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THE BUSITEMA UNIVERSITY CREDIT AND DEBT MANAGEMENT POLICY
1.0. Introduction

This is a policy document that is intended to guide the University on credit control measures with the aim of maximizing the cash inflow from each area of business and minimizing the risk of bad debts to the University.  It has two main areas that it considers i.e. Credit Management Policy and Debt Management Policy.

2.0. Background

Busitema University’s vision is to be a center for academics and professional excellence in science, technology and innovation.  The strategic objectives of Busitema University are as follows:
(i) To be standard of excellence and innovation for societal transformation;
(ii) To be a leader in integrating scholarship and practice;

(iii) To serve societal needs and to foster social and economic development;

(iv) To be global in perspective, organization and action;

(v) To engage staff and students in creative and rewarding learning so as to enhance economic and societal development in Uganda and beyond; and

(vi) To assist local communities and build their capacity for socio-economic enhancement.

There is need to have an arrangement that will be used to manage staff, students and organizational debts. This instrument will be a guide on credit and debt management procedures.

The specific objectives of the policy are to:

(i) Outline who qualifies to get credit;

(ii) Spell out procedures of accessing credit;

(iii) Outline credit approval procedures;

(iv) Document debt management procedures;

(v) Outline debt classification, provision for losses and write off procedures;
(vi) Spell out debt monitoring system and reporting system.

3.0. Credit Management Policy

3.1. General

As a general policy, Busitema University should not grant credit except in specified circumstances as may be approved by the credit committee.

Busitema University may grant credit to the following:

(i) Government of the Republic of Uganda or any sovereign state;

(ii) Local parastatal enterprises;

(iii) District Local Governments;

(iv) International organizations registered in Uganda;

(v) Public and private companies;

(vi) Any other organization as approved by the University Council;

(vii) Staff may access the following credit facilities:

· Services

· Loans

· Advances.

3.1.
Evaluation of Credit Worthiness

An evaluation of credit worthiness shall be carried out before granting any credit to an organization.  This will involve verifying the credit worthiness of the organization.  The evaluation should be documented and take into account the following:

3.1.1.
Organization reputation
No credit shall be extended to an organization that has defaulted in payment in the past.  Otherwise extension of credit to such an organization must be duly approved by the credit committee.



3.1.2.
Guarantees offered

Individual guarantees of employers or reputable persons shall be required before credit facilities are granted.  A credit facility should not be approved until the guarantee is perfected.  An example of guarantee is a letter from the employer or reputable person acceptable to the University.

3.2. Credit risk

This is the risk whereby the debtor will be unable or unwilling to pay due to deterioration in the financial conditions.  This especially applies to organizations and employers of individual participants.  Due care should be taken when rating the status of such participants.  Where risk is expected to be high, no credit should be extended, or the limit should be low.

3.3. The age of the organization

Organizations that have dealt with the University before may be granted higher credit, compared to those applying for the first time.

3.4. Credit Limit

3.4.1. Students
a) A student shall pay at least 60% of the semester fees within 6 weeks at the start of the semester before registration and should pay up to 100% 2 weeks to the start of exams.
b) Participants on short courses should pay 100% before commencement.

c) For all new students 25% of tuition and 100% of functional fees must be paid before the admission letter is issued to the student.

3.4.2. Organizations 
a) All rentals should be paid in advance.
b) Organizations that are worthy may be given credit of up to 80% of the fees payable.
c) No credit facility shall be granted to organisations that are not credit worthy or those that are unable to pay up to the minimum deposit.

3.5. Responsibility
It is the responsibility of the Head Finance Department, with the assistance of the Heads of Departments, to ensure compliance with this policy.  The Heads of Department should monitor and avail information to finance Department regarding the credit status of students.
A Credit Committee should be set up to provide guidelines to departments on credit extension..  The Credit Committee should comprise of the Accounting Officer, University Bursar, the University Academic Registrar and the faculty Deans.  
3.6. Credit analysis and recording

Credit analysis and investigations should be carried out before granting any credit.  The Finance Department shall be responsible for:

a) Keeping a record of debtors of the University and producing periodic reports.
b) Monitoring performance of the debtors in conjunction with course managers.

c) Reporting potential credit problem situations.

d) Detecting and reporting significant departures and exceptions from the credit policy.

e) Reporting credit period granted which exceed and set period, depending on the academic programme.

f) Reporting credit extended to a student or organization that has defaulted in payment for tuition fees.

It will be the responsibility of the Internal Audit to ensure compliance.

4.0. Debt Management Policy

These are procedures that are intended to guide staff and students on the management and collection of debts.

4.1. Debt recovery procedures

The debt collection procedures are the responsibility of Finance Department.

4.1.1. Establishing the due date.
                             i) Monthly review of debtors to be undertaken to ensure compliance with procedures.  An aging report should be generated monthly to facilitate the review.  

ii)
A demand letter should be issued on the due date.  Penalties will be effected if settlement is not done within 2 weeks.
iii)     Failure to heed to the above shall lead to legal actions.

4.1.2. Provision and write-off

As soon as recovery of a debt becomes doubtful a provision should be made.  Such a provision may be identified by the examination of the overdue and/or over limit reports.  At 60 days, 50% provision should be.  Write-off of debtors should be done when there is no prospect of recovery.  At 270 days, 100% provision should be made.

Provisions should be approved by the Accounting Officer on recommendation by the Credit Committee, but write-off should be approved by the University Council.  At 360 days write-off should be made.  Finance Department should maintain a record of written off debts; independent reconciliations of what is approved and what is adjustable.

4.1.3. Determine amount of provision/write-off

The risks and uncertainties that inevitably surround many events and circumstances should be taken into account on reaching the best estimate of a provision.

The best estimate of a provision should be partly based on the judgment of management, supplemented with experience of past similar transactions.

Other factors to be considered in order to determine the amount of provision and write off include:

(i) Whether the balance outstanding is increasing:

Increase in the amount outstanding may be a clear indication that chances for recovery are slim.  Therefore, a smaller provision may be made for debtors whose balances are constant or reducing to those whose balances are increasing.

(ii) Whether cheques have been dishonoured:

A participant/debtor who issues bouncing cheques is likely to turn out as a bad debtor.  A larger provision should then be made for such a balance.

(iii) Whether old outstanding balance is liquidated, while more service is being given to the participant on credit.  This situation clearly indicates a weakness on the side of management.  Therefore, if such a situation occurs, a smaller provision should be made.

(iv) Any other available information such as guarantees held: 

However, care should be taken in order not to create excessive provisions.  Provisions should be reviewed at each balance sheet date, and assessed to reflect the current best situation.  Therefore, provisions made should reflect:

a) Amount at beginning and end of period.

b) Additional provisions made in the period, including increases to existing provisions.

c) Amounts used during the period (charge against the provision).

4.2. Monitoring of debtors

After approval of credit facility, the Finance Department should immediately be notified of the transaction.  This should be done through daily activity reports.
The Accounts Officer in charge of debtors should record details as they arrive.  This can either be done through batch processing or practice on-time input.  Online input reduces the risk of errors.  Information on students with approved credit facilities should be included in debtors’ weekly reports and distributed to all Heads of Department.  The information should include:

a) Name of student;

b) Sponsor;

c) Fees paid;

d) Approved credit limit;

e) Balance of fees; and

f) Expiry date for credit facility.

On expiry of credit facilities, if no further instructions are issued to Heads of Department, the debtors should be dismissed from classes.  This should be the responsibility of the Institute Registrar.

The Heads of Department in turn should keep the Finance Department up-dated with information from student attendance records.  This will help the Finance Department to keep an up-to-date debtors’ record.

In order to ensure protection over debtors’ information, the system should be able to produce a daily report of all amendments made to the standing data.  Other controls to be practiced in order to ensure proper monitoring of debtors include:

a) The Finance Department should make periodic reports, approved by the Head of Finance Department.  These reports should be distributed to Heads of Department for review of debtors’ performance and rating of effectiveness of corrective action taken.

b) At least once every month, the Head of Finance Department should undertake a thorough review of the debtors’ computer listing.  He should then make a report to the Registrar for debtors over stipulated period from the due date, which should include reasons for debt failure.  This will be a valuable feedback on the effectiveness of the department’s recovery procedures.

c) In addition, special reports should be prepared from time to time.  These include:

(i) Over limit reports – these show those debtors that exceed the approved credit limits.

(ii) Overdue reports – these show debtors who exceed the specified dates for credit expiry.

These should make part of management information.

Following is a sample form and letters that could be used appropriately at each stage as indicated in the sample form and letters.

4.3. Debt recovery action plan
Indicated below is a debt recovery action plan that could be adopted in the event that there is need to recover debts held by outsiders.

(a) Compile a detailed list of all irrecoverable debtors.

(b) Appoint an individual or firm of debt collectors.

(c) The debt collector should obtain from Busitema University the following information:

(i) Name of the debtor;

(ii) Address;

(iii) Copies of applications;

(iv) Copies of registration document;

(v) Copies of admission letters;

(vi) Copies of receipts;

(vii) Copies of invoices and

(viii) Letter of appointment of the debt collector and authority to collect the debt.

(d) The debt collector will send demand letters to all the debtors, including the time limit for paying, interest and penalties to be suffered together with collection costs to be levied.

(e) On expiry of the deadlines mentioned in (d) above, the debt collector, will visit the debtor.

(f) The debt collector should provide Busitema University details of steps or actions they propose to carry out.  Any proposed action should be carefully considered in terms of:

(i) Costs

(ii) Effectiveness; and

(iii) Impact on Busitema University relationship with students and sponsors.

(g) When the collector has been unable to recover the amount, management should meet to consider appropriate action required.  Action may include;

(i)
Legal action;

(ii)
Provisioning; and

(iv) Write-off.

In determining the appropriate action to be taken, consideration should be given to:

(h) Costs in relation to the amount to be recovered;

(i) Effectiveness and the likely chance of success; and

(j) Impact on Busitema University relationship with students and sponsors.

4.4. Legal Action
Where legal action is considered appropriate, the estimate legal costs should be evaluated in advance and compared with the estimated recoverable amount.
4.5. Debt collection cost

Busitema University should not pay directly, lawyers’ and debt collectors’ fees and expenses.  The fees and costs should be fixed as a percentage of the amount collectible, added to the debt recovered directly from the debtor.  Where the lawyer or debt collector is unable to recover any amount, no fee or expenses will be payable to the lawyer or debt collector.

BUSITEMA UNIVERSITY

Form A

Credit Evaluation Form

Name of staff/Organization…………………………………………………………….

Program:………………………………………………………………………………………………

Sponsor:  …………………………………………………………………..  Fees:  …………………………………………………….

	Personal Reputation

	Guarantees offered

	Credit risk factors

	Duration and amount of credit

	Date when fees should be paid

	Mode of payment

	Amount payable

	Penalties for default or late payment

	Conclusion

	Signature ……………………………………………………..

(Course Manager) (Head of Department)

Date …………………………………………………………….
	Signature ……………………………………………………….

(Chair person credit committee)

Date ………………………………………………………………


Rating:  A – Excellent

B – Good

C – Doubtful

D – Bad 

Where rating is C or D – No credit should be granted.

Sample Letter “A”

BUSITEMA UNIVERSITY

Demand Letter
Name of Student ………………………………………………………………………………………………………………………..
Registration Number ……………………………………………..  Index No. …………………………………………………
Course ……………………………………………………………………  Duration of Program ……………………………
Dear Sir,

Re:  Outstanding Fees
This is to inform you that you have an outstanding debt of ………………………………………………………

…………………………………………………………………………………………………………………………………………………..

Please arrange to make payment before two weeks to exams.

Yours faithfully,

University Bursar
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