CHAPTER 5
CENTRAL ACCOUNTING UNIT
1) Fees on VAT Element of ISA Transactions

In the past the Insolvency Service has been asked to justify charging fees on the VAT element of amounts paid into the Insolvency Services Account (“ISA”).  The fee in question is ‘for the performance by the Secretary of State of his general duties’ (namely Fees No. 10 and 11 in Part I and Fee No. 13 in Part II of the Schedule to the Insolvency Fees Order 1986 (S.I. 1986/2030).

Fee No. 10 relates to companies being wound up by the Court and is calculated on amounts paid into the ISA under regulations 4 and 16 (The Insolvency Regulations 1986 – S.I. 1986 No. 1994). Regulation 16 concerns payments into the ISA at the date of the company’s dissolution.  Regulation 4 provides that the liquidator shall pay ‘all money received by him in the course of carrying out his functions as such’ into the ISA. Accordingly, on realising an asset it is the amount received, whether gross or net of the costs of sale, inclusive of VAT or not, which must be paid into the ISA. The Service has no discretion to calculate the fee other than on the basis of the amount paid in.

Fee No. 11 relates to companies wound up voluntarily and is calculated on amounts paid into the ISA by the liquidator under regulation 24 (the balance of funds in hand) and regulation 33 (unclaimed funds and dividends). The Service calculates the fee on the amount paid into the ISA, irrespective of whether or not it includes any element of VAT.

Fee No. 13 relates to the administration of estates of individuals, and is calculated on amounts paid into the ISA by trustees under regulation 4 (all money received) and by the OR under Section 287 Insolvency Act 1986, namely prior to the estate vesting in a trustee. In the same way as Fee No 10 is applied, it is the amount paid in on which the fee is calculated irrespective of its make up.

We are sympathetic to complaints by IPs, but the Fees Order and the Regulations do not provide any discretion in the way the fees are calculated. 

(First published in Dear IP no. 16, February 1991)

__________________________________________________________________

2) Fees on VAT refunds

Fees on VAT refunds are subject to Fee 10 (in compulsory liquidation), Fee 11 (in voluntary liquidation) or Fee 13 (in bankruptcy) in accordance with the wording of the Insolvency Fees Order 1986 and the Insolvency Regulations 1986.

(First published in Dear IP no. 19, November 1991)

3) Unclaimed Dividends in Bankruptcy and Compulsory Liquidation

In the event of a dividend in bankruptcy or compulsory liquidation being unclaimed, typically because the creditor’s whereabouts are unknown, any valid dividend cheques should be mutilated by cutting off the bottom right hand corner and returned to the Central Accounting Unit (for the attention of Cashiers section) in accordance with Regulation 15 (7) of the Insolvency Regulations 1986:

“On the responsible insolvency practitioner vacating office he shall send to the Department any valid unclaimed payable orders for dividends or returns to contributories after defacing them by cutting off the bottom right hand corner and any cheques which have not been delivered after endorsing them with the word “cancelled”.

In cases other than vacating office, the procedure in Regulation 15(5) should be followed, and the list forwarded to the Department:

“The responsible insolvency practitioner, on the expiration of six months from the last day of the month of issue, shall destroy any lapsed payable orders which have become invalid and any cheques which have not been delivered after first preparing a list of their numbers, names of payees and amounts”.

Such cheques are drawn on the Insolvency Services Account. On no account should any attempt be made to pay them back into the Insolvency Services Account.

(First published in Dear IP no. 19, November 1991)

____________________________________________________________________

4) Schedule of Unclaimed Dividends (CAU 103)

Insolvency practitioners will be aware that under regulation 5 (5) of the Insolvency Regulations 1994 unclaimed dividends in voluntary liquidation cases must be paid into the Insolvency Services Account (ISA) and at the same time, notice sent to Central Accounting Unit (CAU); such notice is given on form CAU 103 or one that is substantially similar.

Form CAU 103 requires the practitioner’s signature but increasingly forms received are not signed by the practitioner. This unacceptable practice involves additional work for CAU because of the need to obtain the practitioner’s signature before processing the form.

Whilst insolvency practitioners may feel that his or her signature on the document is unimportant, the form constitutes part of the accounting process and the Insolvency Service considers that by signing it, the practitioner personally confirms that the funds remitted are unclaimed dividends due to the parties named on the form. Indeed, where CAU are approached directly by creditors, CAU will whenever possible, process the claims without recourse to the practitioner on the basis that he/she has already confirmed on the CAU 103 that a dividend is unclaimed.

Insolvency practitioners are therefore asked to ensure that they sign all CAU 103s before dispatch to CAU, and are reminded that form CAU 103 should be submitted to CAU at the same time as they remit the funds to the ISA at the Bank of England.

Following recommendations by the National Audit Office, CAU no longer undertakes transactions in respect of uncleared funds. For those practitioners who remit monies to the ISA through the Bank Giro Credit System or by telegraphic transfer, there is no change as these transactions are considered to represent cleared funds once CAU has been notified of the receipt by the Bank of England. For Bank Giro Credits, this is effectively four days from the monies being deposited.

However, where an insolvency practitioner sends monies direct to CAU or pays those funds directly to the Bank of England, the funds are no longer considered to be available funds immediately on receipt.  As with Bank Giro Credits, such receipts will be treated as cleared funds on the fourth day after entering the banking system.

Contrary to the Regulations, some practitioners have in the past sent cheques direct to CAU for banking in the ISA. Practitioners will no doubt appreciate that with the new procedures it is no longer beneficial to pay funds directly to CAU, as those funds will not become available for transactions such as the automatic transfer to interest bearing accounts for companies, for at least a day later via the Bank Giro Credit system.

In those circumstances, insolvency practitioners are asked to reconsider their procedures for depositing monies in the ISA with a view to using the Bank Giro Credit System wherever practicable.

Finally, insolvency practitioners are asked to ensure that CAU 103s are completed legibly (preferably in black ink, as they sometimes need to be photocopied), and that the creditor’s last known address is recorded.

(First published in Dear IP no. 34, October 1995)

____________________________________________________________________

5) Amendment of Cheques Drawn on the Insolvency Services Account

Unless an alteration to a cheque drawn on the Insolvency Services Account has been signed by someone authorised to sign such cheques, payment will be refused. If the payee details are amended by the practitioner the Bank of England is then obliged to query the alteration with Central Accounting Unit. This results in delay and inconvenience to the payee, to you, and to Central Accounting Unit.

If you require any amendment to a cheque drawn on the Insolvency Services Account, it should be returned to Central Accounting Unit for the changes to be made and properly authorised.

(First published in Dear IP no. 19, November 1991)

6) CAU Cheque Requisition Forms

To avoid the risk of possible fraud, insolvency practitioners are reminded that they should rule off any unused space on cheque requisition forms.

(First published in Dear IP no. 21, May 1992)

_____________________________________________________________________

7) Action Following Expiry of ISA Cheques

A cheque issued by CAU is deemed to expire if not presented within six months, and is then treated as unclaimed monies, ultimately payable to the Consolidated Fund under Section 407 of the Insolvency Act 1986.  As insolvency practitioners occasionally ask CAU to re-credit the estate with the value of an unrepresented cheque, this article explains the correct procedure.

Generally where a cheque has been issued the payee is properly entitled to the proceeds thereof and, after expiry, the proceeds are held on his behalf in an Unclaimed Monies Account on BANCS. If the payee subsequently seeks payment the practitioner should ask CAU to re-issue the cheque, where possible quoting the original cheque details. A new cheque will then be drawn against the Unclaimed Monies Account and the estate account is unaffected.  The payee on the new cheque can be altered, upon the provision of the appropriate details/evidence to accommodate name or status changes, for example, the inclusion of an Executor’s name.

Where, after expiry of the cheque, the practitioner becomes aware that the original payee was not legally entitled to the proceeds, CAU should be asked to re-credit the estate – as the cheque has expired it is not appropriate to cancel the cheque in such circumstances.

[See article 23 for details of the BANCS system]

(First published in Dear IP no. 39, October 1997)

____________________________________________________________________

8) Practitioners’ Specimen Signatures

With a view to improving the security of withdrawals from the ISA, a file of insolvency practitioners’ specimen signatures was established in Central Accounting Unit, which enabled cheque requisition forms to be validated by comparing the specimen signature with that on the form. 

(First published in Dear IP no. 21, May 1992)

9) Reissue of Cheques Drawn on the Insolvency Services Account

Insolvency practitioners should note that applications for reissue of cheques which involve a change of amount or of payee should be authorised by the office-holder responsible for the case as stated in regulation 5 of the Insolvency Regulations 1986 (SI 1986 No 1994) (as amended).  They should not be endorsed “per pro”.

Where someone other than the office-holder submits a request for amendment directly to the Central Accounting Unit evidence is required that the payee change is valid eg a copy Certificate of Incorporation on Change of Name in the case of a company name change or a copy of a Death Certificate in the case of a widow claiming monies from her late husband’s estate.

(First published in Dear IP no.22, August 1992)

_____________________________________________________________________

10) Third Party Monies and the ISA

As insolvency practitioners frequently ask whether third party monies have to be paid into the Insolvency Services Account (ISA), this article explains the position regarding payment of funds into the ISA.

A liquidator or trustee is under a duty to pay monies into the ISA in the circumstances set out in regulation 5 and 20 of the Insolvency Regulations 1994. Whether the circumstances apply depends upon the facts in each case. It is primarily for a liquidator or trustee to form a view as to whether the Regulations do or do not apply to particular monies. However, in cases of difficulty CAU is willing to discuss the matter with the insolvency practitioner.

Regulation 5 (1) (winding up by the court) and regulation 20 (bankruptcy) require that, subject to the exception for local bank accounts, a liquidator or trustee is required, at specified times, to pay all monies received by him in the course of carrying out his functions as such into the ISA. In the case of a voluntary winding up regulation 5 (2) requires the liquidator, at specified times, to pay into the ISA the balance of funds in his hands or under his control relating to the company.

Such functions are, for the purposes of regulations 5 (1) and 20, set out in section 143 and 305 (2) of the Insolvency Act 1986, and relate only to “the assets of the company” and the “bankrupt’s estate” respectively. Therefore if, on the particular facts of a case, monies are received by a liquidator or trustee which do not belong to the company, or the bankrupt’s estate, then those monies are not received by the liquidator or trustee “in the course of carrying out his functions as such”. Where a liquidator or trustee receives monies to which a third party claims he is entitled, and genuine doubt exists as to whether the monies received belong to the company or bankrupt, those monies should be paid into the ISA pending resolution of the third party claim.

For the purpose of regulation 5(2) any monies in the hands or under the control of a liquidator which do not belong to the company are not funds “relating to the company”.

Generally speaking, this means that where monies are received by a liquidator or trustee which do not arise from the realisation of assets belonging to a company, or the bankrupt’s estate, they should not be paid into the ISA. The fact that funds received by the liquidator or trustee are used to discharge insolvency expenses or for payment to creditors does not necessarily mean that they were received in the course of carrying out his statutory functions.

Where a liquidator or trustee forms the view that the monies received fall outside the regulations he should ensure that the reasons for that decision are fully documented. CAU do not need to be advised of the decision, but in voluntary winding up cases the liquidator must separately identify in his section 192 returns any third party funds held outside the ISA. Failure to do so may result in unnecessary ISA default letters being sent.

Requests by insolvency practitioners to CAU to open a suspense account in the ISA, without Secretary of State fees being charged, must be supported by a written explanation of the reasons why a suspense account is required, and why fees should not be charged.

(First published in Dear IP no. 39, October 1997)

____________________________________________________________________

11) Need for Practitioners to Ensure that Adequate Control Systems Over Banking Arrangements are in Place 

Insolvency practitioners are reminded of the need to ensure that any payment drawn on a local bank account (or indeed requisition for payment from the Insolvency Service Account) are properly supported by invoices or other vouchers and that the proposed payment relates to legitimate expenditure.

The Insolvency Service has been made aware of a situation where a practitioner’s employee provided him with numerous cheques drawn on local bank accounts for signature, which were payable to false or fictitious payees.  The employee used that method to steal unclaimed dividends in voluntary liquidations, which ought to have been paid over to the Insolvency Services Account in accordance with regulation 24 of the Insolvency Regulations 1986.  The fraudulent transactions were then concealed by the creation of bogus CD1 returns.

(First published in Dear IP no. 29, January 1994)

_____________________________________________________________________

12) Accruals Based Accounting – “Debit Balance” Cases Handed Over by Official Receivers

The full operation of the Central Accounting Unit’s BANCS system and Official Receivers’ LOLA estate accounting system enabled the introduction of accruals based accounting in the Service.  One effect of this was that in cases without assets the practice of funding disbursements and fees paid over to the DTI from the Insolvency Services Account ceased.  Fees are only paid over to the DTI to the extent that there is cash to meet them in an individual estate.  Where an individual estate is without any or sufficient funds, any disbursements made by Official Receivers are funded in part or in whole from the DTI Vote. DTI Vote funding is not  available to practitioners where they become trustee/liquidator of an estate.  Disbursements funded by the Vote or fees outstanding are treated as recoverable in favour of the DTI and constitute a “debit balance” on an estate.  If not recovered, they are written off when the case is closed.

In the absence of estate funds, insolvency practitioners must themselves pay any necessary disbursements on account of that estate and, upon release, ensure that the Official Receiver (OR) is aware of any unrecovered disbursements due to them . If estate funds are received post-release, the OR (if ex-officio trustee or liquidator), or other practitioner appointed, will then reimburse the original practitioner.

Insolvency practitioners should not receive invoices for payment from the OR for work commissioned by him.  These are paid by the OR (from Vote funds where necessary) with the resultant “debit balance” being transferred to the practitioner in the usual way. Any such invoices received from the OR (or third parties) should therefore be returned to him for payment.

It is possible for sanction fees and any other fees payable to the DTI to be charged to the estate even though this increases the “debit balance”. They will be treated as recoverable in the event of funds subsequently becoming available, or otherwise written off when the case is closed by the insolvency practitioner.

(First published in Dear IP no. 35, April 1996)

_____________________________________________________________________

13) Estate Balances Transferred from ORs

When an estate is handed over to a practitioner by the Official Receiver (OR), a balance is usually transferred to the practitioner and reflected on the estate account on BANCS. 

Some time ago, investigations revealed that some cases were handed over after the OR had been released and the debit balance written off as irrevocable. Notwithstanding that write off, the estate is liable to discharge the debit balance should funds become available. Upon the subsequent appointment of a practitioner, the debit balance should have been reinstated and transferred to the ISA estate account.

Where a case is handed over to an insolvency practitioner without any balance (credit or debit) being transferred, the practitioner should seek an explanation from the OR and, particularly for reopened cases, ascertain whether or not any debit balance previously written off has been recovered.

When reconciling their accounts, insolvency practitioners must also ensure that transfers received from the OR are reflected in the ISA accounts, and promptly notify CAU of any omissions or errors.

(First published in Dear IP no. 37, January 1997)

14) Voluntary Liquidations – Payments into the Insolvency Services Account – Regulation 5(2) of the Insolvency Regulations 1994

Regulation 5(2) (formerly regulation 24 of the Insolvency Regulations 1986) provides that the liquidator shall within 14 days of the end of each six month period from appointment pay into the ISA the balance of funds held, less such part as he considers necessary to retain for the immediate purposes of the liquidation.

While it is recognised that compliance with the regulation by insolvency practitioners has improved, defaults continue to remain at an unacceptably high level. Insolvency practitioners are therefore asked to follow this guidance.  Funds should not be retained “for the immediate purposes of the winding up” unless, at the accounting date:

(a) The liquidator is in possession of an invoice, or other instruction for payment, in relation to an expense in the liquidation or;

(b) a dividend has been declared which is payable to creditors within ten days of the accounting date or;

(c) where funds are retained against remuneration due to the liquidator, and the remuneration has been fixed in accordance with the regulations, a formal fee note has been raised and the remuneration is to be drawn within ten days of the accounting date.

Insolvency practitioners are advised that, as the Insolvency Service considers the non‑payment or late payment of funds into the ISA to be a serious matter, it will monitor insolvency practitioners’ compliance against this revised guidance.  Persistent failure to adhere to the guidance will result in further action by the Service including, where appropriate, referral to an insolvency practitioner’s professional body.  A non compliance history is also provided to the monitoring bodies prior to their routine visits to practitioners.

(First published in Dear IP 35, April 1996)

_____________________________________________________________________

15) Receipt of Funds by Trustee Prior to an IVA

Where an Individual Voluntary Arrangement (IVA) is proposed following the appointment of a trustee in bankruptcy, the trustee, whilst acting as such, is still required to pay the proceeds of asset realisation into the ISA under Regulation 20 of the Insolvency Regulations 1994. These proceeds will attract the Secretary of State fee, which will not be rebated if the bankruptcy is subsequently replaced by an IVA.

Insolvency practitioners will wish to bear this in mind when formulating proposals for an IVA.

(First published in Dear IP no. 35, April 1996)

16) Insolvency Services Account and Company Directors Disqualification Act Compliance

The Service’s Insolvency Practitioner Compliance Unit (IPCU) has reviewed the processes for identifying practitioners who have failed to:

a) pay monies into the Insolvency Services Account;  

b) lodge a disqualification report or return within six months of the relevant date; or

c) lodge a final disqualification return or report within a reasonable period of time after lodgement of an interim return.

The processes for notifying the respective authorising bodies of these defaults has also been reviewed.

ISA

Guidance is given in Article 14 of this chapter to insolvency practitioners on the acceptable criteria for retention of funds outside the ISA for “the immediate purposes of the liquidation”.  IPCU has been endeavouring to ensure that practitioners adhere to these guidelines and the authorising bodies are now notified of large or repeated defaults.  IPCU also provides summaries of information on each practitioner to the authorising bodies prior to monitoring visits. This information can be provided on request at any time to assist the authorising bodies with their general regulatory functions.

(Other matters are dealt with in the Disqualification Chapter No.10)

(First published in Dear IP no.38, May 1997)

_____________________________________________________________________

17) Bankruptcy and Compulsory Liquidation Cases – Closure of ISA Account on BANCS

An examination of the BANCS database in May 1997 revealed that there were over 5,000 bankruptcy and 1,300 compulsory liquidation cases where the account had been brought down to nil but the case account remained open.  The majority of these cases were brought down to nil because the practitioner intended to call a final meeting and seek his release as trustee or liquidator.  Some cases remained open because of errors or omissions by the Service.  Research also indicated that in many instances no final accounts, which initiate the closure action, had been received by CAU. This article explains the steps taken by CAU to reduce the number of cases with zero balances, and what the practitioner should do to ensure that a case is properly closed on BANCS.

All cases with nil balances as at 31 December 1996 were marked as closed as a one- off exercise. If a practitioner discovered that a case was closed on BANCS in error, he had to notify CAU’s Customer Services Section who arranged for it to be re-opened.

For other cases, CAU intend to send to practitioners a list of bankruptcy and compulsory liquidation cases which have been brought down to nil but remained open, to find out if any should have been closed (the practitioner having held a final meeting and the administration reverted back to the Official Receiver). 

The revised procedures did not relieve practitioners of their statutory duty to file documents with the Court, Official Receiver, and CAU after the final meeting, under section 146 and 331 of the Insolvency Act 1986, had been held (or deemed to have been held). In particular, practitioners are reminded that:

· under Rules 4.125(4) or 6.137(4) of the Insolvency Rules 1986 notice that the final meeting has been held, stating whether or not the practitioner has been granted his release, and accompanied by a copy of his report laid before the meeting, must be sent to the Court and the Official Receiver; and 
· under Regulations 14(3) or 28(3) of the Insolvency Regulations 1994 the liquidator/trustee is required to send to the Secretary of State (CAU, PO Box 3690, Birmingham B2 4UY or DX 713899, Birmingham 37), within 14 days of holding the final meeting (or giving notice under Rules 4.125(5) or 6.137(5)), an account of his receipts and payments.
For the avoidance of doubt, answering the question “is this a requisition to close the account?” on a cheque requisition form (CAU101), does not trigger formal account closures for bankruptcy and compulsory liquidation cases. However, the question should still be answered to assist CAU in processing your payment request, and  to enable voluntary liquidation cases to be subsequently marked as closed.

(First published in Dear IP no. 39, October 1997)

_____________________________________________________________________

18) Practitioners’ Details on Instructions to CAU

The Insolvency Service’s unit in Birmingham is now a member of the Hays (DX) Document Exchange.  Steps are being taken to incorporate practitioners’ DX  addresses into the Service’s database, including BANCS, which will then result in the majority of computer generated documentation being sent to the DX address, where known.  For Central Accounting Unit (CAU) this will include cheques, account statements, and interest notification letters.

Practitioners can elect on request not to receive mail from CAU via the DX. Any such requests, along with any changes in address details, should be directed to IPCU, not CAU.

To avoid delays in the processing of instructions given to CAU, practitioners should  ensure that, if they wish to have CAU mail sent by DX, both their postal and DX addresses are clearly shown on instructions. This is particularly important for cheque processing where, for security reasons, the address on the requisition is compared with that shown on the cheque counterfoil.

(First published in Dear IP no. 39, October 1997)

19) Security of Cheque and Post Procedures

Insolvency practitioners are reminded of the need to periodically review procedures to limit the likelihood of cheques (or other valuable documents) going astray while in their possession or under their control. The Service recommends that:-

· Access to an area designated for post opening should be restricted to essential personnel, and all post should be opened in the presence of at least two people.

· All valuables received by post should be given to the cashier (or other designated officer) immediately, and a register of these items, including all cheques and other monetary receipts, should be maintained. This register should be reconciled with estate records on a regular basis.

· All recorded delivery, registered, and special delivery post should be entered in a register which shows the date of receipt and the addressee.

· All post should be seen by a senior member of staff.

· Comprehensive records should be maintained by cashiers of all cheques requisitioned from CAU, and this should be periodically reconciled with estate records.

· Cheques and other valuable documents should be locked away in a secure place, and not kept in a desk drawer or in a tray pending further action.

This list is not exhaustive but does cover key areas for concern. 

(First published in Dear IP no. 39, October 1997)

_____________________________________________________________________

20) Dividend Payments Requested from CAU

In November 1997 CAU completed a dividend payment involving 6,822 creditors within the time-scale required by the practitioner; this is believed to be the largest dividend, by volume, undertaken by the Service “in house”.

There are two lessons to be learnt from this dividend payment:-

· Listing dividend payments in ascending value order (instead of alphabetically) assists processing by both the Service and practitioners – cheques are printed via BANCS by requisition and in ascending value order.

· Where large volume dividends are required, early discussions with CAU’s Payments Manager (Neil Cook – 0121 698 4286) can be beneficial to both the Service and the practitioner. Special arrangements for the presentation of the requisition and production of the dividend cheques (within the terms of the Insolvency Regulations 1994) may be desirable.

(First published in Dear IP no. 40, March 1998)

21) Automatic Interest – Cessation at the Practitioner’s Request

Insolvency practitioners will be aware that since 24 October 1994 company balances in excess of £2.00 held in the ISA have automatically attracted interest at the rate of 3.5% per annum in accordance with Regulation 9(6) of the Insolvency Regulations 1994. The interest is applied in April and October each year.

The Regulations also provide that interest will cease to accrue from the date of receipt of a notice from the practitioner that accruals should cease in order to facilitate the conclusion of the winding up.

CAU frequently receives requests from insolvency practitioners for retrospective cessation of interest accruals (sometimes involving the reversal of interest payments already credited to the estate). Such requests do not comply with the Regulations, and practitioners are asked to note that CAU will not grant them. Practitioners should therefore ensure that they give CAU sufficient notice, so that estates may receive the optimum interest, and accruals are stopped in good time.

(First published in Dear IP no. 34, October 1995)

__________________________________________________________________

22)  Comments from Practitioners

CAU is always pleased to hear insolvency practitioners’ comments on its service to them, including suggestions for improvement (subject to legislation and security constraints).  Any comments should be addressed, preferably in writing, to the Unit Head, Eddie Doherty at Ladywood House, 45-46 Stephenson Street, Birmingham, B2 4UP.

(First published in Dear IP no. 39, October 1997)

_____________________________________________________________________

23) Central Accounting Unit Computer Systems (BANCS)

Introduction

· CAU developed a new computer system which became fully effective in 1996.

· The main features of the BANCS system which may be of interest to practitioners are:-

· The half yearly interest bearing exercise is completed in a much shorter time, resulting in statements being issued earlier than before.

· The production of the daily investment schedule is incorporated into the system, generating postings and notification letters automatically.

· Account statements are produced for each account every six months after the case start date.

· The system automatically generates a confirmation letter when a case is handed over and set up on BANCS.

· Cheque processing is quicker than it was.

· As BANCS incorporates accounting functions previously carried out on six separate systems, there should be fewer errors resulting in reconciliation problems.

Check Digits

It is recognised that posting and other errors arise in any organisation and we have  decided to incorporate a check digit in the Account ID. This will significantly reduce or eliminate posting errors within CAU, and improve the quality of the service provided by CAU.

Your computer team may wish to note that the check digit chosen is based on Modulus 23.

Account Statements

Account statements are produced for each account every six months after the case start date. The first bank statement records all transactions on the estate.  Practitioners are asked to compare the statements with their own records, and to notify CAU if there are any discrepancies. Account statements will continue to be available on demand.

CAU hopes that practitioners find this service useful in enabling them to undertake early and frequent reconciliation of their accounts.

Notification of Changes of Practitioners’ Details

Cheques, account statements, and correspondence generated by BANCS will only be despatched to the practitioner at his/her last recorded address. It is therefore important that all changes of name(s) and address(es) are notified,  without delay, to:

The Insolvency Practitioner Compliance Unit, The Insolvency Service, 5th Floor, Ladywood House, 45/46 Stephenson Street, Birmingham, B2 4UY. IPCU is responsible for maintaining the practitioner reference database. For security reasons CAU will not update these details.

General

CAU is always prepared to consider comments and constructive suggestions for improving its service to practitioners. Please address any comments and suggestions to Eddie Doherty, at The Insolvency Service CAU, PO Box 3960, Birmingham B2 4UY 

(First published in Dear IP no. 27, August 1993)

24) BANCS Account Numbers

One of the issues raised by the CAU User Group was a lack of understanding of the relevant components of the Account ID used by CAU’s computer systems.

If practitioners require further clarification they should contact CAU’s customer service staff on tel: 0121 698 4268/4269.

This is how the account is broken down:-

	1
	2
	3
	4
	5
	6
	7

	991
	123658
	1991
	C
	P
	00
	000


(1) Court reference number – 3 digits

(2) Case number – 6 digits (court number)

(3) Case year – 4 digits

(4) Case type: B = Bankruptcy, C = Compulsory, V = Voluntary

(5) Check digit (an alpha character automatically calculated by the system)

(6) Account type – 2 digits

         *Account type 00 – Main Estate eg: Main Account

         *Account type 01 – Individual Estate, an example being J. Jones 

           (separate estate) in a partnership account

                           *Account type 02 – Suspense Account eg: Fixed Charge Account  



                                   and Debenture Account

(7) Account number – this is a system generated number to identify the  

      number of accounts within the account type.

(First published in Dear IP no. 39, October 1997)

_____________________________________________________________________

25) BANCS Accruals Accounting – New Posting types

Accruals accounting functionality has been incorporated into BANCS principally to accommodate improved fee accounting, and has resulted in the following posting types which appear on some bankruptcy and compulsory liquidation accounts:

T22D
Transfers of OR’s Disbursements balance to IP

T23F
Transfer of OR’s fees balance to IP

T24D
Transfer of disbursements balance back to OR (usually on release)

T25F
Transfer of fees balance back to OR (usually on release)

Fees and disbursements balances are shown separately, partly to enable the Service to distinguish between unrecovered fees charged and unrecovered disbursements incurred by the OR, which are separately funded by the DTI. Funds credited to an estate are applied against fees and disbursements according to the statutory order of priority.

(First published in Dear IP no. 37, January 1997)

26) Insolvency Services Account – Cases with Static Balances

Examination of the BANCS database reveals many cases where the account balance has not moved for at least three years, the reasons for which are unknown but likely to include:

· protracted asset realisation;

· difficulties in settling creditors’ claims;

· errors or omission by the Service/CAU; and

· an over-sight or inaction by the practitioner.

As the Insolvency Service is particularly concerned about possible errors or omissions by CAU and inaction by the insolvency practitioners, it is undertaking an exercise whereby cases with static balances are drawn to practitioners’ attention.  They are then expected to comment on whether the case remains open.  Where satisfactory replies are not received the respective authorising body will be informed.

Insolvency practitioners are asked to note that the Insolvency Service expects them to have systems in place to regularly review all insolvency cases held by them, so that they are promptly and effectively progressed, and creditors are not prejudiced by unnecessary delays in case administration.  Consequently, where the Insolvency Service becomes concerned about the number of static balance cases held by a practitioner, details will be passed to the relevant authorising body.

While it is likely that from time to time the Insolvency Service will repeat this exercise, insolvency practitioners’ case review systems should not rely solely upon the information provided.

(First published in Dear IP no. 39, October 1997)

_____________________________________________________________________

27) ISA Account Statements

Since 2 December 1996 CAU automatically issue account statements, which usually correspond with the six monthly anniversary of the Bankruptcy Order, Winding Up Order, or resolution for winding up. 

Statements are still also made available upon request.

Please note that the Insolvency Service considers the routine reconciliation of insolvency practitioners’ records to the ISA an important part of their duties, and believes that it assists them.  Where there appears to be errors or omissions in the ISA records, practitioners are asked to promptly notify CAU in writing, so that the matter can be investigated and the records amended if appropriate.

(First published in Dear IP no. 37, January 1997)

28) Banking Arrangements for the Insolvency Services Account

Since 1 April 1996 The Insolvency Services Account (ISA) is held at the Bank of England in London.  The account number continues to be 23672021 but the sort code is now 10.00.00.

Insolvency practitioners are aware that they should not remit funds directly to CAU, and are encouraged to remit them to the ISA via the Bank Giro Credit (BGC) system or other inter-bank transfer, which minimises delays in the cleared funds becoming available for estate investments or other transactions. Any monies which continue to be received at the Bank of England in Birmingham or at CAU will have to be forwarded to London, and further delays will arise.

(First published in Dear IP no. 35, April 1996)

_____________________________________________________________________

29) Payments into The Insolvency Services Account (England & Wales) - Endorsement of Payment

Insolvency practitioners are reminded that when they remit money to the Insolvency Services Account (ISA), cheques which are not made out to the ISA should be endorsed:-


“Please credit the Insolvency Services Account


 Signed……………………..Date…………….”

The endorsement should be signed by the Trustee or Liquidator.

Unendorsed cheques are still being received and practitioners are reminded that normal banking practice requires this endorsement, and that the Bank has a right to refuse and return cheques which have not been so endorsed. Please draw attention to this important requirement to any of your staff who are responsible for paying money into the ISA.

(First published in Dear IP no. 13, December 1989)

_____________________________________________________________________

30)  Transactions based on funds recently paid into the ISA

CAU regularly receives requisitions from practitioners to be actioned against monies remitted, or intended to be remitted, to the ISA, which have not been credited to the ISA by the time that the instruction has been received.

Such requisitions cannot be actioned by CAU until the funds have been credited to the ISA at the Bank of England, and represent cleared funds. Effectively, for funds deposited via the bank giro credit system, four working days should be allowed for clearance.

In order to avoid the unnecessary return of instructions due to “insufficient funds”, practitioners are asked to allow time for clearance before submitting requisitions to 

CAU which call upon recently deposited monies.

(First published in Dear IP no. 34, October 1995)

____________________________________________________________________

26)  Treasury Bills Maturity Dates

Under the present arrangements, the Central Accounting Unit (CAU), arranges for the purchase of Treasury Bills on the day following a receipt of instructions from liquidators. Purchases can be made on any day through the Bank of England.

In January this year the United Kingdom Debt Management Office (DMO) took over the Treasury Bill tenders from the Bank of England. As a result, with effect from 3 April 2000, the DMO will only be making Bills available for purchase on one or two working days per week. This will have the following effect on the service provided by CAU from 3/4/00:-

· Rollovers: In respect of Bills maturing on or after 2/4/00, it may not be possible to repurchase immediately. In such cases, monies realised on maturity will be placed on interest bearing accounts (subject to a minimum balance on the main estate of £2,000) until the next date Bills are available. On repurchase, specific notification of the new maturity date will be issued.
· Maturities: These will not be affected by the new arrangements.
· New Purchases: These may not be possible on the day following receipt of instructions if Bills are not available on the following day. They will be bought on the first available day.
If there are any queries regarding these changes please telephone Neil Cook on 0121 698 4253 or Ron Heppenstall on 0121 698 4251.

(First published in Dear IP no. 49, March 2000)

____________________________________________________________________

32) An Insolvency Practitioner’s Guide to CAU

CAU has produced a largely self-explanatory guide on its new organisation and procedures. Practitioners are asked to note the following.

· CAU’s key performance targets include the production and despatch of 97% of cheques within four days of receipt of the requisition. The requisition processing time is dependent upon there being sufficient cleared estate funds available to meet the amount requisitioned.

Copies of the guide can be obtained from CAU’s Customer Services Section on 0121 698 4268/4269/4270.

(First published in Dear IP no. 35, April 1996)

33) CAU User Group

The CAU user group was formed in 1997 in recognition that there is always scope to improve the banking and investment service provided to practitioners, and that their  comments have an important role to play in the identification of possible areas for improvement

The User Group members comprise insolvency practitioner representatives (who were nominated by each of the authorising bodies and provide a cross-section of views from large and small firms), a representative from the Association of Business Recovery Professionals (formerly the Society of Practitioners of Insolvency) and representatives of CAU and MCS.

The objectives of the User Group are to:

· ensure that CAU provides practitioners with the best service possible within the constraints of the legislation;

· provide a forum for users to give feedback to CAU on the quality of service they are receiving, any deficiencies, or changes needed;

· allow CAU to provide first hand information about current issues; and

· build useful relationships for mutual benefit;

The User Group meets twice a year

.

While the User Group is not a forum to discuss legislative changes, well founded points made will be passed onto The Service’s Policy Unit for further consideration.

If practitioners have any views on these issues, or other issues which they would like the User Group to consider, please write to Gary McDonnell, CAU User Group Secretary at CAU in Birmingham. 

(First published in Dear IP no. 39, October 1997)

____________________________________________________________________

34) CAU Market Survey – “Much improved, but could still do better…”

In late 1992 The Service commissioned an independent survey of insolvency practitioners’ perceptions of the quality of service offered by CAU. The Business Performance Group of the London School of Economics undertook the survey, between December 1992 and February 1993.

BACKGROUND

The survey comprised two parts; a detailed questionnaire and a series of in-depth telephone interviews with a random selection of practitioners. The survey set out to measure the importance placed by practitioners on CAU functions and activities, and their satisfaction with performance in those areas. A sample of 738 insolvency practices were surveyed, and yielded 196 usable responses.

Data obtained was segregated to highlight differences in perception between firms according to numbers of insolvencies handled, and the length of time that a firm has been dealing with CAU. Larger firms and those with the longest association with CAU tend to expect a higher standard. (See notes to Table 1 for a definition of large, medium and small firms).

PERFORMANCE CRITERIA

Following consultation with selected practitioners, seven criteria were chosen to rate the performance of CAU. These were (I) reliability, (ii) speed of turnaround, (iii) lack of bureaucracy, (iv) responsiveness to request, (v) delivery on time, (vi) accuracy, and (vii) approachability.

The figures below summarise practitioners’ perceptions of how well they feel CAU meets these criteria, and the importance practitioners assign to each.

Customer Satisfaction and Perceived Importance

of performance Criteria
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Source: BPG Central Accounting Unit Customer Survey 1993.

It appears that there are significant differences between expectations and level of satisfaction, but practitioners did acknowledge the performance improvements CAU has made over recent years. Practitioners were particularly concerned with the amount of bureaucracy encountered, which stems principally from the legislative framework within which CAU must operate.

Practitioners’ assessment of CAU’s general performance was encouraging with an overall performance index rating of 65 on a scale of 0 to 100.

FUNCTIONS

The main functions of CAU correspond to the work of Accounts, Cashiers and Reconciliation sections.

1. Accounts – this function has five specific facets:

(i) the maintenance of estate ledgers; practitioners are moderately satisfied with this role, although larger firms are slightly less satisfied and view it as more important than small firms. Late posting of entries was a specific concern.

(ii) providing an investment service, and (iii) providing a service for insolvency practitioners wishing to place funds in interest bearing accounts; neither large nor small firms are particularly satisfied with these two activities, yet it is instructive that firms of all sizes do not rate them of high importance compared to the other Accounts functions. The level of dissatisfaction appears to some extent to be influenced by statutory constraints such as the rate of interest payable on interest bearing accounts.

(iii) providing a checking service; compared with small firms, the large firms tend to be slightly more satisfied with the enquiry service, which is regarded by all as important. There is some concern over the manner in which telephone enquiries are dealt with, especially where they are not straightforward. There were also complaints that some staff do not appear to have sufficient knowledge to deal adequately with an enquiry.

2)       Cashiers – this function comprises:

(i) recording of transactions through the ISA in the cash book; practitioners are mostly satisfied with this activity, and also regarded it as the most important cashier function.

(ii) Cancelling and re-issuing cheques; large firms are more satisfied with this function than medium and small firms.

(iii) Maintaining an unclaimed dividends record; practitioners are least satisfied with this Cashier function, and regarded it as least important.

Overall, practitioners are mildly positive about the service performed by Cashier section.

3)
Reconciliation

This activity is regarded as very important by all firms, and practitioners are neither satisfied nor dissatisfied with CAU’s performance. Late posting after ledger pages have been issued to practitioners causes particular difficulties.

ACTIVITIES

The CAU functions have a number of activities associated with them. The survey examined the different aspects of these activities to determine the level of satisfaction and the importance ascribed to each by insolvency practitioners.

1. Requisition – of cheques; practitioners are moderately satisfied although larger firms tend to be marginally more satisfied, and view the activities as significantly more important than medium and small firms.

2. Customer Service – this activity comprises:

(i) sending out account statements on written requests and providing account balances: these are regarded as the most important area of customer service, and give rise to the largest differences between expectations and satisfaction.

(ii) dealing with telephone enquiries:  regarded by all practitioners as important. All practices said that they sometimes experienced difficulty in getting through to the right person.

(iii) cancelling and re-issuing cheques; is perceived as having less importance.

(iv) Posting unpaid cheques to accounts; practitioners from both large and small firms are slightly dissatisfied with this activity, and regard it as more important than practitioners in medium firms. 

3.  Interest bearing Accounts

Practitioners with the greatest number of insolvencies view this activity as extremely important,  more so than those in small firms.

Generally, practitioners expressed dissatisfaction with this activity, although moderately satisfied with the setting up and transfer of monies to interest bearing accounts. Responses appear to have been influenced by the level of interest paid.

4. Receipts

Practitioners view all aspects of this activity as important. Practitioners are mildly satisfied with posting receipts, setting up new accounts and queries. They are, however, neutral as regards the notification of account numbers in voluntary cases.

5. Investments

The importance of this activity varied according to the size of firm; large firms regard it as very important, small firms as moderately important.

On average, practitioners are not very satisfied with the performance of the investment activity, partly due to the legal constraints under which CAU must operate, and the lack of investment potential for bankruptcy estates.

6. Reconciliation

Practitioners in large firms regard this activity as extremely important and have expressed some dissatisfaction with CAU’s performance. Medium and small firms are less critical.

7.    Cashiers

The different aspects of this activity comprise (i) correspondence with practitioners on some issues, (ii) dispatch of bank giro books, (iii) manual cheques and telegraphic transfers and dispatching cheques. Practitioners place greater importance on the last aspect than the others, and are relatively satisfied with the service.

Performance Indices for the different functions and activities of CAU are given below:

            Central Accounting Unit Performance

          by Function and Activity

	
	
	
	
	

	
	ALL
	SMALL
	MEDIUM
	LARGE

	
	
	
	
	

	CAU Functions
	
	
	
	

	Accounts
	61
	62
	59
	63

	Cashiers
	66
	66
	64
	67

	Reconciliation
	62
	62
	63
	58

	
	
	
	
	

	CAU Activities
	
	
	
	

	Requisitions
	71
	72
	71
	74

	Customer Service
	65
	67
	64
	67

	Interest 

Bearing Accounts
	61
	64
	58
	59

	Receipts
	64
	65
	64
	62

	Investments
	61
	61
	61
	63

	Reconciliation
	59
	62
	57
	53

	Cashiers
	67
	67
	65
	70

	
	
	
	
	

	CAU Overall
	65
	68
	63
	65


Source:  BPG Central Accounting Unit Customer Survey 1993

Large Firm - one dealing with more than 1,000 insolvencies; in the survey there were 8 firms dealing with 26,000 insolvencies.

Medium Firm - one dealing with less than 1,000 but more than 100 insolvencies: in the survey there were 78 firms dealing with 25,000 insolvencies.

Small Firms – one dealing with less than 100 insolvencies; in the survey there were 110 firms dealing with 3,000 insolvencies.

CONCLUSION
The response to the customer survey was encouragingly high, and the Service is grateful to those practitioners who found the time to participate during a period of  unprecedented workloads. Over recent years, in a period of virtually continuous transition, CAU has improved performance significantly, an achievement which was recognised by almost half the practitioners responding.

However, it is acknowledged that there is ample scope for further improvement to bring CAU’s overall standard of service into line with practitioners’ expectations.

Improvements can be regarded as falling into one of three categories:

(i) those that can be readily implemented at an early date without significant additional resources,

(ii) improvements which will be addressed by the new BANCS computer system,

(iii) improvements which have resource or operational implications. Some of these will be taken up by the in-house bid team in the market testing of CAU. Others, such as those involving primary legislation, necessarily have a longer timescale.

These will be taken into account in the future plans for CAU.

(First published in Dear IP no. 27, August 1993)

_____________________________________________________________________

35) The Insolvency Services Account - Bank of England Address

Dear IP number 35 advised practitioners of the move of The Insolvency Services Account (ISA) from The Bank of England Birmingham to The Bank of England London. The notice did not provide the full postal address for the bank. The address and account number details are as follows:

The Insolvency Services Account

Sort code 10 00 00 account number 23672021

Bank of England 

Threadneedle Street

London

EC2R 8AH
(First published in Dear IP no. 47, October 1999)

___________________________________________________________

36) Remittance of Funds into the Insolvency Services Account – Exit from Administration to Compulsory Liquidation

Insolvency Practitioner Compliance Unit (IPCU) recently had cause to consider the interaction of section 19(4) of the Insolvency Act 1986 with regulation 5(1) of the Insolvency Regulations 1994 in connection with the payment of funds into the ISA in the situation where a liquidation follows an administration. Practitioners will be aware that section 19(4) provides:

“His remuneration and any expenses properly incurred by him shall be charged on and paid out of any property of the company which is in his custody or under his control at that time [i.e. when he ceases to be the administrator] in priority to any security to which section 15(1) then applies.”

IPCU became aware of a case where the former administrator of the company was appointed liquidator by the court following a winding up order but did not remit the funds under his control in a bank account into the ISA. When contacted, the insolvency practitioner indicated that he has sought legal advice on his position following the discharge of the Administration Order, and how to meet the liabilities which remained unpaid from the administration, including his remuneration and expenses. The advice was about the interaction of section 19 of the Insolvency Act 1986 and regulation 5 of the Insolvency Regulations 1994, and concluded that there was no obligation to bank with the ISA those funds, falling within section 19.

After considering the matter, the Service takes the view that the property of the company in the hands of this insolvency practitioner at the time of his discharge as Administrator was indeed subject to a charge under section 19 (4) in respect of his outstanding remuneration and expenses. The effect of such a charge was considered in the case of Re Sheridan Securities Limited (1986) 4BBC 200 by Mervyn Davies J who stated that:

“The company’s assets, at the time when the administrator vacates office, stand charged with his remuneration and expenses. When winding up ensues the assets remain so charged in the hands of the official receiver. They will then take priority over other claims in the winding up save that they are postponed to debts secured by fixed charges and to the sums mentioned in section 19 (5).”

This passage appears to envisage that such property of a company as is covered by the section 19 (4) charge falls into the hands of the official receiver or liquidator acting in the course of their functions, but is held subject to the section 19 (4) charge. 

In the particular case which stimulated this exercise, the liquidator had been the administrator, which may have led to confusion over the treatment of funds subject to the section 19 (4) charge. However, had the liquidator and the administrator of this company been different individuals then it would have been straightforward, i.e.:

(1) the newly appointed liquidator would have required the administrator to hand over all the property of the company immediately; and

(2) the newly appointed liquidator would have received such property in his capacity as liquidator, and in the course of his functions as such.

Regulation 5 (1) provides:

“In the case of a winding up by the court, subject to regulation 6 below, the liquidator shall pay all money received by him in the course of carrying out his functions as such without any deduction into the Insolvency Services Account kept by the Secretary of State with the bank of England to the credit of the company once every 14 days or forthwith if £5,000 or more has been received.”

The Service considers that the regulation is unambiguous in that it requires a liquidator to pay all monies received by him in the course of carrying out his functions into the ISA, and that there is no conflict between the requirements of this regulation and section 19 (4),  the monies in question remaining subject to the section 19 (4) charge whilst in a liquidation account in the ISA. Realisations relating to charged assets, including those subject to a section 19 (4) charge, should be paid into the ISA and will not be liable to the Secretary of State fees. It will assist Central Accounting Unit to avoid any unnecessary charging and rebating of those fees, if the word “Charge” is inserted on the Bank Giro Credit slip.

In other words, the Service takes the view that the liquidator was obliged by Regulation 5 to pay all monies in his possession into the ISA, whether or not such monies were subject to a section 19 (4) charge.

(Enquiries arising from the above should be addressed to Pat Christopher, Insolvency Compliance Unit, 5th Floor, Ladywood House, 45/46 Stephenson Street, Birmingham, B2 4UZ (telephone 0121 698 4104)

(First published in Dear IP no. 50, June 2000)
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