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®

General of British Columbia

This is my third report to the Legislative
Assembly for the 1998/99 year. It contains the
results of my Office’s audit of the government’s
collection of overdue ‘accounts receivable.

Between March 31, 1995 and March 31, 1997
accounts receivable—amounts due for over
90 days—increased from $234 million to $455
million and, at September 30, 1997, totaled almost
$500 million. This represents a significant cost for
the government, both in terms of cash flow and
potential loss of integrity for some of the
government’s programs. The purpose of this
audit was to assess whether the collection of
overdue receivables is being pursued properly.

In looking at why the overdue receivables
have climbed so high, I find that it is due to a
combination of factors. First, government
policies provide limited incentives to program managers to
encourage collection of debts and, in some cases,
encourage choices that are not the most cost-effective.
Perhaps because of this, collection efforts are usually
under-resourced. Second, new policies regarding Medical
Services Plan premiums and Income Assistance benefits
resulted in new receivables being placed on the books,
which ministries lack the administrative machinery to
manage.

Having said that, I want to recognize that the
receivables of government are vastly different from those
of a business. Government cannot choose its debtors in the
way private sector businesses often can and, although
government should actively pursue overdue accounts, it
must recognize the context of some of these debts. For
example, some debts are owed by extremely poor persons
and excessive collection efforts would be counter-
productive. Conversely, delinquent taxpayers who have
the means to pay must be vigorously pursued in order to
encourage future voluntary compliance in a self-assessing
tax environment. Also, fines levied for regulatory

1998/99 Report 3: Collection of Overdue Accounts Receivable




Auwuditor GCeneral of British Columbia

infractions must be vigorously collected if they are to be an
effective punishment or deterrent.

I urge the government to address the issues raised in
this report and to pursue collection of debts in a fair,
equitable and cost-effective manner. This report identifies
a number of issues that warrant attention. At the heart of
the matter is a need for a broad, government-wide
approach to collecting overdue debts. Ibelieve that if the
government acts on my recommendations it can achieve
two useful outcomes: collection of a greater percentage of
the money owed to it, and increased effectiveness of
programs—Ilike welfare, tax administration and traffic
safety initiatives—that require public recognition as being
administered fairly and consistently.

oo

George L. Morfitt, FCA

Auditor General

Victoria, British Columbin

November 1998
B B

L -
-
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$ Millions

March 31, 1995

March 31, 1996

March 31, 1997

Accounts




Ministry

30 - 60 days

60 — 90 days

90 plus days

Actorney General

Education, Skilis and Training

Finance and Corporate Relations
Health
Human Resources

Transportation and Highways

99
N/A
7,401
4,849
4178
2,876

96

22,796
85,840
59,300
17,996
42,742
95,310




_nianagement syst'
Public Accounts
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e found. that sorne programs (1 e.' 'Revenue .DIVISIOII and-’.';.'
Loan Adrmmstratlon Branch both in the Mlmstry of Finance

and Corporate Relatlons) were perfor:rung better than others
:_-_"(1 e. the Motor Vehicle Branch Mmlstry of Health and L
; erustry of Human Resources)

;-ove'faﬂ',' 'g"éjve'rnmenf coﬂecﬁon processes’ are fragm'e'nf'ed, S
mcon51stent and sozne are poorly resourced Some mm:rstrles i

e ct.'o " ef_:'_O_v:ar:du g _A:c_co nts Receivable:
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1997

Taxes under collection at beginning of year
Tax delinquencies during year

Collections

Write-offs

Recovery rate

Taxes under collection at yearend

$70,549,000
$127,666,000
$106,194,000
$3,158,000
53.6%
$87,891,000

$87,891,000
$122,412,000
$121,653,000
$4,064,000
57.8%
$82,809,000

$82,809,000
$158,484,000
$143,161,000
$10,635,000
59.3%
$86,080,000

due Accounts Recei




Ioahs on behalf of provmaal Immstrles At March 31, 1997 |
-;f_..:_the branch had a portfoho of delmquent loans totalhng

B (Exhlblt 1 4) The branch is responsfble for collectmg studen_t . : ':_ R

:' '_loans after borrowers have defaulted and the banks have

Loan Adriinistrat

fon. Branch

1995

1996

1997

Under Collection (at beginning of year)
New Accounts Referred

Total Collections

Total Losses *

Recovery Rate

Under Collection (at yearend})

$92,907,000
$29,894,000
$8,813,000
$7,265,000
7.2%
$106,723,000

$106,723,000
$42,227,000
$11,778,000
$16,151,000
7.9%
$121,021,000

$121,021,000
$14,214,000
$13,021,000
$7,109,000
9.6%

$115,105,000

1998/99 Report:

; can be discharged as a'ves

Mlegal process: {Discharge

Pl

Ove r‘d_u_g'-A'cca_u-n'g'é'; Receiva b':!-t_f_.




A wd .c:J'_r G e n e ra I o f B P t 1 s h ol

e :'_'of student loans in the branch’s pOl‘i‘fOllO---—the only portion
i _'-'_'._for Wthh data are avazlable—was 38 months from”che _tlme

e The branch has adequate controls in place to ensure tha i
s debtors are treated reasonably consistently : and that =
-+ processes for collection are appropriate. However, the '
" “wording in the Fmanc1al Adnumstrahon Act precludes G
' the branch from usmg thlrd-party demands to collect debts
'_owed by provmc1al government employees as it uses with

_ __.We estnnated the branch’s cost in 1996 /97, to. colle: th s5e
S foverdue accounts was $3.15 mllhon, or sl1ghtly more than -
i _24 cents. for each dollar collected

' Insuff1c1ent mformatlon is prov1ded-_ to the Legislative
Assembly to enable 1t to assess the effectlveness anc




_:overdue MSP pren‘uums and ambuiance serwce charges It
: also wrote off almost $2 _rmll'on uncoﬂectable S
- We conc]uded that the mlmstry s processes for recordmg :

o overdue MSP' premiumns are deficient and. its processes for
' _:'coﬂectmg overdue MSsP prermums should be lmproved

.;..The mlmstry had only shoft IIO'EICE of the government POllcy- .:. . .
:'__:Change_m-May 1996 and Was not prepared for, ’che mcrease S




1997

Fines {Motor Vehicle Branch)

Fines (other ministries)

Weigh scales

Returned cheques

Court Services fines

Criminal Code fines

Total Receivables

Less: Allowance for doubtful accounts

Net Accounts Receivable

$104,466,000
3,511,000
346,000
687,000
23,541,000
1,688,000

$111,077,000
4,022,000
355,000
782,000
22,008,000

2,062,000

$105,840,000
4,318,000
315,000
811,000
22,661,000

2,599,000

134,239,000

140,306,000

136,544,000

46,486,000

49,323,000

52,139,000

$87,753,000

$90,983,000

$84,405,000




_orieerned that unless addztlonal resources are. pr0v1ded the e
_corporatmn W111 be unable to reduce what appears to_be an
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, almost $124 million »




1995

Continued tenancies*®

Terminated tenancies

$17,540,447
2,212,811

$24,360,741

6,983,064

$27,575,326
6,806,774

Total Receivables

19,753,258

31,343,805

34,382,100

Less: Allowance for doubtful accounts

138,194

1,208,000

20,200,000

Net Accounts Receivable

$19,615,064

$30,135,805

$14,182,100

to the miristry. Before August 1997, ¢

Whenthe' tinancy,

the !ér{é_ﬁiﬁt

d

Accounts Receivable Balances {(at March 31)

1997

Open files (currently on assistance)
Closed files (after September 14, 1996)
Closed files (before September 14, 1996)

Total Receivables

Less: Allowance for doubtful accounts

Net Accounts Receivable

$46,622,563

15,625,510
27,220,005

89,468,078

81,123,014

$8,345,064

ally récnzn







.:_'Cleaﬂy defme u‘s ob]ectwes for_ ] _e-ba Iect:on of overdue
b _'__accounts In domg 80, government should evaluate the zmpact




:Momtor actua:l peffommnc _compare this with benchmarks,
: nd evaluate v_a_r_‘mnces Rewew ob]ectwes, goals, per:formance

providing professional and cost-effective collection, loan

Receivable










counts Rece




S Audl tf.'o.:.r_ G e ne r a ! 0 f B r J t r 5 h i C:'_.a._'_zi::__u_'_:'m b

. prwate sector serv1ce We_ beheve that dlstorhons 11ke thxs
should be removed:.-' L P TR Vi

DRI We also beheve that government should rev1ew the

" method of f-undmg the Loan Adrm_rustra’aon Branch (or any:

~ other consolidated collection agency) as well as the method

. ifor accountmg for commissions paid to collection’ agenc1es to-

.. ensure that decisions about how (or by whom) collection of -

S '._overdue accounts are managed reflect the best mterests of

L government as a whoie—not ]ust the best interests of one
= ; ption would be to ﬁmd the c:onsohdated

.-._':the ba51s of 1ts results by aliowmg it to retaln a percentage of
: recoverles Wlth bonuses and penaltles based on_ achlevement '

o quantltatzve analysm of effectlveness and_'eost-effectlveness
As well, in view of the unportant role that coﬂectlon programs
_piay in ensuring’ the integrity of the t programs they suppori:'E -~
- _'tax admmistrahon student manc1a1 a1d trafflc safety it i

o 30 S _. R 99 8/ 99 Rep o rt 3 Co”ectra n o fO ve ra’u _é.:'A_cﬁt."_'e'd nfs ‘Receiva bi e




A wid it b'-"r.:_ G e n é_ r a 10 f B i t ils h C.' o 1 u m b ia

_' " of the non—fmanc1a1 aspects of collection programs. Financial -
i performance can be measured chrectly, but non- -financial -

- data about recoveries and program costs can be directly -

- - measured in doHars However it is more dlfﬁcult to determme_-_- :

how to measure concepts hke ”fazrness In our audit, we
" found thatr none of the prograrns we rev1ewed had 1dent1f1ed
R ob]ectlve measures of falrness - S

o '_what 1s measured and the results, or act1V1t1es, that are desued '

G 1mportant that there be rehable Ways of measurmg the 1mpact -

'performance may requ1re surrogate measures. For example, SR

'.-".'Z.'-'_IH chosen performance meastires can encourage dysfunctlonal SR

to coilect older debts at the expense of attendmg to more - -

" prematurely in order to reduce the amount of older accounts
ooina portfoho A better measure of success would be the
. _percentage of accounts that are collected W1thm 30, 60, 90 120
e or 180 days ‘This measure mlght also serve as an mdlcator of
SR voluntary comphance : '

After 1dent1fymg a comprehen51ve set of performance

i f:___be acqulred for these measures) government should estabhsh

o what has been achieved in the past or the minimum Ievel of
; performance that w111 be cons1dered acceptable A

monitor recoveries, and aging of accounts receivable: (though

it takes to collect: accounts) However most. programs | have -
ot established specific goals or expectatrons with respect to
- Tesults. The Loan Admlrustratlon Branch isithe exceptron It

- reporting requlrements Performance lnformatlon about the

‘outside the ministry. Members of the Leglslatrve Assembly
rneed suffrcrent mformatzon to enable thern to assess the

1998/99 Report 3: Collection of Overdue Accounts Receivable . ' 39

: ':'.' Practlces For example trackmg the aging of accounts receivable L
- is useful, but it can result in mrsplaced empha51s on attemptlng EEE

' tecent ones. Alternatlvely, it may encourage writing off debts L He

' measures (including confirmation that data are available, or can _' S A

 specific goals and benchmarks for each program. Goals 1dent1fy :
. what government hopes to achleve, benchmarks reﬂect either” _' .

- We found that rnost of the co]lectron programs we rev1ewed- e D

_:none of the programs have the capabthty of trackmg how Iong SEE e

: .--f’has revenue targets for both _mdrvrdual staff members and the i

: _?Government shou d'_also defme both mternal and external':_" o

sults and costs of programs to collect overdue accounts is of SR

< interesttoa. vanety of stakehoiders, and the level of detail that'i‘- SRR

i different stakeholders requlre will vary. Generally speakmg, St
.”:_':.'"program managers, will require more detail than senior mm_tstry' o S
-‘executives who, in turn, may- requrre ‘more detail than persons L







" Awditor General of British Columbia

- are required. This might involve “fine tuning” or it might
involve significant changes.

Periodic reviews ensure that the programs are both
effective and cost-effective. Similar programs can be
compared and alternatives can be identified and considered.
We recommend that government’s strategy for the collection
of overdue receivables be reviewed on a regular basis, say,

‘every five years. There will be variances between goals and

* actual performance from year to year. However, over a five-

~ year period, it should be clear whether a particular strategy
B (mcludmg ob]ectives goals and resources) is workmg

Step 7 Provrdmg Accountablllty lnformat:on

_ Collection programs are a small element of government s
respon51b1_11t1es However, their existence and effectiveness is
- important to virtually every person in the province because of
the vital role they play in ensuring that there is fairness to all
' citizens. Effective collection programs provide assurance to
those who pay their taxes, MSP premiums, student loans, and
fines that they are not placing themselves at a disadvantage. =
People want assurance that those who attempt to evade their -
~ responsibilities will be pursued. The cost-effectiveness of:
these programs is also of interest, although it is likely of more
o interest to those responmble for makmg decisions related to-
- the management of collection programs. Also worthy of note
- is the fact that the vast majority of persons required to
~ make payments to government do so before thelr accounts
' become overdue ' S

R - We beheve that as part of the aceountablhty mformatlon
S _1t prov1d_es about its programs, government should prov1de
' sufficient mformatlon to Members of the Legislative Assembly
" to enable them to assess the effectiveness and efficiency of .
S government s collection programs, mcludmg the extent to
. which the programs " objectives have been achieved and
- the cost of doing so. The primary sources of accountabﬁlty
"~ information are the annual reports of various ministries and
‘. Crown corporations. All organizations with collection programs’
“: - should include certain basic collection management performance
- information in their annual reports. This type of information is
‘. often best presented in the form of ratios, with trend analyszs
“fora flscal period or comparlsons between f1scai periods over-

BEES several years -
. e

".'1_998/99 R.epo'_r't._'?’: Collection .af.Overdue. Accounts Receivable
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response of the ministry of

.......................................................................................................................................................

The ministry would like to thank the Office of the Auditor General
(OAG) for its review of the accounts receivable function in several key
programs of government and for the opportfunity to conunent.

We agree with many of the findings and share the overall objective that
the government should try to collect all debts owed. Before dealing with
specific OAG recomrmendations, it is important to put the amounts
outstanding in context.

Annual budgeted revenue in recent years has been in the range of
$20 billion. The $455 million in receivables, which have accumulated over
more than one year, represents about 2.3% of one year’s revenue for the
goveriment.

Looking at sone of the specific programs covered in this report also
adds perspective:

S ._'Pifég_m}n*_ e S Ffsca[_19_97 R AIIAccumuIated f Net Cfmnggi:i' : :'.__.Nét.Ch.ang'_e
SRl Ret:réqheqt.-_;: :Acco&nl_:_s": _':'Rgg'eil_.':ableslevé[-__ : . as %of

- Expeﬂdit#rg'_': R:ecéivc_:_l:algé_?'QO days -~ fiscal 97 'vér_sus- e An_m;mf:_

Lol CAtMarch 31,1997 . fiscal 96 . Rey/exp

Tasation Revernie =" $6,608,000,000 359299517 $3271.000 " 0.05%
Income Assistance®* U 87450245000 0 842,741,650 521,819,680 . 1.50%
MotorVehfc.’e Fines. : S ; i s : S .- R =
- And Penalties il 867.730400 118,106,502 <85,237,0005 . -7.73%

:._Méd{;C?;’SerVi'césPrémii:}ns-'.':'.'i:: SR e S L L
 (MSP) & Ambulance Billings = - =" $872,000,000 - $17,995779 . . . $7,844,000 - 0.90%

* The Loan Adsministrition Branch (LAB} has not beeri included in this table as it does not have & normal stream of revenue or expenditure so is not
comparable.

**Shows program expenditures and accumislated overpayments recoverabile rather than revenue as this is vo a revenve generating program
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There is considerable difference when the year end balance of
accounts recetvable ab March 31, 1997 is expressed as a percentage of
revenue or related expenditure for fiscal 1997. The receivable amounts
should be viewed in the context of the underlying revenues or expenses.

1t should also be recognized that the government is not a typical
credit-granting institution. To illustrate:

= Credit is not granted based on credit-worthiness (¢g. speeding tickets)

= Amounts may be due from people with very limited ability to pay (eg.
persons on income assistance or people with student loans who have
not been able to find employment)

= Some debtors believe that certain fees they are billed, such as
Ambulance fees, should be paid from general taxation revenue, so are
disinclined to pay these charges.

Comments pertaining to auditees

In compiling this report, the OAG focused on the five organizations
i government that have the larger accounts receivable portfolios. Each of
these five auditees has made conments that are incorporated into the
overall report. The Ministry of Finance and Corporate Relations
(MFCR), however, would like to offer some additional comments
regarding the accounts receivable activities within these organizations.

As part of our review of the OAG’s recommendations, we contacted a
number of other jurisdictions in Western Canada to compare their
experience with ours in British Columbia. While some comparative statistics
are available, several of our programs are unique so there are no easy
comparisons. MFCR's supplementary comments by auditee are as follows:

Revenue Division and Loan Administration Branch,
Ministry of Finance and Corporate Relations

Exhibit 1.3 and 1.4 of the OAG require explanation so that readers
are not misinformed concerning recovery rates for these tfwo programs.
The recovery rates for the Revenue Division have improved from 53.6%
in 1995 to 59.3% in 1997, whereas the rates for the LAB have improved
from 7.2% in 1995 to 9.6% in 1997. These mumbers should not be
construed as a comparative rating of effectiveness.

Within the Revenue Division tax delinquencies for sales tax
payments are generally recorded within 30 days of a tax payment not
being received from a taxpayer or collector. Typically, this class of debtor
operates @ business or owns property. The debts receive quick follow up
action when the chance for recovery is greatest.

For the Revenue Division, the OAG makes reference to the lack of
measurable criteria to determine what constitutes fairness in dealing with
debtors and to the fact that information held by other departments of
government could assist with the collection of overdue taxes. These two
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points apply to all accounts receivable departiments in government, nol
just the Revenue Division.

The LAB by contrast is involved with debts that are significantly in
arrears before the branch ever gets involved. For example, Student Loans
don’t coime to LAB until they are already six months in arrears and the
financial institution has given up on collecting. This class of debtor is
often recently out of school, and either unemployed or under-employed,
and not earning sufficient money to make repayments.

Second Mortgages also are being returned to LAB by the financial
institutions after they have given up their collection efforts, generally at
90 to 120 days in arrears.

It is important therefore to note that for these two organizations, the
accounts receivable portfolios are entirely different, so the recovery rates
are not comparable.

There is no reliable standard of comparison for the activities of the
LAB, as it appears to be the only office of its kind currently operating in
Canada. Up to the early 1990's the province of Ontario had a central
collection bureau, but it was dramatically reduced in size as a result of
downsizing. Its current activities are no longer comparable. Hence,
external comparisons are not available,

In terms of debts owed by provincial government employees, MFCR
has proposed implementing set-off by payroll deduction to eliminate the
advantage employees have compared to other debtors to governiment.
However, we must be careful to work within Freedom of Information
and Protection of Privacy Act rules.

Ministry of Health

The opportunity for establishing benchmarks against outside
organizations is limited. The province of Alberta is the only other
province that charges MSP and BC is the only province with a
provincially operated ambulance system.

As the OAG report notes, in May, 1996 Provincial policy changed
and all residents were considered to be covered, whether they paid
premiums or not. Alberta has a similar policy, though they have had it in
place for much longer. They also have a much larger collections group
working on their accounts and make use of three or four collection
agencies. Therefore, the following Alberta and BC statistics are
noteworthy:

ALBERTA BC

s Medical premiums Receivable
{March 31, 1998) $147 million  $55 million
= Fiscal 97/98 write-offs 26 million 2.6 million
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o Alberta has about 15 staff dedicated to medical premium collections,
compared to approximately 5 in BC.

= BC write-offs include uncollectable accounts from all Ministry of
Health programs, not just medical premiums.

While we agree there is room for intprovement in the administration of
BC's MSP collections the Alberta experience provides an interesting
COIPArison.

With regard to amibulance service collections we noted that the
accounts receivable tuinover rate is improving (3.4 times in fiscal 96 versus
4.9 times in fiscal 98). The number of days outstanding for accounts
recefvable has also dropped (107 days in fiscal 96 versus 75 days in
fiscal 98).

Motor Vehicle Branch/Insurance Corporation of British
Columbia

The current portfolio of accounts receivable has accumulated over
the past 10 years. The MFCR believes that recent changes to consolidate
some operations of the Motor Vehicle Branch with the Insurance
Corporation of B.C., and strengthen legislative sanctions, will help to
further reduce the accounts recefvable levels. Improvements in the past
few months are encouraging and further systems enhancements should
help to improve results even more.

Older accounts receivable are harder to collect and some of the fines
portfolio is more than five years old. The MFCR is confident that every
effort will be made by ICBC to maximize collections and continue fo
reduce the accounts receivable levels in the months to conte.

Ministry of Human Resources

There is considerable difficulty in collecting accounts recefvable from
clients of this ministry. Generally, these clients have the least ability to
pay of all the accounts receivable clients that government has.

All provinces face similar challenges in collecting repayments from
low income people. For instance, in the provinces of Alberta and
Saskatchewan the recovery rate is similar to B.C. at about 10% of
outstanding debt. Ouverpayment of less than $1,000 are not pursued for
collection in Alberta as this is not considered cost effective. In B.C. all
overpaymients are subject to collection.

The Ministry recognizes its responsibility to collect overpayments
and is working with the MFCR to strengthen its collection efforts in such
a way as to ensure both accountability and fairness.

The Ministry has made policy changes to enhance its recoveries of
secutity deposits. Formerly, security deposits for ministry clients were
issued directly to and recovered from landlords. In an effort to increase
client accountability and eliminate the cost to the ministry for security
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deposits forfeited to pay for landlord clains for failure to give proper
notice or for damage to rental property, the ministry wade new security
deposits repayable by the client effective August 1, 1997.

The MFCR notes thal there are a range of policies in effect for
security deposits for fncome assistance recipients across the country. The
MFCR will work with the ministry fo review alternative models, with a
view to implementing changes which will reduce the value of security
deposits receivable, while at the same tHme ensuring clients refain access
to adequate housing.

The MFCR will also work with the Ministry to review its
repayment levels for open cases. For the most part, recoveiy of
overpayments fron: current BC Benefits recipients is limited to $10 per
month. This amount is deducted from the support component of the
client’s monthly BC Benefits cheque. Some other province’s have higher
deduction rates, thereby facilitating a faster recovery of cverpayineiits
from current clients. Any change to policy will need to balance the
support needs of the client with the need to recover funds.

Response to recommendations

Step 1 [Government should] Clearly define its objectives for
the collection of overdue accounts.

A clear definition of objectives is a vital element of good program
delivery. The OAG has acknowledged the strategic direction included in
FMOP and the detailed objectives that the Revenie Division and the
Loan Administration Branch have developed.

Appropriate detailed objectives will vary by program. The MFCR
will review the possibility of augmenting the current government-wide
policy with additional divections that would have broad application. This
will include adding clarity to what “effectiveness” means in relation to
revenie collection programs.

Step 2: [Government should] Determine who will be
responsible and accountable for the collection of overdue accounts.

This issue has been reviewed before. As a result of the last review,
responsibility for the collection of Mining Tox was transferred to the
Revenue Division of the Ministry of Finance, which has responsibility for
all other taxation revenues.

A recommendation was also made that the Loan Administration
Branch consult with other non-taxation revenue programs to see what
assistance it could give. As a result, discussions are underway for LAB
to provided collection assistarice for court fines and assistance is being
provided on the collection of medical services plan premiums.

Further, the portfolio of outstanding motor vehicle fines was recently
made the responsibility of ICBC. Preliminary indications are that this
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move will help to start reducing the levels of accounts receivable in this
progran.

In 1996, the MFCR contracted with a management consulting firm
to perform a review to determine whether merging Revenue Division
Collections and the Loan Administration Branch would be a viable
option. As a result of the review, the ministry concluded that it would
not proceed witl merging the two groups for the following reasons:

o The fundamental difference in the'nature of the debts of the two
groups results in very different collection technigues;

= The two organizational structures would be difficult to combine;

= The incompatible information systems of the two groups could make
integration complex; and

v The degree of integration of processes and systems within the
Revenue Division would make amalgamation difficult.

There are both pros and cons to consolidating collections into one
organization. At this time, a full consolidation is not likely but
consideration will be given to incremental consolidation where resources
perinit and a positive business case can be made. Other revenue
programs of goverinment will be reviewed to determine the most logical
organization to have responsibility and accountability for collections.

Step 3: [Government should] Implement incentives to
encourage effective and efficient collection of overdite accounts.

We agree that in some cases the incentives to give adequate attention
to accounts receivable management are riot present. Several factors have
led to this, including how votes are structured, the wording of the
Financial Administration Act, and an historic bigs toward gross
reporting of revenuies and expenditures by both the Office of the
Comptroller General and the Office of the Auditor General.

If there are continuing downsizing pressures on the administrative
resources of ministries, it becomes all the more urgent to get the
incentives right. We agree that for incentive purposes, netting of
collections against expenditures makes sense — providing a methodology
can be developed to ensure collection costs are maintained at a reasonable
level and are properly disclosed.

The approach to funding the activities of the LAB will be reviewed.
As the OAG report notes, the funding approach has been a disincentive
for ministries to make greater use. of LAB’s services.

Several receivable programs in goverinment have had experience
with the use of collection agencies. This has been done for comparative
purposes and we agree that the practice of using more than one collection
agency should continue. In conjunction with the use of collection
agencies, criteria need to be developed to determine when collections
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should be done internally versus externally. There should also be very
clear guidelines on the collection methods that can be used.

In some cases, large mmounts are owed to the government by non-
residents of BC. Where the size of the accounts receivable portfolio
warrants, we agree that arrangements should be made for inter-
jurisdictional co-operation. However, until we get our own programs
strengthened it is difficult to take on the debts of other jurisdictions, since
co-operation would have to flow both ways.

Step 4: [Government should] Identify appropriate
performance measures and establish data-gathering processes
required to monitor performance. Establish benchimarks describing
performance expectations and goals. Define internal and external
reporting vequirements.

The OAG acknowledges that implementation of this
recormnendation requires that adequate resources exist.

We agree that establishing performance measures is desirable and, as
noted by the OAG report, the LAB has established revenue targets for
individual staff members and the branch overall. Establishing current
and/or base levels of activities, benchmarks, incremental goals and
objectives will be pursued in other government accounts receivable
programs with the resources available. Financial systems will need to be
developed to accumulate and track data that is not currently gathered.

The correct combination of incentives and resources should be able
to permit progress.

Step 5: [Government should] Determine and allocate the
resources required to do a proper job.

OAG has outlined a large number of activities that require
significant staff resources. These activities will have to compete with
other demands and be assessed in tevms of the overall cost/benefit.

We agree with the OAG that information currently held by
government is also a resource that can be used to help collect accounts
receivable. Various program heads in government are responsible for
security and control on information in their custody. The Freedom of
Information and Protection of Privacy Act provides that a program
head may share information that will help collect a debt owed to the
Crown, but does not state that the information must be shared. Hence,
program heads have some discretion. The MFCR would like to see the use
of government held information maximized in support of collection of
government receivables. However, as the OAG acknowledges, there are
other views that must be considered to prevent abuse.

We will continue to pursue expanded use of information currently
held by government to support collection of its accounts recervable.
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Step 6: [Government should] Monitor actual performance,
compare this with benchmarks, and evaluate variances. Review
objectives, goals, performance measures, data-gathering processes,
resources, aind program managenient.

The success of this step partly depends on the elements from Step 4
being in place. We agree that it makes sense to assess whether prograims
are effective from both a performance and a cost perspective. When one
program appears to be more effective than another is, siccessful
techniques can be shared as ministries have done to some degree in the
past. The experience of the LAB in setting goals and monitoring results
can be shared with other ministries.

Some collection strategy changes have been implemented in recent
years with good success and others are currently underway. These
changes, and others to be made in the future, will be monitored and
assessed for effectiveness.

Step 7: [Government should] Provide timely information to the
Legislative Assembly on performance goals and actual results,
including appropriate contextual information.

We agree that one aspect of performance goals is that all citizens
with debts to the government are treated in a fair and consistent manner.
However, fairness must also consider that individuals have different
financial resources and ability to pay.

We also agree that ministries should incorporate information into
their annual reports to the Legislative Assembly about their revenite
programs and how these have operated. Hence, the MFCR will develop a
template of basic information on revenue and accounts receivable
programs that we believe should be incorporated into ministry annual
reports.

Conclusion

We would like to thank the OAG for the research they have done to
prepare this report. The report should help to serve as a catalyst for

improvements to the overall management of the accounts receivable
function in government.
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An audzt of the collectwn of overdue taxes_ -

iﬂtreduction' B
o : Lo The largest revenue source for the British Columbia. -
Lo government is taxes. For the fiscal year ended March 31, 1997,
- the tax revenues of the government (including personal and
-7 corporate income; sales, property, and several other taxes)
" amounted to $13.2 billion. The federal government collected
7 /$6.6 billion of that amount on behalf of the Province in the
L form of income taxes. The provincial governrnent collected
Lin the remalnmg $6 6 b1111on drrectly from taxpayers

R Most taxes collected by the provmcral govemment are
"reported and remitted to the government by businesses that
.. are responsible for collecting taxes from consumers—sales |

i ~.comply with taxing. statutes voluntarrly, and most are honest.:

A small percentage, however, are neglectful or evasive. For =

o th1s reason, government must have an effective and eff1c1ent

. program ; for collectlng overdue taxes. Not only does the - -

B government get more revenue, but it also’ prevents taxpayers

" - who do not pay their taxes from having an advantage over
" those who do. For md1v1duals such advantage is s1rnply

.+ unfair; for businesses, it represents a competltzve edge

-'._'_'-.'-f*Furthermore equltable treatment among taxpayers is = -

- fundamental to Voluntary tax complrance Ifa perceptlon

develops that you can get away with not paying your taxes,

: the system of voluntary cornphance wﬂl break down

___._:"Audst Pur pose and Scope
' and eff1c1ency of the government’s programs for collectmg
: overdue taxes.. o S S
o In parhcular, our audit cons:ldered

__ Completeness (how successful the mmlstry is at collectmg
overdue taxes), P S

i :..:::. . t]mehness (how qulckly overdue taxes are collected)

: '._':_1'.'.9':_9.8{/9:9:Réﬁ')_o'rt_'3_'::-_'C.:<'JI.!"e'c_'t__'f.o_n'_':'aE'O.re"r'da.'é'"'A:cwun't's-”Re'c'e_r'_v_aE_J_!_e RS

.. tax, for example. Some taxes are collected directly from - e
L taxpayers—-—-property transfer tax, for example Most taxpayers_'_-.a;_ S

- The purpose of our audlt was to assess the effectlveness B



SR S B G frf_'-"_"_'management information to fully evaluate program -

: :-_-A__.“-jd.r. t_t} rCoe " . r p .I: _.o f ..B..If"_:f' ; 1'..'5 h-'-.j.C:'_O: ] umb,a

o fa1rness (What assurance there is that taxpayers are treated
B _falrly and cons1stent1y), . . S

& eff1c1ency (the relatronslrup between overdue taxes collected
S 'and the costs of collectmg those taxes) and o

w accountabulty (performance mforrnauon provrded to the
Legrslatwe Assembly) - R _

- The scope of our aud1t mcluded Consumer taxes (Soc1a1

= Ser\uce, Hotel Tobacco) rural pr0perty taxes school taxes and
SR others) collected by the Ministry of Fmance'and Corporate
" Relations. Personal and corporate income taxes were not
T mcluded in this audit because those taxes (mcludmg the _
S overdue component) are collected by the federal government

SRR Our exammatton revzewed the results of the fiscal years o
i 1994/95 to 1996 /97 We: performed our work in accordance =

© . with value- for-money audrtmg staridards recommended by the -
s _Canadlan Institute of Chartered Accountants, and accordmgly- '
o included such tests and other procedures as we con51dered- :
T necessary rn the crrcumstanc:es ' o

Qvera!l Conclusaoﬁ

S -.*_:-We concluded that the Muustry of Fmance and Corporate
e Relat1ons is achrevmg reasonably good results, given the
.~ vesources it has ass1gned to its programs for: collectmg overdue

i taxes although we are concerned about the hrgh level of taxe
. remaining outstandmg and therefore at risk. Although the
" ministry monitors and’ reports ona varlety of performance
_ -_?f{j_measures w1thout a berichmark for what constitutes. adequate
L _performance 'We_cannOt'C'onclude'__W}iether- thes'e;'results-'repres'ent

- alevel of performance that is acceptable to the - ministry or to

e thegovernment B Sl

i We also concluded that the rrurustry is hampered by its.
* current information systems, which do not provrde suff1c1ent .

e performance Ex1st1ng mformauon systerns were developed
S ~with the primary concern bemg to ensure accuracy of basic
. program information rather than to prov1de performance
o __rnforrnatlon Resource hrruts have constramed development of
systems capable of prov1dmg better management mformatron-
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Completeness‘

 Timeliness

-~ Collection of Overdue Taxes

1994/95 1995/96 1996/97

Taxes under collection at beginning of year $70,549,000 $87,891,000 $82,809,000

Tax delinquencies during year $127,666,000 $122,412,000 $158,484.,000

Collections $106,194,000 $121,653,000 143,161,000
Write-offs $3,158,000 $4,064,000 $10,635,000

Collection rate * 536% 57.8% 59.3%

Taxes under collection at yearend **# $87,891,000 $82,809,000 $86,080,000
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Agmc oi‘"Taxes Uﬂder COHEC‘UOI’I_--'-

% Millions
6

Maz’ch 31,1995 March 31, 1996 March 31, 1997

Under 30 days 30 - 60 days

- 90 days plus

Source Mlnastfy oF ?snance zmd CorporatL Relauoas (OFFce oFthe Comptrolicr Generaf}

i We found that managers and superv1so1's momtori-to
e ~ensure that delinquent taxpayers are treated faitly and
S -_con51stently However, the mlmstry has no. formai process for:

-~ measuring and reporting the fairness of its programs for

2 collecting ove1due taxes, nor does it have measulable crlterla': :
that describe Wha’c constltutes falrness Seiaiaan

- Efficiency - | p |

e i The rrumstry has mformatlon about the amount of taxes
& that are collected after they become overdue: Although it
- accounts for and reports the total cost of its programs; it does

' not account and report spec1f1caﬂy on the cost_of Collectmg
o overdue taxes el P -

: -:'_collect overdue taxes was less than $4 rmlhoh, or Iess thah
- -;:three cents for each dolIar collected e
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Management Goai Settmg, and Momtormg o Lot
. The rrunlstry has estabhshed ob]ectzves that mclude falrness o
_'and con51stency of admlnlstratlon voluntary cornphanee, and
- effective enforcement in’ the absence of comphance However, :
i because 1t has not defined, in measurable ‘terms, SpeCIfIC goals '
“ and targets it cannot Properly measure the extent to Wthh 1t -
s ach1evmg 1ts ob]ectlves Pe R e e

- ___Addmg fo the problem is- the 1ack of good performance
‘measurement information. Obtalnlng better mformatron
requlres better mformatron systems than currently ex1st

The mlnlstry has estzrnated that addrtlonal resources - -
‘would produee cost-effectlve results in terms of additlonal :
-r:'.';._collectlons However it has not determined the optlrnal .
. level of resources requlred to meet its ob}ectlves for collectlon :
of overdue taxes, nor has 1t used costnbeneflt analyses to S

ssess alternatrves ' . :

'

The Ininistry’s colleetlon proeesses are generaily good
However to. rnanage the Ministry’s prograrns for: collecting
'overdue _ta_xes ‘more effec’dveiy, rnnustry managers and -

> es need better: perfmmance information than is
._Currently avallable When the ex1st1ng tax admmlstratron

._mformatlon currently held by other govermnent orgamzatlons
but not accessible because of: }eglslatlve restrzctlons, could also
ass1st 1n collectlon of overdue taxes

i Unllke several other governrnent debt collectlon
:p_r_ograms the progra "s*for c:ollectlng overdue taxes 'm
Revenue D1v1s1on do not currently use the services of prwat :
sector collectlon agencies. As a result the rmnzstly maybe
-'rmssmg. an opportumty to?coﬂect some_ add1t10na1 taxe

Accountability
S | ..Insuff _ 1ent mfo mat1on 1s'prov1_ ed to the. Leglslatwe &

'Assembly to enable it to assess the: effectweness and’ effmency L
offthe mlmstry s programs for'coilectlng overdue taxes : s
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wmmee / m sf”emm meﬁde tions
o1 The mm:stry skould determme appropﬁate perfomunce o j. -
.. measures and set clear, measurable goals for its programs ey

. for collectmg overdue taxes. It should also monitor E -
petformance relatwe to these goals '

2 The mzmstry should use cost~beﬂefzt analyses to determme
. the appropriate level of resources to uppl j to the collecﬁon_ o
ofoverdue taxes A '

- '3 The mzmstry should ensure zt has adequate mformatmn
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Revenue Division: the Tax Collector

Revenue Division of the Ministry of Finance and
Corporate Relations collects taxes for the government,
administers the Province’s major tax legislation, ensures
tax legislation is applied fairly and consistently, promotes
voluntary compliance, and enforces tax legislation in the
absence of voluntary compliance.

In 1996/97, Revenue Division had about 400 employees
and a budget of approximately $32 million, and it collected
$6.5 billion revenue on behalf of the government (Exhibit 2.3).

The division is organized into five branches:

= Consumer Tax Branch (responsible for Social Service, Hotel
Room, Tobacco, Motor Fuel, and Horse Racing taxes);

« Income Tax Branch (responsible for Corporation Capital,
Property Transfer, Insurance Premium, Logging, and
Mining taxes);

= Real Property Tax Branch (responsible for Taxation (Rural
Area) and School taxes, including collection of overdue taxes);

Exhibit 2.3

........................................................................................................................................................

. ConsumerTax: "\ .

: Real : Pro perty Tax
+:1,260

....... R R R T R R R R R R R L oo

Source: Ministry of Finance and Corporate Relations (Revenue Division)
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= Revenue Information Systems Branch; and
s Revenue Administration Branch.

While all parts of Revenue Division share the objective of
ensuring that the government collects all the taxes to which it
is entitled, two groups focus primarily on the collection of
overdue taxes: one in the Real Property Tax Branch and one
in the Revenue Administration Branch.

The Revenue Administration Branch provides payment
processing, assessing and information reporting support for
the Consumer Tax, Real Property Tax, and Income Tax branches,
as well as a program to recover overdue consumer and income
taxes. The Consumer Tax Branch and Income Tax Branch handle
taxpayer identification, registration, education, assessment,
audit, and technical and legal compliance related to the tax
statutes for which they are responsible.

The Real Property Tax Branch is responsible for
administering the Taxation (Rural Area) Act, collecting
property and school taxes on rural properties outside
incorporated areas, and ensuring that school taxes collected
by municipalities under the School Act are remitted to
the Province.

Exhibit 2.4

........................................................................................................................................................

Organization of Revenue Division
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Completeness and Timeliness of Collection

The criteria for effectiveness with respect to the collection
of overdue taxes are straightforward: more is better than less,
sooner is better than later. The longer most tax debt goes
uncollected—some real property tax is an exception—the
less likely it is to ever be collected.

We looked for information about the results of the
ministry’s programs for collecting overdue taxes. We expected
that the ministry would keep track of the amount of taxes
identified as overdue and the percentage of these taxes that
were eventually collected. We also expected the ministry to
monitor how long it takes to collect overdue taxes. For
example, we expected the ministry to know that of every
dollar identified as overdue, an average of x cents would
eventually be collected, y cents of which would be collected
within 90 days, z cents within 180 days, and the remainder
would take more than 180 days.

We found that the ministry does not have information
about how long it takes to collect taxes. It does have
information about the aging of accounts, but this data
describes status as at a particular date rather than over a
period of time. Additionally, staff have concerns about the
accuracy of some of the information as a result of consumer
tax information system deficiencies that confuse new debt
and old debt.

Exhibit 2.5

Source: Miaistry of Finance and Corporate Relations (Revenue Administration Branch, Revenue Division)
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Consumer and Other Taxes: Completeness

Over the three-year period we reviewed, the ministry
collected an amount equal to over 90% of the amount of the
consumer and other (non-property) taxes that became overdue
during that period. The results for the three most recent years
are shown in Exhibits 2.6, 2.7 and 2.8.

Exhibit 2.6

........................................................................................................................................................

Tax Category - Total Revenue = Collections "=~ Write-offs (as at March 31) -

CommerTaes 430137 7ior temss

Income Taxes ' 621,244 %%29737

Propéri:y_'l’ransfér RN 313',:262"- o 8,771 SRR

"Revenue" is the total amount of money received and receivable by the government from the various taxes included in each cazegory.
"Collections” represents money received for overdue taxes due, at least in part, to the efforts of the Collection section. "White-offs" are taxes
that were uncollectable or discharged. The amounts that are "Under Collection” are the overdue taxes that were being pursued by Collection
section staff ar fiscal yearend.

* Increase in write-off due to change in policy on when accounts should be writren off.

#¥ |ncrease in income tax collections due to introduction of automated assessment capability.

........................................................................................................................................................

Source: Ministry of Finance and Corporate Relations (Revenue Administrazion Branch, Revenue Divisian)

Exhibit 2.7

........................................................................................................................................................

Tax Category . Total Revenue = . Collections’

Consumer Taxes . 4,188,643 5 74,291
IncomeTaxes. 679,013 11,483
Property Transfer . 270,675, 11752 . 59 . 238

.........................................................................................................................................................

Source; Ministry of Finance and Corporate Relations (Revenue Administration Branch, Revenue Division)
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Consumer and QOther Taxes: Timeliness

Most consumer tax debts are referred automatically,
by the various tax administration information systems,
for collection action one month after a debt is assessed.

About 80% of the effort of the Collection Section of
the Revenue Administration Branch is devoted to collecting
overdue consumer taxes, mostly Social Service tax. Most
consumer tax is collected from consumers by retail suppliers
of goods and services: the consumer pays the retailer and
the retailer forwards the tax to the ministry. Tobacco tax is
an exception: the wholesaler pays to the Province, as security,
an amount equal to the taxes that will be collected from the
purchasers, and adds this amount to the amount invoiced to
the retailer.

Overdue consumer taxes are initially identified as a debt
that is owed to the government in a number of different ways.
The largest source of tax debt is Social Service tax that has
been collected by businesses but not paid to the ministry as
required. Businesses that must collect and remit consumer
taxes (Social Service and Hotel Room taxes) are required to
provide information about the amount of tax collected in the
previous period (most, but not all, report monthly), along
with payment of the tax collected, by the middle of the month
following the period in which the tax was collected.

If a business does not report as required, the ministry
attempts to contact the business and, if attempts to secure
information or payment are unsuccessful, an estimate is made

Exhibit 2.8

........................................................................................................................................................

Revenues, Collections, and Write-offs for 1994/95 ($ Thousands)

. B o . _ . : R IR __ Under Collection
Tax Category - - Total Revenue - Collections - - = Write-offs ~ (as at March 31)
ConsumerTwres 4096286 61707 2347 6215

Income Taxes R TXIT L1029 ss 5,634
Property Transfer o 336,703 1 8212 12 7,021

.........................................................................................................................................................

Source: Ministry of Finance and Corparate Relations (Revenue Administration Branch, Revenue Division)
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of the taxes due and that amount is billed to the business. By
the time the bill is sent to the business, approximately six
weeks have passed since the date on which the merchant was
supposed to provide information and payment. The process
for dealing with consumer tax delinquencies means that there
can be about a two month delay before collection action starts
on a delinquent account. However, it would be difficult to
initiate collection of delinquent accounts more quickly without
creating a great deal more work (making and reversing
estimates) and causing taxpayers to feel they were being
harassed. Sometimes there is a simple explanation for a
business failing to remit the required information and
payment, and when he or she is contacted, the matter can

be cleared up quickly and the collection file closed.

Failure to report and remit tax due is just one of a number
of ways that a consurmer tax debt can be created. Businesses
may also be assessed tax as a result of an audit, or other persons
may be assessed taxes as a result of failure to pay tax properly
on a private transaction—for instance, the purchase of tobacco,
a boat or an aircraft. The time between when it is determined
that taxes are owed and when the debt is referred for collection
can vary from one day to several months.

The remaining 20% of the effort of the Collection Section
is devoted to collecting a variety of overdue taxes, including
Corporation Capital, Insurance Premium, and Property
Transfer taxes. The major differences between these tax debts
and consumer tax debts, in terms of collection process, is that
Corporation Capital and Insurance Premium taxes are normally
assessed annually rather than monthly, and the amount of these
taxes has been ascertained before the Collection Section becomes
involved. Property Transfer taxes relate to a single transaction,
and the amount of these taxes has been ascertained before the
Collection Section becomes involved.

Real Property Tax: Completeness

Over the three-year period we reviewed, the ministry
collected an amount equal to almost 97% of the amount of
the rural property and school taxes that became overdue
during that period. The results for the three most recent
years’ recoveries recorded by the Real Property Tax Branch
for overdue and delinquent property taxes are shown in
Exhibit 2.9.
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Exhibit 2.9

........................................................................................................................................................

Taxation (Rural Area) Revenues, Collections and Write-offs ($ Thousands)

T T R R nder Callection

. Year _' .. Total Revenue. .. _Co]_lec_t_ions:.';_ o Write-offs o i (as at March 31):
1996/97 1 292,993 275790 . i.o495 13932
S 1995/96 201,895 ..o 24427 oo 85000t in433550
1994795 os4ee4 25946 o eay 12321

“"Revenue" is the total amount of money received by the government from taxes paid under the Taxation (Rural Area) Act, including Schoot
taxes, net of Home Owaer Grants. "Collections” represents money received for overdue and delinquent taxes owed from the current and prior
years and attributable, at least in part, to the cellection and forfeiture processes. "Write-offs” are taxes that were uncollectable or discharged.
The amounts that are "Under Collection" are the definquent taxes that remain unpaid from prior years at fiscal yearend.

........................................................................................................................................................

Source: Ministry of Finance and Corporate Relations (Revenue Administration Branch, Revenue Division)

Real Property Tax: Timeliness

Real property taxes are collected directly from property
owners and pose relatively low risk of loss because most real
property taxes are secured by a statutory lien that has priority
over other charges against the property. The process for
collecting most real property taxes is prescribed in the Taxation
(Rural Area) Act. The ministry must follow the process set out
in the Act. Rural property taxes are due on July 2, and are
subject to late payment penalties of 5% on each of July 3 and
November 1 and interest after December 31. Notices that taxes
are overdue are sent to taxpayers in September and January,
and the annual tax notice also lists taxes in arrears. Collection
of most overdue property taxes (plus penalties and interest)
is accomplished simply by the passage of time and the threat
of forfeiture—a statutorily prescribed process that results in a
property subject to tax arrears being transferred to the Crown
after a period of six years’ failure to pay taxes.

Although most overdue tax is collected by way of the
forfeiture process, some real property taxes (related to mobile
homes, and leases and illegal occupation of Crown land)
cannot be collected this way because the unpaid taxes do
not create a lien against property that can be forfeited. Such
taxes are collected through the same methods used to collect
overdue consumer taxes, by Real Property Tax Branch staff
and Government Agents throughout the province.
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School Tax; Completeness

Most school taxes are collected by the 151 municipal
corporations in the province. The government holds each
municipality accountable for the collection of all school taxes
levied by the municipality, and writes off delinquent taxes
only in limited circumstances involving land owned by a
government organization and leased to a non-government
person or organization that is liable to pay taxes. In such
cases, the municipality is unable to exercise its powers to
put the property up for tax sale in order to recover taxes
owing. The results for the three most recent years are shown
in Exhibit 2.10. Revenue is net of Home Owner Grants.

School Tax: Timeliness

Each municipality is required to make an initial payment
of the school taxes to be raised in that municipality on or
before the fifth business day after the municipal tax due date.
The amount paid is expected to equal 75% of the total school
taxes to be raised in the municipality, less certain permitted
deductions. On or before the 15th business day after the
municipal tax due date, each municipality is required to pay
the balance of the taxes collected up to and including the tax
due date, less the permitted deductions.

In the months of August, September, October and
November, the municipalities are required to remit taxes
collected in prior months. On the fifth business day after the
calendar yearend, each municipality must elect either to pay
to the provincial government the balance of all school taxes
assessed, whether or not the taxes have been collected, or to
continue to pay, on a monthly basis, all school taxes collected

Exhibit 2.10

Source: Ministry of Finance and Corporate Relations (Revenue Administration Branch, Revenue Division}
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in the prior month. If the municipality chooses the first
option, it is entitled to retain all penalties and interest it
collects related to school taxes collected after that date. If

the municipality chooses the second option, it must pay all
penalties and interest collected to the provincial government.

The introduction to the Collection Section policy and
procedures manual refers to the expectation that staff will
“carry out their tax collection assignments in a manner which
is professional, compatible with current tax legislation, fair,
equitable and effective.” The Real Property Tax Payment
Enforcement Manual also sets out acceptable standards of
conduct for those involved in the collection of overdue and
delinquent taxes.

“Fair and equitable” is interpreted by Revenue Division
employees to mean treating all taxpayers equally under the
law, and in a professionally assertive (but courteous) and
consistent manner. Each contact with a taxpayer is unique,
and what is appropriate in each circumstance depends on a
variety of factors.

Compliance with collection policy in general, and notably
appropriate behaviour, is monitored both formally and
informally by supervisors and managers to ensure adherence
with policies and procedures. The manager of the Collection
Section receives all written complaints. Supervisors review
a sample of files and discuss specific files with collectors.
Supervisors also monitor telephone contacts with taxpayers.
Because contact with taxpayers is often by telephone and
the work area is small, it is impossible for the manager and
supervisors not to overhear conversations between collectors
and taxpayers. Deviations from what is acceptable are
identified and dealt with on an individual basis.

The collection activities and results of Government Agents
can be monitored and reviewed by collection staff in the Real
Property Tax Branch. However, the branch has limited control
over the activities of individual agents because the agents are
located throughout the province.

However, the ministry has no formal process for measuring
and reporting the fairness of its programs for collecting overdue
taxes, nor does it have measurable criteria that describe what
constitutes fairness.
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One measure, with respect to the perceived fairness of
the collection of overdue taxes, is the number of complaints
that are received as a result of collection activities. There are
occasional complaints to Revenue Division management and
Members of the Legislative Assembly from taxpayers, and the
Ombudsman also receives complaints from taxpayers alleging
that they have not been treated fairly and equitably. The ministry
does not keep statistics on the number of complaints received
or their disposition. A summary listing the number
of enquiries and complaints to the Ombudsman indicates that
only a small number in each of the last three years were
attributed to the taxation area of the Ministry of Finance and
Corporate Relations. Most of those turned out to be
unsubstantiated.

Efficiency of Collection

Efficiency, or cost-effectiveness, of collection is measured
as the cost incurred per dollar collected.

We looked for information about the efficiency of the
ministry’s programs for collecting overdue taxes. We expected
the ministry to keep track of the amount of overdue taxes
collected and the cost of collecting these taxes. We found that
the ministry has information about the amount of taxes that
are collected after they become overdue. However, although it
accounts for and reports the total cost of its programs, it does
not account and report specifically on the cost of collecting
overdue taxes.

We recognize that identifying which revenues have
resulted from collection activity, rather than in the normal
course of business, must be somewhat arbitrary. We also
recognize that the allocation of certain costs (such as those
for information systems) might have to be estimated.

In the past, there has been no rigorous attempt to identify
the costs attributable to collection of overdue taxes. However,
in 1996/97, a budget of $1.9 million was allocated to the
Collection Section of the Revenue Administration Branch for
salaries and office expenses (there was no budget for building
occuparncy costs, data processing or information systems). This
budget was based on the equivalent of 35 full-time staff. Actual
expenditure for that year (for salaries and office expenses) was
$1.8 million.

The Real Property Taxation Branch has a budget of
approximately $1.5 million and the equivalent of 28 full-time
staff. The branch has four employees working at least part-
time on collection, plus staff in 47 Government Agent offices
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who work pari-time on collection of real property taxes, plus
systems and other costs.

As noted above, all parts of Revenue Division share the
objective of ensuring that the government collects all the taxes
to which it is entitled. However, the equivalent of approximately
40 full-time staff in Revenue Division devote all or most of
their time to the collection of overdue taxes. Using an estimate
of $100,000 per year for the maximum full cost of a person
working on the collection of overdue accounts, we estimate
that the costs of Revenue Division’s programs for collecting
overdue taxes is less than $4 million annually (before adding
in the cost of the Government Agents’ contribution).

In 1996/97, the ministry collected $144.6 million in
overdue taxes, which means that it spent less than three
cents for each dollar collected.

Management, Goal Setting, and Monitoring

Compared to many other government programs, the
objectives and goals of a program. for collecting overdue taxes
appear to be clear and non-conflicting. Flowever, there are a
number of different objectives that a tax enforcement program
can have. For example, objectives might include “maximum
collection” or “minimum cost-of-collection ratio,” “matching
marginal cost to marginal return,” or “maximizing voluntary
compliance” (in which case, costs might exceed recoveries).
For any of these objectives, specific short-term goals could
be established and expressed, for example, in terms of
percentage achievement.

We expected that the ministry would identify goals and
performance expectations for the enforcement components of
its tax programs—in particular, for the collection of overdue
taxes. We looked for evidence that the ministry has established
performance measures and performance goals for this, and
allocated resources on a basis that is logically connected to
achieving these goals.

The 1995 Business Plan for the Revenue Administration
Branch describes “recovery: dollars collected vs. dollars
collectable” as the best overall measure of success for the
Collection Section of the branch. “Fairness” and “minimum cost”
are also included as goals. The business plan acknowledges
that there is a certain degree of incompatibility between
individual goals and that targets, representing realistic levels
of achievement, are dependent on the level of resources
available. However, the plan does not set out any specific targets.
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The Collection Section of the Revenue Administration
Branch has a formal statement of goals and objectives for
1997 /98, including development of “specific and measurable
standards for collector performance.” However, at the time of
our audit, the ministry did not have clear and measurable
operational goals with respect to tax collection.

We found that monthly reports describing activities, status
and results of the collection of overdue taxes are produced for
use by managers and executive of Revenue Division.

We believe the ministry should have performance measures
that provide a succinct assessment of the effectiveness and cost-
effectiveness of programs for collecting overdue taxes. At a
minimum, these measures should include information about
recoveries (amount and timing), losses and program costs. This
type of information is often best presented in the form of ratios,

" with trend analysis for a fiscal period or comparisons between

fiscal periods over several years. Contextual information should
be provided, as well as information about results.

Recommendation 1:

The ministry should determmine appropriate performance
measures and set clear, measurable goals for its programs for
collecting overdue taxes. It should also monitor performance
relative to these goals.

Because the ministry has not defined appropriate
performance measures, nor set performance goals, it is
unable to determine what resources are required to meet
specific goals or to assess the relationship between goal and
resource alternatives. Also, the ministry has not used cost-
benefit analyses to determine the level of resources required
to achieve ifs objectives for collection of overdue taxes.

Analyses done by the manager of the Collection Section
for 1995/96 and 1996/97 indicated that each consumer tax
collector recovered more than $1.3 million. These analyses
were conservative and recognized the probability that some
overdue accounts would have been paid eventually without
collection staff intervention. The analyses also estimated
increased revenue of approximately $350,000 if an additional
person were hired. Unlike the addition of an auditor whose
presence can be predicted to generate approximately $500,000
in additional audit assessments annually, the addition of
another tax collector does not increase the amount of overdue
taxes under collection. It does, however, improve the chances
of collecting existing overdue taxes or collecting taxes sooner.
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Recommendation 2:

The ministry should use cost-benefit analyses to
determine the appropriate level of resources to apply to
the collection of overdue taxes.

Collection Processes

The ministry’s collection processes are generally good.

The approaches used to collect overdue taxes differ, based
on the information that is available about the tax owed, the
taxpayer, the taxpayer’s assets, perceived risk of loss, and
statutory requirements. The common thread is that if a
taxpayer does not voluntarily pay the taxes owed, action is
taken to enforce payment.

Consumer and Other Taxes

Collection of overdue consumer taxes is a complex
process for a number of reasons:

= the amount of the debt is determined, in most cases, from
information provided by the taxpayer, and some taxpayers
are unwilling to provide this information;

e in addition to collecting taxes due, the tax collector must
be concerned about maintaining an appropriate business
relationship between the taxpayer and the ministry;

= in some businesses (liquor sales, for example) debts can
escalate very quickly; and

= the collection of, or failure to collect, any one debt can affect
future voluntary compliance by other taxpayers.

Tax collectors have a variety of tools available to assist
them in enforcing payment of overdue taxes. Once a debt is
registered on the tax information system, Social Service taxes
owed form a lien and charge against all business property
owned by a merchant—a lien that has priority over other liens
and charges. This is useful if the merchant attempts to sell
business assets, because prospective purchasers generally will
not purchase the assets if the seller owes taxes and the assets
are subject to a lien. Tax collectors can make demands to third
parties (like banks) that owe money to a taxpayer, requiring
that the money owed be paid to the ministry rather than the
taxpayer, or they can have a bailiff seize and sell personal
property (such as motor vehicles) belonging to the taxpayer.
Notices of lien can be registered in Land Title offices and
the Personal Property Security Registry. These registrations
provide notice of the debt to anyone dealing with the taxpayer,
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and provide a secured position of the government in the event
of a bankruptcy.

The major difference between consumer tax debts and
debts for other taxes, including Corporation Capital, Insurance
Premium, and Property Transfer taxes, is that the amount of
these latter debts has been ascertained before the Collection
Section becomes involved.

Collection of taxes is supported by automated processes.
Small balance dunning letters are sent out monthly for
Corporation Capital tax debts under $100, the Property
Transfer Tax system sends a letter and four statements, and
the consumer tax system sends a letter for debts under $100
requesting payment and warning that failure to respond may
result in more aggressive collection efforts.

As with consumer tax debts, tax collectors have a variety
of tools available to assist them in enforcing payment of
overdue taxes. One of the most powerful tools is the ability of
the collectors to exert lien claims against the assets of a
taxpayer. In some cases, overdue taxes form a lien and charge
against property owned by the taxpayer without the necessity
of registration; in other cases, the lien must be registered in a
public registry before it is effective.

Real property taxes are collected directly from property
owners and, because most are secured by a statutory lien
which has priority over other charges against the property,
these taxes pose a relatively low risk of loss.

The process and timing of the collection is prescribed by
statute. Rural property taxes are due on July 2 and are subject
to late payment penalties of 5% on each of July 3 and
November 1.

Collection of most overdue property taxes (plus penalties
and interest) is accomplished simply by waiting for the property
owner to respond to the threat of having the property forfeit to
the Crown. The forfeiture process js administered mostly by a
series of automated letters, including notice of taxes overdue,
calculation and application of penalties, notices of delinquent
status, and forfeiture notices. In recent years, fewer than 100
properties have forfeited each year. Many of those forfeited
are redeemed—by paying the full amount of tax, interest and
penalties owed—within the year following forfeiture. In practice,
properties can also be redeemed within the subsequent two
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years by payment of tax, interest and penalties owed, plus an
administrative fee.

Although most overdue tax is collected by way of the
forfeiture process, some real property taxes (related to mobile
homes, and leases and illegal occupation of Crown land)
cannot be collected using forfeiture process because the unpaid
taxes do not create a lien against property that can be forfeited.
These taxes present greater risk of loss than those secured by a
lien against real property of the taxpayer and it is, therefore,
important that these taxes be collected in a timely fashion
using more aggressive collection processes than are required
for taxes that can be collected by way of forfeiture. These taxes
are collected, through the same methods used to collect
overdue consumer taxes, by Real Property Tax Branch staff and
Government Agents throughout the province. Most of the
collection work outside the Victoria area is currently done by
Government Agents.

School taxes are collected both directly by the provincial
government in rural areas and by municipal corporations,
acting as agents for the provincial government, within
municipalities. School taxes for rural properties are collected as
part of the collection of real property taxes (described above).

Most school taxes are collected by the 151 municipal
corporations in the province. The process and timing of the
collection is prescribed by statute. By May 10th each year, the
ministry advises each municipality of the amount of school
taxes to be raised in that municipality, the taxable values of
real property in the municipality, and the tax rates to be
applied to each type of property. The municipality sends
property tax notices to all taxpayers, requiring payment of
taxes on or before the municipal tax due date.

The Surveyor of Taxes, an employee of Revenue Division,
is responsible for ensuring that school taxes collected by
municipalities are paid to the provincial government. A
municipality has an incentive to under-report taxes collected to
the provincial government so that it can retain the funds in its
bank account for a period of time and earn interest. Because
the amounts involved are large, there is potential to earn
significant interest. The Surveyor of Taxes knows how much
each municipality is expected to collect, and monitors
installments to identify apparent reporting anomalies. For
instance, if most municipalities report collection of 90% of
taxes by the tax due date and some report a lesser percentage,
the Surveyor of Taxes may request an explanation for the
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anomalies or inspect the records of a municipality to determine
why the level of collection is low. Several such inspections
have resulted in interest charges being assessed against
municipalities for taxes collected but not properly reported.

In addition to monitoring collection of taxes by the tax
due date, the Surveyor of Taxes monitors grants made to
municipalities in lieu of taxes by federal and provincial
government organizations that are not required to pay school
taxes. Since payment of grants is discretionary, the provincial
government relies on municipalities to report the amounts
that have been received as grants in lieu of taxes. Although
the amount of such grants can be estimated, historically such
estimates have not been very accurate. In recent years, the
Surveyor of Taxes has developed a list of potential grantors
and compares, against the names on that list, information
received from municipalities identifying grants received in lieu
of taxes. There have been several instances identified in which
municipalities have not paid grants received.

To manage the ministry’s programs for collecting overdue
taxes more effectively, ministry managers and executives need
better performance information than is currently available. For
example, in addition to information about revenues, information
about timing of collections and the cost of collection would be
useful. When the existing tax administration information
systems were developed, the primary concern was how to
ensure accuracy of basic program information, not how to
acquire performance management information. Consequently,
certain information that would be useful for monitoring and
evaluating performance is not available.

Better information systems, in addition to providing
performance management information, could support more
automated and semi-automated collection activities, including
production and transmission of correspondence and legal
documents, database searches, documentation and maintenance
of records, and assignment and reassignment of accounts.
The result would be increased effectiveness and efficiency of
staff resources.

Tax administration information systems are large and
complex. They are also expensive to develop, operate and
maintain. Most of the major information systems currently
in use at Revenue Division were developed approximately
20 years ago. Although some of the systems are adequate,
several-—the consumer tax and land tax information systems in
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particular—are not. Significant limitations and deficiencies
inherent in these systems are well known and well documented.

Within the last two years, in the face of a significant risk of
complete system failure in year 2000, the government has
made a commitment to provide funding to replace the
consumer tax information system. The ministry is currently
developing a new system, known as CTB21. It will be designed
to provide opportunities to manage all aspects of consumer tax
administration more efficiently—from initial registration
of taxpayers, to data management, audit and collection
support, performance monitoring, and reporting.

The last tax administration system developed in Revenue
Division was the system built in 1992 to handle the new
Corporation Capital tax. Although it is a much better system
than the current consumer tax system in some respects, it has
not delivered all that was promised, particularly in the area
of management information, because funding limitations
required reductions in the scope of the project.

Recommendation 3;

The ministry should ensure that it has adequate
information systems that support effective and efficient tax
administration processes by satisfying both operational and
management information needs.

Access to Information

Information is essential to the collection of overdue taxes
—particularly information about the location of taxpayers
and their assets. Ministry staff require it in order to contact
taxpayers, to make demands on third parties for taxpayers’
assets held by them, or to instruct bailiffs properly. The more
information tax collectors have, the greater chance they have of
recovering overdue taxes.

Tax collectors have access to most government databases.
However, the custodians of some databases deny or limit
access, generally citing concerns related to the Freedom of
Information and Protection of Privacy Act and other legislation
such as the Medicare Protection and the BC Benefits (Income
Assistance) Acts.

Recommendation 4;

The ministry should work with other parts of government
to ensure collectors have complete access to all sources of
information that can help them to collect overdue taxes. This
may require a government-wide divection to share information.
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Use of Collection Agencies

Ministry staff are well motivated, making the best of
the resources they have available and always looking for
ways to be more effective. They are quite successful at
recovering overdue taxes. However, they are not the only
resource available.

Unlike several other government debt collection programs,
the programs for collecting overdue taxes in Revenue Division
do not currently use private sector collection agencies. The
ministry has estimated that it could collect additional revenue
if it had additional resources. We believe the use of collection
agencies would be an effective way to supplement current
program resources. Employing collection agencies does involve
some risk, because information about taxpayers would have to
be provided to the collection agencies. However, we believe
this risk is limited and could be managed. The potential gain
would be additional recoveries for the government. At the very
least, use of collection agencies could provide independent
confirmation that taxes are uncollectable. At the time of our
examination, the ministry was reviewing the possibility of
using a collection agency.

Recommendation 5:

The ministry should evaluate the potential benefits and
costs associated with the use of private sector collection
agencies, to supplement its current programs for collecting
overdue taxes.

Reporting to the Legislative Assembly

The government collects approximately one-third of its
annual revenues from provincially administered taxes. The
ministry states that it does so in a manner that ensures tax
legislation is applied fairly and consistently, promotes voluntary
compliance, and enforces tax legislation in the absence of
voluntary compliance. To enable Members of the Legislative
Assembly to assess whether this is so, they must be provided
with sufficient timely information.

The primary source of accountability information about
the collection of taxes is the annual report of the Ministry of
Finance and Corporate Relations. The most recent annual
report available at the time of our audit covered the period
from April 1, 1995, to March 31, 1996. The report provided
some information about the results of collection of overdue
taxes for that period. Specifically, the report stated that
Revenue Division:
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“Increased total collections of debt accounts by
15.9 per cent to $119.5 million and reduced total
accounts receivable by 5.8 per cent or $5.1 million.”

We believe that, as part of the accountability information
the ministry provides about tax administration, reporting on
the results of programs for collecting overdue taxes would be
useful to MLA’s. If the ministry reported along the lines of the
program performance measures discussed above, it would be
able to provide a succinct assessment of the effectiveness and
efficiency of its programs for collecting overdue taxes. At a
minimum, these measures should include information about
revenues (value and timing), collections, losses and program
costs. This type of information is often best presented in the
form of ratios, with comparisons over several years.

Recommendation 6:

The ministry should include, as part of the accountability
information it provides to the Legislative Assembly about tax
administration, year-to-year comparisons of:

= number and dollar value of taxpayer defaulis during
the year,

= recoveries and write-offs,
o timeliness of collection,
= costs of programs for collecting overdue taxes,

= forfeitures and redemptions of previously forfeited
property, and

= balance of overdue accounts at yearend.

N 5 R
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response of revenue division,

......................................................................................................................................................

The Revenue Division of the Ministry of Finance and Corporate
Relations is pleased with the Office of the Auditor General's (OAG's)
overall opinion that it is achicving reasonably good results with the
resources we have assigned fo our prograims for collecting overdue taxes,
given the restricted capabilities of our current information systems. With
referenice to the OAG's concern about the high level of taxes remaining
outstanding and therefore at risk: between 35 and 45 percent of the taxes
outstanding at each of the three year ends were classified as doubtful
accounts, but could not be written off until all possibility of collection was
exhausted. The doubtful accounts inclitded unfinalized bankruptcies and
amounts in litigation, among others. As well, as evident in Exhibit 2.1,
the collection rate increased in each of the three years from 53.6 percent in
1994/95 to 59.3 percent in 1996/97, and the amount outstanding at year
end 1996/97 was lower by $1.8 million than the amount outstanding at
year end 1994/95.

With respect to the individual recommendations made by the Office
of the Auditor General, the recommendations and the division’s response,
including action taken to date, follow:

1. The ministry should determine appropriate performaince measures
and set clear, measurable goals for its programs for collecting
overdue taxes. It should also monitor performance relative to
these goals.

The division is currently updating and rewriting its 1995 business plan.
The new plan includes specific goals for program areas, including
strategies, outputs and quantifiable performance tieasures.

Within the Collections section, specific, objective collector perforimance
measures were set in 1997, and individual and group performance is
monitored against them.

The new business plan of the Real Property Tax Branch business plan has
two key objectives designed to reduce the number of delinguent accounts
and the number of rural forfeitures over the next two years. The
reconmmendations in the audit report will be helpful in developing specific
performance measures in addition to the outcomes already documented in
the plan.

To some extent, the management information deficiencies of the division's
information systems limit the mensurement techniques available to the
division. The CTB21 information system project currently underway will
provide the division with an enhanced ability to measure performance in
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the consumer tax portion of the programs for the collection of overdue
taxes.

2. The ministry should use cost-benefit analyses to determine the
appropriate level of resources to apply to the collection of overdue
taxes.

Some cost-bencefit calculations have been made in each of the past three
years, but the division concurs that more detailed analyses would be
beneficial. However, the analyses will be constrained by the limited
amount of management information available from the division’s current
information systems. As well, if the results of analyses suggest that
additional resources should be applied to the collection of overdue tax
prograis, the ministry must still work within the context of
government-wide resource constraints.

3. The ministry should ensure it has adequate information systems
that support effective and efficient tax administration processes
by satisfying both operational and management information
requirements.

The division identified the need for improved information systems several
years ago. A project to replace the Consumer Tax information system
(CTB21) has been underway for two years.

The Real Property Tax information system has recently been upgraded
for Year 2000 readiness. A key objective in the new branch business plan
is to develop a performance-based management information system by
1999 for Real Property Tnx Collections as well as other branch areas.

The School Tax Accounting and Reconciliation System is currently being
re-designed to be Year 2000 ready as well as have the capacity for
improved management reporting and information. The re-designed
systent is scheduled to be in place for the 1999 tax year.

There are currently no resources to upgrade the Income Tax information
systems for other than Year 2000 readiness.

4. The ministry should work with other parts of government to
ensure collectors have complete access to all sources of
information that can help them to collect overdue taxes. This
may require a government-wide direction to share information.

Collectors currently use all information sources that are available, cost-
effective and not restricted by legislation. Discussions have been held
with other collection groups within government to share knowledge and
investigate the possibility of obtaining other information sources. The
division will continue to investigate and seek access to other sources of
information, and would welcone a government-wide direction to share
information.
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5. The ministry should evaluate the potential benefits and costs
associated with the use of private sector collection agencies to
supplement its current prograwms for collecting overdue taxes.

The division agrees that the benefits and costs associated with using
private sector collection agencies should be evaluated. A preliminary
investigation was started prior to the OAG review. This will be
continued, and the results evaluated.

6. The ministry should include, as part of the accountability
information it provides to the Legislative Assembly about tax
administration, year-to-year comparisons of:

a number and dollar value of taxpayer defaults during the year,
s recoveries and write-offs,

a timeliness of collection,

= costs of programs for collecting overdue taxes,

a forfeitures and redemptions of previously forfeited property,
and

= balance of overdue accounts at year end.

The division agrees that additional information should be provided
to the Legislative Assembly. A review will be undertaken to determine
what information can be provided, given the management informatior
limitations of the current information systems, as well as the best method
for providing the information.

The division appreciated the opportunity to have its progranms for the
collection of overdue taxes reviewed by the Office of the Auditor General
(OAG). It is always useful to have an objective, informed oulside party
scrutinize one's programs and offer suggestions for improvement, We
would like to thank the staff of the OAG for the detailed and informative
conmments, the professionalisni with which they conducted the review, and
their willingness to listen to and incorporate our comments.

& 2 >
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An audit of the collection of overdue accounts receivable

© Inwroductior

Audut Purpose arad Sfope

The purpose of tlus audlt was to assess the effectrveness SR
L and efflcrency of the government s collection programs for - - -
o collectlng dellnquent recervables adlru_rustered by the branch o

The mandate of the Loan" Administration Branch is to

- provide the government with professional and cost-effective
- collectlon and ioan administration services that will help it -
' maxumze the revenue collected from overdue recelvables,
S and safeguard loan assets. =

The branch collects defaulted loans on behalf of

- .Provmcral ministries. At March 31, 1997, the entire loan-

and guarantee portfoho under administration by the

"¢ branch had an approximate value of $429 million. Of -
~ that, $115 million was overdue or delmquent mcludmg
“ $99 rnllhon of defaulted student loans. -

" Tts three prlmary collectron portfohos are: .

e defaulted Brrush Columbla student loans managed for the' b
S Mrmstry of Advanced Educahon, Trauung and Technology,' -

- %_ British Coiumbla second mortgages, managed for the =

' Mlmstry of Fmance and Corporate Relatlons and

.= grant overawards managed for the Mmrstry of Advanced
o Educatlon Trauung and Technology o

In partlcular, our aud1t con51dered

e completeness (how successful the branch 1s at collectmg
- overdue accounts) : TR g

- .'a_ ': "umelmess (how qu1ckly overdue accounts are collected), SN

e -'.'faJrness (what assurance there is that debtors are treated

. fa1rly and conszstently)

' -: n . eff1c1ency (the relatronshrp between revenues and the costs _. ' |
S - of collectmg those debts) and '

L a accountablhty (perforrnance mformatlon provrded to the
L .-Leglslatwe Assembly) SR
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Overall Ccndus;on

Key Fmdmgs

Com p]eteness

Our exammatlon revrewed the results of the flscal years

o :-' 1994/ 95 to 1996/97. It was performed in accordance with -
- value- for-rnoney audrtmg standards recommended by the
... Canadian Institute of Chartered Accountants and accordmgly S
mcluded such tests and other procedures as We con51dered |

HE necessary in the c1rcumstances i 3

e '__difﬁcult There are no sultable benchmarks agalnst whlch to '_
- compare results By the time'an overdue student loan is referred SR
- to the branch, it has already been in arrears for at least six =
SR months Whlle a bank has trred unsuccessfully to. recover 1t The
" students may have had dlfflculty fl.ndmg employment and the =
i _orlgmal loans have been granted for reasons other than ablhty : S
. torepay. Therefore, the costs and recovery rates cannotbe. .
S dlrectly measured agamst a standard cornrnercml loan operatrorr,_
~. - which would grant credit on the ab111ty to pay ‘and seek
" ... collateral for higher risk loans: Given these circumstances,
S we beheve the branch has performed reasonably Weﬂ :

SR Although collectlon is qurte slow and costs look shghtiy
e -'h,lgher than the standard commissions charged by prlvate :
. sector agencres, the results of the branch have been i 1mpr0Vm :
B consrstently in'recent, years Costs of co]lectron have been :

i ':falhng and recovery rates mcreasmg* L :

o It 1s dlfflcult to compare dxrectly the costs of the branch ;
i _-.'to the costs of collection agencies. The branch incurs necessary :
o admmlstratlve and management costs that are not reﬂected in:

" the apparent cost of collection by collection: agenc1es, but also :
'- '-_=_;;rece1ves services frorn other government orgamzatlons that are._

i not fully reﬂected m 1ts cost structure ' s S

SR Over the three-year perlod' we rev1ewed the branch_ o
S 'collected an amount equal to 18% of the total portfoho Over

: _.;.j-_th_ls same per1od the. total annual recovery rate for the branch o

- improved slightly with no increase in Tesources (Exh1b1t 3 1) e

- Lacking standard benchmarks however we are unable to

i 'determme xf ﬂus performance 1s acceptabie 1n the c1rcumstances :
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1994/95

1995/96

1996/97

Under collection (at beginning of year)
New accounts referred

Total collections

Total losses*

Recovery rate

Under collection (at yearend)

$92,907,000
$29,894,000
$8,813,000
$7.265,000
7.2%
$106,723,000

$106,723,000
$42,227,000
$11,778,000
$16,151,000
7.9%
$121,021,000

$121,021,000
$14,214,000
$13,021,000
$7,109,000
9.6%

$115,105,000
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Eﬂ’mency oFCoIlectlon
SR The cost to the branch of collec’cmg each doﬂar of recelvables
in 1996 /97 was approxunately 24 cents (Exhlbzt 3.2). Lacking =
“a standard for companson ‘we cannot conclude whether this
was reasonable, nor can we compare ‘this to costs of other " .
govermnent coHec’clon programs, because the debts collected -
by each program have 51gmf1cant1y dlfferent characteus’acs

_The branch incurs administrative and management -

.: cos{:s (e.g., for tendermg, contract management momtormg,
- “recording and. rep01 ting) when it sends debtor files to -
- collection ‘agencies. These costs are unknown, as they are e

-'3'__not tracked sepazately We are, therefore ‘unable to compare i
" the 24 cents it costs the branch to collect each dollar collected_'_: i

' Wlth the 20 cents per doHar coHected that prlvate coiiecuon o
agenmes charge - : : o

Exhb;i 3 2
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__Cost: oi" CoElectlons per Doilar Coliected

$ Million $
14
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1994/95 1995/96 1996/97

Cellections Operating
Expenditures

Total Collection
Revenue

Average cost
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e Management Goal Settmg and Momtorzng | | : o
e .. Thebranch has set out in its three—year busmess plan, B
e 1997 /1998 to 1999/2000, strategic objectives that supportits ..~ .
--'_mlssmn These objectives address the issues of completeness, o
: tlmelmess efflclency and fa1rness of collection '

- Collection becésses b S
S e The government has useful mformatlon for the coilectlon EEN
) of overdue receivables that is not shared among ministries.

i W}ule the Freedom of Informatlon and: Protection of Prlvacy

- Act must be adhered to, information should be made avaﬂable T
-_:1n a reasonable manner when perm1551b]e ' . SR

S Fundmg the Loan Admmlstrat[on Branch T |
i e _ The branch operates ona cost—recovery ba31s, Wthh
o means that other rmmstrles for whom it collects must pay,

i from their budgets, for serv1ces prov1ded However, if QT
o 'mlmstry employs a przvate sector. collection @ agency, the : : . S
. collection agency’s commission is deducted from money i

... recovered. This creates an incentive for. ministries to use e
- what c:ould be a hlgher' 'ost private sector service.

..:;.:Reportl'ng to the Legtslative Assemb_ y

e Neither the Mlmstry of Fmance and Corporate Relatlons _{:fj :
: :'_'annual report nor the Public Accounts provides sufficient’
; ".j:-'mformahon to assist Members of the Leglslatave Assembiy in" Z" o
"'-_'thelr assessment of the effectiveness and efﬁmency of t.he branch.’i”j'
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Loan Administration Branch

The Loan Administration Branch provides collection and
loan administration services to government, with the aim of
maximizing revenue from the collection of overdue
receivables and safeguarding loan assets.

The branch was created in August 1989. It assumed
responsibility for several programs at that time, including
delinquent accounts under the British Columbia Student Loan
Program, commercial accounts left over by the privatization
of the Business Finance Division of the British Columbia
Enterprise Corporation, and delinquent second mortgages
and other accounts remaining after the privatization of the
Home Mortgage Branch of the Ministry of Social Services
and Housing. It was also charged with implementing and
developing the Mortgage Assistance Program (MAP) (which
replaced the old second mortgage program) and, in 1990, took
over administration of the loan and loan guarantee portfolios
held by the Ministry of Regional and Economic Development
and Ministry of Agriculture and Fisheries.

Recognized for its collection expertise, the branch is
frequently asked to provide advice to ministries on collection
matters (e.g., evaluating Requests for Proposals for collection
services, using third-party demands, preparing Small Claims
Court actions). As well, the Office of the Comptroller General
frequently consults with the branch when considering issues
related to collection.

As of March 31, 1997, the branch’s loan and guarantee
portfolio comprised 34,808 accounts, with a value of
$429 million. Of that, $115 million was overdue or delinquent,
$99 million of which represented defaulted student loans.

For 1997 /98, the branch’s operating budget was
$4.7 million, 75% of which represents collection costs. The
remainder of the budget funds the branch’s other business
function, retail and commercial loan administration.

The branch collects defaulted loans on behalf of
provincial ministries. There are three primary portfolios:

= defaulted British Columbia student loans, administered on
behalf of the Ministry of Advanced Education, Training and
Technology, with a value on March 31, 1997, of $98,848,809;
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= defaulted British Columbia second mortgages, administered
on behalf of the Ministry of Finance and Corporate Relations,
with a value on March 31, 1997, of $5,688,920; and

= grant overawards, administered on behalf of the Ministry of
Advanced Education, Training and Technology, with a value
on March 31, 1997, of $7,066,369.

Other portfolios, all of which are considered to be
overdue, include:

a Business Start Up and Student Venture Loan programs,
administered on behalf of the Ministry of Small Business. The
Business Start Up program was designed to encourage small
business development by providing provincial guarantees
for loans of up to $15,000 from financial institutions. The
Student Venture Loan program related to the Province’s
guarantee of loans from financial institutions to encourage
students to develop business ventures. It had a value on
March 31, 1997, of $1,585,118.

o British Columbia Securities Commission judgements, collected for
the BC Securities Commission. These are fines and costs levied
by the BCSC against individuals and companies using the
Vancouver Stock Exchange. The fines are registered as
judgements in the Supreme Court. On March 31, 1997,
these had a value of $1,064,111.

s British Columbia Home program, administered on behalf of the
Ministry of Finance and Corporate Relations. This program was
designed to alleviate high interest rates on home mortgages.
It had a value on March 31, 1997, of $193,804.

The branch is also occasionally asked to assist in the
collection of a small number of accounts under the Mortgage
Assistance Program, defaulted Crown land leases and
agreements for sale, judgements transferred from the Ministry
of Attorney General, and defaulted payments for Homeowner
Grants and Prospector Grants.

Completeness and Timeliness of Collection

Delinquent accounts are more likely to be collected if efforts
to collect are made soon after the debt becomes delinquent, and
if the debtor perceives that the creditor will be persistent in its
efforts to collect the debt. The British Columbia government's
Financial Management Operating Policy recognizes this and
requires ministries to take “prompt and vigorous action to
collect outstanding accounts receivable.”
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Completeness

Over the three-year period we reviewed, the branch
collected an amount equal to 18% of the total portfolio. The
recovery rates for the three most recent years are shown in
Exhibit 3.1. We found that, overall, performance had slightly
improved from 1994/95 to 1996/97, with no increase in
resources. However, we do not have standard benchmarks
to determine if this performance is acceptable.

During the period under review, the Province continued
to lose a significant portion of receivables due to loans written
off. The large increase in losses in 1995/96 related to an
extensive evaluation of the quality of the defaulted BC Second
Mortgages. Almost $12 million of a $20 million portfolio of the
BC Second Mortgages was written off.

Timeliness

One factor that may account for the branch’s improved
collection performance is its determining that, on average,
two- to three-year-old student loan debts are most likely
to be collectable. It appears to take this amount of time for
graduates to get the type of employment that enables them to
make payments on their outstanding loans. As of January 31,
1997, approximately 56% of the student loan portfolio was
between 0 and 38 months old since the time the debts were
entered into the branch’s collection system (Exhibit 3.3).

Exhibit 3.3

.................................... LR e I I I I I T T T

Age of Overdue Student Loans Under Collection at January 31, 1997

1912 dccounts:

39:SOmonths
1,805 accounts .-

1324 months
D 2,697 a'c_gpur\'ts

> S0months © L
7.°3,824 accounts i

7 0-12months
1,012 accounts

............................................ LR R R R e T

Source: Ministry of Finance and Corporate Relazions (Loan Administration Branch)
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The Debt Collection Act details what collection actions are
acceptable and unacceptable. We found a high consistency of
interpretation and application of policy and procedure. This is
partially a result of the culture and management of the branch.

Supervisors and managers ensure that policies and
procedures are adhered to by monitoring compliance with
collection policy and the Debt Collection Act, both formally
and informally. Supervisors review a sample of files and
discuss specific files with collectors. Deviations from what is
acceptable are identified and dealt with on an individual basis.

Each contact with debtors is unique, and what is
appropriate in each circumstance depends on a variety of
factors that the collector must take into account.

Occasionally, branch management, Members of the
Legislative Assembly and the Ombudsman receive complaints
alleging that debtors have not been treated fairly and equitably.
Most complaints, upon follow-up, are determined to be
unsubstantiated.

We are concerned that debtors who are provincial
government employees appear to be treated differently from
debtors who are employed elsewhere. The branch is unable
to use the third-party demand provisions of the Financial
Administration Act to collect monies owed by provincial
government employees. Also, because officials in the Ministry
of Finance and Corporate Relations are unwilling to provide
the branch with personal information about government
employees, the branch is unable to direct third-party demands
to banks and credit unions in order to recover money owed by
government employees.

Recommendation 1:

The branch should be provided with the necessary legal
tools and information to collect money owed to the
government by provincial government employees.

Efficiency of Collection

Efficiency of collection can be expressed in terms of the
cost per dollar collected. In 1996/97, the cost to collect just over
$13 million was $3.15 million, an average cost of 24 cents per
dollar collected. As Exhibit 3.2 shows, this cost was lower than
in the two previous fiscal years.

In February 1995, Treasury Board gave blanket approval
to the branch to use collection agencies for accounts with low

1998/99 Report 3: Collection of Overdue Accounts Receivable



Auwditor General of British Columbia

collection potential. The branch contracts with two collection
agencies, each for a two-year term. The agencies receive a 20%
commission on all collections they make. Current contracts
expire in April 1999.

The 20% commission charged by collection agencies
would not be the sole cost of collection should the branch
send all collections to these agencies. The branch would be
required to perform administrative work necessary when
dealing with collection agencies. The branch also monitors
the collection agencies for reasonable treatment of debtors
(e.g., adherence to the Debt Collection Act).

Currently, the branch uses collection agencies when it is
more cost-effective to do so than using internal resources.

A summary of collection agency performance for the past
two fiscal years is shown in Exhibit 3.4. The low recovery rate
for accounts placed with the agencies reflects the branch’s
efforts to collect the accounts with higher probability of
collection before referring them to an agency. Hence, the
accounts placed with the collection agencies have a lower
probability of collection.

The branch also feels that using collection agencies
enables it to maintain an ideal account:collector ratio, while
being freed up to offer cost-effective collection services to
more government ministries.

Over the past three years, the number of Collection
Officers in the branch has decreased from 23 to 20. In the
same period, the average number of student loans accounts
per collector has increased from 678 to 900. The branch’s
management has set 800 to 900 accounts per officer as an
optimum number.

Exhibit 3.4

1996/97

Source: Ministry of Finance and Corporate Relations (Lean Administration Branch)
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We found that, even though staff resources have
declined, the branch'’s collection performance is improving.
For example, collection on defaulted student loans as a
percent of accumulated defaults increased from 5.4% in
1991/92 to 9.0% in 1996/97 (Exhibit 3.5). Average monthly
revenue collected for defaulted student loans per officer
also improved during the same period, from $28,846 in
1991 /92 to $49,403 in 1996/97 (Exhibit 3.6).

Management, Goal Setting and Monitoring

Goal Setting

We found that the branch, in its three-year business plan,
1997/1998 to 1999/2000, has set out strategic objectives that
support its mission. These objectives are as follows:

= to provide professional and cost-effective collection, loan
administration, and financial management services to
government ministries, Crown corporations and agencies;

= to promote excellence in the financial management and
control of the branch’s portfolio responsibilities through
timely transaction processing, financial reconciliation, and
management information reporting;

n to subscribe to a model of enterprise accounting, using
accurate and relevant management information to allocate
resources in a way that maximizes efficiencies and
effectiveness in the branch’s operations;

a to sponsor development and/or change to legislation,
policies and procedures in a way that advances proficient
collection and loan administration;

= to promote financial responsibility in corporate and
individual debtors and enhance public awareness that
the Province is committed to managing loan assets and
collecting overdue receivables;

= to pursue the expansion of information-sharing within
the provincial government and with the federal and
other provincial governments to assist collecting
overdue receivables;

= through performance monitoring, to ensure that a
professional level of service is maintained by collection
agency contractors, including compliance with the
Province’s Debt Collection Act; and

to initiate disaster planning in the branch.

7998/99 Report 3: Collection of Overdue Accounts Receivable
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Exhibit 3.5
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Collection of Student Loans as a Percentage of Accumulated Defaults
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Source: Ministry of Finance and Corporate Relations (Loan Administration Branch)

Exhibit 3.6
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Average Monthly Student Loans Collections per Collector

©1996/97

Source: Ministry of Finance and Corporate Relations (Loan Administration Branch}
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We found that the branch has also developed more
specific, short-term goals related to each of its strategic
objectives. For example, in accomplishing their objective
of providing professional and cost-effective collection, Ioan
administration, and financial management services, the
branch has set a goal to develop and implement the branch’s
collection programs for collecting overdue Medical Services
Plan premiums on behalf of the Ministry of Health. However,
most of the branch’s objectives have not been translated into
specific measurable goals with performance benchmarks
and targets.

Recommendation 2:

The ministry should establish specific measurable goals
for the branch, along with performance benchmarks and
targets for cost-effectiveness of collection.

Revenue Targets

Revenue targets have been established for each branch
Collection Officer. The branch has also established several
performance measures for evaluating the revenue earnings of
the collection program. The primary indicator of performance
is monthly revenue statistics by collector. However, the branch
recognizes that using a measure of total dollars collected as the
main measure of individual collector work is not the only, or
best, way to evaluate performance.

To address this, the branch has adopted the strategic
objective of supporting performance evaluation and work
distribution by identifying indicators that measure the
collection potential of an individual collector’s portfolio.

Because of the method of distribution of accounts to
collectors, it is difficult to balance all portfolios for age and
type of accounts within each collector’s portfolio. Analysis
is ongoing to develop an equitable method of evaluating
portfolio quality.

Monitoring

The Loan Administration System (LAS) became operational
in November 1991 and has undergone extensive fine-tuning
since that time. The student loan portfolio was placed on the
system in May 1992. We found that the LAS supports the
branch’s business well. Reports are accurate, timely and useful
to recipients. As well, the system permits the creation of new
reports, on an ad hoc or regular basis. For example, reports are
available according to loans in arrears, last date of contact with

1998/99 Report 3: Collection of Overdue Accounts Receivable
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a debtor, guarantee status, transactions posted, refunds
generated, and quarterly balances. These reports aid staff
in monitoring the status of loans and guarantees.

As a generic loan administration and collection system,
the LAS has the flexibility to manage a variety of loans,
mortgage or guarantee portfolios. This flexibility helps
the branch in carrying out its mandate of managing debt
collection for various existing and new government loan
portfolios. The branch also supports the use of the LAS in
other financial areas of government. Recently it assisted in
implementing a portion of the system in the Investments
Branch of the Ministry of Finance and Corporate Relations
to manage the ministry’s mortgage-underwriting program;
and it is currently participating in a major enhancement of
the system to support the Revenue Branch’s management
of the Property Tax Deferment Program.

Collection Processes

General Collection Policy

The branch is firm in its efforts o maximize the collection
of money owed to the Province, but it provides flexibility, as
needed, in structuring repayment terms based on a debtor’s
ability to pay. Collection Officers use the telephone as the
primary tool in the collection process. Letters to confirm
arrangements or warn of pending actions are also sent out.

In its first contact with a debtor, the branch emphasizes
payment in full of all debts. Where debtors justify their
inability to repay in full immediately, the Collection Officer
negotiates arrangements that will see repayment of the debt
in the shortest period possible. Repayment terms may be
deferred if a debtor is unable to make payments due to
financial or medical circumstances. Collection action is
escalated to enforce repayment if a debtor does not comply
with repayment terms, or is uncooperative or unwilling to
provide requested information. The cost-effectiveness of a
collection action is considered before any action is initiated.

Student Loans

British Columbia student loans (the majority of loans being
collected by the branch) are already six months in arrears when
they arrive at the branch, because the banks have up to that
time to submit information to the Province on delinquent
loans. The Province pays the bank and enters the defaulted
loan into the branch’s collection system at that time.
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Information Sharing

The next step is to locate the debtor and exchange
information. Much collection effort is expended in locating
and contacting debtors. Once contact is made with the debtor,
it must be maintained. We found that the collectors were
doing this.

One of the initial stages in the collection of debts owed
to the Province is to locate the debtor. All branch collectors
have access to most government databases, such as those at
BC Online, Land Titles, the Personal Property Registry, public
registries, BC Assessment, credit bureaus, Motor Vehicle
Branch, the Insurance Corporation of British Columbia, and
some maintained by the Office of the Comptroller General.
Some databases, however, are not accessible, specifically those
at Medical Services Plan and the Ministry of Human Resources.

Address information is a basic need for a collector. Thus,
since most residents of British Columbia require coverage under
the Medical Services Plar, that database would be a very useful
resource for the branch in locating debtors. Nevertheless, the
Ministry of Health does not allow access to this. The ministry
is concerned with the protection of confidentiality of its clients,
and believes the Health Protection Act limits its ability to
provide the Loan Administration Branch with information.

Debtors who are receiving social assistance are contacted
by the branch every six months to update information, and
they are not aggressively pursued. However, the Ministry of
Human Resources does not provide information to the branch,
as it believes it is prohibited from doing so by legislation.

We believe there is clearly a need for better cooperation
across government if improved collection of overdue accounts
receivable is to be achieved. While the Freedom of Information
and Protection of Privacy Act must be adhered to, specific
information permissible to share across government should
be made available in a reasonable manner.

Recommendation 3:

The ministry should ensure collectors have complete
access to all sources of information that can help them to
collect overdue loans. This may require a government-wide
direction to share information.
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Funding the Loan Administration Branch

The branch operates on a cost-recovery basis, which means
that other ministries for whom it collects must pay from their
budgets for services provided. The amount is based on the
costs that the branch incurs, not what the branch recovers.
However, if a ministry employs a private sector collection
agency, the collection agency is paid only if it is successful
in recovering money or provides some other valuable service.
Also, the collection agency’s commission is deducted from
money recovered, and the net amount is returned to the
ministry for deposit to the general revenues of government.
The ministry’s budget is untouched if it uses a collection
agency, because the cost of collection agency commissions
in 1997/98 is charged to a vote set up specifically for this
purpose for certain ministries. This places the Loan
Administration Branch at a competitive disadvantage,
and creates an incentive for ministries to use what could be
a higher-cost private sector service. We believe distortions
like this should be removed.

Recommendation 4:

The government should review the method of funding
the Loan Administration Branch, as well as the method for
accounting for commissions paid to collection agencies, to
ensure that decisions about how (or by whom) collection
of overdue accounts are managed reflect the best interests
of government as a whole, not just the best interests of
one ministry.

Reporting to the Legislative Assembly

The Ministry of Finance and Corporate Relations annual
report shows the total amount collected from defaulted
student loans, the average amount collected per collector per
month, and the total dollar amount of student loans in default.
Neither the ministry’s annual report nor the Public Accounts
report contains information about the value of accounts
written off or extinguished, the revenues and costs associated _
with the collection of overdue accounts, or the costs associated
with using collection agencies for the collection of some
defaulted loans.

We believe this information would assist Members of
the Legislative Assembly in assessing the effectiveness and
efficiency of the branch.
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Recommendation 5:

The ministry should include, as part of the accountability
information it provides to the Legislative Assembly about the
branch’s activities, year-to-year comparisons of:

* new debt referred for collection during the year,
= recoveries and write-offs,

= timeliness of collection,

= costs of collection programs,

balance of overdue accounts at yearend.

N 5 N
T p <%
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response of loan administration branch,

.....................................................................................................................................................

1. The branch should be provided with the necessary legal tools and
information to collect money owed to the government by
provincial government employees.

The barriers imposed on the Loan Administration Branch (LAB) with
respect to using the Financial Administration Act (FAA) Third Party
Demands (sec. 83) andfor Set-Off of Amounts Owed (sec 38) to collect
overdue provincial debt from provincial employees, are under review. The
ministry’s efforts will be directed towards ensuring that provincial
employees do not have an unfair advantage compared to others.

2. The ministry should establish specific measurable goals for the
branch, along with performance benchmarks and targets for cost-
effectiveness of collection.

In its annual Business Plan, LAB establishes specific measurable goals for
collection. Routinely each month, the branch produces performance
results which are measured against cost-effectiveness benchmarks and
targets. We would welcome any input from the Ministry with respect to
this issue.

3. The ministry should ensure collectors have complete access to all
sources of information that can help them to collect overdue loans.
This may require a government wide direction to share
information.

The branch has had significant support from senior Ministry of Finance
and Corporate Relations officials in trying to secure access to various
government information sources. For example, several prior ADMs of
Provincial Treasury wrote letters to the Ministries of Health and Human
Resources on this issue, to no avail. We were however, successful in
securing limited access into B.C. Hydro’s data base as a result of these
efforts. Any improvement on the part of government ministries in their
willingness to open up their data sources would greatly improve the
effectiveness of government debt collectors.

4. The government should review the method of funding the Loan
Administration Branch, as well as the method of accounting for
commntissions paid to collection agencies, to ensure that decisions
about how (or by whom) collection of overdue accounts are
managed reflect the best interests of government as a whole, not
just the best interests of one ministry.

This relates to a ministry being able to contract with a collection agency
and have the related commissions off-set against revenue collected
(Vote 67 - 1999 Estimates). However, if a ministry chooses to have LAB
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perforin collection services the set-off is not auailable and the ministry has
to find funds for LAB's service fees from within its operating budget.

This is a significant obstacle for ministries with budgetary pressures.
LAB supports the Auditor General's recommendation as it will give
ministries the choice to use LAB and/for a Collection Agency without
negative budget implications. LAB believes it is in the best interest of
government to provide ministries with as many options as possible for
procuring cost-effective collection services.

5. The ministry should include, as part of the accountability
information it provides to the Legislative Assembly about the
branch’s activities, year-to-year comparisons of:

a new debt referred for collection during the year,
s yecoveries and write-offs,

= timeliness of collection,

v costs of collection programs, and

= balance of overdue accounts at year end.

LAB is able to provide the ministry with this information as required.

2 2 2,
< < <
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Comn'ussmn and the Emergency Health Serv1ces Comm1551on, S R S
operates the province’s medical care insurance programand -
the British Columbia Ambulance Service. These programs”
: "ensure that necessary | health care’ serv1ces are ava1lable to all
persons requ1r1ng"them There is a charge for the services: i e
participants in the province’s medical care insurance program . s
 the Medical Services Plan (MSP) must pay premiums;and =
ersons using : ambulance services must pay a charge for those S e
services. In both cases, the ‘premiums and charges cover only j' '
a portzon’_?of the actual cost of the services. = :

The collectlon of health care'p_emmms and user fees, and R
- what is done to collect overdue accounts; occurs in the context === T
of. social pol1c1es and practices related to universal access1b111ty
_o_health care servrces that reﬂects one of the fundamental B

ome, however, are slow or reltctant to’ pay At March 31 1997 L
ministry records indicate that the mlmstry wasowed T
approximately $30 m1lllon for MSP premiums and $8 mrlhon _j s

for: ambulance service. charges Of those amounts, $12 and :
: '$6 m11110n respectwely, had been owed for more than 90 days

completeness (how'successful the mnustry 1s at collectmg
overdue'prenuums and. service charges), i

ﬁmelm"ls (hOW qulckly those accoumts are.collected), . L

ss (what assurance here is that debtors are treated'f_' SR
falrly and con51stently),"-- _ i ' '

9ff1c1enCY (the relahonsth between"moneY Collected and S,
the costs of collecting that money); and - SR
accountab1hty (performance mformatlon provzded to the"_ e



1994/ 95 to 1996/97. It Was performed in accordance Wlth
Value—f0r~money audltmg standards recommended by the




Total Revenue
1996/97

Overdue
Accounts Billed

Collections*
1996/97

Written Off
1996/97

MSP premiums

Ambulance charges

853,262
18,706

35,338
7,831

15,450

116
1,804
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| _:_$43 mllllon in overdue accounts It also Wrote off alm()st
$2 mllhon as uncollectable gl

o Rlsk of loss of MSP prermums is: relatlvely limited. Most
i overdue prerruums recorded as owed to the government can
o be collected or otherwise, resolved. For example, the | premlums
" may not actually be owed because the person. owmg them is

. eligible for prenuum asszstance or has other. coverage The
e greatest | risk is that ¢ someone owmg MSP premmms W111
. emigrate from the provmce Ifa person does’ s0, there isno:
“incentive to pay arrears once he or she is. eligible. for coverage :
_ __m the new place of res1dence Rxsk of loss of ambulance

is on51derably lugher |

:_.outsade the provmc

B PR The mln_lstry does not have mformauon about how long

3 "_c takes to collect MSP accounts recervable, but 1t does have
mformauon about the agmg of these accounts"

i The ma}or portion of debt for ambulance service charges
is also 90 days or older. In_deed almost half is more thai
: 'year old For ambulance servzce fees -_the rmnlstry"collects

_We concluded that the way in which interest is charged
. on-overdue MSP prermums is unfau' Because of hrmtation
. inthe ministry’s. blllmg system, m’cerest is charged onone

s '{'.;.._':category of overdue accounts but not on another. The n:umstry
" does not charge interest to. individuals for overdue premiums,
L but it does charge mterest for overdue prem1ums-owed by
ﬁ__employers group plans

SRR The mmlstry is cu1rently developmg an:lmproved-MSP'
L f_reg1str ] thl‘l and:b’llmg system to remedy current:deﬁaencze
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- Efficiency | o |
EERN It appears that the cost of collecting overdue accounts.

receivable is low relative to recoveries and adjustments.
However, in view of the ministry’s apparent inability to keep up

with the increased volume of work since May 1996, we cannot . o

conclude that the collection program is operating efficiently.

= In early 1997, the ministry indicated it expected to spend
less than $1 million to recover overdue MSP premiums (not
. including commissions paud to collection agencies). Before
" May 1996, the ministry spent about $300,000 pIus associated -
- systems costs each year to recover overdue prerruums '

4 In1996/97, the ministry spent $165,295 for services from =
. private sector collection agencies to collect 5718 674 of '
~ overdue ambulance service charges. -

s InApril 1997, the ministry entered into an agreement with .
. the Ministry of Finance and Corporate Relations to have
_ the Loan Administration Branch collect overdue MSP.
premzums on its behalf using, when approprzate, private
" sector collection agencies. The agreement anticipated that
$500,000 in fees would be charged by the branch to cover -
resources used to collect MSP premiums for 1997/98. At

the time of our examination, the branch had prov1ded only L
limited. collection services to the ministry, and estimated that -

. it would charge the mzrustry only $182 000 in the current
__fzscalyear o . RN

Management Goal Settmg, and Monltormg S o
: ' EEEE . The mirustry has not 1dent1f1ed measurable outcomes
developed reliable measurement processes, or defined goals

" and performance expectatlons for managmg the coliectlon of
overdue accounts.. : :

: Mmlstry officials adv1sed us that they beheve the most

P meamngful measurable outcome for collection of accounts .

. receivable is the value of accounts that are ulhmately written
offasa percentage of billed revenue. The goal for collection

of ambulance service fees is to keep bad debt write-offs below S

10% of billed revenue (excluding certain payments from the . -
- Insurance Corporation British Columbia). However, thzs goal
has never been formally documented %
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Collectlon Processes

Mlmstry collecuon staff spend rnost of their time -
S respondmg to persons who have received collection letters
.+ and working with private sector collection agencies. The role -
~of ministry staff is constramed by the little time they have -
' available after respondmg to enquiries and by the limited
' -lega1 tools available to them. Amendments to the Medrcare
. Protection Act, brought into force during our exammauon :
prov1de the ministry with better legal processes to secure.
o and colIect overdue MSP premlums

L To collect MSP PremlumS, both clirrent and overdue, the e

i "-'__.-_mlmstry has to ensure that bi]lmg notices reach those persons

S respons1ble for payment For individual payers, there is neither _

S any incentive to notify the mlmstry of address changes nor any. e

RELES _dlsrncentlve for not doing so. In fact, there is some advantage '

o for md1v1duals to avoid or 1gnore prermum notices, because .

" 'the current MSP billing system is unable to calculate and add e e

" interest to overdue accounts owed by individuals. The rmrustry S
" has recently begun deveiopmg an improved: MSP registration

.. and billing system to remedy current def1c1en01es (mcludmg

S " the inability:to charge mterest on overdue accounts owed
i by delduals) . : AT

S The mmlstry uses prlvate sector collectmn agenc1es to e
S coilect overdue arnbula,nce service charges ’out has not in the S
e -;_'past used collectlon agenc1es to coliect overdue MSP prenuums R

*kmmmW@%wf_. S e G
LT At the trme of our exammatlon, in the sprmg of 1998 the e
""_-'i"-:'.-:"_most recent Ministry of Health annual report available was =~ ==
o for the year from April 1,1994, to March 31,1995.-The report e
gy .""contams no. mformauon about recoveries and costs assoc1ated e
L _'Wlth the coilectlon of overdue accounts : 7
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» mcludmg
optzons of consol:datmg the mzmsh’y s reqmrements with
o other govemment collectton progmms or'expandzng the use

' fmfmmatwn it promdes fo the Legtsldttve Assembly, ; Jear
'ye 4 comparzsons of :
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------------------------------------------------------------------------------------------------------------------------------------------------------

Premiums and Service Charges

Medical care insurance, the Medical Services Plan (MSP),
ensures that all residents of British Columbia, regardless of
ability to pay, have access to medical care practitioners,
laboratory services, and diagnostic procedures. The cost of
these services, paid for by the government, is funded by a
combination of MSP premiums and money from the general
revenues of the government.

Collecting overdue MSP premiums has recently become
more important to the ministry than previously. All residents
of the province are entitled to apply for enrolment in the
provincial medical care insurance program. However, prior
to May 1996, enrolment was optional and if a person did not
pay (or have paid on his or her behalf) the MSP premiums
required under the Medicare Protection Act, he or she would
be without medical care insurance. Persons not paying
premiums were simply dropped from the program after
three months’ failure to pay premiums. They could reinstate
coverage at any time by applying for enrolment and satisfying
whatever conditions were imposed at that time. Since May
1996, this has changed. All residents of British Columbia,
unless they formally opt out of the plan, are covered by MSP
at all times. If premiums are not paid, they simply accumulate
and represent a debt owed to the government. A variety of
subsidies are available for persons who do not have the means
to pay the premiums.

Persons using the services of the British Columbia

Ambulance Service are required to pay a prescribed charge
(Exhibit 4.3).

In most cases, the charge covers only a portion of the
actual cost of the services. Persons using ambulance services
are, of course, not required to pay the charge before using
the services. The bill is sent out some time later. Persons with
private insurance may be able to recover the cost, but the user
is responsible for paying the ministry, except when specific
third parties (such as the Insurance Corporation British
Columbia, the Department of Veterans Affairs, the provincial
coroner, or an employer under the Workers” Compensation
Act) are responsible. For a variety of reasons, some persons
are unwilling to pay the user charge.
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Completeness and Timeliness of Collection

For MSP premiums, both the amount of overdue accounts
receivable collected and the amount of overdue accounts
receivable outstanding have increased significantly since
May 1996.

Direct comparison of recoveries over the years is not
possible. Before September 1996, recoveries attributed to the
ministry’s collection program reflected only payments received
and processed by the collection unit. Since then, recoveries
attributed to the ministry’s collection program reflect all

Exhibit 4.3

........................................................................................................................................................

Fee Schedule for British Columbia Ambulance Services (in effect in 1997)

1 Except where item 2, 3 or 4 applies, for the $54 for the first 40 km plus $0.50 per %(m thereafter,
transportation of a “benef‘aary ' quahf’ed . upt toa ma)umum of$274 '
* person” as defined in the Hospital Insurance Act ' '

2 Forthe transportation of an employee who " |- $444 for each call
rec}uires an emergency health service wherean = [ o

- employer is required, pursuant to an enactment,
to Prowde emergency health services -

3 _For the mter—hospmal transFer oFa Canadlan g i - $54 for the Frst 40 km pius $0.50 per km thereaﬁ:er
" resident where the transt'er and return occur _up to a maxlmum of$274
. within 24 holrs. ' ' '

4. For the transportat:on ofa person in any S| $386 for each ground calf; $1900 per hour for each
arcumstances other than those descr;bed |n o callby hel:copcer $6. OO per. statute mlEe for each :
item 1, 2 or 3 T call by f'xed wing alrcraFt :

5 Where an ambuEance is called by a patrent Farnlfy |- $50 for each call . EL ;'- i

member or care Facnllty, but transportauon isnot |
' reqmred or is refused - i

6 For the hlrmg ofan ambulance and its attendants_" I _$‘I42 per hour (mlmmum 3 hours) that the

to'stand by ata Iocatlon ancE be ava:lable incase | - ambuEance and attendants remain at the iocatlon
"2 medical BITIErgency occurs’ Coln il and $2.20 per km travel[ed to and from the

-~ ambulance statlon

7 Forthe hlrmg ofemergency medlca[ assvstants %92 per hour (mmlmum 3 “hours) plus the appllcable
without an ambniance present to stand by in S rate n"ambu[ance transportamon is reqwred
Ccasea medical emergency occurs - R '

8 For mvoluntary commuttals made under the S 'j.No.ch.arge o
‘Mental Healch Act. o ERNE

........................................................................................................................................................
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changes to account balances that occur after an account has
become the responsibility of the collection unit. This change
does not affect data on total revenues, write-offs, or amounts
under collection at yearend.

Before May 1996, there was minimal risk of loss related
to MSP premiums because residents who wanted coverage
had to either pay or apply for premium assistance. Since that
date, risk of loss has increased because coverage is provided
whether or not premiums are paid. However, as long as a
person whose MSP premiums are in arrears remains in the
province, there is a high probability that the ministry can
eventually collect overdue premiums, determine that the
person is eligible for premium assistance, or determine that
premiums are not owed for some other reason. The risk of
loss is greater if a person owing premiums for coverage
moves out of the province. If a person leaves the province,
there is no incentive to pay arrears once the person is eligible
for coverage in the new place of residence.

Exhibit 4.4

........................................................................................................................................................

Collection of Overdue MSP Premiums in 1996/97 ($ Thousands)

Under Collection
Debt Total Revenue Collections* Written Off March 31, 1997

MSP premiums 853,262 15,450 116 12,900

*Collections include all premiums and charges paid, plus credit adpustinents that reduce indebtedness.

Source: Ministry of Health

BXOIDIE 25 s
Collection of Overdue MSP Premiums for prior years ($ Thousands)
Under Collection
Year Total Revenue Collections Written Off at Yearend
1995/96 822,484 1,107 295 4,909
1994/95 805,212 1,037 24 4,489

........................................................................................................................................................

Source: Ministry of Health
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Although coverage is not compulsory, there is a
presumption of coverage unless there is evidence of a
contrary intent. As a result, the amount recorded as overdue
MSP premiums has increased from slightly more than $2 million
at March 31, 1996, to more than $17 million at March 31, 1997.
At the time of our audit, this amount had further grown to
more than $34 million. Although the ministry believes that a
substantial portion of this amount is attributable to persons
who have left the province without advising the ministry, or
who are enrolled in group plans, it cannot confirm this is
the case.

The history of overdue ambulance charges has been
more stable.

However, the major portion of debt for ambulance
service charges is 90 days or older. Indeed, almost half is
more than a year old (most of which is owed by residents
of British Columbia).

The ministry’s lack of resources to pursue overdue accounts
vigorously creates a situation that is inherently unfair to those
who pay promptly. We did not review collection processes in
any detail but, from what we observed, they appear to be
applied consistently.

We concluded that the way in which interest is charged
on overdue MSP premiums is unfair. Premiums for MSP are
paid in one of two ways: either through employer group
plans via payroll deduction; or, for those who are not eligible
to participate in a group plan, by individuals directly to the
ministry. The MSP registration and billing system is unable to
charge interest to individuals for overdue premiums, although
it is capable of charging interest (and does so) for overdue
premiums owed by employers” group plans.

Efficiency of Collection

The ministry does not specifically identify the full costs
of collecting overdue MSP premiums or ambularce service
charges. These costs are not separated from other financial
administration, information systems, and general
administration costs.

In early 1997, commenting on the impact of the May
1996 policy change, the ministry indicated it expected to
spend less than $1 million on administrative costs associated
with recovering overdue MSP premiums (not including
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commissions paid to collection agencies). It estimated that,
before the May 1996 change, it had spent about $300,000
each year (plus associated systems costs) to recover overdue
premiums.

Exhibit 4.6

Source: Minisiry of Health

Exhibit 4.7

Source: Ministry of Health

Exhibit 4.8

Source: Ministry of Health
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In April 1997, the ministry entered into an agreement with
the Ministry of Finance and Corporate Relations to have the
Loan Administration Branch collect overdue MSP premiums
on its behalf using, when appropriate, private sector collection
agencies. The agreement anticipated that $500,000 in fees would
be charged by the branch to cover resources used to collect MSP
premiums for 1997/98. At the time of our examination, the
branch had been asked to provide only limited collection
services to the ministry, and estimated that it would charge
the ministry only $182,000 in the current fiscal year. Unlike for
referrals to private collection agencies, fees are payable to the
Loan Administration Branch irrespective of results.

Certain costs—commissions paid to private sector
collection agencies, for example—are known. In 1996/97,
the ministry spent $165,295 for services from private sector
collection agencies to collect $718,674 of overdue ambulance
service charges.

Overall, because of its lack of success at keeping up with
the increased volume of work and the limited performance
and cost information available, we cannot conclude that the
collection program is efficient.

Recommendation 1:

The ministry should review program alternatives, including
options of consolidating the ministry’s requirements with
other government collection programs or expanding the use of
private sector collection agencies.

Management, Goal Setting and Monitoring

The ministry has not established measurable outcomes
and reliable measurement processes for the collection of
overdue accounts receivable. Consequently, there are no
specific performance measures or goals for the collection of
overdue M5P premiums and ambulance service charges.

The ministry’s goal for collection of ambulance service
fees is to keep bad debt write-offs below 10% of billed revenue
(excluding certain payments from ICBC). However, this goal
has never been formally documented.

The ministry needs performance measures that provide a
succinct assessment of the effectiveness and cost-effectiveness
of its programs. At a minimum, for its collection activities,
these measures should include information about revenues,
recoveries, timing of recoveries, losses, and program costs.

1998/99 Report 3: Collection of Overdue Accounts Receivable



Auditor Genevral of British Columbia

Establishing goals is a prerequisite to determining the
appropriate level of effort and expenditure that should be
devoted to their attainment. Because the ministry has not
defined performance measures nor set performance goals, it
is unable to determine what resources are required to meet
specific goals, or to assess the relationship between goal and
resource alternatives.

To ensure the resources applied to the collection of
overdue MSP premiums and ambulance service charges are
being used effectively and efficiently, the ministry needs to
identify goals and performance expectations for the collection
of overdue accounts, allocate resources to achieve these goals,
and monitor performance relative to goals.

Recommendation 2:

The ministry should determine appropriate performance
measures and set clear, measurable goals for its collection
program, It should also monitor performance relative to
these goals.

Recommendation 3:

The ministry should use cost-benefit analyses to determine
the appropriate level of resources to apply to the collection of
overdue health care premiums and service charges.

Collection Processes

If MSP premiums or ambulance service charges are not
paid when they become due, the ministry takes a number of
progressive steps to collect them. Initial attempts to collect
through mailed billing notices occur within the program area
responsible for billing the premium or charge: the Medical
Services Commission for MSI? premiums, or the Finance and
Management Services division of the ministry which sends
out the bills for the British Columbia Ambulance Service.

When MSP premiums cease being paid for an individual,
three monthly billing notices are sent requesting immediate
payment. If there is no response to the billing notices,
responsibility for collection is transferred to the ministry’s
collection unit. Two collection letters are sent, requesting
immediate payment, an application for premium assistance,
or an explanation of why coverage is no longer required.
Recently, 15,000 to 25,000 collection letters have been sent out
each month.
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The objective of the collection unit is to collect the money
owed to the government, provide debtors with information
about the availability of premium assistance, or gather sufficient
information to establish that the debt does not exist. Most of
the unit’s efforts are devoted to answering correspondence and
telephone calls received in response to the collection letters.
Some persons send payment. Others contact the collection
unit and staff provide information about premium assistance;
gather data about births, deaths, and other coverage changes;
and receive information about changes of addresses. Almost
half of staff time is also devoted to handling returned mail,
correcting billing information, or determining that the
apparent debt is overstated because a person is eligible for
premium assistance or has left the province.

When an ambulance service has been provided, an invoice
is sent, followed by a reminder notice six weeks later. If the bill
is not paid and no other arrangement has been made to settle
the account, responsibility for collection is transferred to the
ministry’s collection unit. Two collection letters are then sent,
the second one warning that the account will be placed with a
collection agency if payment is not made immediately. Recently,
8,000 to 10,000 collection letters have been sent out each month.
If payment is not received, the account is referred to one of
three private sector collection agencies. Once a year, a list of
outstanding accounts for ambulance services associated with
motor vehicle accidents is sent to ICBC. In 1996/97, this
resulted in the payment of approximately 700 accounts
totalling $311,000.

The ministry uses private sector collection agencies to
collect overdue ambulance service charges but, until recently, it
was unwilling to do the same thing for overdue MSP premiums.
Since April 1, 1997, the Ministry of Health has had an agreement
with the Ministry of Finance and Corporate Relations to have
the Loan Administration Branch collect overdue MSP premiums
on its behalf. Developing the working relationship between the
ministry and the branch has taken some time, and the ministry
has only recently begun to refer accounts to the branch for
collection. The branch plans to make initial efforts to collect
overdue premiums, and then to refer accounts to private sector
collection agencies. A summary and assessment of how the
branch operates is included in another section of this report.
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Better Billing Information Is Required

To collect MSP premiums, both current and overdue, the
ministry has to ensure that billing notices reach those persons
responsible for payment. This is particularly a problem when
dealing with individual payers (non-group members) who
move without notifying the ministry of their change of
address. One of the first tasks that the Loan Administration
Branch has undertaken for the ministry is to deal with the
large amount (estimated to be 30,000 pieces) of returned mail.
Until recently, the ministry paid little attention to returned
mail because of the policy, prior to May 1996, of cancelling
coverage if premiums were not paid. When persons seeking
health care services discovered their coverage had been
cancelled, they contacted the ministry and provided up-to-
date information in order to reinstate coverage.

For individuals who pay premiums directly, there is
neither any incentive to notify the ministry when they move,
nor any disincentive for not doing so. In fact, there is some
benefit to avoiding or ignoring premium notices, because the
current MSP billing system does not have the capability of
calculating and adding interest to overdue accounts.

Additionally, many persons leave the province without
advising the ministry of their departure. Recently the ministry
has started data-matching with other provinces to identify
former residents of British Columbia now resident in another
province, and the date of their departure from this province.
Unfortunately, data-matching for persons who leave Canada
is not possible, The ministry recently created a “de-enrolment”
unit that will be responsible for identifying persons who may
not be eligible to participate in the MSP because they are not
residents of British Columbia. The unit began its work in
December 1997.

More Effective Legal Tools Are Now Available

The ministry has been limited in terms of what it can do
to collect money owed to it. Currently, collection staff focus
their efforts on working with persons who have responded to
collection letters, and on managing the relationship between
the ministry and private sector collection agencies. The role
of ministry staff has been limited by the time that is available
after reactive tasks are completed and by the limited legal
tools available to them.
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Beyond the basic steps of locating debtors and making
demands for payment, the most effective tool available for
collecting a debt owed to the government is the ability to make
a third-party demand. A third-party demand requires a third
party (usually a bank or an employer) who is holding money
for, or owes money to, a debtor to pay that money to a creditor.
Under the Financial Administration Act, certain employees of
the Ministry of Finance and Corporate Relations may make
third-party demands on behalf of the government. In past, the
Ministry of Health had to work through detailed and time-
consuming administrative procedures to have a third-party
demand issued. For the relatively small amounts that make up
most of the debt owed to the Ministry of Health, the time and
cost of the administrative procedures tended to outweigh the
benefits of the remedy. Now, through their new arrangement,
the ministry and the Loan Administration Branch have been
working to streamline the procedures for processing third-
party demands and to identify cases where demands can be
used.

Amendments to the Medicare Protection Act, brought into
force during the time of our examination, permit the Medical
Services Commission to file a certificate of indebtedness with
the court—a first step toward securing and collecting the debt.
However, the commission has decided that it will use this
power only where other collection initiatives have been
unsuccessful. The amendments also provide for collecting
an individual’s arrears from a group of which the individual
is a current member, even though the arrears may have been
incurred before the individual joined the group. The ministry
has stated it will use this remedy only after all other measures
have failed.

A Better Information System Is Required

The ministry has recently begun developing an improved
MSP registration and billing system to remedy current
deficiencies. One of those deficiencies is the system’s inability
to charge interest to “pay-direct” individuals for overdue
premiums, although it can do so for overdue premiums owed
by employers’ group plans. A greater concern is that the
system is not “Year 2000 compliant,” which means that it
risks failing at that time.

The billing system for ambulance service charges is separate
from the system used to bill MSP premiums, but it is no better.
Like the MSP billing system, the ambulance service billing
system is unable to charge interest on overdue accounts.
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Better Ambulance Service BiIIing Practices Can Improve Collection

The time required to issue the initial billing for
ambulance services varies. On average, the initial billing
occurs approximately two months after the date of service,
but billing can be delayed for many months from that time
because service provider reports—which are the source of
most billing information-—have incomplete information. For
air ambulance services, the situation is made worse because
billing information must be collected from two separate
sources. Billing can also be delayed because there are
insufficient Ambulance Service administrative staff available
to complete administrative reviews and data processing.

Even after the service charge has been billed, response
to the billing may be delayed for a number of reasons. The
Ambulance Service invoice anticipates a number of scenarios
in which the recipient of the invoice might believe that the bill
should be paid by someone else. For example, persons on
welfare are advised to discuss the account with the local Social
Services office, persons who believe the account is covered by
automobile insurance are advised to forward the bill to ICBC
or other insurer, and eligible veterans are advised to send the
bill to Veterans Affairs Canada. However, the advice does not
include alerting the Ministry of Health of any of these actions.
As a result, the automated process of reminder notice and
collection letters will continue while these organizations
determine what action to take, although billing can be
suspended if the ministry is told that a third party may be
responsible for payment. The advantage of not suspending
billing is that it may prompt the recipient to remind the
insurer or other potential payer to deal with the account.

Reporting to the Legislative Assembly

The ministry has an obligation to provide Members of the
Legislative Assembly sufficient timely information to enable
them fo assess the performance the ministry’s programs.

The primary source of accountability information about
the collection of overdue MSP premiums and ambulance
service charges is the annual report of the Ministry of Health.
However, at the time of our examination, the most recent
annual report available at the time of our audit was for the
year from April 1, 1994, to March 31, 1995 (information that
is almost three years old). This annual report shows the total
collected from MSP premiums, but provides no details about
ambulance service charges. The report also contains no
information about recoveries and costs associated with the
collection of overdue accounts.
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We believe that, as part of the accountability information
the ministry provides about its programs, some information
about what it does to collect overdue premiums and charges
would be useful to Members of the Legislative Assembly.
This type of information is often best presented in the form
of ratios, along with trend analysis for a fiscal period or
comparisons between fiscal periods over several years.

Recommendation 4:

The ministry should include, as part of the accountability
information it provides to the Legislative Assembly, year-to-
year comparisons of:

s number and dollar value of health care premium and service
charge payment defaults during the year,

= recoveries and write-offs,
= timeliness of collection,
= costs of collection programs, and

o balance of overdue accounts at yearend.

& 2 2
Ko G
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....................................................................................................................................................

Thank you for the final draft of your report "MSP Premiums and
Ambulance Service Billings™ and the opportunity to make a formal
response o your audil.

As you are aware, effective May 8, 1996, Governmment policy was
altered to maintain MSP coverage for all beneficiaries whether they had
paid their premiums or not. This policy change was in keeping with the
principal of accessibility to insured medical services mandated by the
Canada Health Act. Prior to this, MSP policy was to cancel enrolment
where premiums were owing for more than 90 days. One of the
consequences of this new policy was that the Ministry, in absence of
evidence to the contrary, continued to record premiums receivable from
beneficiaries assuming they were eligible residents even though the
Ministry recognized that a substantial number of them would likely have
left the province. This resulted in an overstatement of accounts receivable
and also an overestimation of bad debts expense.

L would also like to point out that net revenue (total revene less bad
debts) has increased from $821.97 million in 1995/96 to a projected
$869.0 million in 1998/99. This is an increase of over $47 million, or
5.7%, and is consistent with population growth.

With respect to the specific recommendations in the report, I
provide the following comments:

Recommendation 1:

"The Ministry should review program alternatives, including
options of consolidating the Ministry’s requirements with other
government collection programs or expanding the use of private
sector collection agencies.”

Response:

The Ministry agrees with this recommendation and subsequent
to the date of this audit has entered into a pilot program with a private
sector collection agency to recover delinguent MSP accounts.

The Ministry is also in the process of implementing a number of
system changes that will greatly enhance the efficiency of our agreement
with the Ministry of Finance and Corporate Relations Loan
Administration Branch. The Ministry will continue to identify
opportunities for consolidating the Ministry's requirements with other
government collection programs.

Recommendation 2:

"The Ministry should determine appropriate performance
measures and set clear, measurable goals for its collection
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program. It should also monitor performance velative to these
goals.”

Response:

While the Ministry has performance measures for collection of
ambulance fees, that inclide bad debt write-off targets and accounts
receivable turnover, it has not formally documented these. This will be
done. Performance targets for MSP premiwms collection have yet to be
established because the policy change that maintained MSP coverage for
all residents whether they had paid premiums or not greatly increased
accounts receivable. Once new collection strategies and options have been
fully implemented and actual collection experience has been realized
realistic performance measures will be established.

Recommendation 3:

"The Ministry should use cost-benefit analyses to determine
the appropriate level of resources Lo apply to the collection of
overdue health care premiums and service charges.”

Response:

The Ministry agrees that a cost-benefit analysis is appropriate to
determine the level of resources that should be applied to collection
activities. Included in this analysis there must be recognition of goveriment
policy that fees should not be a deterrent to the provision of appropriate
health services. If an ambulance is needed it should be called regardless of
the finmicial situation of the patient.

Recommendation 4:

"The Ministry should include, as part of the accountability
information it provides to the Legislative Assembly, year-to-year
comparisons of:

o Number and dollar value of health care premium and service
charge payment defaults during the year

s Recoveries and write-offs

v Timeliness of collection

= Costs of collection programs, and

= Balance of overdue accounts at yearend.”

Response:

The Ministry currently provides accountability information to
Members of the Legislative Assembly in the Public Accounts and
Estimates regarding annual revenues, year-end accounts receivable
balances, provisions for doubtful accounts and annual commission and
bad debt expenses.
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Annual revenues analysis of valuation allowances (provisions for
doubtful accounts) and valuation allowances (bad debt) expense, year-
end accounts receivable and provision for doubtful account balances are
reported to OCG at fiscal year-end in the format supplied by OCG for
inclusion in the Public Accounts. Revenues, related bad debt expenses
and commission costs are also included in the Ministry's Revenue Plan
for inclusion in the Estimates.

In the 1998/99 Estimates, Vote 67 provides for the offset of bad debt
expenses anid commission costs fo revenue and discloses the commission
costs and bad debt expenses by Ministry.

The Ministry, however, accepts the recommendation and will
include the additional accountability information in the next Ministry of
Health annual report.

N > N
<o <oz <
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Collection Processes

Since November 18, 1996, when the Motor Vehicle Branch
was merged with ICBC, one organization has, for the first
time, control of all aspects of the province’s motor vehicle
regulatory system. The merger of the two organizations
provides an opportunity to improve performance. However,
unless additional resources are provided, it is doubtful the
corporation will be able to reduce the current high level of
unpaid fines.

ICBC is examining existing information systems and
plans to integrate the fine collection databases with its point-
of-service systems for issuing insurance and driver’s licences.
This will assist the collection of overdue fines.

Reporting to the Legislative Assembly

Our review of annual reports for ministries that included
the Motor Vehicle Branch found that the reports contained
little, if any, information about the branch. As ICBC did not
have responsibility for collecting overdue motor vehicle-
related fines on behalf of the Province until November 1996, at
the time of our examination it had yet to report on the
branch’s performance to the Legislative Assembly.

. S
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1 The corporation should develop a strategy for collecting
unpaid fines in order to establish confidence in the
effectiveness of the motor vehicle-related fines system.

» The corporation should prepare a business plan that
identifies the cost-effectiveness of collection alternatives.
This plan should be used to obtain the necessary resources
to provide cost-effective collection of unpaid fines.

= In the short term, the corporation should develop.
strategies, including specific objectives, to eliminate
the backlog of long-outstanding fines.

2 The corporation should refer accounts to collection agencies
based on cost-effectiveness.

3 The corporation should include, as part of the aecozmtab:hty
information it provides to Members of the Legislative '
Assembly, year-to-year compatisons of:

= the number and dollar value of unpaid fmes referred for
collectton during the year,

= the results of its e]j‘orts to collect unpmd fmes, o
= the costs it incurs collecting those fines, and

= the balance of unpaid fines at yearend.

s,

A

=
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2
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Collection of Fines

General of British Columbia

...................................................................................................................

At March 31, 1997, the provincial government was owed
over $136 million in fines for various minor offences. Motor
vehicle-related offences accounted for the majority of those
unpaid fines. It is important for the credibility of the fines
system that the government take prompt and vigorous action
to collect these fines.

Collection of fines was the responsibility of the Motor
Vehicle Branch until November 1996, at which point the Motor
Vehicle Branch was merged with the Insurance Corporation of
British Columbia (ICBC). Since that time, ICBC has had
responsibility for collecting the fines

The current violation ticket scheme was introduced
November 5, 1990. Tickets are issued under the Motor Vehicle
Act, the Commercial Transport Act, the Motor Vehicle (All
Terrain) Act, the Highway Act, and the Motor Carrier Act.
Convictions under a motor vehicle-related Criminal Code
offence can also resulf in indebtedness to the government.
The Offence Act sets out the requirements and procedures
for laying charges with a violation ticket.

The Motor Vehicle Branch established a collection program
in 1994. The strategy of the program was based on employing
a minimum number of staff who would refer significant
overdue accounts to collection agencies.

Completeness and Timeliness

At the time of our review, the average debt owed by
approximately 557,000 debtors was $246. However, of that
total, 5,700 debtors owed more than $2,000 each, including
15 debtors who owed between $10,000 and $14,000 each
(Exhibit 5.1). Approximately 187,000 debtors (owing $32 million)
are out-of-province drivers.

Exhibit 5.2 shows the approximately $137 million balance
of all unpaid fines, before the allowance for doubtful accounts,
at March 31, 1997.

Before 1994, the Motor Vehicle Branch had a policy of not
renewing a driver’s licence if the holder had outstanding fines.
However, licences are only renewed every five years. Delinquent
drivers who did not pay in full could renew their licence by
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Exhibit 5.1

R R L Ll R Ll R LR T T T L PP

Value of Individual Debtor Accounts

Comparison of overall receivables and ranges of debtor accounts

Unpaid ﬁ_né’s
($ Millions)..

- Amount of Debt (in dollars)"

R R R T T T L r T LT o

Source: Insurance Corporation of British Columbia

Exhibit 5.2

LR R B

Accounts Receivable Summary at March 31 ($ Thousands)

1997

" Fines (MVB).

. 105,840
Fines: (other ministries :

Weigh scales

| Retumed cheques

* Court Services fines 22,661

Criminal Code fines e

Less: Allowance for doubtful accounts - - " 46,486 -

49323 521390

Nét accounts réceivable ~© . g77s3.

90,983 . 81405

R R R T

Sources: Insurance Corporation of British Columbia and Ministry of Attorney General
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agreeing to a payment schedule. Approximately 80% of these
arrangements were defaulted on, thereby deferring the
obligation to pay for a further five years. In 1994, the branch
introduced a different process, described as a payment plan,
which reduced the default rate to 34%.

Prior to the creation of the collection program in 1994,
accounts receivable were growing at the rate of $1 million a
month, with little or no organized collection efforts were in
place. At the time of our audit, only 26% of the 557,000 debtors
were under active collection. About 90% of all receivables were
90 or more days overdue. As Exhibit 5.3 shows, approximately
$74 million, or 54% of all receivables, had been owed for more
than two years.

By 1994, the average age of receivables was 30 months.
Exhibit 5.4 compares revenues from motor vehicle-related fines
with the growth in receivables since 1990.

Exhibit 5.3

Unpaid Fines Aging Summary (at March 31, 1997)

U npald ﬁ:h.és; :. .;
($ Millions)
50

40
20

]

o Lé._ss_théh_ 1

Age of debt (years)

..................................................... TR R L T T T T T Y Y Y T

Source: Insurance Corporation of British Celumbia
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Recommendation 1;

The corporation should develop a strategy for collecting
unpaid fines in order to establish confidence in the effectiveness
of the motor vehicle-related fines system.

= The corporation should prepare a business plan that identifies
the cost-effectiveness of collection alternatives. This plan
should be used to obtain the necessary resources to provide
cost-effective collection of unpaid fines.

s In the short term, the corporation should develop strategies,
including specific objectives, to eliminate the backlog of
long-outstanding fines.

Source: Insurance Corporation of British Columbia

1998/99 Report 3: Collection of Overdue Accounts Receivable 139



Auvditor General of British Columbia

Efficiency of Collection

In April 1995, the Motor Vehicle Branch began referring
accounts for unpaid fines to a private sector agency. Since then,
225,689 accounts have been referred to the agency, representing
$89.1 million. At March 31, 1997, approximately $31 million
had been collected, on which commissions of $7.3 million were
paid. Exhibit 5.5 shows the referral activity to date, as well as
the results achieved by the agency.

Evaluating the performance of the agency based on its
overall recovery rate of 34% is difficult, as there has been little
management analysis of accounts referred. Until recently,
accounts were not referred based on age or the likelihood of
collection. It would seem reasonable that older accounts or
accounts which have not responded to the branch’s internal
collection efforts would be likely candidates for referral. This
was not the case, however.

The branch initially intended to use the services of several
private sector collection agencies once systems support was in
place. However, because other program issues became priorities,
the systems were not developed and expansion beyond one
agency never occurred. We believe that government should
employ more than one agency in order to ensure that it has
sufficient resource capacity to maintain its program, and to
foster competition for its business.

Exhibit 5.5

........................................................................................................................................................

o ss7e00

L $17,400,000
S $4100,000

s

........................................................................................................................................................

Source: Insurance Corporation of British Columbia
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Before referring accounts to its collection agency, the Motor
Vehicle Branch attempted to collect accounts directly by sending
out letters notifying debtors that, unless payment was made,
their account might be turned over to a collection agency. The
branch also carried out some collection of accounts not turned
over to the collection agency. In 1996/97, the branch collected
$36.1 million.

Recommendation 2:

The corporation should refer accounts to collection
agencies based on cost-effectiveness.

Although some of the costs of collection are known,
there is no reliable information available to evaluate the
relative cost-effectiveness of internal and contracted collection
activities. As a result, cost-benefit analyses have not been used
to evaluate resourcing alternatives.

An important element of fairness is that all debtors be
treated consistently. However, many persons with unpaid
fines have been allowed to ignore them with impunity.

The collection program issued dunning letters notifying
debtors of their debt and the consequences of non-payment,
including referral to the collection agency. To deal with the
backlog of unpaid fines, 25,000 dunning letters a week should
have been issued. Instead, only 6,000 were sent each week,
and only those accounts were subject to more aggressive
collection by the collection agency.

Over 187,000 debtors, owing approximately $32 million,
are out-of-province drivers. One way to collect unpaid fines
from these debtors is by implementing reciprocal enforcement
agreements with other provinces and states. Through the
Canadian Council of Motor Transport Administrators, the
Motor Vehicle Branch has been working to create a technical
framework that will enable the provinces to exchange licensing
information in order to track drivers with outstanding fines.

Management, Goal Setting and Monitoring

The Motor Vehicle Branch never had the level of resources
required to achieve its objectives. Cost-benefit analyses to assess
goals and resource alternatives were not used and, until
recently, only limited performance measurement information
was available. As a result, there were neither clear performance
measures nor targets with which to determine the extent to
which objectives were met.
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The accuracy, reliability and timeliness of information from
the accounting system is questionable. Essential management
reports either cannot be produced, are prepared infrequently,
or are incomplete. For example:

A reliable aging of receivables is not produced.
» ‘There is no breakdown of payments by age.

= Some management reports have been discontinued or are
run infrequently because of the system’s inability to purge
obsolete information.

= The accounts receivable system incorrectly records Court
Services write-offs as payments.

e The Court Services Branch, which also collects fines
resulting from disputed motor vehicle-related violation
tickets, is not linked with the branch’s accounts receivable
system. As a result, timing problems lead to increased
queries and pressure on staff.

In 1996, the Motor Vehicle Branch acquired an electronic
debtor history profile system that was to be linked to the
branch’s accounts receivable system. The system was never
fully implemented because the government’s priorities shifted,
and resources were not available to complete the integration.
Subsequent information systems developments have reduced
the need for this system, although it remains a useful resource.

ICBC has been developing its Customer Account
Management System (CAM) to merge ICBC and Motor Vehicle
Branch databases. The system will facilitate the corporation’s
ability to apply “refuse to issue” remedies to all debtors, and
will enable Autoplan brokers to collect debt payments at the
point of sale. CAM includes a new accounts receivable system
and more flexible management reporting options. However,
ICBC estimates it will be 1999 before CAM is fully operational.
The second phase of the project, implemented in early 1998,
allows ICBC to refuse to provide insurance to persons with
outstanding fines.

Collection Processes

It was not until July 1994 that a collection program
was established to address the growing overdue accounts
receivable problem. Initially, four employees were hired, all
with collection experience. By 1996, this number grew to eight.
The main role of the branch was to refer overdue accounts to
collection agencies, which began in 1995.
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If motor vehicle-related fines are not paid by the date
identified on the violation ticket, there are a number of steps
that can be taken to collect them, including:

= dunning letters

« referral to a collection agency

= garnishee of wages

= access to personal bank accounts

= lien against real property

= bailiff seizure of assets

n reporting to a credit bureau

refusal to renew a driver’s licence and insurance

With the merging of ICBC and the Motor Vehicle Branch,
one organization has, for the first time, control of all aspects
of the province’s motor vehicle regulatory system. Now that
ICBC has responsibility for collection, its “refuse to issue”
powers can be applied to both driver’s licences and motor
vehicle insurance to improve the collection of unpaid fines.

However, the refusal to renew a driver’s licence has a
limited effect, as only 51% of the 557,000 debtors have a valid
driver’s licence. Refusal to issue car insurance works very well
for registered owners, but registered owners represent only
35% of the debtors.

Reporting to the Legislative Assembly

The primary source of accountability information to
the Assembly is the annual report of the Ministry or Crown
corporation responsible for the Motor Vehicle Branch. In the
past, these ministries have included the Solicitor General,
Attorney General, and Ministry of Transportation and
Highways. Annual reports for these ministries disclose little,
if any, accountability- and performance-related information
about the branch’s collection efforts. As ICBC did not have
responsibility for the branch until November 1996, at the time
of our examination it had not yet reported on its performance.

We believe the Legislative Assembly should know:

s the extent to which motor vehicle-related fines receivable
are overdue;

= what government is doing to collect those fines;

= how successful and timely it is at collecting them;
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= how much it costs to collect them; and

what government can do to improve the effectiveness and
efficiency of collection.

Recommendation 3:

The corporation should include, as part of the
accountability information it provides to Members of the
Legislative Assembly, year-to-year comparisons of:

= the number and value of unpaid fines referred for collection
during the year,

= the results of its efforts to collect unpaid fines,
the costs it incurs collecting those fines, and

e the balance of unpaid fines at yearend.

4, > 2
< ®$® @¢¢
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response of the insurance corporation of
british columbia

........................................................................................................................................................

The portion of the Auditor General’s Report dealing with collections
of the former Motor Velicle Branch (MVB) reflects institutional
arrangements and collections practices that are no longer current. In
1997, the former MVB was merged with the Insurance Corporation of
British Columbia (ICBC), which assumed responsibility for almost all
driver and vehicle-related services including the collection of motor
vehicle fines and other debts.

The government has already taken action to improve fine
collections. Legislative changes in 1997 provided ICBC with the
authority to:

a prevent debtors from purchasing vehicle licences and insurance;
limit the term of vehicle licences and insurance; and
prevent debtors from obtaining or renewing driver’s licences.

The new collections ineasures came into effect in May 1998, and
ICBC is making further systems improvements to reinforce the new
measures that will become effective shortly. The expanded collection
remedies now in place at ICBC should greatly improve the collectability
of “new” fines and debt. While there is no question that a significant
portion of the existing debt has been outstanding for a considerable time,
ICBC is making every effort to ensure its successful collection.

ICBC is continuing to develop further measures to enhance
collections. Initintives under consideration include additional cross-
effective remedies and reciprocal fine collection arrangements with other
jurisdictions.

< N <,
<% G *ae
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Sl _ At March 31 1997 almost $124 m1111on was owed to the SR

: Mlmstry of Human Resources by current and past rec1p1ents s

7 of income asszstance benefits; for. secunty deposats onrented =
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' the debtors i o s _
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clients. Persons on income assistance gehera]ly cannot afford -

~ large repayments and there is a risk that vigorous collecion . .+
. from persons recently on income assistance might force them -
" back on assistance. However, we also recognize that itis
" important, from both financial and social perspectwes, that-

the ministry recover whatever money it reasonably can..

i

At March 31 1997 the rrurustry was owed over $34 rrulllon_ '

E for securlty deposrts Repayment of a portion of that amount, -

o _$6 8 million, was overdue, It is estimated that, of the total'

' * amount outstandmg, over $20 million will not be recovered =
for a variety of reasons, one of which is that landlords will -
- be entitled to retain dep051ts because tenants have Vacated

without glvmg nottce or have vacated and left prermses

FE mdrsrepalr

At March 31 1997 mcome assistance overpayments

S totalled $89.5 million. The ministry has made provision for SRR ERER
- over $81 million that it considers will be not likely be collected, - f Rt
S glven the social and economrc c1rcumstances of the debtors '
- The ministry has undertaken a pllot pro]ect to collect money :
. owed by ex-social assistance recipients whose files were closed .= :

- before Septernber 1996, using the services of private sector

- collection agencies. ‘Collection of debts for files closed after -

" September 1996 has been deferred until the rmrustry evaluates

the results of the prlot pr0]ect
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summar v of recommendations
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1 The ministry should continue development of programs that =~
will ensure that, to the extent reasonably possible, debts _
related to social assistance are collected. We recognize the
difficulties involved in doing so, but believe that if there i is -
a perception the mmtstry will not pursue debts, then :
avmdance may become wza’espreaa’

2 The m:mstry should review program altematwes, meludmg s

. options for consolidating the ministry's requirements with-
other government collection programs or expandmg the use O
of pﬂvate sector collectmn agenczes o S

3 The mzmstry should determine approprtate pefformance _
measures and set clear, measurable goals for its programs :
for collecting overdue accounts. It should also momtor
perfoﬁnance relatwe to these goals '

4 The mzmstry should use cost—benef:t analyses to determme SN
 the appropriate level of resources to apply to tke collectwn
' of overdue accounts £ L : L

5 The mtmstry should mclude as part of the accountabzhty S -
. . information it promdes to the Legtslatwe Assembly aboat NI
" social assistance programs, year-to year comparisons of '

a number ana’ dollar value of overpayments and other
accoants referred for collectwn durmg the year‘, SRR

s reco*veﬂes and wmte-oﬁ‘s,

- ttmelmess of collectwﬂ, ] '. '

a

costs of collectwn programs, and

-

balance of overdue accoants at yearend
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.......................................................................................................................................................

Social Assistance

The Government of British Columbia, through the Ministry
of Human Resources, provides financial assistance to individuals
and families whose resources are inadequate to meet their basic
needs. The ministry determines the eligibility of individuals and
administers assistance through a variety of programs, including:

= Income assistance, which provides financial assistance
to individuals.

= Youth Works, which provides a living allowance for young
people who attend training to improve employment
opportunities.

= Disability benefits, which provide financial assistance for
persons requiring extra assistance with daily living or who
incur medical costs due a to condition that will exist for an
extended period.

= Hardship assistance, which provides short-term assistance
for persons not eligible for basic income support. Most
hardship benefits are repayable.

= Other benefits, including repayable security deposits and
transition-to-work benefits.

Most financial assistance cases do not result in the
creation of debts owed to the Province. However, the ministry,
to preserve the integrity of its financial assistance programs,
has prevention, compliance, and enforcement programs that
result in debts owed to the Province by landlords and current
and ex-income assistance recipients.

Completeness and Timeliness
Security Deposits

The balance of security deposit receivables, before

the allowance for doubtful accounts, was approximately
$34.4 million at March 31, 1997 (Exhibit 6.1).

Security deposits related to continued tenancies represent
money that may eventually be repayable to the ministry.
Before August 1997, the ministry provided landlords with
security deposits on behalf of income assistance recipients.
When the tenancy ended, the landlord was required to return
the deposit, subtracting any amount retained as a result of
damage or the tenant leaving without providing notice.
However, until a tenancy has terminated, the landlord is not
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required to return the deposit. Collection action is taken only
on terminated tenancies where the security deposit has not been
returned. The ministry estimates that approximately 65% of all
terminated and continued tenancy receivables will not likely
be recovered. Security deposits may not be recovered for a
variety of reasons, which relate to defaults on the part of the
tenant or defaults on the part of the landlord.

Since August 1997, security deposits are the responsibility
of income assistance clients, who are required to collect the
deposit from the landlord and repay it to the ministry. In the
event that repayment is not made, the security deposit will be
recovered from assistance payments if the person is still on
income assistance.

A program to recover security deposits from landlords
began April 1, 1994. The program includes tracing debtors,
contacting and negotiating with landlords, and filing claims
with the Residential Tenancy Branch of the Ministry of Attorney
General. Since the program began, approximately $10 million
has been repaid and a further $18.3 million settled in the form
of substantiated claims by landlords. If negotiations with
landlords are unsuccesstul, the ministry can apply under the
Residential Tenancy Act for an order requiring the landlord to
pay or account for a security deposit. However, this remedy is
limited to amounts owed for less than two years.

The ministry also monitors to confirm that tenancies are
actually continuing, and that there is no need for action to
recover the security deposit.

Exhibit 6.1

.- Continued tenancies’

‘i Terminated teénancies

*1n 1996/97 the ministry's financial records, for the first time, disclosed fully the probability that the majority of security deposits will not be
recovered from landlords,

........................................................................................................................................................

Source: Ministry of Human Resources (Financiat Services Branch)
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The ministry is conducting a pilot project using private
sector collection agencies to recover income assistance
overpayments. The ministry expects that, if the program is
successful, it will be expanded to include security deposits
provided by the ministry since August 1997.

Income Assistance

Receivables for income assistance overpayments, before
the allowance for doubtful accounts, were $89.5 million at
March 31, 1997 (Exhibit 6.2). Although income assistance
overpayments have existed for a number of years, it was
not until 1996/97 that the ministry formally recognized these
receivables and presented them in the Public Accounts.

Approximately half of all income assistance receivables
are from persons who are on assistance. Payment participation
from these 40,000 clients is virtually 100% due to the ministry’s
ability to offset income assistance cheques against receivables.
However, these payments are, for the most part, limited to
$10 month. Since the average debt for those on assistance is
approximately $1,158, it would take almost 10 years to repay.
For those owing more than $9,000 it would take almost 78
years to repay. The allowance for doubtful accounts has been
set at 90%. See Exhibit 6.3.

For clients no longer on income assistance, the ministry is
faced with the dilemma of attempting to collect while at the
same time recognizing that an aggressive approach may place
the individual back on assistance. An analysis of debts owed
by those no longer on assistance at March 31, 1997, is shown in
Exhibit 6.4.

Exhibit 6.2

.........................................................................................................................................................

Income Assistance Overpayments Receivable (at March 31)

. 1995 - oy _.-_--__1'995_"5_.3_' S 3'_'1_99'7'.._3-'.-'_

CONA L sasemse
e

- Open F les ( current.ﬁf ot assmtance)

: ..'.C!osed f' Ies (aﬁer September 14 1996) :

15,625,510
_:.._Closed fi Ies (befbreSeptember 14 1996) 27,220,005

Totaf Recelvables N/A N/A
E_ess Allowance For doubtful accounts o N/A N/A 8‘],123,014
- Net Accounts Recewable X ._ : o N/A N/A P . $8,345,064

........................................................................................................................................................

Source: Ministry of Human Resources {Financial Services Branch}

156 1998/99 Report 3: Coflection of Overdue Accounts Receivable



Exhibit 6.3

Auwditor

General

o f British

Columbia

.........................................................................................................................................................

Income Assistance Overpayments: Aging and Range of Debt
(for Open Cases at March 31, 1997)
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977

392, 1813 e
g '148 915: e

:"'-_'182 594°|

i $4 808 634

$5,674,619

~ $12,050, 882

$10 273 507 '$!f3 5

21,022 | $46,622 554&

-100.0

Total F [es 8

_ Average debt

209561f}_:
$229

Losme B

$1 667

7, 233

2 845_'_-:'
_ _$3,5_11

1447'7

$9 345{_
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Source: Ministry of Human Rescurces (Financial Services Branch)
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Income Assistance Overpayments: Aging and Range of Debt
(for Closed Cases at March 31, 1997)
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Recovery of income assistance overpayments has been
limited to date. During 1996/97, the ministry collected
$6.1 million. The majority of this, $5.8 million, was collected
from persons still on assistance. Only $345,158 was collected
from persons no longer on assistance.

In 1996, as a pilot project, the ministry began referring
accounts that had been closed before September 1996, to
private collection agencies. From September 1996 until March
1997, a total of 14,074 accounts, representing $11.9 million,
were referred for collection. The ministry has paid $186,232 to
recover $345,158.

While these results are disappointing, they are much
better than the collection results of those files closed after
September 1996. No collection activity has been undertaken on
those. Approximately 16,000 files closed after September 1996,
representing over $15.6 millior, have been held pending the
results of the collection agencies pilot project.

Recommendation 1:

The ministry should continue development of programs
that will ensure that, to the extent reasonably possible, debts
related to social assistance are collected. We recognize the
difficulties involved in doing so, but believe that if there is a
perception the ministry will not pursue debts, then avoidance
may become widespread.

Efficiency

As discussed above, the ministry has undertaken a pilot
project using the services of private sector collection agencies
to collect money owed by ex-social assistance recipients. As
well, the ministry receives some voluntary repayments from
ex-social assistance recipients. It also collects overpayments
from persons still on income assistance. However, recoveries
are limited to $10 per month in most cases.

The ministry does collect security deposits. However,
this remedy is limited due to lack of staff. Also, security
deposits more than two years old cannot be recovered under
the Residential Tenancy Act. Other collection activity in this
area awaits review of the results of the pilot project.

Recommendation 2;

The ministry should review program alternatives, including
options for consolidating the ministry’s requirements with
other government collection programs or expanding the use of
private sector collection agencies.

158 1998/99 Report 3: Collection of Overdue Accounts Receivable



Awditer General of British Coluambia

Fairness and Consistency

For income assistance debts turned over to collection
agencies, there is some assurance that debtors are treated
fairly and in a consistent manner. However, approximately
16,000 files representing over $15 million in income assistance
overpayments, have not been turned over to collection agencies
and have not been subject to any internal collection effort.
Our conclusion is that treatment of debtors is unacceptably
inconsistent.

Management, Goal Setting and Monitoring

The collection unit of the Financial Services Branch has
not established clear and measurable targets for collection.
The unit has also not clearly linked the relationship between
objectives for collection of its receivables and the level of
resources required. Cost-benefit analyses, to assess goals and
resource alternatives, have not been used.

Recommendation 3:

The ministry should determine appropriate performance
measures and set clear, measurable goals for its programs
for collecting overdue accounts. It should also monitor
performance relative to these goals.

Recommendation 4;

The ministry should use cost-benefit analyses to
determine the appropriate level of resources to apply to the
collection of overdue accounts.

Reporting to the Legislative Assembly

Annual reports for the 1994/95 and 1995/96 fiscal years
for the Ministry of Social Services (the predecessor of the
Ministry of Human Resources) provide some information
about the ministry’s efforts to recover security deposits and
income assistance overpayments. The information reported
in each of these years identified the amount in security
deposits that became collectable during the year and the
amount actually collected or otherwise reconciled, and the
amount of income assistance recovered from one group of
debtors. The annual report for the 1996/97 fiscal year was
not available at the time of our examination.

The information reported represents a positive step
toward full disclosure and accountability by the ministry.
We acknowledge the ministry’s efforts, and encourage it to
report the additional information outlined below.
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Recommendation 5:

The ministry should include, as part of the accountability

information it provides to the Legislative Assembly about
social assistance programs, year-to-year comparisons of:

number and dollar value of overpayments and other
accounts referred for collection during the year,

recoveries and write-offs,
timeliness of collection,
costs of collection programs, and

balance of overdue accounts at yearend.
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......................................................................................................................................................

The Ministry of Human Resources appreciates the opportunity
to comment on the Auditor General's review of Security Deposits and
Income Assistance Overpaymeints dated September 2, 1998.

For background, the main source of accounts receivable for the
Ministry is income assistance recipiertts. The types of receivables include:

o Security deposil advances
s Repayable hardship assistance
Fraud

Prior to 1996, the Ministry did not attempt to actively recover any
of its receivables from former income assistance recipients. The pilot
project undertaken in July 1996 thus represented an attempt to recover
debts that were not only old, but poorly documented. The lack of success
for recovery of these debts is therefore not surprising. The Ministry
appreciates the recognition provided by the Office of the Auditor General
of the difficulty involved in pursuing these debts. Most incone assistance
recipients do not have adequate funds to make repayments. Many of
those who are no longer on assistance have limited funds, as well. The
Ministry’s main goals are to assist people who are truly in need and to
facilitate clients in moving from welfare to work. In many cases, these
goals would be undermined by an aggressive collection effort.

The Ministry is committed to continue its efforts to collect these
debts in a fair and equitable manner. In response to the Auditor General's
report, the Ministry has already initiated a review of our collection efforts.
This review has concentrated on the determination of the mandate of the
Ministry with respect to three phases of collection:

1. Initial request for payment

2. Demands for payment

3. Litigation

The results of the review will form the basis of a revised collection

strategy which will allow the Ministry to continue its efforts to collect
these debts without compromising its core goal of providing assistance.

In the implementation of this collection strategy, the Ministry
will use cost-benefit analyses and determine appropriate performance
measures. Consideration will also be given to providing information on
the results in the Ministry Annual Report.

The Ministry of Human Resources appreciates the constructive
recommendations offered by the Office of the Auditor General.
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1998/99 Reports Issued to Date

Report 1
Follow-up of 1996 Performance Audits/Studies

Report 2
Managing the Cost of Drug Therapies
and Fostering Appropriate Drug Use

Report 3
Collection of Qverdue Accounts Receivable
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Office of the Auditor General: Performance Auditing Objectives
and Methodology

Audit work performed by the Office of the Auditor General
falls into three broad categories:

Financial auditing;
= Performance auditing; and
= Compliance auditing.

Each of these categories has certain objectives that are
expected to be achieved, and each employs a particular
methodology to reach those objectives. The following is a
brief outline of the objectives and methodology applied by
the Office for performance auditing.

Performance Auditing
Purpose of Performance Audits

Performance audits look at how organizations have
given attention to economy, efficiency and effectiveness.

The concept of performance auditing, also known as
value-for-money auditing, is based on two principles. The
first is that public business should be conducted in a way
that makes the best possible use of public funds. The second
is that people who conduct public business should be held
accountable for the prudent and effective management of
the resources entrusted to them.

The Nature of Performance Audits
An audit has been defined as:

...the independent, objective assessment of the fairness
of management’s representations on performance, or the
assessment of management systems and practices, aguinst
criteria, reported to a governing body or others with similar
responsibilities.

This definition recognizes that there are two primary forms
of reporting used in performance auditing. The first—referred
to as attestation reporting—is the provision of audit opinions
on reports that contain representations by management on
matters of economy, efficiency and effectiveness.
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The second—referred to as direct reporting—is the
provision of more than just auditor’s opinions. In the absence
of representations by management on matters of economy,
efficiency and effectiveness, auditors, to fulfill their mandates,
gather essential information with respect to management’s
regard for value for money and include it in their own reports
along with their opinions. In effect, the audit report becomes
a partial substitute for information that might otherwise be
provided by management on how they have discharged their
essential value-for-money responsibilities.

The attestation reporting approach to performance
auditing has not been used yet in British Columbia because
the organizations we audit have not been providing
comprehensive management representations on their
performance. Indeed, until recently, the management
representations approach to value for money was not
practicable. The need to account for the prudent use of
taxpayers’ money had not been recognized as a significant
issue and, consequently, there was neither legislation nor
established tradition that required public sector managers
to report on a systematic basis as to whether they had spent
taxpayers’ money wisely. In addition, there was no generally
accepted way of reporting on the value-for-money aspects
of performance.

Recently, however, considerable effort has been devoted
to developing acceptable frameworks to underlie management
reports on value-for- money performance, and public sector
organizations have begun to explore ways of reporting on
value-for-meoney performance through management
representations. We believe that management representations
and attestation reporting are the preferred way of meeting
accountability responsibilities and are actively encouraging
the use of this model in the British Columbia public sector.

Presently, though, all of our performance audits are
conducted using the direct reporting model; therefore, the
description that follows explains that model.

Our performance audits are not designed to question
government policies. Nor do they assess program effectiveness.
The Auditor General Act directs the Auditor General to assess
whether the programs implemented to achieve government
policies are being administered economically and efficiently.
Our performance audits also evaluate whether members
of the Legislative Assembly and the public are provided
with appropriate accountability information about
government programs.
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When undertaking performance audits, auditors can look
either at results, to determine whether value for money is
actually achieved, or at management processes, to determine
whether those processes should ensure that value is received
for money spent.

Neither approach alone can answer all the legitimate
questions of legislators and the public, particularly if problems
are found during the audit. If the auditor assesses results and
finds value for money has not been achieved, the natural
questions are “Why did this happen?” and “How can we
prevent it from happening in future?” These are questions that
can only be answered by looking at the process. On the other
hand, if the auditor looks at the process and finds weaknesses,
the question that arises is “Do these weaknesses result in less
than best value being achieved?” This can only be answered
by looking at results.

We try, therefore, to combine both approaches wherever
we can. However, as acceptable results information and criteria
are often not available, our performance audit work frequently
concentrates on managements’ processes for achieving value
for money.

We seek to provide fair, independent assessments of the
quality of government administration. We conduct our audits
in a way that enables us to provide positive assessments where
they are warranted. Where we cannot provide such assessments,
we report the reasons for our reservations. Throughout our
audits, we look for opportunities to improve government
administration.

Audit Selection

We select for audit either programs or functions
administered by a specific ministry or public body, or cross-
government programs or functions that apply to many
government entities. There are a large number of such
programs and functions throughout government. We examine
the larger and more significant ones on a cyclical basis.

We believe that performance audits conducted using the
direct reporting approach should be undertaken on a five- to
six—year cycle so that members of the Legislative Assembly and
the public receive assessments of all significant government
operations over a reasonable time period. Because of limited
resources, we have not been able to achieve this schedule.
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Our Audit Process

We carry out these audits in accordance with the value-
for-money auditing standards established by the Canadian
Institute of Chartered Accountants.

One of these standards requires that the “person or
persons carrying out the examination possess the knowledge
and competence necessary to fulfill the requirements of the
particular audit.” In order to meet this standard, we employ
professionals with training and experience in a variety of fields.
These professionals are engaged full-time in the conduct of
performance audits. In addition, we often supplement the
knowledge and competence of our own staff by engaging
one or more consultants, who have expertise in the subject
of that particular audit, to be part of the audit team.

As performance audits, like all audits, involve a comparison
of actual performance against a standard of performance, the
CICA prescribes standards as to the setting of appropriate
performance standards or audit criteria. In establishing the
criteria, we do not demand theoretical perfection from public
sector managers. Rather, we seek to reflect what we believe
to be the reasonable expectations of legislators and the public.
The CICA standards also cover the nature and extent of
evidence that should be obtained to support the content
of the auditor’s report, and, as well, address the reporting
of the results of the audit.
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