	REPORT TO EXECUTIVE[image: image1.jpg]www.carlisle.gov.uk





	
PORTFOLIO AREA:   FINANCE

	Date of Meeting:
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	No
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	Title:
	BAD DEBT WRITE-OFFS FOR NNDR, COUNCIL TAX AND DEBTORS (INCLUDING PENALTY CHARGE NOTICES) AND FUNDING IMPLICATIONS OF THE MAGISTRATES’ COURT FEES (AMENDMENT) ORDER 2009

	Report of:
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	Report reference:
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Summary & Recommendations:

The Committee is requested to:-

1. 
Write-off the sum of £46,613.11 in respect of debts over £1000.

2.
Note the Director of Corporate Services action in writing off debts totalling £57,287.06 in respect of bad debts under £1000.

3. 
Note that the costs will fall against the

General Fund


-
 £  72,245.40
Council Tax Pool


-
 £  20,744.39

NNDR Pool



-
 £  10,910.38
Total

 -
£103,900.17 





4.      ‘Write-ons’ will be credited as follows:

General Fund


-
 £  11,201.95
Council Tax



-
 £    6,558.06
NNDR Pool



-
 £       468.40
Total




-
 £  18,228.41


	Contact Officer:
	Peter Mason
	Ext:
	7270


CITY OF CARLISLE

To:
The Executive







CORP44/09


26 October 2009





BAD DEBT WRITE-OFFS FOR NNDR, COUNCIL TAX,

AND DEBTORS (INCLUDING PENALTY CHARGE NOTICES)

1. INTRODUCTION

1.1
In accordance with the Director of Corporate Services delegated authority for the write-off of outstanding debts under £1000 the Executive is asked to note debts totalling £57,287.06 have been written off, such bad debts are summarised for the Executive’s information in Table 1 of this report.

1.2
Also itemised in appendices are schedules of other debts exceeding £1,000 and the committee is asked to consider the write-off of these debts which total £46,613.11.

 








        £

Appendix 2 - NNDR





  
  9,371.33


Appendix 3 - Council Tax 



  

  7,361.12

Appendix 4 - General Fund (Benefit Overpayments)
   
29,880.66

1.3
The ‘write-ons’ itemised in Table One totalling £18,228.41 are in respect of balances originally written off that have since been paid and credit write-offs.

1.4
The write-offs are fully provisioned as explained below.

2. TABLE 1

	Type of Debt


	Under £1000

No of Accounts
	Under £1000

Amount
	£1000 & Over

No of Accounts


	£1000 & Over

Amount
	Write-Ons Amount

	
	
	£
	
	£
	£

	NNDR
	    7
	  1,539.05
	  7
	    9,371.33
	      (468.40)

	Council Tax
	  46
	13,383.27
	  4
	    7,361.12
	(6,558.06)

	Debtors

Private Tenants

Housing Benefit

Overpayments

General Fund

Penalty Charge

Notices

On Street

Off Street
	        31

 25

479

  57  
	      4,136.51

    937.37

    33,305.86

 3,985.00
	9

-
	           29,880.66

-


	   (6,728.62)

          (2.79)



	Ex FTA

Benefit Overpayments
	      
	       
	
	
	   (4,470.54)  

      

	TOTAL
	      645
	    57,287.06
	20
	  46,613.11
	 (18,228.41)


3. WRITE-OFF TRENDS
3.1
In the period July to September 2009 the following write-offs (net) have been/will be written off (cumulative 2009/10 to date is also detailed).
Table 2

	Type of Debt
	2nd Quarter Write-Offs (Net of Write-Ons) 

£
	Write-Off To Date 2009/10

£
	% of Annual Debt (est)

£

	NNDR

Council Tax

Debtors
· Benefit Overpayments

· General Debtors

· Penalty Charge Notices
	10,442

14,186

22,817

     934

37,291
	  72,625

  40,066

  28,544

    3,773

  42,451
	  0.20

  0.09

  4.07

  0.04

10.88


3.2
Comparisons to Previous Year Trends


First half year write-off trends over last 4 years are analysed in Table 3 below.

Table 3

	1st Half Year
	2006/07
	2007/08
	2008/09
	2009/10

	NNDR

Council Tax

Debtors

· Benefit Overpayments

· General

· Penalty Charge Notices
	  35,336

  87,660

  65,370

    1,828

116,376
	  98,077

  60,434

  38,163

      (692)

163,552
	  38,833

  23,836

    8,708

    4,267

  41,573
	  72,625

  40,066

  28,544

    3,773

  42,451

	Totals
	306,570
	359,534
	117,217
	187,459


3.3
As expected in a recession write-off trends are increasing particularly for Business Rates, Council Tax and Housing Benefit Overpayments.  Nevertheless write-offs are still half what they were 2 years ago with penalty charge notices significantly down due to more robust recovery of unpaid notices.

3.4
Write-offs are currently well within bad debt write-off provisions set out the Council’s accounts.

4. FUNDING THE IMPLICATIONS OF THE MAGISTRATES’ COURTS FEES (AMENDMENT) ORDER 2009

4.1
In my report of 27 July 2009 (CORP32/09) I advised members of the financial implications for the Council of the Ministry of Justice increasing fees from £25.00 to £240.00 for the issue of a Council Tax Committal Summons and from £25.00 to £75.00 for the issue of an Arrest Warrant.  Also that the increase could not be passed onto the debtor in court costs.  See extract of the report to the Executive of 25 August 2009 at Appendix 2.
4.2
The report went on to advise that the net increase in costs to the Council of this 960% increase in committal fee would require the committal costs budget to be increased from £4,500 to £71,100 pa.

4.3
Finally the report advised that Revenues Management were urgently looking at initiatives to reduce the number of committals actioned each year.

4.4
Resulting from the management review pre-committal procedures have been completely re-engineered with the objective of significantly reducing the number of debtors necessitating committal intervention.  New pre-committal proceedings which will be staff resource intensive are detailed at Appendix 1.

4.5
The proposed pre-committal action should result in a 50% reduction in committal summonses and reduce the required increase in budget to £30,000.  However without the committal option as a final resort Council Tax collection will be seriously affected so committal action at these reduced levels must be maintained.

4.6
A ‘budget pressure’ of £30,000 to meet the net increase in committal costs has been included in the 2010/11 budget proposals for discussion as part of the budget process.  

5.
RECOMMENDATIONS


The Committee is requested to:-

5.1 
Write-off the sum of £46,613.11 in respect of debts over £1000.

5.2
Note the Director of Corporate Services action in writing off debts totalling £57,287.06 in respect of bad debts under £1000.

5.3 
Note that the costs will fall against the

General Fund


-
 £  72,245.40
Council Tax Pool


-
 £  20,744.39


NNDR Pool



-
 £  10,910.38
Total




-
 £103,900.17
5.4     ‘Write-ons’ will be credited as follows:

General Fund


-
 £  11,201.95
Council Tax Pool


-
 £    6,558.06  

NNDR
Pool



-
 £       468.40
Total




-
 £  18,228.41
5.5
In the case of General Fund the Write-offs will be charged against provisions made for bad debts (except for PCN’s which are accounted for on a cash basis).   However VAT which has been separately identified will be recouped in future VAT returns.  Note HRA debts and provisions have been transferred to the General Fund.   Write-off/write on of Council Tax will fall against the pool provisions within those accounts.  Any Council Tax Court Costs written off will be charged against the costs ‘Bad Debt’ provision within the General Fund.

5.6
Members are asked to note the financial implications of the increase in Committal Court costs and the changes in recovery procedures introduced to reduce by 50% the number of committal actions.  Also that the budget implications of financial impact of the increased court costs of £30,000 which will be considered as part of the 2010/11 budget process.

6.
REASONS FOR RECOMMENDATIONS


Debt irrecoverable

7.
IMPLICATIONS

· Staffing/Resources – Not Applicable

· Financial – Included within the report.

· Legal – Not Applicable

· Corporate – Not Applicable

· Risk Management – Not Applicable

· Equality Issues – Not Applicable

· Environment – Not Applicable

· Crime and disorder – Not Applicable

· Impact on the Customer – Not Applicable

A BROWN

Director of Corporate Services

Contact Officer:
Peter Mason  

Ext: 
7270

Appendix 1
Pre Committal Procedures

1. Objective.

The objective is to reduce the number of cases returned from bailiffs necessitating full committal action. This is due to the increase in costs of the issue of a committal summons from £25 to £240.
2. Pre Committal Action Stage.
Pre committal action procedures have now been introduced which are a series of letters and interviews designed with the intention of getting a response and payment/agreement from the debtor without the necessity for both the local authority incurring high costs levied by HMCS as follows.
i. When the bailiffs return cases to the Recovery Section with a nulla bona certificate the Recovery Team will carry out a series of checks so that debts are passed for the most appropriate/effective action possible eg. AOFB, AOFE, letter, tracing, write off (irrecoverable or not cost effective).
ii. If after such checks committal action would be the only course of action the Recovery Section will issue a Pre Committal Letter.  This letter will point out that the debtor could be arrested by the police if they ignore a committal summons and that the ultimate sanction would be up to 90 days in prison. A file will be set up for each debtor and the case reviewed in 21 days.
iii. Where there is no response or payment from the debtor and further action is required the Recovery Section will set appointments for debtors. A day will be set aside for interviews and appointments set at 30 minute intervals. The debtor will be sent a document informing them that the Council is about to issue a committal summons and that they have been given an appointment to be interviewed by XXXX at the Civic Centre on XX/XX/XXXX. It is hoped that most debtors will either attend for interview or contact the Recovery Section before the appointment in which case a solution can be discussed and a debtor profile obtained.
iv. The debtor will be advised that refusal to attend the interview will be advised to the Magistrates Court in proving wilful refusal to pay.

v. At the end of the process the Recovery Section will be left with a number of cases where:
· There has been no response.

· There is no adequate payment offer.

· AOFB is not possible.

· AOFE is not possible.

· Any payment arrangement agreed has failed.

· The debt would be cost effective to recover.

vi. Whilst the number of cases at this stage should have been substantially reduced by the above action. The Recovery Team Leader with then look at each case and decide if committal action would be effective with the intension of instigating committal action if no other avenue is open.

Appendix 2
1. IMPLICATIONS OF THE MAGISTRATES’ COURTS FEES (AMENDMENT) ORDER 2009

1.1 The above Order (SI 1496/2009) increased the fees for the making of a committal complaint or application for the issue of a Council Tax Committal Summons from £25.00 to £240.00 with effect from 13 July 2009.  Consultation for proposals to change civil court fees opened on 10 December 2008 and ended on 4 March 2009.  Carlisle City Council were unaware of this and only 7 authorities made representations.

1.2 The Order also adds a fee of £75.00 (previously £25.00) for the issue of an Arrest Warrant where requested by the Billing Authority bringing the total cost for the Council for the committal process to £315.00.

1.3 The Order does not at present cover NNDR (Business Rates).  This is believed to be an error and likely to be corrected by the issue of an amendment.

1.4 The implications of the 960% increase in committal costs, i.e. from £25.00 to £240.00, has serious financial implications for the Council.  This is because the costs connected with committal proceedings that can be recharged to the debtor have not been increased, i.e. remains at a maximum of £85.00.  Also up to 50% for Council Tax debts subject to committal action are not paid by the debtor in the year the committal proceedings are initiated.

1.5 The Council takes committal action on approximately 360 Council Tax defaulters a year.  These are normally cases where Bailiff action has been unsuccessful, e.g. denied access or attachment to earnings/benefits not possible, e.g. self-employed.  The Council has no discretion to write-off Council Tax debts due to poverty.

1.6 Financial Implications
The cost to the Council of the increase in fees based on the 360 committal hearings a year is detailed in the table below.

	
	Current Cost

£
	Cost from 13 July

£

	Committal Action
	25
	240

	Cumulative Cost Per Annum
	9,000
	86,400

	Costs Recharged to Debtor based on 50% Recovery Rates
	4,500
	15,300

	Net Cost Per Annum
	4,500
	71,100


1.7 On average the Council collects £10,000 per month on committal debts.  It should be noted that all costs of Council Tax collection (including recovery costs) are met by the Council as billing authority where Council Tax collected (excluding court costs) is credited to the Collection Fund.  If the Council continues to take committal action based on current trends the recovery cost budget will need to be increased to £71,000.

1.8 Revenues Management are urgently looking at initiatives to reduce the number of committals actioned each year, i.e.

(i) Whether, in some cases, bad debt write-offs should be considered on economic grounds, i.e. recovery costs greater than income generated;

(ii) Increasing the minimum debt considered for committal action from £100 to £300 (likely to reduce the number of committal summonses by 1/3);

(iii) Look again at Council Tax debtors on an individual basis to see if any other recovery action available, e.g. the newly introduced Debt Relief Orders (assets of less than £300 and debts below £15,000). 

1.9 Whilst these investigations are undertaken, committal action for unpaid Council Tax debts has been reduced.

1.10 A further report will be submitted to the Executive in September/October as part of the 2010/11 budget process detailing increased budget requirements in respect of committal court costs.
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