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REPORT TO CABINET


 2 March 2010
TITLE OF REPORT: Payment of Rent by Council Tenants – Former Tenant Transfer of Accounts   
REPORT OF:
David Bunce, Group Director, Community Based Services   

Purpose of the Report 

1.
This report seeks approval to change the current criteria for write-offs and to transfer individual debt amounts from former tenants accounts to a debtors’ account because all possible recovery action has been taken.    



Background 

2. The Director of Finance and ICT at The Gateshead Housing Company (TGHC) is responsible for the collection of rental income from both current and former tenants.  A strict recovery procedure is followed for all debts, however it is necessary to transfer former tenant arrears considered irrecoverable to a debtor’s account.  The Director of Finance and ICT at TGHC confirms there are currently 388 accounts with outstanding debts amounting to a net sum of £385,593 where the recovery action process has been exhausted.  TGHC has recommended to the Council that the arrears be transferred to a debtors account as set out in the letter attached at appendix 2. 
3. The amounts proposed for write-off, however, include certain arrears not included in previous reports.  In June 2008 Cabinet approved an overarching Housing Income Management Policy statement which included a framework for writing off or setting aside unrecoverable debt.  One of the criteria relating to former tenant arrears is now felt to be too restrictive as it requires untraceable debts over £100 to be held for 6 years, even when the debtor cannot be traced.  Full details of the current and proposed criteria are included in Appendix 1.
4. The criteria used when making this recommendation were:-

· Debts created before 1 January 2004
· Debts created after 1 January 2004 but where there is no forwarding address known or the former tenant is not at the forwarding address

· Other reasons including where tenants are deceased with no next of kin or estate.
5. Although these accounts have been identified for transfer to a debtor’s account, if circumstances change and further information to aid recovery is obtained, those accounts will be reinstated.  During this financial year (2009/10), the sum of £143,859 has been recovered from former tenants, including £46,631 from previously transferred accounts which were reinstated.

6. TGHC make two recommendations each year for former tenant arrears to be transferred to a debtor’s account, this being the second in 2009/10.  The total amount of former tenant arrears outstanding at 3 January 2010 (prior to this proposed transfer) was £2,206,866.


Proposal 

7. In line with the recommendations from TGHC it is proposed to change the current criteria for former tenant write-offs by deleting the £100 limit for untraceable debt and to transfer £385,593 to a debtors’ account.  A record of the debt will be maintained, which can be checked against new applications for housing made to the Council.  
Recommendations

8. It is recommended that:

(i)      Cabinet is requested to agree the proposed change to current write-off criteria.
(ii)
Cabin  et is also requested to agree to the transfer of £385,593 former tenants’ arrears into a debtor’s account, calculated in accordance with the changed write-off criteria

For the following reason:

To ensure effective management of the Council’s resources as any further pursuit of these arrears is unlikely to result in significant sums being recovered.  
CONTACT:   Julie Lamb   extension: 2916                                  PLAN REF:  989


Policy Context 

1.
The proposal within this report supports the Sustainable Community Strategy – Vision 2030 and the Council’s Corporate Plan.    In particular the proposal supports Corporate Priority 6 – by ensuring the best use of resources.


Background

2. The Director of Finance and ICT at The Gateshead Housing Company (TGHC) confirms there are currently 388 accounts with outstanding debts amounting to a net sum of £385,593 where recovery action has been exhausted.  TGHC has therefore recommended to the Council that the arrears be transferred to a debtors’ account.  
3. In June 2008 Cabinet approved an overarching Housing Income Management Policy statement which included the framework for writing off or setting aside unrecoverable debt.  One of the criteria relating to former tenant arrears is now felt to be too restrictive as it requires untraceable debts over £100 to be held for 6 years, even when the debtor cannot be traced.  This is not in line with good practice and with other organisations and therefore an amendment is proposed.  The current criteria relating to former tenant arrears is:

“No forwarding address is available (less than £100) – Where we have attempted internal tracing on three occasions and the debtor has not been traced, then the debt may be scheduled for write-off.  A suite of tracing options is used including Experian, Townhead Tracing Agency, 192.com and the electoral roll. Where the tenant has gone abroad and the address is known but no response received after reminders then the debt may be scheduled for write-off”.

The proposed amended criteria is:

“No forwarding address is available - Where we have attempted tracing on two occasions over a period of 6 months and the debtor has not been traced, then the debt may be scheduled for write-off.  A suite of tracing options is used including use of Experian, external tracing agencies, 192.com and the electoral roll.  A further trace will be attempted one year after write-off”.

4. The criterion used when making the recommendation includes the proposed change:-

	Criteria


	No of cases
	Value £

	Debts created before 1 January 2004
	18
	6,343

	Debts created after 1 January 2004 but no forwarding address known OR not at forwarding address 
	124
	236,659

	Other reasons including where residents are deceased, with no next of kin, no estate etc.
	246
	142,591

	TOTAL
	388
	385,593


5. A strict recovery procedure has been followed for all debts included in the amount proposed to be transferred to a debtors account, which includes letters and visits to former tenants and the use of  tracing agents where the tenants forwarding address is unknown.  

6. Although these accounts have been identified for transfer to a debtors account, if circumstances change and where further information to aid recovery is obtained, those accounts will be reinstated.  During the financial year (2009/10), the sum of £143,859 has been recovered from former tenants, including £46,631 from previously transferred accounts which were reinstated.  The total amount reinstated this year up to 3/1/2010 is £65,038.   
7. Former tenant arrears cannot be legally pursued after 6 years (ie they are statute barred) however TGHC do check for any outstanding debts, and where possible, make agreements with former tenants to repay the debt.  Of the £65,038 reinstated so far this year £36,233 related to arrears greater than 6 years old.    

8. The last transfer made to a debtors account was in November 2009 when Cabinet agreed to transfer £196,473.  The actual amount transferred was £188,459, which was the result of additional arrears being collected or new contact details being found about the former tenant, therefore reinstating the accounts.

9. Since April 2008 TGHC have continued to transfer former tenant arrears cases, considered irrecoverable through their internal recovery team, to Rossendales Collect Ltd.  237 cases (totalling £472,498) were transferred, with £21,405 being collected.  TGHC renegotiated the fee with Rossendales from 28% of the sum collected to 22%.  As a result TGHC will continue to transfer cases regarded irrecoverable or uneconomic to pursue internally to Rossendales, as a further stage before being considered for transfer to a debtors account.  Earlier in the year TGHC also increased the number of staff within the Former Tenant section in order to allocate more time to the recovery of former tenant arrears.  

Consultation

10.
The proposed course of action follows a request from TGHC which was agreed by the Board of the company at its meeting on 21 January 2010. The Cabinet Members for Economy, Housing and Transport have been consulted regarding this proposal.

Alternative Options

11.
The Council could ask TGHC to continue to actively pursue the debt, however this option is not considered viable in economic terms and is unlikely to result in significant sums being recovered.  

Implications of Recommended Option 

12. Financial Implications – The Strategic Director, Finance and ICT confirms it is more cost effective for TGHC to create debtors’ accounts where all possible recovery action has been taken.  This will allow them to concentrate on early proactive recovery of new debt but also allows such accounts to be reinstated if further contact details are found.  The new criterion represents good practice and will support this approach.

The Strategic Director of Finance and ICT also confirms the existing provision held for bad debts is sufficient to meet the proposed transfer of £385,593.  
13. Risk Management Implication - If TGHC were unable to create debtors’ accounts and were asked to continue to pursue all outstanding debts, it is likely that the recovery amount would be less than if they created debtors’ accounts and concentrated on recovery of new debt and supporting people with debt advice.  
14. Human Resources Implications   - There are no human resource implications arising directly from this report, however as mentioned above TGHC have increased the size of the Former Tenant team by an additional 3 posts.

15. Equality and Diversity Implications - There are no immediate equality and diversity implications arising from this report as the arrears recovery procedure ensures all tenants are treat equally.

16. Crime and Disorder Implications - There are no crime and disorder implications arising directly from this report.

17. Sustainability Implications – By enabling TGHC to manage the former tenancy arrears accounts effectively and by offering support to former tenants with debt advice in conjunction with the Council’s Debt Advice Team, tenants are better able to understand and manage debt, sustain their tenancies and/or gain access to the council’s Choice Based Lettings Scheme.
18. Health Implications – There are no health implications arising directly from this report.
19. Human Rights Implications – The proposed recommendation affects Article 8, the right to respect for private and family life.
20. Area and Ward Implications - The proposal will have implications for all wards.
Background Information

21. Letter from Director of Finance and ICT, The Gateshead Housing Company.
APPENDIX 2

Margaret Whellans 

Group Director

Community Based Services

Civic Centre

Regent Street

Gateshead

Dear   Margaret

Former Tenant Arrears

A review has been carried out by the company with a view to recommend to the Council the transfer of arrears into a debtors account. 

The following recommendations have been agreed by the Board of the company at its meeting on 21 January 2010.

1. To recommend to Gateshead Council that the current write-off criteria be amended to remove the £100 limit on untraceable debt, with the result that such debt can be written off after two attempts at tracing (rather than waiting 6 years)

The current criteria is: -

“No forwarding address is available (less than £100) – Where we have attempted internal tracing on three occasions and the debtor has not been traced, then the debt may be scheduled for write-off.  A suite of tracing options is used including Experian, Townhead Tracing Agency, 192.com and the electoral roll. Where the tenant has gone abroad and the address is known but no response received after reminders then the debt may be scheduled for write-off”

The recommended revised criteria would be: -

“No forwarding address is available - Where we have attempted tracing on two occasions over a period of 6 months and the debtor has not been traced, then the debt may be scheduled for write-off.  A suite of tracing options is used including use of Experian, external tracing agencies, 192.com and the electoral roll. A further trace will be attempted one year after write-off”
2. A transfer of former tenants arrears into a debtors account of £385,593
Subject to approval by the Council of point 1, it is proposed to transfer 388 cases totalling £385,593. These would be broken down as follows:-

	
	No of cases
	Value £

	Debts greater than 6 years old
	18
	6,343

	Debts less than 6 years old but no forwarding address known or not at the forwarding address 
	124
	236,659

	Debts considered unrecoverable or uneconomic to pursue including deceased, no next of kin, no estate etc. 
	246
	142,591


The amount of former tenants arrears collected to date this financial year is £143,859.  
Should you require any further information please do not hesitate to contact me.
Kind Regards
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Jon Mallen-Beadle

Director of Finance
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