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REPORT OF THE STRATEGIC DIRECTOR OF CUSTOMER AND SUPPORT SERVICES



TO THE LEAD MEMBER FOR CUSTOMER AND SUPPORT SERVICES


ON Monday, 21 August, 2006


TITLE : Debt Collection


RECOMMENDATIONS : 

It is recommended that the Lead Member:

· Notes the financial and other consequences of weak collection performance

· Agrees to receive quarterly overview reports on debt collection

· Continues to receive the regular reports on Council Tax and NNDR

· Encourages services to fully participate in Greater Manchester and CIPFA performance/benchmarking groups and comply with all requests for data


EXECUTIVE SUMMARY :

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

· Council Tax

· NNDR

· 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 CPA score.  It examines historical trends in performance and then compares 2005/06 data against other authorities.


BACKGROUND DOCUMENTS :

(Available for public inspection)

Best Value Performance Plan 2006/07

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

IPF sundry debtor benchmarking club statistics

Greater Manchester Statistics

Audit Commission Best Value web pages


ASSESSMENT OF RISK:

Medium.  Poor debt collection performance has a cash flow and reputational impact.  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.

	


SOURCE OF FUNDING:

The General Fund bears the cost of uncollected Council Tax, NNDR, sundry debt and unrecovered overpaid Housing Benefit.  The HRA bears the cost of unrecovered rent.

	


COMMENTS OF THE STRATEGIC DIRECTOR OF CUSTOMER AND SUPPORT SERVICES (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.

1. LEGAL IMPLICATIONS



Provided by : na

2. FINANCIAL IMPLICATIONS


Provided by : Chris Hesketh

3. ICT STEERING GROUP IMPLICATIONS

Provided by: na

PROPERTY (if applicable): na

HUMAN RESOURCES (if applicable): na

	


CONTACT OFFICER : 

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

John Spink, Head of Finance, x3230


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

None specifically


KEY COUNCIL POLICIES:

Revenue budget

Best Value Performance Plan


DETAILS (Continued Overleaf)

1.  Introduction

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

· Council Tax

· NNDR

· 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 collection rates achieved.

2.  The Consequences of Weak Collection Performance

2.1 Weak collection performance can have the following effects:

· Reputational impact

· Reduced CPA score

· The delay in the receipt of money owed to the Council

· The loss of money owed to the Council.

2.2 Reputational impact

There is a risk that the Council is perceived to be weak on those who avoid paying their debts; or that poor performance in one area causes the Council as a whole to be viewed as inefficient by the press, public and potential partners.  There is a further risk that this perception actually encourages lax payment.  

The Council is also perceived, judged and compared in the light of its CPA score.  This is discussed in a little more detail below.

2.3 Reduced CPA score

An important performance measurement for the Council is the Audit Commission’s CPA.  There are two “key lines of enquiry” in the CPA Use of Resources assessment that relate specifically to debt collection.  Poor performance in these could limit or reduce the overall Use of Resources CPA score.  The specific KLOEs are:

· KLOE 3.1.11 (level 3) “Monitoring information is available that evaluates the effectiveness of debt recovery actions, associated costs, and the cost of not recovering debt promptly for material categories of income”.

· KLOE 3.1.12 (level 4) “Members monitor key financial health indicators and set challenging targets, for example for income collection, […etc]”

In the 2005 CPA process, these KLOEs came under particular scrutiny by the auditor, and officers identified them as areas that needed to be strengthened.  It is felt that Lead Member’s review of this and any future reports on debt collection performance will establish a clearer corporate review and reinforce the Council’s answers to these KLOEs.  

While in-depth scrutiny is currently taking place into Council Tax collection, with weekly reporting from the Acting Head of Customer Services, it is proposed that this report is produced in order to give a financial overview of income collection at quarterly intervals.

2.4 Delay in receipt of money owed to the Council

Failure to secure adequate performance in the collection of debt means that the money is received later than necessary.  Even if the money is ultimately collected, there is a cash flow cost for the delay.  This represents the interest income lost from not having the money to invest, or the interest expenditure incurred through having to borrow to cover uncollected sums.  This is examined in more detail in section 5 below.

In addition, the longer debt remains unpaid, the harder it is to collect, as the more likely it is that people or businesses will have moved away, died, gone into liquidation etc.  There is therefore an increasing risk that delayed payment ultimately becomes lost or written-off money.

2.5 Loss of money owed to the Council

Except for NNDR, each £1 that the Council fails to collect falls wholly or largely upon the local taxpayer.  For NNDR, 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.

Lead Member is responsible for approving debt write-offs and so will be aware of these sums.  Recent write-off reports have been considered on:

	24 July 06
	£76,000
	Housing Benefit Overpayments

	10 July 06
	£32,000
	Council Tax

	26 June 06
	£27,000
	Sundry Debtors

	10 April 06
	£1,240,000
	Council tax

	10 April 06
	£328,000
	NDR

	10 April 06
	£229,000
	Housing Benefit Overpayments

	16 Mar 06
	£173,000
	Rents (Housing Lead Member)


Write-offs should only occur in cases where the debt is uneconomical to collect or uncollectable.  As noted in 2.4 above, better collection performance while debts are still “young” would reduce the total amount of write-offs.

3.  Measuring Performance

3.1 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.

3.2 The Greater Manchester authorities collect and share performance measurement/benchmarking data.  In this report, the headline indicators, usually BVPIs have been used.  These are not the only indicators available but, as national indicators, they are widely recognised and easily-used.  Lead Member may wish to consider requesting fuller details of certain areas.  

3.3 Performance data requires resources to collect, and the indicators can be misleading if taken out of context.  The bare figures may therefore require explanation or investigation in order for findings to be fully understood.  Nevertheless, it is considered that they are an irreplaceable step in the Best Value process.  

3.4 The directorate has recently withdrawn from submitting some benchmarking information.  In addition, cost of collection data is not currently always submitted and this potentially valuable information has not been used at all in this report.  Lead Member is therefore asked to encourage each service to participate fully in Greater Manchester performance and benchmarking groups and to share all requested information with the other authorities.

4.  Historical Performance

4.1 The Best Value Performance Plan records useful BVPI and local LPI indicators.  Key indicators for each service have been extracted and are reproduced below to show the performance trend over time.  Where the indicators are BVPIs, the latest available benchmark upper and lower quartile figures are also shown.

Table 4a Council tax collection performance has fallen over time

	
	actual
	target

	2003/04
	91.4%
	

	2004/05
	90.6%
	

	2005/06
	87.1%
	90.6%

	2006/07
	
	91.0%

	
	
	

	Benchmark top quartile (2004/05)
	
	96.9%

	Benchmark bottom quartile (2004/05)
	
	95.2%


source: BVPI9 the % of council tax collected by the authority in the year

Table 4b NDR collection performance has remained relatively constant

	
	actual
	target

	2003/04
	97.0%
	

	2004/05
	96.8%
	

	2005/06
	96.8%
	96.8%

	2006/07
	
	97.3%

	
	
	

	Benchmark top quartile (2004/05)
	
	98.6%

	Benchmark bottom quartile (2004/05)
	
	97.3%


source: BVPI10 the % of NDR due for the financial year which was received in year

Table 4c Sundry debtor performance in reducing aged debt has consistently exceeded improvement targets

	
	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) 10%

	
	
	


source: LPI 51 the % reduction of outstanding debt greater than 60 days old

(new indicator in 2004/05)

Table 4d Rent collection performance peaked in 2004/05

	
	actual
	target

	2003/04
	93.6%
	

	2004/05
	96.7%
	

	2005/06
	96.4%
	96.5%

	2006/07
	
	96.7%

	
	
	

	Benchmark top quartile (2004/05)
	
	97.7%

	Benchmark bottom quartile (2004/05)
	
	95.9%


source: BVP66a rent collected as a proportion of rents owed on HRA dwellings

Table 4e Housing Benefit Overpayment recovery exceeded its 2005/06 target

	
	actual
	target

	2003/04
	na
	

	2004/05
	na
	

	2005/06
	75.1%
	45.0%

	2006/07
	
	82.0%

	
	
	

	Benchmarks
	
	na


source: BVPI79bi the amount of HB overpayments recovered as a % of all HB overpayments (new indicator in 2005/06 so benchmarks currently unavailable)

5. Collection Performance 2005/06

5.1 The tables below are reproduced from statistics shared by Greater Manchester authorities.  The tables are ranked.  They compare Salford City Council performance standards in 2005/06 with that of the other authorities.  Not all authorities returned data for every indicator.

5.2 As mentioned in 2.4 above, delay in receipt of money has a cash flow impact.  This has been estimated and commented upon at the side of the tables below.  

Table 5a Greater Manchester council tax collection performance 2005/06

Salford City Council’s council tax collection performance ranked 11th of 11 returning authorities.  

The net council tax debit was £67 million.  Had the Council collected this sum at the median performance level of the Greater Manchester authorities, there would have been an in-year cash flow saving of £141,000.

Had the Council performed at the top quartile, the in-year cash flow saving would have increased to £145,000.

Table 5b Greater Manchester council tax arrears reduction performance 2005/06


Salford City council tax arrears reduction performance ranked 8th of 9 returning authorities.  
This indicator measures the reduction in the overall arrears level from 31 March 2005 to 31 March 2006.  These statistics should be treated with caution as there could be reasons for higher reductions that are unrelated to improved performance.

Table 5c Greater Manchester NDR collection performance 2005/06


Salford City Council’s NDR collection performance ranked 11th of 11 returning authorities.  

The net council tax debit was £72 million.  Had the Council collected this sum at the median performance level of the Greater Manchester authorities, there would have been an in-year cash flow saving of £10,000.

Had the Council performed at the top quartile, the in-year cash flow saving would have increased to £26,000.

Table 5d Greater Manchester NDR arrears reduction performance 2005/06


Salford City NDR arrears reduction performance ranked 2nd of 9 returning authorities.  
This indicator measures the reduction in the overall arrears level from 31 March 2005 to 31 March 2006.  These statistics should be treated with caution as there could be reasons for higher reductions that are unrelated to improved performance.

Table 5e Greater Manchester sundry debtors collection performance 2005/06


Salford City Council’s sundry debtor collection performance ranked first of 10 returning authorities.  

The net sundry debt collectable was £134 million.  The performance achieved represents a cash flow saving of £45,000 compared to the top quartile performance level of the Greater Manchester authorities, or a £110,000 saving over the median performance.

Table 5f Greater Manchester rent collection performance


Salford City Council’s rent collection performance ranked 6th of 11 returning authorities.  

The net rent debit was £70 million.  The Council was the median performer of the Greater Manchester authorities.  Had the Council performed at the top quartile performance level, the in-year cash flow saving would have been £25,000.

Note that these percentages are in fact for 2004/05 performance, the latest full year for which comparators are available.  Salford’s performance in 2005/06 was actually 96.4%

Table 5g  Greater Manchester HB overpayment recovery performance 2005/06


Salford City Council’s Housing Benefit overpayment recovery performance ranked 3rd of 3 returning authorities.  However, with such a small dataset, care must be taken in attempting to draw any firm conclusions.  

6. Improving Performance

6.1 This report has commented on bare performance figures, without any operational context.  Nevertheless, an improvement in performance would have positive financial consequences, by reducing cash flow interest charges, and reducing the need for write-offs.  

6.2 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 At the moment, there is limited data available to compare efficiency with other authorities.  Information such as cost per invoice raised, collection cost per £1,000 collected, etc, could be used to determine whether Council services are achieving the performance they do because of, or in spite of, resources applied.  This data is not normally collated by the group of Greater Manchester authorities.

6.4 An exception is sundry debtors.  The Council is a member of the CIPFA sundry debtors benchmarking club and efficiency data is available, measured against other authorities in the club.  Information was included in the Finance Division’s June quarter performance report on 7 August which shows that the service is a top quartile performer not only in the recovery of debt but also in the cost-efficiency of the service.  

6.5 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.  

6.6 Lead Member is asked to encourage all services to join and actively participate in CIPFA or similar benchmarking groups for the purposes of comparing cost efficiency and identifying new ways of working.

7.  Recommendations

7.1 It is recommended that Lead Member considers the contents of this report and:

· notes the financial and other 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

· agrees to receive quarterly overview reports on debt collection

· continues to receive the regular reports on Council Tax and NNDR

· encourages services to fully participate in Greater Manchester and CIPFA performance/benchmarking groups and comply with all requests for data

Alan Westwood

Strategic Director of Customer and Support Services
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