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City of Galveston
Cash Management Audit- Finance Department
City Auditor Executive Summary

November 10, 2015

Background

The City of Galveston receives cash, direct deposits, credit cards and checks daily from different
sources. All funds received must be deposited into the City of Galveston depository accounts.
These sources include a) taxes, fees, and assessments b) state allotments c) utility payments d)
grants and other forms of financial aid e) licenses and permits f) accounts receivable payments
and g) donations. The Finance Department must ensure receipts are properly deposited and
recorded into the accounting system. Therefore the Finance Department is charged with
establishing the internal control policies and procedures for cash management within the City of
Galveston. In turn, the City Auditor Department is responsible for evaluating the design and
operating effectiveness of those internal controls.

Objective
The objective of this report is to evaluate the design and operating effectiveness of the Finance

Department’s internal control framework over cash management relating to (1) accounting for
and reporting transactions, (2)executing transactions, and (3)safeguarding assets. These
objectives are further described below as:

(1)Accounting and Reporting - The objectives of internal controls over accounting and
reporting for cash management are to ensure that transactions are properly recorded and
accounted for in the accounting system.

(2)Executing Transactions - The objectives of internal controls over executing transactions
for cash management are to ensure that transactions are executed in compliance with
Federal, State and City laws and regulations.

(3)Safeguarding Assets - The objective of internal controls over safeguarding assets for
cash management is to ensure that funds are safeguarded against loss from unauthorized
use or disposition.

Scope

To evaluate the design and operating effectiveness of the three objectives of internal control over
cash management the City Auditor Department identified and evaluated the basic components of
each objective for the City of Galveston as described in the supplemental appendices and below:

(1)Administrative and Reporting

a) Control Environment - The City of Galveston’s control environment establishes the
tone of an organization that influences the control consciousness of its personnel.

b) Risk Assessment - Risk assessment is the City of Galveston’s identification and
analysis of relevant risks to achieving the organization's objectives.
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c) Control Activities - The City of Galveston’s control activities are the policies and
procedures that are performed by personnel that help ensure that management's
directives regarding compliance are carried out.

d) Information and Communication - The information and communication
component includes the City of Galveston’s identification, capture, and exchange
of information in a form and time frame that enable personnel to carry out their
responsibilities.

e) Monitoring Activities - Monitoring activities access the City of Galveston’s quality
of internal control performance over time.

f) Defining the financial reporting process for the City of Galveston.

g) Capturing and processing routine and nonroutine information for the City of
Galveston.

(2)Accounting

a) Rights and Obligations - All account balances properly reflect amounts collected
or should have been collected by the City of Galveston.

b) Valuation and Allocation - All account balances properly value and allocate
amounts that individuals or agencies paid to the City of Galveston.

c) Occurrence - All transactions occurred within the City of Galveston.

d) Completeness — All transactions have been captured by the City of Galveston.

e) Accuracy - All transactions have been accurately recorded by the City of
Galveston.

f) Cut-off - All transactions are recorded by the City of Galveston in the correct
accounting period.

g) Classification - All transactions are correctly classified by the City of Galveston.
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Fieldwork Performed

The City Auditor Department researched all known internal controls for the cash management
within a local municipality and listed each internal control in two separate spreadsheets described
and attached as Appendix 1 - Administrative and Reporting Controls Checklist and Appendix 2 -
Accounting Controls Checklist. Each internal control listed in the spreadsheets was then
evaluated to determine if the control design and operations of the control proved to be effective
over cash management compliance at the City of Galveston. The City Auditor Department also
noted if opportunities exist for the improvement of those internal controls.

Audit Findings

There are no findings for the City Auditor to report to The Mayor and The City Council for The
City of Galveston. However, the City Auditor Department did note two areas that could improve
speed and efficiency at the cashier windows: (1.) The cashiers open a separate cash batch for each
pay type. Only one cash batch can be opened at a time and to change from one cash batch to
another is not a fast process. Often times the cashiers will set aside payments received until they
have enough time to open different cash batches and finishing executing transactions previously
set aside. (2.) Each cashier must keep up with two separate cash drawers and two separate
accounting systems throughout the day. A consolidation and reconciliation process between
accounting systems would greatly improve speed and efficiency. The City Auditor Department
will make itself available to consult with the Finance Department should management choose to
act upon improving those internal controls for cash management compliance at the City of
Galveston.

Staff Conduct
All staff acted in a professional and timely manner.

City Manager’s Response

The noted areas for improvement are both reasonable and do indicate what the Manager
considers weaknesses in the cash management process. The Finance Director has been
instructed to make the necessary adjustments to either processes or procedures to
address these deficiencies. At a minimum, additional compensating controls will be
implemented until system upgrades or enhancements can be added. The Finance
Director has been instructed to address these concerns and report back to the Manager
within go days.
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