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REPORT OF THE CHAIRMAN OF THE FINANCE COMMITTEE

In conjunction with the Chief Executive and the Chairman of the Governance Committee, I carried out a review of the adequacy of the ECF's financial governance in two main areas, namely the annual accounts for 2010/2011 and the sponsorship of the 2011 British Championships. A brief summary of our conclusions, together with recommendations for action where appropriate, is as follows:
 

ANNUAL ACCOUNTS
 

1. The 2010/2011 annual accounts were seriously delayed, such that there was inadequate opportunity for review both by the Board and by Council. I believe that the general point about the timing of the year end has already been raised by John Philpott, and should be further discussed. I would, however, like to draw the board's attention to three further areas which I suggest should be considered, as follows.
 

2. For various entirely understandable reasons the Finance Director was unable to spend as much time as he would have liked on producing and reviewing the annual accounts. It seems to me an unreasonable imposition on the Finance Director, who is after all a volunteer with limited time on his hands, to ask him to be responsible for the production of the annual accounts - and moreover it means that the finance director is not in a position to fulfil the role he should more properly be carrying out, namely that of independently reviewing the accounts on behalf of the Board and Council. I recommend therefore (in full knowledge both that the requisite expertise does not currently reside in the ECF office and that that this will therefore involve additional expense to the ECF) that third party accounting resource be identified to produce the annual accounts on the ECF's behalf (see also 'Sponsorship of the 2011 British Championships' section below).
 

3. The annual accounts included an adjustment for outstanding game fee received between the year end and when the accounts were produced. This was, I believe, a departure from the treatment in previous financial years when an accrual was included representing the total amount of outstanding game fee that could reasonably be regarded as ultimately receivable. I have as yet not been able to ascertain the reason for this difference in treatment. In addition, the accounting treatment departed from usual accounting practice in effectively netting off uncollected game fee against game fee income rather than showing total gross game fee receivable and including estimated uncollected/uncollectible game fee income as a provision within expenses. The wider issue, however, is the apparent poor control over completeness of game fee income, which arises essentially because there is no process for matching game files submitted for grading with payments made for game files. I accept that putting in place foolproof procedures to ensure completeness of game fee income is unlikely to be a simple task (for example because of the complexities involved in administering the various membership schemes), and the Board therefore needs to consider whether whether the effort involved in getting this sorted out is worth it given that the entire system will shortly be superseded by the new membership arrangements. Given the ECF's poor track record in putting in place the requisite financial controls over game fee collection, however, I strongly recommend that proper attention be paid to the financial controls that will be needed over the new membership arrangements well in advance of their implementation.  
 

4. I understand that the ECF is party to an ongoing lawsuit against FIDE. I further understand that legal advice was sought as to the extent to which the ECF might become liable for legal costs in the light of the assurances given by the third party undertaking to pay all costs associated with the action. However, despite the statement in the accounts that 'so far as the directors are aware, there is no relevant information (as defined by section 418 of the Companies Act 2006) of which the company’s auditors are unaware, and each director has taken all the steps that he ought to have taken as a director in order to make himself aware of any relevant audit information and to establish that the company’s auditors are aware of that information', I have no reason to suppose that the external auditors were given the opportunity to form their own view as to the potential financial implications of the ECF's involvement in the lawsuit. I recommend that this matter be discussed with the external auditors at the earliest opportunity in order that any disclosures considered necessary can be considered in advance of the production of the 2011/2012 annual accounts. 

SPONSORSHIP OF THE 2011 BRITISH CHAMPIONSHIPS
 

1. My overall conclusion is that controls over sponsorship-related income and expenditure for the 2011 British Championships were wholly inadequate, as set out below. There are some related issues which fall within the ambit of the Governance Committee: in particular, namely the way in which the ECF's own Bye Law requirements in respect of sponsorship arrangements have not been adhered to, and the failure to draw a clear line between sponsorship arrangements that are managed and accounted for by the ECF and sponsorship arranged on a private basis with which the ECF has no involvement.
 

2. The ECF received funds amounting to £15,600 from Darwin, comprising £13,000 sponsorship and £2,600 VAT. The related invoice to Darwin (a) was produced by the ECF President rather than by the ECF office on ECF headed notepaper, with a copy sent to the ECF office (b) was undated, and so did not constitute a properly formatted VAT invoice (c) did not have the VAT element accounted for at the time (the whole of the £15,600 was posted as sponsorship income). Consequently VAT due for the period April/June 2011 will not accounted for until the VAT return for the period January/March 2012. None of this is likely to go down well should the ECF have a VAT inspection at any point.
 

3. The ECF President submitted an invoice for £12,600 in respect of sponsorship expenses paid directly by him. No documentation was provided with this invoice to support this invoice, nor was the invoice reviewed and countersigned by another ECF director. Nonetheless the invoice was paid without question. As well as the wholly inadequate financial governance over this transaction, the invoice was submitted without any VAT. Consequently the ECF has not had the opportunity to reclaim from HMRC any of the VAT that might have attached to any supporting documentation (for example hotel bills). Although it is now rather late in the day, I recommend that the requisite supporting documentation be provided if available both to provide an adequate audit trail and to enable VAT to be reclaimed if appropriate.
 

4. I have suggested to the ECF office that in the short term until proper expense authorisation procedures can be developed no request for reimbursement by an ECF director should be paid without being approved by the CEO or Finance Director. I recommend that as a matter of urgency the Board develops a properly documented set of expense authorisation procedures that are communicated to all ECF directors and the ECF office. As John Philpott has rightly pointed out, the ECF's Bye Laws and Regulations, which do not deal with the question of expense reimbursement (save for the question of timing), should also be amended.
 

5. My discussions with the ECF office over the last few weeks have led me to conclude that the risk of accounting errors is high both in terms of the accuracy, treatment and classification of accounting entries and of corrections to accounting entries once errors are identified (probably because of a lack of accounting expertise in the ECF office) and that the review process over accounting entries is also inadequate (probably because of the lack of time that the Finance Director has had to devote to the job). As with point 2 under 'Annual Accounts' above, I would anyway question whether detailed review of accounting entries is the best use of a Finance Director's time, particularly when that individual is a volunteer with limited time on his hands. I recommend that third party accounting resource is deployed to assist the ECF office until such time as sufficient in-house expertise exists to review the books of account on a monthly basis.
 

6. The likelihood of identifying accounting errors would be increased if robust monthly management accounts were produced (on a proper income and expenditure rather than receipts and payments basis). Management accounts would also enable ECF directors to react on a timelier basis to developing financial trends. Regrettably, such management accounts are not produced. In their absence, tracking against budget is well nigh impossible and the financial outturn at the year end can only be a pleasant (or unpleasant) surprise when it arrives. I recommend that third party accounting resource is deployed to assist the ECF office until such time as sufficient in-house expertise exists to produce robust management accounts on a monthly basis.
 

GENERAL
 

Overall, I suggest that there is a debate to be had over the role of the Finance Director in the ECF. My own view, for what it's worth, is that a Finance Director should be responsible for the setting of overall financial strategy and the review and analysis of financial statements on behalf of the Board and Council. It is not the best use of a Finance Director's time to expect him to review detailed accounting records or produce monthly accounts - particularly when the Finance Director as a volunteer is unlikely to have sufficient time to carry out those tasks anyway. 
