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Overview

Proper cash receipt procedures are fairly well documented in the accounting literature.  The GS procedures place emphasis on electronically capturing the movement of cash receipts throughout the entire cash receipting process.  Electronic capturing simply means documenting the movement in the data warehouse.  The procedures are designed with multiple purposes in mind – financial reporting requirements, internal control, simplicity, and reliability.
For financial reporting purposes cash receipts are all treated similarly.  However, the cash receipt processing procedures are different depending on how the receipts are received and what their purpose is.

For example, cash receipts collected in the office are processed differently from cash receipts electronically transferred to the entity’s bank account.  Also, a cash receipt from a customer for payment on their account is processed differently from a non-billing related cash receipt.
What is a Cash Receipt?

In the context of this paper, a cash receipt means money received by the accounting entity which flows through the entity’s bank account.

We make the bank account distinction primarily for internal control purposes.  We want to help the user to understand that this type of transaction (cash receipt) is accounted for in a distinct way.  There are other types of transactions that are treated for financial reporting purposes as if they are cash receipts but are accounted for in a different way (e.g., interfund transfers, cash receipt adjustments).
A word of caution here.  The accounting literature sometimes uses the terms “receipts” and “cash receipts” inter-changeably.  Also, there is potential confusion between cash receipts and revenues.  In the accounting world, cash might mean currency only or currency and checks.  Cash might include near-cash investments (e.g., certificates of deposit).
The different meanings of cash and cash receipts are not necessarily bad, or not necessarily a problem.  You just need to be aware of the context in which the terms are being used.
Terminology

· Cash Receipt.  Cash receipt means money received by the accounting entity which flows through the entity’s bank account.
· OTC Cash Receipts.  OTC specifically refers to Over-the-Counter.  But we use the term loosely to mean cash receipts collected physically in an office setting.  Collected in the office includes cash receipts such as payments made by customers in the office, drop-box cash receipts, and mail cash receipts.

Caveat:  Although we use the term “office setting”, we fully understand that entities sometimes must use remote locations to collect cash receipts.  While these remote locations might not be considered an office setting, normally the “remotely collected” cash receipts make their way back to the office for cash receipt processing purposes.
· DBC Cash Receipts.  DBC specifically refers to Direct Bank Credit.  DBC cash receipts refer to credits on the bank statement that represent moneys deposited into the bank account electronically.  That is, DBC cash receipts are not physically collected by the entity and therefore, not physically deposited by the entity.
· Bank Statement Deposits – Two Types.  Generally we make the assumption that all credits on the bank statement represent Cash Receipt Deposits.  Those deposits (i.e., credits) come from one of two sources – 1) a physical cash receipt deposit at the bank, or 2) a direct bank credit electronically transferred to the bank by a third party.

Basically, OTC cash receipts make up all physical cash receipt deposits, while DBC cash receipts make up all electronically transferred cash receipt deposits.  Bank statements clearly distinguish between physical cash receipt deposits made by the entity and direct bank credit deposits resulting from electronic transfers.
Caution:  We emphasize the term Bank Statement Deposits to distinguish the bank statement deposit records from the computer deposit records.  In other words, the bank has its own deposit records which are independent of the deposit records in the entity’s accounting system.  For internal control (cash management) purposes, it is important that the computer cash receipt deposit records match up with the related bank deposit records during the monthly bank account reconciliation process.
· Payments on Account.  Payments on account refer to cash receipts that represent a payment by a customer that is intended to be applied to the customer’s billing account.

· Other Cash Receipts (Non-Billing Cash Receipts).  Other cash receipts refer to all cash receipts other than those that represent “payments on account.”  We sometimes refer to “other cash receipts” as non-billing cash receipts.
· Payments on Account vs. Other Cash Receipts.  For cash receipt processing purposes, we categorize cash receipts into two types – 1) payments on account, and 2) other cash receipts.  The reason for this is that payments on account must be initially recorded in the billing system while all other cash receipts are recorded initially in the budgetary accounting system.
Payments on account are recorded in the budgetary accounting system using a posting procedure.  That is, a customer payment is first recorded in the billing system.  That customer payment is automatically broken down into a group of payment distribution records.

The payment distribution records represent a translation of the payment into a classification format required in the budgetary accounting system.  The related cash receipt entries in the budgetary accounting system are then made automatically during the posting of the payment distribution records from the billing system to the budgetary accounting system.

· Summary.  Cash receipt means money received by the accounting entity which flows through the entity’s bank account.  Cash receipts are categorized based on how they are received and deposited.  OTC (over-the-counter) cash receipts are physically received by the entity and physically deposited at the bank.  DBC (direct bank credit) cash receipts are electronically deposited into the entity’s bank account as a direct bank credit.
Cash receipts are also categorized based on the purpose for which they are being received.  If the purpose of the cash receipt is a payment for a customer billing, it is considered a “payment on account” and must first be recorded in the billing system.  All other cash receipts are considered to be “other cash receipts” (non-billing cash receipts) and are recorded only in the budgetary accounting system.

How a cash receipt is processed depends both on how it is received and deposited as well as its purpose.

Processing Date and Amount vs. Cash Date and Amount
A new feature has been added to GS that enables municipalities to efficiently and accurately process credit card payments.  This feature only applies to customer payments on account and it only applies to payments made by credit card.

· What is Processing Date and Amount?  The word Processing means nothing more or less than the transaction date and amount for customer payment purposes.  Put another way, the Processing Date is the date the customer gets credit for having made the payment that is being processed.
· What is Cash Date and Amount?  The word Cash means exactly what it should mean.  That is, the Cash Date is the date cash is collected and the Cash Amount is the amount that is collected on the Cash Date.

· What is the difference?  There is only a difference when the customer payment is made by credit card.

Except for credit card payments, for all other customer payments, the Processing Date and Amount are the same as the Cash Date and Amount.  That is because the date the customer is credited with making the payment is the same as the date the payment amount is being collected.

That is the case with payments collected directly from customers in an office setting, through the mail, or from a drop box.  That is the case with payments using currency or checks.  That is the case with debit card payments.  That is the case other electronic transfers (e.g., ACH customer payments) directly to the accounting entity’s bank account.
That is NOT the case with credit card payments!

· Why is a credit card payment different?  A credit card payment introduces critical uncertainties that must be resolved before the payment can be processed for “cash receipt” purposes.  For example, when you are notified of the credit card payment, the date the payment hits the bank account (Cash Date) is not known with certainty.  The amount is not known with certainty.  And until the payment hits the bank account, you don’t know which deposit (i.e., direct bank credit) the payment is included in.
These uncertainties are precisely why standard cash receipting procedures typically include a step in which the initial credit card payment processing notification (i.e., original credit card payment entry) is subjected to “Cash Verification.”
· Related Business Rules.  There are a few business rules related to the use of Processing Date and Amount versus Cash Date and Amount.
Business Rule 1.  The concept of Processing Date and Amount versus Cash Date and Amount is used only in the billing system.  It does not have relevance elsewhere.
Business Rule 2.  With the exception of credit card payments, for all other customer payments, the Processing Date and Cash Date should always be the same.  For credit card payments, the Cash Date usually must be changed days after the original payment entry to make it coincide with the date the cash hits the bank account.  That is, for credit card payment entries, the Cash Date is usually days later than the Processing Date.
Business Rule 3.  With no exceptions, the Processing Amount and the Cash Amount should always be the same.  Be careful on this rule.  The two amounts must be the same, but that does not mean they cannot both be changed and still be the same.
Business Rule 4.  When a customer payment record is created (added), the Cash Date and Cash Amount default to the entries made for the Processing Date and Processing Amount.  In fact, when the payment record is created, the Cash Date and Cash Amount entry boxes are disabled.  However, the payment record can be Edited, or even Deleted, subsequently.
Business Rule:  Cash Receipt Deposits

An important business rule built into the cash receipt deposit procedures is as follows:  Cash receipt entries dated in one month CANNOT be deposited using a date in the following month.

Instead you should create one or more deposit records in the computer dated on the last day of the month to “clear out” all remaining cash receipt entries.  These month-end computer deposits might very well be dated in the bank’s records in the following month.

For example, the computer deposit might be dated June 30, 2012.  If the physical deposit to the bank is late in the day, the bank might end up recording the deposit on its books on July 1, 2012 (or possibly later).  This is not a problem because in your bank account reconciliation as of 6/30/2012, the month-end deposit(s) will not be cleared as of June 30, 2012.  Instead, they will be cleared a month later when you reconcile the bank account as of July 31, 2012.

This is as normal as can be.  Therefore, you need not get in any hurry on the last day of the month to get your last deposit for the month to the bank early.  It makes no difference whatsoever when the bank records the deposit. 

Business Rule:  Customer Payment Edits and Deletions
You have flexibility with customer payment records in that you can edit and delete them.  You should be very cautious in this regard.  If you are unsure about how to proceed with a customer payment that needs to be corrected in some way, the best approach is to contact technical support.  You can otherwise cause yourself considerable headaches.

· Customer Payment Edit.  After a customer payment has been posted to Budgetary Accounting it can no longer be edited.  You do have the option, however, to delete the customer payment record if it has been posted. 

When you edit a customer payment, the original payment record is replaced with the edited version, and the related payment distribution records are also replaced.

· Customer Payment Delete.  When a customer payment record is deleted, the record is not actually deleted from the data warehouse, but rather it is designated as being deleted.
If the payment distribution records have NOT been posted, they will be removed.  If they have been posted, a duplicate set of distribution records with the same (original) date will be created, but with negative amounts to reverse the original posted amounts.  These new (negative) distribution records should be posted to Budgetary Accounting.

Interest Income

Interest income is a somewhat unique type of cash receipt in that it is processed differently depending on whether or not the interest income flows through the bank account.
· Two Types of Interest Income.  Interest income typically stems from either a bank account (e.g., a savings or checking account) or an investment account (e.g., a certificate of deposit).
· Bank Account Interest Income.  Interest income on a bank account is typically deposited into the bank account at month-end as a direct bank credit.  Thus, it is nothing more or less than a DBC (direct bank credit) cash receipt that would be classified as an “other cash receipt” (as opposed to a payment on account).

· Investment (CD) Interest Income.  Technically speaking, interest income on a CD would be considered a cash receipt if the amount is deposited into a bank account.  In this case it would be treated the same way as bank account interest income.

If on the other hand the interest income is simply added to the CD principal and not deposited into a bank account, how then should it be treated?  This is an excellent question.  The quick answer is to enter such interest as a cash receipt adjustment because it is not being deposited into the bank account.  The related CD investment record would then be redeemed and a new one created in accordance with the standard CD investment maintenance procedures.
The system allows you to record such CD interest income as a cash receipt and then uncheck the checkbox labeled Deposit Receipt into Bank Account.  And even though the interest income is, in substance, a cash receipt, my preference is to instead record a cash receipt adjustment for the interest.  This recommendation is primarily for internal control purposes and does not create any financial statement reporting problems one way or the other.
Cash Receipt Procedures – Starting Point
The starting point for recording a cash receipt is to determine whether or not the cash receipt is a customer payment on account.
· If the cash receipt IS NOT a customer payment on account, use:

Cash Receipt Procedures – Other Cash Receipts (Non-Billing Cash Receipts)

· If the cash receipt IS a customer payment on account use one of the following procedures:
For non-credit card payments use:  Cash Receipt Procedures – Customer Payments on Account (Except for Credit Card Payments).

For credit card payments use:  Cash Receipt Procedures – Credit Card Customer Payments on Account.

Note:  If you receive a customer payment, a portion of which is not intended to be included as the customer’s payment on account, probably the easiest thing to do is enter two cash receipts, one being a payment on account and the remainder being a non-billing cash receipt.

Important:  To process each individual cash receipt, you must have some type of related documentation that allows you to determine who the cash receipt is from, what the cash receipt is for, the date the cash receipt was received,  and the amount of the cash receipt.

Cash Receipt Procedures – Other Cash Receipts (Non-Billing Cash Receipts)
All cash receipts that do not represent payments for customer billings (payments on account) are treated basically the same way.  This includes both OTC cash receipts and DBC cash receipts.

To process other (non- billing related) cash receipts:

· Step 1.  Cash Receipt Entries (BA/Cash Receipts).  The primary purpose of this step is to record the cash receipts in the system to make sure they get credited to the correct fund and receipt code.

Many cash receipts must be broken down into multiple (individual) cash receipt entries.  For example, the single cash receipt might have to be credited to more than one fund, or the payment might be credited entirely to a single fund but for different purposes that require different receipt codes.

OTC vs. DBC Cash Receipts.  The cash receipt entry requires you to designate how the related amount makes it to the bank.  If the money is collected in the office and physically deposited to the bank, it is considered to be an OTC cash receipt.  If the money is electronically deposited into the bank account, it is considered to be a DBC cash receipt.  The purpose of this designation is to facilitate the creation of the cash receipt deposit records.
· Step 2.  Cash Receipt Deposits (BA/Cash Receipts Deposits).  The purpose of this step is to create cash receipt deposit records in the system.  These “computer” deposit records will later be matched to the related deposit records (credits) in the bank statement as part of the month-end reconciliation procedures.

The cash receipts entered in Step 1 will appear in the listing waiting to be selected to be included in a specific cash receipts deposit record.  You will need to select those cash receipts in the listing that collectively will match the actual bank deposit record (credit) that will appear on the bank statement.

OTC vs. DBC Cash Receipt Deposits.  The OTC cash receipt deposit records are created separately from DBC deposit records.  The reason for this is to simplify the cash receipt deposit process and reduce the risk that OTC cash receipts will get “comingled” with DBC cash receipts during the cash receipt deposit process.  If OTC and DBC cash receipts are comingled in a single computer deposit record, the month-end bank account reconciliation can easily get more complicated.

· Computer Deposit Record.  The computer deposit record you create in Step 2 can be found using Banking/Deposits and Withdrawals.  The cash receipt entries making up the deposit are “linked” to the related computer deposit record.  To print a report of the cash receipts making up the deposit, use Banking/Inquiries – Bank Transactions.

The system is designed to allow you to conveniently clear these computer bank deposits, much like you clear checks, when you reconcile the bank account each month.

· Computer Deposit Records vs. Bank Statement Deposit Records.  It is easy to get confused when discussing bank deposits because there are two different bank deposit records – 1) the bank deposits showing in the computer records, and 2) the bank deposits showing in the bank account month-end statements.

Keep in mind that the computer deposit records are created by you in your accounting system.  The bank creates the bank statement deposit records in its accounting system.  When the two do not agree, you should get assistance from technical support.

Cash Receipt Procedures – Customer Payments on Account (Except for Credit Card Payments)
With one exception, all cash receipts that represent payments for customer billings are treated basically the same way.  This includes both OTC cash receipt payments and DBC cash receipt payments.

The one exception is credit card customer payments.  Credit card payments on account present a somewhat unique accounting problem that is not encountered with other cash receipts.

To process all utility billing customer payments except credit card payments:

· Step 1.  Customer Payment Entries (UB/Customer Payments).

Account Number.  Enter the customer account number.

Note:  If you use the OTC Cash Receipt feature, which we recommend, the customer payment can be selected from the listing on the screen.
OTC vs. DBC Customer Payments.  The customer payment entry requires you to designate how the related amount makes it to the bank.  If the money is collected in the office and physically deposited to the bank, it is considered to be an OTC customer payment.  If the money is electronically deposited into the bank account, it is considered to be a DBC customer payment.  The purpose of this designation is to facilitate the creation of the cash receipt entries and related deposit records in Budgetary Accounting.
Processing Date.  The Processing Date is the transaction date for customer payment purposes.  Put another way, the Processing Date is the date the customer gets credit for having made the payment.
Processing Amount.  The Processing Amount is nothing more or less than the payment amount.
Hold Posting for Later Cash Verification.  The Hold Posting check box is intended only for use with credit card payments.  Unless you are entering a credit card payment you should leave the box unchecked.

If the Hold Posting box is checked, the related payment distribution records cannot be posted to Budgetary Accounting.  If the Hold Posting box has been checked, you must Edit the payment record and uncheck the Hold Posting box to be able to post the distribution records to Budgetary Accounting.
Cash Date.  When the customer payment record is created (added), the Cash Date entry box is disabled.  The Cash Date can be Edited later if necessary.
Cash Amount.  When the customer payment record is created (added), the Cash Amount entry box is disabled.  The Cash Amount can be Edited later if necessary.
Default Cash Date and Cash Amount.  The Cash Date and Cash Amount entry boxes are intended only for use with credit card payments.  When you create (add) the customer payment, the Cash Date and Cash Amount default to the entries made for the Processing Date and Processing Amount.  In fact, when the payment record is initially created (added), the Cash Date and Cash Amount entry boxes are disabled.
Payment Distribution Records Created.  When the customer payment record is created, it is broken down by fund automatically (by the computer).  The detailed breakdown of each customer payment consists of one or more customer payment distribution (i.e., allocation) records that can be found using UB/Setup/Customer Payment and Billing Distribution Records.

· Step 2.  Post Customer Payments (UB/Post Customer Payments to Budgetary Accounting).

The posting of customer payments in the billing system to Budgetary Accounting is normally done at the end of the day, prior to making the physical bank deposit at the bank.

During the posting process, all of the customer payment distribution (i.e., allocation) records being posted are summarized by date and fund.  For each summarized record, a cash receipt entry is automatically created in Budgetary Accounting.

OTC vs. DBC Customer Payment Postings.  The customer payment distribution records for OTC payments are posted separately from DBC payments.  The reason for this is to make sure the related cash receipt entries created during the posting process are properly designated for the cash receipt deposit process in Budgetary Accounting.
· Step 3.  Print report of posted customer payments.

After customer payment distribution records have been posted, a report is generated automatically that identifies the payments posted and summarizes the cash receipt entries created in Budgetary Accounting.

· Step 4.  Deposit cash receipts.

The cash receipt entries created in Step 2 are deposited with all other cash receipts entered directly in Budgetary Accounting.

Cash Receipt Procedures – Credit Card Customer Payments on Account
Credit card payments are a distinct type of DBC cash receipt that deserves special attention.  Unlike most other DBC payments, credit card transactions are processed one day, but do not reach the bank for up to several days.  Also, the transaction processing amount is not necessarily the amount that eventually hits the bank account.  To make matters more complicated, some credit card payments are deposited as a single payment while others might be combined into a “combined” deposit (credit) in the bank account.
These observations make credit card payments significantly more complicated to process than other customer payments.  The problems arise because the customer gets credit for making a payment on the credit card payment processing date, but the payment cannot be recognized for cash receipting purposes until the date and amount are known with certainty (i.e., when the cash is recorded as a credit in the bank account).
To process utility billing customer payments made by credit card:
· Step 1.  Customer Payment Entries (UB/Customer Payments).

The starting point for creating (adding) a credit card customer payment entry is usually an advance notification, such as an email, from the credit card processor.  The notification should provide enough detailed information for the entry.

Account Number.  Enter the customer account number.

Note:  If you use the OTC Cash Receipt feature, which we recommend, the customer payment can be selected from the listing on the screen.
OTC vs. DBC Customer Payments.  The customer payment entry requires you to designate how the related amount makes it to the bank.  Credit card customer payments would be designated DBC (Direct Bank Credit).
Processing Date.  The Processing Date is the transaction date for customer payment purposes.  Put another way, the Processing Date is the date the customer gets credit for having made the payment.  For credit card customer payments the Processing Date is the initial date the credit card transaction is processed.
Processing Amount.  The Processing Amount is the credit card payment amount being processed as evidenced by the advance notification sent by the processor.
Hold Posting for Later Cash Verification.  The Hold Posting check box should be checked to prevent the payment from being accidently posted.  That is, the customer payment distribution records should not be posted until after Cash Verification.
Cash Date.  When the customer payment record is created (added), the Cash Date entry box is disabled.  The Cash Date can be Edited later if necessary.
Cash Amount.  When the customer payment record is created (added), the Cash Amount entry box is disabled.  The Cash Amount can be Edited later if necessary.
Default Cash Date and Cash Amount.  The Cash Date and Cash Amount entry boxes are intended only for use with credit card payments.  When you create (add) the customer payment, the Cash Date and Cash Amount default to the entries made for the Processing Date and Processing Amount.  In fact, when the payment record is created, the Cash Date and Cash Amount entry boxes are disabled.

Payment Distribution Records Created.  When the customer payment record is created, it is broken down by fund automatically (by the computer).  The detailed breakdown of each customer payment consists of one or more customer payment distribution (i.e., allocation) records that can be found using UB/Setup/Customer Payment and Billing Distribution Records.

· Step 2.  Cash Verification.  To verify that the cash related to a credit card customer payment has hit the bank account, you normally should print two daily online reports.  The first report should be available on the credit card processor’s website, and should detail the customer payment, as well as the amount deposited into the bank account.  This report should then be tied to the second report that should be available on your bank’s website showing the bank account deposits (credits).
After you have verified the cash has hit the bank account, you will need to Edit the original customer payment entry.
· Step 3.  Edit Original Customer Payment Entry (UB/Customer Payments).  After Cash Verification the original customer payment entry must be located and Edited.  Several of the entry boxes likely will need to be changed:
Cash Date.  The Cash Date should be changed to the date of the related deposit on the bank statement report.  The original Processing Date should not be changed.

Cash Amount.  The Cash Amount should be changed to the amount deposited into the bank account.  If the Cash Amount is different than the original Processing Amount, the Processing Amount will also have to be changed to match the Cash Amount.

Hold Posting.  Hold Posting should be unchecked.  This will allow the related customer payment distribution records to be posted to Budgetary Accounting.
· Step 4.  Post Customer Payments (UB/Post Customer Payments to Budgetary Accounting).

During the posting process, all of the customer payment distribution (i.e., allocation) records being posted are summarized by date and fund.  For each summarized record, a cash receipt entry is automatically created in Budgetary Accounting.

· Step 5.  Print report of posted customer payments.

After customer payment distribution records have been posted, a report is generated automatically that identifies the payments posted and summarizes the cash receipt entries created in Budgetary Accounting.

· Step 6.  Deposit cash receipts.

The cash receipt entries created in Budgetary Accounting will be designated as DBC cash receipts.  The related computer deposit record will also be designated as a DBC deposit.  This designation should make it a little simpler to match the computer deposits to the bank statement deposits (credits) during the bank account reconciliation.
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