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Executive Summary

In accordance with the City Auditor’s 2001-2002 Audit
Workplan, we have completed the fourth in a series of ongoing
audits of the City of San Jose’s Cash Funds. In June 1998, the
City Auditor released the first cash funds audit, “An Audit of
the Department of Parks, Recreation, and Neighborhood
Services’ Petty Cash and Change Funds”. We completed the
second cash funds audit, “An Audit of the City of San Jose
Police Department Petty Cash, Confidential, and Flash Funds”,
in January 1999. We issued the third audit, “An Audit of the
City of San Jose Fire Department’s Petty Cash, Change, and
Strike Team Funds”, in May 2000. This audit focuses on the
petty cash and change funds of those departments in or in close
proximity to City Hall. We conducted this audit in accordance
with generally accepted government auditing standards and
limited our work to those areas specified in the Scope and
Methodology section of this report.

Finding |

The City Of San Jose City Hall
Departments Are Generally In
Compliance With Petty Cash And
Change Fund Procedures But
Improvements Are Possible

We found that San Jose City Hall departments’ internal controls
over their Petty Cash and Change Funds are generally adequate
regarding (1) physical security of funds, (2) required
custodianship and transaction documentation for each fund, and
(3) the filing of annual petty cash and change fund confirmation
memoranda with the Finance Department. However, we noted
some noncompliance with procedures during our review.
Specifically, we found the following:

e although the Finance Department implemented a prior
audit report’s recommendation to distribute a
memorandum directing that departments comply with
the Financial Administrative Manual (FAM) Petty Cash
and Change Funds procedure, most City Hall
departments are still not complying with specific
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procedures to (1) document the fund reconciliation
when there is a change of custodianship and
(2) periodically spot-audit all cash funds;

e three departments in 1999-00 and two departments in
2000-01 omitted the required charge account number
from a significant number of their Petty Cash
Reimbursement forms; and

e 16 funds’ petty cash replenishment requests were not
always timely.

In our opinion, the Finance Department should distribute
another memorandum to all City departments specifically
directing compliance with the FAM procedures to

1) document that a fund reconciliation was performed whenever
fund custodianship changes, (2) periodically spot-audit all cash
funds, (3) ensure that all required information is properly
recorded on the Petty Cash Reimbursement forms, and

(4) replenish their petty cash funds in accordance with
procedures before they are approximately 75 percent expended.
By so doing, internal controls over the funds will be improved,
security over the City’s assets will be strengthened, and petty
cash and change funds will be available when employees need
to use them.

RECOMMENDATION

Recommendation #1

We recommend that the Finance Department:

Distribute a memorandum to all City departments
specifically directing compliance with the FAM procedures
to:

e document that a fund reconciliation was performed
whenever fund custodianship changes;
e periodically spot-audit all cash funds;

e ensure that all required information is properly
recorded on the Petty Cash Reimbursement forms;
and

e replenish their petty cash funds before they are
approximately 75 percent expended. (Priority 3)



Introduction

In accordance with the City Auditor’s 2001-2002 Audit
Workplan, we have completed the fourth in a series of ongoing
audits of the City of San Jose’s Cash Funds. In June 1998, the
City Auditor released the first cash funds audit, ““An Audit of
the Department of Parks, Recreation, and Neighborhood
Services’ Petty Cash and Change Funds”. We completed the
second cash funds audit, ““An Audit of the City of San Jose
Police Department Petty Cash, Confidential, and Flash
Funds™, in January 1999. We issued the third audit, “An Audit
of the City of San Jose Fire Department’s Petty Cash, Change,
and Strike Team Funds™, in May 2000. This audit focuses on
the petty cash and change funds of those departments in or in
close proximity to City Hall. We conducted this audit in
accordance with generally accepted government auditing
standards and limited our work to those areas specified in the
Scope and Methodology section of this report.

The City Auditor’s Office thanks the employees in all of the
City Hall departments who gave their time, information, and
cooperation during this audit.

Petty Cash And
Change Funds In
City Hall And In
Close Proximity

There are 12 departments and offices in or in close proximity to
City Hall (City Hall departments) with authorized petty cash
and change funds. Exhibit 1 shows the department, location,
type of fund, and amount of these petty cash and change funds.
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Exhibit 1 City Hall Departments’ Petty Cash And Change

Funds
Department/Office Location Type Of Fund Fund Amount
1 | Attorney 151 West Mission 1 Petty Cash $1,000
2 | Auditor 800 North First 2 Petty Cash $700
3 | City Clerk City Hall 3 Petty Cash $400
City Clerk City Hall 4 Change $50
4 | City Council City Hall 5 Petty Cash $2,000
5 | Mayor City Hall 6 Petty Cash $1,000
6 | City Manager City Hall 7 Petty Cash $800
7 | Finance—Accounting City Hall 8 Petty Cash $400
Finance-Administration City Hall 9 Petty Cash $500
Finance-Business License City Hall 10 Change $50
Finance—Risk Management 152 North First 11 Petty Cash $200
Finance-Treasury City Hall 12 Change $250
Finance-Treasury City Hall 13 Petty Cash $500
Finance—Utility Billing Services 777 North First 14 Petty Cash $200
Finance—Utility Billing Services 777 North First 15 Change $900
8 | Human Resources-Employment City Hall 16 Petty Cash $1,000
Services
Human Resources—Training City Hall 17 Petty Cash $500
9 | Information Technology City Hall 18 Petty Cash $1,200
10 | Planning, Building, Code City Hall 19 | Petty Cash -Building $1,000
Enforcement
Planning, Building, Code City Hall 20 Change-Building $200
Enforcement Permits#1
Planning, Building, Code City Hall 21 Change-Building $200
Enforcement Permits#2
Planning, Building, Code City Hall 22 | Petty Cash-Planning $1,000
Enforcement
Planning, Building, Code 777 North First 23 Petty Cash-Code $1,000
Enforcement Enforcement
Planning, Building, Code City Hall 24 | Change-Planning Fees $100
Enforcement
11 | Public Works City Hall 25 Petty Cash $3,000
Public Works City Hall 26 Change $50
12 | Retirement Services 1737 North First 27 Petty Cash $500
Total Cash Funds $18,700

As Exhibit 1 shows, there are 27 petty cash and change funds

located in 12 City departments. The authorized funds total
$18,700. While the monies in petty cash funds are expended

and subsequently replenished, the amount of money in change
funds should remain constant. In other words, because change
funds are used only for making change, the amount of money in
a change fund should neither increase nor decrease.
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Departments’ Petty
Cash Fund
Expenditures
During 1999-00
And 2000-01

Exhibit 2

City Hall departments processed about $196,000 in petty cash
expenditures through authorized petty cash funds during
1999-00 and 2000-01. Exhibit 2 below shows the two-year
total.

City Hall Departments’ Petty Cash Expenditures
During 1999-00 And 2000-01

Petty Cash Expenditures

1999-00 $95,318.80

2000-01 $100,677.35

Two-Year Total $195,996.15
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Exhibit 3 shows City Hall departments’ cash expenditures
during 1999-00 and 2000-01 by department.

Exhibit 3 Individual City Hall Department Petty Cash
Expenditures During 1999-00 And 2000-01
1999-00 2000-01
Fund Petty Cash | Petty Cash Two Year
Department/Office Amount Expenses Expenses Totals
Attorney $1,000 |$10,029.97 $9,619.99 | $19,649.96
Auditor 700 3,031.84 3,890.53 6,922.37
City Clerk 400 1,554.71 1,554.21 3,108.92
City Council 2,000 10,239.91 13,301.89 23,541.80
City Manager 800 7,725.51 10,387.26 18,112.77
Mayor 1,000 936.90 2,362.04 3,298.94
Finance-Accounting 400 965.00 655.41 1,620.41
Finance-Administration 500 1,010.99 448.13 1,459.12
Finance-Risk Management 200 787.00 679.53 1,466.53
Finance-Treasury 500 1,035.58 1,669.74 2,705.32
Finance-Utility Billing Services 200 230.48 14.81 245.29
Human Resources-Employment
Services 1,000 1,561.10 1,534.85 3,095.95
Human Resources-Training 500 1,538.37 1,077.01 2,615.38
Information Technology 1,200 4,987.47 2,550.38 7,537.85
PBCE-Building 1,000 2,753.55 2,414.12 5,167.67
PBCE-Planning 1,000 3,877.94 4,845.64 8,723.58
PBCE-Code Enforcement 1,000 5,622.60 4,901.47 10,524.07
Public Works 3,000 34,894.46 36,660.97 71,555.43
Retirement Services 500 2,535.42 2,109.37 4,644.79
Totals| $16,900 |$95,318.80 |$100,677.35 |$195,996.15

As shown in Exhibit 3 above, City Hall departments’ petty cash
expenses ranged from about $200 to almost $35,000 and about
$15 to nearly $37,000 in 1999-00 and 2000-01, respectively.
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Exhibit 4 shows each City Hall department’s frequency of petty
cash fund use — turnover rate or replenishment ratio - for

1999-00 and 2000-01.

Exhibit 4 City Hall Departments’ Petty Cash Replenishment
Ratios For 1999-00 And 2000-01
1999-00 1999-00 2000-01 2000-01
Fund Petty Cash | Replenishment | Petty Cash |Replenishment
Department/Office Amount | Expenses Ratio Expenses Ratio

Attorney $1,000 |$10,029.97 10.0 $9,619.99 9.6
Auditor 700 3,031.84 4.3 3,890.53 5.6
City Clerk 400 1,554.71 3.9 1,554.21 3.9
City Council 2,000 | 10,239.91 5.1 13,301.89 6.7
City Manager 800 7,725.51 9.7 10,387.26 13.0
Mayor 1,000 936.90 0.9 2,362.04 2.4
Finance-Accounting 400 965.00 2.4 655.41 1.6
Finance-Administration 500 1,010.99 2.0 448.13 0.9
Finance-Risk Management 200 787.00 3.9 679.53 3.4
Finance-Treasury 500 1,035.58 2.1 1,669.74 3.3
Finance-Utility Billing Services 200 230.48 1.2 14.81 0.1
Human Resources-Employment

Services 1,000 1,561.10 1.6 1,534.85 1.5
Human Resources-Training 500 1,538.37 3.1 1,077.01 2.2
Information Technology 1,200 4,987.47 4.2 2,550.38 2.1
PBCE-Building 1,000 2,753.55 2.8 2,414.12 2.4
PBCE-Planning 1,000 3,877.94 3.9 4,845.64 4.8
PBCE-Code Enforcement 1,000 5,622.60 5.6 4,901.47 4.9
Public Works 3,000 | 34,894.46 11.6 36,660.97 12.2
Retirement Services 500 2,535.42 5.1 2,109.37 4.2

Totals| $16,900 | $95,318.80 $100,677.35

The replenishment ratios in Exhibit 4 display the funds’ annual
turnover rates. As Exhibit 4 shows, replenishment ratios for
City Hall departments’ petty cash funds were highest for three

departments - the Department of Public Works, the City

Attorney’s Office, and the City Manager’s Office - in both
1999-00 and 2000-01.
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Exhibit 5 presents each City Hall department’s petty cash
expenses as a percentage of total City Hall department petty
cash expenses in 1999-00 and 2000-01.

Exhibit 5 Each City Hall Department’s Petty Cash Expenses
As A Percentage Of Total City Hall Petty Cash
Expenses In 1999-00 And 2000-01
1999-00 2000-01
1999-00 Petty Cash 2000-01 Petty Cash
Fund Petty Cash | Expense As A | Petty Cash |Expense As A
Department/Office Amount | Expenses | % Of Total Expenses % Of Total

Attorney $1,000 [$10,029.97 11% $9,619.99 10%
Auditor 700 3,031.84 3% 3,890.53 4%
City Clerk 400 1,554.71 2% 1,554.21 2%
City Council 2,000 10,239.91 11% 13,301.89 13%
City Manager 800 7,725.51 8% 10,387.26 10%
Mayor 1,000 936.90 1% 2,362.04 2%
Finance-Accounting 400 965.00 1% 655.41 1%
Finance-Administration 500 1,010.99 1% 448.13 0.4%
Finance-Risk Management 200 787.00 1% 679.53 1%
Finance-Treasury 500 1,035.58 1% 1,669.74 2%
Finance-Utility Billing Services 200 230.48 0.2% 14.81 0%
Human Resources-Employment

Services 1,000 1,561.10 2% 1,534.85 2%
Human Resources-Training 500 1,538.37 2% 1,077.01 1%
Information Technology 1,200 4,987.47 5% 2,550.38 3%
PBCE-Building 1,000 2,753.55 3% 2,414.12 2%
PBCE-Planning 1,000 3,877.94 4% 4,845.64 5%
PBCE-Code Enforcement 1,000 5,622.60 6% 4,901.47 5%
Public Works 3,000 34,894.46 37% 36,660.97 36%
Retirement Services 500 2,535.42 3% 2,109.37 2%

Totals| $16,900 |$95,318.80 $100,677.35

As Exhibit 5 shows, the Department of Public Works, with the
largest petty cash fund in City Hall, was the highest user of
petty cash in both 1999-00 and 2000-01, with 37 percent and 36
percent, respectively, of total City Hall department petty cash

expenditures.
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Petty Cash
Shortages Reported
In 1999-00 And
2000-01

The Petty Cash and Change Funds procedure section titled
“Shortages and Overages”, assigns departments responsibility
for reporting cash overages and shortages in accordance with
FAM Section 4.5 “Cash Overages and Shortages”. FAM
Section 4.5 directs that cash shortages of $50 or more must be
reported within three working days in writing to the Director of
Finance, City Manager, and City Auditor. In addition, the
department must file a police report if theft is suspected. There
were three reported petty cash shortages of $50 or more in both
1999-00 and 2000-01 as shown below.

1999-00 Reported 2000-01 Reported

Shortages Shortages

#1  $1,203.05 #1 $1,760.00
#2 934.25 #2 1,680.00
#3 242.90 #3 100.00
$2,380.20 $3,540.00 Total $5,920.20

Scope And
Methodology

This report addresses the adequacy of internal controls over the
cash funds authorized for City Hall departments. The objective
of this audit was to determine whether City Hall departments
are in compliance with City of San Jose’s Petty Cash and
Change Funds procedures.

During the course of our audit we:

e Reviewed written policies and procedures;

¢ Interviewed Petty Cash and Change Fund custodians in
the —
\  City Attorney’s Office,

City Auditor’s Office,

City Clerk’s Office,

City Council’s Office,

City Manager’s Office,

City Mayor’s Office,

2L 2 2 2 =2
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V' Finance Department,
Accounting
Administration
Risk Management
Treasury
Utility Billing
v Human Resources Department,
' Information Technology Department,

' Planning, Building, and Code Enforcement
Department,

Building
Planning Administration
Code Enforcement
Planning Services
V' Public Works Department, and
V' Retirement Services Department;
e Assessed the security of funds;

e Examined the Cash Voucher Edit Lists departments
prepared during 1999-00 and 2000-01 to request petty
cash fund replenishments;

¢ Inspected all Petty Cash Reimbursement forms
departments submitted during 1999-00 and 2000-01;
and

e Reviewed documentation in the cash fund files that
\ authorized the funds and established the fund
amounts,
< appointed the fund custodians,
' showed changes of fund custodianship,

v recorded the results of the annual fund confirmation
that the Finance Department requires, and

V' documented that periodic spot-audits of cash funds
had been conducted.
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We performed only limited testing of the various computer
reports and databases we used during our audit. We did not
review the general and specific application controls for the
computer systems used in compiling the various computer
reports and databases we used.
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Finding |

The City Of San Jose City Hall
Departments Are Generally In
Compliance With Petty Cash And
Change Fund Procedures But
Improvements Are Possible

We found that San Jose City Hall departments’ internal controls
over their Petty Cash and Change Funds are generally adequate
regarding (1) physical security of funds, (2) required
custodianship and transaction documentation for each fund, and
(3) the filing of annual petty cash and change fund confirmation
memoranda with the Finance Department. However, we noted
some noncompliance with procedures during our review.
Specifically, we found the following:

¢ although the Finance Department implemented a prior
audit report’s recommendation to distribute a
memorandum directing that departments comply with
the Financial Administrative Manual (FAM) Petty Cash
and Change Funds procedure, most City Hall
departments are still not complying with specific
procedures to (1) document the fund reconciliation
when there is a change of custodianship and
(2) periodically spot-audit all cash funds;

e three departments in 1999-00 and two departments in
2000-01 omitted the required charge account number
from a significant number of their Petty Cash
Reimbursement forms; and

e 16 funds’ petty cash replenishment requests were not
always timely.

In our opinion, the Finance Department should distribute
another memorandum to all City departments specifically
directing compliance with the FAM procedures to

1) document that a fund reconciliation was performed whenever
fund custodianship changes, (2) periodically spot-audit all cash
funds, (3) ensure that all required information is properly
recorded on the Petty Cash Reimbursement forms, and

(4) replenish their petty cash funds in accordance with
procedures before they are approximately 75 percent expended.
By so doing, internal controls over the funds will

11
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be improved, security over the City’s assets will be
strengthened, and petty cash and change funds will be available
when employees need to use them.

Assessment Of City We assessed City Hall departments’ compliance with FAM

Hall Departments’ policies and procedures for petty cash and change funds.
Compliance With Specifically, we determined whether the 19 petty cash and 8
Petty Cash And change funds under the 12 City Hall departments’ control had:
Change Fund

Policies And . A secure location and limited access;

Procedures . A designated custodian;

1
2
3. A designated back-up custodian;
4

Required documentation — petty cash file, copies
of policies and procedures;

5. Complete documentation — for each petty cash
expense: purpose, charge code, date,
supervisor’s signature, sales receipt;

6. Supervisory review — of individual transactions
and replenishment requests;

7. An Authorized Custodianship form on file;

8. A Change of Custodianship form on file, if
necessary;

9. Documentation that the Change of
Custodianship procedure was followed, if
necessary;

10. Requested replenishment timely in accordance
with procedures — i.e., request when fund is
approximately 75% expended,;

11. Performed the annual fund confirmation; and

12. Conducted periodic spot-audits — in accordance
with FAM “General Cash Handling Guidelines™.

12



Finding |

Exhibit 6 is a summary of our assessment of City Hall
departments’ compliance with City of San Jose petty cash and
change fund policies and procedures.

Exhibit 6 Summary Of City Hall Departments’ Compliance
With City Of San Jose Petty Cash And Change Fund
Policies And Procedures

Number Of |  Number Of
Compliance Items Tested CE:JnnpdliSalnnce @gﬂ;:\ig{;:
1 Secure Location and Limited Access? 26 1
2 Designated Custodian? 27 0
3 Designated Back-Up Custodian? 20 7
4 | Required Documentation? 27 0
5 | Complete Documentation? 24 3
6 Supervisory Review? 27 0
7 | Authorized Custodianship Form on File? 25 2
8 | Change of Custodianship Form on File? 24 3
9 Change of Custodianship Procedure Followed? 3* 16*
10 | Timely Replenishment Requests? 3* 16*
11 | Annual Fund Confirmation Performed? 27 0
12 Periodic Spot-Audit Performed and Documented? 4 23

* Applies to 19 petty cash funds only.

A shown in Exhibit 6 above, petty cash custodians entrusted
with City cash funds were mostly complying with procedures to
ensure the security and proper use of such funds.

13
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Exhibit 7 presents the specific noncompliances by department
and fund type for each of the 12 compliance items we tested.

Exhibit 7 Summary Of Compliance Items Tested By
Department And Fund Type

COMPLIANCE ITEMS TESTED

DEPARTMENT/OFFICE Fund| 1 |2 |3|/4|5|6|7 |8 | 9| 10 |11 |12 | Total

Type* “N’s
Attorney PC Y | YIY|Y|Y|Y|N|N]|N N | Y |N 5
Auditor PC Y |[Y|Y|Y| Y |Y|]Y|NANAl N |Y Y 1
City Clerk PC Y |[YIY|Y|Y|Y|Y]|]Y]|N Y | Y |N 2
City Clerk CF Y |[YIY|Y|Y|Y|Y]|Y |[NANA|Y N 1
City Council PC Y | Y Y|Y|Y|Y|Y]|]Y|N N | Y |N 3
City Manager PC Y Y'Y Y N|Y|N|NJ|N N Y | N 6
Mayor PC Y |[YIY|Y|Y|Y|Y]|]Y|N N | Y |N 3
Finance-Accounting PC Y [Y|Y Y| Y| Y|Y]Y]|N N Y |Y 2
Finance-Administration PC Y | YIN|Y|Y|Y|Y]|Y|N N Y | N 4
Finance-Business Licenses CF Y [ YN/ Y Y| Y Y|]Y N/|NA|Y | N 3
Finance-Risk Management PC Y YN Y |Y|Y|]Y |NANA| N Y | N 3
Finance-Treasury PC Y |[Y|IY|Y|Y|Y|Y |Y|Y N Y |Y 1
Finance-Treasury CF Y YN Y'Y Y| Y|]Y N|INA|Y | N 3
Finance-Utility Billing Services PC Y YN Y| Y|Y|Y]Y]|N N Y |Y 3
Finance-Utility Billing Services CF Y [YIY'Y Y| Y|Y]Y NAINA|Y | N 1
Human Resources-Employment Services | PC Y [Y|Y' Y| Y|Y|Y]Y]|N Y | Y |N 2
Human Resources-Training PC Y YN Y| Y |Y|Y]Y NA N Y | N 3
Information Technology PC Y [Y|Y' Y| Y|Y|Y]Y]|N Y | Y |N 2
PBCE-Building PC N Y[IYY|Y|YIY|]Y]|Y N | Y |N 3
PBCE-Building CF#1 CF Y IY|Y|Y|YI|Y|Y | Y |NA/NA]Y |N 1
PBCE-Building CF#2 CF Y | YIY|Y|Y|Y|Y]|Y |[NA NA|Y N 1
PBCE-Planning PC Y |[YIY|Y| N|Y|Y|Y|N N | Y |N 4
PBCE-Planning CF Y | YIY|Y|Y|Y|Y|Y|N|NA|Y | N 2
PBCE-Code Enforcement PC Y |[Y|Y' Y Y |Y|Y|]Y Y N Y | N 2
Public Works PC Y |[YIY|Y|Y|Y|Y]|]Y]|N N | Y |N 3
Public Works CF Y |[YIY|Y|Y|Y|Y]|Y |[NA NA|Y N 1
Retirement Services PC Y | Y N|Y|N|Y|Y | N]|N N Y | N 6

TOTAL NONCOMPLIANCES 1 |/0|7/0|3 /02| 3|16| 16 | 0 |23

*PC=Petty Cash Fund
*CF=Change Fund

It should be noted that the single exception shown above to
Compliance Item #1 — secure location and limited access —
occurred in the Building Division of the Planning, Building and
Code Enforcement Department. We observed that the safe door
was closed but not locked and also that the petty cash box held
within the safe was not locked. This noncompliance was of
particular concern because in the City Auditor’s June 2001
“Audit of the City of San Jose Building Division’s Cash

14




Finding |

Handling And Refund Process” we found that the Building
Division safe was kept unlocked during the day. Accordingly,
we advised that the Building Division ensure that Division staff
follows all City guidelines regarding safe security.

Overall, petty cash custodians with responsibility for City Hall
departments’ funds are keeping the funds secure and generally
complying with most policies and procedures. However, we
did identify some exceptions with compliance as shown above
and discussed below.

Noncompliance
With Two
Procedures

This is the fourth in a series of cash fund audits, with a focus on
the City’s Petty Cash and Change Funds. In each of the petty
cash and change fund audits we conducted previously®, and in
our current petty cash and change fund audit of City Hall
departments, we found identical problems in complying with
two procedures. These are FAM Procedure 5.6 “Petty Cash and
Change Funds”, Section 5.6.4. “Change of Petty Cash
Custodian” and FAM Procedure 4.0 “General Guidelines for
Cash Handling”, Section 4.0.4.2.7. *“Periodic Spot-Audit”. As a
result of a City Auditor recommendation, the Finance
Department revised the City Of San Jose “Petty Cash And
Change Fund Policy And Procedure” in November 2000.

The November 2000 Finance Department memorandum
attached to the revised procedure states

In May 2000, the City Auditor issued a report
regarding a department’s petty cash and change fund
operations. It was recommended in the audit report
that the Finance Department remind all departments
to comply with established Petty Cash and Change
Fund policies and procedures. Since the report was
issued, the Finance Department has updated the policy
(Finance Administrative Manual Section 5.6)....

See the complete memorandum at Appendix B.

Although the Finance Department implemented the audit
report’s recommendation in distributing a memorandum to
departments directing compliance with these procedures, we
found that although compliance has improved, it is still not
complete. As shown in Exhibit 6 above, we found that only

! The Department of Parks, Recreation, and Neighborhood Services, the Police Department, and the Fire

Department.
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three and four petty cash funds in 1999-00 and 2000-01,
respectively, were handled in accordance with FAM Procedures
Section 5.6.4 and Section 4.0.4.2.7.

The Change Of
Custodianship
Procedure Has Not
Been Performed
For Most Funds

We found only three of 19 custodianship changes were
performed in accordance with procedures requiring
reconciliation between the former and new custodian.
Specifically, “new and former Custodians should separately
reconcile and verify the fund prior to submitting the
Authorization form.”” The petty cash custodians in most
departments stated that while they “sat down and counted” the
petty cash funds with the outgoing custodian, they did not
document the reconciliations. Most petty cash custodians said
they did not perform the Change of Custodianship procedure
because they were unclear on the proper procedure and how to
document the reconciliation. As a result, only three petty cash
funds showed documentation of the fund reconciliation when
custodianship changed. An example of one department’s
documentation of the fund reconciliation when custodianship
changed is shown at Appendix C.

Periodic Spot-

Audits Have Not
Been Performed
For Most Funds

16

The FAM Procedure 4.0 — Section 4.0.4.2 “General Guidelines
for Cash Handling” directs City departments to perform spot-
audits in all areas where cash is handled.

Specifically, this section states

7. A department must provide for periodic spot audits
of all cash handling locations and field collections.
An employee in the department’s administrative fiscal
unit could perform such an audit. The results of these
audits must be reported to the Department Director.
Major exceptions must be reported to the Director of
Finance and the City Auditor.

We found that petty cash fund custodians were generally not
familiar with this procedure, unsure of the required frequency
to spot-audit, and how to document a spot-audit. A spot-audit,
unlike an annual fund confirmation, is an “unannounced audit”.
Only certain City Hall departments’ funds have been subjected
to periodic spot-audits. Specifically, only four of the 27 City
Hall department petty cash and change funds we reviewed were
subjected to periodic spot-audits in 1999-00 or 2000-01.



Finding |

As noted above, although the Finance Department distributed a
memorandum to City departments directing compliance with
the FAM Petty Cash and Change Funds procedure, we found
that, although compliance has improved, it is still not complete.
In our opinion, the Finance Department should distribute
another memorandum specifically addressing compliance with
procedures regarding change of fund custodianship and
periodic spot-audits.

Incomplete
Documentation

In order to obtain a petty cash reimbursement or advance, an
employee must complete a Petty Cash Reimbursement form.
For each petty cash expenditure, the purpose, charge code,
date(s), and supervisor’s signature are required on the form and
an original sales receipt should be attached. We found that
most departments filled out the Petty Cash Reimbursement
forms completely. However, three and two City departments
omitted the charge number on a significant number of their
1999-00 and 2000-01 Petty Cash Reimbursement forms,
respectively. Exhibits 8 and 9 below summarize the results of
our review.
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Exhibit 8 Petty Cash Reimbursement Form Information
Analysis For 1999-00

Total Number Forms Forms Forms

Petty |Replenishment Of Petty | Forms | Lacking| Lacking | Lacking

Cash Requests In Cash | Lacking | Charge |Supervisor’s| Sales

Department/Office Fund 1999-00 Amount | Forms Date | Number | Signature Slip
Attorney $1,000 33 $10,029.97 643 0 2 0 0
City Auditor 700 9 3,031.84 107 0 0 0 0
City Clerk 400 10 1,5654.71 51 0 0 0 0
City Council 2,000 11 10,239.91 238 0 0 0 0
City Manager 800 22 7,725.51 226 2 191 0 0
City Mayor 1,000 5 936.90 44 0 0 0 0
Finance-Accounting 400 3 965.00 26 0 0 0 0
Finance-Treasury 500 3 1,035.58 33 0 0 0 0
Finance-Risk
Management 200 5 787.00 53 0 0 0 0
Finance-
Administration 500 3 1,010.99 21 1 1 1 1
Finance-UBS 200 2 230.48 12 0 0 0 0
Human Resources 1,000 3 1,561.10 46 0 0 0 1
Human Resources 500 6 1,538.37 21 0 0 0 0
Information
Technology 1,200 8 4,987.47 99 0 0 0 0
PBCE-Building 500 8 2,753.55 75 0 55 0 0
PBCE-Planning 500 10 3,877.94 128 2 22 0 0
PBCE-Code
Enforcement 1,000 11 5,622.60 136 0 0 0 0
Public Works 3,000 21 34,894.46 636 0 1 0 0
Retirement Services 500 7 2,535.42 94 5 87 0 0
1999-2000 Totals| $15,900 180 $95,318.80] 2,689 10 359 1 2
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Exhibit 9 Petty Cash Reimbursement Form Information
Analysis For 2000-01

Total Number Forms Forms Forms

Petty |Replenishment Of Petty | Forms | Lacking | Lacking | Lacking

Cash Requests In Cash | Lacking | Charge |Supervisor’s| Sales

Department/Office | Fund 2000-01 Amount Forms Date | Number | Signature Slip
Attorney $1,000 31 $9,619.99 519 0 0 0 1
City Auditor 700 9 3,890.53 124 0 0 0 0
City Clerk 400 9 1,5654.21 40 0 0 0 0
City Council 2,000 13 13,301.89 260 0 0 0 0
City Manager 800 30 10,387.26 248 3 177 0 0
City Mayor 1,000 3 2,362.04 76 0 0 0 0
Finance-Accounting 400 2 655.41 13 0 0 0 0
Finance-Treasury 500 4 1,669.74 24 0 0 0 0
Finance-Risk
Management 200 4 679.53 33 0 0 0 0
Finance- 500 1 448.13 15 0 0 0 0
Administration
Finance-UBS 200 1 14.81 2 0 0 0 0
Human Resources 1,000 4 1,534.85 51 0 2 2 0
Human Resources 500 3 1,077.01 12 0 0 0 0
Information
Technology 1,200 4 2,550.38 43 0 0 0 0
PBCE-Building 1,000 4 2,414.12 53 0 4 0 0
PBCE-Planning 1,000 7 4,845.64 129 0 2 0 2
PBCE-Code
Enforcement 1,000 7 4,901.47 141 0 0 0 0
Public Works 3,000 25 36,660.97 812 0 2 0 0
Retirement Services 500 5 2,109.37 65 0 61 0 0
2000-2001 Totals| $16,900 166 $100,677.35 2,660 3 248 2 3
Two-Year Totals 346 $195,996.15 5349 | 13 607 3 5

Our review of Petty Cash Reimbursement forms City Hall
departments completed in 1999-00 and 2000-01 proved that
most departments filled out the forms completely. However,
we also found instances where required documentation was
incomplete. In our opinion, the Finance Department should
ensure that City Hall departments properly record all required
information on the Petty Cash Reimbursement forms in
accordance with City of San Jose petty cash procedures.
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Requests For
Replenishment Of
Some Departments’
Petty Cash Funds
Have Not Been
Timely

20

The petty cash procedure to request replenishment of petty cash
funds states that replenishment should be requested before the
fund is approximately 75 percent expended. Specifically,
according to the FAM Petty Cash and Change Funds procedure,
Section 5.6 - Reimbursement of Petty Cash Fund:

“When the fund is approximately 75% expended,
Custodians shall:

e Reconcile disbursements, outstanding cash advances
and cash remaining in the fund to the authorized petty
cash fund limit.”

We reviewed the documentation City Hall departments
submitted to request petty cash fund replenishment during
1999-00 and 2000-01. We found that City Hall departments
did not always request replenishment of the petty cash funds in
accordance with procedures. Exhibits 10 and 11 show our
analysis of the timeliness of City Hall departments’ requests for
1999-00 and 2000-01.
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Exhibit 10 Summary Of City Hall Departments’ Compliance
With The Petty Cash Fund Replenishment Request
Procedure During 1999-00
Number Of
Number Of Times The Petty |Percent Of Petty
Total |Replenishment| Amounts | Cash Fund Was | Cash Expended
Petty Cash| Requests In | Requested In| More Than 75% |When In Excess
Department/Office Fund 1999-00 1999-00 Expended Of 75%
Attorney $1,000 33 $10,029.97 1 88%
City Auditor 700 9 3,031.84 0
City Clerk 400 10 1,554.71 0
City Council 2,000 11 10,239.91 1 76
City Manager 800 22 7,725.51 1 79
City Mayor 1,000 5 936.90 0
Finance-Accounting 400 3 965.00 2 84, 94
Finance-Treasury 500 3 1,035.58 1 78
Finance-Risk Management 200 5 787.00 3 81,77,87
Finance-Administration 500 3 1,010.99 2 88,100
Finance-UBS 200 2 230.48 1 79
Human Resources 1,000 3 1,561.10 0
Human Resources 500 6 1,538.37 0
Information Technology 1,200 8 4,987.47 0
PBCE-Building 500 8 2,753.55 1 82
PBCE-Planning 500 10 3,877.94 5 88,96,98,79,95
PBCE-Code Enforcement 1,000 11 5,622.60 1 1002
Public Works 3,000 21 34,894.46 1 77
Retirement Services 500 7 2,535.42 2 93,89
1999-2000 Totals| $15,900 180 $95,318.80 22

% This fund was 100% expended because the petty cash box containing $934.25 was stolen. See Petty Cash
Shortages Reported in 1999-00 and 2000-01, page 7 of this report.
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Exhibit 11 Summary Of City Hall Departments’ Compliance
With The Petty Cash Fund Replenishment Request
Procedure During 2000-01
Number Of
Number Of Times The Petty |Percent Of Petty
Total |Replenishment| Amounts Cash Fund Was | Cash Expended
Petty Cash| Requests In | Requested In | More Than 75% |When In Excess
Department/Office Fund 2000-01 2000-01 Expended Of 75%
Attorney $1,000 31 $9,619.99 0
City Auditor 700 9 3,890.53 1 83%
City Clerk 400 9 1,554.21 0
City Council 2,000 13 13,301.89 0
City Manager 800 30 10,387.26 1 80
City Mayor 1,000 3 2,362.04 2 100, 93
Finance-Accounting 400 2 655.41 2 79, 85
Finance-Treasury 500 4 1,669.74 3 77,92,98
Finance-Risk Management 200 4 679.53 3 100, 82,84
Finance-Administration 500 1 448.13 1 90
Finance-UBS 200 1 14.81 0
Human Resources 1,000 4 1,534.85 0
Human Resources 500 3 1,077.01 2 82, 85
Information Technology 1,200 4 2,550.38 0
PBCE-Building 1,000 4 2,414.12 2 92,91
PBCE-Planning 1,000 7 4,845.64 4 84,86,83,80
PBCE-Code Enforcement 1,000 7 4,901.47 3 95,81,91
Public Works 3,000 25 36,660.97 1 84
Retirement Services 500 5 2,109.37 3 90, 88,99
2000-2001 Totals| $16,900 166 $100,677.35 28
Two-Year Totals 346 $195,996.15 50
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As Exhibits 10 and 11 show, in several cases in 1999-00 and
2000-01, City Hall departments did not request petty cash
replenishment before the fund was approximately 75%
expended. In our opinion, the Finance Department should
ensure that City Hall departments adhere to the Petty Cash and
Change Fund procedures regarding fund replenishment.
Specifically, departments should request timely replenishment
for petty cash funds, before the petty cash fund is no more than
approximately 75 percent expended. By so doing, City Hall
departments will maintain petty cash fund balances sufficient
for petty cash purchases and advances and employees will have
access to petty cash and change funds when needed.
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We recommend that the Finance Department:

Recommendation #1:

e Error! Not a valid link.

CONCLUSION

We found that City Hall departments are generally in
compliance with City of San Jose procedures regarding Petty
Cash and Change Funds. In general, we found compliance
regarding physical security of funds, custodianship and
transaction documentation, and filing annual petty cash and
change fund memoranda with the Finance Department.
However, we noted some noncompliances with procedures
during our review. Specifically, we found the following:

¢ although the Finance Department implemented a prior
audit report’s recommendation to distribute a
memorandum directing that departments comply with
the Financial Administrative Manual (FAM) Petty Cash
and Change Funds procedure, most City Hall
departments are still not complying with specific
procedures to (1) document the fund reconciliation
when there is a change of custodianship and (2)
periodically spot-audit all cash funds;

e three departments in 1999-00 and two departments in
2000-01 omitted the required charge account number
from a significant number of their Petty Cash
Reimbursement forms; and

e 16 funds’ petty cash replenishment requests were not
always timely.

In our opinion, the Finance Department should distribute a
memorandum to all City departments specifically directing
compliance with the FAM procedures to 1) document that a
fund reconciliation was performed whenever fund
custodianship changes, (2) periodically spot-audit all cash
funds, (3) ensure that all required information is properly
recorded on the Petty Cash Reimbursement forms, and (4)
replenish their petty cash funds in accordance with procedures
before they are approximately 75 percent expended. By so
doing, internal controls over the funds will be improved,
security over the City’s assets will be strengthened, and petty
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cash and change funds will be available when employees need
to use them.

RECOMMENDATION
We recommend that the Finance Department:

Recommendation #1 Distribute a memorandum to all City departments
specifically directing compliance with the FAM procedures
to:

e document that a fund reconciliation was performed
whenever fund custodianship changes;
e periodically spot-audit all cash funds;

e ensure that all required information is properly
recorded on the Petty Cash Reimbursement forms;
and

¢ replenish their petty cash funds before they are
approximately 75 percent expended. (Priority 3)
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SAN JOSE Memorandum

CAPITAL OF SILICON VALLEY

TO: Gerald A. Silva ' FROM: Scott P. Johnson
City Auditor
| RECEIVED
SUBJECT: RESPONSE TO AN AUDIT OF DATE: 06/27/02
CITY HALL DEPARTMENTS’ JUN 2 8 2002

PETTY CASH & CHANGE FUNDS

Approved M (ﬁ"/‘-—\ | Date C1E01

The Finance Department has reviewed “An Audit of City Hall Departments’ Petty Cash and
Change Funds” and agrees with the Auditor’s recommendation in the report. The following are
observations and comments to the specific recommendation.

CITY AUDITOR

Recommendation #1  That the Finance Department distribute a memorandum to all City

departments specifically directing compliance with the FAM procedures to:

o document that a fund reconciliation was performed whenever fund custodianship
changes;

o periodically spot-audit all cash funds;

o ensure that all required information is properly recorded on the Petty Cash
Reimbursement forms; and

e replenish their petty cash fund before they are approximately 75 percent expended.

The Finance Department agrees and will prepare and distribute a memorandum reminding
departments to follow the procedures outlined in Section 5.6 of the FAM. Comments on each of
the bullet points follow:

e Perforniing fund reconciliations when custodianship changes
e Periodically spot-auditing cash funds

While the current policy addresses the procedures for these requirements, the memorandum to
departments will specifically remind them of the need to comply with them.

e Ensuring that all required information is included on Petty Cash Reimbursement forms

The audit primarily focuses on the number of reimbursement request forms that are missing the
expenditure account code. Expenditure account codes serve only as a tool for the Custodian
when preparing the voucher to replenish the fund. Finance agrees that the forms should include
the code to aid the Custodian in the replenishment step if needed, and the memorandum will
remind departments to take advantage of this tool.
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Gerald A. Silva, City Auditor

Re: PETTY CASH AND CHANGE FUND AUDIT
06/26/02

Page 2

1t should be understood, however, that reimbursement request forms lacking a charge code do
not represent a weakness in internal controls nor a lack of security over these funds. As shown
in Exhibits 8 and 9 of the audit report, the key internal control elements (e.g., supervisor’s
signature and sales receipt) are in compliance with extremely rare exceptions.

e Replenishing petty cash funds when they are approximately 75 percent expended

The memo from Finance will remind departments of this guideline. It is important to be aware,
however, that this is merely a recommendation in the Petty Cash policy, because departments
cannot reasonably predict the outflow of cash from these funds. Reimbursements to employees
are made on an as-needed basis. If petty cash funds are not reimbursed in a timely way, it
merely creates an inconvenience for department employees. As noted on Exhibit 9, most of the
petty cash funds (16 out of 19) have limits of $1,000 or less. Given the maximum per transaction
limit of $500, it is possible for the fund to fall below the 75 percent expended level with one or
two transactions.

[n addition, it should be noted that the process for replenishing a petty cash fund was streamlined
a few years ago. Finance no longer issues vendor checks for petty cash fund replenishments.
Departments submit a journal voucher to the Finance Department, and after approval, the
voucher is redeemed for cash in the Treasury Division. By reducing the turnaround time and
eliminating the need for departments to cash the vendor checks at the bank, petty cash funds are
replenished so that outstanding transactions can be completed in short order.

The Petty Cash and Change Fund policy, Reimbursement Request form, and Reconciliation
Worksheet have been made available to departments via the Finance Department’s intranet site.

We wish to thank the Auditor’s Office for its work with the various departments involved in this
audit. We are pleased that the audit report demonstrates that only minor infractions to the policy
have occurred, and that the Finance Department is providing the necessary oversight to reinforce
internal control and security issues. We will be complying with the audit recommendation
promptly.

Director of Finance
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APPENDIX A

DEFINITIONS OF PRIORITY 1, 2, AND 3
AUDIT RECOMMENDATIONS

The City of San Jose's City Administration Manual (CAM) defines the classification

scheme applicable to audit recommendations and the appropriate corrective actions as

follows:
Priority Implementation | Implementation
Class! Description Category Action3
1 Fraud or serious violations are Priority Immediate
being committed, significant fiscal
or equivalent non-fiscal losses are
occurring.?
2 A potential for incurring Priority Within 60 days
significant fiscal or equivalent
fiscal or equivalent non-fiscal
losses exists.?
3 Operation or administrative General 60 days to one year
process will be improved.

1 The City Auditor is responsible for assigning audit recommendation priority class numbers. A
recommendation which clearly fits the description for more than one priority class shall be assigned the
higher number. (CAM 196.4)

2 For an audit recommendation to be considered related to a significant fiscal loss, it will usually be
necessary for an actual loss of $25,000 or more to be involved or for a potential loss (including
unrealized revenue increases) of $50,000 to be involved. Equivalent non-fiscal losses would include,
but not be limited to, omission or commission of acts by or on behalf of the City which would be likely
to expose the City to adverse criticism in the eyes of its citizens.

(CAM 196.4)

3 The implementation time frame indicated for each priority class is intended as a guideline for
establishing implementation target dates. While prioritizing recommendations is the responsibility of
the City Auditor, determining implementation dates is the responsibility of the City Administration.
(CAM 196.4)
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 APPENDIX B

SANJOSE Memorandum

CAPITAL OF SILICON VALLEY |

TO: Fiscal Officers | ~ FROM: Mark Burton
_ Acting Director of Finance
SUBJECT: REVISED PETTY CASH AND DATE: 11/28/00
CHANGE FUND POLICY 4
Approved . Dafe

In May 2000, the Clty Auditor issued a report regarding a department’s petty cash and change
fund operations. It was recommended in the audit report that the Finance Department remind all
departments to comply with established Petty Cash and Change Fund policies and procedures.
Since the report was issued, the Finance Department has updated the policy (Finance -
Administrative Mariual Sectioh 5.6), the disbursement form, and the authorization form.

The Petty Cash Disbursement Form has been redesigned to accommodate _reimburséments and
reimbursements with cash advances. The dual-purpose form eliminates the need for the Petty

" Cash Disbursement Log. A copy of the policy and all of the forms, including a Petty Cash

Reconciliation Worksheet are available by accessing the Finance Department’s intranet site

using one of the following addresses:  (ADDRESSES DELETED FOR SECURITY PURPOSES)
then select Finance from the Department pull down menu. General Services Stores will no

longer carry the Petty Cash Disbursement Forms once the current supply has been exhausted.

"Please ensure that the Petty Cashand Change Fund Custodians and Alternates are apprised of the
revised policy and forms. If you have any questions or suggestlons for improving the forms,
please send an e-mail or call Eileen Fenrich at extension 5836.

MARK BURTON
Acting Director, Finance Department

Attachments

RECEIVED

NOV 28 2000

CITY AUDFOR
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APPENDIX C

PETTY CASH CHANGE OVER VERIFICATION
Nov 16, 2000

-PETTY CASH CUSTODIAN
From: Anna Matney
To: Jeanette Galzote

AUTHORIZED PETTY CASH AMOUNT $1,000.00

PETTY CASH ON HAND $392.81
RECEIPTS ON HAND 607.19

TOTAL PETTY CASH RECONCILED $1,000.00

P
() deanétte Galzote Anna Matney

J/M Cs v/ﬁh

Tring Ngliyen
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