o
TIALIFAY P.0. Box 1749
]E j{“é\‘l l B %ﬁﬁ; \l Halitax, Nova Scotia

B3J 345 Canada

REGIONAL MUNICIPALITY

Item No.
Audit & Finance Standing Committee
October 19, 2011

TO: Mayor Kelly and Members of Halifax Regional Council
SUBMITTED BY:

Mike Labre que, 7@/ }lef Administrative Officer, Operations

\ isid /7

James C/ooke Director/of Finance
DATE: Auglét\ 25,2011
SUBJECT: Write-off of Uncollectible Accounts
ORIGIN

Staff and HRM Charter requirement.

RECOMMENDATION

It is recommended that Halifax Regional Council approve that

1. The general revenue accounts in the amount of $81,583.7 comprised of $77,332.83
principal and $4,250.87 interest as detailed in Schedule 2 be formally written out of the books of
account.

2. The real property tax and lienable charges in the amount of $4,149.12 comprised of
$3,576.41 principal and $572.71 interest as detailed in Schedule 3 be formally written out of the
books of account.

3. The business occupancy tax accounts in the amount of $254,214.76 comprised of
$188,812.39 principal and $65,402.37 interest as detailed in Schedule 4 be formally written out
of the books of account.



Werite-off of Uncollectible Accounts -2- September 27,2011
Council Report

BACKGROUND

The HRM Charter requires that all accounts considered uncollectible and which are to be
permanently removed from the accounts of the HRM be approved by Council.

Section 42 of the Halifax Regional Municipality (HRM) Charter requires that;

The Treasurer shall promptly advise Council of

(2) all moneys due to the Municipality that the Treasurer considers cannot reasonably be
collected after pursuing all reasonable avenues of collection; and

(b) the reasons for the belief that such moneys cannot be collected, and the Council may write off
the amounts determined to be uncollectible.

The last write-off report to Council was in June 2010.

DISCUSSION

Each year the provision for losses on accounts is budgeted in the operating fund as mandated by
the HRM Charter. The HRM Charter section 93(1) — (2b) requires that:

93 (1) The Council shall make estimates of the sums that are required by the Municipality for the
fiscal year.

(2) The estimates shall include the probable revenue from all sources other than taxes for the
fiscal year and make due allowance for

(a) the abatement and losses that might occur in the collection of the taxes; and
(b) taxes for the current fiscal year that might not be collected.

This provision is accumulated each year in the valuation allowance account in order to offset on
the balance sheet the value of the receivables recorded in the books of account. In this way, and
in accordance with legislation and with generally accepted accounting practices, there is
recognition that not all accounts billed will be collectible.

Staff employ all means at their disposal within the parameters of the HRM Charter, MGA, and
Administrative Order#18 (Revenue Collections Policy) to collect appropriate charges on a timely
basis. General revenue accounts receive monthly statements as the terms on these accounts are
usually net 30 days. Follow up phone calls are made, right of offset opportunities enforced and
payment arrangements put in place where customers indicate the need and where staff deem
appropriate. In the case of business occupancy taxes, monthly reminder letters are issued to
overdue accounts and, as a final measure, warrants of distrain are issued and assets are seized in
satisfaction of the accounts in accordance with the HRM Charter. Revenue staff also retain the
services of an external collection agency to collect on unlienable accounts. In the case of real
property taxes reminder letters are sent twice a year, as well as the biannual tax bills showing



Write-off of Uncollectible Accounts -3- September 27,2011
Council Report

outstanding arrears and, as a final measure, notices of tax sale are sent to the property owner if
no satisfactory payment arrangements can be made and due process is followed as per the
provisions of the HRM Charter. Legal action is taken where appropriate to collect accounts in
dispute.

Still, with all these measures, some accounts remain uncollectible either because of bankruptcy
or because the owner has vacated the premises and cannot be located or there are insufficient
assets to satisfy the outstanding amount. With the implementation of newly formed collections
department, collection efforts have been enhanced and empowered.

The Business Occupancy tax accounts are the most difficult to collect as the tax is non-lienable
and being phased out. However, August 2009 was last year that the 50% group was billed due to
the phase out. Only the 75% group now remains (approx. 250 accounts), which consist of
financial institution accounts, which are not a traditional collection risk. Our current
recommended write offs are for companies that are defunct, bankrupt or the owners cannot be
located. It is usual that processes to pursue accounts will take two to three years prior to being
declared uncollectible by the trustee in bankruptcy or by our third party collection agency.

The amounts of lienable charges ($4,149.12) being recommended for write-off are for amounts
related to residential mobile home accounts.

General Revenue charges being recommended for removal are for miscellaneous charges related
to bankruptcies, defunct companies or inaccessible persons and for numerous NSF charges that
have been deemed uncollectible.

Schedules 5, 6 and 7 illustrate trends with respect to current and past write-off reports.

Collection Performance Measurements Fiscal 2010-11

. The average write-off amount since 1996 is $2,005,226. The total amount proposed for
write-off per this report is $339,948, which represents a 83% decrease in write-offs when
compared to the average write-offs since 1996

e The amounts proposed to be written-off per this report represent 0.04% of budgeted

revenue for 2011-12.

Property taxes and lienables +3 years in arrears decreased $734,000, (30%)

Business Occupancy taxes +1 year in arrears have not increased over 2010-11

General Revenue accounts + 90 days in arrears decreased $871,000 (30%)

Automated right of offset process generated $1.4M in collections

Underfunded Project — Gorsebrook OQutdoor Rink — $60,000

In September 2004, Clearwater advised HRM in writing that they would participate in the
restoration of the Gorsebrook outdoor rink facility in the amount limited to a maximum of
$60,000. In the letter, Clearwater requested that HRM Staff/Project Manager provide a written
cost estimate for the project. Staff did not provide a project cost estimate as requested by
Clearwater. In April 2009, Staff/Accounting wanted to close the capital project. There was an
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outstanding balance of $60,000 that was committed as funding in the Capital Project but not
received. Staff/Cash Management did an extensive review to investigate if a payment had been
received from Clearwater for this project, but no evidence of payment was found. A decision
was made by Staff that a billing request for $60,000 be issued to General Revenue to invoice
Clearwater for this pledge and Accounting to close the Capital Project. '

Staff pursued collection on the invoice but was unsuccessful. In May, 2010, the file was
escalated to the Manager of Revenue for direction. Legal Services provided a verbal legal
opinion that there is no legal obligation for Clearwater to pay the invoice.

Staff’s opinion is that there was no contractual obligation for Clearwater to pay this invoice as
their letter was simply a pledge to contribute to the funding of the Gorsebrook Rink Project, and
it would be for not more than $60,000 (i.e. they may have only contributed $5,000, $10,000, or
even less). Clearwater also never received a copy of the project’s cost estimate from
Staff/Project Manager as they requested in their 2004 letter, which likely may have triggered the
cash disbursement for the project funding.

EMT and the Director of Finance were briefed on this account in December 2010, and gave
direction to write-off the $60,000 on the next write-off report.

BUDGET IMPLICATIONS

Each year an allowance for bad debt, the valuation allowance, is calculated based on estimates of
amounts outstanding that may be uncollectible in future years. Accounts proposed for write-off
in this report have been 100% provided for in the annual valuation allowance expense.

Account Type Write-off Amount Allowance Account Bal July 26,2011
General Revenue $81,601.70 | 2525 — Allowance Other -$20,383,250
Real Property $4,149.12 | 2521 — Allowance Tax -$2.336,377
Business Occupancy $254,214.76 | 2521 — Allowance Tax -$2,336,377

FINANCIAL MANAGEMENT POLICIES/BUSINESS PLAN

This report complies with the Municipality’s Multi-Year Financial Strategy, the approved
Operating, Project and Reserve budgets, policies and procedures regarding withdrawals from the
utilization of Project and Operating reserves, as well as any relevant legislation.

COMMUNITY ENGAGEMENT

N/A

ALTERNATIVES

Staff is not proposing any alternatives
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ATTACHMENTS

Schedule 1 - Summary of write-offs
Schedules 2, 3, 4 - Write-off details

Schedules 5, 6, & 7 - Write-off statistics

A copy of this report can be obtained online at http://www.halifax.ca/council/agendasc/cagenda.html then choose the appropriate
meeting date, or by contacting the Office of the Municipal Clerk at 490-4210, or Fax 490-4208.

Report Prepared by: Jerry Blackwood, CGA, 490-6470

Report Approved by:

James Cooke, CGA, Director of Finance/CFO, 490-6308
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Real Property write-offs since amalgamation

Date Total Write-off
Jun 19/01 3 126,237
Mar26/02 $ 1,005,717
Oct 8/02 $ 349,942
Apr 20/04 3 146,225
Jan 24/06 $ 203,946
Sep 4/07 $ 32,408
Jun 2/09 $ 188,176.76
Jun 22/10 $ 34,507
Sep 13/11 $ 4,149
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Business Occupancy Write-offs Since Amalgamation

Date Total Write-off
Jun 19/01 $ 3,292,491
Mar26/02 $ -
Oct 8/02 $ 3,955,847
Apr 20/04 $ 788,378
Jan 24/06 $ 698,442
Sep 4/07 $ 467,613
Jun 2/09 $ 622,420
Jun 22/10 3 689,799
Sep 13/11 $ 254,215
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General Revenue Write-offs Since Amalgamation

Date Total Write-off
Jun 19/01 $ 200,170
Mar 26/02  $ -
Oct 8/02 $ 1,184,940
Apr 20/04 $ 1,178,707
Jan 24/06 3 43,929
Sep 4/07 $ 137,008
Jun 2/09 $ 582,613.38
Jun 22/10 3 112,295
Sep 13/11 $ 81,584



