	
	ITEM NO. 5a



REPORT OF THE HEAD OF FINANCE



TO THE LEAD MEMBER FOR CUSTOMER AND SUPPORT SERVICES


ON Monday, 21st May 2007


TITLE : 
Debt Collection 2006/07


RECOMMENDATIONS : 

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

· 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 CPA score;

· requests further performance or benchmarking information, if required.


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 2006/07 data against other authorities.


BACKGROUND DOCUMENTS :

(Available for public inspection)

Draft Best Value Performance Plan 2007/08

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

IPF sundry debtor benchmarking club statistics

Greater Manchester Statistics

Audit Commission Best Value web pages

DCLG Local Government Performance BVPI web pages 


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 CPA.

	


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 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.

	


COMMENTS OF THE HEAD OF FINANCE (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, Head of Finance, x3230


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

None specifically


KEY COUNCIL POLICIES:

Revenue budget

Best Value Performance Plan


DETAILS (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 the collection rates achieved.

2.  The Consequences of Weak Collection Performance

2.1 The previous debt collection report, considered on 21 August 2006, identified the following effects of weak collection performance and discussed them in detail.  

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

· Reduced CPA score

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

· The loss of money owed to the Council

2.2 Developments in CPA

In the 2005 and 2006 CPA processes, KLOEs relating to debt collection came under particular scrutiny by the auditor, and officers identified them as areas that needed to be strengthened.  Lead Member’s review of debt collection performance through this report, and regular performance reports from the Head of Customer Services and the Debtors Manager, helped to reinforce the evidence for the Council’s answers to these KLOEs.  Consequently, the Council managed to achieve a score of 3 in Financial Standing (and in use of Resources overall).  

The 2008 CPA, which will assess performance for the current financial year, has been revised.  It has deliberately set out to require an improvement by councils even for them to achieve the same scores as in previous years.  The two indicators specifically relating to debt collection now read as follows.

· KLOE 3.1 (level 3) iii  “The Council’s targets for income collection and the recovery of arrears stretch performance and their achievement is monitored with appropriate corrective action taken during the year to achieve the targets.”

· KLOE 3.1 (level 4) i  “The Council sets challenging targets for a comprehensive range of financial health indicators, monitors performance, and has a good track record of achieving these targets”

It can be seen that if we fail to both set and achieve stretch performance in income recovery, we will not be able to maintain our level 3 Financial Standing score in 2007/08.  In addition, until year-on-year achievement of a high level of performance is embedded, we will not be able to aspire to a level 4 score.

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 or rent payer.  

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 (table overleaf):
Table 2a Write-off reports considered by Lead Member

	Date
	Amount
	Subject

	
	£223,000
	NDR

	26 March 07
	£37,000
	Sundry Debtors

	26 March 07
	£268,000
	Housing Benefit Overpayments

	26 March 07
	£1,007,000
	Council Tax

	15 March 07
	£2,271,000
	Council Tax

	5 March 07
	£929,000
	Council Tax

	5 February 07
	£113,000
	Housing Benefit Overpayments

	18 December 06
	£17,000
	Sundry Debtors

	
	£481,000
	NDR

	9 October 06
	£204,000
	Rents (Housing Lead Member)

	25 September 06
	£44,000
	Sundry Debtors


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.

3.  Historical Performance

3.1  The Best Value Performance Plan records useful BVPI and local LPI indicators.  Key indicators for each service have been extracted and are reproduced in tables 3a to 3e below to show the performance trend over time.  

3.2 Where the indicators are BVPIs, the latest available benchmark upper and lower quartile figures for metropolitan authorities are also shown.  When examining the targets set for 2006/07 and 2007/08, it is useful to bear in mind that the trend is for overall authority performance to rise over time, so the benchmark quartiles for 2006/07 and 2007/08 are likely to be higher than those shown.

Table 3a Council Tax collection performance has started to recover

	
	actual
	target

	2003/04
	91.4%
	

	2004/05
	90.6%
	

	2005/06
	87.1%
	90.6%

	2006/07
	88.0%
	91.0%

	2007/08
	
	92.0%

	
	
	

	Benchmark top quartile (2005/06)
	
	97.0%

	Benchmark bottom quartile (2005/06)
	
	95.4%


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

3.3 While indications are that council tax performance has started to improve after the weak performance in 2005/06 (caused by the implementation of SX3), actual performance is still below our target and previous years’ achievements, although this needs to be considered in the context of arrears recovery.  Furthermore future targets, while increasing, are still some way below even bottom-quartile performance of other authorities.

Table 3b NNDR collection performance has improved

	
	actual
	target

	2003/04
	97.0%
	

	2004/05
	96.8%
	

	2005/06
	96.8%
	96.8%

	2006/07
	97.9%
	97.3%

	2007/08
	
	98.1%

	
	
	

	Benchmark top quartile (2005/06)
	
	98.9%

	Benchmark bottom quartile (2005/06)
	
	97.6%


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

3.4 NDR collection performance has improved and exceeded its target, and has now climbed out of bottom quartile in comparison with other authorities.

Table 3c  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) 17.4%
	(reduction of) 10%

	2007/08
	
	(reduction of) 10%

	
	
	


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

Table 3d  Rent collection performance has returned to its 2004/05 peak and is just above bottom quartile

	
	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%

	
	
	

	Benchmark top quartile (2005/06)
	
	97.8%

	Benchmark bottom quartile (2005/06)
	
	96.4%


source: BVPI66a rent collected as a proportion of rents owed on HRA dwellings

Table 3e  Housing Benefit Overpayment recovery has exceeded its targets and is top    quartile

	
	actual
	target

	2003/04
	na
	

	2004/05
	na
	

	2005/06
	75.1%
	45.0%

	2006/07
	90.0%
	82.0%

	2007/08
	
	85.0%

	
	
	

	Benchmark top quartile (2005/06)
	
	82.9%

	Benchmark bottom quartile (2005/06)
	
	63.3%


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

3.1 It can be seen that there is an across-the board improvement in performance through 2006/07.  However, with council tax, performance targets and performance itself remain in the bottom quartile.  Without further significant improvement, it will be a challenge to persuade the CPA auditor that the Council deserves to maintain its score of 3 in Financial Standing.

4. Collection Performance 2006/07

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.  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, although the indicators can be misleading if taken out of context.   Lead Member may wish to consider requesting fuller details of certain areas.  

4.3 The tables are ranked.  They compare Salford City Council performance standards in 2006/07 with that of the other authorities.  Not all authorities returned data for every indicator.

4.4 The 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 4a Greater Manchester council tax collection performance 2006/07


Salford City Council’s council tax collection performance ranked 9th of 9 returning authorities (2005/06 11th of 11).  

The net council tax debit was £71 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 £146,000.

Had the Council performed at the top quartile, the in-year cash flow saving would have increased to £154,000.

Table 4b Greater Manchester council tax arrears reduction performance 2006/07


This indicator measures the reduction in the overall arrears level since the previous year-end.  These statistics should be treated with caution as there could be reasons for higher reductions that are unrelated to improved performance (such as write-offs).

Salford City Council’s performance ranked 1st of 7 returning authorities (2005/06 8th of 9).  This reflects a Customer Services focus on arrears recovery, driven largely by the method of allocating payments adopted by the new computer system, but is distorted by the unusually high level of arrears brought forward relating to 2005/06.  

Table 4c Greater Manchester NNDR collection performance 2005/06


Salford City Council’s NNDR collection performance ranked 6th of 9 returning authorities (2005/06 11th of 11).  

The net NDR debit was £73 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 £4,000.

Had the Council performed at the top quartile, the in-year cash flow saving would have increased to £15,000.

Table 4d Greater Manchester NNDR arrears reduction performance 2006/07

This indicator measures the reduction in the overall arrears level since the previous year.  These statistics should be treated with caution as there could be reasons for higher reductions that are unrelated to improved performance (such as write-offs).

Salford City Council has not yet formally returned figures for this indicator to AGMA in 2006/07 (2005/06 17.1%), so the figure reported for Salford has been calculated on a basis that may not be exactly the same as the comparators.

Table 4e Greater Manchester sundry debtors collection performance 2006/07


Salford City Council’s sundry debtor collection performance ranked first of 8 returning authorities (2005/06 first of 10).  

The net sundry debt collectable was £137 million.  The performance achieved represents a cash flow saving of £12,000 compared to the top quartile performance level of the Greater Manchester authorities, or a £175,000 saving over the median performance.

Table 4f Greater Manchester rent collection performance


Salford City Council’s rent collection performance ranked 5th of 8 returning authorities (previously 6th of 11).  

The net rent debit was £69 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 £3,000.  Had the Council performed at the top quartile, the in-year cash flow saving would have increased to £28,000.

Note that these percentages are in fact for 2005/06 performance, the latest full year for which comparators are available.  Salford’s performance in 2006/07 was actually 96.7%
Table 4g  Greater Manchester HB overpayment recovery performance 2006/07


Salford City Council’s Housing Benefit overpayment recovery performance ranked 1st of 4 returning authorities (2005/06 3rd of 3), reflecting a continued improvement and focus on overpayment recovery by the Customer Services division.  

5. Improving Performance

5.1 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.  In addition, the Audit Commission’s Use of Resources CPA judgement of the Council will reflect debt collection performance. 

5.2 With regard to council tax performance, and in particular the comments accompanying table 4a, plans are currently being made to strengthen the council tax recovery resource to enable median performance levels to be achieved, funded from improved cash flow savings, and a report will be brought to the next Lead Member briefing outlining the proposal.

5.3 As mentioned in the last report, 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.

5.4 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.  However, there is limited data available to compare efficiency with other authorities.  

5.5 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.  Our service is a top quartile performer not only in the recovery of debt but also in the cost-efficiency of the service.  

5.6 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. Conclusions

6.1 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 score.  

6.2 There is a 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.  

6.3 Performance has improved across the board during 2006/07.  Nevertheless, there are still areas where the Council is a bottom-quartile performer.

6.4 2007/08 and future targets have been set that represent an improvement on our 2006/07 performance.  However, the general standard of local authority performance rises over time, which makes it correspondingly difficult to raise comparative performance.  Some future targets are still set at bottom-quartile levels. 

6.5 The new Audit Commission CPA will require the Council to set challenging targets for income collection and to achieve them in order to maintain its level 3 score in Financial Standing, within the Use of resources CPA.  To improve our score, the Council will have to demonstrate itself to be a consistent top-level performer over time.

7. Recommendations

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

· 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 CPA score;

· requests further performance or benchmarking information, if required.

John Spink

Head of Finance
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