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11th November, 2003.

Recoupment of expenditure on water services capital projects

Updated Procedures 2003

A chara,

1.
Background.

Procedures in Circular L12/98 of 18th December 1998, dealing with the recoupment of expenditure by local authorities on water services capital projects, were reviewed earlier this year by a Working Group of the County and City Managers Association (CCMA) and the Department’s Water Services Section. The Group, which reported in June 2003, made a number of recommendations intended to streamline existing procedures and to facilitate prompt payment by the Department of local authority expenditure recoupment claims.  The report was adopted by the CCMA at its July meeting and has also been accepted by the Department. 

Investment in water services infrastructure has continued at very high levels in recent years. Effective management of both Departmental and local authority budgets requires financial control systems in relation to recoupment of expenditure on individual capital projects to be kept under review and improved where necessary. This is particularly so in the case of EU co-financed projects where the requirements in relation to financial control and internal audit have been substantially strengthened in recent EU Regulations governing the operation of the various EU Funds.

The purpose of this Circular is to outline and to give effect to the new procedures agreed between the Department and the CCMA by updating and restating, as appropriate, the provisions of Circular L12/98 in one composite document. Therefore, and with immediate effect, this Circular replaces Circular L12/98. Appendices 1 to 4 replace, with some minor modifications, the appendices to Circular L12/98. However, currently used claim forms will continue to be acceptable up to the end of this year.  It should be noted that there is no change in existing procedures for recoupment of funds under the Rural Water Programme and the Serviced Land Initiative. The new procedures are addressed under the following headings:


· ‘Approved costs’ and ‘Approved grants’ - definitions

· Submission of payment claims to the Department,

· Processing of claims – relevant commitments agreed by the Department and Local Authorities (CCMA Working Group),

· Payments reconciliation (EU Co-financed projects) and Interim Financial Reports, 

· Eligibility for recoupment,

· Cost increases and grant approval, including relevant commitments agreed by the Department and the Local Authorities (CCMA Working Group),

· Staged Payments and the withholding of monies, including relevant commitments agreed by the Department and the Local Authorities (CCMA Working Group), and

· General commitments agreed by the Department and the Local Authorities (CCMA Working Group).

2.
Approved costs and Approved grants:

In setting out the agreed procedures, there is a need to draw a distinction between ‘approved costs’, on the one hand, and ‘approved grants’, on the other. There is no change in relation to the general approach where, in the earlier stages, local authorities provide preliminary cost estimates of proposed works based on the most accurate figures available at the time. After a project has been formally included in the Department’s published Water Services Investment Programme, the local authority should obtain the Department’s agreement to an ‘approved cost’ for the project and any subsequent necessary amendments to that ‘approved cost’. The original ‘approved cost’ and any proposed amendments should be apportioned, as appropriate, over the approved costs of the main component elements of the project – those listed in Appendix 2 under ‘Expenditure Category’. All items of expenditure on a project must be recorded against the ‘approved cost’ of the relevant component element. The ‘Expenditure Sub-Categories’ in Appendix 2, which should also be completed, feed into the expenditure records under the main component elements.

The ‘approved cost(s)’ are reviewed, as appropriate, at key stages of the project, as follows: 

· the initial design stage i.e. up to completion of preliminary report,

· the detailed design and completion of planning stage i.e. up to completion of contract documents and  assessment of tenders respectively,

· construction, and

· commissioning, including a small additional allocation to cover basic training, the setting up of monitoring systems, etc.

The ‘approved grant’ is the amount of capital grant assistance payable by the Department towards the project. The ‘approved grant’ equates to the ‘approved cost’ of the project, less the value of capital costs being met from other sources.  For example, the non-domestic capital contributions due under Water Pricing Policy, and the costs associated with the fluoridation of water, will be included in the ‘approved cost’ but excluded from the ‘approved grant’.

3.
Submission of payment claims to the Department

The following procedures apply:

(a)
Payment claims are normally submitted to the Department on a monthly basis but may be submitted more frequently where significant ongoing expenditure is being incurred by a local authority.  Each claim should identify the specific period to which it relates and there should be no overlap between, or duplication of, claims,


(b)
Claims must be accompanied by signed certificates of expenditure from the project consultant in respect of contract costs and a schedule of payments (on form WSIP/03 – see below) for non-contract expenditure.  Claims must be made on the standard forms WSIP/01 to WSIP/04 – a copy of these forms, which are slightly modified from earlier versions, are appended at Appendix 1. The main points of note in relation to these forms are as follows:

- WSIP/01; this is the key certification form for expenditure incurred. It certifies summary financial information, which should match the supporting details supplied in WSIP/02 and WSIP/03, as appropriate. Where recoupment of contract expenditure is being sought, submission of WSIP/02 needs to accompany the submission of WSIP/01. Where recoupment of non-contract expenditure, or a combination of contract and non-contract expenditure, is being sought, forms WSIP/02 and WSIP/03 need to accompany form WSIP/01,

- WSIP/02; this form details contract and non-contract costs, by category of expenditure, incurred by the local authority on the project. Where the costs involved relate to ‘Planning Costs ’ the relevant form for completion is WSIP/02A. Where the costs involved relate to ‘Construction Costs’ the relevant form for completion is WSIP/02B. The expenditure categories in WSIP/02 mirror those listed under ‘Expenditure Category’ in Appendix 2,

-WSIP/03; this form is used to provide a schedule of payment details in respect of non-contract costs incurred by the local authority on the project, and

- WSIP/04; this form certifies summary financial details of anticipated expenditure to be incurred by the local authority on the project. It should be accompanied by a signed certificate of anticipated expenditure from the relevant consultant in the case of contract expenditure. Anticipated expenditure only arises in exceptional circumstances, as outlined at (d) below,

(c)
Claims must be based on eligible expenditure actually paid out by the local authority in the period in question. Local authorities should also ensure that these claims are fully integrated with the quarterly monitoring returns for EU co-financed projects, 


(d)
The Department will not process claims in respect of anticipated expenditure where less than 10% of the approved grant for the project is outstanding.  The exceptional circumstances in which a claim in respect of anticipated expenditure may be submitted to the Department are where there is a need to meet key expenditure targets, ensure prompt payment of contractors or avoid excessive overdraft charges.

Where the Department has issued a payment on foot of an anticipated expenditure claim, it will be necessary for the local authority to fully reconcile payments and expenditure on the project as soon as possible afterwards. This will include, as appropriate, the submission of new certificates of actual expenditure from the relevant consultant and the submission of supporting details in Forms WSIP/02 and/or WSIP/03. The Department will not process any new claims on that scheme until payments and expenditure have been reconciled. In the event that they are not reconciled within the three months following the payment, the amount involved will be deducted from the next appropriate claim after that on any other ongoing schemes in the Programme. 

4. 
Processing of payment claims – relevant commitments agreed by the Department and the Local Authorities (CCMA Working Group):

(a)
On receipt of a payment claim, the Water Services Section of the Department (WSS) will, within 10 working days, clear the claim to the Department’s Accounts Section for payment, or seek any additional information required from the Local Authority,


(b)
Where additional information is sought by WSS in relation to the processing of a payment claim, WSS will clear the claim for payment to the Department’s Accounts Section within 10 working days of receipt of the information sought,


(c)
Where WSS is satisfied to release a portion of a claim, it will proceed to do so. The balance of the claim, rather than the whole claim, will be held over pending receipt in WSS of the necessary clarifications,


(d)
Local authorities will ensure that claim forms are completed properly and in full in order to expedite the payment process, and 


(e)
Other than claims within the flexibility allowed for in 7(b) below, local authorities will ensure that payment claims are not submitted to the Department that would exceed the approved cost of the project or the approved cost of any of the main categories of expenditure – those listed in Appendix 2 under “Expenditure Category”.

5.
Payments Reconciliation (EU Co-financed Projects) and Interim Financial Reports

As indicated at 3(c) above, local authorities must ensure that payment claims are fully integrated with the quarterly monitoring returns on EU co-financed projects. This means that recoupment claims for any particular period must be reflected in the expenditure shown for the same period in the quarterly monitoring returns for the project. In accordance with EU guidelines, the local authority is the final beneficiary and thus eligibility of expenditure is determined by the date payment is made by the local authority. It is essential, therefore, that the quarterly returns, which are provided to the EU Commission by the Department of Finance in support of claims for draw downs of EU co-financing, must be capable of being linked to the local authority payment schedules and expenditure certificates.  

Water services infrastructural projects usually involve a protracted time gap between initial planning to completion and final accounts. This can pose particular difficulties in verifying expenditure that may have been incurred many years beforehand and in the reconciliation of expenditure when schemes are being audited. It was against that background that Circular L12/98 proposed procedures to ease these pressures through the introduction of ‘Interim Financial Reports’. The intention was that all prior expenditure at key stages in the progress of a project would be agreed and outstanding balances cleared at that stage.  Details of these procedures, which are retained, are set out in Appendix 3.

6.
Eligibility for recoupment

As indicated at 3(c) above, claims must be based on eligible expenditure actually paid out by the local authority in the period in question. The eligibility or otherwise of various items of expenditure for recoupment from the Department, and the EU in the case of EU co-financed projects, is set out below, and in more detail in Appendix 4. Some items of expenditure may be eligible for recoupment by the Department while not being eligible for funding from the EU.

(a)
Contract and direct labour costs incurred on approved works by the local authority on a project are recoupable by the Department,


(b)
Subject to the Department’s prior approval in relation to the posts involved, the salaries and expenses of local authority staff working full time on approved works are recoupable by the Department, 


(c)
Legal and planning, land acquisition and wayleave, publicity, interview expenses (expenses of external board members in connection with the appointment of consultants and resident engineers on schemes), archaeological, site supervision and consultancy costs are also generally recoupable by the Department,


(d)
The cost of commissioning works, including the initial training of staff and the setting up of monitoring / management systems is also generally recoupable by the Department,


(e)
A local authority may claim for design fees where it undertakes the preparation of the Preliminary Report and Contract Documents and the Tender evaluation in relation to a project. The level of fees that may be claimed in these circumstances is under review. Where a local authority proposes to undertake such design work, they should consult the Department’s Inspector in advance to discuss the level of allowable fees,

(f)
Where a local authority proposes to undertake work by means of direct labour, the prior approval of the Department is required. In relation to such works, payment claims must be accompanied by an expenditure certificate signed by the responsible local authority engineer, together with a complete payment schedule for materials and labour,


(g)
Administrative costs, interest payments, land acquisition where the land is already in the ownership of the local authority, costs associated with operation and maintenance of works, and any salaries or expenses of local authority staff not working full time on approved works, are not recoupable from the Department, and


(h)
 A more detailed, but not exhaustive, list of expenditure items and the position in relation to their eligibility for recoupment from the Department and the EU is set out in Appendix 4.

7.
Cost increases and grant approval, including relevant commitments agreed by the Department and the Local Authorities (CCMA Working Group).


(a)
As indicated in paragraph 2, payments by the Department are based on establishing at key stages of the project, the overall ‘approved cost’ for the project and, within that cost ceiling, the ‘approved costs’ of the main component elements. The Department’s grant, the ‘approved grant’, meets the ‘approved cost’ minus the costs being met from other sources – the most usual examples being the non-domestic capital contributions due under Water Pricing Policy and the costs associated with the fluoridation of water.

(b)
Local authorities must apply for approval to an increase in the ‘approved cost’ and the associated ‘approved grant’ where the cost of the project increases. Approval is also required where the approved costs for any one of the main categories of expenditure – those listed under ‘Expenditure Category’ in Appendix 2 - increases by more than 10% or €63,500, whichever is the greater. This requirement applies even if the overall approved cost of the project is not projected to increase, 


(c)
Applications for approval to increases in ‘approved costs’ and ‘approved grants’ should be made as they arise and, in the case of EU co-financed projects, when submitting quarterly returns. In the latter case, this means that any projections of increases in the overall approved cost of the project, as set out in the quarterly monitoring returns, must be accompanied by an application for an increase in the ‘approved cost’ and ‘approved grant’. Whether co-financed or not, local authorities should not wait to submit applications for increases in ‘approved costs’ and ‘approved grants’ until the end of the project or until the ‘approved grant’ has been exhausted, 


(d)
A separate form - WSIP/05 (copy at Appendix 1) should be used to apply for increases in the ‘approved cost(s)’ and the associated ‘approved grant’ for a project.  The form should be accompanied by a full explanation of the reason for the cost increases, including relevant consultants’ reports endorsed by the local authority. Special conditions may be attached to such approvals in particular circumstances. It should be noted that notification of cost increases at Steering Group Meetings does not absolve a local authority from the requirement to seek Departmental approval for the cost increases involved through the submission to the Department of form WSIP/05 in the normal way,


(e)
On receipt of an application from a local authority to approve revised baseline costs for a project – those listed under ‘Expenditure Category’ in Appendix 2 - the Department will respond within 20 working days or, if an inspection is required, within 20 working days following the inspection, and


(f)
Cost increases on projects should be discussed and agreed with the Department as they arise rather than waiting until the final stages of a project. 

8.
Staged Payments and the withholding of monies, including relevant commitments agreed by the Department and the Local Authorities (CCMA Working Group)

(a)
The Department will, when requested by a local authority, pay 5% of the approved cost of a contract to the local authority on commencement/signing of the contract. This 5% will be carried through the life of the contract and will not affect normal payment claims. When 95% of the approved cost of the contract, including the 5% initial payment, has been recouped by the Department, no further payments will be made by the Department in respect of the contract until the final accounts for the contract have been submitted to the Department and approved,


(b)
Subject to the continuing need, as outlined at 7(b) above, to seek Departmental approval for any increase in the approved cost or in respect of any of the component expenditure categories, retention of 5% will no longer apply to non-contract costs. The approved grant for non-contract costs will be recouped in full on submission to the Department of the necessary claim forms, and


(c)
Retention of 5% will apply, as heretofore, to contract costs. However, the Department will consider, on their merits, applications for retention of less than 5% where the actual sums of money involved in any individual contract would justify a reduction in the amount withheld. 


9.
General commitments agreed by the Department and the Local Authorities (CCMA Working Group):


The following general provisions have also been agreed to facilitate a speedier resolution of outstanding and anticipated claims for recoupment of expenditure:


(a)
Steering Group Meetings on schemes between local authority and Departmental officials may include, as an agenda item, outstanding and forthcoming claims on that scheme and, where sufficient prior notice has been given to the other side, similar claims arising on other schemes, 


(b)
Meetings between the Department and local authorities may be arranged more frequently in the case of major projects or to deal with particular circumstances, 


(c)
Local authorities will supply the Department with a monthly statement of payment claims outstanding and the current position on them on a new form devised for that purpose – WSIP/10 (copy at Appendix 1). This form should be completed so as to reach the Water Services Section of the Department by the 10th of the month following. The first statement, relating to the position at the end of November, should be submitted by 10th December, 2003,


(d)
Local Authorities will require submission of final accounts by Consulting Engineers within 6 months of the completion of a contract and will ensure that claim forms (See Circular Letter L 4/99 of 23rd February 1999) are completed properly and in full to expedite the final accounts process. Where difficulties arise between consulting engineers and contractors, local authorities will play a pro-active role in attempting to resolve those difficulties. On receipt of a final account from a local authority the Department will respond within 6 months, indicating the extent to which the final account is in order for payment and indicating the % of the retention that is being released,


(e)
Full payment by local authorities to Consulting Engineers for preliminary reports will only be made after the report is submitted and has been approved by the local authority and the Department, and

(f)
The Department proposes to introduce a computerised project management system, including a computerised claim system, loosely based on the existing system used by the NRA and to arrange appropriate training for local authority personnel.


These procedures will be reviewed, and modified as needs be, from time to time. Any queries in relation to this circular should be addressed to Enda Falvey (888 2156) or Colm O’Doherty (888 2154).

Mise le meas

Terry Allen

Principal Officer

Water Services Section

To each sanitary authority
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