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EXECUTIVE SUMMARY

Context

In accordance with Environment Canada’s Risk-Based Audit and Evaluation Plan for 2008–2011, the Audit and Evaluation Branch conducted an audit the accounts receivable.

The purpose of the audit was to ensure that Environment Canada’s accounts receivable are  managed fairly, efficiently and effectively in order to recover such receivables and minimize the risk of loss. With this in mind, the specific objectives of the audit were to evaluate the adequacy of the management control framework of accounts receivable as well as the degree to which the Department is in compliance with the applicable accounting regulations, policies and standards.

During the initial planning of the audit, a risk analysis was conducted in order to identify, evaluate and prioritize the risks associated with the management of accounts receivable. The analysis was based upon an examination of the accounting regulations, policies, manuals and standards that govern the management of accounts receivable, on data analysis, and on the results of preliminary interviews with personnel considered key in the management of accounts receivable. The criteria and methods used in the audit were based on the identified risks.

Accounts receivable are divided into two categories: internal accounts (created for transactions with other federal departments or organizations) and external accounts (created for other types of clients). The audit dealt with both internal and external accounts receivable created during the 2007–2008 fiscal year and with accounts receivable as at April 1, 2008.
 On March 31, 2008, the balance of accounts receivable was $7.6 million, $3.3 million (43.4%) of which were with external parties.

The methodology used included data analysis, review of the relevant documentation, and interviews with specialists in accounts receivable.

Statement of Assurance

This audit has been conducted in accordance with the International Standards for the Professional Practice of Internal Auditing and the Policy on Internal Audit of the Treasury Board of Canada.  

In our professional judgement, sufficient and appropriate audit procedures were completed and evidence gathered to support the accuracy of the conclusions reached and contained in this report. The conclusions are based on a comparison of the situations as they existed at the time of the audit with the established criteria.

Summary of Findings

The main findings of the audit show that, in general, the Department’s accounts receivable are managed in accordance with the principles of due diligence and in compliance with the main requirements that govern them.

However, certain processes could benefit from further review in order to improve their efficiency, fairness and consistency. For example, the Delegation of Financial Signing Authorities could be modified in order to reduce the level of approval required for the writing off of interest. Currently, the approval of the Director of Financial Policy and Operations is required to write off interest amounts that are often less than a dollar.

Guidelines should also be communicated to accounting offices across the Department in order to standardize the accounts receivable management process. This subject is dealt with in greater detail in various sections of the report.

Certain controls should also be reviewed or reinstituted. For example, the definition of the roles and responsibilities of key personnel should be reviewed and documented, segregation of duties should be reintroduced in certain accounting offices, and regular monitoring at the end of fiscal periods and the fiscal year should be reinstituted.

Most of these items could be resolved with a reasonable amount of effort, commensurate with the anticipated benefits.

The review of the accounts receivable management process should be integrated into other initiatives in the Department, such as the evaluation of the state of preparedness of audit-ready departmental financial statements.

The following eight recommendations have been made to the Assistant Deputy Minister, Finance and Corporate Branch.
1. The Assistant Deputy Minister, Finance and Corporate Branch, should:

· take the actions necessary to recover or write off the amounts over 365 days past due; and
· ensure that guidelines are sent to the Department’s accounting offices concerning the management of amounts to be collected. Those guidelines should set out items such as:

· the roles and responsibilities of the main personnel responsible for collections (managers, accounting offices, Departmental Accounting); and

· the methods of collection that are available and the when to use them (standardize the process).
2. In order to recoup the costs arising from the processing of Not Sufficient Funds (NSF) cheques, the Assistant Deputy Minister, Finance and Corporate Branch, should ensure that all of the Department’s accounting offices invoice the administrative charges stipulated in the Treasury Board of Canada Interest and Administrative Charges Regulations. 
3. The Assistant Deputy Minister, Finance and Corporate Branch, should ensure that guidelines concerning the management of interest (charging and writing off) are sent to the Department’s accounting offices.

4. The Assistant Deputy Minister, Finance and Corporate Branch, should: 

· ensure that the guidelines concerning the writing off of debts, including the writing off of interest, are sent to the Department’s accounting offices;

· ensure that regular monitoring of the many adjustments and of credit notes is carried out to ensure that the write-offs are approved in accordance with the Environment Canada delegation instrument; and
· suggest a modification to the Environment Canada Delegation of Financial Signing Authorities in order to change the level of authorization required for the writing off of interest so that the efficiency of the process may be improved. 
5. The Assistant Deputy Minister, Finance and Corporate Branch, should ensure that access to the accounts receivable module is limited to employees who require access to it during the normal course of their duties. Access should be reviewed regularly. The managers of the financial system should be promptly notified of the departure of any employee so that accounts can be deactivated in a timely manner. 
6. In order to ensure that all the information contained in the accounts receivable module is posted correctly to the general ledger accounts, the Assistant Deputy Minister, Finance and Corporate Branch, should ensure that the information from the accounts receivable module is reconciled with the general ledger regularly and that all differences are documented, explained and corrected. 
7. The Assistant Deputy Minister, Finance and Corporate Branch, should address the deficiencies in the segregation of duties in the accounting offices as soon as possible and ensure that all the managers responsible for accounts receivable are informed of this. 

8. In order to comply with generally accepted accounting principles, the Assistant Deputy Minister, Finance and Corporate Branch, should ensure that all revenues are accounted for during the period in which they are earned.

Management agreed with all of the recommendations and provided a detailed action plan to address them.
1 INTRODUCTION

1.1 Context

Accounts receivable are classified as current assets of the Department and are generally created and recovered during the same fiscal period. They include trade accounts receivable (amounts owed by customers for goods or services rendered as part of normal business operations) and non-trade accounts receivable (amounts related to various transactions, such as interest income, refund of overpayments and recoveries).
 

As shown in Table 1, on March 31, 2008, the balance of Environment Canada’s accounts receivable was $7.6 million. Accounts receivable from external parties (excluding those with other federal departments and organizations) accounted for $3.3 million of that amount.  

 

Table 1 - Breakdown of accounts receivable as at March 31, 2008

	
	Amount
(thousands of dollars)
	%

	External
Cash in Hands of Departments Awaiting Deposit to the Receiver General
Other revenue
	420
2,917
	5.6
38.6

	Internal
Goods and Services Tax and Harmonized Sales Tax 
	2,459
	32.5

	Other Government Department 
	1,762
	23.3

	Total
	7,558
	100.0


Source: Departmental financial system
Close to $80 million were generated in revenue during the 2007–2008 fiscal year. Approximately half of that amount was generated by the Ontario Region. Table 2 shows the types of revenue.

Table 2 – Types of revenue for the 2007-2008 fiscal year
	
	Amount
(thousands of dollars)
	%

	Sales of Goods and Information Products 
	43,561
	54.40

	Services of a Non-Regulatory Nature
	17,749
	22.17

	Services of a Regulatory Nature
	5,141
	6.42

	Lease and Use of Public Property
	4,615
	5.76

	Other revenues
	3,811
	4.76

	Revenue from Joint Project and Cost Sharing Agreements
	2,988
	3.73

	Environmental Damages Fund
	649
	0.81

	Rights and Privileges
	616
	0.77

	Gain on Disposal of Assets and Foreign Exchange Valuations 
	
485
	0.61

	Found Assets Credited to Revenue 
	411
	0.51

	Interest on Overdue Accounts Receivable (net of write offs and cancellations)
	33
	0.04

	Other Fees and Charges
	9
	0.01

	Fines
	3
	0.00

	Total
	79,794
	100.00


Source: Departmental financial system
Departmental Requirements
The roles and responsibilities of Environment Canada as they pertain to the management of accounts receivable are defined by the Treasury Board of Canada Secretariat Policy on Receivables Management. That policy stipulates that: 

· departments must ensure that all of the government’s receivables are managed fairly, efficiently and effectively to recover such receivables and minimize the loss of risk;

· departments must charge interest on overdue accounts;

· departments must take progressive collection actions, which include legal proceedings, if necessary; and
· departments must take action on a timely basis with respect to any write-off of debts when they are not settled in full.

In situations where the Department determines that a debt is uncollectible, it is responsible for writing off that debt, and it must comply with the levels of approval required by the Delegation of Financial Signing Authorities that it has set up. The write-offs must appear in the financial statements as expenses in the statement of operations. 

Financial Information Strategy
Since the implementation of the Financial Information Strategy in 2001, departments are required to record their revenues on an accrual accounting basis, i.e., when the sale of goods or the provision of services takes place. Previously, departments recorded revenues on a cash basis, i.e., when the deposit was made.

 

Financial System

Accounts receivable are recorded in the accounts receivable module in the MERLIN financial system. The system is used for invoicing, monitoring suspense accounts, entering payments, adjustments and interest, and also for writing off debts, when necessary. 

1.2 Analysis of Risks

During the planning of the audit, a risk analysis was carried out to identify, evaluate and prioritize the risks associated with the management of accounts receivable. This analysis was based upon an examination of the accounting policies, manuals and standards that govern the management of accounts receivable and on an analysis of the data contained in the Department’s financial system. Key personnel in the management of accounts receivable were also interviewed.

The identified risks were then evaluated in terms of the probability of their becoming a reality and of their impact on the Department’s activities. As shown in Table 3, the risk evaluation activity did not reveal any high-level risks associated with the management of accounts receivable.

Table 3. Matrix of risks associated with the management of accounts receivable 

	 
	 
	Low
	Medium
	High

	Impact
	High
	· Problems with invoicing (delays, amounts)
 
	· Inadequate controls
	 

	
	Medium
	
	· Unjustified or unauthorized write-offs
· Ineffective collection measures
	 

	
	Low
	· Inefficient management of deposits (delays, protection of assets)
· Failure to comply with year-end procedures
	· Failure to charge interest on overdue accounts
· Uncollectible debts not written off
	· Incorrect amounts for the allowance for uncollectible debts ($) 

	 
	 
	Probability


Annex 1 sets out the auditing criteria that were developed following the risk analysis. 

1.3 Objectives and Scope

The purpose of this audit was to ensure that Environment Canada’s accounts receivable are managed fairly, efficiently and effectively to recover such receivables and minimize the risk of loss. The audit objectives were to assess:

· whether the framework of controls for the management of accounts receivable is appropriate; and
· the degree of the Department’s compliance with the applicable accounting regulations, policies and standards.

The audit dealt with internal accounts receivable (with other federal departments and organizations) and external accounts receivable created during the 2007–2008 fiscal year and with accounts receivable as at April 1, 2008. Other analyses were carried out on subsequent dates for specific requirements, as certain reports could not be produced retroactively. 

1.4 Methodology

In order to meet its objectives, this audit combined data analysis with a review of relevant documentation and interviews with various accounts receivable specialists.

 

Review of the Documentation 
 

Although the management of accounts receivable is largely governed by the Treasury Board of Canada Secretariat Policy on Receivables Management, other regulations and policies are also directly involved. The list of documents that were consulted during the audit is attached in Annex 2. 

  

Interviews
 

Interviews with specialists from Departmental Accounting, the regional accounting offices, and financial systems were conducted in order to identify and evaluate current practices, the controls that are in place, and the difficulties that are being encountered. 

 

Data Analysis
 

The conclusions of the audit are also based on an analysis of data contained in the Department’s financial system. No review of files was conducted at the accounting offices. All of the transactions concerning accounts receivable for the 2007–2008 fiscal year were downloaded from the financial system so that an analysis using computer-assisted techniques and tools could be completed. 

1.5 Statement of Assurance

This audit has been conducted in accordance with the International Standards for the Professional Practice of Internal Auditing and the Policy on Internal Audit of the Treasury Board of Canada.  

In our professional judgement, sufficient and appropriate audit procedures were completed and evidence gathered to support the accuracy of the conclusions reached and contained in this report. The conclusions are based on a comparison of the situations as they existed at the time of the audit with the established criteria.

2 FINDINGS AND RECOMMENDATIONS
2.1 Recovery of Debts

2.1.1 Collection actions
The Treasury Board of Canada Secretariat Policy on Receivables Management  stipulates that departments must vigorously pursue the collection of receivables. These measures must be appropriate, timely and cost-effective. The results of the audit reveal that the Department does not seem to be fully compliant with this requirement.

Monthly account statements are generated and are sent to all clients who have unpaid balances with the Department. These account statements are generated during the first three months following the original invoice.

When the balance is still outstanding after 90 days, the procedure that is followed varies from one accounting office to another. For example, some offices do a direct follow-up with the debtor, while other offices contact the managers to inform them of the delay in payment. Other offices have not developed any clear procedures for follow-up.

The accounting offices mentioned that they would like to receive more information about the methods of collection available to them, especially for debts outstanding for more than 90 days. For example, at what point should the services of a collection agency be used, and beginning at what amount? Some accounting offices would also like to have better definition of the roles and responsibilities of accounting office employees and those of the managers—in particular of who is responsible for collecting sums receivables—in order to ensure that effective follow-up is done.

There is a significant lack of follow-up both within the regional accounting offices and in Departmental Accounting. The lack of vigorous action on collections increases the risk that receivables owed to the Department will not be recovered. Although some of these debts are relatively small, they are receivables due to the Department and should be collected, failing which they should be written off.

2.1.2 Value of Sums to be Recovered

At the time of writing, the balance of external accounts receivable
 was $2.2 million. Of that amount, accounts receivable totalling $521,000 were more than 365 days past due. Close to 86% of accounts that have been overdue for more than a year are for less than $500. In addition, in 62% of cases, the amount in suspense accounts consisted solely of accumulated interest. Steps should have been taken earlier to collect these debts or to write them off.

Table 4. Breakdown of accounts receivable by due date
	Number of days past due
	Number of accounts 
	Number of accounts (%)
	Amounts due (thousands of dollars)
	Amounts due (%)

	0 – 29
	101
	8.8
	1 457
	64.7

	30 – 59
	65
	5.7
	103
	4.6

	60 – 89
	47
	4.1
	35
	1.6

	90 – 119
	89
	7.7
	66
	2.9

	120 – 179
	106
	9.2
	14
	0.6

	180 – 364
	323
	28.1
	53
	2.4

	365 and over
	419
	36.4
	521
	23.2

	Totals
	1 150
	100.0
	2 249
	100.0


Source: Data extracted from the Departmental financial system on February 6, 2009.
Recommendation

1. The Assistant Deputy Minister, Finance and Corporate Branch, should:

· take the actions necessary to recover or write off the amounts over 365 days past due; and
· ensure that guidelines are sent to the Department’s accounting offices concerning the management of amounts to be collected. Those guidelines should set out items such as:

· the roles and responsibilities of the personnel responsible for collections (managers, accounting offices, Departmental Accounting); and
· the methods of collection that are available and when to use them (standardize the process).

Management’s Response    

Management agreed with the recommendation and provided a detailed action plan to address it.
2.2 Administrative Charges and Interest 

2.2.1 Administrative Charges

The Treasury Board of Canada Interest and Administrative Charges Regulations stipulate that if a payment is received in the form of a cheque that is not honoured by the bank because of insufficient funds (NSF cheque), an administrative charge of $15 applies.
 The results of the audit reveal that only one accounting office applied the administrative charge for NSF cheques between 2006 and 2009. The other accounting offices stated that they did not require such a charge, because they were not required to pay their banking institution any penalties.

Even though the number of NSF cheques received by the accounting offices seems to be small, the Department has not been following Treasury Board’s Interest and Administrative Charges Regulations. Requiring only some customers to pay administrative charges could also be interpreted as unfair practice.

The inconsistency and the non-compliance are the result of a lack of communication and of common procedures. The development and implementation of a department-wide procedure or guideline would help resolve this problem.
Recommendation

2. In order to recoup the costs arising from the processing of NSF cheques, the Assistant Deputy Minister, Finance and Corporate Branch, should ensure that all of the Department’s accounting offices invoice the administrative charges stipulated in the Treasury Board of Canada Interest and Administrative Charges Regulations. 

Management’s Response  

Management agreed with the recommendation and provided a detailed action plan to address it.
2.2.2 Interest 

In addition to administrative charges, the Department is required to charge interest on accounts that are more than 30 days past due. The rate of interest set out by the Treasury Board of Canada Secretariat is equivalent to the bank rate plus 3%. This rate is calculated on a monthly basis and the financial system is updated by Departmental Accounting before the account statements are generated by the accounting offices and sent to their customers.

The interest charges apply only to external accounts. Internal accounts are paid via the automated Interdepartmental Settlement System and are paid immediately.

Although the analysis of the accounts shows that, in general, all of the accounting offices charge interest, we noted that a large part of that interest is subsequently cancelled. For example, during the 2007–2008 fiscal year, 36% of the interest calculated by the system was subsequently cancelled; this represents almost $19,000. The amounts of interest cancelled were even higher during previous fiscal years. The reduction in the amount of interest that is cancelled could in part be explained by the new signing authorities instrument, which now gives the Director of Financial Policy and Operations the sole authority to approve write-offs of interest (see section 2.3.2 for more details).

There is nothing to indicate that these reductions in interest were not justified. In some cases, for example, reductions or cancellations were applied because the amounts in the suspense accounts were minimal (a few cents) or because there had been a delay between the receipt of payment and the deposit, delay for which the customer was not responsible. Nevertheless, improving the process by putting a minimum amount on which interest is calculated in the system, for example, could significantly reduce the number of cancellations that are needed and the extra work that they entail. That would help to increase the efficiency of the processes.

Recommendation

3. The Assistant Deputy Minister, Finance and Corporate Branch, should ensure that guidelines concerning the management of interest (charging and writing off) are sent to the Department’s accounting offices.

Management’s Response

Management agreed with the recommendation and provided a detailed action plan to address it.
2.3 Writing off Accounts Receivable

2.3.1 Approval and Monitoring of Write-offs

If an accounting office determines that, after consultation with the manager of the program in question, a debt is uncollectible, that debt should be written off from the Department’s accounts receivable immediately. All write-offs must be approved in accordance with the levels of authority required by the Environment Canada Delegation of Financial Signing Authorities.

To record a write-off in the financial system, the accounting offices must use the “adjustment” function in the account to be written off and then choose “write-off” as the adjustment type. This is the correct way to write off an account, but there are other ways that an account receivable can be reduced or written off in the financial system, either by means of another type of adjustment or a credit note.

This audit was therefore interested in the controls that have been put into place to prevent the use of these adjustments to write off an account without the required level of approval.

Write-Off by Means of an Adjustment

In the case of adjustments, the financial system provides a certain amount of control, inasmuch as there are limits on the amount of the adjustment allowed. These limits are set according to the type of user (sales, clerk or officer). The types of users are categorized according to the role and level of the employees involved in the management of accounts receivable. Access is authorized by the employee’s supervisor, the regional coordinator, the system administrator and the head of the module. 

Table 5. Types of access to the accounts receivable module
	Type of access
	Employees
	Adjustment limit

	“Sales”
	Employees in the programs (to generate invoices)
	N/A

	“Clerk”
	Clerks in accounting offices
	$500 

	“Officer”
	Supervisors in accounting offices
	$2,000 


It is, however, possible to bypass these limits by recording a series of adjustments in the same account: each individual adjustment would be below the limit but the total of the adjustments would exceed the allowed limit. This method would make it possible to bypass the authorizations that would otherwise be required. During an examination of all adjustments entered between 2005 and 2009, the auditors found approximately 15 accounts for which a series of adjustments totalling more than $500 per account were entered. The total of these adjustments was approximately $20,000 and they were all entered in the 2005–2006 fiscal year.

Write-off Using a Credit Note

Credit notes are generally used to cancel an invoice completely and recreate it. They are used when errors on invoices are identified after they have been generated. Only those users with “clerk” level access can generate credit notes. Unlike adjustments, credit notes do not require any particular approval within the financial system, regardless of the amount. The total amount of credit notes entered during the 2007–2008 fiscal year (external customers only) was $2.6 million.

Employees in the accounting offices mentioned that when a credit note is created, all the supporting documentation must be included in the file. On the other hand, they also indicated that no periodic monitoring of credit notes is done. Departmental Accounting stated that it does not conduct any periodic checks of credit notes either.

Since the controls in the financial system are limited in scope and there is no monitoring of the reductions and cancellations that are entered, the audit concluded that there is limited control over the writing off of debts at Environment Canada. The Department’s accounting offices are required to respect the levels of approval as stipulated in the Delegation of Financial Signing Authorities, but no one ensures that the offices do so. If a request for approval is submitted, it will be examined and duly approved if substantiated, but amounts can be written off without any request for approval being submitted. In addition, the limits set in the financial system do not correspond to the limits set by the Environment Canada Delegation of Financial Signing Authorities.

The results of this audit do not make it possible to confirm that the required level of authorizations were obtained for all the write-offs before they were entered into the financial system. The lack of monitoring in this regard increases the risk of non-compliance.
2.3.2 Authorization for Writing off of Interest 

The interviews with the staff in the accounting offices and the examination of the Environment Canada Delegation of Financial Signing Authorities revealed that the level of authority required to write off interest on debts is in some cases higher than the level of authority required to write off the debt itself. The approval of the Director of Financial Policy and Operations at headquarters is required to write off interest. On the other hand, a director or equivalent (level 4 operational authority) can approve a write-off of up to $200.

Sometimes, by the time approval is received to write off interest on an account receivable, the financial system has generated additional interest. This results in certain accounting offices allowing interest to accumulate (when the amount of interest is small) rather than attempting to have it written off.

2.3.3 Financial Coding Used for Write-offs

As stated by Departmental Accounting, cancellations of interest must be recorded along with write-offs of debts in the departmental financial statements. The analysis of the accounts and the interviews with the staff in the accounting offices show that the regional accounting offices do not all use the same financial coding to record interest that has been written off. For example, all of the accounting offices use the line object for interest on overdue accounts receivable (recorded as decrease of income), except for one office, which instead uses the line object for allowance for bad debts, as should be done. The charges for write-offs presented in the financial statements therefore represent only those from a single accounting office. As a result, the amount of write-offs reported in the 2007–2008 financial statements was only $701. If all of the write-offs had been correctly reported, that amount would have been approximately $20,000.

This situation has arisen because of the absence of department-wide procedures and the lack of communication concerning the writing off of debts, including the coding to be used. The only accounting office that uses the correct financial coding for the writing off of interest is the one that sought clarification from Departmental Accounting. That information was not sent to the other accounting offices. 

Recommendation

4. The Assistant Deputy Minister, Finance and Corporate Branch, should: 

· ensure that the guidelines concerning the writing off of debts, including the writing off of interest, are sent to the Department’s accounting offices;

· ensure that regular monitoring of the many adjustments and of credit notes is carried out to ensure that the write-offs are approved in accordance with the Environment Canada delegation instrument; and
· suggest a modification to the Environment Canada Delegation of Financial Signing Authorities in order to change the level of authorization required for the writing off of interest so that the efficiency of the process may be improved. 

Management’s Response

Management agreed with the recommendation and provided a detailed action plan to address it.
2.4 Financial System

2.4.1 Accessibility to the Accounts Receivable Module

Specialists in the financial system accounts receivable module were interviewed to find out more about the various types of access to the module and the controls in place to limit access to the system to those employees who use the system as a normal part of their duties.

In 2008, 176 users had access to the accounts receivable module; 950 users had access to the financial system in general.

Although access to the accounts receivable module is restricted, there seems to be a lack of follow-up when employees leave: access does not seem to be withdrawn as individuals leave the unit. Thus, when the systems group carries out its annual review of active user accounts by sending a list of users to the accounting offices, several accounts need to be closed. Access should be withdrawn as soon as the employee separation clearance form, which employees must fill out and submit when they leave, is received. However, the systems group does not receive the employee separation clearance forms, either because the forms are not sent or because the other sections of the Finance Directorate that receive the forms have not been notified that they must share the information with the systems group. Steps should be taken to ensure that the information is sent to the systems group when the form has been received at Finance, or a box should be added to the form indicating that a copy should be sent directly to the systems group.

Recommendation

5. The Assistant Deputy Minister, Finance and Corporate Branch, should ensure that access to the accounts receivable module is limited to employees who require access to it during the normal course of their duties. Access should be reviewed regularly. The managers of the financial system should be promptly notified of the departure of any employee so that accounts can be deactivated in a timely manner. 
Management’s Response

Management agreed with the recommendation and provided a detailed action plan to address it.
2.4.2 Reconciliation of the Accounts Receivable Module with the General Ledger

The reconciliation of the accounts receivable module with the general ledger is an important control that ensures that all of the module’s transactions (receivables, revenue, bad debts, interest, etc.) have been recorded in the general ledger accounts. The general ledger accounts, not the module’s accounts, are used to generate the Department’s financial statements.

Interviews with specialists in Departmental Accounting revealed that the reconciliation of the accounts receivable module with the general ledger is not done on a regular basis. Reconciliation was done by Departmental Accounting in December 2006.

A journal entry of approximately $1.6 million was made during the 2006–2007 fiscal year to cancel the discrepancies that existed as at December 2006. Departmental Accounting provided a copy of the journal entry voucher, accompanied by details of the reconciliation that was done. The auditors compared that information with the information entered into the financial system.

If reconciliations had been done on a regular basis, the adjustments would have been entered during the fiscal years to which they applied. The financial statements of the fiscal years in question were therefore not complete.

At the time of writing, the auditors were informed that a new reconciliation was being done for the 2007–2008 fiscal year.

Members of Departmental Accounting have indicated that their short- and medium-term objective is to reconcile all the modules with the general ledger on a more regular basis; they also pointed out that this would have an impact on their workload. The accounting offices are currently not required to complete this reconciliation for their regions.

The regular and ongoing reconciliation of the module with the general ledger would make it possible to identify errors at their source and to make corrections as soon as they have been detected, i.e., during the accounting periods and fiscal years in question.

Discrepancies between the accounts receivable module and the general ledger have an impact not only on the revenues that appear in the financial statements but also on the budgets of the managers concerned.

Recommendation

6. In order to ensure that all the information contained in the accounts receivable module is posted correctly to the general ledger accounts, the Assistant Deputy Minister, Finance and Corporate Branch, should ensure that the information from the accounts receivable module is reconciled with the general ledger regularly and that all differences are documented, explained and corrected. 
Management’s Response

Management agreed with the recommendation and provided a detailed action plan to address it.
2.5 Segregation of Duties

The Policy on Receivables Management stipulates that departments must set up a framework of internal controls for the administration of accounts receivables, including the appropriate division of duties relating to credit granting, collections, maintenance of accounting records, and handling and reconciling of money. The segregation of duties is a key control mechanism within organizations for the purpose of, among other things, reducing the risk of fraud.

The results of the audit show that the segregation of duties within the Department varies greatly from one accounting office to another. For example, in one office, the same employee is responsible for both entering deposits into the financial system and for the bank reconciliation. In another regional office, the same employee performs all the tasks related to receivables, from the creation of accounts to the deposits and bank reconciliation, including follow-up on amounts owing.

These breaches can be attributed both to a lack of departmental procedures and communication and to a lack of resources in some accounting offices. Errors or omissions could result, and they would not be detected. In those cases where resources are insufficient to ensure an adequate segregation of duties, alternative control measures could be put in place.

Recommendation

7. The Assistant Deputy Minister, Finance and Corporate Branch, should address the deficiencies in the segregation of duties in the accounting offices as soon as possible and ensure that all the managers responsible for accounts receivable are informed of this. 

Management’s Response

Management agreed with the recommendation and provided a detailed action plan to address it.
2.6 Recording Revenue in the Appropriate Fiscal Period

One of the generally accepted accounting principles is that income must be accounted for in the fiscal period to which it pertains, i.e., at the time that it is earned, not when it is received.

During the audit, it was noted that revenue that is generated with an important customer of the Department is recorded only when the funds are deposited. The employees responsible for invoicing indicated that they have used this process for a long time and that it reduces the time spent modifying invoices when corrections are required.

This method implies that two months of revenue at the beginning and at the end of the fiscal period are not accounted for in accordance with generally accepted accounting principles.

This method has an impact on the amount of receivables and the amount of revenue entered in the Department’s financial statements and an impact on the Department’s appropriations.

Recommendation

8. In order to comply with generally accepted accounting principles, the Assistant Deputy Minister, Finance and Corporate Branch, should ensure that all revenues are accounted for during the period in which they are earned. 
Management’s Response

Management agreed with the recommendation and provided a detailed action plan to address it.
2.7 Departmental Policies and Procedures

The Policy on Receivables Management requires departments to have a departmental credit policy for the management of accounts receivable, thereby making it possible to specify how Treasury Board Secretariat policy will be applied within the department.

There is currently no departmental policy on the management of accounts receivable or a full set of procedures. The development of such a policy, or at least of internal guidelines, is an important element in ensuring the proper management of accounts receivable within the Department.

Nevertheless, certain types of information are available. The Environment Canada Accounting Handbook (which is not up to date) deals with certain aspects of accounts receivable (deposits, interdepartmental settlements, NSF cheques, etc.) but does not define the roles and responsibilities of the personnel involved. In addition, because the information is dispersed throughout various sections of the handbook, the handbook is difficult to use.

There is also the MERLIN Accounts Receivable Training Guide. This guide is used by the accounting offices to train new employees and as a reference tool in their daily duties. However, the guide is limited to the processing of accounts receivable in the financial system. The concept of the management of accounts receivable should be considered in a wider context.

In addition, internal procedures have been developed by the accounting offices to respond to certain needs in terms of the management of accounts receivable. The level of detail and the extent of these internal procedures varies, however, from one accounting office to another.
In addition to clarifying and standardizing the practices to be followed in the management of accounts receivable, departmental procedures would facilitate the training of new employees in the accounting offices.

3 CONCLUSION

The main purpose of this audit was to ensure that accounts receivable are being managed fairly, efficiently and effectively. In particular, it verified the control framework for the management of accounts receivable and the degree to which the Department is in compliance with applicable accounting regulations, policies and standards.

Audit criteria and techniques were developed in order to gather sufficient information on these subjects. The methodology used consisted primarily of interviews, data analysis, and a review of the relevant documentation.

The main observations show that, in general, the Department’s accounts receivable are managed in accordance with the principal policies, regulations and standards that govern them. However, the management framework for accounts receivable has certain gaps, and steps should be taken by management in order to improve its efficiency. Departmental Accounting should play a more active role in this regard.

The following measures could be put in place to improve the effectiveness and efficiency of the management of accounts receivable: 

· develop and distribute guidelines on the processes that are currently in place, such as the collection and writing off of receivables and the invoicing of administrative charges and interest;
· review key controls, such as the segregation of duties, access to the accounts receivable module, the section on the writing off of interest in the departmental delegation instrument, and monitoring and reconciliations; and
· take the necessary steps to recover sums that are more than 365 days past due or write them off, as appropriate.

The Department could address most of the identified gaps with a reasonable amount of effort commensurate with the anticipated benefits. The review of the accounts receivable management process should, however, be integrated into other initiatives within the Department, such as the initiative on the state of preparedness of audit-ready departmental financial statements.

It would also be appropriate to re-establish active communications with the accounting offices. A few years ago, an annual national workshop was organized, and various financial topics were discussed at this workshop. It would be advantageous to organize such an initiative again in order to promote the sharing of best practices between Departmental Accounting and the accounting offices.

Annex 1
Audit Criteria
	Criteria
	Methodology

	
	Interviews
	Data analysis

	
	Accounting offices 
	Departmental Accounting
	Systems experts
	

	

	Objective 1: Determine whether the framework of controls is appropriate

	Procedures

	· The Department has a departmental credit policy in place.
	 
	X
	 
	 

	· The roles and responsibilities of stakeholders are well defined.
	X
	X
	 
	 

	· The Department has put in place a receivables management plan.
	X
	X
	 
	 

	· A framework of internal controls for accounts receivables is in place.

· Financial system
· Segregation of duties
· Audit trails
· Monitoring mechanisms
	X
	X
	X
	X

	· The procedures are communicated to the employees responsible for the administration of accounts receivable.
	X
	X
	X
	 

	Human resources

	· The level of experience and training of those who administer accounts receivable are appropriate.
	X
	X
	 
	 

	Reporting and follow-up

	· Accounts receivable transactions are classified, recorded and reported accurately and promptly, in accordance with government accounting and financial reporting standards.
	X
	X
	 
	X

	· Reconciliation of accounts is done regularly and errors that are identified are followed up.
	 X
	X
	 
	X

	· Periodic management reports are prepared and presented to senior management.

	X
	X
	 
	 

	Objective 2: Determine the degree to which the Department is in compliance with applicable accounting regulations, policies and standards.

	Creation of accounts receivable

	· The Department recognizes receivables promptly.
	 X
	
	
	

	· A process is in place to allow receivables to be identified promptly and customers to be invoiced.
	X
	 
	 
	 

	Deposits

	· Deposits are made promptly and assets are protected.
	X
	 
	 
	 

	· The Department charges interest and applies administrative charges when appropriate.
	X
	X
	 
	X

	Collections

	· The Department pursues collections vigorously.
	 X
	X
	 
	X

	Bad debts

	· Actions with respect to any write-off, remission, forigveness, or waiver of debts are taken on a timely basis in accordance with relevant regulations, Treasury Board policies and guidelines.
	 X
	X
	 
	X

	· Allowances for doubtful accounts are estimated in accordance with the Policy on Allowances for Valuation of Assets and Liabilities.
	X
	X
	 
	 

	Year-end Procedures

	· Year-end procedures are followed.
	X
	 
	 
	X


Annex 2
Authority Description

· Receipt and Deposit of Public Money Regulations, 1997, TBS

· Interest and Administrative Charges Regulations, TBS

· Debt Write-off Regulations, 1994, TBS

· Policy on Allowances for Valuation of Assets and Liabilities, TBS
· Interdepartmental Settlements Policy, TBS

· Financial Information Strategy Accounting Manual, TBS

· Receiver General Manual
· Environment Canada Accounting Handbook.
� Analyses were also done on subsequent dates for specific requirements, since some reports could not be produced retroactively. 





� Financial Information Strategy Accounting Manual, Treasury Board of Canada Secretariat, section 3.2.





� Internal accounts receivable are normally closed within a short timeframe, since transfers of funds between departments are done automatically��.





� Additional charges of $10 apply if a department is required to pay administrative charges to its banking institution for the processing of NSF cheques. Environment Canada does not currently have to pay any such charges.





� Information taken from data provided by the Accounting Operations, Financial Policy and Systems Directorate.
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