	
	ITEM NO.6 



REPORT OF THE CITY TREASURER


TO BUDGET SCRUTINY COMMITTEE

ON Wednesday, 2 September 2009


TITLE: 
Income Collection 2008/09


RECOMMENDATIONS: 

Members are invited to consider and comment on the contents of this report. It is recommended that the committee:

· notes the financial consequences of weak collection performance, in particular that better collection performance would reduce the Council’s cash flow interest charges and ultimately the need for write-offs;

· notes the reputational consequences of collection performance, particularly on the Use of Resources CAA score;

· encourages managers to compare their culture and processes with other teams, both internally and externally, to learn lessons from high performers.


EXECUTIVE SUMMARY:

This report comments on the financial impact of collection of the Council’s main sources of debt income:

· Council tax
· Business rates
· Sundry debtors
· Rents
· Housing benefit overpayments
It identifies the financial and reputational impact of weak collection performance and the impact on the Council’s Use of Resources CAA score.  It examines historical trends in performance and then compares data against other authorities for 2008/09 and 2009/10.

BACKGROUND DOCUMENTS:

(Available for public inspection)

Various debt write-off reports to Lead Member of Customer and Support Services

Various performance reports to Lead Member of Customer and Support Services

IPF sundry debtor benchmarking club statistics

Greater Manchester Statistics

Audit Commission Best Value web pages

Audit Commission value for money web pages http://vfm.audit-commission.gov.uk/
Communities and local government statistical pages http://www.communities.gov.uk/publications/corporate/statistics/collectionrates200809 

ASSESSMENT OF RISK:

Medium.  Poor debt collection performance has a cash flow and reputational impact, and exacerbates a culture of late- and non-payment.  There is a further risk that debt ultimately proves uncollectable, or uneconomical to collect, and the income is lost to the Council: some relatively large sums have been written off.  A specific risk has been identified in relation to maintaining the Council’s Financial Standing score within the Use of Resources CAA.

	


SOURCE OF FUNDING:

The General Fund bears the cost of uncollected council tax, sundry debt and unrecovered overpaid housing benefit.  The HRA bears the cost of uncollected rent.  For business rates, a bad debt provision from the uncollected amount is built into the calculation of payment to the national pool, so the pool bears the burden of uncollected monies.

	


COMMENTS OF THE CITY TREASURER (or his representative):

The report has been prepared by officers in the Finance Division and comments on debt collection from a financial point of view.

ICT STEERING GROUP IMPLICATIONS (if applicable): na

LEGAL (if applicable): na

PROPERTY (if applicable): na

HUMAN RESOURCES (if applicable): na

	


CONTACT OFFICERS: 

Chris Hesketh, Principal Group Accountant, Corporate Accountancy Team, x2668

John Spink, City Treasurer, x3230


WARD(S) TO WHICH REPORT RELATE(S):

None specifically


KEY COUNCIL POLICIES:

Revenue budget

The Salford plan, the Council’s corporate plan


DETAILS (Overleaf)

1.  Introduction

1.1 This report comments on the collection of the Council’s main sources of debt income:

· Council tax

· Business rates

· Sundry debtors

· Rents

· Housing benefit overpayments

1.2 The report makes limited comments on operations; rather it focuses on general principles and the financial consequences of the collection rates achieved.
1.3 The recession has had a significant impact on recent performance in the Council and across the country.

2.  The consequences of weak collection performance

2.1 Previous debt collection reports have identified the following effects of weak collection performance.  

· Reputational impact and engendering a culture of late- or non-payment

· Reduced Use of Resources CAA score 

· Delay in the receipt of money owed to the Council

· The loss of money owed to the Council

Additional information is set out below. However, for reference, a more detailed discussion of each of these effects was contained in the 21 August 2006 report.  
2.2 CPA/CAA Use of Resources assessment
2008 Assessment 
The 2008 CPA assessment, measuring performance in 2007/08, was intended to be a tough test for councils. A number of indicators specifically relating to debt collection fell within the “Financial Standing” key line of enquiry (KLOE).
The Council was awarded a level 3 score in Financial Standing for 2006/07 and 2007/08.  However, it was noted that until year-on-year achievement of a high level of performance was embedded, we would not be able to aspire to a level 4 score for this criterion.  

2009 Assessment

The 2009 CAA assessment, measuring performance in 2008/09, was intended to be an even harder test. The main measurement of debt collection performance fell within KLOE 1.1 “Does the organisation plan its finances effectively to deliver its strategic priorities and secure sound financial health?” Overall, we are hopeful of achieving a score of 3 in this KLOE, but income collection is a vulnerability given our historically low comparative performance rates.
The auditor looked for evidence that showed “The council sets and monitors challenging targets for collection and recovery of material categories of income and arrears, based on age profile of debt. The council takes appropriate corrective action during the year to achieve the targets. “For information, our self-assessment (backed up by documentary evidence) was, “We monitor closely our performance in the collection of debt and have sought to maintain the improvements of recent years, however the recession is having an effect. Over the long term, we have measured improvement in business rates collection, and current reduction arising from regulatory changes is in line with national trends. Improvements particularly in the early part of the year suggest that we will achieve council tax collection levels about the same as last year and we will prevent the level of housing benefit overpayment from increasing. Likewise, we expect to maintain our award-winning performance in sundry debt collection where we have consistently been the best-performing Greater Manchester authority.”
2.3 Delay in the receipt of money owed to the Council

Delays in the receipt of money have a cash flow consequence; previous reports have included an indication of the effect.  About the only benefit of the current recession is that, with low interest rates, the cash flow loss is negligible and this report does not include that calculation.

The longer a delay in the receipt of money, the more likely it is to become uncollectable and fall into the next category.

2.4 Loss of money owed to the Council

Except for business rates, each £1 that the Council fails to collect falls wholly or largely upon the local taxpayer or rent payer. Each £1,000,000 written off is equivalent to £14.80 on the council tax bill. For business rates, a bad debt provision from the uncollected amount is built into the calculation of payment to the national pool, so the pool bears the burden of uncollected monies.

All write-off requests are submitted to the Customer & Support Services Lead Member for approval.  Write-off reports approved in 2008/09 are listed in the table below.

Table A Write-off reports considered by Lead Member in 2008/09

	Date
	Amount
	No of Cases

	Council tax

	7 April 2008
	£290,671.88
	2712

	14 July 2008
	£589,922.97
	3296

	29 January 2009
	£451,446.77
	5433

	                       30 March 2009
	£1,652,837.71
	5432

	Total
	£2,984,879.33
	

	Business rates

	7 April 2008
	£248,946.33
	75

	14 July 2008
	£189,924.02
	59

	26 January 2009
	£261,473.49
	71

	30 March 2009
	£293,692.49
	                          72

	Total
	£994,036.33
	

	Sundry debtors

	7 July 2008
	£18,500.39
	68

	29 September 2008
	£14,997.86
	69

	22 December 2008
	£58,339.61
	89

	23 March 2009
	£28,561.09
	32

	Total
	£120,398.95
	

	Rents

	7 April 2008
	£164,907.85
	94

	14 July 2008
	£101,540.51
	83

	26 January 2009
	£119,353.00
	82

	30 March 2008
	£95,431.25
	146

	Total
	£481,232.61
	

	Housing benefit overpayments

	26 January 2009
	£212,902.07
	

	30 March 2009
	£126,519.34
	

	Total
	£339,421.41
	 

	Grand total
	£4,919,968.63
	


A rigorous and regular write-off strategy is an essential part of active debt management, to ensure that effort is not wasted on uncollectable debt.  However, write-offs should only occur in cases where the debt is uneconomical to collect or uncollectable.  Better collection performance while debts are still “young” would reduce the total amount of write-offs.

Budget Scrutiny Committee has previously requested information on the reason for write-offs.  An analysis is provided in the Appendix. Almost half of the debt is written off because the debtor has absconded.
3.  Comparative performance year-on-year
3.1 Key indicators for each service have been extracted and are reproduced in the tables below to show the performance trend over time.

Table B Council tax collection performance is slowly recovering

	
	actual
	target

	2003/04
	91.4%
	

	2004/05
	90.6%
	

	2005/06
	87.1%
	90.6%

	2006/07
	88.0%
	91.0%

	2007/08
	90.0%
	92.0%

	2008/09
	90.1%
	92.0%

	
	
	

	Met district average
	
	

	2007/08
	95.6%
	

	2008/09
	95.7%
	


               source: receipts of council tax in year as a % of net collectable debit (CLG statistics)
3.2 Council tax performance has gradually improved after the weak performance in 2005/06 (caused by the implementation of SX3). The increase of 0.1% in 2008/09 compares well with a national trend of a 0.1% decrease in the recession. However, actual performance is still below our target and previous years’ achievements.  Furthermore future targets are still some way below the performance of most other authorities.

Table C Council tax arrears collection performance has fallen slightly
	
	actual
	target

	2005/06
	13.4%
	20.0%

	2006/07
	20.0%
	21.0%

	2007/08
	21.4%
	22.0%

	2008/09
	19.2%
	22.0%


                                                                  
    source: LPI38 the % of Council tax arrears collected by the authority
3.3 Collection of arrears continues to be reasonably buoyant, although it has dropped off slightly from 2007/08 levels. This may be attributable to the recession although, as mentioned above, in-year collection of council tax has increased.
Table D The recovery in business rates collection performance has reversed
	
	actual
	target

	2003/04
	97.0%
	

	2004/05
	96.8%
	

	2005/06
	96.8%
	96.8%

	2006/07
	97.9%
	97.3%

	2007/08
	98.0%
	98.1%

	2008/09
	96.1%
	96.0%

	
	
	

	Met district average
	
	

	2007/08
	98.5%
	

	2008/09
	97.2%
	


source: receipts of council tax in year as a % of net collectable debit (CLG statistics)
3.4 As expected, the change in regulations concerning empty property rates, along with the recession, have adversely affected business rates collection performance figures. The effect has been proportionately worse in Salford than the fall in the national metropolitan district average and the GM authorities’ average.
Table E Sundry debtor performance in reducing aged debt has fallen markedly
	
	actual
	target

	2003/04
	(reduction of) 42.8%
	(reduction of) 10%

	2004/05
	(reduction of) 23.7%
	(reduction of) 10%

	2005/06
	(reduction of) 25.8%
	(reduction of) 10%

	2006/07
	(reduction of) 17.4%
	(reduction of) 10%

	2007/08
	(increase of) 4.3%
	(reduction of) 10%

	2008/09
	(increase of) 21.8%
	(reduction of) 5%


source: LPI 25 (formerly LPI 51) the % reduction of outstanding debt greater than 60 days old

3.5 2008/09 has seen a substantial increase in the proportion of uncollected sundry debt. As with business rates, this is attributable to the recession, and specifically its effects on the construction industry. Excluding construction industry debt would show an overall reduction of 8.3% of outstanding debt. 

Table F   Rent collection performance has remained steady 

	
	actual
	target

	2003/04
	93.6%
	

	2004/05
	96.7%
	

	2005/06
	96.4%
	96.5%

	2006/07
	96.7%
	96.7%

	2007/08
	96.7%
	96.6%

	2008/09
	96.7%
	97.3%

	
	
	

	 (2006/07)
	Benchmark GM top quartile
	97.7%


source: BVPI66a rent collected as a proportion of rents owed on HRA dwellings
3.6 Rent collection performance has been at a consistent level since 2004/05. Unfortunately, there is little published national information for comparison. 

Table G  Housing Benefit Overpayment recovery exceeded its target and is still top quartile

	
	actual
	target

	2003/04
	na
	

	2004/05
	na
	

	2005/06
	75.1%
	45.0%

	2006/07
	90.0%
	82.0%

	2007/08
	87.0%
	85.0%

	2008/09
	na
	88.0%

	
	
	

	Benchmark top quartile (2006/07)
	
	85.6%


source: BVPI79bi the amount of HB overpayments recovered as a % of all overpayments

3.7 Up until 2007/08, housing benefit overpayment recovery performance has been good. Unfortunately, 2008/09 data is not available due to software problems. 
4. Performance in comparison with other councils 2008/09
4.1  The fundamentals of Best Value require that councils consult, compare, challenge and compete (the four Cs).  Among other things, this requires that performance information is collected and shared with peer authorities in order to identify weak performance and best practice, to share new ways of working and ultimately to improve efficiency and give a better service to the customer.

4.2 The Greater Manchester authorities collect and share performance measurement/benchmarking data which has been summarised in previous versions of this report.

4.3 Unfortunately, GMAMT data is currently not as complete as that previously available.  Specifically, there is no data on HB overpayments, arrears collection for council tax and business rates, or gross debit figures. However, headline collection comparators are available for the key income streams and these are set out in the tables below.

Table H Greater Manchester council tax collection performance 2008/09

	
	

	Trafford
	96.9%

	Bury 
	96.8%

	Bolton
	96.6%

	Wigan
	96.3%

	Stockport
	96.2%

	Oldham
	95.6%

	Rochdale
	95.5%

	Tameside
	95.5%

	Salford
	90.1%

	Manchester
	90.0%

	
	

	source: CLG statistics

% of net debit collected
	


4.4 Salford City Council’s council tax collection performance ranked 9th of 10 Greater Manchester authorities (2007/08 9th of 10).  
4.5 The national metropolitan district average was 95.7%

Table J Greater Manchester business rates collection performance 2008/09
	
	

	Trafford
	97.8%

	Oldham
	97.3%

	Wigan
	97.1%

	Tameside
	97.2%

	Rochdale
	96.8%

	Manchester
	96.7%

	Stockport
	96.8%

	Bolton
	96.3%

	Salford
	96.1%

	Bury
	95.6%

	
	

	source: CLG statistics

% of net debit collected


4.6 Salford City Council’s business rates collection performance ranked 9th of 10 Greater Manchester authorities (2007/08 8th of 10).  
4.7 The national metropolitan district average was 97.2%
Table K Greater Manchester sundry debtor collection performance 2008/09
	
	

	Salford
	98.8%

	Rochdale
	98.4%

	Bolton
	96.9%

	Wigan
	96.8%

	Trafford
	95.1%

	Stockport
	92.7%

	Bury
	92.5%

	Manchester
	92.3%

	Oldham
	87.5%

	Tameside
	86.3%

	
	

	source: GM statistics, proportion of sundry debt younger than 60 days


4.8  Salford City Council’s sundry debtor performance in clearing aged debt ranked 1st of 10 Greater Manchester authorities (2007/08 1st of 10).  
5.   Performance in comparison with other councils 2009/10 to date
5.1 The recession is expected to continue to affect collection performance in 2009/10. It will be difficult for teams to balance the need to collect debt with the need to be sensitive in cases of genuine hardship.
5.2 Available GMAMT comparative data for 2009/10 up to 30 June 2009 is set out in the paragraphs below. While not all authorities have returned data at this stage in the year, the response is generally good, which helps the comparison to be more meaningful.

5.3  It should be noted that performance at this stage of the year is not necessarily indicative of the final position. 
Table L Greater Manchester council tax collection performance 2009/10 quarter 1
	
	

	Trafford
	40.2%

	Rochdale
	39.7%

	Bury 
	39.1%

	Oldham
	38.9%

	Tameside
	38.7%

	Bolton
	38.5%

	Wigan
	37.9%

	Stockport
	37.6%

	Salford
	36.5%

	Manchester
	33.1%

	
	

	source: GM statistics

% of net debit collected
	


5.4 Salford City Council’s council tax collection performance currently ranks 9th of 10 Greater Manchester authorities.  
Table M Greater Manchester business rates collection performance 2009/10 quarter 1
	
	

	Tameside
	42.6%

	Bolton
	41.6%

	Manchester
	41.4%

	Salford
	40.3%

	Trafford
	40.2%

	Rochdale
	39.7%

	Bury
	39.4%

	Wigan
	38.5%

	Stockport
	37.8%

	Oldham
	36.4%

	
	

	source: GM statistics

% of net debit collected


5.5 Salford City Council’s business rates collection performance currently ranks 4th of 10 Greater Manchester authorities.  
Table N Greater Manchester sundry debtor collection performance 2009/10 quarter 1

	
	

	Salford
	95.4%

	Bolton
	89.4%

	Wigan
	87.9%

	Manchester
	81.1%

	Stockport
	79.1%

	Oldham
	76.9%

	Tameside
	72.5%

	Bury
	72.3%

	
	

	source: GM statistics, proportion of sundry debt younger than 60 days


5.5 Salford City Council’s sundry debtor performance in clearing aged debt currently ranks 1st of 8 returning authorities.  
6. Improving Performance

6.1 An improvement in debt collection performance would have positive financial consequences, by reducing cash flow interest charges and reducing the need for write-offs.  In addition, the Audit Commission’s Use of Resources CAA judgement of the Council will reflect debt collection performance. 

6.2 As mentioned in previous reports, managing any service involves balancing objectives against resources applied. It may be possible to achieve excellent debt collection performance at a high cost, or the Council may be satisfied by a standard service at a limited cost. If possible, the best result is to achieve top performance with limited resource input.

6.3 As well as by the application of additional resources, it may be possible to improve performance by changing working practices. Benchmarking and other groups can also provide the impetus for change by the observation of best and innovative practice in others, leading to its application in the Council.  
6.4 According to research by information services company Experian, 20% of outstanding council debt was owed by people who had the ability to pay but avoided doing so. They said that local authorities lacked the information to distinguish those who could not pay from those who refused to do so. They said, “…a more individualised approach to [debt] collection is required to ensure those that have the means to pay their [debt] are obliged to do so and to identify people in genuine financial difficulty”. 
6.5 The previous report commented on the culture of a successful debt collection team and identified four key areas for examination:

· A strong culture of responsibility

· Active debt management.  .

· Technology.  

· Motivation.  

6.6 There is a risk of over-simplifying the situation; however, it is recommended that managers compare their culture and processes with other teams, both internally and externally, to learn lessons from high performers. 

7. Conclusions

7.1 Poor debt collection performance has a cash flow impact, exacerbates a culture of late- and non-payment and has a reputational effect on the Council reflected in its Use of Resources CPA/CAA score.

7.2 There is a risk that debt ultimately proves uncollectable, or uneconomical to collect, and the income is lost to the Council. Some significant sums have been written off.  

7.3 Performance generally improved during 2007/08 but has fallen in 2008/09, largely due to the recession. Nevertheless, in comparison with other districts facing the same problems, there are still areas where the Council is a bottom-quartile performer.

7.4 The Audit Commission CAA will require the Council to set challenging targets for income collection and to achieve them in order to help maintain its level 3 score on the Use of Resources.  To maintain and improve our score, the Council will have to demonstrate itself to be a consistent top-level performer over time.

8. Recommendations

8.1 Members are invited to consider and comment on the contents of this report. It is recommended that the committee:

· notes the financial consequences of weak collection performance, in particular that better collection performance would reduce the Council’s cash flow interest charges and ultimately the need for write-offs;

· notes the reputational consequences of collection performance, particularly on the Use of Resources CAA score;

· encourages managers to compare their culture and processes with other teams, both internally and externally, to learn lessons from high performers.

John Spink

City Treasurer

Appendix
Reasons for writing off debt in 2008/09

	Reason for write-off
	Bankcrupty/

liquidation/ceased to trade etc…
	Appeals
	Debt agency recommendation
	Irrecoverable
	Absconder/
emmigrated
	Deceased
	Uneconomical
	Discretionary/
elderly/ other
	Total

	Income area
	Date
	£
	£
	£
	£
	£
	£
	£
	£
	£

	Council  Tax
	07/04/2008
	10,701.57
	
	
	
	245,085.04
	10,480.62
	18,428.65
	5,976.00
	290,671.88

	Council Tax
	07/07/2008
	58,995.11
	 
	 
	6,450.64
	470,146.08
	24,484.90
	29,846.24
	 
	589,922.97

	Council Tax
	29/01/2009
	90,273.71
	
	
	5,759.07
	297,317.68
	16,942.38
	39,085.49
	2,068.44
	451,446.77

	Council Tax
	30/03/2009
	85,499.17
	
	
	15,491.39
	975,877.67
	22,793.48
	552,206.66
	969.34
	1,652,837.71

	Council Tax Total
	 
	245,469.56
	0.00
	0.00
	27,701.10
	1,988,426.47
	74,701.38
	639,567.04
	9,013.78
	2,984,879.33

	Business rates
	07/04/2008
	131,042.06
	
	
	       4,124.44
	65,497.27
	
	
	  48,282.56
	248,946.33

	Business rates
	07/07/2008
	125,021.12
	 
	 
	 
	64,902.90
	 
	 
	 
	189,924.02

	Business rates
	18/01/2009
	220,523.05
	
	
	
	39,461.09
	
	
	     1,489.35
	261,473.49

	Business rates
	30/03/2009
	190,748.49
	
	
	       1,951.05
	100,093.61
	
	
	      899.34
	293,692.49

	Business Rates Total
	 
	667,334.72
	0.00
	0.00
	6,075.49
	269,954.87
	0.00
	0.00
	50,671.25
	994,036.33

	Sundry Debtors
	07/07/2008
	3,746.68
	 
	 
	9,763.56
	2,859.63
	 
	386.94
	1,743.58
	18,500.39

	Sundry Debtors
	29/09/2008
	2,571.90
	 
	 
	10,371.86
	702.40
	 
	1,059.10
	292.60
	14,997.86

	Sundry Debtors
	26/01/2009
	22,040.67
	
	
	31,587.02
	1,866.27
	         694.25
	1,944.70
	206.70
	58,339.61

	Sundry Debtors
	30/03/2009
	238.28
	
	
	2,909.47
	23,351.95
	         329.77
	1,271.62
	460.00
	28,561.09

	Sundry Debtors Total
	 
	28,597.53
	0.00
	0.00
	54,631.91
	28,780.25
	1,024.02
	4,662.36
	2,702.88
	120,398.95

	Rents
	07/04/2008
	69.51
	 
	137,778.38
	 
	13,449.17
	6,745.14
	4,631.47
	2,234.18
	164,907.85

	Rents
	22/09/2008
	 
	 
	71,497.25
	 
	13,063.32
	10,251.86
	340.43
	6,387.65
	101,540.51

	Rents
	26/01/2009
	       1,467.65
	
	101,280.12
	
	4,530.67
	8,607.14
	74.27
	3,393.15
	119,353.00

	Rents
	30/03/2009
	           79.26
	
	51,550.50
	
	24,062.07
	11,328.76
	673.01
	7,737.65
	95,431.25

	Rents Total
	 
	1,616.42
	0.00
	362,106.25
	0.00
	55,105.23
	36,932.90
	5,719.18
	19,752.63
	481,232.61

	HB Overpayments
	26/01/2009
	59,835.15
	12,858.44
	 
	56,949.61
	33,259.60
	43,680.55
	2,257.02
	4,061.70
	212,902.07

	HB Overpayments
	30/03/2009
	12,935.87
	6,420.54
	
	29,547.53
	26,910.31
	4,878.67
	2,570.82
	43,255.60
	126,519.34

	HB Overpayments Total
	 
	72,771.02
	19,278.98
	0.00
	86,497.14
	60,169.91
	48,559.22
	4,827.84
	47,317.30
	339,421.41

	Grand Total
	 
	1,015,789.25
	19,278.98
	362,106.25
	174,905.64
	2,402,436.73
	161,217.52
	654,776.42
	129,457.84
	4,919,968.63

	% of Total
	 
	21%
	-
	7%
	4%
	49%
	3%
	13%
	3%
	100 %
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