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Debtors Control System

Audit Review

February 2004

Executive Summary

1. INTRODUCTION
This report represents the results of a review of the management and control systems applied by the Department of Communications and Natural Resources in relation to the debtors control systems and debt management. 

Debtors are payments (assets) due to the Department on foot of services provided which are chargeable and for which a period of credit is allowed.

Both the Accounts Branch and the individual Divisions deal with the current system of debtors control.  The Accounts Branch of the Department deal with a minority of the Departments debtors.  The Accounts Branch sends out invoices for Harbour dues, fish caught and rent on premises for example. 

The Department have tendered for a new finance system as part of the Management Information Framework (MIF).  This will provide a common financial framework to assist Divisions with various management systems including Debtors. This review should be considered in light of the changes that will result as a result of MIF.

2. OPINION

From the review carried out, we are not satisfied that the systems in place are adequate for the protection of the debtors asset in this Department for the following reasons;

· There is no standard practice for the collection and recording and management of debtors in the Department at present.  

· The use of “suspense accounts” for debtors is considered to be inappropriate given the limited circumstances for usage as set out in the Department of Finance – Public Procurement Procedures (Blue Book) Any other transactions being normal business transactions that should be accommodated within a debtors ledger system should be recorded as such, and not put into a “suspense account”.

· There is little awareness that debtors are an asset which needs to be managed. Whilst there are extensive controls in place to manage expenditure there are relatively few controls in relation to the collection of income for the Department.

· There is little if any reporting of debtors up the management chain. Divisions do not report the level of debtors, the aging of debtors or the average length of credit extended (debtors days).

· There are considerable sums of money due to the Department that remain uncollected for long periods. In the course of this audit over €1m of long-term un-collected debtors was identified. 

From the review carried out, we are not satisfied that the figures in Memorandum 3 to the Appropriation Account 2002 accurately reflect the true level of Debtors because;

· A review of the accrued income figure shown in this Memorandum to the Appropriation Account 2002 indicates that this figure was understated to the extent of at least €500,000.
3. Main Findings

1. No standard practice for the collection and recording of debtors

Serious Weakness: Category A

There is no standardised procedure for the collection of debt and   recording of Debtors.
Internal Audit would query why two separate and distinct accounts treatments are used by the Divisions and Accounts Branch in reporting what is essentially the same asset.  This practice is in contravention of current globally accepted accounting standards but is in line with Department of Finance, Public Financial Procedures. The element of the PFP provisions which give rise to the discrepancy, i.e., those on suspense accounts, may once have been appropriate but may not be so now.  It may therefore be timely for an in-depth review to be conducted centrally with a view towards eliminating any possibility for divergent treatment of debtors, ensuring that Departments treat debtors as such in the vast majority of circumstances, and restricting the use of suspense accounts to very limited and well-defined circumstances, for example where  the recoupment is not in dispute and/or where the suspense accounts can be cleared relatively quickly.” 

2. Under-estimation of Accrued Income figure in Memorandum (3) to the Appropriation Account 

Serious Weakness: Category A

The figure in Memorandum (3) Statement of Assets and Liabilities to the   Appropriation Account 2002 for accrued income was understated by the order of  €500,000 (minimum) on a total reported accrued income figure of  €2,002,000.  

3. Collection of Debt

Serious Weakness: Category A

Debtors amounted to €1.5 million when CZM took over responsibility for this function from the MMO about 18 month ago. The system in operation within MMO was a manual system and CZM has introduced a computerised system on Excel spreadsheet to alleviate the problems arising.

There have been 1,334 foreshore deeds issued to-date, of which 598 are currently paying rent or are overdue. It has been established that there are currently arrears of €796,738.73 due to the Department. This clearly makes the case for introduction of accruals accounting.  It is noted that arrears of rent on foreshore leases/licences amounting to €261,533 are due from COMPANY X. 

4. ODTR Account/ COMMREG: 

Serious Weakness: Category A

Despite numerous letters to the ODTR now COMREG requesting payment of the outstanding figure the Department is still awaiting payment in an attempt to clear/close the suspense account. The matter has also been brought to the attention of senior management within the Department however it appears that no resolution to the matter has yet been found as the suspense account remains open and the outstanding balance continues to grow.    

It should be noted that COMREG still maintains that due to financial constraints they are unable to reimburse the costs to the Department. COMREG are able to declare a surplus of circa €20million per annum. As a consequence of the non-recoupment of finances due from COMREG the amount of the suspense account is increasing steadily with no sign of the issue being resolved in the short term. 

The outstanding balance on the account currently stands at over €301,000

5. The Fisheries Harbours Central Fund Accounts System

Serious Weakness: Category B

Despite some attempts there still is no satisfactory accounting system for the Fishery Harbour Centres Fund.
Audit Review

Measure Examined 

This audit examined the procedures in place within Accounts Branch and relevant Divisions in respect to Debt management and the receipt of money.  It also reviewed the findings of audits of the Fisheries Harbour Centre Fund, the Coastal Zone Management Division, the Suspense Account Audit Review and the Ernest and Young Report – Current State in relation to this issue.
Audit Methodology and Scope

A) Audit Scope

The audit uses a systems based approach including review of previous audit reports.

The overall objective of the Audit was to examine the systems for invoicing, debt collection, and debt management.

The Audit examined the figure for debtors shown in the Appropriation account 2002.  

B) Nature of Findings
In the course of our work a number of findings had come to light and have been documented in this report. We have categorised these findings by reference to the level of importance that we believe should be attributed to each. Internal Audit recommendations will be categorised by the seriousness of the weakness found.
(See Appendix 2 for the categorisation used)

Audit Resources

This report was undertaken by AnnMarie Mc Donnell under the supervision of Niall Kelly in July/August 2003.

Findings & Recommendations 

Current State Assessment (Extract from Current State Report)

Cap Gemini/ Ernest & Young produced a document titled the Current State in August 2002.  This scope of this document analysed the Current State Assessment of the business processes associated with the financial management function.  In addition to reviewing all financial management processes within the Department, the management information held by each Division was also reviewed. Included within this review was evidence that many Divisions receive income from different sources and the manner in which it is processed is different from Division to Division.  Some divisions send monies to the Finance Unit, some send it to Accounts Branch in Castlebar and some bank it themselves and inform Accounts.  

It was found that the basic financial systems are adequate to a point, in so far as they measure inputs, provide monthly returns and enable the Appropriation Account to be prepared at year-end. An issue, which may arise, is the timeliness of the information and potential inaccuracies.  Also it is noted that when Divisions have the new system in place, it should cut down on the duplication of the effort with regard to the collection of debts.

In relation to Bookkeeping – General Ledger, the Report also highlighted that income received in Leeson Lane is lodged in Dublin and recorded on a spreadsheet and sent to Accounts Branch, where it is keyed into another spreadsheet by subhead.

Cancelling payable orders and bank reconciliation with PMG are carried out manually.  Receipts are not recorded on the system until the bank reconciliation is being done.  Therefore, the transaction is not being recorded as it is carried out.  There are too many journals being done amending coding errors.  

At present income is received into the Department is not recorded on the financial system until the end of the month when the bank reconciliation statement is being prepared.  The cheques received are not being lodged same day after receipt, it can be up to a week in some cases before money received is lodged to the bank.
1.
No standard practice for the collection and recording of debtors
Serious Weakness : Category A

Divisions have the responsibility of chasing up the majority of the balances owed to their division.  The Accounts Branch has responsibility for a minority of debtors relating to the Department. The outstanding balances or debtors, including the appropriate part of the Suspense Accounts under C5 22 of PFP, are then entered as an asset by Accounts Branch and recorded as part of the statement of assets and liabilities in the Appropriation Account. 

The Divisions debtors figure is also represented in the Appropriation Account as accrued income and deducted from Appropriations-in-Aid. In this case debtors are treated as current assets.  In the Appropriation Accounts for 2002, the figure for the Department stood at €2,002,000.  

Following an audit of the Coastal Zone Management Division
 the level of debtors was found to stand at €796,738.73.  When a breakdown of the accrued income figure was obtained it was found that CZMD had stated an estimated debtors figure of €270,000, therefore an under-estimation of the debtors figure for the CZMD of at least €500,000 was made in the reporting of the accrued income in Memorandum (3) Statement of Assets and Liabilities to the Appropriation Account for 2002.  
Debtors amounted to €1.5 million when CZM took over responsibility for this function from the MMO about 18 month ago. The system in operation within MMO was a manual system and CZM has introduced a computerised system on Excel spreadsheet to alleviate the problems arising. Internal Audit recognised the significant work done by CZMD over the last 18 months in reducing by half the level of Debtors. 

Internal Audit would query why two separate and distinct accounts treatments are used in reporting what is essentially the same asset.  This practice is in contravention of current globally accepted accounting standards. Suspense Accounts should only be used to record debtors in very exceptional circumstances as set out in the Public Financial Procedures (Blue Book). It should be noted that the Blue Book states that “transactions may be temporarily posted to suspense pending clarification” it also cautions “that payments (from suspense accounts) should be treated with extreme caution since doubt over the incidence of charge implies that they do not have proper authority”. It should also be noted that the Blue Book only allows for agency transactions between Departments to be recorded in suspense accounts. It does not allow for such arrangements to be extended to transactions between Departments and Local Authorities, Semi-State Bodies or other individuals and firms.

Recommendation


Standard procedures for the collection and reporting of Debtors should be set out to ensure; 

· That one accounting treatment for all current Debtors is used.

· Suspense Accounts should only be used for very exceptional circumstances as set out in the Public Finance Procedures (Blue Book). 

· That invoices are issued on a timely basis.

· That monthly statements and reminder letter are issued.

· That there is periodic review and reporting up the management chain of significant outstanding balances.

· That a centralised policy in respect of the recovery and write-off of debt be put in place.

Management Response

Accounts Branch

Accounts Branch fully agree that there is no standardised procedure for income collection.  They are of the opinion that all divisions should advise a central collection unit of earned income and the collection should be done in accordance with the best practice.  Income is not treated as seriously as expenditure but it should, however it will require considerable resources to put such a system in place.

Corporate Finance Management Response 

The element of the PFP provisions which give rise to the discrepancy in the treatment, i.e., those on suspense accounts, should be reviewed centrally by the Department of Finance with a view towards eliminating any possibility for divergent treatment of debtors, ensuring that debtors are treated as such, and restricting the use of suspense accounts to very limited and well-defined circumstances.  These might include situations for example where there is little likelihood that the recoupment would be disputed, and/or where the recoupment sought is from an organisation within the civil service, and/or where the suspense accounts can be cleared relatively quickly.  Given that it is not known the extent to which this discrepancy exists in other Departments, the review would be of considerable assistance in eliminating it in all Departments, including this one, at a single point in time on a common basis.  This would be the preferred approach, rather than have individual Departments pursue corrective approaches on a divergent basis on this issue.

There is a need to review and revise Policy and Procedures for the optimal management, and associated collection, of Appropriations- in- Aid, Receipts and Debtors within the Department in the light of deficiencies identified in this report. The review initiated should be integrated with work ongoing in relation to the implementation of the "Mullarkey Report.  While Line Divisions are currently charged with and are best placed to levy, manage and collect revenue within their remit, there may be a case on efficiency grounds for central pursuit and enforcement of debt, which could include the requirement to take legal action, and would only be required in a minority of cases.  The revised policy and procedures should be fully automated within the context of the MIF implementation. 

2.
Coastal Zone Management Division (Extract from previous Audit)

Under estimation of Accrued Income figure in the Memorandum (3) Statement of Assets and Liabilities to the Appropriation Account

Serious Weakness Category A

The relevant Divisions deal with the remaining the majority of debtors to the Department.  The Coastal Zone Management Division for example issue and send invoices direct to debtors.  Payment is then received into the divisions and is lodged by the Finance division.  All the receipts are recorded on a spreadsheet in CZMD by a Clerical Officer.  The division chases up any outstanding balances.  At the time of the audit field work a balance of arrears in the CZMD, which amounts to €796,738.73.  CZMD however only reported an estimated figure of €270,000 for accrued income at 31/12/02.  The figure for the Appropriation Account Accrued Income in the Statement of Assets and Liabilities (Memorandum 3) is therefore understated by the order of  €500,000 minimum on a total reported accrued income figure of  €2,002,000.  Internal Audit considers this to be a material error of the Statement of Assets and Liabilities set out in Memorandum (3) to the Appropriation Account.

Recommendation

There should be a standard collection and accounting procedure adopted for Debtors introduced to the Department within the context  of the MIF Project currently being developed. There should be a checking mechanism put in place by Corporate Finance Division to ensure that the returns from other Divisions in relation to the Appropriation Account and any notes to the account are correct.  

Management Response


Accounts Branch

Accounts Branch agree that there is no standardised procedure for income collection and believe that all divisions should advise a central collection unit of earned income and the collection should be done in accordance with best practice. Finance Division rely on the returns from other Divisions in preparing the Appropriation Account.
Corporate Finance Management Response 

There is a need to review and revise Policy and Procedures for the optimal management, and associated collection, of Appropriations- in- Aid, Receipts and Debtors within the Department in the light of deficiencies identified in this report. The review initiated should be integrated with work ongoing in relation to the implementation of the "Mullarkey Report.  Line Divisions are currently charged with and are best placed to levy, manage and collect revenue within their remit.  There may be a case on efficiency grounds for central pursuit and enforcement of debt after a certain period outstanding, which could include the requirement to take legal action, and would only be required in a minority of cases.  The revised policy and procedures should be fully automated within the context of the AGRESSO implementation.

As regards the recommendation for checking by Accounts of Debtors Returns by Divisions it is noted that under MIF Appropriations- in- Aid will continue to be billed by Divisions and the associated payments received and input in Accounts.  The difference between Appropriations - in- Aid billed and payments received, i.e. Appropriations- in- Aid outstanding or debtors, will be available on line to both Divisions and Accounts so that therefore the making of returns or checking may not arise.  Line Divisions would continue to be responsible for ensuring receipts returns are correct and up to date while Corporate Finance would continue its overview function comparing receipts returns with receipts profiles.

Coastal Zone Management Division (Extract from previous Audit)
3.
Collection of Debt

Serious Weakness:  Category A

Debtors amounted to €1.5 million when CZM took over responsibility for this function from the MMO about 18 month ago. The system in operation within MMO was a manual system and CZM has introduced a computerised system on Excel spreadsheet to alleviate the problems arising.

There have been 1,334 foreshore deeds issued to-date, of which 598 are currently paying rent or are overdue. It has been established that there are currently arrears of €796,738.73 due to the Department that clearly makes the case for introduction of accruals accounting. (See details and amounts of spread outstanding in Appendix No. 2 to the Report). It is noted that arrears of rent on foreshore leases/licences amounting to €261,533 are due from COMPANY X, 

A clerical officer undertakes administration for rental payments due. Staffing resources are inadequate to collect arrears of €796,738.73. 

Recommendation

CZM to clarify the position with regard to the arrears of rent due from COMPANY X and to indicate what measures have been taken during 2002 and since then to ensure collection of arrears due. 

Consideration should be given to changing leases/licences from rental payable to payable (if demanded), particularly for amounts regarded as insignificant and for write-off of debts that are non-recoverable or uneconomic to pursue. The advice of the Chief State Solicitor’s Office and/or Attorney General’s Office should be sought about the matter.

A full review of this debtors figure should be carried out to establish

· Bad or Doubtful Debts

· Cost effectiveness of collection of small and insignificant amounts of rental payments

· Legal rights, e.g., squatters title, if rent not collected, thereby affecting position of the State with regard to unencumbered title to the foreshore.

Possibility of alteration of leases/licences with small and insignificant amounts of rental payments to €1 per year (if demanded).

It is recommended that a suitably trained EO or HEO should be assigned specific responsibility for Debt Management & Control. This person could manage the timely issuance of invoices, the collection and reporting of debt. Given the level of uncollected debt, additional expenditure on staffing is likely to yield a substantial return to the department and represent good value-for-money.

Management Response
The Division is of the view that considerable progress has been made in dealing with outstanding debts, particularly as this work has had to be dealt with within existing resources following the transfer of the function from the MMO.  Every effort will continue to be made to address the issue.

Account will be taken, in pursuing this matter, of the specific recommendations made.

4.
Collection of Debt COMREG:

Control Weakness Category A

Functions relating to the issue of ships licenses and certificates of competency for marine radio were transferred from the Minister of Transport, Energy and Communications (D/TEC) to the ODTR under the Telecommunications (Miscellaneous Provisions) Act 1996. The Marine Radio Survey Office (MRSO) carries out the bulk of the work relating to these functions on behalf of the ODTR. In December 1995 an agreement between D/TEC and the Department of the Marine provided that D/TEC would meet from 1995 onwards 50% of the salary and 50% of the Travel and Subsistence costs of the MRSO. That agreement continued following the transfer of the responsibilities to the ODTR and fees collected by the MRSO were and continue to be lodged to the ODTR bank account. The financing mechanism involves the maintenance of a suspense account to which 50% of the MRSO’s salary and relevant T&S costs are charged. The Finance Division administered the Travel & Subsistence claims while the salary costs were attributed to the HR Division. In the normal course the account would be cleared on receipt of reimbursement from the ODTR. In and around April 1998 the ODTR wrote to the Department and stated that as receipts did not match fees collected that they would no longer be in a position financially to reimburse the Department as per the original agreement, despite the fact that the Department has continued to lodge fees collected by the MRSO to the ODTR account. The C&AG had drawn attention to the outstanding balance on the account as it stood in September 2001.

Despite numerous letters to the ODTR now COMREG requesting payment of the outstanding figure the Department is still awaiting payment in an attempt to clear/close the suspense account. The matter has also been brought to the attention of senior management within the Department however it appears that no resolution to the matter has yet been found as the suspense account remains open and the outstanding balance continues to grow.    

It should be noted that COMREG is under the aegis of the Department of Communications Marine and Natural Resources since June 2002 maintain that due to financial constraints they are unable to reimburse the costs to the Department. COMREG are able to declare a surplus of circa €20million per annum. As a consequence of the non-recoupment of finances due from COMREG the amount of the suspense account is increasing steadily with no sign of the issue being resolved in the short term. 

The outstanding balance on the account currently stands at over €301,000

	It is recommended by the Internal Audit Unit in an attempt to try and bring this issue to a satisfactory conclusion that either:

· The service provided by the MRSO to COMREG is revoked until the outstanding balance in the suspense account has been reimbursed from COMREG.

· That examination fees collected by the MRSO on behalf of the COMREG are not transferred to the COMREG bank account and are utilised to reduce the outstanding balance of the suspense account.

· That legal proceeding be initiated against COMREG to recoup the sum of the outstanding suspense account.




Management Response

Communications Regulatory Division – This Divisions does not have a role in relation the re-coupment of these costs. The only role that the division plays is in relation to regulatory policy. COMREG are an independent body and the Division cannot impinge on this independence.

Marine Radio Surveyors – The Minister has responsibility under the Marine Shipping Acts and SI 554 1992 to conduct such inspections. It would therefore not be possible to suspend this activity until the issue was resolved. 

Corporate Finance Management Response - The proposal by IAU on Comreg is extremely useful.  The advice of MRSO would need to be obtained as to the legality of withholding the fees.  Formal action on this issue at the highest level of the Department, to the extent it has not already been progressed, should also be considered in parallel with the recommendation made. The views of the C&AG might also be relevant.  

5.
The Fisheries Harbours Central Fund Process (extract from Previous Audit)
Serious Weakness : Category B 
The accounts for the five harbours are kept on separate accruals based system, SAGE.  Fishermen are billed for use of the harbour.  The Sea Fisheries Officers get the landing information and give to the harbour master.  The Harbour Masters prepare the invoice details and send them to Accounts to be printed on Sage.  Accounts Branch send a spreadsheet of received income to the Harbour Masters.  The money is then paid back into the Accounts branch.  At the end of each month the Accounts branch print off statements, which they send to the relevant divisions, highlighting any outstanding balances, which must be chased up by the particular divisions.  Also sometimes cheques are received from the fishermen into Leeson Lane, or the Harbour Master rather than directly to Accounts.

The review audit of the Fisheries Harbours dated June 2003 found that although expenditure for the Fishery Harbours was included in the FMS receipts and cancelled orders were not. It was also found that simple performance indicators such as “debtors days” were not available for management. 

Recommendation
It was recommended that a clear target date for the implementation of centralised accounts for the Fishery Harbour Centres should be set and that Sea Fisheries Administration Division should lead this development in conjunction with Accounts Branch, ISD and MIF Unit. It was also recommended that consultants might be necessary to advise Sea Fisheries Administration in this regard.  It was recommended that clear target dates for the implementation of a debtors ledger system be put in place.

Management Response


Accounts Branch

Regarding the FHCF, the SAGE system deals with the invoicing of harbour dues and rents.  Receipts of money, cancelled orders, out of date orders, journal entries and payment of invoices are all brought through the Financial Management System in the Accounts Unit.  An income and expenditure report is produced monthly.

Accounts Branch feel that the SAGE system is working well given the many limitations around the nature of the business.  Accounts Branch wish to stress that while the Department administers the fishery harbours centres fund, it is governed by separate legislation and does not impinge on the Vote in any way.  It has been bedevilled for many years by uncertainty about its future; an uncertainty which continues.  This uncertainty has led to reluctance to employ resources (either manpower or systems) and without extra resources progress cannot be achieved.
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Appendix 1

.

APPENDIX 2 - Categorisation of Audit Findings


The findings in this report have been categorised using the following broad headings;
Serious Weakness - matters which could result in financial (EU or Exchequer) loss.  Management must act upon these recommendations immediately.

Control Weaknesses - matters that need to be corrected or implemented, in order to improve the system of internal control.  These matters should be implemented in accordance with a time- table as agreed with Internal Audit.

Serious and Control weaknesses will be further ranked as A, B, or C.  The following points will be taken into account when deciding the appropriate ranking to use.

A -
Where the finding was a Serious Weakness, there could result a financial loss greater than 5% of expenditure, or the weakness were so critical that its financial exposure cannot be quantified.  

Where the finding was a Control Weakness, the weakness had a significant risk of a disaster occurring, or no controls existed in vital systems, or no Departmental / EU policy existed.

B - 
Where the finding was a Serious Weakness, there could result in a financial loss of 1% to 5% of expenditure, or the weakness could lead to a major financial exposure.

Where the finding is a Control Weakness, poor controls existed in vital systems, or controls were not being operated properly, or Departmental / EU policy was not being fully implemented.

C - 
Where the finding is a Serious Weakness, which could result in a financial loss of less than 1% of expenditure, or the weakness could develop into a problem.

Where the finding is a Control Weakness, controls need to be improved within the system, or operational controls were poor, or the Department needed to issue guidelines / procedures to accompany its policy.

Other Points - cover other matters which Internal Audit raise with management.  This would include system enhancements, procedural changes and other matters that were not weaknesses in internal controls but could result in improved operations and/or greater efficiency.  Management were encouraged to implement these recommendations.

	Sub-Process
	Description

	Income received 
	· On all invoices that are produced the return address should be the Accounts Branch in Castlebar or directly into the central bank. 

· All cheques received would be received into the Accounts Branch, details would be entered onto the financial system, where they would be matched against an invoice.  The cheques would be matched daily.

· When funds are received electronically into the central bank, DCMNR should received an advise from the PMG when funds have been received, so the information can be keyed onto the financial system.

	Bank Reconciliation
	· The PMG schedule is received electronically and uploaded into the Cash Management Module of the financial system.

· All income received and payments made are already recorded on the financial system.

· The system compares the PMG schedule against the creditors and debtors ledgers and produces a bank reconciliation statement.

· The items remaining should include:

· Bank charges incurred

· Cheques written but not yet drawn on the account

· Any other irreconcilable items.

· The bank reconciliation can now take place the same day as receiving the PMG schedule.

	Credit Control
	· There is no requirement for a new credit control resource within the Department.  However, the implementation of a new system will create an environment where the Accounts Branch are not processing transactions as much as they currently are and will have time for more analysis.

· Therefore, on a monthly basis the Accounts Branch should review the aged debtor report by cost centre and liase with the corresponding Division on any outstanding debts.  

	Electronic Funds Transfer (EFT)
	· The implementation of EFT is not required by MIF.  It’s implementation however, would increase efficiency within the payment process and reduce the amount of paper held in the form of payable orders and remittance advices.


� Audit Report, 2003. Coastal Zone Management Division
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