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Overview
Although not widespread among small cities, expenditures made by credit card or debit card are becoming increasingly common.  This paper discusses some control measures for credit card or debit card use and how to handle the related payments in GS.

What is the difference between a Credit Card and a Debit Card?
From the view of the employee using the card, a credit card and a debit card are similar in that they can purchase something using a card.  The similarities end there.
· Credit Card.  When you use a credit card, the vendor is paid by the bank that issued you the credit card.  You then later pay the credit card bank for all of the expenditures shown on the monthly statement sent to you by that bank.
· Debit Card.  When you use a debit card, the vendor is paid by you, directly from your checking account.  A debit card payment is much like writing a check except that your checking account is debited at the time of the purchase and not when the check is presented to your local bank for payment.  Put another way, when you use a debit card, the amount of your purchase is transferred immediately from your bank account to the vendor’s bank account.
Is it legal to make expenditures using a Credit Card or a Debit Card?
This is a good question, and of course, must be answered before you even consider using a Credit Card or a Debit Card.  State law, or possibly even local ordinances, might restrict expenditures that can be made without prior approval of the governing body.  Most likely some legal authority has already answered the question.  Probably a few phone calls to other city clerks, the state, or an association you belong to will get you the answer.

An alternative to a credit card or a debit card is the Business Procurement Card that is available to municipalities under the related contract with the State of Kansas.

Pros and Cons
· Pros:

1) Convenience for both the city and the vendor
2) Fewer paper checks issued to vendors
· Cons:

1) Employees might lose documentation (receipt) for expenditure
2) Employees might make unauthorized expenditures
3) Expenditure reports by vendor might be distorted
I do not believe any of the above Pros or Cons are deal breakers.  If you see a real need for a credit card or a debit card, I would suggest you approve it for that specific purpose and/or that specific employee or department.  
Issues with City Clerk and Employee
Probably my two biggest concerns with credit cards or debit cards concern the City Clerk and the employee authorized to use the card.

· City Clerk Issue.  This is just one more in a long list of minor departures from the normal course of doing business.  When you add this to 50 other minor departures, the extra work involved becomes a headache.  Before approving the use of a credit card or a debit card, the governing body needs to be satisfied that there is a very good reason behind the policy they adopt.

· Employee Issue.  Several issues revolve around the employee using the card.  The employee must normally sign a release agreeing to reimburse the city for unauthorized use of the card.  Also, the employee normally must be trained on how the card is used and what it can be used for.  Some employees, given the option, might prefer NOT to use a credit card or a debit card.  They just might not want the responsibility that goes with the card.

Accounting Procedures for Credit Cards and Debit Cards Are VERY DIFFERENT!
Be careful here!  From the employee’s view, a credit card and a debit card are very similar.  However, from the city clerk’s view, the accounting procedures are very different.  GS will handle the accounting properly for both types of cards, but you need to recognize the difference in the accounting procedures.
Accounting for Expenditures Made By Credit Card
· Document Expenditure ASAP.  As soon as possible after an employee makes an expenditure using a credit card, the employee should give you the related documentation (e.g., receipt for payment).  Also, the employee should initial that he or she made the expenditure.
You should never have to ask the employee for such documentation because, more often than not, you don’t know when such expenditures take place.  This is important.  The longer you have to wait to get the documentation, the more likely it will be lost.  You put yourself in an uncomfortable position if you do not have proper documentation for an expenditure you are being asked to pay for!  Make sure the employee understands the related documentation must be turned in to you as soon as possible after the expenditure is made.

· Set Documentation of Expenditure Aside Until Credit Card Statement Is Received.  Until the credit card statement is received, you should accumulate the documentary evidence of the credit card expenditures.

· When the Credit Card Statement Arrives:
1) Match the documentary evidence (e.g., receipts) of the expenditures to the expenditures shown on the credit card statement.  All expenditures on the statement should match to the penny to the related documentation.  You must investigate any irregularities!  If there is an expenditure on the statement that has no documentation, you should get a signed statement from the employee who made the expenditure and report the irregularity to the governing body.  Such irregularities cannot be tolerated!
2) Important:  The credit card statement might contain one or more credits (e.g., reimbursements for prior purchases).  If there are credits on the statement that, in effect, reduce the amount owed to the vendor, you should create invoice(s) as discussed below ONLY sufficient to pay the vendor.  That is, the total amount of the invoice(s) related to the credit card payment should exactly equal the amount owed to the vendor.

Please refer to the additional procedures below on how to handle any credit(s) contained in the credit card statement.

3) Create Invoices in GS.  For each expenditure on the credit card statement you should create an invoice using the related documentation (receipt) for the expenditure.  If possible, you can modify this step to eliminate unnecessary detail and unnecessary work.  For example, if the credit card statement contains 10 purchases of gasoline, you can combine all of the purchases into a single invoice.  For example, assume the statement has ten purchases of gasoline, each purchase being $100.  Assume further the gasoline purchases are charged equally to two funds, the Water Fund and the Sewer Fund.  In this case, you could create a single invoice with two line items.  Each line item is a charge of $500 for gasoline, one to the Water Fund and the other to the Sewer Fund.
Caution - For credit card statements received in the first month following the end of the fiscal year:  When you are getting ready to pay for the first statement received in the new year, review the expenditures carefully to determine which ones are chargeable to the old year, and which ones are chargeable to the new year.  You MUST create one group of invoices for expenditures chargeable to the prior year and date them the last day of the prior year (e.g., 12/31/YYYY).  You MUST create a separate group of invoices for expenditures chargeable to the new year and date them in the new year.  
4) At this point, subject to the restrictions discussed in Step 2 above for credit card statements received in the first month of the new year, you can create a paper check, or an electronic check, in GS and treat it like any other check to any other vendor.
Of course, if the statement is paid by paper check, both invoices can be paid with the same (paper) check which would be dated in the new year.  If you pay off the credit card using an electronic check, a separate (electronic) check would be required for each invoice because of the requirement that an electronic check can be used for only one invoice.
· Important:  If the credit card contains one or more credits (e.g., reimbursements for prior purchases) follow these additional steps:
Date of Adjustment(s):  All of the adjustments entered in the steps below generally should be dated in the same month the credit card statement is received.

1) For the amount of the credit(s), enter one or more cash receipt adjustments (BA/Cash Receipt Adjustments).  Put the credit amount back into the fund(s) that were originally charged for the expenditure that was reimbursed.  Probably the most appropriate receipt code would be Reimbursed Expenses.  
Optional Treatment:  Although not generally recommended, an alternative to the cash receipt adjustment is to enter a negative expenditure adjustment.  This might be a good option if the credit amount is very large AND the original expenditure was made in the same fiscal year as the expenditure adjustment.

2) For the amount of the credit(s), enter one or more expenditure adjustments (BA/Expenditure Adjustments) to cover the “current” expenditures on the statement that were not included in the invoice(s) paid for with the payment(s) to the vendor.
Accounting for Expenditures Made By Debit Card
· Document Expenditure ASAP.  As soon as possible after an employee makes an expenditure using a debit card, the employee should give you the related documentation (e.g., receipt for payment).  Also, the employee should initial that he or she made the expenditure.

You should never have to ask the employee for such documentation because, more often than not, you don’t know when such expenditures take place.  This is important.  The longer you have to wait to get the documentation, the more likely it will be lost.  You put yourself in an uncomfortable position if you do not have proper documentation for an expenditure you are being asked to pay for!  Make sure the employee understands the related documentation must be turned in to you as soon as possible after the expenditure is made.
· Create Invoice in GS.  For each expenditure made by a debit card, you should create an invoice using the related documentation (receipt) for the expenditure.
Caution:  1) When you create the invoice for a debit card expenditure, be sure to change the Method of Payment from its default setting as Paper Check Payment, to Electronic Payment.  2) Create one, and only one, invoice for each debit card expenditure.  This will make is easier to locate the debit on the bank statement to clear the related electronic check.
· Create Electronic Check in GS.  For each invoice created for a debit card expenditure, you should create an electronic check.

Reminder:  Unlike paper checks which can be used to pay multiple invoices to the same vendor, electronic checks are limited to one invoice per check by design.  
· When the Bank Statement Arrives:
1) A debit card expenditure will appear on the bank statement just as if it was a paper check, except there is no check number to match it to.  However, each debit card expenditure on the bank statement can be easily matched to electronic checks in GS by date and dollar amount.
2) For each debit card expenditure on the bank statement, you should clear the related electronic check that was created in GS for it.

