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1 Function Overview --  Revenue and Receivables (RR)

The Revenue and Receivables (RR) team is one of the functional design groups in Set 1. This team had the task of analyzing and defining business processes for the Commonwealth’s Revenue and Receivables function. The RR team began business design analysis by first defining “Revenue” and “Receivable events”. 

Revenue is defined as income to the Commonwealth that is recorded as an income statement account, for example, tax collection, and income earned for goods and services provided.  A Receivable event is an event known to have occurred resulting in a sum of money being due to the Commonwealth.  For example, a fine due to violation of a government regulation that is owed to the Commonwealth.  Revenue can be recognized at the time goods and services are provided and a receivable event is recorded.  Revenue can also be recognized when money (i.e., cash, check or EFT deposit) is received and a receipt is recorded.  

The next step in the business design analysis was the identification of the business processes within the Revenue and Receivables function.  A further distinction was made to specify the various scenarios that could occur within each business process.  The team then identified the necessary procedural steps for each scenario.  The information for each business process, procedural step, and scenario was entered into the Rover database.  The Rover Step Usage table was used to link the scenario to the relevant procedural steps.

AMS team members mapped the Commonwealth’s procedural steps to ADVANTAGE functionality during the business design analysis.

The next business design phase was prototyping.  During prototyping, the team compared the current baseline functionality to the Revenue and Receivables processes and scenarios, and identified the required modifications.  A more detailed discussion of the recommended modifications can be found in Section 3-Summary of Software Modifications.

The Advanced Receivable Subsystem (ARS) will be used for the MARS Revenue and Receivable function.  The ARS records detailed revenue transactions.  The subsystem supports both cash and accrual basis accounting.  Transactions are posted to on-line tables (i.e., Open Receivable Header Inquiry (OREH)  and Open Receivable Line Inquiry (OREL) , etc.) and the revenue ledger.  The baseline subsystem, based on the assumption that users will operate in a centralized environment, provides centralized tracking and monitoring capability through on-line inquiries and management reporting. 

The RR team determined that some current accounts receivable subsystems will exist external to MARS (Revenue Cabinet, Transportation Cabinet, etc.).  MARS will not replace these agency systems due to the other necessary information that is housed in the subsystems.

The primary revenue transactions recorded involves recognition of earned and billed revenue, receipt of cash, receipt of cash advance and recognition of revenue previously received as an advance.  The ARS also records Non-Sufficient Funds (NSF) checks, receivable credit memo and write-off.  

The Commonwealth desires the ability to pursue delinquent accounts receivables through vendor intercept.  A Warrant Intercept (WINT) table exists in the Advanced Receivable Subsystem for the purpose of intercept.   If the customer is also a vendor in the system, payment to the vendor will be withheld for the amount of the receivable owed to the state.   Since the vendor intercept process is designed within the Disbursement function, the use of this table will be discussed in the Disbursement functional specification – Vendor Offset. 

The Advanced Receivable Subsystem provides an overall close fit to the MARS requirements for the Commonwealth’s Receivable and Revenue function.  A few software modifications are required to satisfy the Commonwealth’s requirements (please refer to the ‘Summary of Software Modifications’).  Among them, major changes to the current subsystem include:

· Establishment and changes to the customer information will be done in a document instead of the customer table (CUST) in baseline.  This enables the user to route all requests for additions or changes to the customer file to central office for approval through Advantage Workflow.  (Please refer to functional specifications RR003 and RR023)

· Allow more system wide controls and options to be maintained by agencies (i.e., tolerance level, NSF check charge).   Currently, tolerance level and NSF check charge are maintained at the system wide level only.  (Please refer to functional specification RR020)

· Invoice print, dunning message print, statement and collection letter print will be decentralized since the Commonwealth receivable and collection activities are handled by individual agencies.   Currently, baseline provides centralized printing.  (Please refer to functional specifications RR008, RR013 and RR024)

· New tables to assist Treasury receipt deposit will be created (a site-specific change).  (Please refer to functional specification RR030)

MARS Revenue and Receivable functionality will result in some significant policy and procedure changes.  They include:

· A model set of Commonwealth wide policies and procedures to set up system wide controls and options for revenue (i.e., interest charge, NSF check charge, etc.).   Agencies will have discretion to modify these controls and options.  

· Procedurally, each agency can be assigned a block of billing codes.  Billing codes specify information needed to generate customer invoices (i.e., pay to, remit to, etc).

· Agencies will be able to record multiple funds on one Cash Receipt document.  Thus eliminating the current constraint on the STARS Pay-In Voucher. 

· Procedurally, agencies will be required to write Receivable (RE) or Cash Receipt (CR) number on the check.

· Controller policies are needed for establishing agency specific NSF check charge, late charge, interest rate for past due receivables, and write off.

The modified system will meet MARS objectives for the Revenue and Receivable function as follows:

· Establish centralized receivables tracking

The Advanced Receivable baseline subsystem provides an integrated centralized database.  Both on-line inquiry screens and reports for centralized receivable tracking are supported.  On-line inquiry tables are either individual receivable based or customer based.  For the customer-based tables, Commonwealth wide transactions for the customer will be reflected.  For example, there’s a Customer Financial History Inquiry (CUSF) table and a Customer Credit History Inquiry (CUSC) table.  

· Establish decentralized (agency) control of billing cycles and invoice format

MARS supports decentralized Revenue and Receivable transactions.  Agencies will have the capability to establish their own revenue and receivable options and controls.  For example, an agency can set up its own interest type, interest rate, late charge, tolerance level and NSF check charge, etc..  These elements will override the values on the system wide control option table.  Agencies can also set up their own billing profiles that specifies remit to and pay to information, receivable due date lag, statement date, etc..  In addition, agency controlled dunning message notice cycle and collection letter notice cycle can be established through agency specific billing codes.  

The receivable document will be initiated, approved and processed by individual agencies.   Invoices will be printed locally at agency site.  On demand printing of invoices, dunning messages and statement will be available to agencies.   Please refer to functional specifications for software modifications RR008, RR013 and RR024 for details. 

· Establish ability to interface with detailed receivable information maintained in agency subsystems

MARS will bring in receivable information summarized from the agency subsystems.  The interface team is handling the detailed interface designs.

· Establish centralized (perhaps lock-box based) remittance processing (possible future enhancement)

MARS does not provide centralized lock-box capability in the July 1, 1999 implementation.  Receipt transaction in MARS will be initiated by agencies and approved and processed by Treasury.  The processed receipts will update a new on-line table (please refer to functional specification for the software modification RR030 for details).  The same table will be used by Treasury to facilitate the deposit activity.  Processed receipts will also update open receivable tables and ledger.  The Commonwealth wide customer financial inquiry (CUSF) table will be updated real time.  

The implementation of the Advanced Receivable Subsystem will provide the Commonwealth with centralized Accounts Receivable functionality.    This functionality helps move the Commonwealth closer to its goal of providing an enterprise-wide system.  The Revenue and Receivable function in MARS provides the capability to record receivable events, send invoices and/or customer statements as a result of the receivable event, record receipt, collect past due receivables, write off receivables, deposit money, and track customer account balances.  

Six processes were identified within the Revenue and Receivable function:

· Billing

· Receipt

· Collection

· Customer Maintenance

· Deposit

· Adjustment

Detail discussions of these six processes are presented in the subsequent sections.  

About this document:

The MARS Project Business Analysis and Design team will be producing nine System Usage Analysis documents, one for each business area:

· Revenue and Receivables

· Internal Orders and Billings

· Purchasing and Payables

· Grants and Cost Allocation

· Projects and Jobs

· General Accounting

· Inventory and Fixed Assets

· Budgeting

· Disbursements

The purpose of the System Usage Analysis is to document the MARS conceptual model by defining key business processes and how the MARS system will address them.  These documents provide the starting point for several project efforts, including agency analysis, policy and procedure analysis, training, and organization redesign.

Each document consists of ten major sections:

1. Function Overview.  The overview contains information regarding the systems impacted, a summary of major policy and procedures changes, and summary of reengineering objectives.

2. Business Processes.   Within each business area, the analysis and design teams identified key business process that represent the Commonwealth's business practices.  For each business process analyzed within the business area, the following items are documented:

· Description.  A narrative description of the process.

· System Mapping.  A narrative description of how the MARS system functionality addresses each business process.

· Key Inputs.  Key inputs, such as paper forms, user input, or other processes, that serve as triggers to the process.

· Key Outputs.  Key outputs that serve as the results of the process.

· Key Actors.  Key positions, roles, cabinets or other organizations involved in the business process.

3. Scenarios.  Provides a summary of business scenarios identified for the process. Business scenarios are detailed cases or variations of a specific business process

4. Summary of Key Policy and Procedure Changes for the Process.  Documents a summary list of key policy and procedures identified by the analysis and design teams that are impacted or need to be created for the business process.

5. Summary of Software Modifications.  Through the process of mapping the business processes to baseline system functionality, software modifications may have been identified.  This section provides a summary of those modifications.

6. Checklist Disposition.  The MARS RFP requirement checklist served as an input to the business process design effort.  This section documents the disposition of the requirement checklist.

7. Major Issues Decisions.  This section summarizes major design issues and their resolution.

8. EMPOWER/Reengineering Objectives.  This section provides a summary of the EMPOWER Kentucky Reengineering Objectives and how they are addresses by the MARS conceptual model.

9. Performance Measures.  The EMPOWER Reengineering effort and the design teams identified key performance measures for each business area.  This section documents these measures and how MARS addresses them.

10. Design Tool Detailed Report.  The MARS Design Toolset (Rover) was used throughout the design process to capture detailed information regarding business processes, scenarios, process steps and system mapping.  This appendix provides detailed supporting information regarding the business processes outlined in the System Usage Analysis document.

It is important to note that the contents of the System Usage Analysis documents are supported by other MARS Project deliverables.   A complete list of these deliverable documents is available in Appendix A of the MARS Project Strategic Plan.
2 Description of Business Processes

2.1 Business Process  --  Billing

2.1.1 Process Overview

2.1.1.1 Description 

Figure 1:  Billing
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The Commonwealth’s vision for the billing process is:

· To establish a system that provides accurate and timely billing for amounts owed to the Commonwealth;

· To provide a MARS system that supports decentralized data entry for generating accounts receivables billings;

· To establish a system that provides a means for tracking accounts receivables in a centralized and decentralized environment;

· To provide a system that provides billing capabilities for the Commonwealth’s various types of receivables (i.e., fees, permits, etc.);

· To provide a system capable of monitoring the aging of the accounts receivables, and creating customer billings and statements based on the age of the receivables.

The Billing process records and tracks receivable events in MARS.  Invoices are sent to customers as a result of the billing process.  The Billing event is triggered by a pre-billing event, which comprises the order of goods and services and/or fulfillment of order, traffic violation, etc. 

The Billing process records amount legally owed to the Commonwealth.  It can be a revenue event if goods and services are provided; it can be a vendor refund owed to the Commonwealth;  or it can be unearned revenue.  The following lists types of Billing events that are going to be recorded and tracked in MARS and their corresponding ledger entries:

      Billing Events                    Accounting

· Sales                              Dr.  Receivable

                                                        Cr.  Revenue

· Vendor Refund               Dr.  Receivable

                                                        Cr.   Expenditure

· Unearned Revenue        Dr.  Receivable

                                                        Cr.   Deferred Revenue

The recording of the Billing event will be primarily performed by agencies in a decentralized environment.  Agencies initiate the data entry, obtain approvals from the agency authority and process the billing.  As a result, an invoice is printed at agency site and sent to the customer.  Optionally, the customer statement is also generated and mailed.  While agencies are responsible to track their own receivables, central office will also be able to monitor at the statewide level via on-line inquiry and reports.

For agencies using their own accounts receivable subsystems, summary receivable information will be sent from the offline system and recorded as an accounting event in MARS.  Invoices are not produced for these summary receivables.  

2.1.1.2 System Mapping

There’s a very good fit between the baseline functionality and receivable requirements identified by the Commonwealth.  The ADVANTAGE Receivable (RE) document will be used to record billing/receivable events in MARS.  Customer number, billing code, and accounting information are required on the RE document.  Once the RE document is accepted by the system, an invoice will be automatically generated.  Any adjustments to the receivable (increase/decrease the amount) will also automatically trigger invoices.  

The Receivable document updates several tables real time in MARS.  User can perform inquiry by receivable number or by customer number.  Since processing billing will occur in a decentralized environment for the Commonwealth, the baseline ADVANTAGE will need to be modified to provide customer financial history inquiry by agency.  Inquiry screens  will remain available in MARS to provide central office the ability  to track/monitor statewide billing.  

2.1.1.3 Key Inputs (triggers)

· Order entry

· Customer table

· Billing information

2.1.1.4 Key Outputs (results)

· Approved and processed receivable document

· Printed invoice

· Printed statement

· Aging report

· Renewal notice

2.1.1.5 Key Actors

· Agency Accounts Receivable Processor

· Agency Fiscal Officer / Manager

2.1.1.6 Scenarios

Scenario Name
Business Description

Good Customer
This scenario represents a ‘standard’ billing event (with a ‘normal’ customer).   This represents the creation of the standard invoice for the average customer that does not require any special instructions. 

Bad customer
This scenario represents the billing of a customer where we want to provide special instructions on the invoice for this type of customer.  For example 'Certified check or money order only'.

Sales on an open account
This scenario represents the billing of a  receivable event that credits revenue.

Record vendor refund due
Vendor is returning a refund for overpayment from the Commonwealth.   Need to record a receivable transaction referencing expenditure.  The accounting entry for this scenario should be:

           Dr. Receivable

                    Cr.  Expenditure

Record pre-billing of internal service
Revenue is not recognized when the receivable is created in the system.  This is an example for a receivable transaction that results in the following account entry:

     Dr.  Receivable

         Cr.  Deferred Revenue

Bill rents
This scenario is to create billings for recurring billing event.

Type 'S' summary receivable document
Summary receivable information will be interfaced to MARS from external systems.  Only accounting event is recorded in MARS.  The 'RE Type' field on the receivable document is used to indicate the transaction is a summary record (type ‘S’ for summary).  Invoices will be printed in external systems, not MARS.

Exercise use of doc.  ID to support agency decentralization
Use agency ID and prefixes for document ID.  This scenario is to test how the document ID can use prefixes and agency ID to support agency decentralization.

Calculate billing rate
Establish necessary variables in the Billing Rate table of the ADVANTAGE.  Please refer to RFP checklist AR52-58 for detail requirements for this scenario.

Receivable document with different billing code, same agency
This scenario involves the entering of a receivable document with different billing codes within the same agency.  Allow one agency to use different billing codes.  

Approve receivable document based on dollar amount threshold
Apply approval based on dollar amount of the receivable document.  Please refer to detail table. 1.K-1

More approval levels may be required based on amount of the receivable document.

Print invoice with detachable remittance stub.
Enter the text information for receivable document.

Print different invoices for the same customer.
Multiple invoices should be generated for multiple receivable documents with the same customer code.

This scenario is to verify one invoice is printed for one RE.  (All invoices for a single customer are not printed together unless billings are all recorded in one RE).

Suppress an invoice from printing & provide an audit trail.
Obtain MTI log for audit trail.

Invoice generation can be suppressed by not selecting Generate Billing on the Open Receivables Options (OREO) table.

Invoices are automatically suppressed if the receivable has been:

- marked as a summary receivable

- placed on a payment schedule

-flagged for payment intercept

-marked for collection agency referral

-marked for legal action

-marked for write-off or written-off.

Print an invoice for a customer w/ a credit balance
Agencies should be able to apply credit memo to positive receivable balance.  The invoice reflects the net amount.

Send renewal notices
Renewal notice should be generated based on previous billing information.

Maintain Billing code info by agency (AR066-070)
This scenario should include defining a block for different agencies.

This scenario should also test AR-145, the ability to establish different rates and parameters for different invoice types or line items.

Suppress the printing of customer statement.  (AR 128-132)
This scenario should suppress the printing of customer statements with:

A) zero balance

B) a credit balance

C) a balance below a minimum user-definable amount

D) a flag in the customer record – (This is achieved through entering the customer code on the Statement Hold (STHD) table.  Statements will remain suppressed while this information remains on STHD).

2.1.2 Summary of Key Policy and Procedure Changes for the Process

· Statewide policy to set up system wide options for revenue (i.e., receivable due date lag, interest type, interest percentage charge, NSF charge, etc.)

· Agency policy to set up agency control options for revenue (i.e., receivable due date lag, NSF charge, etc.)

· A policy on when to suppress invoices and statements is needed.

· Agencies could be assigned blocks of billing codes.

2.2 Business Process – Receipt

2.2.1 Process Overview

2.2.1.1 Description

Figure 2: Cash Receipt flowchart 
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Cash Receipt Conceptual model
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The Commonwealth’s vision for the receipt process is:

· To provide a system capable of recording receipts into the system as quickly as possible;

· To provide a system capable of applying the receipts to the proper open accounts receivable balances;

· To provide a system capable of applying the receipts to the proper revenue classifications;

· To provide the ability to eliminate the manual processing of Pay-In-Vouchers.

The Receipt process records money received by the Commonwealth.  Money can be received in the form of check, cash or EFT/EDI.  Regardless, a receipt transaction represents one of the four business events:  

· Customer pays the bill – the corresponding receivable is therefore closed;

· Vendor returns refund – a reduction to expenditure is recorded;

· Customer pays for a cash sale – revenue is recorded;

· Customer pays for goods and services not yet performed – deferred revenue is recorded.

Accounting entries for these four business events are:

· Dr.  Cash

                 Cr.  Receivable

· Dr.  Cash

                 Cr.   Expenditure

· Dr.  Cash

                 Cr.   Revenue

· Dr.  Cash

                 Cr.  Deferred Revenue

The Receipt process will be initiated by the agencies that receive money and completed by the Treasury who deposits the money into the bank.  The timing is critical for this process.  When a receivable is referenced on a cash receipt document, from the time agencies receive the money until Treasury processes the cash receipt document, the customer receivable will stay open.  In addition, money should not be available for agencies to spend until the Treasury deposits it.  

Online inquiries provide the ability to track which receivables have been paid by the customer and which are still outstanding.  The MARS security setup should ensure that agencies only see their own transactions online.  

In the situation when one customer’s check pays cross agency invoices and there is not sufficient information on which receivables the check is paying for, a central office who has access to all agencies’ receivables should take the responsibility to track down the missing information.  

2.2.1.2 System Mapping

The baseline Receipt function is a very good fit to the Commonwealth Receipt process.  On the Cash Receipt (CR) document, users are allowed to reference a receivable document or directly credit revenue, expenditure, or deferred revenue.  Once the CR document is processed, the referenced receivable will be closed.  

There is also a good fit between baseline overpayment and underpayment functionality and Commonwealth requirements.  The system automatically closes the referenced receivable if the over/under payment falls within a user defined tolerance.  If tolerance is exceeded, the system will automatically post the overpayment amount to a separate balance sheet account.  When no invoices are generated for the customer, over or under payment will be applied to receivable balance by the age of the receivables. 

The RR team has mapped a cash receipt conceptual model and obtained agreement from the Treasury.  The conceptual model proposes (please refer to Figure 2), that all cash receipt document will be initiated by the agencies and routed through workflow to the Treasury who will approve, process and deposit the money.  New tables will be created for the Treasury to process and group the CR’s.  Please see functional specification RR030 for details.  

2.2.1.3 Key Inputs

· Sorted mail

· Remittance

· Transmittal list

2.2.1.4 Key Outputs

· Approved and processed CR documents

· Deposit tickets

2.2.1.5 Key Actors

· Agency mail room personnel

· Agency accounts receivable processor

· Field office fiscal clerk

· Fiscal officer / manager

· Treasury clerk

· Treasury receipt process manager

2.2.1.6 Scenarios

Scenario Name
Business Description

Business Form (include impure mail)
Impure mail is receiving business forms (i.e., tax returns, change of address forms, etc.) without checks, or any type of correspondence that will require other actions within the agency.  When these forms are received they are routed to appropriate place within the agency so further action can be taken.

Agreement between system updates and pre-list
Verify data entered in the system is consistent with physical money received.

Disagreement between system updates and pre-list
Verify data entered in the system is consistent with physical money received.

Checks sent to Treasurer
Most agencies deposit money through Treasury.

Checks sent to local bank for deposit
Some agencies deposit money directly into a local bank.

Check w/ remittance
A check is received w/ the remittance advice

Receive Check only
This step involves the receiving of a check w/o a remittance, which requires that the appropriate forms must be created, such as the remittance advice form.

Receive checks that are not US money (out of country funds)
This involves the receipt of checks that are in a foreign currency.  This requires the checks to be converted to US currency.  Once the US equivalent is known, the recorded amount of receipt may need to be adjusted on the CR document.

Receive Cash
This scenario is the receiving of "cash"

Check amount = remittance
This scenario is where you receive a payment that is equal to the remittance advice.

Check amount is < or > remittance
This scenario is the receiving a check for an amount that is different from the remittance advice.  The check is applied to the bill as a partial payment or an overpayment.

# of checks or check amt. inconsistent w/ transmittal letter
Here the number of checks or the check amounts are not consistent with the transmittal letter.

Receipt referencing a receivable (full payment)
This scenario involves receiving full payment for an accounts receivable.  The transaction would be:

Dr. Cash

    Cr.  Accounts Receivable

The CR document references the RE in this case.

Receipt only
This scenario involves a receipt only.  The transaction would be

Dr. Cash

    Cr. Revenue

There is no receivable involved in this scenario.

Vendor Refund
This scenario involves the receiving of a vendor refund that resulted from the Commonwealth's overpayment of the vendor.

Cash Advance (deferred revenue)
This scenario involves the receiving of a payment in advance of rendering the good or service.

Overpayment with, outside tolerance
This scenario includes the receiving of a payment for more than the billed amount.  This overpayment can be within or outside of the tolerance.  If overpayment is within tolerance, the receivable is closed.  If outside tolerance, the receivable remains open and the overpayment is recorded to a balance sheet liability account.

Underpayment within, outside tolerance
This scenario involves the receiving of a  payment that is less than the billed amount.  This underpayment can be within or outside of the tolerance.  If the underpayment is within tolerance, the receivable is closed.  If outside tolerance, it remains open.

Partial payment
This scenario is receiving a payment for an amount less than the billed amount.

Overpayment in Advance
This scenario is for the receiving of an overpayment in advance of rendering a good or service.

Payment from 3rd party
This scenario would be the receiving of a payment from a source other than the party that was billed.

EFT/EDI
Refer to the issue table.  Issue #234.

Receive receipt info from external systems (interface)
This scenario involves the receiving of receipt information from external sources.  The detailed interface design will be handled by the interface team.  The discussion of the design will be contained in the interface design document.  



Override bank account code
This scenario is the depositing in a local bank versus using the central depository.  This scenario involves coding a different bank account code on the CR.

Multiple Line Cash Receipt document
Enter multiple referenced receivable lines or multiple accounting lines for a CR document.

Hold a payment pending further investigation (AR-191)
Payment information will be entered in the system but put on hold.

Record Receipt w/o invoice #, code Customer ID
A cash receipt document without referencing a receivable document.  Credit revenue directly.

Recording Unrecognizable Receipt
This scenario is for the handling of an unrecognizable receipt.  This is where you receive a check from someone that you do not realize and you do not know what it is for.  We want to get that money recorded as quickly as possible.  One way to do this is by recording the receipt as a miscellaneous customer.

Approve cash receipt document
Apply approval to cash receipt document.

Disapprove cash receipt document
Reject and route cash receipt back to agency.

Recording Credit Card  Fee as expense against receipt
This scenario should address the ability to record the credit card processing fee against the credit card receipts as an expense.

2.2.2 Summary of Key Policy and Procedure Changes for the Process

· One Pay-In-Voucher today may become multiple Cash Receipt (CR) documents in MARS (CR only handles up to 99 lines).

· Agencies will be able to record multiple funds within one CR document.

· The statewide tolerance level will need to be established.

· Procedurally, agencies should be required to write RE or CR (if there’s no RE) number on the check.  

· Policy is needed on the application of cross agency receipts when it is unclear what agency’s receivables are being paid.  See issue #257.

· Policy on applying receipts to receivables (e.g. FIFO, LIFO) when it is not known what receivables the customer is paying.

2.3 Business Process  -  Collection

2.3.1 Process Overview

2.3.1.1 Description

Figure 3: Collection
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The Commonwealth’s vision for the collection process is:

· To provide a system capable of identifying delinquent accounts;

· To provide a system capable of pursuing delinquent accounts receivables by creating dunning messages and collection letters that are tailored to agencies’ needs;

· To provide a system capable of applying interest and late charges to delinquent accounts;

· To provide a system capable of intercepting payments to customers that have delinquent accounts receivables;

· To provide a system that prepares an accounting transaction to recognize a receivable due to a NSF check;

· To provide a system with the ability to update customer account balances for any collections made;

· To provide the ability to update a customer’s credit file to reflect collection activities;

· To provide the ability to write-off uncollectible accounts.

Assuming a customer pays his bills on time, the first two processes (Billing and Receipt) will be sufficient to record his business with the Commonwealth.  However, the collection process comes into play when the receivables become past due.  Based on the number of days past due, different messages will be sent to remind the customer of the amount owed to the Commonwealth.  Agencies will define the content of the dunning messages and collection letters on the dunning message (DUNN) and collection letters (COLT) tables.  The scheduling of the messages and letters is defined on the Collection Control (CCTL) and Billing Profile Collection Cycle (BPCC) tables.  On the appropriate day past due, the respective dunning message is printed on the invoice during the normal invoice print process.  Dunning messages can be printed on-demand to a local printer or by batch.  Collection letters will be printed by batch during the nightly cycle.  The printing and sending of the dunning messages and collection letters will be done at the agency site. 

Optionally, interest and/or late charges will be applied to the customer’s billing.   The interest and late charge accrual is calculated based on parameters (i.e., interest rate, interest type, late charge amount, etc.), defined in the system-wide Revenue Options (ROPT) or Revenue Options by Agency/Revenue Source (ROAR).  

 Different collection events are listed below:

· Accrue interest and apply late charges

· Arrange alternative payment scheduling

· Write off 

· Intercept

· Hand over to a collection agency

· Handle a NSF check

Baseline provides capability for flexible payment arrangement.  Customer can negotiate with the Commonwealth and arrange alternative payment scheduling.  The flexible payment scheduling can be established in Advantage by using the Payment Scheduling (PSHD) table.  A Commonwealth policy should be developed to address this function.  

A customer’s receivable can also be written off when it is evident that the collection is highly unlikely.  The write-off of a receivable is scheduled on the Potential Uncorrectable Receivable (PUNR) table.  A write-off transaction will be automatically generated in the nightly cycle to reverse the receivable entries.    

In the situation when a customer is also a vendor, past due amounts for the customer could be intercepted against Commonwealth payments to that customer.  The intercept process is being handled by the Disbursement team and will be discussed in the PPD SUA document.   

The recording of a Non-Sufficient Fund (NSF) check will be done in different ways depending on what is on the returned check.  If a validating number is on the check, it is a NSF check for Revenue Cabinet.  The Treasury will record a new Cash Receipt document using a decrease line to reduce cash and debit to a Revenue clearing account.  This will be done for a lump sum amount of all the Revenue NSF checks for that day.  The checks will be sent to the Revenue Cabinet.  Revenue will do research and process a JVC document to debit the individual revenue source account and credit the clearing account.  If a Receivable (RE) number is on the check, the Treasury will record a Non-Sufficient Fund (NF) document, which will re-establish the receivable, reduce cash and apply NSF check charge.  Bad checks will be sent to the agencies that will handle the invoice generated from the re-established receivable.  If a Cash Receipt (CR) number is on the check, a (decrease) Cash Receipt (CR) document will be entered by the Treasury to reduce cash.  Detail procedures will be developed by implementation team.  If a bad check is returned with no reference number on the check, the Treasury will research and find the CR number and create a new CR to reduce cash.  Unless the Treasury enters a NF document, the agencies will need to create a receivable (RE) document to bill the customer.  The NSF check charge can be applied on the RE document.  The NSF checks received by the field office will be recorded and processed by the field office on a NF document (if RE# is on the check) or CR document (if CR# is on the check).   

Under the Collection process, agencies will have the flexibility to control the following elements through the Revenue Option by Agency and Revenue Source (ROAR) table and the Billing Profile (BPRO) table:

· Interest 

· Late charges

· Past due date lag

· NSF charge

· Tolerance level

2.3.1.2 System Mapping

The baseline collection function is a very good fit to the functional requirements identified by the Commonwealth.  Agencies have the flexibility to manage their own collection activities, such as sending the dunning messages and collection letters.  

Since the baseline software assumes a centralized user environment, modifications are needed to provide agencies the maintenance capabilities on elements such as past due date lag, NSF charge and tolerance level.  (See functional specification RR020 for more detailed information.)

Baseline ADVANTAGE can accrue interest and apply late fees to aging receivables, thus allowing accurate customer billings

The NSF check and write-off functions are very close fit.  Software modifications are necessary for the intercept process since the baseline system does not handle intercept by payment type and user defined priority.  Since the intercept process is closely related with the disbursement process, decisions on intercept have been postponed until the disbursement design is finalized.  

2.3.1.3 Key Inputs

· NSF check and information from bank

· NSF policy

· Agency pay agreement

· Customer correspondence

· Aging report

· System maintained inquiry tables

· Customer records

· Policies on interest accruals and late charges

2.3.1.4 Key Outputs

· Approved and processed NF document

· Processed RE document

· Printed invoice

· Dunning messages

· Collection letters

· Customer record updates

· Customer statement

· Write-off report

2.3.1.5 Key Actors

· Agency/Controller

· Agency/legislature

· Agency accounts receivable processor

· Agency supervisor

· Treasury clerk

2.3.1.6 Scenarios

Scenario Name
Business Description

Receive NSF check w/ original invoice #
Reference the receivable number on the NF document.

Receivable number is the invoice number.

Hand over to collection agency (AR-152)
This scenario should include requirements AR152 & 154.  This scenario is for referring accounts to a collection agency electronically, if payment is not received within a user-specified number of days.

Partially collected past due account (AR-160)
Collection agency collects portion of the past due receivable.

Process CR document, apply interest, principal, taxes or
This scenario involves the processing of the cash receipt document to apply interest, principal, taxes or other charges to receivable line.

NSF check from local bank
This step involves receiving a NSF from a local bank.  (This check is received from the field office and sent to the home office, the home office then will perform the steps that Treasury would normally perform for NSF checks.)

Receive NSF check w/o original invoice #.
This scenario assumes there was an invoice (receivable document) but the number is missing from the NSF check.  Procedurally, research needs to be done within the system to find the receivable number (I.e., search by the customer ID).

Need to establish Customer ID
This is the case when the customer is not established at the time when the receipt is recorded, but when the check bounces back, MARS will record the customer information. To establish the customer record, the Customer (CU) document must be used.  Further explanation of this document is discussed in the Customer Maintenance process.

Receive NSF check w/o original invoice
If the NSF check does not have a receivable document in the beginning, a decrease CR transaction should be used.

Research, identify invoice # or Pay in Voucher #
A manual procedure using customer tables and other inquiry tables within the system.

NSF check referencing multiple invoices
Code multiple lines on the NF document.

NSF check creating an invoice
Verify that the acceptance of a NF document results in the printing of invoice.

Agency rejects and routes back to Treasurer
Agency disagrees with the NF document entered by the Treasury.

Bankruptcy write-offs
1) Manually enter receivable as potential uncorrectable

2) Receive court notification and respond

3) Schedule write-off

Written-off – prior year
Written-off receivable from prior year is collected in current year.  A cash receipt transaction should record the collection without referencing any receivable. 

Obtain receivable info from external systems for intercept
This scenario involves the intercept process that is being designed by the disbursements and the interface team.  The discussion of this function will be included in the disbursements and interface documents.  

Send customer info to external system for intercept
Intercept will occur in the external system. The intercept should be made by agency, customer and priority. An interface is necessary between MARS and the external system. The interface team will develop the detail design, and the discussion will be included in the interface document.

Turn off intercept
There may be times that intercept will need to be turned off, such as protested claims, payment schedules are set up with customer.

Eligible Payment > amount owed and eligible for intercept
Intercept amount is not equal to payment amount.  The intercept amount is less than payment amount.  This scenario results in the closing of the receivable balance and the return of the remaining payment balance to the customer.  

Eligible payment < amount owed and eligible for intercept
Intercept amount is not equal to payment amount. The intercept amount is greater than payment amount.  This scenario results in the entire payment being intercepted,  and an outstanding receivable balance owed by the customer.

Phone Call Collection Efforts
Need to track customer correspondence in system – text information. This information can be tracked in customer text (CTXT)  table or sticky note.

Dunning messages (AR113-119)
Generate on-demand dunning messages.

Collection letters (AR113-119)
Generate on-demand collection letters.

Legal Actions
If the customer is in legal action, no interest and late charge should be applied.

Customer dispute
If the customer is in legal action, no interest and late charge should be applied.

Agency agreement on payment schedule  (AR-111)
Flexible payment agreement between agency and customer. These payment schedules are established by entering the receivable number and amount on the Payment Schedule (PSHD) table.

Accrue interest on outstanding receivable  (AR 133-136)
This scenario includes AR133-136 and AR146-148.  This scenario includes the ability to calculate simple and compound interest.

Recalculate interest (AR137-144)
Recalculate interest based on invoice date, due date, etc.  This recalculation occurs whenever a receivable is adjusted.

Late charge - fixed amount AR-147
Assess late charge as a fixed dollar amount.

Waive Interest and late charges
This scenario allows interest and late charges to be waived.  This is achieved by setting the “Accrue finance charge” flag on the Open Receivable Option (OREO) table to blank 

2.3.2 Summary of Key Policy and Procedure Changes for the Process

· Need Controller policy on – NSF charge, late charge, interest (when to apply and rate)

· Need Controller policy on intercept, what payments are eligible, intercept hierarchy, etc.

· Collection agency policy, what collection agencies will be used?

· Policy on flexible payment scheduling is needed.  How much flexibility will the agency have in establishing payment schedules?

· Need Controller policy on write-off, and when it is allowed.

2.4 Business Process --  Customer Maintenance

2.4.1 Process Overview

2.4.1.1 Description

Figure 4: Customer Maintenance
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The Customer Maintenance process includes the following activities:

· Establish a customer record;

· Change a customer record;

· Inactivate a customer;

· Mark a customer in dispute or in legal action;

· Delete a customer;

· Maintain an audit trail.

The Commonwealth’s vision for the Customer database is to keep it as up-to-date as possible, with the most accurate information.   The establishment and maintenance of customer records are shared activities between agencies and Central Finance.  Agencies will initiate any new customer and changes to an existing record through the use of the Customer (CU) document.  This document will be routed through workflow to Central Finance.  Central Finance will approve and update the customer records.  Once the document is processed, the workflow will notify the agencies.  

Additionally, the Commonwealth would like to keep the size of the database at an optimal level and delete those customers that no longer conduct business with the Commonwealth.  Customers should be inactivated and/or deleted based on user-defined parameters.  Examples of the parameters would include time limits for placing orders, receiving payments, or any other type of customer activity.  These parameters would be used to mark the customer as inactive, mark the customer to be deleted, automatically inactivate a customer, and automatically delete.

The tracking of the customer balances will be performed at both agency level and central/statewide level.  For agencies, online inquiry capability will allow them to track customer balances that are only relevant to their own agencies’ business events (i.e., Open Receivables by Customer (OREC) table).  For example, agency A will not see agency B’s detail transactions and balances for the same customer.  On the other hand, Central Finance will see customer balances at statewide level (i.e., Customer Credit History (CUSC) table and Customer Financial History (CUSF) table).  

2.4.1.2 System Mapping

The customer maintenance function in ADVANTAGE is a good fit to the Commonwealth requirements.  Since the baseline system is designed to work best in a centralized environment, customer inquiry tables are maintained and updated centrally.  For example, the Customer Financial History (CUSF) table provides a total amount billed, total amount collected, total amount owing to the Commonwealth, etc., for the customer at the statewide level.  The Customer Credit History (CUSC) table provides customer credit status resulting from activities across all agencies (i.e., number of NSF checks, number of collection letters sent, etc). 

2.4.1.3 Key Inputs

· Customer/Business information

2.4.1.4 Key Outputs

· Completed customer request

· Approved and posted customer information

· Updated customer file

2.4.1.5 Key Actors

· Agency accounts receivable processor

· Finance administrative processor

2.4.1.6 Scenarios

Scenario Name
Business Description

Look up customer by number
Find a customer in the customer file by TIN or FEIN.

Look up customer by name
Find a customer in the customer file by customer name.

Look up customer by location (after number or name)
Use a location indicator as a suffix to the customer number.

Route internally in the agency for approval
Agency authority should approve customer information before it is routed to Finance.

Route to central office for approval
The CU document is routed via Workflow to Finance who approves and updates the customer information.  Once the CU document is processed, Workflow has the ability to notify the initiating agency. 

Re-establish NSF check customer
Add a new customer in the system, or change from miscellaneous to regular customer.

Try to enter a duplicate customer number
System should not allow duplicate customer number.

Enter same customer w/ different location
Same customer has multiple locations.

Automatically generate customer ID  (AR006)
During this scenario we want to try to override the system generated 

Customer Id #.

Customer w/ foreign address or military address
Software modification to ADVANTAGE is needed.  MOD RR020 allows city, state , zip code edits to be relaxed when foreign/military flag is selected when entering customer information.

Customer w/ different location but same zip code
Software modification may be needed depending upon how critical this requirement is.

Change customer record
Change specific value of a few fields on customer file.

Delete a customer
We want to have the ability to delete a customer:

One at a time

Batch on parameter basis

Try to delete a customer with open balances.

Inactivate a customer
This scenario involves activating/inactivating a customer record automatically according to user-defined parameters, or manually.

Practice user-defined flags associated w/ the customer file
This scenario involves RFP requirement AR012.

Identify EFT customer
Software modification is required.

Add a customer who's already in the vendor file
See if the system does anything different than creating a customer who’s not in the vendor file.

Delete a customer from customer master w/ an open balance
Should be done in scenario 4M.  This scenario is to test whether a customer with an open balance can be deleted.

Customer Type to track receivable by governmental/non-govern
This scenario is using a customer type to track receivable by governmental/non-governmental or other user defined type. (AR-009)

Attach note to customer record (AR-017)
This scenario is attaching a note to the customer record.  This note can be attached on the Customer Text (CTXT) table, or through a sticky note.

Maintain audit trail in master record (AR-021)
This scenario should maintain an audit trail for all adds, changes and deletes to the master record file.

2.4.2 Summary of Key Policy and Procedure Changes for the Process

· The customer file will be maintained centrally.  Agency initiates the establishment and/or changes and routes to Central Finance for approval.  Central Finance will post the approved information to the Customer file and notify initiating agency through workflow capabilities.

· Policy is needed on preserving confidential information, how will this be accomplished?

· Policy is needed on how purging of a customer record is done.  (What criteria will be used?)

· Policy is needed for inactivating a customer.  (What criteria will be used?)

2.5 Business Process – Deposit

2.5.1 Process Overview

2.5.1.1 Description

Figure 5: Deposit
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The Commonwealth’s vision for the deposit process is:

· To accelerate deposits into the bank, resulting in potentially increased investment income and better cash management/forecasting;

· To record deposits into the system as quickly as possible;

· To provide the ability to receive electronic receipts;

· To provide a system capable of producing deposit tickets;

· To provide a system capable of tracking deposit information that will assist in the bank reconciliation process.

The Deposit process is a separate process from a Receipt transaction because different deposit scenarios require different procedural steps.  For example, some agencies deposit the money into Farmer’s bank through the Treasury, other instances agencies deposit the money into a local bank account and then transfer the money to the Farmer’s bank account.  A journal voucher is initiated by the local office and posted by the Treasury for the transfer.  

2.5.1.2 System Mapping

As described in the Receipt process, the baseline Cash Receipt (CR) document will be used to record all receipt transactions in MARS.  When money is transferred between bank accounts, the baseline Journal Voucher (JV) will be used to record the transaction in MARS.  

2.5.1.3 Key Inputs

· CR documents

· Transmittal listing

· Cash Receipt Treasury table

2.5.1.4 Key Outputs

· Approved and posted CR document

· Cash Receipt Treasury table

· Deposit ticket

· Deposit date from the bank

2.5.1.5 Key Actors

· Treasury clerk

· Agency accounts receivable processor

· Field office fiscal manager

2.5.1.6 Scenarios

Scenario Name
Business Description

Field Office Deposit
This scenario includes steps 050-100.

Frankfort Office
This scenario includes steps 010-090

EFT
EFT deposits.  Software modifications are needed.

Field office remittance to home office
Field office deposits through the home office.

Adjust revenue source using Journal Voucher
This scenario involves the adjusting of the revenue source using a journal voucher.  This can be handled in the adjustments process.

2.5.2 Summary of Key Policy and Procedure Changes for the Process

· Need a policy on whether agencies can deposit to local banks (please refer to ROVER issue #242).

· Need a policy to ensure that refund checks for customer overpayments are not issued before the original check clears. 

2.6 Business Process -- Adjustments 

2.6.1 Process Overview

2.6.1.1 Description
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Figure 6: Adjustments

The Commonwealth’s vision for the adjustments process is that only properly authorized adjustments will be made.

The Adjustments process includes all adjustments to a transaction – adjustments to a receivable transaction, adjustments to a receipt transaction, etc.  Approval process should be the same for adjustments as for the original transactions.  The following lists some examples of adjustments:

Receivable: 
· Increase/decrease a receivable amount;

· Change the revenue account the receivable is applied to.

Receipt:
· Increase/decrease a receipt amount;

· Change the referenced receivable for the receipt;

· Change the revenue account the receipt is applied to.

NSF check:

· Reverse the NF transaction by processing a Receivable Credit Memo (RM) document and creating a cash receipt transaction.

· Process a modifying CR to correct the original CR done by the Treasury to reduce the cash.

2.6.1.2 System Mapping

The ADVANTAGE baseline adjustment function is a good fit to the adjustment requirements.  Transactions can be modified once it is posted to the system through proper approvals.   Adjustments are also updated real time to the open receivable and customer inquiry tables. However, there’s no capability in baseline to support the recording and tracking of the reasons for adjustments to receivables.  A software modification is needed to add a reason code field to the Receivable (RE) document and Receivable Credit Memo (RM) document (please refer to functional specification RR011).  

2.6.1.3 Key Inputs

· External discrepancy notification

· Routed discrepancy notification

· Researched, investigated discrepancy notification

2.6.1.4 Key Outputs

· Adjusted and corrected transactions

· Table updates

· Printed invoice

· Customer statement

2.6.1.5 Key Actors

· Agency account receivable processor

· Commonwealth supervisor

2.6.1.6 Scenarios

Scenario Name
Business Description

From customer
Receive invoice discrepancy info from customer.

Discrepancy – internally
Receive invoice discrepancy internally.

Decrease invoice amount
Use a credit memo and reference a receivable document and line number - RFP requirement AR096.

Increase invoice amount
Adjustment to receivable amount.  Modifying RE is used to increase RE amount.

Adjust cash receipt amount
Also includes adjusting errors found in reconciliation process.

Reverse NF document
This scenario involves the reversing of the NF document to remove the bad customer status when the NSF check is paid.

Net invoice w/ credit balance (AR-091)
This scenario could involve one agency or multiple agencies.  Agency A should not be able to use Agency B’s credit balance for the customer.

Control adjustments by $ amount, invoice type, etc.
This scenario involves RFP requirements AR 104-109.  Control adjustment through approval process.

Verify integrated general ledger RFP requirement AR-026
Verify in general ledger: original entry, modification, adjustments.

Adjust a customer Id
This scenario involves the adjusting to a customer Id that was posted to erroneously.

Approve an adjustment w/ no approval authority
This should not be allowed.

Adjust accounting line info on receivable and receipt document.
Modify a receivable or cash receipt document that has been posted to the system.

Cancel invoice w/ current amount (AR-097)
Ability to cancel a receivable before the due date.

Cancel invoice w/ past due amount (AR-097)
Ability to cancel a receivable after the due date.

2.6.2 Summary of Key Policy and Procedure Changes for the Process

· Need statewide and agency policy on how adjustments should be controlled by dollar threshold.  (What levels of approval are needed, based on dollar threshold?)

3 Empower/Reengineering Objectives

Objectives
MARS

Establish centralized receivables tracking
The ADVANTAGE baseline assumes a centralized user environment.  Both on-line inquiry screens and reports for centralized receivable tracking are supported.

Establish decentralized (agency) control of billing cycles and invoice format
Data entry and posting of the receivable and cash receipt document can be done in a decentralized environment.  Software modifications are proposed to allow agencies have control over certain billing elements and print invoices locally.

Establish ability to interface with detailed receivable information maintained in agency subsystems


MARS will bring in receivable information summarized from the agency subsystems.  The detailed interface designs are being handled by the interface team.

Establish centralized (perhaps lockbox based) remittance processing (possible future enhancement)
MARS provides centralized receipt tracking.  Centralized lockbox processing is not a MARS functionality.

4 Performance Measures 

Performance Measures
MARS Will Address as Follows

Accounts Receivable:




Percentage of large, recurring payments received via EFT.
N/A – EFT/EDI for receipt will not be fully implemented July 1, 1999.  The current wire deposit will be handled through the cash receipt (CR) document. 

Percentages of EFT receipts correctly classified as to payer, source and type in the initial journal entry.
N/A – EFT/EDI for receipt will not be fully implemented July 1, 1999.  The current wire deposit will be handled through the cash receipt (CR) document.

Time elapsing between receipt of EFT transfer and accounting classification of the receipt.
N/A – EFT/EDI for receipt will not be fully implemented July 1, 1999.  The current wire deposit will be handled through the cash receipt (CR) document.

Processing time after using lockbox processing compared to processing time before the implementation of the lockbox process.
N/A.  Lockbox is not going to be a MARS process and could be a future enhancement in a system external to MARS.  

Amount of time required in applying accounting classifications to remittances.
Work flow statistics on the length of time from data entry of a cash receipt document to approval of the receivable document.

Number of errors in applying remittances to the accounting classifications.
Work flow statistics on the frequency of unapproved cash receipt document (documents being routed back to the initial work list).

Time required to apply accounting classifications to remittances (effectiveness)
Time required to prepare a CR document to be ready for approval.

Process cycle time (efficiency)
Time between initiating CRs to posting CRs divided by same number of CRs.

Cost per fully processed remittance (efficiency)
Total cost of processing receipt transactions for a certain period divided by total number of CRs.

Percent of accounting classifications correctly applied to remittances the first time (effectiveness)
Work flow statistics on the frequency of unapproved cash receipt document (documents being routed back to the initial work list).

Process cycle time.
Time between initiating CRs to posting CRs.

Cash balances in local depositories.
Balances for local bank account and related cash account balances.

Accounts Receivable NSF Processing:




Elapsed time from receipt of notification from bank by Treasury to routing to applicable agency.
MARS is not routing the NF transaction from Treasury to the agencies.  Treasury will initiate and post the NF document.

Correctness of the receivable transaction prepared by Treasury.
Frequency on returns from agencies to the Treasury through workflow.

Percentage of correct updates to customer reference data of the returned check experiences.
Compare report from the ledger on the number of NF documents for a customer with the Customer Credit History table.

Elapsed time from receipt of work list by applicable agency and release of the MARS receivable transaction for posting.
The time between agencies receive the NSF checks and process receivable documents. 

Elapsed time from receipt of work list by the applicable agency and the initiation of collection activities.
The time between agencies receive the NSF checks and process receivable documents. 

Accounts Receivable Collections:




Ratio of collections to past due amounts.
A report on total dollar amount receivables and total dollar amount of collections.  The ratio can be calculated.

Past due receivables amount compared to an objective (e.g., 10%).
Aging report displays past due receivables.

Percent of bad debt losses to revenues recorded with offsets to accounts receivable.
Compare the total amount of write-off items with total receivable amount.

Aged accounts receivable by responsible organization.
Aging report by agency.

Aging report by organization.

Accounts Receivable Intercepts:
To be included in the Disbursement (SUA) document.

Percent of agencies with receivables that participates in the intercept process.
Deferred 

Percent of agencies with receivables that participates in the intercept process.
Deferred

The amount of delinquent receivables that potentially would be collected should increase because the process would be expanded to cover all state agencies.
Deferred

Decrease in the number of accounts receivable write-offs for each agency.
Deferred

Dollars collected through intercept.
Deferred


5 Appendix A: Design Tool Detailed Report  

Please see file SUA RR Appendix A.rtf in the same folder directory as this document.
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