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Allan Foster, Auditors, of the Division's staff. If you need any additional information
about the audit's findings, please contact Ms. Racine at the Division's offices.
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REVIEWING THE WAY STATE AGENCIES
COLLECT DELINQUENT ACCOUNTS

Summary of Legislative Post Audit’s Findings

The State’s accounts receivable system focuses on three basic steps: collec-
tion, reporting, and write-off. Collection procedures are used to increase the
amount of money collected on delinquent accounts. Reporting procedures are used to
determine what agencies’ losses are likely to be and to help manage delinquent ac-
counts more effectively.  Writing off accounts when they are considered uncol-
lectable provides a more accurate estimate of the amount that can be collected.

Statewide requirements for accounts receivable management have been
improved somewhat in the past 11 years, but complete information about State
agencies’ accounts receivable is just beginning to be collected. The Division of
Accounts and Reports has established minimum requirements for agencies’ collection
efforts and for writing off accounts. The Division of Accounts and Reports also es-
tablished standard reporting requirements in 1981, but it has only recently begun to
enforce those requirements. The six programs in five agencies reviewed by the audi-
tors complied fully with the State’s minimum collection requirements, but did not al-
ways comply with reporting and write-off requirements. Only two of the six pro-
grams were submitting monthly reports of their accounts receivable. Five of the six
programs wrote off their uncollectable accounts, but only one of them did so in a
timely fashion.

Most of the six programs reviewed were required to follow additional col-
lection procedures that went beyond the State’s minimum requirements. Those
additional procedures usually relate to State or federal requirements for the specific
program. The programs reviewed followed most of their additional collection proce-
dures, but two programs did not appear to be in compliance with federal regulations,
two were not timely in making their collection attempts, and one program followed a
procedure that would appear to diminish the effectiveness of its collection efforts.

Each of the programs reviewed uses the State’s set-off program as a part of
its collection procedures. The set-off program was established in 1981 to collect
money from individuals who owe State agencies money by setting off the amount
owed against any money the State or any State agency is holding for or owes to the
debtors. The program has been increasingly successful, reaching a total of $2.4 mil-
lion in collections during fiscal year 1987. The number of debts in the set-off pro-
gram and the number of agencies using the program have also been increasing. How-
ever, some State agencies, including the Department of Revenue, have not been using
the program.

The report includes recommendations for improving Statewide management of
accounts receivable and recommendations for changes in specific agencies’ collection
procedures. In addition, the report includes three appendixes that provide more de-
tailed information about the actions taken on accounts receivable management recom-
mendations from past performance audits, accounts receivable management in the six
programs reviewed by the auditors, and set-off program collections and accounts re-
maining for fiscal years 1986 and 1987.







REVIEWING THE WAY STATE AGENCIES
COLLECT DELINQUENT ACCOUNTS

In 1976, the Legislative Division of Post Audit conducted a performance audit
of accounts receivable management in State agencies. That audit reported that $109
million was owed the State but that agencies had developed few practices to manage
the timely collection of the money and lacked reliable information on the amount
owed. The audit made many recommendations for changes in the accounts receivable
procedures used by State agencies. As a result of the audit, the Department of Ad-
ministration wrote regulations and policies concerning how agencies were to handle
accounts receivable and write-off uncollectable accounts. In addition, a law was
passed in 1979 requiring the Department of Administration to implement a system of
centralized accounting for accounts receivable.

Recently, legislative concern has been expressed about accounts receivable and
the steps agencies have taken to collect money owed to them. To address those con-
cerns, this audit focuses on the following questions:

1. What procedures have State agencies established to collect, report, and
write off money owed to the State?

2.  How well do agencies follow their management procedures for collecting
money owed to them?

3. How well does the Department of Administration’s set-off program work to
collect money owed the State by individuals also receiving State payments?

To answer these questions, the auditors reviewed State and federal statutes, rules
and regulations, and other guidelines. They selected a sample of agencies with large
amounts of debts to collect and reviewed their policies, procedures, and collection ac-
tivities. They interviewed agency personnel and reviewed a sample of cases in each
of the sample agencies. They also obtained comparative information about collection
activities in other states or in similar types of businesses. Finally, they followed up
on recommendations in other performance audits that reviewed collection activities.

In general, the auditors found that Statewide procedures for reporting and man-
aging the collection of money owed to the State have changed somewhat over the past
11 years, but that complete information about the State’s accounts receivable is still
not available. Statewide requirements currently exist for the collection, reporting, and
write-off of delinquent accounts. The State agencies reviewed generally manage their
collection activities in compliance with the State’s requirements, but they do not al-
ways comply with State requirements for reporting and write-off. Most of the six
programs examined in this report are also subject to additional agency or federal re-
quirements for their collection procedures. In general the agencies followed most of
these additional procedures, but the auditors did find several exceptions. The State
also provides a centralized resource for collection: the set-off program. This




program’s collections reached $2.4 million in fiscal year 1987. Several steps should
be considered to maximize the collection of money owed to the State. These and
other findings are presented in more detail in this report. Because the answers to the
three questions tended to overlap, this report is organized by finding, not question-by-
question.

The State’s Accounts Receivable System Focuses
On Three Basic Steps: Collection, Reporting, and Write Off

Accounts receivable are moneys due the State for various purposes. This
money represents an important resource to the State or to the program for which it is
being collected. The total amount of the State’s accounts receivable is unknown, but
that amount is likely to be very substantial: the six programs selected for review in
this audit collected $272.8 million in fiscal year 1987, and had more than $191 mil-
lion in outstanding debt (both current and delinquent) at the end of the fiscal year. In
addition, the Department of Revenue, which was not one of the agencies reviewed in
this audit, had $53.1 million in outstanding tax debts. Although the amount owed the
State is a substantial sum, it represents a resource that is not available until it is col-
lected. For that reason, it is important for State agencies to manage their accounts re-
ceivable well, and to collect as much of that money as they can with a reasonable use
of resources.

The process of collecting money owed to the State begins with the establish-
ment of an account. Accounts are established when a State agency provides a service
or product to an individual at a stated cost, or when the State agency becomes respon-
sible for the collection of a debt—such as outstanding taxes, or child support.
Amounts then charged to that account become a part of the accounts receivable bal-
ance. Other elements in an accounts receivable system include collection procedures,
reporting procedures, and an accounting procedure for “writing off” uncollectable
amounts.

Collection procedures are used to increase the amount of money collected
on delinquent accounts. Collection procedures usually include a number of steps
that are designed to maximize collections of the amounts owing. In most cases, pay-
ments are made after the initial billing. Other collection procedures generally follow
a logical sequence of events, depending on the success in collecting the delinquent
amount. Generally, the sooner a collection effort is made, the more likely it is that the
account will ever be collected. Some of the basic procedures that can be used are
listed below:

Statements: In almost all cases statements are used for initial billings. Often the
statements include messages such as overdue payment demands or warnings
about the consequences of not paying the amounts owed.

Skip Tracing: This term refers to attempts that are made to locate debtors who
have moved without leaving forwarding addresses. This tends to be a very la-
bor-intensive process.




Phone Contacts: Some agencies attempt to contact the debtor by telephone to de-
termine the reason the person is not paying, attempt to work out any problems,
and set up a payment plan if possible.

Collection Letters: Letters are often used to alert the debtor that his or her account
is past due, to make payment demands, and to give warnings about the conse-
quences of not paying the amount owed. Letters can be sent by certified mail
to ensure that the debtor receives them.

Set-off: State agencies can turn debts in to the Department of Administration’s
set-off program, which matches debts against a variety of State payments. In
addition, some agencies have their own limited set-off programs and one has
access to a federal debt set-off program.

Collection Agencies or Attorneys: Often, after an agency has unsuccessfully com-
pleted all of its regular collection efforts, debts are turned over to a collection
agency or attorney. Collection agencies use skip tracing, collection letters,
and phone contacts, and often use legal action to collect the debts. They gen-
erally charge a fee of 35 percent to 50 percent of the amounts collected.

Legal Staff: Some agencies have their own legal staff that they turn debts over to.
This frequently occurs after normal collection efforts are exhausted, but in
some cases legal referrals are made earlier in the process. Examples of avail-
able legal remedies are judgments, liens, and garnishments.

Reporting procedures are used to determine what agencies’ losses are likely
to be and to help manage delinquent accounts more effectively. In an accounts re-
ceivable system, reporting procedures are important so that agencies have the infor-
mation necessary to maximize their collections. Generally, those reports would in-
clude accounts receivable balances, charges, collections, age of accounts, adjust-
ments, and amounts written off. Aging of accounts divides accounts according to the
length of time the payment has been outstanding—Iless than 30 days, 30 to 60 days,
60 to 90 days, 90 days to one year, and so on. Aging the accounts allows an agency
to see how much of its accounts receivable balance is in periods with less likely col-
lections.

Writing off accounts when they are considered uncollectable provides a
more accurate estimate of the amount that can be collected. When accounts are
considered to be uncollectable, generally accepted accounting principles indicate they
should be written off rather than carried on the books as assets, where they are ex-
pected as future revenue. Agencies must seek approval from the Department of Ad-
ministration to write off accounts, but they do so at different points in their collection
process.

Writing off accounts is an accounting concept that removes those amounts from
the agency’s books, but does not cancel the debtor’s legal obligation or preclude the
State from accepting payment at a later date. The money can still be collected if the




debtor’s financial circumstances change. Writing off an account is important because
it provides a means of recognizing which accounts cannot be collected. This is useful
in a management sense so that collection resources are not wasted on accounts that
are never likely to be collected. Writing off accounts also provides a more accurate
accounts receivable balance; if an account is later determined to be collectable, the
amount can be written back onto the agency’s accounts receivable balance.

A practice related to the write-off of an account is that of making adjustments to
the balance. When it is determined that a debtor does not have the ability to pay eve-
rything charged to his account but can pay some of it, a compromise of the amount
owed can be made. The debtor pays part of the balance and is excused from all other
liability.

Statewide Requirements for Accounts Receivable Management
Have Been Improved Somewhat in the Past 11 Years, but Complete
Information about State Agencies’ Accounts Receivable Is

Just Beginning to be Collected

Statewide control over the management of accounts receivable is important; in-
dividual agencies tend to have a more narrow view of accounts receivable. In addi-
tion, some agencies do not have a financial incentive to maximize their collections.
For example, for agencies that are funded at least in part by State General Fund mon-
eys, their total budget is not affected by the amount of money the agency collects.
The money collected by the agency simply offsets funds that would otherwise be re-
ceived from the State General Fund with less effort.

Collecting Patient Accounts
At the University of Kansas
Medical Center

The 1976 performance audit of ac-
counts receivable management conducted
by Legislative Post Audit noted that the
State did not have a clear, Statewide policy
for the management of accounts receiv-
able. Instead, each agency developed its
own information about its accounts, estab-
lished its own policies and procedures for
collecting unpaid accounts, and reviewed
the effectiveness of its own policies. As
the audit noted, those practices produced
an inflated accounts receivable balance
and a distorted picture of collection efforts
and results on a State level.

In May 1985, the University of Kansas
Medical Center treated a homeless person.
The final bill was approximately $1,500. The
Medical Center sent two statements with col-
lection messages but were unable to locate the
person. In March 1986, the account was sent
to a collection attorney and to the set-off pro-
gram. The attorney was also unable to collect
any money. In November 1987, the account
was written-off.

In June 1985, the University of Kansas
Medical Center treated a woman. Blue Cross
paid all but $190 of her bill. She was sent eight
statements with collection messages asking for

the amount not paid by insurance but no re-
sponse was received. In September 1986, her
account was turned over to the collection attor-
ney for collection. The attorneys were unable
to collect any money and in November 1987
the account was written-off.

That audit made a number of recom-
mendations for specific agencies’ manage-
ment of their accounts receivable. As a
part of this audit, the auditors contacted
the agencies involved to determine the
current status of those recommendations.




The results of that follow-up work for agency-specific recommendations are reported
in Appendix A to this report.

The 1976 audit also made recommendations for actions at the Statewide level.
For example, it recommended that the Division of the Budget require State agencies
to include information about accounts receivable balances, collection rates, and esti-
mated revenue based on probability of collection in their budget requests. The Divi-
sion has not required agencies to submit this information to date. However, in its re-
sponse to the follow-up conducted for this audit, the Division indicated it plans to re-
quire agencies to submit this information beginning with the fiscal year 1990 budget
cycle. Additional information about this recommendation and the Division’s response
is also included in Appendix A.

Most of the Statewide recommendations were directed to the Department of
Administration and its Division of Accounts and Reports. The 1976 audit recom-
mended that the Division require each State agency with accounts receivable to sub-
mit monthly reports of its accounts receivable balances, charges, collections, adjust-
ments, and write-offs; include that information in the Divisions’ monthly financial re-
ports; and change its rules and regulations to specify that accounts be written off
when they are determined to be uncollectable, rather than after three years of inactiv-
ity. Also, legislation passed in 1979 required the Director of Accounts and Reports to
establish a central accounting system for receivables.

In 1981, the Division issued a policy on accounts receivable management. It set
forth policies and procedures for all State agencies to use in the management and col-
lection of their accounts receivable. It also included a monthly reporting form for
agencies to use. In addition, the Division provided agencies with a booklet of admin-
istrative aids to help manage their accounts receivable. The booklet described actions
that might be taken at various points in the accounts receivable management process,
and provided examples of collection letters and telephone techniques agencies could
use in their collection efforts.

The Division’s specific actions since 1976 in the areas of collection procedures,
reporting procedures, and write-off procedures, plus a description of the current ac-
counts receivable system, are described in the sections that follow.

The Division of Accounts and Reports established minimum requirements
for agencies’ collection efforts. It is not possible for the State to mandate a single
set of collection procedures for all agencies to follow because program requirements
differ, and many programs must also comply with additional State or federal require-
ments. Instead, in 1981 the Department of Administration promulgated a regulation
establishing minimum collection procedures for agencies to follow. Those procedures
are described below. The Director of Accounts and Reports can approve agencies’ al-
ternative procedures, and administrative guidelines provide that if other procedures
are specified in statutes those procedures should be followed.

-A record shall be kept for each action taken to collect an account.




-At least three documented efforts should be made to collect all accounts over
$25, and one attempt should be made for accounts under $25.

-All accounts over $200 must be referred to the agency attorney or the Attorney

General for legal review.

-The debt should be turned in to the State’s set-off program.

-The agency shall attempt to avail itself of legal remedies available to it, such as
cancelling licenses, before beginning any court proceedings.

The Department’s Policy and Procedure Manual provides additional guidance for
collecting receivables, indicating that all accounts more than 30 days past due should
be subjected to collection procedures. When an account is 60 days past due, further
credit should be cut off. It also suggests systematic follow-up procedures that agen-
cies can follow as accounts remain unpaid for longer periods of time.

Under the Division of Accounts and Reports’ set-off program, established in
1981, State agencies can submit individual accounts receivable to be matched against

a variety of State payments.

In essence, the set-off program intercepts payments

going to debtors so the State agency can recover all or part of that payment to offset

Collecting Delinquent
Unemployment Insurance Taxes

Field representatives of the Contributions
Unit sometimes must make repeated collection
efforts to get results. In June of 1986, a busi-
ness did not submit its wage reports and its
unemployment insurance taxes became delin-
quent. The field representative made several
efforts to contact the employer. When those ef-
forts failed a subpoena was issued, but the
employer ignored the subpoena. Next, a tax
lien was filed by the legal staff. After additional
efforts, the field representative was finally able
to establish a payment agreement and the em-
ployer began making payments.

An accidental overpayment of unemploy-
ment benefits was made in 1984. The Benefit
Unit'’s attempts to collect were not successful.
The case was turned over to the legal division,
which determined that insufficient evidence ex-
isted to prosecute the case as a civil action and
put the case on an inactive status.

There is no procedure in place to return
the case ta the Benefit Unit to make further col-
lection efforts until the legal division releases it.
As a result, the only attempt to collect since
1984 has been made through the Department
of Administration’s set-off program.

the unpaid debt. Agencies are not required
to use this program, although the Division
has the statutory authority to impose that
requirement if it so chooses. The set-off
program is discussed in more detail later in
this report.

The Division of Accounts and Re-
ports established standard reporting re-
quirements in 1981, but it has only re-
cently begun to enforce those require-
ments. These reporting requirements
would have provided the information
called for in the 1976 audit. However, Di-
vision administrators indicated they have
not had much success getting agencies to
report their accounts receivable; the audi-
tors found that only 12 agencies completed
that report for November 1987.

Because those reporting require-
ments have not been enforced, accurate
balances for accounts receivable and
sound estimates of anticipated collections
are still not available for inclusion in the
State’s financial reports, and the current




system is still not in compliance with generally accepted accounting principles. Ac-
cording to Department administrators, no staff was provided to the Department when
the Statute was enacted in 1979, so the Department had no way to get the information
into their central records.

On August 4, 1987, the Department notified agencies that they would be re-
quired to develop or maintain a receivables system in accordance with the guidelines
contained in the Policy and Procedures Manual and to start reporting the required in-
formation monthly beginning in January 1988. That reporting form includes the
amount of accounts receivable for the agency, as well as an aging analysis and an esti-
mate of the percentage of those accounts that are considered to be uncollectable.

The August memorandum also stated that the Division of Accounts and Reports
was actively pursuing the full implementation of a system of reporting for receivables
of all State agencies pursuant to the statute and in conformance with generally ac-
cepted accounting principles.

The Division has established write-off procedures for agencies to follow.
K.AR. 1-26-1 requires each agency to apply to the Director of Accounts and Reports
for authority to write off a receivable when it is past due and the agency has complied
with the minimum collection procedures set forth above and determined that the re-
ceivable is uncollectable. Those procedures do not specify how long an agency must
attempt to collect an account before writing it off.

Agencies the Auditors Reviewed Complied Fully With the State’s
Minimum Collection Requirements, but Did Not Always
Comply With Reporting and Write-Off Requirements

For this audit, the auditors chose a sample of six programs in five agencies to
examine in greater detail. The programs chosen were the National Direct Student
Loan program at Wichita State University, the hospital accounts receivable at the Uni-
versity of Kansas Medical Center and Osawatomie State Hospital, the Contributions
and Benefits Units of Unemployment Insurance Services of the Department of Hu-
man Resources, and the Child Support Enforcement program of the Department of
Social and Rehabilitation Services. The table on the next page shows the beginning
balance, the amount charged, the amount collected during the year, and the amount
still due at the end of fiscal year 1987 for each of those programs.

As the table shows, the six programs reviewed have a total of more than $191
million in outstanding debt. More than $92 million of this amount is due to the Child
Support Enforcement program, and an additional $73 million can be attributed to the
Medical Center, while the other four programs account for a total of about $26 mil-
lion. More complete information about Child Enforcement Support accounts receiv-
able, which should be provided by a new computer system that is being developed for
that program, may show that the total amount of accounts receivable for that program
is significantly higher.




Finanical Account of Money Owed the State in Fiscal Year 1987

Total
Beginning Charged Collected Balance Due(a)
Balance During FY 1987 InFY 1987 End of FY 1987

Dept. of Human Resources
Contributions - $4,055,807 $157,209,548 $156,403,223  $4,275,052
Benefit Payment Control 5,745,582 3,064,947 2,289,535 6,255,190
Dept. of Social & Rehab. Svs.
Osawatomie State Hosp. 8,958,094 16,437,328 5,670,543 9,451,454

Child Support Enf. 75,250,885(b) 20,047,063(c) 92,104,417(b)
Regent’s Institutions
Wichita State University 5,986,825 876,450 723,060 5,962,092
KU Medical Center 63,204,711 108,351,000 _ 87,680,000 73,141,000
TOTAL $163,201,904 $285,939,273 $272,813,424 $191,189,205

(a) Includes both current and past due amounts owed from fiscal year 1987 and previous years.

(b) Child Support Enforcement does not maintain a complete accounting of money due. The table
shows the amounts the Child Support Enforcement program had in the set-off program at the begin-
ning and end of fiscal year 1987, which represent only a portion of the total amount owed.

(¢) Excludes $2,425,721 collected for other states.

The auditors examined these agencies’ procedures for collecting delinquent ac-
counts, reporting accounts receivable, and writing off uncollectable accounts to deter-
mine whether the programs were complying with the applicable State requirements.
The results of their examinations are discussed in the sections that follow. Generally,
the auditors found that the individual programs complied with the State’s require-
ments for collecting delinquent accounts. However, they did not always comply with
the requirements for reporting and write-off.

Only two of the six programs were submitting monthly reports of their ac-
counts receivable. The auditors reviewed the sample programs’ reporting procedures
to determine whether they complied with instructions in the Policy and Procedures
Manual and the Department of Administration’s August 4 memorandum. Only the
Department of Human Resources had been filing monthly reports of its accounts re-
ceivable with the Department of Administration. The Department’s monthly reports
also included an allowance for uncollectable accounts for both the Benefit Payment
Control Unit and the Contribution Unit. Osawatomie State Hospital was filing
monthly reports with the Division of Mental Health and Retardation Services, but nei-
ther the Hospital nor the Division was forwarding them to the Department of Admini-
stration. During the course of this audit, that omission was discovered and corrected.
The Department of Social and Rehabilitation Services’ Child Support Enforcement
program was the only program reviewed that did not age its accounts.

Five of the six programs wrote off their uncollectable accounts, but only
Wichita State University did so in a timely fashion. Once an account has been
written off it is assigned to the Department of Administration for collection, and the
Department retains 100 percent of anything it collects on that account. Despite this
disincentive, the auditors found that five of the six programs reviewed wrote off their
uncollectable accounts. However, Wichita State University was the only program that
wrote off accounts in a timely fashion.




At Osawatomie State Hospital, ac-
counts were being written off only when
officials determined they were no longer
collectable; for example, when bankruptcy
occurred. Hospital officials said their pol-
icy was to write off accounts after they had
been in the set-off program for three tax
years without a collection, but in their re-
view the auditors did not find any accounts
that were being written off for that reason.
Those officials said many of the accounts
currently in the set-off program were near-
ing the end of their three-year period, and
write-offs would increase in fiscal year
1988.

Osawatomie State Hospital also for-
gives a portion of some patients' accounts.
The actual charge to the patient is based
on ability to pay. The difference between
the daily charge and the patient's obliga-
tion is considered to be uncollectable. In
fiscal year 1987 at Osawatomie State Hos-
pital more than $10 million was forgiven.
This procedure is outlined in the Division
of Mental Health and Retardation Serv-
ices' Policy and Procedure Manual and
does not require approval from the Divi-
sion of Accounts and Reports.

The University of Kansas Medical
Center’s policy is to write off delinquent

Collecting Student Loans
At Wichita State University

At Wichita State University, a student was
to begin loan payments in August 1985 but
made no payments. In February 1988, the
Collections Department mailed three collection
letters to the debtor with no results. In April
1986, the University declared the total amount
of the loan due and turned the account over to
a collection agency and the set-off program.
The collection agency was able to collect the
loan and it was paid in full in August 1986.

At Wichita State University, a student was
to begin loan payments in March 1983 but
made no payments. In February 1984 the Col-
lections Department made phone calls to try to
locate the debtor and was unable to do so. In
May 1984 the debtor was mailed a notice stat-
ing that if he did not pay, the account would be
turned over to a collection agency. Later that
month the staff was table to reach the debtor
and he promised to pay and gave a new ad-
dress that later proved to be false. In Septem-
ber 1984 the staff tried to call the debtor and
sent another collection letter but were unable
to locate him. In November 1984, the Univer-
sity declared the total amount of the loan due
and turned the account over to a collection
agency and to the set-off program. The collec-
tion agency was never able to collect the loan.
In November 1985, the debtor came into the
Collection Department and asked the staff to
release the hold on his transcript. They re-
fused. In March 1987, the University turned
the loan back to the Department of Education.

accounts when they are returned from the collection attorney. The auditors’ review
showed that delinquent accounts sent to collection attorneys remained an average of
12 months longer than they should have under the Hospital’s policy. This delay re-
sulted in accounts not being written-off in a timely way. Medical Center officials re-
ported that they have had a problem getting accounts back from attorneys in the past
and they have been working on improving this situation.

The Benefit Payment Control Unit’s policy is to write off accounts five years af-
ter the last action by the debtor, but the auditors found that no accounts were written
off in fiscal year 1987. Unit officials said they have already written off 1,300 ac-
counts in fiscal 1988 and will write off more during the period. Finally, the Contribu-
tions Unit has a policy of writing off accounts when collections personnel judge them
to be uncollectable. Department officials told the auditors that because of staffing
problems they were behind in writing off accounts and were in the process of trying
to catch up.




Most of the Six Programs Reviewed Were Required to Follow
Additional Collection Procedures That Went Beyond the
State’s Minimum Requirements

Many of the programs reviewed must also comply with additional State or fed-
eral requirements. For example, the procedures used by the Department of Social and
Rehabilitation Services’ Child Support Enforcement program are almost wholly dic-
tated by federal regulations. Wichita State University’s National Direct Student Loan
program is bound by federal regulations but those regulations allow latitude in devel-
oping specific procedures. Other agencies such as the University of Kansas’ Medical
Center are only required to follow State regulations and have developed most of their
own procedures. While most procedures were common to several programs, no two
programs used the same combination of procedures, as the accompanying table
shows.

Collection Procedures Used by the Six Programs Reviewed

Collec.
State- Skip Phone  Let- Set- Agcys/ Legal
ments Tracing Contacts ters off Aftys  Staff

Dept, of Human Resources
Contributions X X X X X X
Benefit Payment Control X X X X X
Dept. of Soci Reh Ivi
Osawatomie State Hospital X X X X X
Child Support Enforcement X X X X X X X
Regents’ Institutions
Wichita State University X X X X X X
KU Medical Center X X X X

Generally, the procedures listed above are followed in a sequential order. For
example, agencies would send statements before making phone contacts or sending
collection letters. However, skip tracing can be done at any point in the process to
help find debtors who have moved. Further, agencies may send a debt to the set-off
program and to a collection agency or attorney at the same time, and agencies may
send unpaid debts to their own legal staff earlier in the collection process. In addi-
tion, debtors who pay irregularly may go through various steps of the collection proc-
ess several times.

The programs reviewed followed most of their additional collection proce-
dures, but the auditors did identify several problems. To determine if the six se-
lected State programs were following their additional State or federal collection pro-
cedures, the auditors reviewed a sample of approximately 50 accounts from each pro-
gram. More complete information about the characteristics of those programs, the
procedures they followed, and the auditors’ findings are presented in Appendix B to
this report. Briefly, the auditors found that most of the programs reviewed had good
collection procedures and generally followed them. However, some programs did not
always follow the applicable procedures, and in one case, the program followed a
procedure that would appear to diminish the effectiveness of its collection efforts.
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*Two programs did not appear to
be in compliance with federal
regulations. Federal regulations for
both the Child Support Enforcement
program and the National Direct Stu-
dent Loan program emphasize early
and aggressive collection efforts.

The regulations for the Child Sup-
port Enforcement program require
that an income withholding order be
filed immediately after a child sup-
port payment is missed. An income
withholding order is similar to a gar-
nishment but does not have to be re-
newed each month. Although in-
come withholding is an extremely
powerful collection tool, it can only
be used for absent parents who have
an established Kansas court order
and a known employer or other
source of income. The Department
must also be able to serve notice of

Collecting Delinquent
Child Support

In 1985, a parent stopped paying child
support. In January 1986, the Child Support
Enforcement staff referred the account to the
legal staff. In June and July 1986, the staff
made several attempts to locate the parent
through the court system and by checking with
past employers and the post office. Finally, the
parent was located and his employment con-
firmed. In April 1987, an income withholding
order was filed. Child support payments from
April on were deducted from the parent’s pay-
roll checks by his employer. In July 1987, the
account was also submitted to the federal debt
set-off program.

A parent was to begin making child sup-
port payments in April 1987 but made no pay-
ment. [n May, the child support enforcement
staff referred the account to the legal staff. In
July, the legal staff entered a court order to ap-
pear and show cause to force the parent to re-
veal information such as the name of his cur-
rent employer and the amount and location of
his assets. It is necessary to have such infor-
mation in order to obtain an income withholding
order. No other legal action has been taken in
this case.

the delinquency to the parent. After
the delinquent amount is collected, the order remains in effect for at least one
year to ensure continued payment of child support.

The auditors reviewed 10 delinquent accounts and found that only one had an
income withholding order. The files did not contain the information necessary
for the auditors to determine if the cases met the criteria for income withholding
orders. Department officials told the auditors that, Statewide, income withhold-
ing orders are filed in only 20 percent of the applicable cases. The Department
cited several reasons for its noncompliance: the system is a manual one, and it
did not have sufficient staff to complete the paperwork and legal work required.
To address those problems, the Department is implementing a new automated
system, and the Governor is recommending 88.5 new positions for the program
for fiscal year 1989.

Federal regulations for the National Direct Student Loan program require three
collection attempts by the time a payment is 60 days past due, the first occurring
within 15 days of a missed payment. However, Wichita State University’s pro-
cedures do not require that the delinquent account be submitted to the
University's collection unit until approximately 60 days after an account be-
comes delinquent. The University has been sending out regular monthly state-
ments within the required time schedules. Although monthly statements are col-
lection efforts, the auditors do not think that the statements the University was
sending out during fiscal year 1987 constitute the "contact...by telephone or in
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writing to demand repayment (overdue notice)" required by federal regulations,
because they did not indicate the amount owed was overdue or demand repay-
ment. In its response to the draft audit report, the University indicated that its
statements have recently been modified to include messages about the overdue
status of the account and a demand for repayment. Those statements would now
appear to meet the federal requirements.

*Two programs were not timely in making collection attempts. It is impor-
tant that collection efforts be made in a timely manner because the older an ac-
count becomes the more difficult it is to collect.

Wichita State University’s practice is to send accounts to the collection unit 60
days after they become delinquent. The collection unit is to make an immediate
effort to notify the debtor. However, the auditors' review of the files of 10 cur-
rently delinquent accounts showed that, on average, the first contact by the col-
lection unit was not made until more than 120 days after the accounts became
delinquent.

Osawatomie State Hospital’s procedures require three monthly collection letters
starting when the account becomes 30 days past due. However, the auditors
found that half the letters were not sent at the appropriate monthly intervals, and
that letters sometimes were several months late. Even though collection letters
were not sent as required, statements were sent out monthly. Agency officials
indicated the inconsistency in timeliness could be explained by the fact that the
person responsible for sending the collection letters only works half-time.

*One program follows a procedure that would appear to diminish the effec-
tiveness of its collection efforts. In the Department of Human Resources, non-
fraud cases that cannot be collected by the Benefit Control Unit are sent to the
Department’s legal staff. However, there is no provision to ensure that the cases
the legal staff decides not to pursue are returned to the Benefit Payment Unit to
resume regular collection activities. Nearly half the cases the auditors reviewed
that went to the legal staff for collection got hung up in this inactive status,
sometimes for years.

Each of the Programs Reviewed
Uses the State’s Set-Off Program
As a Part of Its Collection Procedures

Legislation passed in 1981 gave the Director of Accounts and Reports the au-
thority to set off any amount owed the State against any money held for, or owed to,
such debtor by the State or any State agency. It also provided for due process, the
disposition of proceeds, and a collection fee in the amount of 15 percent of the
amount collected to fund the program’s operations.

To use the program, agencies provide the Division with a list of the debtors’
names and Social Security numbers (or, for businesses, Federal Employer Identifica-
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tion numbers), the amount owed, and the nature of the debts they want to include.
The debtor file is matched by computer with other State payments daily, including
State employee payrolls, State tax refunds (i.e., income tax refunds and homestead
and food sales tax refunds), and other State payments (i.e., vendor payments, other
miscellaneous vouchers from the central accounting system that contain Social Secu-
rity numbers and Federal Employer Identification numbers, Kansas Public Employees
Retirement System withdrawals other than retirement, and unclaimed property).
Child support enforcement debts are also matched against unemployment insurance
payments.

Twice a month the money collected through the set-off program is sent to the
agencies participating in the program, along with a bill for 15 percent of the amount.
The agency sends 15 percent back to the Division of Accounts and Reports.

Each debt remains in the system as long as the referring agency decides to leave
it there. Agencies frequently remove debts from the set-off program when they de-
cide those debts are uncollectable and request permission from the Director of Ac-
counts and Reports to write them off. Once State agency debts are written off, they
are assigned to the Division for collection. The Division of Accounts and Reports
also includes accounts that State agencies have written off in the set-off program for
two years after they are written off, regardless of whether the State agency had the
debt in the set-off program earlier. The Division retains 100 percent of its collections

for accounts that have been written off.

Set-Off Programs In Other States

To determine how Kansas' set-off program
compared with those in other states, the auditors
contacted the National Conference of State Legis-
latures and called surrounding states.

From the National Conference of State Legis-
latures, they obtained a list that showed that 28
states match one or more types of debts owed the
State against State income tax refunds. Only 18 of
those 28 states include debts in their set-off pro-
gram that are owed to any State agency; the re-
mainder are more specific, generally concentrat-
ing on child support or student loans. The list was
not comprehensive; it did not include Kansas, for
example, apparently since Kansas’ set-off pro-
gram is not operated by the Department of Reve-
nue. Other states may have set-off programs as
well.

The auditors also contacted the states sur-
rounding Kansas to determine what, if any, set-off
procedures they used. They found all of the sur-
rounding states use some computer matching, but
only three of them collect money. Nebraska uses
its system only as a way of finding current ad-
dresses for absent parents so that income with-
holding or child support orders can be initiated.

Colorado also has a centralized collection function
which works in conjunction with the set-off pro-
gram. Missouri, Colorado and Oklahoma only
match debts against state income tax refunds.
Nebraska matches child support debts against tax
refunds, State payroll, and unemployment insur-
ance payments.

They also found that Missouri and Nebraska
have no separate funding for their set-off pro-
grams. Operating costs for their programs are in-
cluded in the general funds budgeted for the
agencies that operate them. The Oklahoma De-
partment of Revenue adds a 2 percent surcharge
to the debts collected to cover its costs (while the
referring agency adds another 3 percent). Colo-
rado funds the set-off program and its central col-
lection unit by keeping 22 cents out of each dollar
collected. Colorado agencies are required to sub-
mit debts for collection or set-off at 60 days of
age, but program administrators indicated agen-
cies found this funding mechanism was a disin-
centive to refer debts to the program. Missouri,
Oklahoma and Nebraska have no measure of pro-
gram results, but Colorado obtained $350,000
through its set-off program last year.
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Collection Attempts Through
The Set-Off Program at
Osawatomie State Hospital

A patient at Osawatomie State Hospital
had a series of four admissions to the Hospital.
This individual was last released in November,
1986. Only one collection letter was sent be-
cause the account was under $50. The ac-
count was sent to the set-off program in March,
1987. To date, no money has been collected.

In March, 1985, a patient was released
from the Hospital. Two letters were sent to col-
lect this small account less than $50. No pay-
ments were made and the account was sent to
the set-off program in March, 1987. By May 1
the account had been collected in full through
the set-off.

To determine how well the
Division’s set-off program works, the au-
ditors reviewed the accounts submitted for
set-off by the sample programs. They in-
terviewed staff of the set-off program and
the sample programs. Because the infor-
mation was available for all State agen-
cies, the auditors also reviewed manage-
ment reports, expenditures, and receipts
from the set-off program for fiscal years
1986 and 1987. They also contacted offi-
cials in neighboring states and reviewed
the literature to obtain information about
similar programs in other states.

In general, the auditors found that

each of the six programs reviewed uses the

set-off program. The set-off program has been increasingly successful, and accommo-
dates an increasing number of agencies and accounts.

Each of the six programs reviewed used the set-off program. Wichita State
University turns names of borrowers over to the set-off program at the same time it
turns accounts over to the collection agency. It also has a set-off program of its own
for University employees who are delinquent in payments to the University. The
Child Support Enforcement program turns in names of absent parents to set-off as
soon as their debts are over $25. Child Support Enforcement officials told the audi-
tors that the program receives a fair amount from the set-off program, especially from
unemployment insurance payments. In addition to the State’s set-off program, the
Department of Social and Rehabilitation Services also submits debts to the federal
set-off program through which federal payments to absent parents can be intercepted,
when they reach $150. Osawatomie State Hospital and the University of Kansas
Medical Center both referred accounts to the State set-off program concurrently with
other collection activities. The Benefit Payment Control Unit also used the set-off
program frequently.

Although the Contribution Unit does use the set-off program in some cases, the
program’s policy is to use the set-off program in a very limited way because of the
administrative cost involved. The Unemployment Insurance Contributions Unit must
pay the 15 percent collections fee for the set-off program out of its administrative
funds, because the entire amount collected must be deposited in the Unemployment
Insurance trust fund. The 1986 Legislature limited but did not eliminate this disincen-
tive with the passage of K.S.A. 75-6210, which limits the amount charged for each
set-off under the Employment Security Law to $300.

The auditors reviewed set-off accounts for two of the programs in the sample to

determine what results they had obtained. They found that Wichita State University
sends cases to the set-off program when they are sent to a collection agency. Nine of
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the ten files that were supposed to be in the set-off program during January 1988 were
there, and the University had received set-off funds through that program on two ac-
counts totaling $126. The Unemployment Insurance Benefit Control unit sends cases
to the set-off program 60 days after they are established. Of the 50 delinquent unem-
ployment insurance overpayments the auditors examined, 30 were in the set-off pro-
gram during January 1988. - The Benefit Payment Control Unit received payments
through the set-off program on seven of these 30 accounts, totaling $756.

Because the information was available, the auditors also reviewed the set-off
programs’ reports about collections and the number of agencies and accounts in the
system. They found that the set-off program has been increasingly successful in col-
lecting money owed to the State by individuals also receiving State payments. The
numbers of debts in the set-off program and agencies using the program have been
increasing.

The set-off program has been increasingly successful in collecting money
owed to the State by individuals also receiving State payments. Collections under
the set-off program have grown from $197,000 during fiscal year 1982, its first year
of operation, to $2.4 million during fiscal year 1987. The amount collected in 1987
was 20 percent more than in 1986, and the average amount set off was about $90. As
the accompanying table shows, most of the funds collected by the set-off program
come from two sources: State tax refunds provided more than 40 percent of the funds
collected in fiscal year 1987, and unemployment insurance benefits provided 33 per-
cent. The Division of Accounts and Reports received a total of $429,713 in collection
assistance fees and write-off accounts in 1986, and $518,831 in 1987. In total, the
Division received nearly $5 for every $1 spent on the set-off program in 1987.

Set-Off Program Collections

Source of Funds Fiscal Year 1986 Fiscal Year 1987
State Employee Payroll $141,504 $115,951
State Tax Refunds 701,095 1,034,076
Other State Payments (a) 176,979 128,134
Direct Payments (b) 106,925 157,475
Unemployment Insurance (c) 648,778 798,557
Agency Collections (d) 36.606 179.32
Total $1,831,887 $2,413,160

(a) These include miscellaneous vouchers that contain Social Security Numbers or Federal Employee
Identification numbers.

(b) These are cash payments received from debtors after they are notified their warrant will be held.

(c) Unemployment insurance is only matched against delinquent child support payments

(d) When agencies receive direct payments on accounts that are in the set-off program and have been
notified by the Division of Accounts and Reports, they are required to reimburse the Division 15
percent for its collection activities.
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At Least One Significant Source of Accounts for Set-Off --
The Department of Revenue -- Is Not Using the Program

The Department of Revenue currently has
about $53.1 million in unpaid tax debts. The

Department’s accounts receivable have been in- -

creasing at a more rapid rate than actual tax col-
lections, and reached 4.5 percent of collections in
fiscal year 1986. In an effort to improve its collec-
tions, the Department recently established a cen-
tralized Division of Collections, with a staff of
121.5 and .a budget of about $2 milion for fiscal
year 1988. Depariment administrators indicated
to the auditors that the Department has not made
many referrals to the State’s set-off program in the
past. However, the Department does currently
use a number of internal set-off procedures.
During the course of this audit, the Depart-
ment of Revenue and the Department of Admini-
stration matched approximately 56,000 individual
income tax debts from the Department of Reve-
nue with State employee payrolls from the Re-
gents’ institutions and non-Regents agencies.
Those computer runs produced about 1,000 suc-
cessful matches, but most of the actions to collect
on those matches were stopped at the Depart-
ment of Revenue’s request. In some cases the
amounts were not current. In other cases hear-

ings had been scheduled, and in still other cases
the debt had not completed the Department of
Revenue’s internal collection processes. The two
agencies’ accounts differ significantly regarding
the cause of this problem: the Department of
Revenue’s staff indicated they were submitting
preliminary data for review, and the Department of
Administration’s staff indicated they understood
the debts were being submitted for inclusion in the
set-off program. Whatever the cause of the prob-
lem, the number of matches that were obtained
clearly indicates that the set-off program can be
an effective tool for the Department of Revenue’s
collection efforts.

The Depariment of Revenue’s Division of Col-
lections’ administrator indicated to the auditors
that the Department sees the Statewide set-off
program as useful. With the creation of the new
collections unit, the administrator said the Depart-
ment of Revenue is reviewing the set-off process
further to determine the best way to fit it into its
collection process. That review may include ex-
perimenting with the use of the Statewide program
on various types of accounts, and at different
points in the process.

The number of debts in the set-off program and the number of agencies us-

ing the program have been increasing. When the set-off program was initiated,
about 3,000 debts were on file. That number has increased greatly, reaching a total of
70,000 debtors in the system at the end of fiscal year 1987. During fiscal year 1987,
25 agencies had accounts in the set-off program and 16 of them received funds that
were collected through the program. This is an increase of two agencies from the 23
that referred debts and the 14 that received funds in fiscal year 1986. (Appendix C
provides a list of the amounts collected during 1986 and 1987, by agency, as well as
the number and dollar value of debts remaining in the system at the end of each year.)

The major user of the set-off program is the Department of Social and Rehabili-
tation Services. In 1982 State legislation authorized a set-off of Unemployment In-
surance benefits for enforcement of the child support laws. This has greatly increased
the number of accounts in the set-off program. Those debts accounted for $92 million
(74 percent) of the $124 million outstanding in the program at the end of fiscal year
1987, and for $1.3 million (54 percent) of the $2.4 million collected that year. Three
other agencies—the University of Kansas Medical Center ($10.9 million), the Depart-
ment of Human Resources ($4.8 million), and the Department of Social and Rehabili-
tation Services ($4 million)—all have more than $1 million in set-off.

The Department of Revenue is not using the set-off program. As the box
above explains in more detail, the Department of Revenue currently has about $53.1
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million in unpaid tax debts. In an effort to improve its collections, the Department
recently established a centralized Division of Collections, with a staff of 121.5 and a
budget of about $2 million for fiscal year 1988. Although the Department’s initial
experience with the set-off program in late 1987 was unsuccessful, Department offi-
cials indicated they are reviewing the set-off process further to determine the best way
to fit it into the Division's collection process.

A Number of Steps Should be Considered
To Improve the State’s Set-Off Program

Most of those steps would build on capabilities that are already present in the
set-off program, but some would require new legislation. Steps that should be consid-
ered include the following:

*Requiring State agencies to use the set-off program. The set-off program has
demonstrated itself to be a cost-effective way to collect money owed to the

State. However, some State agencies, including the Department of Revenue, are
not using the program. Set-off program administrators indicate they received a
number of additional accounts after they visited agencies that were using the
program during 1987. However, they have not actively sought additional agen-
cies’ involvement, nor have they used their statutory authority to require agen-
cies to use the program, because of limited staff resources. If the number of ac-
counts were to grow significantly, program administrators indicated, they would
need additional staff and possibly additional computer capacity.

+ Consider new funding mechanisms. Although the current 15 percent charge ap-
pears to provide sufficient funds for the set-off program’s operations, funding

the program’s growth has been a management problem because the Department
of Administration receives its 15 percent on a reimbursement basis, and because
some of the receipts from the set-off program have been used for other pur-
poses. For example, the Division had planned to fund four new positions with a
balance of over $300,000 it had accumulated. However, the agency’s 1988
budget required the Division to reallocate those funds to pay for other
operations in the Department of Administration. The set-off program obtained
only one additional position.

The current funding mechanism can also provide a disincentive for agencies to
use the program, particularly at early points in the collection process when the
agencies themselves are still making efforts to collect the account. For at least
one agency, the Department of Human Resources, the 15 percent comes out of
its operating costs, because it is required by statute to return the full amount col-
lected to the unemployment insurance trust fund. Several of the other states the
auditors contacted either funded their set-off programs with State General Fund
moneys or added the administrative charge to the amount collected from the
debtor, thereby eliminating the financial disincentive for agencies to use the pro-
gram.
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*Requiring all vouchers that are processed through the State’s central accounting

system to have identifying Social Security numbers or Federal Employer Identifi-
cation numbers. According to administrative staff in the Department of
Administration’s Pre-Audit Section, they suggest but do not require that agen-
cies put this identifying information on all payment vouchers. They estimate
that about 25 percent of the vouchers processed do not have identifying num-
bers. When payment vouchers do not contain identifying numbers, payments
going to individuals or businesses that owe the State money pass through the
system undetected by the set-off program.

+Using the set-off program to locate, and possibly contact, State agency debtors.

By the time debts are submitted for set-off, they are often quite old and the
debtor may have moved. If the Department of Administration had access to
more current addresses which may be available for many debtors in various
agencies’ records, it could make direct efforts to collect the debts referred for
set-off, or could furnish those addresses to the referring agency. For the set-off
program to perform this function, statutes would need to be clarified to provide
the Department of Administration with access to potential sources of addresses.
Such sources might include State income tax returns, and the State wage base
file.

Applications for various State licenses are another potential source of current
addresses. According to Department of Administration officials, other states re-

- quire Social Security numbers on applications for any state license, such as a
real estate license or driver’s license. If Kansas were to do that, it would be pos-
sible to determine whether license applicants had debts in the set-off program

. and to contact them regarding that debt at their current address. One neighbor-
ing state—Missouri—even requires clearance from its income tax set-off pro-
gram for individuals who are applying to sell lottery tickets.

Conclusion

Although the total amount of the State’s accounts receivable is un-
known, that amount is likely to be substantial. The six programs reviewed
in this audit had more than $191 million in outstanding debt (both current
and delinquent) at the end of fiscal year 1987. Although the amount owed to
the State is a substantial sum, it represents a resource that is not available
until it is collected. To collect as much of the money owed the State as pos-
sible, each agency must have and follow effective collection procedures.
The auditors found that the six agencies generally followed required proce-
dures, but some aspects could be improved. The Division of Accounts and
Reports has established guidelines and procedures for agencies to follow in
collecting, reporting, and writing off accounts receivable. However, the au-
ditors found it has not followed through to ensure that agencies comply with
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those regulations and requirements. Finally, although the State’s set-off
program has been increasingly successful in collecting debts owed the
State by individuals who are receiving State payments, further improve-
ments are possible.

Recommendations for Improving Statewide
Management of Accounts Receivable

1.  The Department of Administration’s Division of Accounts and Re-
ports should continue its efforts to develop a central accounting sys-
tem for accounts receivable, as required by law, and should enforce
the monthly reporting requirements for agencies that are currently in
place.

2. The Department and the Division should consider taking steps to in-
crease the set-off program’s ability to collect money owed the State.
That consideration should include the following:

erequiring State agencies, including the Department of Revenue, to
use the State’s set-off program
econsidering new funding mechanisms
erequiring that all vouchers include Social Security numbers or Fed-
eral Employer Identification numbers
. susing the set-off program to locate, and possibly contact, State
agency debtors.

If the Department and the Division decide to pursue these or any
other steps they may be aware of, they should initiate the necessary
regulatory or statutory changes.

Recommendations for Changes in Specific Agencies’
Collection Procedures

1. The Child Support Enforcement program should comply with federal
regulations by filing all required income withholding orders in a
timely fashion.

2. Wichita State University should take steps to ensure that it complies
with all aspects of the federally mandated time schedules for collec-
tion efforts.
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The University of Kansas Medical Center should ensure that attor-
neys return uncollectable accounts on a timely basis.

Osawatomie State Hospital should send out its regularly scheduled
collection letters on a timely basis.

To ensure that nonfraud overpayment accounts do not become inac-
tive, the Department of Human Resources should modify its systems
and procedures to ensure that nonfraud overpayment cases the legal
unit is not going to pursue are returned to the Benefit Payment Con-
trol Unit promptly for further action.

The University of Kansas Medical Center, Osawatomie State Hospi-
tal, and the Benefit Payment Control and Contribution Units of the
Department of Human Resources should write off uncollectable ac-
counts in a timely way.
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APPENDIX A

Action Taken On Accounts Receivable Management
- Recommendations From Past Performance Audits

As a part of this audit, the auditors followed up on recommendations from the
1976 performance audit, Accounts Receivable Management, as well as recommenda-
tions concerning accounts receivable from other performance audits since then. Fol-
lowing is a summary of those recommendations and the actions taken by the agencies

in response to those recommendations.

THE EMPLOYMENT SECURITY DIVISION

Recommendations ...

Develop collection rates to assess collec-
tion performance and the relative effec-
tiveness of the various collection proc-
esses.

Determine costs of collection to find the
most efficient and economical means of
collecting the accounts.

Age accounts to determine collectability
and to predict revenue more accurately.

Establish an allowance for doubtful ac-
counts to predict revenue more accu-
rately.

Periodically review accounts and write
them off when they are found to be un-
collectable.
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Actions Taken...

The Division has established numerous
management information reports which
provide a means of evaluating the effec-
tiveness of the collection process.

The Division has never determined cost
of collection in an effort to find the most
efficient and economical means of col-
lection; however, it constantly evaluates
its collection process and the means
available.

The Division’s accounts are aged.

The Division uses an allowance for
doubtful accounts.

Any time an account is determined to be
uncollectable, it is designated as “pend-
ing charge-off” and is not considered as
a collectable account. Each such ac-
count must eventually be submitted to
the Department of Administration for
write off.




THE DEPARTMENT OF REVENUE

Recommendations. ..

Develop regular accounts receivable
management reports that include collec-
tion rates, aging of accounts, and an al-
lowance for doubtful accounts.

Determine costs of collection to find the
most efficient and economical means of
collecting the accounts.

Periodically review accounts and write
them off when they are found to be un-
collectable.

Improve the identification of businesses
required to remit taxes.

Ensure that sales tax accounts are filed
in a cost-effective manner as required by
law.
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Actions Taken...

The Department maintains a computer-
ized accounts receivable aging report for
sales tax and individual income tax ac-
counts. The Division of Collections has
initiated an accounts receivable tracking
system to support its operation. In addi-
tion, the Department is working on an al-
lowance for doubtful accounts to be used
in monthly reporting to the Director of
Accounts and Reports.

The Department has used various meth-
ods to determine the most efficient
means of collecting accounts. Eventu-
ally, it would like to compute the cost of
each collection step and weigh these
costs against the collections generated.

The Department writes off accounts after
7 years.

The Department has established a Busi-
ness Tax Fair Share Unit, which uses
matching techniques and other methods
to identify businesses not paying taxes.
The Department also plans to increase
the exchange of information with the
Department of Human Resources and
with the Internal Revenue Service.

During 1987, the Department targeted
professional licenses, using matching
techniques to ensure that all licensees
file tax returns properly. Legislation is
pending to permit use of this methodol-
ogy for other professional licenses. Fi-
nally, the Audit Services Bureau uses in-
formation gathered in the course of audit
work to locate non-filing corporations.

The Department regularly compares the
sales tax liability of all accounts to
specified annual liability criteria to en-




Ensure that interest rates for sales taxes
in regulations correspond to those in
Kansas law.

Ensure that its enforcement actions are
more timely.

Establish a minimum penalty for late
business tax returns that owe no tax.

Change its use of jeopardy assessments.

Ensure that revocations are enforced.
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sure that the business is filing as often as
it is required to.

The Department has modified the regu-
lations to correspond with the appropri-
ate statutes.

The Department has reviewed and re-
vised its strategy for implementing many
legal collection techniques. The most
important change has been streamlining
the collection process by assigning all
collection responsibilities to the new Di-
vision of Collections. This division has
three attorneys assigned full-time to col-
lecting delinquent taxes who follow up
on legal enforcement actions when nec-
essary. In addition, it has requested that
an automated warrant system be devel-
oped which would drastically shorten the
time required to produce tax warrants.

The Department maintains its position
that imposition of such a penalty would
be detrimental to its overall efforts. The
Department’s job is to collect taxes
owed, not to create penalties.

The Department’s current procedures
provide for jeopardy assessments to be
processed on a timely basis in accor-
dance with statutory requirements. This
process is intended to ensure that prepar-
ing jeopardy assessments does not im-
pede the collection process.

The Department has begun to file more
injunctions as the primary means of en-
suring that revocations are enforced.
Many injunctions will be filed “ex
parte”, a more rigorous legal action
which does not require the presence of
the taxpayer to be valid. The Depart-
ment will support this process with in-
creased field work to locate and put on
notice those businesses who remain open
after their license has been revoked.




Strengthen bonding policies and prac-
tices.

Establish procedures for more aggres-
sive, consistent enforcement of the Re-
tailers’ Sales Tax Act against delinquent
retailers.

Systematically pursue enforcement of
successor liability.

Seek legislation authorizing the imposi-
tion of personal liability for delinquent
sales tax on corporate officials.

Develop procedures for writing off
closed sales tax accounts with insignifi-
cant balances.

Identify assets owed by delinquent re-
tailers and provide sheriffs with lists of
those assets when warrants are filed.

24.

In 1986, K.A.R. 92-19-35 was amended
to strengthen bond requirements. The
regulation now requires new corpora-
tions to post bonds in the amount of
$1,000 or six months’ estimated sales
tax liability, whichever is greater. The
same requirement exists for businesses
who wish to be reinstated after having
been revoked.

The Department maintains its stance that
seizing bonds before retailers go out of
business is ineffective. The Department
believes that the advantage of earlier re-
ceipt of the bond is outweighed by the
additional legal costs of seeking revoca-
tions and injunction that this practice
would entail.

In regard to revocations and injunctions,
the Department has assigned three attor-
neys to the Collections Division to pro-
vide the timely action and follow-up re-
quired.

This tool is very difficult to enforce.
Primarily, it is hard to determine when,
in fact, a successor has purchased tan-
gible personal property since these indi-
viduals may not locate at the same busi-
ness location or use the same business
name as the seller used in conducting his
or her business.

The Department sought such legislation
in 1986, resulting in the amendment of
K.S.A. 79-3643, which provides this au-
thority.

The Department is currently reviewing
its write-off policy to determine whether
there are ways to write off accounts
without expending significant manpower
or computer programming time.

The Department has noticed a vast im-
provement in the success of collection
efforts which require the cooperation of




Provide financial incentives to county
officials for collecting tax warrants.

Require purchasers to pay sales tax on
large purchases directly to county treas-
urers or the Department of Revenue.

county sheriffs. In the last year, the De-
partment has issued executions on ve-
hicles and cash-registers, and plans to
continue to use these enforcement efforts
when necessary within the framework of
the Division of Collections.

The Department does not advocate ex-
ploring this option. Instead, it plans to
use special investigators, working in the
Collections Division, to obtain evidence
against the worst violators of Kansas tax
laws.

The Department opposes this approach
for most items because it could lead to
sales tax evasion through failure to regis-
ter and increased delinquencies because
of insufficient fund checks. This prac-
tice is currently used for vehicles and
has recently been implemented for boats.
The Parks and Wildlife Commission will
refuse to issue a boat permit without
proof that sales tax was paid. If the tax
was not paid, the purchasers must pay
the tax at the County Treasurer’s Office.

DIVISION OF THE BUDGET

Recommendations . ..

The Division of the Budget should re-
quire each State agency responsible for
accounts receivable to submit the fol-
lowing categories of information in the
agency’s annual budget request: ac-
counts receivable balances, collection
rates, and estimated revenue based on
probability of collection. The Division
should use this information in forming
the Governor’s recommendations on par-
ticular budget requests.

25.

Actions Taken. ..

No action has been taken on the recom-
mendation up to now. The Division
feels that current methods used to ana-
lyze budgets enable it to estimate agency
receipts with reasonable accuracy. How-
ever, the Division concurs with the find-
ings and recommendations of the audit
and will require State agencies to submit
accounts receivable information in sup-
port of their revenue estimates in forth-
coming budget documents.




WICHITA STATE UNIVERSITY

Recommendations. ..

Develop collection rates to assess collec-
tion performance and the relative effec-
tiveness of the various collection proc-
€sses.

Determine costs of collection to find the
most efficient and economical means of
collecting the accounts.

Age accounts to determine collectability
and to predict revenue more accurately.

Establish an allowance for doubtful ac-
counts to predict revenue more accu-
rately.

Periodically review accounts and write
them off when they are found to be un-
collectable.

Develop management and accounting in-
formation for notes receivable that are in
repayment status. This should include
an aged trial balance, percentage of loans
delinquent, an estimate of uncollectable
loans, a summary of current payments
due, and collection rates for each type of
note.

Actions Taken...

The University is developing a compu-
terized Central Accounts Receivable sys-
tem. Accounts receivable from the vari-
ous departments will be included in the
system as soon as it is completed. The
current system is not sufficiently devel-
oped to make such a detailed and sophis-
ticated analysis.

See the response to the first recommen-
dation.

Accounts receivable are currently being
aged.

An allowance for doubtful accounts has
not been established because the Univer-
sity is on a cash basis for receipts.

Accounts receivable are periodically re-
viewed for uncollectability and written
off.

The recommended management and ac-
counting information is maintained on
the National Direct Student Loan ac-
counting system.

OSAWATOMIE STATE HOSPITAL

Recommendations. ..
Post the maximum daily charge to each

patient’s account.

Assess the actual charge to the patient on
the basis of ability to pay.

26.

Actions Taken ...

This is accomplished automatically
through the Hospital's computerized bill-
ing system.

This is done by a staff member, and the
patient or responsible party is notified.




Classify the difference between the
maximum daily charge and the patient’s
ability to pay as charitable services and
write that amount off as uncollectable.

Regularly review the collectability of pa-
tients’ accounts. Uncollectable accounts
should be written-off.

Develop collection rates to assess collec-
tion performance.

Determine costs of collection to find the
most efficient and economical means of
collecting the accounts.

Age accounts to determine collectability
and to predict revenue more accurately.

Establish an allowance for doubtful ac-
counts to predict revenue more accu-
rately.

The patient’s liability is identified on a
monthly statement. The amount deter-
mined to be uncollectable is written off.

. All accounts are reviewed every three

months, or approximately one-third each
month. Accounts found to be uncol-
lectable are submitted to Accounts and
Reports for set-off before going to a
write-off category.

This is not being done.

This is not being done.

Accounts are aged and reviewed every
three months to determine collectablility
and further collection work.

This is not being done.

KANSAS SOLDIERS' HOME

Recommendations. ..

Develop collection rates to assess collec-
tion performance and the relative effec-
tiveness of the various collection proc-
€esses.

Determine costs of collection to find the
most efficient and economical means of
collecting the accounts.

Age accounts to determine collectability
and to predict revenue more accurately.

Establish an allowance for doubtful ac-
counts to predict revenue more accu-
rately.
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Actions Taken...

The Kansas Soldiers’ Home does not de-
velop collection rates.

The Kansas Soldiers’ Home does not de-
termine costs of collections.

The Soldiers’ Home maintains an aging
of accounts.

The Soldiers’ Home has established an
allowance for doubtful accounts.




Periodically review accounts and write
them off when they are found to be un-
collectable.

For each of the 19 transfer patient ac-
counts showing unpaid balances on
charges prior to fiscal year 1979, the
Soldiers Home should determine what
amount was charged in excess of the le-
gal maximum rate, and take steps to ad-
just the balances accordingly.

28.

The Soldiers’ Home requests write off of
accounts when: every reasonable effort
has been made to collect the balance, the
account has been outstanding for more
than one year, and the person who has

-the outstanding account is deceased. On

November 17, 1987, the Soldiers’ Home
requestedthat accounts totaling $137,444
be written-off.

The Kansas Soldiers’ Home complied
with this recommendation.




APPENDIX B

Accounts Receivable in Six Programs
Reviewed by the Auditors

As a part of this audit, the auditors reviewed accounts receivable management
procedures and practices at six State programs. Those programs included Wichita
State University’s National Direct Student Loan program, the collection of patient ac-
counts at the University of Kansas Medical Center and Osawatomie State Hospital,
the Child Support Enforcement program at the Department of Social and Rehabilita-
tion Services, and the Department of Human Resources’ Employer Contributions and
Benefit Overpayment Control units of the Unemployment Insurance program. At
each program, the auditors interviewed program administrators, reviewed the proce-
dures used for the collection, reporting and write-off of accounts receivable, and re-
viewed information about the amount and age of the accounts. To determine whether
programs were following their established or required procedures, the auditors re-
viewed a sample of approximately 50 accounts for each program. The results are re-
ported, by agency, in the sections that follow.

Wichita State University:
National Direct Student Loan Program

The National Direct Student Loan program provides low interest long-term
loans to qualifying college students. Students can receive a maximum of $1,200 per
year. This program is administered wholly by the University with the loan money
coming from the U.S. Department of Education. At the end of fiscal year 1987, Wic-
hita State’s program had almost $6 million in outstanding debts. New loans made
during the year were valued at about $877,000 and collections totaled $763,000.

In fiscal year 1987, only eight percent of all the balances in the University’s ac-
counts that were in repayment status were more than 120 days past due. Borrowers
were on schedule in repaying $2.5 million out of $3.3 million in loan principal that
was in repayment status.

The University needs to ensure that its collection schedule is in compliance
with federal regulations. Federal regulations specify a series of telephone and writ-
ten collection efforts and a time schedule for those efforts. The institution must con-
tact a borrower and demand repayment within 15 days of a missed payment and make
two additional collection attempts by the time a payment is 60 days past due. A final
notice must be made at 75 days. If these efforts are unsuccessful, the institution then
must turn the account over to a collection agency, sue the borrower, or use its own
personnel to collect the loan.

Federal regulations for the National Direct Student Loan program require three

collection attempts by the time a payment is 60 days past due, the first occurring
within 15 days of a missed payment. However, Wichita State University's procedures
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do not require that the delinquent account be submitted to the University's collection
unit until approximately 60 days after an account becomes delinquent. The Univer-
sity has been sending out regular monthly statements within the required time sched-
ule. Although monthly statements are collection efforts, the auditors do not think that
the statements the University was sending out during fiscal year 1987 constitute the
“contact...by. telephone or in writing to demand repayment (overdue notice)" required
by federal regulations because they did not indicate the amount due was overdue or
demand repayment. In its response to the draft audit report, the University indicated
that its statements have recently been modified to include messages about the overdue
status of the account and a demand for repayment. Those statements would now ap-
pear to meet the federal requirements.

At the 120-day mark, the staff may decide to turn the account over to a collec-
tion agency or continue their own collection efforts. If the account is turned over to
the collection agency the entire amount of the loan becomes due.

The University may not always be using litigation as called for in federal
regulations. Federal regulations require the University to pursue litigation when all
other collection attempts have failed and assets can be identified. However, represen-
tatives of one of the University’s collection agencies told the auditors that University
officials had instructed them not to litigate any more cases. Collection agencies can-
not litigate without the University's approval. There is no additional charge to the
University for litigation. University officials indicated to the auditors they do not
think legal action produces good results. Information the auditors obtained from the
collection agency showed that money was collected in eight of 12 cases litigated by
the firm. In a follow-up to the University's response to the draft audit report, Univer-
sity officials indicated they intended to clarify the University's position regarding liti-
gation with the University's collection agencies.

Kansas Board of Regents:
University of Kansas Medical Center

At the Medical Center, the auditors examined a sample of 48 accounts receiv-
able files of hospital medical bills for outpatient and inpatient care. At the end of fis-
cal year 1987, the Medical Center had more than $73 million in outstanding debt.
Charges during the year totaled more than $108 million and collections totaled almost
$87.7 million.

In fiscal year 1987, more than 92 percent of the Medical Center’s accounts re-
ceivable moneys was in accounts less than a year old. The auditors’ review of fiscal
years 1985 through 1987 accounts showed that the percentage in these young ac-
counts had increased four percent over the three-year period.

The collection rate for fiscal year 1987 was 80.9 percent. This is attributed to
some individuals being unable to pay for necessary medical services. Medical Center
officials indicated that a factor that affects the collection rate is contractual agree-

ments with insurance providers. For example, if the charge for a service is $100 the
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provider might have an agreement to pay $95. This agreement would reduce the col-
lection rate.

The Medical Center has developed its own policies for collecting overdue
amounts from former patients. Under those policies, a patient receives three state-
ments. before the account is turned over to an internal collections department. The
collection department keeps the account for six months. While accounts are in the
collections department, another series of statements goes to the patient with increas-
ingly harsh demands for payment. If the bill is still not paid, the account is turned
over to one of three legal firms that do collections for the Medical Center, and to the
State set-off program. Attorneys may keep the account for approximately a year; if
they cannot collect the account, it is submitted to the Department of Administration
for write off.

The Medical Center generally appeared to follow its collection policies, but
some accounts were held by collection attorneys for years, with few collections
resulting. All the files examined appeared to have been sent all required statements.
However, the average time between final bill and write-off for the 12 written-off ac-
counts examined by the auditors was 42 months. The average length of time these
accounts were held by the attorneys was 24 months, twice the time stated in the Medi-
cal Centers policies. There did not appear to be any reason for the attorneys to hold
these accounts that long. Only three of the 12 accounts at the collection agency had
any collections by the attorneys, and the most collected on one account was $85.
Medical Center officials reported that they have had a problem getting accounts back
from attorneys in the past, and that they have been working on improving this situ-
ation.

Department of Social and Rehabilitation Services:
Osawatomie State Hospital

At Osawatomie State Hospital, the auditors reviewed financial information and
a sample of 43 accounts receivable files. At the end of fiscal year 1987, the Hospital
had more than $9 million in outstanding debt. Charges during the year totaled about
$16.4 million and collections totaled almost $5.7 million.

In fiscal year 1987, Osawatomie State Hospital had 87.5 percent of its accounts
receivable money in accounts less than a year old. The auditors’ review of fiscal
years 1985 through 1987 accounts showed that the percentage of money in the older
accounts had increased 16 percent during the three-year period. Hospital officials in-
dicated that there were more older accounts because a growing number of patients did
not have insurance or had decreased coverage. These individuals were often unable
to pay their debt or did so by making small payments. The collection rate for fiscal
year 1987 was 34.5 percent. Hospital officials attributed this to many of the patients
having limited funds and some patients being placed in the Hospital by the court.

Most of Osawatomie State Hospital’s collection regulations and guidelines
are based on the Department of Administration's requirements. Collection letters
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begin when the account is 30 days past due and one letter is sent monthly for three
months. The exception to this is accounts under $50, which receive only one collec-
tion letter. Hospital officials determine how long accounts stay in the set-off program
and when they are no longer collectable.

Osawatomie State Hospital’s collection efforts were often behind schedule.
To determine if the Hospital was operating within the applicable guidelines and if
those guidelines were effective in making collections, the auditors reviewed a sample
of 43 receivable accounts. These accounts were divided into four categories: current,
collected, in the set-off program, and written-off. Each account was examined to see
if the applicable procedures had been followed.

The auditors found that the Hospital did not follow the letter schedule which re-
quires a series of three collection letters to be sent a month apart, beginning when the
account becomes 30 days past due. Half the 43 accounts reviewed were not sent col-
lection letters according to schedule; sometimes letters were several months late.
Hospital personnel told the auditors that clients received statements on a monthly ba-
sis showing the amount owed. Even though collection letters were not sent as re-
quired, statements were sent out monthly. Agency officials indicated the inconsis-
tency in timeliness could be explained by the fact that the person responsible for
sending the collection letters only works half-time.

Private hospitals used similar collection procedures but the time schedule
was accelerated compared to that used by State hospitals. Because both of the
hospitals reviewed seemed to have some difficulty collecting their delinquent ac-
counts, the auditors contacted five large private hospitals in Kansas to find out what
procedures they use. They found that all the hospitals used phone contacts, collection
letters, and collection agencies. All but one used legal methods. Timing seemed to be
the largest difference between the private hospitals and the State hospitals. For ex-
ample, four of the five private hospitals referred accounts to collection agencies when
they were 90 days past due and began writing off small accounts as early as 30 to 60
days. In addition, most of the private hospitals did their own skip tracing.

The private hospitals that used collection firms generally used both comprehen-
sive collection agencies and collection attorneys, and they used them for different
types of accounts. Administrators generally indicated they received the best results
when they sent attorneys the accounts with large balances, where they had located the
debtor, and knew where he or she was employed. They sent attorneys those cases as
soon as it appeared litigation might be appropriate. They generally referred smaller
accounts and debtors who needed to be located to comprehensive collection agencies,
and they made those referrals later in the collection process.

Department of Social and Rehabilitation Services:
Child Support Enforcement Program

The Child Support Enforcement program provides child support and alimony

collection services to recipients of Aid to Families with Dependent Children, and
child support services to individuals not otherwise eligible for assistance. It is feder-
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ally mandated to locate absent parents, establish paternity, and establish and enforce
support obligations for all children who are receiving Aid to Families with Dependent
Children because of the absence of a parent. The program collected more than $20
million for Kansas residents during fiscal year 1987. Other financial information was
not available because it is not maintained in the manual case management system the
program currently uses.

The Child Support Enforcement program is governed by both federal and
State regulations and Department policy. The federal regulations on collection are
brief. When an employed absent parent misses one support payment, the State must
go to court and implement an income withholding order. An income withholding or-
der is similar to a garnishment. The income withholding order, however, does not
have to be renewed each month. Although income withholding is an extremely pow-
erful collection tool, it can only be used for absent parents who have an established
Kansas court order and a known employer or other source of income. The Depart-
ment must also be able to serve notice of the delinquency to the parent. After the de-
linquent amount is collected, the order remains in effect for at least one year to ensure
continued payment of child support. The State must also impose a lien against the
absent parent’s property, if the parent owns property or lives in Kansas and owes
overdue support.

State regulations concerning child support collections generally reflect federal
regulations. Department policies expand the list of collection methods to include gar-
nishments, attachments, aid in execution, contempt of court and criminal non-support.
Because federal regulations specify that legal measures are to be taken immediately
upon a missed payment, there is no Department policy addressing any collection
methods such as telephone calls or collection letters.

The Child Support Enforcement program is not making full use of its most
powerful collection tool — income withholding orders. The auditors visited the
area offices at Topeka and Manhattan, and examined 25 files at each office. Both of-
fices appeared to comply with most regulations and policies. In both Manhattan and
Topeka, staff appeared to make efforts to locate absent parents, establish paternity, se-
cure child support orders, and monitor the cases in compliance with the applicable re-
quirements and guidelines.

The auditors found, however, that income withholding orders were also not
being used to collect delinquent payments when appropriate. At the Manhattan of-
fice, it appeared that two of five delinquent accounts the auditors reviewed should
have been considered for income withholding orders. Instead, collection letters were
used. In neither case was any legal action taken. Officials at the Manhattan offices
told auditors that income withholding orders are used only when an absent parent ha-
bitually misses payments. The Manhattan area office has a policy of using collection
letters for the first two months a payment is delinquent.

At the Topeka office, only one of the five delinquent accounts had an income
withholding order filed. One had a garnishee and the other two had court orders to
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appear and show cause. In most cases, the Topeka accounts were referred to the legal
department in a timely fashion, but it took three to four months before any legal ac-
tion was taken.

Department officials stated that Statewide only about 20 percent of the pos-
sible income withholding orders are written. The reason given was that the child
support system was a manual one and the Department did not have the staff to keep
up with the work required to monitor the payments, certify the debt, and complete the
paperwork and legal work required to file the income withholding orders. The Man-
hattan office has only a half-time attorney and contracts out much of the legal work.
The official stated that this situation will be improved somewhat as soon as the new
automated system is implemented. In his fiscal year 1989 budget, the Governor has
recommended an additional 88.5 positions for the Child Support Enforcement pro-
gram. Twelve of these positions would be attorneys, and the majority of the remain-
der would be program technicians. Program administrators indicated that the addi-
tional technicians would speed up the paperwork needed for legal referrals.

The Department of Human Resources:
Unemployment Insurance Contributions Unit

The Division of Unemployment Insurances Services administers the State’s Un-
employment Insurance Law and related federal programs. Within that Division, the
Contributions Unit establishes employer liability under the Kansas Employment Se-
curity Law, collects the unemployment insurance tax which is used to pay benefits,
processes quarterly contributions and wage reports, collects past due tax liabilities,
and establishes experience ratings for payment of employer contributions. At the end
of fiscal year 1987, the Unit had about $4 million in outstanding debt. Contributions
due during the year totaled $157.2 million and collections totaled $156.4 million.

In fiscal year 1987, Unemployment Contributions had 57 percent of its delin-
quent account money in accounts less than a year old. (This does not include current
liabilities because the amount due is determined by the employers on a quarterly ba-
sis.) The auditors’ review of fiscal years 1985 through 1987 past due accounts
showed that the percentage of money in accounts more than a year past due increased
from 24 percent to 43 percent. Department officials indicated that the poor economy
is responsible for the increasing collection delays. They said that recent economic
problems in the farming and manufacturing industries have continued to affect em-
ployers unemployment contributions. Employers are avoiding paying their taxes.
Some are doing this purposely and some are looking for loopholes in the law.

The collection rate for fiscal year 1987 was 99.5 percent. This shows that most
taxes are collected promptly and that delinquent accounts represent only a small per-
centage of the total receivables.

The Department of Human Resources provides formal guidelines for the

collection of the unemployment insurance contributions tax. A collection sched-
ule is defined for two different types of accounts: those $100 or less, and those greater
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than $100. The guidelines include when and what types of letters are to be sent and a
$25 minimum penalty for delinquent tax reports.

Smaller accounts are handled by a series of letters and statements. Delinquent
accounts over $100 that become delinquent are turned over to field representatives for
. collection. . Field representatives use a number of collection procedures such as phone
calls, personal visits, or legal action. Each field representative uses his or her own
judgment as to what action should be taken. When it seems that legal action might be
necessary the field representative can call upon the Department’s staff of lawyers for
advice and action. A law passed July 1, 1976, makes delinquent contributors subject
to a levy (after the tax lien has been filed) without the necessity of a court action.
This law makes the accounts easier to collect.

Employer contribution collections were generally successful, and no signifi-
cant problems were discovered. The auditors reviewed a random sample of 68 ac-
counts receivable files of $100 or less, and 50 delinquent accounts over $100. Gener-
ally, the collection efforts for the files reviewed followed the established procedures.

Department of Human Resources:
Benefit Payment Control Unit

The Division’s Benefit Payment Control Unit is responsible for fraud preven-
tion, detection, and collection of benefit overpayments. At the end of fiscal year
1987, the unit had more than $6 million in outstanding debts. Overpayments during
the year totaled about $3 million, and collections totaled about $2.3 million.

. In fiscal year 1987, the Benefit Payment Control Unit had 57.8 percent of its de-
linquent account money in accounts more than a year old. (This does not include cur-
rent liabilities.) The auditors’ review of fiscal years 1985 through 1987 past due ac-
counts showed that this percentage has remained relatively stable through the three-
year period.

The collection rate for fiscal year 1987 was 74.7 percent. This is due in part to
individuals being unable or unwilling to pay back unemployment benefits that were
overpaid by the State or that they received fraudulently. Unit officials indicated that
this rate is expected to improve in the future because of the set-off program and assis-
tance from other states in collecting.

The Benefit Payment Control Unit has no written policies or procedures to
guide its collection efforts. This Unit handles two types of accounts: nonfraud and
fraud. The guidelines for collection of these overpayments were provided to the audi-
tors through interviews with the staff and a manual from the legal division. Collec-
tion methods for nonfraud accounts include a series of letters, the use of the set-off
program, and referral to the Department of Human Resources’ legal staff if necessary.
Fraud cases are handled almost entirely by the legal staff, which does have written
procedures. If the case is determined to be fraud, it is sent to the appropriate district
or county attorney for prosecution.
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A missing step in the Benefit Payment Control Unit’s collection process di-
minishes the effectiveness of that program’s collection effort. The auditors re-
viewed 25 nonfraud and 25 fraud accounts. They found that the Benefit Payment
Unit followed the collection schedule in a timely way and that fraud cases usually
were prosecuted in an aggressive manner. However, nearly half the nonfraud cases
that went to the legal staff for collection got hung. up in an inactive legal code which
prevented them from being worked by the Benefit Payment Unit.

Nonfraud overpayments generally occur inadvertently when an individual re-
turns to work. When the Unit is unable to collect a nonfraud account, the account is
sent to the legal staff for collection and possible prosecution as a civil action. Nine-
teen of 25 nonfraud cases they reviewed were determined to have insufficient evi-
dence for prosecution. The auditors found that there was no provision in the
Department’s collections management procedures to ensure that these cases were re-
turned to the Benefit Payment Unit to resume regular collection activities. As a re-
sult, in nonfraud cases where the Department’s legal staff declined to pursue civil ac-
tion, the account became inactive often for years.

For example, one of the cases reviewed by the auditors concerned an overpay-
ment of benefits made in June 1982. Collection efforts made by the Benefit Payment
Unit during the following 18 months were unsuccessful. In December 1983, the legal
staff determined that there was insufficient evidence to prosecute and the case became
inactive. In January 1985, the Benefit Payment Unit manually retrieved the case from
the computer. Additional collection attempts were unsuccessful and by July 1985 it
was again inactive.
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APPENDIX C

This appendix contains summaries of set-off program collections for fiscal
years 1986 and 1987, by agency, as well as the number and dollar value of
accounts remaining in the program for each agency at the end of each fiscal year.

37.




Summary of Set-Off Program Collections for Fiscal Year 1986
And Accounts Remaining at the End the Year

Collections During Fiscal Year 1986 Left at End of Year
Set-off Write-off Total Number of Amt. in
Collections Collections Collections Individuals Set-off
Adjutant General $0 $0 $0 1 $888
Board of Agriculture 22 0 22 1 38
Department of Administration 0 150 150 4 297
Attorney General 0 0 0 1 555
Corporation Commission 197 0 197 3 958
Fort Hays State University 11,614 1,348 12,962 419 257,709
Depariment of Health and Environment 0 12 12 0 0
Dept. of Human Res. -- Unemp. Ins. Taxes 0 0 0 275 459,160
Department of Human Resources -- other 340,725 129 340,854 12,484 4,391,834
Kansas Neurological Institute 382 68 450 23 39,138
Ks. Public Employees Retirement System 429 0 429 15 7,716
Kansas State University 16,893 2,486 19,379 1,428 812,208
Emporia State University 25,052 411 25,463 1,035 633,911
Pittsburg State University 34,758 551 35,309 881 795,313
Osawatomie State Hospital 8,602 696 9,298 1,021 297,690
Parsons State Hospital & Training Center 855 0 855 25 13,022
Department of Revenue 27,661 11,881 39,542 9 38,911
School for the Deaf 0 0 0 1 60
Soc. & Rehab. Svcs. - Child Support(a) 1,117,197 0 1,117,197 17,991 75,250,885
Social and Rehab. Services - other 0 0 0 2,297 3,195,146
Kansas Technical Institute 554 0 554 16 3,612
Topeka State Hospital 1,818 790 2,608 123 79,044
Kansas Department of Transportation 2,765 0 2,765 0 0
Judicial Department 0 0 0 1 319
University of Kansas 10,096 2,803 12,899 222 44,218
Univ. of Ks. Med. Center - patient debts 115,765 71,305 187,070 13,076 9,894,027
Univ. of Kansas Medical Center -- other 0 0 0 55 4,921
Wichita State University 23,147 725 23,872 625 646,188
Write-offs n/a n/a n/a 10,552 5.624.554
Total $1,738,532 $93,355 $1,831,887 62,584 $102,492,321

(a) Child Support Enforcement debts are the only ones matched against unemployment insurance
payments for set-off purposes.
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Summary of Set-Off Program Collections for Fiscal Year 1987
And Accounts Remaining at the End the Year

Collections During Fiscal Year 1987 Left at End of Year
Set-off Write-off Total Number of Amt. in
Collections Collections Collections Individuals Set-off
Adjutant General $0 $0 $0 1 $888
Board of Agriculture 0 0 0 4 253
Attorney General 0 0 0 8 8,107
Board of Healing Arts 300 0 300 0 0
Corporation Commission 171 0 171 1 543
Department of Administration 0 66 66 5 1,515
Fort Hays State University 17,931 309 18,240 428 279,245
Department of Health and Environment 0 42 42 0 0
Department of Transportation 83 0 83 2 1,316
Dept. of Human Res.-Unemp. Ins. Taxes 0 0 0 459 822,059
Department of Human Resources 391,684 483 392,167 12,026 4,829,926
Insurance Department 87 0 87 0 0
Kansas Neurological Institute 911 87 998 26 33,939
Ks.Public Employees Retirement System 370 0 370 15 7,805
Kansas State University 15,037 6,347 21,384 714 315,799
Emporia State University 29,490 240 29,730 928 479,388
Pittsburg State University 39,416 1,871 41,287 871 833,171
Osawatomie State Hospital 16,475 1,637 18,012 1,237 443,093
Rainbow Mental Health Facility 0 0 0 68 38,568
Parsons State Hospital 627 181 808 32 14,938
Department of Revenue 5,977 4,903 10,880 31 171,259
School for the Deaf 0 0 0 1 60
Soc. & Rehab. Svcs. - Child Support(a) 1,382,801 0 1,382,801 20,883 92,104,417
Social & Rehab. Services - other 0 0 0 2,986 4,129,208
Kansas Technical Institute 419 0 419 28 5,348
Topeka State Hospital 4,396 571 4,967 160 138,720
Judicial Department 0 0 0 1 319
University of Kansas 29,039 4588 33,627 1,575 600,429
Univ. of Ks. Med. Center - Patient Debts 275,074 150,704 425,778 13,898 10,937,107
Univ. of Kansas Medical Center - other 0 0 0 33 43,546
Wichita State University 27,652 3,291 30,943 476 485,439
Write-offs n/a Dn/a n/a 14101 1.355.485
Total $2,237,940 $175,220 $2,413,160 70,998 $124,081,890

(a) Child Support Enforcement debts are the only ones matched against unemployment insurance
payments for set-off purposes.
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APPENDIX D

Agency Responses

On February 9, 1988, a copy of the draft audit report was sent to the Depart-
ments of Administration, Human Resources, and Social and Rehabilitation Services,
Osawatomie State Hospital, the University of Kansas, and Wichita State University
for review and comment. Those written responses are included in this appendix.

The responses provided by the Departments of Social and Rehabilitation Ser-
vices and Osawatomie State Hospital included comments or clarifying information in
several areas. As a result, minor changes were made in the draft report. Those
changes did not affect the conclusion or recommendations.

In its response, Wichita State University took exception to each of the major
points made in the draft report that concerned its operations. After reviewing the
University's response and meeting with University officials, the auditors made some
changes in the recommendation regarding the University, revised their analysis of the
aging of accounts, and clarified information presented on pages 11 and 30 of the draft
report.

Those clarifications did not change the auditors' conclusions in these areas.
Legislative Post Audit and the University continue to disagree on the University's
compliance with federal regulations. University officials indicated they would con-
tact federal officials to ensure that their current practices and procedures fully comply
with the applicable regulations.
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‘L EGISLATIVE POST AUDIT
DEPARTMENT OF ADMINISTRATION
State Capitol
Topeka 66612-1572
(913) 296-3011
H. Edward Flentje, Secretary February 22, 1988

Meredith Williams
Legislative Post Auditor
109 West 9th, Suite 301
Topeka, Kansas 66612~1285

Dear Mr. Williams:
Thank you for the opportunity to review the draft copy

of the performance audit report Reviewing the Way
Agencies Collect Money Owed to the State.

The report is well written. We are in general agreement
with the report's conclusions and recommendations. We
are expanding our efforts within the Division of
Accounts and Reports to improve our setoff and collec-
tion programs.

Very truly yours,

HEF :pr

Enclosure
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Mr. Meredith wWilliams
Legislative Post Auditor
109 wWest Ninth, Suite 301
Mills Building

Topeka, Kansas 66612-1285

Re: Audit Report entitled: Reviewing the Way
Agencies Collect Money Owed to the State

Dear Mr. Williams:

Paragraph 1 on page 12 of the above referenced réport
states:

"However, there is no provision to ensure that the
cases the legal staff decide not to pursue are returned
to the Benefit Payment Unit to resume regular collec-
tion activities."

It should be noted the Benefit Payment Control Unit has
exhausted all of its resources prior to the time cases are
referred to legal. Therefore, to return said cases to Benefit
Payment Control as recommended on page 19 may not be the answer,
but rather an exercise in futility. It is much more cost
effective to continue to have legal review such files period-
ically by checking wage files for current employment. 1In the
event information is not obtained which would allow legal to
proceed further, such accounts should be charged off after five
years, in accordance with the applicable statute.

It should be noted, legal does not pursue those cases in
which the individual cannot be found or where there are no assets
available to liquidate the overpayment. However, these overpay-
ments remain subject to offset should the individual apply and is
found to be eligible for unemployment payments by this Depart-
ment. In addition, the Department of Administration will offset
other monies due the debtor as a result of the unemployment
insurance overpayment.

L3,
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Mr. Meredith Williams
February 17, 1988
Page 2

Therefore, the individual remains subject to administrative
collection actions although a lawsuit has not been filed. Such
cases are reviewed periodically.

If you have any questions, please contact me.

Sincerely,

. Kotich
Chief Counsel

AJK:kos

cc: Dennis R. Taylor
Ray Siehndel

Lk,




STATE OF KANSAS

MIKE HAYDEN, GOVERNOR
STATE DEPARTMENT OF SOCIAL AND REHABILITATION SERVICES

OFFICE OF THE SECRETARY WINSTON BARTON, SECRETARY DOCKING STATE OFFICE BUILDING
TOPEKA, KANSAS 66612-1570

February 16, 1988 (913) 296-3271

KANS-A-N 561-3271

Meredith Williams
Legislative Post Auditor
Division of Legislative Post
Audit

109 West 9th, Suite 301
Topeka, Kansas 66612

Dear Mr. Williams:

I appreciate the opportunity to respond to a draft version of your report

entitled, "Reviewing the Way State Agencies Collect Delinguent Accounts."

Concerning the Kansas Child Support Enforcement Program (CSE), I offer the
following comments.

On page eight of your report, you indicate that CSE was "the only program
reviewed that did not age its accounts.” It is important to note that Kansas

lTaws concerning dormant and void judgments (K.S.A. 60-2403), dictate to a large

extent the child support debts we are able to collect. Without payment or

certain types of legal action, child support judgments become dormant after five

years and void after seven years. However, we do maintain cases in which

collection of an eighteen year old debt is possible because appropriate actions

were taken to keep the judgment alive.

On page ten, the chart entitled, "Collection Procedures Used by the Six Programs
Reviewed," should indicate that CSE uses phone contacts and letters in our
collection efforts. 1In addition, a limited number of low priority cases are
referred to G.C. Services, a collection agency.

On page ten, in the box entitled "Collecting Delinquent Child Support", the
second example you use may be misleading depending on the income information
disclosed by the debtor in the "show cause" hearing of July, 1987. Your example
implies that the attorney was able to force disclosure of the income information
necessary to file income withholding but did not do so. However, if no employer
or income information was obtained at the hearing or if it was Tearned that the
obligor was "judgment proof®, it may have been appropriate not to pursue
additional legal action. Since you do not provide a case name, it is impossible
for us to review the circumstances.
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Mr. Meredith Williams
February 18, 1988
Page Two

After reviewing your second full paragraph on page eleven, I think it is
important to emphasize that although income withholding is an extremely
effective tool, it can only be used in cases where we have an established Kansas
court order, a known employer or other source of income, and if we can obtain
service of a notice of delinquency on the obligor. You do no state in this
paragraph whether the ten delinquent accounts you reviewed had a known income
source and a Kansas support order. If the cases reviewed did not meet the
criteria for use of income withholding, it may have been appropriate to have
only one withholding filed. It is also important to note that income
withholding filed in "only 20 percent of the applicable cases" means that we
have filed in excess of 20,000 such actions because of the huge CSE caseload.

On page thirteen, last paragraph, you report in error that CSE submits debtors

to Kansas debt setoff when debts reach $150. This $150 figure is the threshold
for submittal to the federal debt setoff program. For the Kansas program, CSE

submits debts of $25 or more.

On page nineteen, item number one, it is important to note that federal
regulations require that income withholding be used in all cases meeting the
criteria the next day after a monthly support payment is missed. The only way
CSE can comply with over 100,000 cases to monitor is to have in place an
automated system which automatically identifies delinquent payors. Currently,
CSE must manually review all cases to make this determination.

On page thirty three, first full paragraph, last sentence, it is an
overstatement to say that CSE must impose a lien against the debtor's property.
Federal law only requires that 1iens be used if certain criteria are met. 1In
the last sentence of the second paragraph, you are incorrect when you say that
CSE has no policy concerning collection measures such as telephone calls or
collection letters. Many of the statements you make in this report seem to
imply that the federal requirement for immediate income withholding applies in
every case. In reality, income withholding can only be used in cases which meet
the criteria discussed earlier. The majority of cases maintained by CSE either
have no court order or have no known income source. In such cases, federal
regulations do not require the impossible. Since income withholding is not
appropriate in such cases, other collection techniques such as phone contacts
and letters are used by CSE staff effectively.

If you require additional information as a result of this response, please
contact Jim Robertson at 296-4188. Once again, thank you for the opportunity
for input.

Sincerely,
4 " " - -) )
%/ﬂ&iﬂ.,»..,., %{}, L

Winston Barton
Secretary

WB:JAR:tmd Le.
cc: Sandy Duncan
Jim Robertson




STATE OF KANSAS
'MIKE HAYDEN, GOVERNOR

OSAWATOMIE STATE HOSPITAL
OSAWATOMIE, KANSAS 66064-9757

. , SUPERINTENRENT

nommA ?;:-:;Hfs'\;?msx M\‘»

ey .,v,./
SOCIAL & REHABILITATION SERVICES

DOCKING STATE OFFICE BUILDING
TOPEKA, KANSAS 66612-1570

Osawatomie State Hospital response to draft copy of Legislative Post Audit
Report, "Reviewing the Way Agnecies Collect Money Owed to the State", February 12,
1988, We offer the following comments:

Page 6 comment:
The Division of Accounts and Reports established standard reporting requirement
in 1981, but it has only recently begun to enforce those requirements.

Page 8 comment:
Only two of the six programs were submitting monthly reports of their accounts
receivable.

Response:

The Monthly Report of Accounts Receivables (Form DA 32) was initiated in
1981. Osawatomie State Hospital has submitted this report each month, as
required, since the procedure was established. These reports are sub-
mitted to Accounts and Reports through Division of Mental Health and
Retardation Services., (Sample report attached.)

Page 8 comment:
Five of the six programs wrote off their uncollectable accounts, but only
Wichita State University did so in a timely fashion. J

Response:

Osawatomie State Hospital does write-offs of uncollectable accounts in
accordance with Division of Mental Health and Retardation Services'
Commissioner's Letter 1615, dated April 24, 1980. The hospital feels
that uncollectable accounts are written off in a timely manner and in
accordance with current policy and procedure

Page 8 comment:

At Osawatomie State Hospital, accounts were being written off only when
officials determined they were no longer collectable; for example, when
bankruptcy occurred. Hospital officials said their policy was to write off
accounts after they had been in the set-off program for three tax years with-
out a collection, but the auditors did not find any accounts that were being
written off for that reason. Those officials said many of the accounts
currently in the set-off program were nearing the end of their three-year
period, and write-offs would increase in fiscal year 1988.
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Page 2 = Osawétomie State Hospital Response February 12, 1988

Response:

This statement is not correct. Uncollectables are written off as stated
above. Accounts in the set-off program are moved to the Accounts and
Reports write-off program after three years. Attached is a flow chart from
Division of Mental Health and Retardation Services'Commissioner's Letter
1615 which explains the removal of charges from the books.

During 1986/1987 fiscal year, Osawatomie State Hospital wrote-off, as
uncollectable, $10,225,688.17 representing 1244 accounts. This does not
include the accounts which Accounts and Reports authorized for write-off;
for example, when bankruptcy occurred.

3. Page 19, Item 4 comment:
Osawatomie State Hospital should send out its regularly scheduled collection
letters on a timely basis.

Response:

The audit findings are acknowledged. It should be noted: however, we
have not found that there is a significant increase in private pay when
using the series of collection letters over sending monthly statements
and one collection letter. This is not an automated process whereby a
collection letter is printed the same time the monthly statement 1is
printed. Our computer system is not capable of producing such letters.
Ths process is a manual tickler system and is assigned to a half-time
position which does effect the timely schedule.

4., Page 19, Item 6 comment:
The University of Kansas Medical Center, Osawatomie State Hospital, and the
Benefit Payment Control and Contribution Units of the Department of Human
Resources should write-off uncollectable accounts in a timely way.

Response:
As previously stated in No. 2 above.

5. Page 31 comment:
Most of Osawatomie State Hospital's collection regulations and guidelines are
designed by the Hospital's administration.

Response:

The policies and procedures followed by Osawatomie State Hospital are

those set forth by the Department of Administration - Division of Accounts
and Reports Policy #8001, dated January 1981, State Director's Letter 1615,
dated April 24, 1980, State Commissioner's Letter 355, dated August 15, 1983,
and State Commissioner's Letter 374, dated October 20, 1983, Only internal
operational procedures have been developed by the Hospital Administration.
The Hospital does not independently develop or establish collection policies
and procedures.
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Page 3 ;'Osawatomie State Hospital Response February 12, 1988

Page 32 comment:
Osawatomie State Hospital's collection efforts were often behind schedule.

Response:

The audit findings are acknowledged. The current computerized Accounts
Receivables' System is antiquated and cumbersome. Efforts should be
made to update the system.

Page 32 comment:
Private hospitals used similar collection procedures but the time schedule
was accelerated compared to that used by State hospitals.,

Response:

We do not feel private hospitals should be compared to state hospitals
due to many differences such as, organizational structure, manpower,
and computerized systems.

The computerized billing accounts receivable system used by the state

was out-dated when it was implemented in 1974. Many problems have been
identified but are still there. It has been indicated, even if the problems
were corrected, we would still have an antiquated system.

d/gf bﬁ;ézi?74kzzmé@éuz4f _
ennie L. Chambers Harold J. Nye
Reimbursement Officer Business Adminf
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V. REMOVAL OF CHARGES FROM BOOKS

Determine type (account receivable, bad debt, deferred charge) by using
Computation Chart and appropriate patient's ledger card,

IF DEFERRED CHARGE WITH NO PATIENT'S OBLIGATION

Complete Settlement Form

Send to Fiscal for logging and signing

Fiscal to return one signed copy to Institution

IF DEFERRED CHARGE WITH PATIENT'S OBLIGATION
Complete Request for Compromise form
e Send completed form to Fiscal for logging
Fiscal to route it to Legal for action
Legal to return it to Fiscal to check against log
Fiscal to return it to Institution

Patient to pay his obligation

Deferred liability to be removed

52.
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IF PATIENT'S OBLIGATION NOT PAID

Patient becomes responsible for his
obligation plus deferred charges

Determine amount past due

Apply 262.2 collection procedures

IF TMPOSSIBLE TO COLLECT

L——~—IF MORE THAN $200 L——————IF LESS THAN $200

Dispose of patient's obligation

————Complete For-Legal-Action Form
by Write-Off procedure

Send to Fiscal for logging
Prepare Write«~0ff form

Route to Legal

t————3Send to Fisgcal for logging
IF NO ACTION WARRANT.D

Route to Accounts & Reports
Institution to dispose of
patient's obligation by

Write~0ff procedure '

Return to Institution

Dispose of deferred charges

Prepare Write-0ff form
e Send to Fiscal for logging

Route to Accounts & Reports

by Settlement procedure
Prepare Settlement form

l—  _ Send to Fiscal for

signing and logging

Return to Institution

Return one copy to institution

Institution to dispose of
deferred charges by
Settlement procedure

IF ACTION TAKEN

LF SUCCESSFUL

Patient to pay his obligation

Institution to dispose of deferred
charges by Request for Compromise

IT UNSUCCESSFUL
Institution to dispose of patient's
obligation by Write-Off procedure

as above

Institution to dispose of deferred charges
by Settlement procedure as previously shown
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The University of Kansas

Office of the Chancellor February 17, 1988

Mr. Meredith Williams

Legislative Post Auditor
Legislative Division of Post Audit
109 West 9th, Suite 301

Mills Building

Topeka, Kansas 66612-1285

Dear Mr. Williams:

Thank you for the opportunity to review and comment on the Legislative
Division of Post Audit's findings in its audit of the way selected state
agencies collect money owed to the state.

Our hospital administration has studied carefully the section dealing with
collection procedures relating to delinquent accounts at the University of
Kansas Medical Center.

The audit recommended two changes in collection procedures for the University
of Kansas Medical Center. Those recommendations and the University's response
are listed below:

Item 3 - "The University of Kansas Medical Center should ensure
that attorneys return uncollectable accounts on a timely basis."”

The University has approval from the state attorney general's
office to request collection attorneys to return automatically the
accounts to the Medical Center for further processing if there has
been no activity on an account for six months. The University has
been asked, however, to give the attorney or firm involved an
opportunity to clarify whether or not there is pending action--
such as court action or a possible collection procedure being
carried out.

Over the past several months the Medical Center has written the
attorneys and their firms regarding accounts that it considers
inactive and asked that they be returned. These accounts have not
been returned in a timely fashion, and, as a result, we have
prepared 1ists of accounts that we are automatically retracting.
These Tetters were mailed February 11, 1988, The individual firms
and attorneys have, therefore, been put on notice and the
University will proceed to prepare these for write-off at the May,
1988 meeting of the Board of Regents. This will eliminate a large
number of small accounts.

5k,
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Mr. Me

redith Williams

February 17, 1988

Page 2

Item 6 - "The University of Kansas Medical Center.....should

write-of f uncollectable accounts in a timely manner.™

If we

With the revamped recall from the various attorneys and firms, the
Medical Center will be able to do this in a much more timely
fashion. We believe marked improvement in the management of
accounts has been shown over the course of the Tlast several
years. We believe this action will be the last major step in
securing effective management of uncollectables.

can provide you with further information, please contact me.

Respectfully,

Gene A. Bud192
Chancellor
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The

Wichita

“State University LEG,SMWE POST AUDIT

Office of the Vice President, Administration and Finance

February 26, 1988

Mr. Meredith Williams, Post Auditor

Legislative Division of Post Audit

109 W. 9th Street - Suite 301

Mills Building :
Topeka, KS 66612 :

RE: Audit Report Concerning Reviewing the Way Agencies Collect Money
Owed to the State

Dear Mr. Williams:

On pages 11, 19, 29 and 30 of the above referenced report, statements are made
indicating that The Wichita State University is not in compliance with federal
regulations on its National Direct Student Loan (NDSL) collection procedures.
These statements are not accurate and are misleading.

The report indicates that the federal regulations require an institution to make
contact with borrowers within 15 days of a missed payment, two additional
collection attempts by the time a payment is 60 days past due, and a final
notice must be made at 75 days.

The Wichita State University NDSL program mails monthly demand statements to the
borrowers. These statements demand payments on any current payment due plus

any delinquent amounts owing. For instance, on an account which has its first
payment due on 10-5-87, a statement demanding payment by 10-5-87, is mailed
9-20-87. If that payment is not paid, another statement is mailed 10-20-87
(within 15 days) demanding the past due payment plus the current payment.
Additional statements demanding payment are mailed every 30 days.

In addition to these regular demand statements, approximately 60 days after an
account becomes delinquent, the collection department also initiates collection
efforts through telephone calls and collection letters. Therefore, The Wichita
State University has either met or exceeded the collection requirements proposed
by the federal government.

On pages 19 and 30 of the report, statements are made that the University
should comply with federal regulations concerning litigation of delinguent
accounts.

The University in general approves litigation by a collection agency, if the
agency has recommended litigation and if it appears that there is a reasonable
chance of making collections through litigation. 1In all cases where the
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Reviewing the Way Agencies Collect Money Owed to the State
Page Two

collection agency has returned the account to The Wichita State University
because of uncollectibility, there is documentation from the collection agency
stating that in their opinion the account is uncollectible because of certain
reasons.

In regard to the 12 accounts that were cited in the report as being litigated,
it should be noted that only 4 accounts have made substantial payments toward

their principal amount due. In fact, of the $21,166.98 principal due in these
accounts, only $1,702.93 has been collected for both principal and interest.

We are currently reviewing accounts which have been recommended for litigation
by the collection agency and will be forwarding the appropriate accounts for
litigation in the near future. Our policy is to litigate when feasible and to
pursue accounts vigorously.

On page 29, the report states, "The auditors' review of past due accounts for
fiscal years 1985 through 1987 showed a trend toward later collections. The
percentage of moneys in accounts more than 120 days past due increased from 24
percent to 32 percent. This statement is misleading. To give an accurate
perspective of the outstanding accounts, the following schedule is presented.®

Balance Balance Balance
06-30-1985 06-30-1986 06-30-1987

Borrowers not in Repayment

Status $2,591,784 $2,403, 341 $2,641,389
Borrowers on schedule in
Repayment Status 2,295,860 2,604,142 2,526,136
Borrowers less than 120
days delinquent 880,870 713,663 539,850
Borrowers more than 120
days delinquent 284,612 265,679 254,717
Totals $6,053,126 $5,986,825 $5,962,092

#The figures are excerpted from the Fiscal Operation Report submitted to the
federal government.

These statistics reflect in accounts less than 120 days delinquent a decrease
of $341,020 from 1985 to 1987 or a 38.7% reduction. It also reflects a larger
percentage of borrowers in current status for 1987 than in 1985. Seventy-six
percent for 1987 compared to 66% in 1985.

On page 30, a statement is made that none of the twenty five delinquent files
examined complied with the time schedule of contacts required by federal regula-
tions. This statement is not accurate. In a review of the 25 accounts selected
it was found that only 15 accounts are currently delinquent. The other 10 ac-
counts have either been paid in full or are current. In regard to the 15
accounts which may be considered delinquent, the majority of these had contacts
from our collections department within 60 days of becoming delinquent. 1In
addition, regular demand statements were mailed to the debtors according to our
time table expressed earlier in this letter.
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Reviewing the Way Agencies Collect Money Owed to the State
Page Three

In the review of the monthly demand statements, we do acknowledge that because
of software programming adjustments, some special messages on these statements
were inadvertently not printed. This item has been corrected and all the
special messages are now being printed on the statements.

The Wichita State University wishes to present facts which will reflect the
positive image of its collection procedures. In the last five years, we have
increased our total collections from $571,885 in 1982 to $832,131 in 1987, which
computes to a U46% increase in collections. We have also decreased our NDSL de-
fault rate from 5.006% in 1982 to 2.025% in 1987. Attached is a congratulatory
letter from the National Association of Student Financial Aid Administrators
concerning our NDSL default rate.

Enclosed for your information is a copy of the regular monthly demand statement
and the type of letter we receive from the collection agency on all accounts
returned by them as uncollectable.

We would be most happy to review these items with your staff for clarification
and adjustment.

Sincerely,

THEWICHITA STATE UNIVERSIY

Vite President for Administration
and Finance

Enclosures

cc: Warren B, Armstrong
James R. Decker
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MAR. 7 7 1988

NATIONAL ASSOCIATION OF STUDENT FINANCIAL AID ADMINISTRATORS

1776 Massachuselts Avenue, N.W.. Suite 100, Washinaton. D.C 20035
Phone (202) 765-0453
Hotline (202) 785-0451

March 6, 1986

Office of the President
Wichita State University
Box 24

1845 Fairmount

Wichita KS 67208

Dear Mr. President:

Allow me to take this opportunity to congratulate you and the members of your Finan-
cial Aid and Fiscal Office staffs for having a National Direct Student Loan Program
default rate of 5% or less, as reflected 1in the latest Education Department Default
Rate Listing. :

During these times, when so much of the publics' attention is directed towards those
few individuals and institutions that have failed to live up to their responsibili-
ties, we believe that equal attention should be paid to those who have performed
well. Therefore, NASFAA has raviewed the performance of each of its member insti-
tutions, and has sent a listing of all schools that have achieved a default rate of
5% or less to the attention of your state's United States Senators.

A copy of that letter is enclosed for your information. Hopefully, this kind of
information will help our elected representatives to understand that the poor
performance at a few schools should not jeopardize a program that has been admin-
istered well by many others,

We salute your achievements and hope that you will continue to work with us in
telling the whole story about an important student aid program that truly helps many
needy students ohtain their postseccndary education.

(\\\Sincere1y yours,
NPT AT =

Dallas Martin
Executive Director

DM/vm
Enclosure :
cc: Director of Financial Aid

, 59. ’ '
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THE WICHITA STATE UNIVERSITY

NATIONAL DEFENSE AND NATIONAL DIRECT STUDENT LOAN STATEMENT

SAMPLE
IF‘ APPROPRIATE CHECK ONE OF THE FOLLOWING : o TOAN AMOUNT
AND RETURN WITHOUT REMITTANGE. SO0 PLISFOURITY MO £O0E BEMITTED
[ STUDENT [ MILITARY PERSONNEL 888-88-8888 06
[ TEACHER [ PEACE CORP. MEMBER
B
|
L JANE DOE
L 211 MAIN STREET
T ANYWHERE, KS 67208
0
DETACH AND RETURN THIS PORTION WITH YOUR PAYMENT.
STATEMENT DATE  12-20-1987
INTEREST PERIOD INTEREST AMOUNT .5« |-~ PAST DUE PRINCIPAL CURRENT PRINCIPAL TOTAL DUE
11-87 TO 01-88 1.46 8.33 8.33 18.12
- TOTAL BORROWED PRINCIPAL CREDITED UNPAID BALANCE SOCIAL SECURITY NO. : DATE DUE
1000.00 708.05 291.95{ 888-88-8888 06 | 01-05-88

RECORDS IN OUR OFFICE INDICATE THAT YOUR LOAN IS 30 DAYS PAST DUE.
PLEASE PAY THE TOTAL AMOUNT DUE.

MENT SHOULD BE DEFERRED, CANCELLED, OR POSTPONED, PLEASE CONTACT

OUR OFFICE IMMEDIATELY.

THE WICHITA STATE UNIVERSITY

NATIONAL DEFENSE AND NATIONAL DIRECT STUDENT LOAN STATEMENT.

60.

IF THERE IS ANY REASON WHY PAY-
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WIRLY

CREDIT WORLD SERVICES, INC.

Wichita State University

DATE October 7, 1987

SUBJECT:

BALANCE: - .:

We have stopped all collection efforts and we are closing this account for
the following reason(s).
ﬁ//ii Can not litigate — Insufficient assets

2. Can not litigate - Statute of limitacions
No activity in mere than 5 years

3. Can not litigate — Can not be located
}///Z_ Can not litigate - Can not be easily served

5. Can not litigate - Owes less than $500.00

‘ 61.
6000 MARTWAY » SHAWNEE MISSION, KANSAS 68202 ¢ TELEPHONE: 913-362-3950







