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Subject: Lockbox services for Utility payments

Discussion:

The City’s bank, Union Bank, provides a lockbox service that automates the collection
process for mailed utility payments.  The service speeds collection and processing of
check payments, approximately 3,100, sent by postal service.   These check payments
are directed to a processing facility P.O. Box, with a Monterey Park address, to be
processed by automated Optical Character Recognition equipment.  The checks are
processed and deposited directly to the City’s checking account for same-day ledger
credit and an electronic file is sent to the City for same day updating of the utility
customer accounts.  The bank will grant a waiver of the new setup fee, $350.00.  In
addition the bank will reduce by $100.00 the monthly maintenance cost of the P.O. Box
and reduce the $0.395 charge per item to $0.15.  The cost of the lockbox service with
discounts and waivers is as follows:

$    75.00        monthly maintenance per P.O. Box
$  465.00        $0.15 per item processed times 3,100 check payments per month
$ -310.00        Reduction of $0.10 per item for current remote deposit service

$  230.00         Net increase in processing cost by bank

The processing of 75 check payments takes approximately 1.5 hours.  The process
involves opening the envelope, making annotations on the remittance, key data into the
accounting system to update the customer account and the last step is to scan into the
bank system with a scanning system for same day credit.  The cost of processing with
part-time employees is calculated to be approximately (62 hours times $ 9.69) $600.00
per month.  The net increase cost of processing is reduced to a savings of
approximately $370.00 per month because of the savings of $600.00 in part-time
wages.

Utility payment related activities that may result in savings with the use of the lockbox
services are as follows:

1. Part-time staff is absent and not available to process check payments results in
higher paid staff involved in processing.  The hourly cost more than doubles
when this occurs and thereby results in a higher cost than $600.00 to process
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check payments.  The time involving senior staff in this activity varies from month
to month.  An average estimate of 15 hours per month results in an estimated
potential savings of $300.00 per month.

2. Scanned checks do not always create a good image and results in a transaction
that the bank will reject days after the remote deposits have been submitted.
This kind of activity requires staff to research and take corrective action.  The
time involved in this activity is performed by senior staff and will vary from month
to month.  An average estimate of 5 hours per month results in estimating a
savings of $100.00 per month.

3. Payments applied to the wrong account are corrected by a combined effort of
senior staff and part-time staff.  The time involved in correcting the customer
accounts will vary from month to month. An average estimate of 12 hours per
month to correct the posting of these payments results in a potential savings of
$175.00 per month.

The lockbox service will eliminate the bad check image and posting to the wrong
account for the 3,100 check payments thereby creating a savings of time and money.
The wear and tear on the City’s equipment will diminish and thereby defer the
replacement date.  Staff time will be available to perform other important and
demanding activities.  Part-time staff hours will be reduced by approximately 62 hours.
A reduction of overtime pay is a cost saving that may result with the implementation of
this service.

The lockbox service can be implemented by mid January.  The February utility billing
will have the remittance envelope with the Monterey Park address.

Budget Impact:

The total part-time wages saved is $600.00 and the increase in the cost of bank
services is $230.00.  Savings will be approximately $370.00 per month.

Recommendation:

Staff recommends that Council direct staff to initiate the lockbox service.


