 
 

http://app.leg.wa.gov/rcw/default.aspx?cite=43.09.240


Attachment E 
 
 

CITY OF STANWOOD 
Stanwood, Washington 

 
ORDINANCE 13XX 

 
AN ORDINANCE OF THE CITY OF STANWOOD, WASHINGTON, AMENDING 
STANWOOD MUNICIPAL CODE SECTION 3.16.110 ENTITLED “PETTY CASH 
FUND - DISTRIBUTION”  TO DECREASE THE CITY FINANCE DEPARTMENT 
PETTY CASH FUND AND ADD A SECOND CITY FINANCE DEPARTMENT CHANGE 
FUND. 
 
 WHEREAS, the City currently has just one change fund at city hall in the total 
amount of one hundred dollars ($100.00) that is accessed by multiple employees to 
perform cash receipting duties; and  
 

 WHEREAS, in order to improve internal controls over cash receipting, it is 
necessary to establish a second change fund at city hall in the amount of one hundred 
dollars ($100.00) so that each receipting clerk has sole access to their own locked 
change fund; and 
 

 WHEREAS, the city’s finance department currently is authorized to have is 
authorized to have a petty cash fund in the amount of three hundred dollars ($300.00); 
and 
 
 WHEREAS, the city’s finance department has determined that the petty cash 
fund can be reduced to one hundred ninety dollars ($190.00) and still be sufficient to 
make minor purchases as needed; and 
 

 WHEREAS, the City Council has the authority to establish and change  petty 
cash and change fund amounts to suit the operational needs of the city. 
 
NOW THEREFORE, THE CITY COUNCIL OF THE CITY OF STANWOOD, 
WASHINGTON, DO ORDAIN AS FOLLOWS: 
 
Section 1.    SMC Section 3.16.110 entitled “Petty cash fund – Distribution.” is hereby 
amended to read as follows: 
 
3.16.110 Petty cash fund – Distribution. 
 The petty cash fund herein established shall be distributed as follows: 

(1) Three hundred dollarsOne hundred ninety dollars shall be used by the city’s 
finance department as a petty cash fund; 

(2) OneTwo hundred dollars shall be used by the city’s finance department as a 
two $100.00 change funds. 

(3) One hundred dollars shall be used by the city’s police department as two 
$50.00 change funds. 



Section 2. Severability.  If any section, sentence, clause, of phrase of this Ordinance is 
held to be invalid or unconstitutional by a court of competent jurisdiction, such invalidity 
or unconstitutionality shall not affect the validity or constitutionality of any other section, 
sentence, clause, or phrase of this Ordinance. 
 
Section 3.  Effective Date. This Ordinance shall take effect five days after its publication 
by summary. 
 
PASSED by the City Council and APPROVED by the Mayor this 13th day of November, 
2014.  
 
     CITY OF STANWOOD 
 
 
     By:__________________________ 
      Leonard Kelley, Mayor 
 

 
ATTEST:      
 
 
By:____________________________    
 Greg Thramer, City Clerk 
 
 
Approved as to form: 
 
 
By:____________________________ 
 Grant K. Weed, City Attorney 
 
 
Date of Publication: ______________ 
 
Effective Date:___________________ 
 

 
 
 
 
 
 
 
 
 
 
 



ATTACHMENT F 
 
 

CITY OF STANWOOD, WASHINGTON 
RESOLUTION 2014-XX 

 
A RESOLUTION OF THE CITY OF STANWOOD, WASHINGTON 
ESTABLISHING DEPOSIT TIMELINES FOR CERTAIN CITY 
FUNCTIONS 
 

WHEREAS, Pursuant to RCW 43.09.240 monies collected by local governments must 
be deposited within twenty-four (24) hours; and 
 
WHEREAS, an exception to the above twenty-four (24) hour deposit requirement where 
such daily transfers would not be administratively practical or feasible as long as the 
treasurer has received a written request from the department, district or agency, and 
where the department, district or agency certifies that the money is held with proper 
safekeeping and that the entity carries proper theft protection to reduce risk of loss of 
funds; and 
 
WHEREAS, an exception may be granted as long as it does not exceed a time period 
greater than one deposit per week; and 
 
WHEREAS, it has been determined to be impractical by the Finance Director for the 
police department to make daily deposits on a consistent basis; and 
 
WHEREAS, it has been determined to be impractical by the Finance Director for the 
city’s merchant card service provider to make daily deposits on a consistent basis. 
 
NOW, THEREFORE, THE CITY COUNCIL OF THE CITY OF STANWOOD DOES 
HEREBY RESOLVE AS FOLLOWS: 
 
The City Council hereby authorizes the that the police department and the city’s 
merchant card services provider are authorized to make weekly cash deposits at the 
discretion of the Finance Director in the event daily transfers are not practical or feasible 
in accordance with RCW 43.09.240, provided that proper safekeeping of such funds 
and internal controls are maintained in accordance with standards of the state auditor. 
 
PASSED AND APPROVED by the City Council of the City of Stanwood this 13th day of 
November, 2014. 
 
 

 
 
 
 
 



CITY OF STANWOOD 
    
 
 
             
       Leonard Kelley, Mayor 
 
 
ATTEST:       
 
 
        
Greg Thramer, City Clerk     


