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Introduction

We have reported in recent management letters that the level of debt outstanding was a
significant risk for the Council. In January 2001 the Council reported to members that the
performance of income collection generally across Directorates in relation to debt collection
had not been fully effective. There was a need to strengthen the management of debt
recovery to reduce the amount of debt the Council carried. By 1 April 2001 council tax
arrears were at £16 million and sundry debtors at £7 million.

The efficient and effective collection of income promotes accountability and helps councils to
deliver the level and quality of services people want. Competent and proficient management
of income collection is essential if the Council is to demonstrate sound financial
administration and obtain the cash-flow advantages of early collection.

Background

We agreed that we would review the Council’s performance in collecting income for
e council tax, and
+ sundry debtors.

Council tax was introduced in April 1993, replacing the community charge. Council tax is
levied upon chargeable dwellings. Liability for paying council tax rests in the first instance,
with the occupier of the property. Where the property is not occupied or an occupier cannot
be identified then liability rests with the property owner. The amount of council tax billed for
2001/2002 is over £50 million.

The Council’s sundry debtors system bills and collects all income outside the Council’s other
main income streams of council tax, business rates, housing rents and housing benefit
overpayments. It encompasses the processes of raising sundry debtors (including trade
waste, city leisure, commercial rents and housing), recovering money owed to the Council
and managing bad debt. In 2000/2001 sundry debtors billed 28,261 invoices totalling £55m.

The Council should be aiming for upper quartile levels of collection as part of its commitment
to the Best Value regime. Compared to other Mets, Salford has the second highest level of
council tax arrears as a percentage of council tax collectable, whilst sundry debtor arrears is
the third highest. Conversely the Council’s provision for bad debt is low in comparison to
other authorities.

During 2001 the Council has taken a number of measures aimed at improving the collection
of its council tax and sundry debtors income. These include:

¢ restructuring of the recovery teams,
¢ introducing internet payment facility,
* a significant expansion of borough wide payment points.

The Council has acknowledged that a much more rigorous policy towards the billing,
payment and recovery of income is required to ensure that the highest levels of income are
collected.

We have worked with officers during the year to review the current arrangements in place,
bearing in mind the significant changes that have been taking place, within both the Council
Tax and Sundry Debtors Sections. Internal Audit has also carried out a systems appraisal of
the adequacy of controls over key processes of the new SAP debtors system and the winding
down of the old Radius system.
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Scope and objectives

We have reviewed the Council’s sundry debtors and council tax collection performance by
focussing on:

+ policy and standards

« performance monitoring
¢ collection rates

+ billing and payment

e recovery,

Audit approach

The audit is based on;

e a review of Council’s accounting treatment and recording of arrears
¢ areview of the Council’s documentation and procedures

s areview of the actual operation of the systems in place

+ interviews with key officers and Members.

Our major conclusions are as follows.

Main conclusions

During the last twelve months the Council has introduced some changes to its income
collection procedures, in response to growing officer and Member concerns about the level of
arrears and below average collection rates. A number of significant actions have been taken
to reduce arrears and increase collection rates, including a major restructuring of some of
the Council’s financial services. However these developments have generally taken place as
departmental initiatives rather than as part of an overall corporate strategy on income
collection. To significantly improve the collection of income overall there needs to be a
comprehensive corporate income collection policy across the board, including;

* how to collect income,
¢ methods of recovery, and
¢ bad debt provision,

Without a clear corporate lead, the initiatives taken so far will not be effective in meeting the
new demanding standards placed on the Council.

Billing and payment

The Council has restructured both the Council Tax and Debtors Sections, including the
introduction of a new sundry debtors system. This has resulted in a more streamlined billing
system, but there remain a number of issues which need to be addressed to ensure that
maximum benefit is obtained. In particular, the Council needs to;

» explore options for reducing the number of small value invoices, including a much
greater emphasis on prepayments and aggregated invoices

s provide a greater variety of payment options to the public

» ensure sufficient information is recorded on the system to facilitate recovery where
necessary.
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Recovery and enforcement

The Council should have systems in place to pursue debt promptly, efficiently and effectively.
Our review highlighted that in recent years, council tax and sundry debtor recovery
procedures have not been rigorous in their design and application. The new sundry debtors
system and revised council tax recovery and enforcement procedures are just beginning to
have a positive impact on collection rates. The administration of old debt is however
currently hindering the effective performance of the new measures taken by the Council.

As part of the restructure the Council has incorporated the in-house bailiff team into the new
recovery sections. There has however been no use of external bailiffs or third party agencies
for a number of years, which has significantly reduced the Council’s recovery and
enforcement options. The Council Tax Recovery Team has recently made use of a tracing
agency with some success.

The Council also has a high level of outstanding transactions with some of its own schools
and other local educational bodies. The situation with the schools is unsatisfactory as schools
are refusing to pay bills on the basis of non-production of accounts for work completed.

Large debts passed to the Legal Department are generally pursued, although there is scope
for improving progress reports for managers and members and protocols between
departments.

Bad debt provision and write offs

The Council has not had an active policy for write-offs. This in part, has added to the
Council’s comparatively high arrears figures for council tax and sundry debtors. Many
accounts lie dormant on the system, having had no activity for many years and no
subsequent attempt to recover the debt. The Council has started to review debts going back
to the implementation of the council tax. A similar exercise has been conducted for debt on
the old debtors system. A comprehensive write-off of old debt will be required as well as the
implementation of proper procedures for future write-offs.

The improvement of the Council’s performance and writing-off of old debt wiil also require a
re-appraisal of the bad debt provision, which does not currently reflect the level of arrears.

Writing off significant amounts of debt could however have a serious impact on the Council’s
financial health, which we refer to in more detail in our separate report on the Council’s
current financial position.

The way forward

The Council needs to continue with action taken this year to improve the collection of debt,
but this should be part of an overall corporate approach to the collection of income. We have
listed our key recommendations below. The action plan in the next section sets out the
report’s recommendations together with the Authority’s response.
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Recommendations
R1 The Counat should develop a conmprehensive cotporate income colleclion pohcy «overing:
Billing
Collection
ery and enforcemeont
Write otfs,

Procedure notes covering the operation of the new sundi y debtors systen shaild e
prepared,

Ensure that statt are aware of the need to rotenn adehtional miornation foll viny the
teconunendations of the Wooll repaort.

The Council should consider the cost and cifectivenoss of alterialivee i o
imethods for thenr sorvices.,

culleation

ldentity those activities for which o would Lo benelicial to coliedd cane o the ot of
delivery to reduce the mcidence of high volume, fow value debtor acconnte

Explore the options for aggregating mvorces Logether .

Introduce and monmitor staff work plans to ensie that the newly adopted tecovery procodogs,
are striclly enforeed.

Ensure that new arrears receive priority aver the old Rading debtors for recovery purposes,
Consider extending the tse of extornal debt recovery agents,

Calculate the annuat provision for doubttul debts based on a realistic aoscasment of the
ltkelthood of recavery for each debt.

Review outstanding accounts against the agreed write off policy.
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Recommendations
together with movements and a concise

R2 Members should receive a periodic
written commentary.

report showing the volume, value and
age of the Council’s sundry debtors,
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DETAILED REPORT

Recommendations

Findings
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® 4

Regular monitoring reports shduld
present appropriate detail about

workloads, value of debt and
exceptional items ( high values

ion

R4. Revise the council tax except
reports to ensure that they include

only relevant cases.

-

G

)»z

attached to individual debtors), to

RS. Ensure that exception reports are

fully and speedily actioned.

o
-

S

":33;‘:’”»

Operational managers/budget

holders

i
L

L

Senior management/Members

.

i

Reports to Members should
address any specific policy

e
-

.g. new income

matters e

e

collection policies or special

debt

improve

to

ives

tiati

collection.

ini

b

R6. Periodic (weekly, monthly or

quarterly) monito

rts should

ctorates so that

ring repol

s

o

ire

be produced for d

f

ing o

they have a clear understand

i

their debtor account workloads, values

outstand

d exceptional items.

ing an

-

S

Billing and payment

Are monitoring arrangements

satisfactory?
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DETAILED REPORT

audit 2000/2001

Recommendations

Issue

Good practice

.
s
-

the face of the

inimum,
account should clearly state

Asam

b
Ty

b

the details of the goods and

s
e

i
G
}éé’ L

©

c
- ©
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3 B
S o
b1 5]
s 2
5 =}
5 5
Q =
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2
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Qun B
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= o
3¢ £

Ensure that the information on
the face of the debtor accounts is

R9.

lied

a contact to whom any queries
about the account should be
directed in the first instance

services were supp

complete and supported by evidence.

o

e

2

S

.

R10. The date of supply should be

how and when payment can be

made
the action that will be taken by

the Council in the event of non

payment.

the debtors system.

in

luded

Inc

S

B

e

e

The Council should have taken action

to the Woolf Report,

which increases the quality threshold
of evidence required to support a

in response

i

0

e
A
33(3« i

.

Z

debtors claim in the event of legal
action. This will require greater

consistency in the quality of

information on debtor accounts as
well as clear evidence trails in
supporting documentation.

R11. Ensure that staff are aware of the
need to retain additional information

S

Gii

following the recommendations of the

Woolf report.

Billing and payment

Does the account contain sufficient

information ?
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DETAILED REPORT

audit 2000/2001

Recommendations

Findings

Good practice

Issue

i
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vities for

which it would be beneficial to
collect income at the point of

R14(I). Identify those a

=

elivery to reduce the incidence of
igh volume, low value debtor

accounts.
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Billing and payment

Are alternative payment
collection methods used
effectively ? (continued)
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DETAILED REPORT

Recommendations

Good practice

audit 2000/2001

Issue

-

Findings

R15. Internal Audit’s

B

-
e

e

Representatives of each of the user
departments should be involved in

i

=

recommendations on the new SAP

system should be

| and evaluation of the

new system.

an appraisa

%

lemented.

imp

There should be a regular meeting of

the user group to assess

Sl
&

o

performance of the system and the
overall effect on income collection.

A
B

£

i
L

o
f;"(i Gh

.
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e
A
o

A S

o

SR

o

s

e
iy

Billing and payment

Is the SAP computer system

being appropriately managed,
so that it delivers benefits in

terms of lower administration
costs and better management

information ?
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DETAILED REPORT

audit 2000/20071

Recommendations

Findings

Good practice

R

Overdue accounts should be paid off
promptly following intervention.

g
i

-
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YR
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Only a small percentage of accounts

&
!

ficantly overdue.

igni

should be s
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B
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.
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R
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Recovery and enforcement

Is recovery effective in overall

terms?
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Recommendations
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Findings

Procedures should clearly allocate

responsibilities to m
potential for gaps or duplicat

R16 The relationship between the
newly created Debtors Recovery
Team and other areas of the
Council should be clarifi

ur
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R17. The Legal Section should set
up a masterfile, containing detaiis
of the action taken and relevant
correspondence, for each debt.

Recovery and enforcement
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recovery process (
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DETAILED REPORT

audit 2000/2001

Recommendations

Findings

Good practice

Issue

A clear recovery policy should be
published to guide officers and to

deter non payment.

o

Procedures should clearly outline the
criteria that trigger each step that

should be taken eg.

e
=

=

Reminder letters

Vv

isits

Court action

.

Agreement terms

i

Use of third party collectors
Write off.

These procedures are soundly based

on accepted good practice,

R18. The period between an

account be

ing

ing raised and it bei

experience and logical analysis eg.

classed as overdue needs to be

ts

ine i

tored closely to determ
overall effectiveness.

moni

.
e

ke
Shon it

In-house team to collect the
bulk of items that are easy to

collect

-

—

=
e

-
s o

5

szgggg

Third party collection agents for

other items

Poll

-

the light

in

iewed

icies are rev;

of trends in collection rates at

each stage.

Recovery and enforcement

Are appropriate recovery

methods in place?
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Recommendations
R19 Consider contacting debtors by
ing
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telephone to pursue outstand

accounts.
newly adopted recovery procedures

R20. Introduce and monitor staff
are strictly enforced.

work plans to ensure that the
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DETAILED REPORT
ity over the old Rad
debtors for recovery purposes.
City of Salford Page 26

receive priori

R21. Ensure that new arrears

Recommendations

S
R o
L

i
S

E e

e

o
e
i

SRR ot
e
TR

™ BN
T &

Findings

Good practice

audit 2000/2001
Recovery and enforcement
Are appropriate recovery
methods in place? (continued)

Issue




in the future.

ising

DETAILED REPORT

th arrears ar

Recommendations
wi

R22. Revise the procedures for

administering and accounting for
school income to prevent problems

.

S0 O

Good practice

|
48

SO
o i;s;; k3
&

R23. Consider extending the use of
external debt recovery agents.

S
e

There should be clear criteria for

employing agents.

e
e
L

o

o

audit 2000/2001
Recovery and enforcement
Are appropriate recovery
methods in place? (continued)

Issue

Are third party agents used

effectively?
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DETAILED REPORT

Recommendations

Good practice

audit 2000/2001

Issue

Findings

Council’s should ensure that

R24. Caiculate the annual provision
for doubtful debts based on a
realistic assessment of the

provision accords with good practice
or accepted standard eg CIPFA

guidance, in particular making sure

that provision is prudent compared
with actual amounts written off.

likelihood of recovery for each

debt.

e
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Bad debt provision and

write-offs.

Does the Council make proper

for non-collectable

provision
debts ?
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DETAILED REPORT

audit 2000/2001

Recommendations

Findings

Good practice

Issue

L
S

S
o

vi

L

Do

o
o
<ya!‘:¢s«} 3

e

Bad debt provision and write-offs.

Does the Council make proper provision
for non-collectable debts ? (Continued)
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DETAILED REPORT

audit 2000/2001

Recommendations

Good practice

Issue

There should be a clear policy and

procedures covering

R25 Review outstanding accounts
against the agreed write off policy.

circumstances when write off is
appropriate

AR
1
A2 o
TR

&
5

use of agreements rather than write
off for debtors who are unable to

settle an account in fuil

-

level of officer/Member approval

L]

d
mechanics of the process

require

S
L
e
o

named officers to approve/

recommend approval to Members

action if payment is offered after

write-off

action to protect the Council from loss

of Value Added Tax element of aged

accounts that are written off.

e
L
L

i
.

.
o
e
Sy

o

i

7

-

-

7

-
-

Procedures understood and foliowed by alt

departments involved in the process

-

income

legal services

department which raised the account.

-

o
=

Bad debt provision and

write offs.

Are there clear procedures
for writing off bad debts?
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DETAILED REPORT

audit 2000/2001

Recommendations

Findings

Good practice

Issue

Ideally debtor income should not be
credited to departmental budgets until

Set fair but challenging

performance targets to emphas

R26.

eived. Any income that is

recorded should be removed pending

payment is r

ise

ing

the importance of quickly pursu

payment when an account is overdue.
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The department which raised the account

should bear the administrative costs of

non-collection.

Consider creating a bad debt

R27.

through a monthly charge

provision

departments based on

their historic collection rates and

current turnover.

on service

ml s
S

The system for recharging the costs of

S

d Legal services should provide

income an
tives for those sect
debts which have been properly referred.

to collect

ons

ncen

&

R28. Recharge full cost of recovery

action to budget holders whose
clients fail to pay promptly.

.

e
e
L

SN

S
Ginagii
-

d

Bad debt provi

write offs.

Does the accounting system
provide incentives to pursue
debt, rather than allow it to

become written off ‘by

default?

City of Salford Page 31




audit 2000/2001 | APPENDICES

APPENDIX 1

Comparative arrears with other Authorities
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APPENDIX 2

Debt analysis

Age analysis of Council Tax at April 2001

Amount outstanding

(After write offs)
£

1993/1994 889,885.19

1994/1995 1,029,971.56
1995/1996 1,208,896.65
1996/1997 1,569,473.77
1997/1998 1,929,429.21
1998/1999 2,235,280.99
1999/2000 2,574,925.39
2000/2001 4,531,128.37

Total 15,968,991.13

Age analysis of sundry debt outstanding at April 2001

AGE OF DEBT

(Days)

Department

Education & 64,367 3,738 2,866 18,950 889,671 979,592
Leisure

Chief Executive 424,320 228,995 36,875 88,384 145,400 923,974
Development 3,376,071 185,628 52,807 237,428 2,306,138 6,158,072
Services

Community & 30,363 4,361 11,498 159,090 1,271,064 1,476,376
Social Services

Corporate 2,445,069 338,478 762,351 33,393 174,347 3,753,638
Services

Environmental 27,141 31,687 42,677 985 408,617 511,107
Services

Housing 48,244 3,982 1,700 1,260 330,494 385,680
Services

DLO/DSO 0 0 -177 0 219,472 219,295
Salford College 0 0 0 71,999 71,999
Other 2,681 9,838 2,344 95 19,477 34,435
Total 6,418,256 806,707 912,941 539,585 5,836,679 14,514,168




“audit 2000/2001 |

APPENDICES

New SAP sundry debtors system debts outstanding in amount categories
at April 2001

Category No of debts Amount of debt
; outstanding - outstanding

£0 - £19.99 448 £4,423.17

£20 - £49.99 570 £20,121.91

£50 - £99.99 787 £55,656.23

£100 + 3355 £9,621,354.75

Totatl 5160 £9,701,556.06

New SAP sundry debtors system invoices raised in amount categories at

April 2001

Category No of debts Amount of debt
outstanding outstanding

£0 - £19.99 1226 | £11,487.21

£20 - £49.99 593 £53,243.74

£50 - £99.99 2192 £154,955.12

£100 + 10881 £41,754,280.00

Total 14892 £41,973,966.07
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