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Resolution of appointment

The Legislative Assembly for the ACT appointed the Standing Committee on Public Accounts on 27 November 2012.

Specifically the resolution of 27 November 2012 establishing the Standing Committees of the 8th Assembly, as it relates to the Public Accounts Committee states:

(1) The following general purpose standing committees be established and each committee inquire into and report on matters referred to it by the Assembly or matters that are considered by the committee to be of concern to the community:

(a) a Standing Committee on Public Accounts to:

(i) examine:

(A) the accounts of the receipts and expenditure of the Australian Capital Territory and its authorities; and

(B) all reports of the Auditor-General which have been presented to the Assembly;

(ii) report to the Assembly any items or matters in those accounts, statements and reports, or any circumstances connected with them, to which the Committee is of the opinion that the attention of the Assembly should be directed;

(iii) inquire into any question in connection with the public accounts which is referred to it by the Assembly and to report to the Assembly on that question; and 

(iv) examine matters relating to economic and business development, small business, tourism, market and regulatory reform, public sector management, taxation and revenue;

Terms of reference

The Committee’s terms of reference were to examine the Audit report and report to the Legislative Assembly.
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Recommendations

Recommendation 1
3.8
The Committee recommends that the ACT Government should give further consideration to a whole-of-government approach to debt management—specifically, in the first instance it should undertake a strategic whole-of-government review of debt management arrangements as a means of determining a framework for such an approach and its subsequent implementation.
Recommendation 2
3.11
The Committee recommends that the ACT Government inform the ACT Legislative Assembly by the last sitting day in May 2016 as to the parameters for its review of existing debt management processes—with particular reference to: (i) whether the discussion paper being developed by Shared Services for the purposes of ‘commencing dialogue on the matter with the directorates’ is complete—and if not, expected completion date; (ii) detail on specific review milestones; and (iii) expected timeline for completion.


1 Introduction and conduct of inquiry
1.1 Auditor-General’s Report No. 1 of 2015: Debt Management (the Audit report) was presented to the Legislative Assembly on 25 February 2015.

1.2 In accordance with the resolution of appointment of the Standing Committee on Public Accounts (the Committee), the Audit report was referred to the Committee for examination.

1.3 The Audit report presented the results of a performance audit that examined debt management arrangements across government entities.  The Audit report:

...focuses on debts owed to the Territory by non-ACT Government entities (which include people and organisations).

Terms of reference

1.4 The Committee’s terms of reference were to examine the Audit report and report to the Legislative Assembly.

Conduct of inquiry

1.5 On 15 October 2015, the Committee received a briefing from the Auditor-General on the Audit report. 

1.6 The Government tabled its response to the Audit report on 29 October 2015.
1.7 As noted earlier, under its resolution of appointment, the Committee examines all reports of the Auditor-General which have been presented to the Legislative Assembly.  Specifically, its resolution of appointment requires the Committee to ‘inquire into and report’ on all reports of the Auditor-General which have been presented to the Assembly.  

1.8 The Committee has established procedures for its examination of these reports pursuant to the Assembly resolution.
  In accordance with these procedures, the Committee resolved on 8 December 2015 to conclude its consideration of the Audit report with a summary report.

1.9 The Committee met on 2 February 2016 to discuss the Chair’s draft report which was adopted on 2 February 2016.

Structure of the report

1.10 The Committee’s report is divided into three sections:

· Chapter 1—Introduction and conduct of inquiry

· Chapter 2—Audit background and findings

· Chapter 3—Committee comment

Acknowledgements

1.11 The Committee thanks those who contributed to its inquiry, including the Auditor-General.

2 Audit background and findings

2.12 This chapter presents an overview of the background to, and key findings of, the Audit.

Audit background and objectives

2.13 The objective of the Audit was to provide:

...an independent opinion to the Legislative Assembly on the effectiveness of the management of debts by ACT Government entities.

2.14 The Audit:

...did not consider debts that are owed by ACT Government entities to other ACT Government entities.

2.15 The Audit included a detailed analysis of five government entities to determine the effectiveness of their debt management.  The five entities were:

· Commerce and Works Directorate (CWD);
· Community Services Directorate (CSD);
· Environment and Sustainable Development Directorate (ESDD);
· Justice and Community Safety Directorate (JACSD); and
· Territory and Municipal Services Directorate (TAMSD).

2.16 The Audit was undertaken prior to new administrative arrangements which became effective on 7 July 2014.  A key part of these arrangements was the combining of the Chief Minister and Treasury Directorate (CMTD), Economic Development Directorate (EDD), and Commerce and Works Directorate (CWD) into the Chief Minister, Treasury and Economic Development Directorate (CMTEDD).
Audit conclusions

2.17 The overarching conclusion of the Audit was:

The ACT Government has not taken the opportunity to determine the best arrangements for debt management across ACT Government entities. In 2007, the then Chief Minister announced a review of debt management, but there is no evidence that it was progressed. A strategic review is needed to identify where a whole-of-government approach would yield efficiencies and improve effectiveness, particularly with respect to debts owed to the Territory by non-ACT Government entities (which includes community members). These debts if not collected are cash leakages.

Debts owed to the Territory by non-ACT Government entities while varying over the last five years have ranged from $307.6 million (30 June 2011) to $534 million (30 June 2013). During 2009-10 to 2013-14, in each year, around 10 percent of this debt has been at risk of not being collected. Debts that are at risk of not being collected are those that are waived, written-off and impaired. In the last five years a total of $72.4 million in debts owed to the Territory by non-ACT Government entities have been waived and written-off. The contribution of impairments was unable to be calculated but its affect is likely to mean the revenue at risk of not being collected is larger than the $72.4 million.

Overdue debts, particularly those of 60 days or more, warrant consideration in the proposed review as the longer a debt is overdue the higher the risk of it not being recovered. While the value of debts of 60 days or more has fluctuated in the last five years, overall there has been a 25 percent increase ($60 million in 2009-10 to $75 million in 2013-14).

While a strategic review is called for, it is acknowledged that the ACT Government entities (Commerce and Works Directorate, Community Services Directorate, Environment and Sustainable Development Directorate, Justice and Community Safety Directorate and Territory and Municipal Services Directorate), which were selected for detailed analysis, had overall sound procedural and administrative arrangements for debt management. There were some issues that require correction and a mechanism is needed for disseminating better practice initiatives across ACT Government entities.

2.18 The Auditor-General made a number of specific conclusions with regard to each of the Audit themes—debts owed to the Territory; framework, policy and procedural guidance; government debt management processes; and whole-of-government debt management.  These are outlined below.
2.19 Some of the more specific conclusions across each Audit theme include:
Debts owed to the Territory

2.20 In relation to debts owed to the Territory—$39.4 million in debts were waived, written-off or impaired in 2013–14—this is just over 10 per cent of the $381 million in debts.  Between 2011–12 and 2013–14 the total value of debts overdue by more than 60 days increased by 178 per cent from $27 million to $75 million.
 

Framework, policy and procedural guidance

2.21 Regarding framework, policy and procedural guidance—the Audit concluded that while some whole-of-government guidance on debt management had been issued, ‘it is not regularly reviewed and is not readily accessible to all ACT Government entities.’  The Audit also concluded that policy and procedural guidance in place in government entities for debt management varies in scope and coverage.

Government entities’ debt management processes

2.22 In relation to government entities’ debt management processes, the Audit concluded that ‘better practice initiatives that have been implemented in some ACT Government entities’ need to be considered for wider use.  This may include, for example, greater use of credit checks, payment incentives and debt collection agencies.

Whole-of-government considerations in debt management

2.23 The Audit concluded with regard to whole-of-government considerations in debt management, that there was a mix of administrative arrangements for debtor management across government entities and this should be reviewed.

Audit findings
2.24 The Audit provided key findings to support its conclusions.  The main elements of these findings—across four audit themes—are outlined below.

Debts owed to the Territory

2.25 Key findings across the audit theme—debts owed to the Territory—were:

· The Audit found that debts owed to the Territory by non-government entities are significant—amounting to $381.3 million at 30 June 2014, or about 8.4 per cent of total Territory revenue for 2013–14.

· It also found that ‘at 30 June 2014 approximately $26.5 million in debts were considered to be impaired and therefore at risk of not being recovered.’  This represented about 7.0 per cent of the total $381.3 million owed to the Territory at that time by non-government entities.

· According to the Audit report, the total value of debts overdue by more than 60 days increased from $60 million to $75 million between 2009–10 and 2013–14—representing a 25 per cent increase.

· The Audit found that the ‘majority of ACT Government entities have not waived any debts owed to the Territory in the five years between 2009-10 and 2013-14.’  While $5.2 million in debts owed to the Territory were waived in 2013–14, these related to debts managed by three government entities—that is, CWD, ESDD and JACSD.  In that year, 60.0 per cent of the total debt waived related to debts managed by ESDD.

· The Audit also found that improvements can be made to the ESDD’s 2013–14 financial statements in relation to variance explanations without compromising privacy and this would provide greater accountability and transparency.

· Debt write-offs by government entities as a percentage of debts owed by non-government entities has been declining since 2010–11, and in 2013–14 represented 2.0 per cent.

Framework, policy and procedural guidance 

2.26 Key findings across the audit theme—framework, policy and procedural guidance—were:

· The Audit found that while the Financial Management Act 1996 provides the main legislative basis for the management of debts by government entities, additional policy and procedural guidance is required.  The Treasury unit in CMTEDD has provided some guidance through the ACT Financial Delegations Better Practice Guide; and Model Director-General Financial Instructions.

· The Model Director-General Financial Instructions were found to be out of date and not regularly reviewed.  These Instructions are no longer available through the CMTEDD website and do not reflect the role of Shared Services in the debt management process.

· The majority of government entities which completed a self-assessment survey for the Audit indicated that ‘they had effective policy and procedural guidance with respect to the management of debts.’

Government entities’ debt management processes

2.27 Key findings across the audit theme—government entities’ debt management processes—were:

· The Audit found that some government entities collect fees or charges up-front and thus have been able to avoid debt completely.  It was suggested that this approach may be applied more widely.

· Of all government entities, only two—that is, the ACT Revenue Office and the Road Transport Authority—use payment incentives.

· The Audit found that: ‘The option of providing and accounting for payments incentives such as discounts is currently not able to be accommodated by the Oracle financial management information system used by Shared Services Finance.’  This was considered to be ‘a constraint on the broader implementation and application of payment incentives.’
  The Audit suggested that the ‘use of payment incentives for the prompt or early payment of debts warrants broader consideration.’

· The Audit also found that the use of credit checks ‘warrants consideration for wider application’, primarily for those government entities that are involved in commercial activities.

· Government entities were found to have different strategies in place for the pursuit and recovery of debts.  The Audit found variability in the quality of record-keeping and documentation maintained by government entities regarding actions taken to pursue debts.

· The Audit found that government entities make ‘limited use of external debt collection agencies’ with TAMSD and ESDD being the only government entities making use of them.
 The Audit indicated that consideration should be given to the wider use of external debt collection agencies to assist with debt recovery.

· An inconsistent approach to debt management, monitoring and reporting was found among the five government entities selected for detailed analysis, with some entities not producing regular reports on debt management activities.

· The Audit found that reports from Shared Services Finance could be improved by distinguishing between debts of internal government entities and those owed by non-government entities.

· All five government entities selected for detailed analysis could ‘provide evidence to justify the approval of waivers and write-offs.’

Whole-of-government considerations in debt management

2.28 Key findings across the audit theme—whole-of-government considerations in debt management—were:

· The Audit found that the ‘ACT Government’s shared services arrangements centralise and consolidate some procedural and administrative aspects for debt management.’  The roles and responsibilities for Shared Services Finance and government entities are established in the Services Partnership Agreement.

· It was found that some government entities were given the option in 2007 ‘to use, or not use, Shared Services Finance for the management of debts’ however, the rationale used to justify using, or not using, Shared Services Finance was not clear.

· The Audit found that a wide range of debt management arrangements are in place across government entities.

· Under current arrangements, for ‘those ACT Government entities that use Shared Services Finance for debt recovery...once a debt is 60 days overdue, debt recovery becomes the responsibility of the ACT Government entity that owns the debt.’  Some government entities indicated that this arrangement was unsatisfactory and inefficient.

· The Audit found ‘no evidence’ that debt management arrangements in place across government entities have ‘been the subject of whole-of-government strategic consideration.’

· Government entities ‘currently administer widely diverse types of legislation, which is directly relevant to, and impacts on, the management of debts.’  These entities also ‘use a range of information systems’ to manage debts.  The Audit found in practice that this means ‘it is very difficult to efficiently produce whole-of-government reports in relation to debt management.’  The Audit indicated that where possible, greater consistency in the use of information systems could be beneficial. 

Audit recommendations
2.29 The Audit report made nine recommendations—these are reproduced in full at Appendix A.   Table 2.1 (on the following page) provides a summary of the recommendations across the four audit themes.
2.30 In 2013–14, the Government adopted a new approach for responding to performance audit reports.  Changes under the new approach included: (i) confining management responses in audit reports to advising of factual errors only; and (ii) the discontinuation of the provision of a Government submission to the Committee in response to each audit report (three months after presentation).

2.31 The new approach for responding to performance audit reports is reflected in the Audit report. The Audit report points out that:

ACT Government agencies were provided with:

· a draft proposed report for comment. All comments were considered and required changes were reflected in the final proposed report;

· a final proposed report for further comment. As part of this process ACT Government agencies were also asked to provide comments for inclusion in the final report in the first summary chapter.

No ACT Government agency provided comments for inclusion in the final report in the first summary chapter.

2.32 As a consequence Table 2.1 does not detail any information regarding the Government position on recommendations—in particular, whether recommendations have been accepted, either in whole or in-part and any action to date, either completed or in progress.
Table 2.1—Summary of Audit recommendations and broad coverage

	Audit theme

	Recommendation number and broad coverage

	1. Debts owed to the Territory
	Nil recommendations 

	2. Framework, policy and procedural guidance
	R1—CMTEDD (Treasury) should periodically review and update the Director-General Financial Instructions and make them readily available to all government entities

	3. ACT Government entities’ debt management processes
	R2—CMTEDD (Shared Services Finance) should modify the Oracle financial management information system to enable processing of payment incentives 


	
	R3—Government entities that manage non-ACT Government debts should assess/modify their debt management practices against better practice


	
	R4—JACSD and ESDD should regularly prepare whole-of-directorate debt management reports.


	
	R5—CMTEDD (Shared Services Finance) should separately report on debts owed by non-government entities.


	
	R6—Government entities that manage non-government debts should develop performance indicators for debts owed to the Territory by non-government entities.


	
	R7—TAMSD (Capital Line Services) should appropriately document credit note approvals.


	4. Whole-of-government considerations in debt management
	R8—CMTEDD (Shared Services Finance) should review the transfer by Shared Services Finance to the ACT Government of responsibility for managing the recovery of debts overdue by 60 days or more.


	
	R9—CMTEDD should undertake a strategic whole-of-government review of debt management 



Government response

2.33 The Government tabled its response to the Audit report on 29 October 2015.
  In its response, the Government stated:

The Auditor-General has made nine recommendations in the Report aimed at implementing improvements in the collection, monitoring and reporting of debts owed to the ACT Government, particularly by non-ACT Government entities. 

The Report is welcome in highlighting these matters and we will put in place a process to work through these issues. However, as the Auditor-General notes, it is a complex issue and a ‘one size fits all approach’ is not appropriate. There are pros and cons of changing our current approach to debt management and these issues need to be carefully examined. 

The Government notes that the Report does not identify a serious problem in debt management in the ACT. In fact the report found that the five directorates subject to detailed audit analysis have overall sound procedural and administrative arrangements for debtor management.

The Government agreed with two recommendations, agreed-in-principle with one, and noted six recommendations.


3 Committee comment
3.34 The Audit found that:

...at 30 June 2014 approximately $26.5 million in debts were considered to be impaired and therefore at risk of not being recovered.

3.35 The Committee considers this amount to be significant.  Unrecovered debt is a serious matter on any government’s balance sheet.  In the case of the ACT Government, any improvements that can be made to improve debt recovery yields in the Territory are potential sources of revenue.

3.36 The Committee is of the view that the nine audit recommendations to improve debt management arrangements—in particular, as they relate to the collection, monitoring and reporting of debts owed to the Government are important.
Whole-of-government approach to debt management

3.37 A key consideration in any debt management approach is its overarching strategy and coordination across government.  Specifically, audit recommendation nine applies:
Recommendation 9—The Chief Minister, Treasury and Economic Development Directorate should undertake a strategic whole-of-government review of debt management arrangements aimed at more effective and efficient debt management across ACT Government entities. The review should, amongst other things, identify whether there are opportunities to: 

a) consolidate ACT Government entities’ administrative roles and responsibilities for debt management; 

b) enhance coordination and/or cooperation in relation to debt collection and recovery practices across ACT Government entities; and 

c) identify and develop a mechanism for the sharing of information on better practice initiatives, especially those developed and implemented by ACT Government entities.

3.38 In its response to recommendation nine—the Government advised:

Noted

The Auditor-General acknowledges in its Report that the ACT Government entities selected for detailed analysis, had overall sound procedural and administrative arrangements for debt management. 

The existing debt management arrangements within ACT Government agencies are considered reasonable and in the Government’s view do not justify a strategic whole-of-government review considering the extensive work of the Auditor-General in this audit. 

Agency specific legislation, policies, social sensitivities and ICT systems, all combine to make it problematic to review debtor management practices across the Territory in order to recommend meaningful and cost efficient improvements for broad application by agencies. Forums already exist for agencies to share financial practices and learnings, such as the Collaborative Forum and the CFO Forum. 

However, as mentioned under the response to recommendation 8, the ACT Government is currently reviewing options in targeted areas. A discussion paper is being developed by Shared Services for the purposes of commencing dialogue on this matter with the directorates.

3.39 Whilst acknowledging the Government’s response, the Committee notes that increasingly public sector jurisdictions are implementing strategic cross-government approaches to debt management.
  Such approaches, whilst improving debt recovery, also enhance data collection and related analytics, and better position governments to harness data and technology for debt collection and reducing overdue debt.
3.40 The Committee is of the view that the Government should give further consideration to a whole-of-government approach to debt management—specifically, in the first instance it should undertake a strategic whole-of-government review of debt management arrangements as a means of determining a framework for such an approach and its subsequent implementation. 
The Committee recommends that the ACT Government should give further consideration to a whole-of-government approach to debt management—specifically, in the first instance it should undertake a strategic whole-of-government review of debt management arrangements as a means of determining a framework for such an approach and its subsequent implementation.
3.41 A key consideration in a whole-of-government approach to debt management is centralising debt collection.  Specifically, audit recommendation eight applies:

Recommendation 8 

The Chief Minister, Treasury and Economic Development Directorate (Shared Services Finance) should assess the effectiveness and efficiency of arrangements whereby Shared Services Finance transfers to ACT Government responsibility for managing the recovery of debts overdue by 60 days or more and provide guidance on any needed changes.

3.42 As part of its response to recommendation eight—the Government advised it was:

...currently reviewing existing debt management processes with the aim of identifying options for improved arrangements in targeted areas. A discussion paper is being developed by Shared Services for the purposes of commencing dialogue on this matter with the directorates. The aim is to achieve consistent, efficient, effective and economical processes for certain revenue items. Any changes to Shared Services' procedures will consider a number of factors including specific legislation, policies, social sensitivities, commercial considerations, variability of debts and associated specialised knowledge within agencies.

The Committee recommends that the ACT Government inform the ACT Legislative Assembly by the last sitting day in May 2016 as to the parameters for its review of existing debt management processes—with particular reference to: (i) whether the discussion paper being developed by Shared Services for the purposes of ‘commencing dialogue on the matter with the directorates’ is complete—and if not, expected completion date; (ii) detail on specific review milestones; and (iii) expected timeline for completion.
4 Conclusion

4.43 The Committee notes that effective and efficient debt management and collection services are important in assisting governments to recover outstanding receivables.  As governments are faced with increasing fiscal burdens, improving debt management and its recovery are key contributors to preventing revenue leakage.  This Audit has been a useful mechanism in assessing the Government’s current approach to debt management.
4.44 Unrecovered debt can be significant on any government’s balance sheet.  In the case of the Territory government, the Audit found that:

Debts owed to the Territory by non-ACT Government entities while varying over the last five years have ranged from $307.6 million (30 June 2011) to $534 million (30 June 2013). During 2009-10 to 2013-14, in each year, around 10 percent of this debt has been at risk of not being collected.

4.45 The Committee considers that the risk of 10 per cent of debts owed to the Territory not being collected is significant.  Any improvements that can be made to improve debt recovery yields in the Territory are potential sources of revenue.
4.46 The Committee notes, however, that debt is a complex problem and strategies to recover debt need to recognise genuine hardship.
4.47 The Committee would like to thank the Auditor-General, responsible Minister(s), directorate and agency officials, for their time, expertise and cooperation during the course of this inquiry.

4.48 The Committee has made two recommendations in relation to its inquiry into Auditor-General’s report No. 1 of 2015: Debt Management.   
Brendan Smyth MLA

Chair

2 February 2016

Appendix A Summary of Audit report recommendations

Recommendation 1 Director-General Financial Instructions
The Chief Minister, Treasury and Economic Development Directorate (Treasury) should:
a) periodically review and update the Director-General Financial Instructions; and 
b) make the Director-General Financial Instructions readily available to all ACT Government entities to assist them with drafting their own internal policy and procedural guidance.
Recommendation 2 Oracle-Payment Incentives
The Chief Minister, Treasury and Economic Development Directorate (Shared Services Finance) should modify the Oracle financial management information system to facilitate the processing of payment incentives, if technically feasible.
Recommendation 3 Consideration of Better Practice initiatives
ACT Government entities who manage non-ACT Government debts, and do not have a low risk with respect to the collection of this revenue, should assess their debt management practices against better practice, and modify their practices accordingly.

Recommendation 4 Monitoring and Reporting
The Justice and Community Safety Directorate and the Environment and Sustainable Development Directorate should improve their debt management monitoring and reporting by regularly preparing whole-of-directorate debt management reports.
Recommendation 5 Financial Reporting of Non-ACT Government Debts
The Chief Minister, Treasury and Economic Development Directorate (Shared Services Finance) should enhance their debt management reporting to ACT Government entities by separately reporting on debts owed by non-ACT Government entities.
Recommendation 6 Performance Indicators for Non-ACT Government Debts
ACT Government entities that manage non-ACT Government debts, and do not have a low risk with respect to the collection of this revenue, should develop performance indicators for debts owed to the Territory by non-ACT Government entities.
Recommendation 7 Documentation of Credit Notes
The Territory and Municipal Services Directorate (Capital Line Services) should appropriately document credit note approvals. The Directorate’s standard ‘request for credit note’ may be appropriate for use.
Recommendation 8 Transfer of Debt Recovery Responsibility from Shared Services Finance to ACT Government Entities During the Debt Recovery Process
The Chief Minister, Treasury and Economic Development Directorate (Shared Services Finance) should assess the effectiveness and efficiency of arrangements whereby Shared Services Finance transfers to ACT Government responsibility for managing the recovery of debts overdue by 60 days or more and provide guidance on any needed changes.

Recommendation 9 Whole-of-Government Review of Debt Management
The Chief Minister, Treasury and Economic Development Directorate should undertake a strategic whole-of-government review of debt management arrangements aimed at more effective and efficient debt management across ACT Government entities. The review should, amongst other things, identify whether there are opportunities to:
a) consolidate ACT Government entities’ administrative roles and responsibilities for debt management;
b) enhance coordination and/or cooperation in relation to debt collection and recovery practices across ACT Government entities; and
c) identify and develop a mechanism for the sharing of information on better practice initiatives, especially those developed and implemented by ACT Government entities.
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