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BY THE US. GENERAL ACCOUNTING OFFICE

Report To The Chairman, Committee On The
Budget, House Of Representatives

Significant Improvements Seen In Efforts To
Collect Debts Owed The Federal Government

In fiscal 1982, the Office of Management
and Budget maintained oversight of the
administration’s debt collection initiative.
Based on its review of six Federal agencies’
debt collection programs, GAQ found that
the increased focus on debt coliection re-
sulted in strengthened collection practices
and increased collections.

Although prospects seem good for even
further improvements in debt collection,
continued oversight by the Office of Man-
agement and Budget and the Congress is
necessary to sustain the level of attention
this program is receiving. The ultimate suc-
cess of the Government’'s efforts toward
better debt collection depends on solving
many longstanding--and still existing--prob-
lems.
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WASHINGTON, D.C. 20548

ACCOUNTING AND FINANCIAL
MANAGEMENT DIVISION

B-211321

The Honorable James R. Jones
Chairman, Committee on the Budget
House of Representatives

Dear Mr. Chairman:

As requested in your February 24, 1982, letter and as agreed
with your staff in later meetings, this report discusses the admin-
istration's debt collection initiative. It discusses the overall
collection results for fiscal 1982, specific collection activities
in six agencies, and prospects for collection in future years.

We have reported many times over a long period of years on
agencies' inability to collect debt, especially delinquent debt.
In fiscal 1982, OMB directed that agencies place high priority on
collecting debt as a way of reducing the budget deficit. We found
that this new emphasis resulted in significant improvements in
agencies' ability to collect debts owed the Government. Although
many longstanding problems affecting debt collection have not been
solved, we believe that if OMB involvement and agency management
emphasis are sustained, these improvements should continue into
future years.

At the request of your office, we did not take the additional
time to obtain written agency comments. The matters covered in the
report, however, were discussed with officials of OMB and the six
agencies we reviewed. Their comments are incorporated in our re-
port where appropriate.

We are sending information copies of the report to the Federal
agencies involved in our review. Copies will also be sent to in-
terested congressional committees.

Sincerely yours,

Wllbur D.,;§>é;;TEXP£Z)L/K

Acting Director



Request for copies of GAO reports should be
sent to:

U.S. General Accounting Office

Document Handling and Information
Services Facility

P.O. Box 6015

Gaithershurg, Md. #0760

Telephone (202) 275-6241

The first five copies of individual reports are
free of charge. Additional copies of bound
audit reports are $3.25 each. Additional
copies of unbound report (i.e., letter reports)
and most other publications are $1.00 each.
There will be a 25% discount on all orders for
100 or more copies mailed to a single address.
Sales orders must be prepaid on a cash, check,
or money order basis. Check should be made
out to the "“Superintendent of Documents’’.







GENERAL ACCOUNTING OFFICE SIGNIFICANT IMPROVEMENTS SEEN
REPORT TO THE COMMITTEE IN EFFORTS TO COLLECT DEBTS
ON THE BUDGET OWED THE FEDERAL GOVERNMENT
HOUSE OF REPRESENTATIVES

DIGEST
GAO has long called for strengthened debt collec-
tion, and the Congress has for many years expressed
concern over Feder&l agencies' lack of prompt and
aggressive collection of debts owed the Govern-
ment. The House Committee on the Budget has been
especially interested in improved debt collection
as a means of reducing the budget deficit.

At the request of the House Committee on the Budg-
et, GAO has reviewed the administration's efforts
to strengthen debt collection by focusing on the
six Federal agencies having the highest nontax de-
linquencies. GAO concluded that the administra-
tion, through the Office of Management and Budget
(OMB), has

--implemented a program for improving debt collec-
tion,

--actually collected more debt than was anticipated
by OMB, and

--gnsured that in the near future debt collection
prospects look good.

At the start of fiscal 1982, receivables due from
U.S citizens and organizations totaled $180 bil-
lion, of which over $33 billion was delinquent. Of
this amount, $13 billion could be attributed to
nontax delinquencies. As part of the administra-
tion's debt collection initiative, OMB assigned 15
Federal agencies fiscal 1982 dollar targets total-
ing $1.3 billion for increasing debt collection. A
sixteenth agency, the Internal Revenue Service, was
added later, bringing the total target to $1.5 bil-
lion. This amount represented what OMB expected
agencies to collect because of improved debt col-
lection practices rather than because of growing
levels of receivables. (See p. 3.)

THE ADMINISTRATION, THROUGH OMB,
AGGRESSIVELY PURSUED
IMPROVED DEBT COLLECTION

buring fiscal 1982, OMB, through a structured pro-
gram, maintained oversight of the administration's
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debt collection initiative. OMB's Debt Collection
Project analysts and budget examiners were instru-
mental in

--guiding the development of agencies' debt collec-
tion improvement plans (see p. 6),

--monitoring agencies' progress in implementing
these plans (see p. 7),

--collecting and analyzing data on agencies' re-
ceivables (see p. 8), and

~--increasing agencies' emphasis on improving debt
collection (see p. 9).

OMB is requiring agencies to update their debt col-
lection improvement plans for fiscal 1983 and is
continuing to monitor their progress in this area.
The plans are to be submitted by April 25, 1983.
OMB also assigned new collection targets for fiscal
1983 to 13 of the original 16 agencies. The new
targets total $2.86 billion. (See p. 29.)

In addition to overseeing agencies' actions to im-
prove debt collection, OMB has begun analyzing
agencies' accounts receivable information. The
analysis is intended to highlight unusual or un-
wanted trends in such categories as receivables
turnover and bad debt writeoffs. Agencies' pro-
gress toward their collection targets is also
analyzed quarterly.

OMB's financial monitoring has revealed reporting
weaknesses, such as inaccurate receivables data re-
ported in financial reports, especially the report
to the Treasury on the "Status of Accounts and
Loans Receivable Due from the Public" (Schedule 9,
Treasury Standard Form 220). Historically, agen-
cies have not had timely, reliable information on
their receivables. (See pp. 8 and 9.) The agen-
cies GAO reviewed generally have begun correcting
the accounting system problems, but many major im-
provements will not be completed for several years.
Those system problems are longstanding and GAQO has
addressed them in various reports over the past
several years. (See app. II,)

The administration also strongly supported legisla-
tion that now gives agencies the kind of collection
tools and techniques used by the private sector.
GAO was a strong advocate of this legislation and
frequently advised the Congress about the merits of

ii



equipping agencies with these tools. OMB worked

closely with the Congress to bring about the Debt
Collection Act of 1982 (Public Law 97-365), which
the President signed on October 25, 1982. Among

other things, the act allows agencies to

-=-report delinquent debtors to credit bureaus,

--charge interest and penalties on delinquent
debts,

--ugse private sector contractors to collect debts
owed the Government, and

--offset the salaries of Federal employees having
delinguent debts to the Government. ‘(See p. 9.)

As a result of OMB's emphasis on strengthening debt
collection, five of the six agencies GAQ reviewed
increased total collections in at least some of
their programs during fiscal 1982. Total collec-
tions at the Department of Education declined dur-
ing fiscal 1982. While all six agencies reviewed
developed debt collection plans, OMB was not satis-
fied with the Small Business Administration's re-
sponse, and plans to work more closely with this
agency during fiscal 1983.

In general, the six agencies tackled such long-
standing debt collection problems as loan supervi-
sion and servicing, effective use of personnel re-
sources, training of field personnel, and proper
control and reporting of financial information.
(See pp. 10-16 and apps. III-VIII.) Although spe-
cific actions taken within each agency differed ac-
cording to the nature of its programs, agencies
generally

--adopted policies that ‘placed more emphasis on
servicing loans than on making them,

-—-improved training of collection staff,

~-augmented collection staff with temporary em-
ployees or private sector collectors,

--used the computer to match lists of debtors with
lists of other groups such as Federal employees,
and

--improved accounting system support for debt col-
lection activities.

The Schedule 9 quarterly financial reports submit-
ted to OMB for monitoring purposes varied in
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reliability from agency to agency. This was pri-
marily due to agencies' longstanding accounting
system problems, which have resulted in inaccurate
and incomplete data on receivables. Although some
agencies improved their Schedule 9 reporting during
fiscal 1982, others still have significant error
rates. Inspectors General at the Departments of
Housing and Urban Development, Education, Agricul-
ture, and Health and Human Services plan to conduct
audits of Schedule 9 accuracy during fiscal 1983.
(See p. 9.)

1982 DEBT COLLECTION
EXCEEDS OMB TARGETS

The 16 agencies monitored by OMB during fiscal 1982
reported on Schedule 9 that they increased their
debt collection by $8.6 billion over the fiscal
1981 level. OMB calculates that $2 billion of this
total should be attributed to agencies' more ag-
gressive collection actions; therefore, the agen-
cies exceeded the $1.5 billion collection target by
$500 million. The remaining $6.6 billion was at-
tributed to a $17.6 billion growth in total re-
ceivables for the 16 agencies during fiscal 1982.
Less encouraging is that delinquent debts rose dur-
ing fiscal 1982 by $10 billion, or 36 percent.
Judging by increased collections, though, OMB's
target~-setting exercise seems to have been success-
ful.

Some agencies did not achieve the collection rate
OMB expected in fiscal 1982 and others achieved it
in unusual ways. Of the six agencies GAO reviewed,
only the Department of Education and the Social Se-
curity Administration did not meet their OMB-
assigned collection targets. Because of increased
delinquencies and staff reductions, Education
missed its $225 million target by $266 million.

GAQO found that the remaining four agencies met or
exceeded their targets and were aided in doing so
by such practices as

--gelling parts of their loan portfolios;

--gmploying temporary workers to collect delinquent
debts; and

--collecting debt from sources not believed to

have potential for collection at the outset of
fiscal 1982. (See pp. 10-16.)
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GOOD PROSPECTS FOR DEBT COLLECTION
DURING FISCAL 1983-1985

GAO concludes that the prospects for further im-
provements in debt collection look good for fiscal
1983-1985. The administration plans to continue
its emphasis on debt collection and its efforts
will be enhanced by implementation of the Debt Col-
lection Act of 1982. A series of administrative
tasks, however, will prevent full implementation
before the latter part of fiscal 1983. (See pp.
27"’29- )

The effect of future improvements is tied somewhat
to the continuing commitment of agency management
to improved debt collection. Recognizing the im-
portance of this commitment, OMB is requiring that
agencies develop updated collection plans in fiscal
1983, routinely monitor the status of accounts re-
ceivable, automate debt portfolios, and assess the
ramifications of extending credit and selling
agency debt portfolios. To ensure that debt col-
lection becomes part of the budget process, OMB
Circular A-11, "Preparation and Submission of
Budget Estimates," requires that agencies, before
developing a final budget, provide information on
the status of their debt collection efforts and on
the resources allocated to debt collection. By
monitoring agency efforts in these areas, OMB will
be acting to ensure that Federal managers place
higher priority on improving their agencies' debt
collection programs. (See p. 30.)

Also, in a broad program of management initiatives
called "Reform 88," OMB is decentralizing the de-
velopment and management of Federal credit policy.
While retaining the policy formulation and over-
sight role, OMB is assigning various agencies spe-
cific responsibilities for developing pilot pro-
jects for issues such as the development of credit
standards and automated collection systems. Pro-
jects are to be implemented by December 31, 1983.
(See p. 30.)

Meeting the administration's future collection
goals will require OMB's continued attention, as
well as sustained improvement in Federal agencies'
collection efforts. Because debt collection prob-
lems did not develop overnight, resolving such
longstanding needs as better accounting systems
will take time. A great deal remains to be done,
especially regarding the need to design new auto-
mated accounting systems. GAO believes OMB's con-
tinued oversight is imperative to ensure that debt
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collection receives sustained, high priority atten-
tion, Continued oversight by the Congress is also
most important. (See page 32.)

AGENCY COMMENTS

Because of time constraints, GAO 4id not obtain of-
ficial agency comments regarding the results of our
review, The matters covered in the report, how-
ever, were discussed with OMB and agency officials
and their comments were considered in preparing the
report.
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CHAPTER 1

INTRODUCTION

Debts owed the Government are enormous and growing each year,
with billions-of dollars delinquent. Federal agencies reported
that at the start of fiscal 1982, receivables due from U.S. citi-
zens and organizations exceeded $180 billion, over $33 billion of
which was delinquent. This delinquent amount represents a 37 per-
cent increase over fiscal 1980. Nontax delingquencies amounted to
over $13 billion. By the end of fiscal 1982 total receivables and
delinquencies from U.S. citizens and organizations had further in-
creased to approximately $200 billion and $38 billion, respec-
tively, with nontax delingquencies totaling about $14 billion.

The House Budget Committee has been especially interested in
improved Federal debt collection as a means of reducing the budget
deficit. As part of the Committee's continuing evaluation of the
administration's efforts to achieve savings through management ef-
ficiencies, Chairman James R. Jones requested that we provide the
Committee with more information on this subject. (See app. I.)
After discussions with the Chairman's office, we agreed to analyze
the administration's efforts to strengthen debt collection and as-
sess the basis of projected budgetary savings from increased col-
lections.

GAO has long called for strengthened Government debt collec-
tion. In October 1978, we reported on the results of a Government-
wide review which pointed out that the Government was not doing an
effective job of accounting for and collecting its debts.l This
review identified Federal agencies' lack of prompt and aggressive
collection action on delinquent debts and inaccuracies in account-
ing for and reporting accounts receivable. 1In a 1979 report, we
noted that the Government's collection methods were slow, expen-
sive, and ineffective when compared with commercial practices.
Recommendations resulting from these studies included the need for
better financial reporting and for adopting certain private sector
collection practices. (See app. II for a list of selected GAO re-
ports on debt collection.) 1In a March 1981 report to the House
Budget Committee, we estimated that billions of dollars of budget
savings were possible through strengthened debt collection. We
noted then that achieving these savings would require a "sustained
high priority, high intensity effort to put in place much stronger

luphe Government Needs to Do a Better Job of Collecting Amounts

2'The Government Can Be More Productive in Collecting its Debts by
Following Commercial Practices" (FGMSD-78-~59, Feb. 23, 1979).



policies, procedures, and_systems and to operate them aggressively
once they are installed."3

In response to our work and to congressional interest in im-
proved Government debt collection, the Debt Collection Project was
established in Augqust 1979 within the Office of Management and
Budget (OMB) for the purpose of identifying and recommending solu-
tions to Government-wide problems which impede agency collection
efforts. The Debt Collection Project, which was made up of private
and public sector representatives, reviewed Federal agencies' debt
collection policies and procedures. The programs reviewed in these
agencies accounted for 95 percent of the debt owed the Government.
In January 1981, the Project issued its "Report on Strengthening
Federal Credit Management” which included a series of recommenda-
tions for strengthening credit management and debt collection.

Recognizing the need for improved financial management, the
administration made debt collection a management priority. 1In an
April 23, 1981, memorandum, the President directed the heads of ex-
ecutive branch agencies and departments to develop and implement an
aggressive debt collection program by:

--Designating an official with responsibility and authority
for debt collection. Twenty-four major departments and
agencies have designated such an official.

-~Reviewing current debt collection issues and preparing ac-
tion plans for improved debt collection, to be approved by
OMB.

~-~Submitting periodic progress reports to OMB on the status
of planned actions.

OMB is responsible for monitoring agency efforts to comply
with the President's directive and for providing a focal point in
the debt collection area. Agencies were given targets for in-
creased collections for fiscal 1982 and were required to report
quarterly to OMB on the status of receivables and collections. As
shown below, increased nontax collections were targeted at $1.31
billion for fiscal 1982 with collection increases in fiscal 1983
and 1984 estimated at $1.350 billion and $1.375 billion, respec-
tively.

3"Improved Administrative Practices Can Result in Further Budget
Reductions" (PAD-81-69, Mar. 30, 1981).



Agency Debt Collection Targets

Fiscal year

1982 1983 1984
———————— (milliong)————=—===-
AGricultUr@essecesecensosscasassnsscnes S 250 $ 250 $ 250
COMME L Ce . atesarssonssssossasarecssnnsssns 30 30 30
DefenNSEececassncnsossssacesnsssncasanesse 35 35 35
BAUCAt 10N et eescesnssssssaccssssssocacs 225 225 225
ENerdYeeceseeseseesososcscsasoscssossccncncs 35 35 35
Health and Human ServicCeS.eeeecesscsacss 155 155 155
Housing and Urban Development....eee.. 75 125 150
INteriorcieececessecesssecsccsrasansoas 25 25 25
LabOr esetenossosenssosnassssssancsnsosocs 45 75 75
State.-ll..‘..t...O......l.ll.l....". 20 5 5
Transportation.cveeesecseccccescsasanes 5 5 5
Agency for International Development.. 35 35 35
National Aeronautics and Space
Administration....‘...“Ol..ll...... 125 25 25
Small Business Administration..ceeeces 100 175 175
Veterans AdministrationN..ceeceececsoeas 150 150 150
Total (note a) $1,310 $1,350 $1,375

a/The fiscal 1983 and 1984 targets were revised by OMB during fis-
cal 1982. See p. 29, ch. 4, for the revised numbers.

In concert with our earlier recommendations, the administra-
tion also introduced in April 1981 comprehensive debt collection
legislation which provideé for many of the collection tools avail-
able in the private sector, such as the use of private collection
firms to augment agency collection personnel. This legislation be-
came the Debt Collection Act of 1982 (Public Law 97-365)--signed by
the President on October 25, 1982.

OBJECTIVES, SCOPE, AND METHODOLOGY

Because of continuing concern over the ability of Federal
agencies to improve the collection of debts owed the Government,
the Chairman, House Committee on the Budget, requested that we
evaluate the administration's efforts to strengthen debt collec-
tion. Our objectives were to

(1) review and evaluate OMB's efforts to direct and monitor
the administration's debt collection initiative;

(2) determine the status and adequacy of agencies' fiscal
1982 debt collection improvement plans, the resulting im-
provement in agency debt collection programs, and the
nature of agencies' financial reporting on receivables to
OMB and the Treasury Department; and



(3) provide our opinion on the potential for improving debt
collection in the near future.

As agreed with the Chairman's office, our review covered the
following six agencies.

--Department of Agriculture (Agriculture)
~-Veterans Administration (VA)

--Department of Education (Education)

~-Department of Housing and Urban Development (HUD)
--8Small Business Administration (SBA)

--Health and Human Services (HHS)

To the extent possible, we focused on the loan or benefit pro-
grams having the largest share of delinguent debt within each
agency. For instance, at HHS we concentrated on the Social Secu-
rity Administration (SSA); at Agriculture, on the Farmers' Home Ad-
ministration (FmHA).

As agreed with the Chairman's office, our review covered non-
tax receivables owed by U.S. citizens and organizations and did not
include an assessment of the Internal Revenue Service's (IRS') ef-
forts to collect delinquent taxes.

To determine the adequacy and status of each agency's debt
collection plan, we interviewed officials responsible for the agen-
cy's debt collection initiative--at both agencywide and program
levels. We discussed the problems presented in the plan and the
ability of the agency to implement planned tasks (aimed at re~
solving problems) and to meet projected completion dates. We also
spoke with these officials about improvements agencies have made
that were not included in their plans.

With OMB's debt collection project analysts and budget exami-
ners assigned to the agencies in our review, we discussed OMB's
monitoring of agencies' debt collection efforts and gained insight
into specific methods of tracking progress. We reviewed pertinent
agency and OMB documents, including the agencies' debt collection
plans and "Status of Accounts and Loans Receivable due from the
Public";4 and internal, inspector general, and OMB assessments of
agencies' debt collection activities. As agreed with the Chair-
man's office, we relied on agency, OMB, and inspector general as-
sessments of accounts receivable accuracy and did not independently
verify the accuracy of the financial reports.

4sched. 9 of Treasury's Standard Form 220.



Our field work was conducted from August 1982 to January 1983
and was performed in accordance with generally accepted government
auditing standards. The work is part of our continuing effort to
review debt collection in the Federal Government. We are currently
engaged in additional studies covering areas such as credit and
cash management and accounting systems at several agencies-—-—
Agriculture, SBA, VA, and HUD--which, when completed, will contrib-
ute to our overall understanding of the debt collection issue and
its effects on the budget process.

Because of time constraints, we d4id not obtain official agency
comments regarding the results of our review, However, the matters
covered in the report were discussed with OMB and agency officials,
and their comments were considered in preparing the report.



CHAPTER 2

INCREASED EMPHASIS

HAS IMPROVED DEBT COLLECTION

One of the keys to improving debt collection in the Federal
Government has been the increased emphasis placed on the problem
by the administration through OMB. Beginning with the establish-
ment of the Debt Collection Project, OMB has analyzed the problem
of excessive delingquent debt owed the Government, determined its
causes, and taken steps to increase collections.

The six agencies we reviewed made progress in strengthening
debt collection during fiscal 1982, Many actions toward this end
are completed, underway, or planned. Top management has been in-
volved and, with the exception of SBA, appeared committed to the
debt collection initiative. Also, implementation of the Debt Col-
lection Act of 1982 will further strengthen collection programs by
providing additional collection tools.

Much, however, remains to be done. The Government's debt col-
lection problems did not develop overnight and resolving them will
take time. So that the current momentum is not lost, OMB needs to
maintain a strong monitoring role, continue collecting and analyz-
ing agencies' receivables data, and adhere to an aggressive posi-
tion of oversight and coordination in debt collection matters.
Also, the current emphasis by top agency management must be sus-
tained.

OMB IS PROVIDING LEADERSHIP
AND DIRECTION

In making debt collection a management priority, OMB has
sought to stem the growth in debts owed the Government, reduce de-
linquencies, and improve Federal credit management and debt collec-
tion policies and procedures. For fiscal 1982, OMB mandated the
development of comprehensive agency debt collection improvement
plans, established collection goals and reporting requirements, and
monitored agency performance and accomplishments. Also, OMB played
a key role in the passage of the Debt Collection Act of 1982.

Development of debt collection
improvement plans

OMB Bulletin 81-17, dated April 27, 1981, required 24 major
departments and agencies to designate a high-level official with
responsibility and authority for debt collection. These officials
were charged with preparing a detailed action plan describing

~--each major debt collection problem or issue in the agency,

--the specific steps to be taken to correct the problems, and



~-a timetable for each step.

These plans were to be submitted to OMB by June 15, 198l. To
give agencies more time, however, OMB granted them an extension un-
til the start of fiscal 1982. OMB worked closely with agencies to
ensure that the plans adequately addressed the major problems. For
the six agencies we reviewed, OMB was not satisfied with the ini-
tial plan submitted; it required revisions to provide greater de~
tail on needed actions and milestones for completing key tasks.

In our opinion, the revised plans approved for Agriculture,
VA, HHS, Education, and HUD were well organized and adequately ad-
dressed the longstanding issues and problems identified by agency,
OMB, and GAO studies. The plans generally included the elements
essential to a good management tool: specificity, accountability,
milestones, feedback, and ways to measure results.

For example, the HUD and Education plans were divided into
subplans for each major program having a substantial amount of
debt. Detailed tasks were described with corresponding milestones
for expected achievements. Both plans listed specific program per-
sonnel who were responsible for achieving tasks.

SBA's plan, on the other hand, did not clearly address the
problems facing the agency in strengthening debt collection. OMB
officials said that SBA's plan did not compare favorably with the
other agencies' plans and we found that the plan did not meet the
expectations of Bulletin 81-17. The plan covered only three major
debt collection issues: staffing, computer systems support, and
training. For these issues, the corrective actions shown were
broad and often did not have specific completion milestones. For
instance, under the allocation of resources issue, four of the six
listed tasks did not have milestones. In another case, a task un-
der the training issue simply stated "To design group training and
individual training techniques for collection. Action to begin
now." Also, as a management tool, VA's debt collection plan could
have been improved. For example, debt management and collection
responsibilities were not delegated to specific employees, and
measurable goals were not established.

OMB has required agencies to update their plans for fiscal
1983, (See ch. 4.) Officials believe that by building on their
experience of fiscal 1982, agencies will be in an even better posi-
tion to accomplish administration objectives for the coming year.

Monitoring agency actions
to implement planned changes

OMB actively monitored agency efforts to implement planned im-
provements in debt collection programs. In fiscal 1982, it focused
on 82 programs/activities at 16 agencies which accounted for about
70 percent of the debt owed the Government. One of the 16 agencies
was the IRS. OMB developed an automated tracking system to record
agency progress in implementing improvements and worked closely
with the agencies, including top management, during the year.



OMB analysts met monthly with debt collection and other offi-
cials of each agency it was tracking. We were told that OMB budget
examiners frequently attended these meetings. Reports generated by
the automated tracking system list the key issues, tasks, and mile-
stones set out in the agency's debt collection plan. The system
does not track every agency debt collection initiative, but by fo-
cusing on the major issues it gives a good idea of overall prog-
ress.

With OMB oversight, most agencies updated their plans through-
out the year. We were told by OMB that of the six agencies we re-
viewed, only SBA resisted OMB assistance and considered its plan a
final product.

Establishment and monitoring
of collection targets

As discussed in chapter 1, OMB established collection targets,
which for the nontax debt totaled $1.31 billion for fiscal 1982.
The targets as well as other data on receivables were monitored
throughout the year by OMB, which established an automated system
to track receivables information.

Under Schedule 9, agencies are required to report quarterly
such data as the amount of current, delinquent, and rescheduled re-
ceivables; collections; writeoffs; and interest and penalties on
delinquencies. OMB's analysis of these data includes determining
collection trends, calculating receivables turnover rates, and com-
paring agencies' increased collections to the established targets.
Because fiscal 1982 was the first year in which Schedule 9 report=-
ing was required, comparable information was not available for
prior years, and OMB was not able to perform trend analysis between
periods. Quarter-to-quarter comparisons during fiscal 1982 were of
minimal value because of seasonal variations in agency collection
patterns., As fiscal 1983 data become available, comparative analy-
sis should help reveal strengths and weaknesses in agency collec-
tion practices.

Several problems with Schedule 9 reporting during fiscal 1982
involved timeliness, aggregation, and accuracy. In some cases
agencies have not been able to submit actual data on receivables
until 3 to 4 weeks after the end of the quarter. Therefore, adding
time for analysis, conclusions and feedback on first quarter data
were not available until almost the third quarter. Also, data sub-
mitted on a single Schedule 9 may be an aggregation of many dis-
similar programs. For instance, HUD consolidates many different
Federal Housing Administration programs on one Schedule 9. While
all are housing programs, they are operated differently and this
has a direct bearing on collectibility.

Finally, there were questions about the accuracy of Schedule 9
reporting during fiscal 1982. Historically, agencies have not had
timely, reliable information on their receivables. Our 1978



reportl identified widespread problems in accounting for
receivables--problems that were confirmed by the Debt Collection
Project in its January 1981 report. OMB and agency officials are
concerned with not being able to report accurately in the next few
years. At Education, for example, officials cite a 25-percent
error rate in receivables data. They also point to long term ac-
counting system improvements as the key to more accurate data. In-
deed, most agencies we visited are designing new automated systems
to account for receivables. These systems are supposed to improve
accuracy and are targeted for completion in the mid-1980s. Rec-
ognizing potential data accuracy problems, inspectors general in
SSA, Education, HUD, and Agriculture plan to review Schedule 9 data
during fiscal 1983,

Passage of the Debt Collection Act of 1982

In addition to establishing the policies governing the debt
collection initiative and overseeing agency corrective actions, OMB
served as the administration's focal point for the Debt Collection
Act of 1982. On April 23, 1981, the Director of OMB, in testimony
before the Senate Committee on Governmental Affairs, proposed com-
prehensive legislation to eliminate certain disincentives in the
Government's debt collection process; to make available essential
collection tocls and techniques commonly used in the private sec-
tor; and to provide for increased efficiency and effectiveness in
the way the Government grants credit and services and collects its
receivables. OMB worked closely with the Congress and on Octo-
ber 25, 1982, the President signed into law the Debt Collection Act
of 1982. Among other things, the act

--allows agencies, except the IRS and SSA, to disclose infor-
mation about an individual's debt to credit bureaus;

-~authorizes agencies to collect overdue payments from Federal
employees through deductions from their paychecks;

--permits agencies to redisclose to debt collection contrac-
tors current addresses of individuals owing money to the
Government when the addresses were obtained from the IRS;

-—authorizes the IRS to disclose to a requesting agency
whether an applicant for a Federal loan has a delinquent tax
account;

--extends to 10 years the 6-year statute of limitations appli-
cable to agencies in collecting debts by administrative off-
set;

lvrhe Government Needs To Do A Better Job of Collecting Amounts
Owed By The Public" (FGMSD-78-61, Oct. 20, 1978).



--requires agencies to charge a minimum rate of interest, as
well as penalties and administrative charges on delinquent
nontax debts; and

-—-authorizes agencies to contract for debt collection serv-
ices.

Implementation of the act will undoubtedly increase collec-
tions by giving Federal agencies tools already widely used in the
private sector. However, as discussed in greater detail in chapter
4, OMB will have to work closely with the agencies during fiscal
1983 to minimize problems that might arise in implementing the act
and to ensure that agencies use the new tools effectively.

AGENCIES MADE PROGRESS TOWARD RESOLVING
LONGSTANDING DEBT COLLECTION PROBLEMS

Problems as serious and longstanding as those in many agen-
cies' debt collection systems are not all overcome in one year.
While plans can be developed, top management commitment enlisted,
and task forces appointed in a relatively short time, other actions
require much more time and effort. Creating new or even enhancing
existing automated accounting and financial systems, changing op-
erational practices, and identifying and contacting hundreds of
thousands of individual debtors are multiyear projects. Neverthe-
less, progress can be expected and, for the six agencies we re-
viewed, progress was made during fiscal 1982, though in varying
degrees,

While we summarize the agencies' progress below, we caution
that, because fiscal 1982 was the debt collection initiative's
first year, agencies will need to sustain their commitment beyond
the near future if the most serious obstacles to effective debt
collection are to be overcome. A more detailed discussion of each
of the six agencies' actions to strengthen debt collection is con-
tained in appendixes III-VIII.

Farmers Home Administration

During recent years, FmHA's debt collection performance has
been plagued by a troubled economy, accounting and financial sys-
tems problems, and an agency policy that did not favor debt collec-
tion. During fiscal 1982, FmHA took three basic actions to improve
its debt collection ability. First, it changed its policy toward
debt collection. More emphasis was placed on loan supervising than
on loan making so that supervising would receive higher priority
and more resources.,

Secondly, progress was made in achieving the tasks outlined in
FmHA's debt collection improvement plan. For example, the agency

--tightened requirements in certain loan programs, thus re-
stricting participation but reducing the risk that a loan
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will default and working toward reducing total debt in the
future, which is one of the administration's objectives;

--developed new regulations and requests for proposals which
lay the groundwork for implementing the Debt Collection Act
of 1982;

--sent program assessment teams from FmHA headquarters to
monitor county office adherence to agency instructions re-
garding debt collection; and

~--completed a study of loan reamortization and rescheduling
practices, which resulted in recommendations for establish-
ing loan terms that relate more to repayment ability, and
for training to emphasize the costs and benefits of reamor-
tization.

Thirdly, FmHA established a development plan for automated ac-
counting and management systems which, if effectively implemented,
will provide more accurate, timely, consistent, and detailed infor-
mation on debts and debtors. Completion of the new system is not
targeted until March 1986, however, and, as we have reported before
(see p. 41, app. III1), FPmHA has had problems designing new systems.-
Therefore, this work demands careful oversight.

While some progress has been made in improving FmHA's proce-
dures and systems, problems still remain at the county and State
office level. Although in 1981 we reported inadequate staffing in
these offices, FmHA's debt collection improvement plan listed no
tasks for improving the staffing in its county offices. In addi-
tion, little progress was made during fiscal 1982 toward improving
county office ability to adequately make financial analyses of
farmers' loan requests. The FmHA Administrator said that if this
problem is not corrected, the agency will be unable to reverse its
trend of rising delinquencies. (See app. III for more detail on
FmHA's debt collection efforts.)

Social Security Administration

SSA made progress toward better debt collection by improving
its ability to (1) manage debt collection, (2) identify debt, (3)
distinguish collectible from uncollectible debt, and (4) automate
collection procedures. For example, SSA

--rewrote its debt collection operating instructions so that
it can begin requesting repayment of 100 percent of benefit
overpayments;

-~used computer matches to compare beneficiaries' earnings

reports, thereby discovering more than $200 million in over-
payments during fiscal 1982; and
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--developed a methodology for determining the collectibility
of its overdue debt.

While SSA made several debt collection management improvements
during fiscal 1982, in our view the agency's most important achieve-
ment has been to focus its attention on clearing debt--separating
the debt that is worth trying to collect from that which, because
of deceased debtors or low amounts, is not worth collecting. SSA
used over 8,000 staff-years to clear debt in fiscal 1982, an effort
that assisted in the collection of almost $1 billion.

To avoid this large manual effort in the future, SSA recog-
nizes that it needs a new, automated accounts receivable system.
An internal S8SA study showed that hundreds of thousands of SSA's
accounts receivable are probably not as collectible as once
thought. Such data inaccuracy affects the reliability of the agen-
cy's collection estimates for future years. Solving this problem
will become an important task in fiscal 1983. SSA has begun work-
ing directly with the General Services Administration to formally
define its automatic data processing needs and contract with a pri-
vate sector firm to design the required systems. In the meantime,
an interim billing and followup system is to be implemented in fis-
cal 1983.

SSA's debt collection program received a setback when the
agency was excluded from the Debt Collection Act of 1982. SSA had
planned to use private collection agencies and other provisions of
the new law, but cannot pursue these plans. This will inhibit
SSA's ability to collect debts in the future. (See app. 1V for
more detail on SSA's debt collection efforts.)

Veterans Administration

With the enactment in 1980 of Public Law 96-466, VA's debt
collection program was given a legislative headstart over other
agencies. This law gave it several important tools: the ability
to offset a veteran's future benefits by the amount owed on a de-
linguent debt; the right to litigate certain debt cases; and the
ability to use credit bureaus and private collection agencies to
assist in collecting delinquent debts.

To take advantage of these tools and to initiate other tasks
for enhancing collection, VA developed under OMB guidance a plan
for improving its overall debt collection ability. The plan gen-
erally responds to VA's long history of fragmented recordkeeping,
benefit overpayments, and ineffective overpayment identification.
In accordance with its plan for fiscal 1982, VA completed the fol-
lowing:

~~-Added 120 positions to VA's General Counsel for litigating
debt.

-—Implemented procedures for offsetting benefits.
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~-Reactivated over 700,000 terminated accounts, although only
a few thousand were actually placed in repayment status.

The agency also used computer matching efforts during the
year. This resulted in the identification of 66,000 Federal em-
ployees owing $37 million in delinquent VA debt, $20 million of
which has been collected as of January 1982, and in the collection
of over $12 million in education benefit overpayments from persons
with VA guaranteed loans.

In addition, the future of VA's debt collection program de-
pends on several important long-term tasks and program improve-
ments. Among these are expanding VA's computer system so that in-
terest and administrative costs can be charged and information can
be shared with private consumer credit agencies. Also, because the
VA Inspector General found that benefit overpayments were increas-
ing faster than collection in fiscal 1982, he recommended that the
agency establish a more aggressive program for reducing overpay-
ments., He also recommended that VA determine the practicality of
using private collection agencies. (See app. V for more detail on
VA's debt collection efforts,)

Department of Housing and Urban Development

Faced with serious loan servicing and accounting problens,
HUD developed a comprehensive debt collection plan and pursued the
plan's tasks during fiscal 1982. HUD's debt collection efforts
have received the support of the Department's top management,

During fiscal 1982, HUD's actions to improve debt collection
included issuing toughened policies on revising payment plans, and
using contractors--on a pilot basis in one region--for complete
loan servicing and accounting of HUD-held mortgages. These are
areas on which we have reported in the past.2 HUD also acted to
implement a nationwide contract for the servicing and accounting of
HUD-held mortgages. HUD expects this to increase collections dur-
ing fiscal 1983.

While HUD's debt collection problems are far from being
solved, the actions taken by HUD enabled the Department to appre-
ciably exceed the collection target set by OMB. As discussed in
chapter 3, much of the increase in collections can be attributed to
a $225 million collection of single family mortgage insurance pre-
miums which had been held in escrow accounts by banks.

As a result of the debt collection initiative, HUD has also
improved the accuracy of its accounts receivable information. The
agency has historically been hampered by an accounting system that
does not provide accurate and timely information. This longstand-
ing problem was highlighted by OMB and Treasury's guarterly

2'HUD Should Strengthen Mortgagee Monitoring to Reduce Losses,"
(CED~-81-108, June 9, 1981.)
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requirement for Schedule 9 reports during fiscal 1982. The re-
quirement focused attention on the inadequacy of agency records and
prompted HUD to assess its accounting problems. 1In the multifamily
mortgage program, for instance, HUD has been attempting to improve
its data accuracy by crosschecking records maintained in the field
against the corresponding files in headquarters. Differences are
traced and reconciled.,

Although many problems remain, especially regarding the need
for improved automated systems, HUD has improved its debt collec-
tion program. Continued commitment is needed. HUD's Inspector
General is currently conducting an audit of the agency's debt col-
lection program and of Schedule 9 accuracy. (See app. VI for more
details on HUD's debt collection efforts.)

Department of Education

During fiscal 1982, Education acted to resolve longstanding
debt collection problems and in doing so increased its oversight of
schools administering student loans. Education's debt collection
plan assisted in organizing the agency's debt collection efforts.
Debt servicing and collection issues addressed by the Department
included

-—-improving the accuracy of information systems for the Guar-
anteed Student Loan and National Direct Student Loan (NDSL)
programs,

-—improving the control and reporting of financial transac-
tions, and

-~augmenting Education's collection staff with private sector
collectors and temporary employees,

In addition, the agency created a credit management board which,
according to Education officials, has succeeded in enhancing commu-
nication between program and administrative personnel regarding
credit management issues.

Despite Education's efforts to improve debt collection, as we
discuss in chapter 3, it fell $266 million short of its fiscal 1982
collection target. Education officials explain this shortfall by
noting that the agency's internal collection resources were reduced
by 700 positions. They add that, while private sector contractors
are to replace the in-house capability, the contractors have not
had enough time to reach their peak collection efficiency.

The contractors maintain they cannot properly follow through
on the accounts assigned to them~-all of which were delinquent when
assigned--because they cannot directly bring suit against a debtor.
Instead, the contractors must return the accounts to Education
which, in turn, refers them to the Justice Department for litiga-
tion. Education was working with OMB on a regulatory proposal that
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would have allowed Justice to delegate its litigative authority to

private contract collectors and allow them to bring suit on behalf

of the Government. However, it was rejected by Justice. According
to OMB officials, Education now plans to seek legislative authority
to contract with private attorneys. Because of this and other re-

lated problems, it is too soon to predict the future performance of
the contractors or the ability of the agency to rely on them as re-
placements for internal resources.

Education continues to be hampered by problems with its auto-
mated systems and its accounting and reporting procedures. Al-
though actions have been taken to alleviate these problems, much
remains to be done. During the 1986-1987 academic year, the agency
expects to install an information system capable of handling col-
lection for all its loan programs. Ultimately, if properly de-
signed and implemented, this system will improve the reporting and
control of financial information. While this system may well be
operational by the established deadline, we caution that Education
has a history of unsuccessful attempts to develop and operate an
automated information system for its Guaranteed Student Loan pro-
gram. For the time being, The Department is struggling to issue a
reliable Schedule 9--one that accurately reflects the true status
of its receivables. (See app. VII for more detail on Education’'s
debt collection efforts.)

Small Business Administration

Although SBA took several actions to increase its collections
during fiscal 1982, questions remain about the long-term effect of
many of these actions. As discussed earlier, SBA's debt collection
plan did not clearly address the specific problems and issues con-
fronting the agency and generally did not set out specific tasks or
deadlines for the few issues the plan addressed. Moreover, OMB of-
ficitals expressed concern over SBA's apparent lack of top manage-
ment support for the debt collection initiative during fiscal 1982.

According to OMB, the lack of emphasis and inadequacy of
planning resulted in a disorganized debt collection program. We
had difficulty determining what has actually been done to improve
debt collection at SBA, and even more difficulty predicting how
certain planned initiatives might affect the agency's future abil-
ity to prevent, collect, and monitor debt. These problems are com-
pocunded by internal disagreement over the results of an SBA task
force report on debt collection. Coordinated by SBA's Inspector
General, the report offers many recommendations and concludes that
debt collection is one of the most underrated problems at the
agency. Yet, these findings were discounted during fiscal 1982 by
the SBA officials responsible for planning and implementing changes
in debt collection practices.

On the positive side, however, SBA has recently taken an ini-
tiative which may prove successful in fiscal 1983 and which has
been strongly endorsed by OMB. This is a pilot program intended to
improve the servicing of business loans. In effect, the loans will
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be serviced by the banks that hold them instead of by SBA. Initi-
ally, six banks will be involved. 1If successful, the initiative
will be implemented nationwide. SBA will be monitoring the banks'
progress to determine the cost effectiveness and potential for in-
creased collections. (See app. VIII for a discussion of the pilot
program.) Also, OMB officials believe that new SBA debt collection
officials have displayed a commitment to improving collection that
was lacking during fiscal 1982.

Although SBA's debt collection program seemed not to meet its
potential in fiscal 1982, SBA was still able to meet--and in fact
exceed by about $34 million-~the $100 million target set for it by
OMB. SBA's success is not agencywide, however. Collections on the
business loans program fell far short of target. Moreover, SBA's
ability to meet its agencywide target hinged almost entirely on
the use of temporary help to collect on disaster loans. According
to OMB, although using temporary employees to collect debt in fis-
cal 1983 will not be approved, about 100 positions (that were re-
stored to SBA after a fiscal 1983 budget cut) will be earmarked
specifically for debt collection. (See ch. 3 for further discus-
sion of SBA's progress toward its targets.)
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CHAPTER 3

FISCAL 1982 DEBT COLLECTION

SURPASSED OMB FORECASTS

$46.4 billion--an increase of $8.6 billion, or 23 percent, over
fiscal 1981. While most of this increase is due to program growth,
OMB's analysis shows that $2.0 billion of the actual increase, com-
pared to a targeted $1.5 billion increase, is due to more aggres-
sive debt collection practices by the agencies. Included in the
$2.0 billion figure is a shortfall of over $1.1 billion in uncol-
lected tax debt during fiscal 1982, which means the administra-
tion's initiative resulted in $3.1 billion in additional nontax
collections during the year.

OMB established collection targets to measure agency progress
during the year. Nine of the 16 agencies met their targets; 7 fell
short. As discussed in chapter 2, they relied on many different
means of improving debt collection. While improved collection pro-
cedures and enhanced automated systems were among the most common
program improvements, agencies used techniques to increase collec-
tions in fiscal 1982 that we believe may not be sustainable over
succeeding years., This chapter summarizes the collection experi-
ence of the 16 agencies tracked by OMB and highlights collection
data for the 6 agencies we reviewed.

COLLECTIONS INCREASED FASTER THAN RECEIVABLES
DURING FISCAL 1982
BUT DELINQUENCIES ALSO INCREASED

During 1982, receivables owed to the 16 agencies tracked by
OMB grew by about $17.6 billion, or 10.9 percent. Two agencies ac-
counted for 91 percent of the fiscal 1982 growth--Agriculture with
$9.1 billion and IRS with $6.8 billion. Receivables in five agen-
cies decreased; most notable was the debt owed the National Aero-
nautics and Space Administration which decreased from $183.3 mil-
lion to $2.4 million.

In addition to the growth in receivables during fiscal 1982,
delinquent debt in the 16 agencies rose, by about $10 billion--a
36-percent increase over the prior year. Five of the 16 agencies
accounted for 97 percent of this increase. Delinquent debt in-
creased in Agriculture by $1.2 billion, in Education by $400.9 mil-
lion, in SBA by $678 million, in IRS by $6.9 billion, and in VA by
$429.5 million,

We are encouraged, however, by the fact that collections also
increased in fiscal 1982 by $8.8 billion, or 23 percent, Twelve of
the 16 agencies tracked by OMB increased their collections while 4
agencies realized decreases. As discussed later in the chapter,
OMB attributes most of the rise in collections to the increase in
agencies' receivables; however, it attributes a significant amount
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of the increase to agencies being more aggressive toward debt col-
lection. Appendix IX includes details on the 16 agencies' receiva-
bles, collections, and delinquencies at the close of fiscal 1981
and 1982.

OVERALL, AGENCIES SURPASSED
OMB COLLECTION TARGETS

As discussed previously, to measure collection rates and pro-
vide quantitative incentives to agencies for improving their col-
lection practices, OMB assigned each agency a collection target.
For each quarter of fiscal 1982, OMB measured agencies' progress
against these targets., It used a straightforward formula to sepa-
rate the effects of program growth from improved collection prac-
tices. At the end of the year, it summarized the agencies' collec-
tions against their targets. Results showed that the fiscal 1982
debt collection initiative was responsible for $2.0 billion of the
$8.6 billion change in collections from fiscal 1981 to 1982.

The formula OMB used to measure attainment of collection tar-
gets is based on the increase in collection rate from one year to
the next. If an agency collected 15 percent of its total receiv-
ables in one year and 20 percent the next, the 5-percent increase
would be applied to the total receivables during the current year
to determine the amcunt to be credited to the target. 1In other
words, measuring collections with the formula shows the difference
between what was actually collected during the current fiscal year
and what would have been collected applying the immediate past
year's collection rate.

We believe the formula adequately accomplishes its purpose,
however, it has sometimes yielded questionable results., For ex-~
ample, VA's calculated collections toward its target seem to be in-
flated (see p. 24) while SSA's collections may have been under-
stated (see p. 22). (App. X provides a more detailed discussion of
the formula and includes an example of the calculations.)
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Shown below are the 16 agencies' targets and the corresponding
collections credited toward the targets, using the OMB formula and
fiscal 1982 data submitted by the agencies.

Collections
credited

Agency Target to target

———————————— (thousands ) ==———mwm———
Agriculture $250,000 $747,140
AID 35,000 56,167
Commerce 30,000 18,814
Defense 35,000 540,250
Education 225,000 -41,008
Energy 35,000 409,092
HHS 155,000 212,874
HUD 75,000 492,201
Interior 25,000 -31,223
Labor 45,000 -18,024
NASA 125,000 141,480
SBA 100,000 133,850
State 20,000 10,607
Transportation 5,000 37,708
IRS (note a) 230,000 -1,153,425
VA 150,000 425,872
Total $1,540,000 $1,983,375

a/IRS' target is for increasing collections of delinquent tax debts,
whereas other agencies' targets correspond to all current debts.

As shown above, 10 of the 16 agencies exceeded their targets.
The IRS had the greatest shortfall; it missed its target by over
$§1.1 billion. Therefore, for nontax debt, the remaining 15 agen-
cies surpassed their cumulative target by about $3.1 billion.

The collection results at the six agencies we reviewed--
Agriculture, Fducation, HHS, HUD, SBA, and VA--are discussed indi-
vidually on the following pages. Results are based on data com-
piled by OMB as of March 18, 1983, and our discussions with agency
and OMB officials. However, as discussed on pages 8 and 9, his-
torically, agencies have not had timely, reliable information on
their receivables. Although, we saw efforts to improve the accu-
racy of the data during fiscal 1982, there remain questions as to
the accuracy of Schedule 9 reporting. Agencies pointed to long
term accounting system improvements as the key to more accurate
data. Nevertheless, Schedule 9 data during fiscal 1982 served its
purpose of providing an overall picture of agencies' collection re-
sults.,

19



Agriculture

Agriculture's collection rate increased in fiscal 1982 by
$747 million--almost triple the department's target of $250 mil-

lion.

one of the Department's four largest programs:

This occurred despite a virtual moratorium on collections in
its farmer loan pro-

gram, which is funded by the Agriculture Credit Insurance Fund.

The success of this Department in meeting its target,

in spite of

the fact that its clientele are beset by serious economic problems,
can be explained by two factors.

First,

partment's potential for collection.

tal debt,

we reviewed was nine times higher than Agriculture's.
therefore, much less was expected of Agriculture than

tive sense,

the Agriculture target was set low, compared to the De~
Taken as a percentage of to-
the average collection target for the other five agencies

In a rela-

of other agencies; and this was borne out by the collections in its
the Crop Insurance Corporation col-

lected $123 million toward a target of zero because no increased

various programs.

collections were anticipated for this program.

For example,

The Rural Electri-

fication Administration, with a $600,000 target, accounted for al-
most $410 million--or over half of Agriculture's collection
increase~-because an unexpectedly large number of loans came due

in fiscal 1982.

Secondly, Agriculture's Credit Insurance Fund experienced a

54-percent rise in current receivables during fiscal 1982,

increas-—

ing from about $5 billion in fiscal 1981 to $7.7 billion in 1982.

(See app. III.)

Except for unpaid taxes owed to IRS,

this was by

far the largest single jump in current debt among all Federal agen-~
cies. It almost equals the total increase experienced by all other

programs.
$2.7 billion,
cent.

collections from farmers unable to pay.

However, even though the fund's current debt rose by
its collections rose by only $500 million, or 11 per-
We believe this reflects Agriculture's policy of deferring

Shown below are Agriculture's calculated collection increases
compared to its targets for the Department and eight of its major

programs.

Programs

Credit Insurance

Housing Insurance

Development Insurance

Rural Electrification
Administration

Crop Insurance Corporation

Food Stamps

Forest Service

Rural Electrification-
Telecommunication Bank

Total

Calculated

collection Over

Targets increase (Under)
----------- (thousandg)~=—~—==www=
$§100,000 $220,753 $120,753
100,000 -36,148 (136,148)
46,600 57,031 10,431
600 409,559 408,959

- 123,356 123,356
2,800 -5,740 (8,540)
- ~27,283 (27,283)

- 5,612 5,612
$250,000 $747,140 $497,140
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Education

Because of rising receivables and declining collections during
fiscal 1982, Education's calculated collection increase was
$-41 million, or $266 million short of its $225 million target. Of
Education's 11 programs that collect debt, only 2 were given sig-
nificant targets~-~the Guaranteed Student Loan and the Direct Stu-~
dent Loan-Nonassigned programs. The first missed its $100 million
target by $153 million and the second contributed only $6 million
toward its $120 million target.

As discussed in chapter 2, Education officials attribute the
disappointing collection performance to large reductions in the
agency's internal collection staff and increases in delinquent
debt. 1In addition, collection contractors hired to replace Educa-
tion personnel claim that their efforts are hampered by their ina-
bility to threaten debtors with legal suits. Education proposed a
regulatory change that would allow the contractors to bring suit
against debtors on behalf of the Government, but Justice determined
that this would violate current law.

Shown below are Education's targets compared to calculated
collection increases for the Department and 11 of its programs.

Calculated
collection Over
Programs Targets increase (Under)
————————————— (thousands ) ~—=——— - ————
College Housing $ 3,150 $ 2,045 $ (1,105)
Guaranteed
Student Loan 100,350 -52,900 (153,250)
Facilities 675 921 246
Direct Student Loan
- Nonassigned \ 120,825 6,273 (114,552)
Direct Student Loan
- Assigned - -396 (396)
Direct Student Loan
- Title 207 - 171 171
Education Assistance
- Title 305 - 39 39
Advances/IVB/422 - 185 185
Basic Education - 129 129
Law Enforcement
Education Program - 1,818 1,818
Cuban Student lLoan - 707 707
Total $225,000 $-41,008 $(266,008)

a/Because of large differences between Education's Nov. 30, 1982,
data and revised data the agency subsequently submitted to OMB,
this table is based on data compiled by OMB as of Mar. 18, 1983.
Other agencies' data changed very little after original submis-
sion.
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Health and Human Services

HHS surpassed its $155 million target by $58 million, increas-
ing its calculated collections by almost $213 million. HHS's Pub-
lic Health Service accounted for much of this increase, since it
far surpassed its $9 million target with $75 million in increased
collections.

Social Security, on the other hand, fell $13 million short of
its $135 million target. For two reasons, however, this is not an
accurate picture of Social Security's fiscal 1982 performance.

First, using OMB's methodology, States' contributions to So-
cial Security trust funds are treated as collections even though
Social Security debt collection practices have no effect on the
level of these contributions. 1In our view, because they dilute the
effect of collecting Federal debt, State payments should not be
considered when setting collection targets or when calculating per-
formance against a target. To illustrate: applying OMB's formula,
but considering only fiscal 1982 collections under Social Secur-
ity's control, results in a collection increase of $348 million-~
almost triple what OMB calculated when State payments were in-
cluded.

Secondly, Social Security's success could be further measured
in terms of reducing debt delinquency. The agency reduced delin-
quency by 21 percent and increased nondelingquent receivables by 57
percent, thereby setting up a potentially better collection year in
fiscal 1983. (See p. 45 in app. IV.)

Shown below are HHS's targets compared to calculated collec-
tion increases for five of its major programs.

Calculated
collection Over
Programs Targets increase (Under)
—————————————— (thousandg)—=-=~—mecmem———
Social Security $135,000 $121,740 $(13,260)
Public Health 9,400 75,000 65,600
Health Care 10,000 14,773 4,773
Human Development 300 3,741 3,441
Office of the
Secretary 300 -2,380 (2,680)
Total $155,000 $212,874 $57,874
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Housing and Urban Development

HUD exceeded its fiscal 1982 collection target of $75 million
by $417 million. As discussed in chapter 2, about $225 million in
additional collections resulted because HUD's Federal Housing Ad-
ministration began collecting mortgage insurance premiums monthly
instead of annually, thereby speeding up the receipt of funds.

Also, two programs--Elderly Housing and New Communities—-that
together had targets of less than $5 million, reported collection
increases of over $100 million. According to HUD officials, this
occurred in part because some elderly housing projects were com-
pleted and sold ahead of schedule.

Shown below are HUD's targets compared to calculated collec-
tion increases for seven of its major programs.

Calculated

collection Over
Programs Targets increase (Under)
————————————— (thousandsg ) ==—mm—wmm e n

Federal Housing $65,900 $414,774 $348,874
Elderly Housing 4,400 80,225 75,825
Rehabilitation Loan 4,700 7,151 2,451
Low Rent Housing - -2,129 (2,129)
Liquidating Fund - 2,065 2,065
Community Planning Fund - -30,729 (30,729)
New Communities - 20,843 20,843
Total $75,000 $492,200 $417,200

Small Business Administration

SBA surpassed its overall $100 million target by almost
$34 million, despite seeming to place little emphasis on improving
its debt collection ability. This success is solely attributed to
the agency hiring 275 temporary employees at a cost of $6 million
to collect its disaster loans. The Disaster Loan program exceeded
its target by 300 percent, collecting $197 million against a
$65 million target set by OMB.

No temporary help was provided to $BA's Business Loan program
and collections declined from fiscal 1981 to 1982, falling $98 mil-
lion short of its business loan collection target. An OMB official
attributed this poor performance to the weak national economy and
the absence at SBA of an aggressive collection program.
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Shown below are SBA's targets compared to calculated collec-
tion increases for its two major loan programs.

Calculated
collection Over
Programs Targets increase (Under)
————————————— {thousands )==—m——cemem————
Business Loan $ 35,000 $~-63,282 $( 98,282)
Disaster Loan 65,000 197,132 132,132

Total $100,000 $133,850 $ 33,850

Veterans Administration

The VA easily surpassed its $150 million target as its calcu-
lated collection increase was over $425 million. Its collections
came from unexpected sources, however. For example, the two VA
programs with the highest targets--Readjustment Benefits and Com~
pensation Benefits--fell short of their combined target by
$141 million. The Loan Guaranty program, on the other hand, sur-
passed its $20 million target by almost $406 million, and thus was
almost entirely responsible for most of the VA's overall success.

The Loan Guaranty program was able to increase its collections
by such a large amount through selling loans from its portfolio to
private institutions. However, for two reasons treating these
sales as collections is a questionable practice. First, to the ex-
tent the loans were guaranteed (not all were), VA still retains a
contingent liability and will have to take them back if borrowers
default. Secondly, using these sales in measuring VA's collection
performance gives the impression that VA's debt collection program
as a whole is successful. This is misleading because, without the
loan sales, VA's other programs did poorly against the target.

Calculated
collection Over
Programs Targets increase (Under)
————————————— (thousands)~——-——m—wucm———
Loan Guaranty $ 20,000 $425,955 $405,955
Direct Loan 2,000 1,222 (778)
Education Loan 10 950 940
Readjustment Benefits 87,500 ~13,101 (100.601)
Compensation Benefits 33,990 -6,181 (40,171)
National Life Insurance 6,500 17,026 10,526
Total $150,000 $425,871 $275,871
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Fiscal 1982 was the first year in which OMB increased the col-
lection targets for Federal agencies. OMB has developed new tar-
gets for fiscal 1983 and, because of the experience gained during
1982, believes these should better reflect agencies' abilities to
increase collections.

Appendixes III through VIII provide more detail about the debt
collection activities of the six agencies discussed above.
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CHAPTER 4

NEW TOOLS AND CONTINUED EMPHASIS MEAN

GOOD COLLECTION POTENTIAL

IN FISCAL 1983-1985

Enactment of the Debt Collection Act of 1982, coupled with the
increased emphasis on debt collection goals, indicates that Federal
agencies' collection performance should continue to improve. The
extent of this improvement depends on several factors:

-~-Federal agenciesg' effectiveness in implementing the Debt
Collection Act of 1982,

-—-Continued emphasis by OMB and Federal agencies.
--The state of the national economy.

IMPLEMENTATION OF THE DEBT COLLECTION ACT
OF 1982

For fiscal 1983, OMB has asked the 16 Federal agencies it moni-
tored during fiscal 1982, as well as 4 additional agencies, to plan
specific steps for implementing the Debt Collection Act of 1982,
These include using credit bureaus and private collection agencies
to enhance agencies' collection efforts. Several administrative
tasks still remain, however, before full implementation of the act
is possible.

Updated plans to include steps
for implementing new act

OMB Bulletin 83-11, dated March 1, 1983, requires agencies to
update their existing debt collection plans. As discussed in chap-
ter 2, these were originally developed for use in fiscal 1982 under
Bulletin 81-17. The updated plans are to be submitted to OMB by
April 11, 1983, and are to include milestones and target dates for
implementing the Debt Collection Act of 1982. Agencies are speci-
fically instructed to

-~refer information on delinquent debts to consumer report-—
ing agencies;

--require applicants under "included Federal loan programs"l
to furnish their taxpayer identification number on loan ap-
plications;

~-withhold money payable to individuals to recover delinguent
debts owed;

lrhese programs were discussed in the Federal Register, Dec. 27,
1982,

26



--gcreen applications under "included Federal loan programs"
against IRS files of delinquent taxpayers;

--disclose addresses obtained from IRS to private debt collec-
tion contractors;

~-assess interest, penalties, and administrative costs on de-
linquent debts; and

~-use private contractors to service and collect Government
debts.

While these steps will certainly increase debt collection,
they will be implemented at different rates and with varying ef-
fects in each agency. VA has already started using some of the new
debt collection tools, while, because of the nature of their debt-
ors, other agencies will not find the tools as readily useful. For
example, collecting debt at FmHA depends more on a debtor's ability
to pay than on FmHA's ability to find the debtor. Ability to pay,
in turn, often depends on circumstances beyond the debtor's con-
trol. During 1982, farmers and small businessmen found that high
interest rates made loan repayment a severe economic hardship.
This, combined with low farm product prices and high costs of pro-
duction, drove many debtors close to foreclosure. Until the na-
tional economy improves, even the tools in the new act may not help
some agencies reduce their delinquent debt because their debtors
simply do not have the means to pay.

Several tasks remain before the new act
can lncrease collections

The first step in implementing the Debt Collection Act of 1982
has already been completed: OMB has directed the agencies to de-
velop their plans. However, before the new act can be effectively
implemented, a series of routine yet important tasks must be car-
ried out,

~-~-OMB's responsibility is to assist agencies in implementing
the new law by providing background, advice, and coordina-
tion. It must also review Schedule 9 and Circular A-1ll (see
page 30) to determine if they meet the new law's needs.

--The GAO and Justice Department are responsible for revising
the Federal Claims Collection Standards to reflect the new
law's provisions.

--The agencies themselves must (1) revise their loan applica-
tion forms and establish new regulations and procedures for
taking advantage of tools granted in the new law, (2) review
and revise payroll and accounting systems to implement
salary offset provisions, (3) develop the ability to accrue
interest, and (4) revise their followup letters.
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Since these tasks will all take time to accomplish, fiscal 1983
will be well along before the new law and the debt collection tools
it provides begin to have an effect on actual collection practices.

Because the Congress is concerned with protecting the debtor's
rights, the act imposes certain administrative requirements on
agencies. Section 5 of the act, which allows offsetting a Federal
employee's pay to collect a debt owed the Government, details sev-
eral rights due the individual which the Government must observe:
the right to inspect and copy Government records, and the right to
a hearing conducted by an administrative law judge prior to the
offset. The employee also must be given advance notice of the off-
set action. According to a Justice Department official, these pro-
cedures could result in agencies not taking steps to collect over-
due debts that fall below a certain dollar threshold. Until
agencies begin to implement Section 5, it is not possible to tell
what that threshold will be or how often debtors will exercise
their rights.

OMB SEEKS AGENCY MANAGEMENT COMMITMENT
BY REQUIRING IMPROVEMENTS, SETTING NEW TARGETS,
AND BUDGETING FOR DEBT COLLECTION

The importance of Federal agency top management support of the
administration's debt collection initiative cannot be overstated.
In the six agencies we reviewed, management emphasis was a key in-
gredient in each agency's success or failure to improve its collec-
tions program. At HUD, for example, we were repeatedly told by
staff as well as policymakers that if HUD's appointed officials had
not backed the debt collection initiative it would have achieved
little success. On the other hand, as discussed previously, OMB
attributed SBA's disappointing Business Loan collection rate to the
fact that top management was not a strong proponent of the initia-
tive. During fiscal 1983, therefore, OMB is (1) requiring that
each agency take specific steps to improve its debt collection sys-
tem, (2) setting new debt collection targets against which to meas-
ure agencies' performance, and (3) requiring that agencies use the
budget process to plan ahead for debt collection.

Debt collection improvement steps required

Recognizing the important role agency management attitude
plays in debt collection, OMB has acted to ensure that Federal man-
agers place high priority in the near term on improving their debt
collection systems. In addition to the steps listed earlier for
implementing the Debt Collection Act, OMB's new debt collection
bulletin requires that each executive branch agency

--routinely monitor the status of outstanding receivables, de-
linquencies, defaults, collections, and writeoffs;
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--automate debt portfolios to produce timely invoices, bills,
followup letters, and complete and systematic status re-
ports;

~--aggess the costs, risks, and benefits of extending credit
and selling adency debt portfolios; and

--apply uniform standards for suspending or terminating col-
lection action, deferring or rescheduling payment, referring
debts to the Department of Justice for litigation, and com-~
promising or writing off debts.

The effect of these requirements is to supplement the progress made
in fiscal 1982 and extend it into fiscal 1983 and beyond. More-
over, OMB requires that the above activities be included in agen-
cies' updated debt collection plans.

New targets set

Continuing the process it began in fiscal 1982, OMB has set
new targets for increasing Federal agency debt collection in 13
agencies. The targets cover fiscal 1983 to 1988. According to OMB
officials, the targets were based on agencies' success in meeting
the fiscal 1982 targets, the level of delinquent debt owed an
agency, and other factors related to an agency's ability to recover
debt in the next few years.

Targets

FY 1983 Fy 1984 FY 1985-88

—————————————— (millions)————~——mw——-
Agriculture $ 250 $ 140 $ 140
Commerce 25 6l 61
Defense 85 100 100
Education 225 225 225
Energy 63 57 57
HHS 80 200 200
HUD 125 150 150
Labor 20 1¢ 10
Transportation 17 9 9
AID 35 39 39
SBA 120 175 175
VA 150 77 77
IRS (note a) 1660 2040 2315
Total $2855 $3323 $3558

o e sese———

a/Amounts indicate increased collections of delingquent tax debt.
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As in fiscal 1982, OMB will measure agency performance against
the above targets using the formula mentioned in chapter 3 and dis-
cussed more fully in appendix X. To do this, OMB will continue
during fiscal 1983 to monitor agency receivables, collections, and
other data. Agencies will continue to submit the data quarterly on
Schedule 9, enabling the comparison of agency performance in cor-
responding quarters of fiscal 1982 and 1983. As discussed further
on page 31, Treasury will take the lead in analyzing receivables
information reported on Schedule 9 beginning in fiscal 1983.

OMB Circular A-1ll requires
front-end budget consideration
of debt collection

On July 8, 1982, OMB reissued Circular A-11l, "Preparation and
Submission of Budget Estimates." The circular illustrates and de-
scribes two new reports-—Report on Status of Debt Collection (Ex-
hibit 51A) and Report on Agency Debt Collection Level of Effort
(Exhibit 51B)~-that OMB now requires when agencies submit their
budget proposals for review. The purpose of the reports is to pro-
vide OMB with information about agencies' plans for debt collection
during the next and future fiscal years. The reports will be sub-
mitted before agencies develcop final budgets. They will show the
change during the past fiscal year in uncollected amounts due the
Government as well as accomplishments with respect to the debt col-
lection targets assigned by OMB. This should assist budget plann-
ing by giving more visibility to debt collection practices and re-
porting across the Government,

OMB CREATES NEW FRAMEWORK FOR MANAGING
CREDIT IN THE GOVERNMENT

OMB has decentralized the development and management of Fed-
eral credit policy. While OMB retains policy formulation, over-
sight, and coordination, the detailed development, implementation,
and evaluation of credit policy have been assigned to specific
agencies. Involving various agencies in identifying crosscutting
management problems and designing solutions is part of OMB's "Re-
form 88" package for bringing under control by 1988 some of the
Government's most compelling and longstanding problems.

One of these problems identified under Reform 88 is credit
management, which covers all facets of the credit approval and debt
collection process. As shown below, OMB has divided the area into
five projects, each assigned to one or more lead agencies:

l. Credit standards, write-off policy, and risk analysis. The
Treasury has been given the lead for the project which in-
cludes the development of uniform standards for extending
credit and writing off bad debts, as well as innovative
risk analysis and credit scoring procedures.
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2.

Credit approval. The lead responsibility for this project

has been split. VA will handle individual loans and Com-
merce will handle business loans. Together the two agen-
cies are to develop systems and procedures for

--applying credit standards to credit decisionmaking,

-~ensuring that credit managers have access to accurate and
reliable information on credit applicants, and

~--preventing overpayments.

Account Management. The lead responsibility is again
split, with the lead given to Agriculture for in-house ac-
count management and to HUD for contracting out. The ob-
jective of this project is to develop automated systems and
procedures for

~-billing,

-~handling remittances,

~--aging accounts,

--managing escrow, and

~--management reporting.

Collections. Education has the lead for individual debts,

SBA for corporate debts, and Treasury for automated sys-
tems. This project is concerned with

~-automating collection systems,

--contracting for collection, litigation, and liquidation,
and

--referring cases to credit bureaus.
Portfolio Sales. The lead agency for this project is Com-

merce. The objective is to develop standards and proce-
dures for selling selected assets of loan portfolios.

Lead agency responsibilities for these new efforts include de-
signing a pilot project, developing a work plan with milestones and
target dates, and reporting project status to OMB. Pilot projects
are to be approved by OMB and ready for implementation by December
31, 1983. The current debt collection project will remain in OMB,
but the responsibility for tracking receivables information re-
ported on Schedule 9, data collection, and analysis will be shifted
to the Treasury Department.
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Strengthening debt collection, both Government-wide and at
specific agencies, has long been one of GAO's primary concerns.
While we see that progress is now being made in collecting debts,
much more must be done in the near future. As discussed in this
report, many agency debt collection improvements are long term in
nature, such as developing improved accounting systems. We believe
that OMB's continued oversight to ensure that debt collection re-
ceives sustained, high priority attention is imperative. The
framework and momentum are in place, and continuing the current em-
phasis is important. Several of our current studies are either fo-
cusing on or indirectly related to debt collection. As the results
of this work become available, we will share them with the House
Budget Committee and other appropriate congressional offices.
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22357200

Honorable Charles A. Bowsher

Comptroller General of the
United States

Washington, D.C. 20548

Dear Mr, Bowsher:

In our continuing evaluation of the administration's efforts to
achieve savings through management efficiencies, the Budget Committee
requests that GAO provide us with a comprehensive evaluation and analysis
of the administration's efforts in this area in the last year with
particular emphasis on their capability to monitor, collect information,
and calculate savings achieved. As part of this effort please provide an
analysis of how the agencies have responded to the OMB directive last
April requiring progress reports by September 30.

In addition, in this year's budget, the administration has projected
a savings of $20.3 billion through management initiatives. The Budget
Committee requests that the GAO provide us a detailed analysis of the
feasibility of those proposals as well as a breakdown of administrative
vs. congressional actions required to achieve these savings.

As Chairman of the House Budget Committee, I wish to express my
appreciation for the work that the GAO has already provided us.

With best wishes,

Sincerely,
J R. JON
rman

GAO Note: After receiving this request letter, we met with t
ngse Budget Committee staff several times regarding a more s
fic description of the committee's concerns. We agreed that
than focus broadly on the entire $20.3 billion of management
atives, we would concentrate on an area in which prior audit
had been done and where a potential for analysis exists. We
with the committee to review the administration's debt collec
initiative and to provide our report in time for the committe
gse.it during spring 1983 deliherations over the House budget
ution.
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APPENDIX II

GAQ REPORTS CONCERNING DEBT COLLECTION

FGMSD-78~-61
October 20, 1978

FGMSD~79-14
March 14, 1979

FGMSD~-79-24
April 13, 1979

FGMSD~79-41
August 16, 1979

FGMSD~78-59
February 23, 1979

FGMSD~79-19
March 9, 1979

HRD~79-21
January 16, 1979

HRD~-79~-31
January 17, 1979

FGMSD-80~27
March 19, 1980

FGMSD-80-43
May 16, 1980

The Government Needs to Do a Better
Job of Collecting Amounts Owed by the
Public

Department of Housing and Urban Devel-
opment: Action Being Taken to Correct
Weaknesses in the Rehabilitation Loan
Program

Geological Survey: Improvements in
the Survey's Financial Managment Sys-
tem Needed for Adequate Identification
of All 0il and Gas Royalties Due

Department of Housing and Urban Devel-
opment: Additional Changes Needed in
Servicing and Accounting Activities to
Reduce the Delinquency Rate and to
Promptly Collect Funds From Mortgages
Due the Government

The Government Can Be More Productive
in Collecting Its Debts by Following
Commercial Practices

Delinquent Debts Can Be Collected If
the Government Kept Federal Tax Refunds
As Offsets

Social Security Administration: SSA
needs to Improve its Overpayment Col-
lection Process to Collect the Maximum
Possible Amount of Supplemental Secu-
rity Income Overpayments from Recipi-
ents

Social Security Administration: SSA

Needs to Improve Its Recovery of Over-
payments Made to Retirement, Survivors,
and Disability Insurance Beneficiaries

Department of Housing and Urban Devel-
opment: Efforts to Improve Its Ac-
counting System for Mortgage Insurance
Premiums

The Department of Housing and Urban De-
velopment: HUD Should Make Immediate
Changes in Accounting for Secretary-
Held Multifamily Mortgages

34



APPENDIX II

FGMSD-80-46
June 4, 1980

Cb-80-1
January 15, 1980

FGMSD-80~68
July 17, 1980

CED-81-3
December 8, 1980

FGMSD~80-37
March 4, 1980

FGMSD-80-6
December 28, 1979

HRD~-80-77
June 10, 1980

CED-80-67
February 19, 1980

HRD-81-37
December 31, 1980

HRD=-81-5
February 13, 1981

PAD~-81-69
March 30, 1981

GGD-81-31
April 3, 1981

APPENDIX II

Department of Education - Law Enforce-
ment Assistance Administration: Im-
proved Controls to Increase Collec-
tions, to Restore Accounting System
Integrity, and to Guard Against Future
Problems Needed

Unresolved Issues Impede Federal Debt
Collection Efforts—-—-A Status Report

Oregon's 0ffset Program for Collect-
ing Delingquent Debts Has Been Highly
Effective

Small Business Administration: Most
Borrowers of Economic Opportunity
Loans Have Not Succeeded in Business

Department of Housing and Urban Devel-
opment: Delays in Implementing HUD's-
Accounting System for its Mortgage In-
surance Program

Department of Health and Human Serv-
ices: HEW Must Improve Control Over
Billions in Cash Advances

Department of Health and Human Serv-
ices: States Should Intensify Efforts
to Promptly Identify and Recover Medi-
caid Overpayments and Return the Fed-
eral Share

Farmers Home Administration's ADP
Development Project——-Current Status
and Unresolved Problems

Department of Health and Human Serv-
ices: Implementing GAO's Recommenda-
tions on the Social Security Adminis-
tration's Programs

Veterans Administration: Aggressive
Action Needed to Strengthen Debt Col-
lection

Improved Administrative Practices Can
Result in Further Budget Reductions

Improved Collections Can Reduce Federal

and District Government Food Stamp Pro-
gram Costs
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CED-81~144
August 31, 1981

AFMD-81-106
September 17, 1981

HRD-81-124
September 30, 1981

AFMD-82~6
October 29, 1981
AFMD-82-14
December 7, 1981

AFMD~-82-22
December 10, 1981

HRD-82-19
December 10, 1981

AFMD-82-32
January 22, 1982

AFMD~82-55
April 27, 1982

AFMD-82-52
July 8, 1982

AFMD-82-~18
August 18, 1982

AFMD~83~7
December 1, 1982

RCED~-83~-40
February 4, 1983

APPENDIX II

Limited-Resource Farmer Loans: More
Can Be Done to Achieve Program Goals
and Reduce Costs

Weaknesses in Internal Financial and
Accounting Controls at DOE Accounting
Stations

Stronger Actions Needed to Recover
$730 million in Defaulted National Di-
rect Student Loans

0il and Gas Royalty Collections~-~Long-
standing Problems Costing Millions

Defaulted Title I Home Improvement
Loans--Highly Vulnerable to Fraud,
Waste, and Abuse

Internal Controls at Department of
Transportation's Federal Highway Ad-
ministration

Solving Social Security Computer Prob-
lems: Comprehensive Action Plan and
Better Management Needed

Federal Agencies Negligent in Collect-
ing Debts Arising from Audits

0il and Gas Royalty Accounting--Im-
provements Have Been Initiated but Con-
tinued Emphasis is Needed to Ensure
Success

Adverse Opinion on the Financial State-
ments of the Student Loan Insurance
Fund for FY 1980

Problems Continue in Accounting for and
Servicing HUD~Held Multifamily Mort-
gages

Actions Underway to Reduce Delinquen-~
cies in the Health Professions and
Nursing Student Loan Programs

Need For Greater Efforts to Recover

Costs of Food Stamps Obtained Through
Efforts or Fraud
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IMPROVING DEBT COLLECTION AT

THE FARMERS HOME ADMINISTRATION

Since 1979, when priority was first assigned to debt collec-
tion, FmHA has been working to reduce the amount of delinguent
debts and the number of delinquent borrowers, and to improve loan-
making. It has taken a series of actions including top management
emphasizing debt collection, developing a debt collection plan with
specific tasks, embarking on a long term accounting systems im-
provement project, and working toward targets for increasing col-
lections and reducing the number of delinquent debtors.

While these actions have given FmHA more potential to collect
overdue debt, they have resulted in only small increases in collec-
tions. National economic problems, high costs of production, and
low farm product prices have reduced farmers' ability to repay
loans and caused FmHA to be less aggressive in collecting delin-
quent debts. However, even if the economy improves, FmHA still
needs to adequately staff its county offices. It also needs to
effectively implement the Debt Collection Act of 1982 for it to
have the best prospects of reducing delinquencies and increasing
its ability to both collect and deter delinquent debts.

BACKGROUND

At the beginning of fiscal 1982, FmHA programs accounted for
about one-third of the debts owed the Federal Government by U.S.
citizens and organizations--some $55.7 billion-—-and its farmer pro-
grams, in particular, held 11 percent of the total nationwide farm
debt. In rural areas, FmHA is the lender of last resort. How FmHA
manages and collects this debt has a significant effect on the re-
sults of administration efforts to reduce the national debt and the
Federal budget deficit.

Under authority of the Consolidated Farm and Rural Development
Act, the Farmers Home Administration makes loans and grants in four
basic types of programs: farmer, rural housing, community, and
business and industry. Of these, the farmer and housing program
loans each currently has a 28 percent delinquency rate. FmHA in-
sures or guarantees the farmer loans through the Agricultural
Credit Insurance Fund. Loans are made by this revolving fund from
its borrower receipts, Treasury borrowings, or from the sale of
certificates of beneficial ownership. The loans are then held in a
pool as security for the certificates, most of which are sold to
the Federal Financing Bank.

FmHA's farmer programs have been growing over recent years.
FmHA held 7.3 percent of the total outstanding farm debt on Janu-
ary 1, 1979; 9.9 percent on January 1, 1980; and 12.2 percent on
January 1, 1982. However, the amount of this debt that is delin-
quent has also been growing, and at a faster rate than the pro-
grams themselves. While farmer program total receivables grew by
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5 percent in fiscal 1982, delinquent debt grew by 71 percent.
Changes in receivables, delinquencies, and collections in farmer
programs are shown below.

Fiscal year Difference
1981 1982 Amount Percent
————————— (millions)===mm———-
Total receivables $25,623 $26,900 $1,278 5
Current receivables 4,969 7,659 2,691 54
Not delinquent 3,372 4,928 1,555 46
Delinguent 1,596 2,732 1,135 71
Long term receivables 20,654 19,241 -1,413 -7
Collections 4,354 4,833 478 11

LONGSTANDING PROBLEMS HAVE LED TO
MANY ACTIONS WITH MIXED RESULTS

Responding to several recent assessments, FmHA has acted over
the last 2 years to improve debt collection in its loan programs.
The structure and environment within the agency for collecting
debts has improved. Despite higher potential to reduce delinquen-
cies, however, the amount of overdue debts is still growing at an
alarming rate. This is primarily due to FmHA's policy, in conform-
ance with Public Law 95-334, the Emergency Agricultural Act of
1978, to mitigate the harsh economic conditions facing farmers by
deferring loan payments and avoiding foreclosures, except in cases
where no hope for repayment exists.

Three independent studies--one by Agriculture, another by us,
and a third by the Agriculture Inspector General--~during the past
4 years have identified many shortcomings in FmHA's debt collection
ability. The studies recommended that the agency strengthen its
loan supervision and servicing, make more effective use of availa-
ble personnel resources, and improve its accounting and management
information systems.

FmHA's efforts to respond to these recommendations, as well as
to guidance from OMB, have met with mixed results. While there
have been improvements, much remains to be done. FmHA's overall
goals of reducing both the number of delinquent borrowers and the
total amount delinquent have not been fully achieved, primarily be-
cause of high farm costs, low commodity prices, and FmHA's policy
to foreclose only under the worst conditions. However, other
qualitative changes have occurred in the agency's policy and opera-
tions and, once farm economics improve, these changes should enable
FmHA to collect its debt more effectively.
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FmHA actions to improve
debt collection

FmHA has taken three basic actions to improve debt collec-
tion. First, the FmHA Administrator has begun revising the deeply
ingrained county office practice of placing more emphasis on making
loans than on supervising them. In an administrative notice to all
field offices, the Administrator provided guidelines spelling out a
policy that places the highest priority on loan supervision. To
enforce this policy, FmHA farm program assessment teams conducted
reviews in nine states from July to October 1982. The review teams

Frmimad Am Qhaba anmd ~asiindy AFFIAa o
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regarding
--delinquent and problem loans;

~~"graduating" a borrower from FmHA to a commercial lending
organigzation;

-~-loan servicing and supervision; and
~-operational reviews.

Results of these reviews were not available at the time of our re-
view but, according to FmHA officials, State directors will be con-
tacted regarding the review team's findings. These teams plan to
continue reviewing loan programs during fiscal 1983,

A second action taken by FmHA was in response to OMB Bulletin
81~17 requirements that a debt collection improvement plan be de-
veloped. FmHA's plan, which is part of the Agriculture plan, ad-
dresses most of the issues and debt collection problems raised dur-
ing the past several years. Some of the plan's results to date
include

~-tightening the emergency loan program by changing the guali-
fying criteria, thus restricting participation in the pro-
gram and potentially reducing program outlays in fiscal
1982~86 by $14.8 billion;

--developing draft regulations to change the definition of a
family type farm, which will make it more difficult for far-
mers to qualify for loans under this criteria, thus shrink-
ing the program unless demand among farmers for FmHA credit
grows;

--exploring with IRS officials how to use the IRS locator
service, thus enabling FmHA to use the best address avail-
able to the Government in locating delinquent debtors;

~--issuing in August 1982 a request for proposal for servicing
loans in Puerto Rico on a pilot basis with contractors ex-
pected to begin work after appropriation authority is re-
ceived from the Congress; and
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-—-completing a study of FmHA reamortization practices. The
study's recommendations included (1) giving greater empha-
sis to establishing farm loan terms according to the bor-
rower's repayment ability rather than applying the maximum
terms allowed in the regulations, (2) holding State level
training sessions emphasizing the costs and benefits of re-
amortization and rescheduling to both the Government and the
borrowers, and (3) improving certain reports describing the
number of loan changes requested and approved in each State.

In response to longstanding problems with FmHA's accounting
and management information systems, the agency's third action was
initiated in November 1981 when the agency began a major update of
its automated accounting system. Some phases of the new system are
to be completed in 1983 and 1984, with full implementation targeted
for March 1986 as shown below:

Systems Development Plan Overview

Months'
Phases From Through duration
Phase I - Systems Planning 11/81 10/83 24
Phase II -~ ADP Design 4/83 11/84 20
Phase III - Systems Develop-
ment, Testing,
and
Documentation 11/84 9/85 11
Phase IV -~ Installation 9/85 3/86 7
Total project 11/81 3/86 53

According to the Acting Director of FmHA's Accounting System
Design and Development Division, all tasks of Phase I, Systems
Planning, are on schedule. Moreover, if properly designed and im-
plemented, projected benefits of the new system include

--fixing data responsibility as close to its source as prac-
tical;

-~controlling data accuracy at the time information enters
the system;

-~-recording and transferring data to and from the local field
offices promptly and consistently;

-—improving productivity by automating manual procedures and
eliminating multiple data entries;

--improving service by providing field offices with access to
detailed borrower histories;

40



APPENDIX III APPENDIX III

-—implementing GAO requirements for accounting systems inter-
nal controls;

~=~allowing administrative control and monitoring to be done
from FmHA headquarters; and

-~-providing accurate and consistent information for reporting,
decisionmaking, and managing cash which will lead to im-
proved Schedule 9 reporting.

We caution, however, that our experience with automated data proc-
essing systems development in Government is that it is not always
as successful as planned. 1In particular, we concluded in February,
1980, in our report to the Chairman, House Committee on Appropria-
tions,1 that FmHA's Unified Management Information System would
not be effective as designed. We pointed to the need for improved
planning, direction, development, and control over the system. 1In
fiscal 1982, after years of work, system development was stopped.
Therefore, we suggest continued scrutiny by FmHA and Agriculture
top management to assure real progress toward the desired goal.

Several problems remain unsolved

While the results of FmHA's actions show that the agency's
debt collection ability is improving, several important problems in
the farmer program still remain to be solved. Among these, accord-
ing to FmHA debt management status reports and farmer program offi-
cials, is the inadequate evaluation of farmer loan requests, a
resulting lack of proper financial analysis and projections, inade-
quately trained field personnel, and no structured financial analy-
sis method. To improve financial analysis, FmHA developed a pro-
duction and financial management analysis handbook for its field
staff. However, farmer program officials say this handbook is
still undergoing review and unavailable to the field staff and,
therefore, so are the needed financial tools in FmHA's field offi-
ces.

Another obstacle to improved debt collection, not overcome by
any of FmHA's current actions, is inadequate field office staff-
ing. In 1981, we reviewed the technical and supervisory assistance
provided to limited resource borrowers. In that report we recom-
mended that FmHA make more effective use of personnel resources
available from other Department of Agriculture agencies. We sug-
gested this could be achieved through working agreements, referral
systems, and joint farm planning.2 In an official FmHA response

lrparmers Home Administration's ADP Development Project--Current
Status and Unresolved Problems” (CED-80-67).

2vyimited-Resource Farmer Loans: More Can Be Done to Achieve
Program Goals and Reduce Costs" (CED-81-144, Aug. 31, 1981).
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to this recommendation, officials said that for it to be success-
ful, the Secretary of Agriculture would have to emphasize its
need, During fiscal 1982 that emphasis was still needed, because
field staffing was inadequate, according to FmHA officials. 1In
fact, according to the FmHA Administrator, if this problem is not
corrected, FmHA will be unable to reverse the rising delinquency
trend of recent years. However, FmHA officials did say that staff
authorizations have improved in recent months, although they are
still not fully adequate.

DESPITE FISCAL 1982 PLANS AND ACTIONS,
DELINQUENT DEBT INCREASED

To measure quantitatively the effect that FmHA's debt collec-
tion improvement actions have had on actual collections and to pro-
vide the agency with incentives, OMB and FmHA each established
targets and goals, OMB's target of $250 million was given to Agri-
culture for increasing its fiscal 1982 collection rate over the
previous fiscal year's rate. Similarly, FmHA established goals in
each State for reducing the number of delinquent borrowers by 10 to
20 percent.

The results of this goal setting were mixed, FmHA's farmer
programs were assigned $100 million of the $250 million collection
target set for Agriculture in fiscal 1982, According to OMB's
yearend report on agencies' contributions to targets, the farmer
programs collected about $221 million toward their targets. While
this is 120 percent above the target, it represents only a 3-per-
cent increase in FmHA's collection rate against current receivables
and less than a l-percent collection rate increase against total
FmHA receivables from fiscal 1981 to 1982, To make any real prog-
ress toward improving debt collection, larger increases will be
necessary.

FmHA did not meet its internally set goal of reducing the num-~
ber of delingquent borrowers. As of January 1982, the number of de-
linquent borrowers had increased by 30 percent nationwide, since
the previous January.

FmHA officials attribute increases in delinguent debts and the
agency's marginal ability to further increase its collections to
the deteriorating financial condition of U.S. farmers. They point
to the fact that net farm income fell about 20 percent and produc-
tion costs rose about 20 percent since 1979. Further, according to
an American Bankers Association survey of agricultural banks, far-
mers' problems are primarily due to low farm product prices, high
interest rates, and high operating costs. The survey also reported
that most banks were seeing some deterioration in farmers' net
worth. 1In fact, 27 percent of the banks reported the deterioration
to be substantial. They attributed this to decreases in farmers'
total asset value and increases in total indebtedness.
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PROSPECTS FOR DEBT COLLECTION
IN FISCAL 1983 AND BEYOND

FmHA's prospects for successful debt collection depend on sev-
eral factors, some predictable and known today, some subject to fu-
ture managerial decisions, and some unknown and beyond prediction.
Unfortunately, the factor least subject to accurate prediction--
economic condition in the farm sector-—is the most critical to
FmHA's collection activities., The factors we believe will contri-
bute most to the agency's future collection efforts are

--better economic conditions in the farm sector,
--continuing improvements in FmHA's debt collection ability,

-—-improvements to FmHA's debt collection process that can be
made by virtue of the Debt Collection Act of 1982, and

~-adequate field resources with which to properly supervise
and service farm loans.

As in fiscal 1982, OMB has assigned collection targets to
agencies with high receivables. All of Agriculture's $250 million
fiscal 1983 target has been assigned to FmHA, with farmer programs
responsible for $160 million, a 60-percent increase over fiscal
1982, and rural housing responsible for $90 million, a l1l0-percent
decrease.
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IMPROVING DEBT COLLECTION AT THE

SOCIAL SECURITY ADMINISTRATION

Debt collection at SSA was marked by recognition of problems,
detailed plans to solve them, and a significant increase in col-
lecting debts arising from overpayments of benefits. SSA made
progress in fiscal 1982 toward implementing many past recommenda-
tions, and reports a more than 50-percent increase in collections
from fiscal 1981 to 1982.

However, more work needs to be done, especially in improving
SSA's data accuracy. An internal SSA study showed that hundreds of
thousands of SSA's accounts receivable are probably not as ccollect-
ible as once thought. This kind of data accuracy problem affects
the reliability of the agency's collection estimates for future
years and solving it will become an important task in fiscal 1983.
SSA recognizes this and has begun working to improve both data
accuracy and management information.

Although SSA reported large increases in fiscal 1982 collec~-
tions, it did not meet its OMB collection increase target. OMB's
formula is based on total SSA collections, two thirds of which are
not addressed by the agency's debt collection plan because they are
payments by States into SSA~administered programs. Therefore, un-
til OMB and SSA negotiate a more appropriate target or adjust the
formula for measuring SSA collection increases, the agency may not
meet OMB expectations and, to that extent, OMB's estimates for debt
collection will be inaccurate.

BACKGROUND

Under authority of the Social Security Act, SSA administers
many programs that assist and supplement the incomes of many
elderly, disabled, and retired individuals and their survivors.
The act also authorizes several State-administered assistance pro-
grams. The three largest federally administered programs are:

-=-Retirement and Survivors Insurance which provides income to
retired workers, their dependents, and survivors.

--Supplemental Security Income which assists needy people who
are aged, blind, or disabled.

--Disability Insurance Program which prevents the erosion of
retirement benefits of wage earners who become disabled and
are prevented from continuing payments to their social se-
curity account.

SSA accumulates debts because it routinely overpays benefits
to program participants. These involuntary accounts receivable are
created, for the most part, when payment recipients do not notify
SSA of a change in their benefit status. SSA records show that
overpayments in the first 6 months of fiscal 1982 averaged 0.6 per-
cent of program costs, but ranged as high as 4.8 percent of Supple-
mental Security Income program costs.
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The following summarizes SSA's receivables, delinquencies, and
collections based on Schedule 9 data submitted by the agency. Col-
lections increased by almost $312 million or 12.8 percent during
fiscal 1982, while delinquencies fell by $204 million, a drop of
over 21 percent.

Fiscal vyear Difference
1981 1982 Amount Percent
——————— {milliong)-=——==—w=-
Total receivables $2,227 $2,321 $ 94 4.2
Current receivables 1,744 1,983 239 13.7
Not delinquent 786 1,230 444 56.5
Delinguent 958 753 -204 -21.3
Long term
receivables 483 337 -145 -30.1
Collections 2,444 2,756 312 12.8

ANALYSIS OF PRIOR RECOMMENDATIONS LEADS
TO EXTENSIVE PLAN FOR IMPROVED COLLECTION,
BUT MANY TASKS STILL INCOMPLETE

Based on an internal review of recommendations for improving
debt collection, and in response to OMB Bulletin 81~17, SSA devel-
oped a detailed debt collection improvement plan. The plan con-
tains five distinct tasks for improving SSA's debt collection.
While progress toward completing these tasks was made during fiscal
1982, much remains to be done.

Recommendations from prior studies
form basis for SSA's action plan

In March 1981, SSA reviewed all recommendations made by both
internal and external groups since about 1977 regarding SSA debt
management. Recommendations were taken from 23 reports, including
15 GAO reports issued between 1977 and 1980. Because SSA was con-
centrating on collecting and accounting for debts, it focused on
recommendations that would contribute to improvements in these
areas.

Shortly thereafter, in April 1981, OMB issued its Bulletin
81-17 requiring adencies to develop formal debt collection plans,
SSA's study of relevant recommendations provided the groundwork on
which to base a plan for improving debt collection, Although the
SSA debt collection plan does not hold specific program managers
accountable, it is among the best we reviewed in terms of task de-
tail, specificity of what was needed in order to accomplish a de-
sired objective, and conformance to the OMB-suggested format.
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SSA plan composed of five tasks supported
with many ongoing and planned actions

SSA's debt collection plan contains five broad tasks, each
supported by specific actions and milestones. They are discussed
below along with what we consider some of the more significant com-
pleted and planned actions to date.

1. Clarify and concentrate debt management responsibilities,
During 1981, debt management responsibilities were set in place
throughout SSA and studies were initiated to determine the best use
of SSA employees in debt collection. One goal was to enhance em-
ployee awareness of debt collection. This was accomplished through
training seminars and placing debt management specialists in 40 SSA
field offices. 1In early 1982, monetary collection goals were sent
to all field offices and processing centers.,

2. Improve and standardize debt management policies, proce-
dures, and practices. SSA's operating philosophy has been changed,
or is in the process of changing, through revisions to instruc-
tions, notices, and regulations, so that it now emphasizes more
rapid debt resolution. For example, SSA operating instructions
were rewritten, reviewed, and reissued in January 1982. According
to SSA, the most significant change to agency policy was to allow
the agency to begin requesting 100 percent repayment of benefit
overpayments. An alternative procedure, carried out on a voluntary
basis, is to withhold future benefits from one program until all
overpayments to the recipient from another program have been recov-
ered. Future benefit withholding is mandatory when recovering
benefit overpayments from the same program.

In addition, a legislative proposal for making adjustments in
benefits across programs to recover overpayments has been developed
and is being pursued at the department level. On the other hand,
the SSA proposal for developing a regulation covering interest
charges on delinquent receivables has been shelved because SSA is
not included under the Debt Collection Act of 1982,

3. Improve ADP support for debt management functions. Accord-
ing to SSA, this 1s an important task because, without effective
automation, collectién opportunities are missed. Moreover, the
lack of an efficient and effective debt management system at SSA
has resulted in a loss of accountability and lower recovery of Gov-
ernment funds,

To improve the automated accounting system support, SSA is at-
tempting to design and implement a new accounts receivable system
‘which will automate its billing and followup. Although design
studies have been completed, a candidate system tested in one SSA
regional office did not meet the agency's needs. Nevertheless,
implementation of a new national system in each of SSA's federally
administered programs is now targeted for 1986. We were told that
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the new system, if properly planned and effectively implemented,l
should allow

-~improved tracking of, reporting on, and control of accounts
receivable;

-—-improved billing and followup actions; and

-—automated management information reporting and Schedule 9
reporting to Treasury and OMB.

Until the new system is complete, SSA plans to make do with an
interim capability. The temporary arrangement falls far short of
SS8A's requirements, but we were told that in the near term it will
allow automated billing and followup on delinquent debts and pro-
vide some communication between SSA's processing centers and the
agency's primary benefit program offices.

4, Establish improved money management incentives and proc-
esses. One of SSA's most effective means of uncovering overpay-
ments is to use computer matches to compare beneficiaries' esti-
mated earnings reports to actual earnings reported by employers.
These comparisons, called "enforcement runs," were done for earn-
ings reported in 1978, 1979, and 1980. SSA expects the runs to un-
cover more than $200 million in debts during fiscal 1982. A run
for 1981 earnings is planned for fiscal 1983. Also completed dur-
ing 1982 was the establishment of several in-house collection units
which will use direct telephone contact, persistent mailing, and
personal visits with debtors to encourage repayments.

5. Establish improved capabilities for debt management analy-
sis and control. SSA has in the past lacked reliable information
about the volume, value, and status of its receivables. This has
prevented SSA from establishing accountability for collections, al-
lowances for uncollectible debts, and policies and procedures to
deal with the causes of benefit overpayments. During fiscal 1982,
SSA developed a methodology for determining the collectibility of
overdue debts and distributing the delinquent accounts to appropri-
ate program offices for collection. A work plan for implementing
this methodology was completed in May 1982. 1In the same month, the
most collectible portion of SSA's overdue accounts was identified
and distributed to SSA's service centers nationwide for c¢ollec-
tion. To obtain more data on how to best collect the remaining
backlogged delinquent debt, analysis will be done by a contractor,
with the contract award to be made during fiscal 1983.

las we have reported in the past, SSA has had problems with its
computer systems. See "Solving Social Security Computer Prob-
lems: Comprehensive Corrective Action Plan and Better Management
Needed" (HRD-82-19, Dec. 10, 1981).
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DATA ACCURACY PROBLEMS HAMPER
SUCCESS OF PLANNED IMPROVEMENTS

In March 1982, SSA completed a review of its accounts receiva-
ble whereby it analyzed in detail a sample and projected the re-
sults to its accounts receivable as a whole. The review showed
that there was a large difference between what SSA had been report-
ing as its collectible delinguent debt and what should be reported
based on projections from the sample.

For instance, as of December 31, 1981, SSA reported 977,000
delinguent accounts receivable as being cost effective to collect.
However, analysis of the sample showed that in only about 420,000
cases were the delinquent debts collectible. SSA analysts found
that 335,000 accounts were attributable to deceased debtors with no
liable survivors on SSA's rolls; these should be deleted from the
collectible totals. Furthermore, another 175,000 delingquent ac-
counts were so small, under $50, that, according to SSA criteria,
collecting them would not be cost effective. SSA analysts conclud-
ed that unless the accuracy of SSA's delinquency data was improved,
unnecessary work, multiple client contacts, and lost collection op-
portunities would result.

The data accuracy problem had been previously noted by the HHS
Inspector General, 1In a March 1981 review of SSA's debt record
system, the Inspector General found that information subsystems
which record program overpayments were not producing accurate
data. The Inspector General noted specific systems problems but
said the amounts of over or understatement could not be determined
without extensive audit effort.

ALTHOUGH NOT MEETING THE OMB TARGET,
FISCAL 1982 COLLECTIONS INCREASED

Prior to SSA's fiscal 1982 debt collection effort, the HHS In-
spector General surveyed SSA's debt management activities. The In-
spector General reported that efforts were underway to implement an
effective collection system and that the outlook was positive. In-
deed, as shown earlier, SSA fulfilled the Inspector General's opti-
mism by increasing total collections $311 million, or 13 percent,
over fiscal 1981.

The portion of this increase that was due to more aggressive
collection activity, as measured by OMB's formula, was not enough,
however, to meet the targeted increase set by OMB, 8SA's target
was $135 million and its "calculated collection increase" was
$121.7 million. (See ch. 3, p. 22.) 1In our view, however, this is
not a true picture of 8SA's collection experience in fiscal 1982
because most of its total collections are not affected by its poli~
cies to more aggressively collect benefit overpayments. About two
thirds of SSA's collections are payments by States into SSA's trust
funds~--payments which the agency's debt collection initiatives
would never affect. 1If the State payments are deleted from SSA's
total collections and this adjusted amount is used to measure SSA's
performance, a larger calculated collection increase results.

48



APPENDIX IV APPENDIX IV

Moreover, this larger increase seems to better reflect the results
of SSA's fiscal 1982 collection program. According to SSA, the
agency increased its fiscal 1981 benefit overpayment collections of
$635.4 million to $971.4 million in fiscal 1982--a 52-percent in-
crease.,

PROSPECTS FOR FISCAL 1983 DEBT COLLECTION

In its fiscal 1983 budget estimate justification, SSA presents
a detailed discussion supporting plans to increase collections by
$520.3 million in fiscal 1983 over what would have been collected
in that year without a more aggressive program. The agency stated
that more aggressive actions, tighter policies and procedures,
eanu;ngb enforcement runs, and offsets of overpayments from retro-
active benefits will account for most of this collectlon 1ncrease.
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curacy of this estimate.

First, at the time this estimate was made, SSA's analysis of
accounts receivable had not bheen done,. Therefore, budget estimates
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of future collections were based on what are now known to be inac-
curate levels of collectible debts. Only after SSA has effectively
improved automated data processing support for debt management
functions (task 3 of its debt collection plan) will accurate fore-

casts of future collections be possible.

Second, SSA attributed a large portion of the estimated in-
creased collections in fiscal 1983 to "aggressive actions to reduce
the existing backlog of delinguent debt in federally-administered
benefit programs.” Included in these actions are (1) using private
collection agencies, (2) reporting debt information to private sec-
tor credit bureaus, and (3) using credit bureau locator services.
These collection tools ar~ authorized under the Debt Collection Act
of 1982 (Public Law 97-365). However, SSA is not included under
the provisions of this act and, according to the Deputy Director of
SSA's Debt Collection Project, the agency will discontinue these
types of actions. SS5A estimated that $20 miliion of fiscal 1983
collections would be lost because the agency is prohlblted from

Ublng these debt COLLECClOD tools WnlCIl are used w1ae1.y in the Prl"'
vate sector and are now available to other Federal agencies.

Finally, according to the Deputy Director of SSA's Debt Col-

. !
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lection Project, some fiscal 1982 collections were achieved by

"topping off" the accounts receivable, that is, collecting the most

collectible accounts first. To the extent this occurred, future

collections will be more difficult.

Even though the accuracy of SSA's estimates is questionable,
the agency's overall debt collection prospects look promising. Be-
cause in fiscal 1982 the agency reduced its delinquent debt by 21
percent and increased its current debt by 56 percent, it is in a
good position to repeat its fiscal 1982 performance in fiscal 1983.
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IMPROVING DEBT COLLECTION AT

TEE VETERANS ADMINISTRATION

During fiscal 1982, the Veterans Administration acted to
strengthen debt collection and reduce outstanding delinquent debts.
The agency began changing its collection procedures, litigative
capacity, and automated data processing systems. These and other
VA actions contributed modestly to increased debt collection in
fiscal 1982. The major portion of VA's fiscal 1982 collection in-
crease came from the agency's sales from its loan portfolio. Much
of VA's debt collection improvement efforts will not be realized
until fiscal 1983, when several of VA's planned improvement efforts
will be implemented. VA's debt management could be further im-
proved if it began using private collection agencies to recover
hard-to-collect debts and became better at preventing or minimizing
educational benefit overpayments, loan defaults, and services to
ineligible recipients.,

BACKGROUND

VA administers a variety of benefit programs which assist
veterans and their dependents and survivors. VA's accounts receiv-
able result because the agency

~--serves ineligible recipients;

--routinely overpays program participants, and

-—-gxperiences loan defaults.
Benefit overpayments are generaily caused by recipients failing to
notify VA of changes in their status, VA's late processing of

status change notices, and VA's paying for unapproved courses.

On October 17, 1980, Public Law 96-466 was enacted. Three of
its provisions enable VA to

--charge interest on delinquent debts and recover adminis-
strative cost of collection from debtors,

~--use its own attorneys to litigate certain debt cases, and
-~-report delinquent debts to credit reporting agencies.

Because of this law's new debt collection tools and more aggressive
action at VA, the structure of VA's debt changed considerably dur-
ing fiscal 1982. VA increased its current receivables almost

$490 million, over 50 percent; however, its delinquent debt also
increased by almost $430 million or 53 percent. In addition, VA's
collections increased by $547 million or 57 percent, as shown in
the following table.
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Fiscal year Difference
1981 1982 Amount Percent
~~~~~~~~~~ (millionsg)====—w——-
Total receivables $4,099 $4,041 $ -58 ~-1.4
Current receivables 962 1,452 489 50.9
Not delinquent 153 213 60 39.2
Delingquent 809 1,239 430 53.1
Long term
receivables 3,137 2,598 -547 -17.4
Collections 960 1,507 547 57.0

While large changes occurred in VA's current receivables and
collections during fiscal 1982, most of these changes were caused
by the activity in a single VA program--the Loan Guaranty Program.
As shown in the next table, this program accounted for 97 percent
of VA's collection increase, 94 percent of VA's delinquent debt in-
crease, and more than half of the change in the remainder of the
agency's receivables. (See page 24 for a further discussion of
activity in the Loan Guaranty Program,)

Loan Guaranty
Program change as

Fiscal year a percent of
1981 1982 Difference total VA change
———————— (millionsg)====~=—=
Total receivables $1,625 $1,594 $ -31 53
. Current receivables 111 488 377 77
Not delinquent 69 48 -28 48
Delingquent 42 448 405 94
Long term
receivables 1,514 1,106 ~407 74
Collections 440 973 533 97

VA ACTS TO SOLVE PROBLEMS
AND IMPROVE DEBT COLLECTION

In response to OMB Bulletin 81-17 and to implement specific
requirements of Public Law 96-466, VA developed a plan for improv-
ing its debt collection activities. Before the details of this
plan were final, however, an internal VA study identified the fol-
lowing problems as needing intensive action during fiscal 1982:

--Unresponsive debt organization.

--Fragmented accounting for receivables,
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--Ineffective methods of identifying and recovering overpay-
ments.

--Lack of program and audit oversight.

--Need to charge interest and administrative costs on delin-
quent education and compensation benefits accounts.

As a management tool, VA's debt collection plan could be im-
proved. For example, it does not delegate debt management and col-
lection responsibilities to specific employees or establish meas-
urable collection goals. Also, as discussed in a January 1983 VA
Inspector General report on VA's debt collection program, the plan
does not explore new methods for collecting and reducing debts.
The inspector general report stated that overpayment reduction
measures at VA have not been effectively implemented or given the
priority needed to reduce accounts receivable balances. It also
said VA is not pursuing a total collection effort and based this
conclusion on VA's not having tested the use of private collection
agencies.

Nevertheless, the plan proposes several significant tasks to
strengthen debt collection. Among those tasks that were completed
or toward which progress was made during fiscal 1982 are:

--Enlarging the VA General Counsel staff by 120 positions to
accommodate increased litigative responsibilities gained un-
der Public Law 96-466.

--Working with school officials to reduce educational bene-
fits overpayments by (1) making more reqular and systematic
visits to schools to spot check records and (2) making
schools liable for overpayments as an incentive to schools
reporting changes in veteran's educational status.

--Using the computer to match files which, as of January
1982, resulted in (1) identifying 66,000 Federal employees
with $37 million of delinquent debts, $20 million of which
was recovered during fiscal 1982 and (2) collecting over
$12 million in education benefits overpayments from persons
with VA guaranteed home loans.

--Reactivating over 700,000 terminated accounts for collec-
tion.

Among the plan's proposed tasks that did not realize signifi-
cant progress during fiscal 1982 but which have been initiated in
fiscal 1983 are

--Centralizing debt collection information by transferring re-

gional office accounts receivable to the centralized ac-
counts receivable system in St. Paul, Minnesota;
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--Changing the ADP system to allow VA to capture and account
for interest and administrative costs incurred on delin-
quent debts and to account for previously terminated ac-
counts; and

~--Expanding the ADP system to establish links between VA's
centralized debt accounting system and the private consumer
reporting agencies.

Because many important parts of VA's debt collection plan were
not completed during fiscal 1982, we could not determine the full
effect of VA's proposed actions on its ultimate ability to recover
debts. When fully implemented, however, the planned actions should
improve VA's debt collection ability.

VA's ACCOMPLISHMENT OF FISCAL 1982
DEBT COLLECTION GOALS IS QUESTIONABLE

Although VA surpassed its overall OMB-assigned debt collection
target for fiscal 1982 by $275.9 million, we question whether this
can be attributed to the effectiveness of VA's collection actions
or rather to other actions VA took regarding its loan portfolio.

VA's overall target of $150 million was divided among six VA
programs (see p. , ch. 3). The Readjustment Benefits and the Com-
pensation Benefits Programs--the two programs with the largest
subtargets-—-fell short of their goals for increased collections,.
VA's Loan Guaranty Program, on the other hand, exceeded its target
by over $400 million, but not by collecting more debts. 1Instead,
the Loan Guaranty Program achieved its success by selling $373 mil-
lion of its loan portfolio to private institutions. OMB encourages
these sales because they remove debt from the Government books and
help VA fund its loan guaranty revolving fund. However, treating
these sales as collections of debts distorts VA's true debt collec-
tion ability and makes meaningless VA's overall performance against
a target which did not take loan guaranty sales into account. Fur-
ther, if someone defaults on a guaranteed loan while it is being
serviced by a private institution, VA retains the liability and
must take the loan back.

PROSPECTS IN DEBT COLLECTION
FOR FISCAL 1983 AND BEYOND

VA's collection goals from OMB for fiscal 1983 and 1984-88 are
$150 million and $77 million annually, respectively. VA's pros-
pects for meeting its fiscal 1983 goal are reasonable due to

~-the enactment of the Debt Collection Act of 1982--which
will allow VA to offset debts against Federal employees'
salaries,

~~gxpected collections from the more than 700,000 terminated
accounts that were recently reactivated,
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-—-expected collections from litigation pursuits of VA's dis-
trict counsels, and

~-projected sales of $1.28 billion in locans to private insti-
tutions in fiscal 1983 which OMB will count as collections.

In the audit of VA's debt collection program, the VA Inspector
General concluded that the agency had made substantial improvement
in its debt collection efforts. Nevertheless, because the Inspec-
tor General found that benefit overpayments were rising faster than
collections in fiscal 1982, the audit report recommended that VA
establish a more aggressive program for reducing overpayments. The
report also recommended that the practicality of using private col-
lection agencies be determined. If VA responds positively to the
audit recommendations, this would enhance the agency's prospects
for improving debt collection.
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IMPROVING DEBT COLLECTION AT

THE DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT

The Department of Housing and Urban Development's debt collec-
tion efforts have been hampered for years by serious loan servicing
and accounting problems. While these problems, identified in sev-
eral of our prior reports, are far from being completely solved,
HUD has taken several actions to resolve them and improve its debt
collection program. Actions include developing a debt collection
plan, using contract collection agencies, and improving the accu-
racy of accounts receivable information (Schedule 9 data).

As a result of these and other actions, BUD met its $75 mil-
lion target (see p. 23) for fiscal 1982 and, according to OMB,
exceeded the target by approximately $417 million. About $225 mil-
lion of this additional amount was due to a September 1982 collec~-
tion of single family mortgage insurance premiums held in escrow
accounts by the mortgagees to the Government. Although this col-
lection event will not occur again, future collections are likely
to match or exceed the fiscal 1983, 1984, and 1985 targets if cer-
tain anticipated improvements are realized and if HUD's emphasis on
improved debt collection continues,.

BACKGROUND: HUD-HELD MULTIFAMILY MORTGAGES

Under the multifamily mortgage program, authorized by the Na-
tional Housing Act of 1934, as amended, HUD insures mortgages made
by private lenders to finance the construction or rehabilitation of
multifamily rental housing. When the borrowers fail to make their
loan payments, the lending institutions can send the insured mort-
gages to HUD for payment of 99 percent of the unpaid principal plus
other allowable costs. After paying the insurance claims, HUD can
either initiate foreclosure on the defaulted mortgages or negotiate
new payment plans, called workout arrangements, to bring the mort-
gages current. These workout arrangements generally allow the pro-
ject owners to make a reduced payment for a limited period while
working out long term solutions to bring the mortgage current.

We focused our review on HUD-held multifamily mortgages which,
as of September 30, 1982, accounted for about 40 percent ($3.9 bil-
lion) of HUD's total receivables ($9.8 billion) and over 70 percent
($1.1 billion) of the agency's total delinquencies ($1.4 billion).

As of September 30, 1982, HUD reported an inventory of 1,944
multifamily mortgages. Over 65 percent, or 1,289, of these mortga-
ges were overdue for more than 90 days; HUD considers these mortga-
ges seriously delinquent. Including accrued interest, these 1,289
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delinquencies totaled about $918 million. The following table pre-
sents the change in receivables, delinquencies, and collections
from fiscal 1981 to fiscal 1982 for HUD-held multifamily mortgages:

Fiscal vear Difference
1981 1982 Amount Percent

Total receivables $4,132 $3,940 $-192 - 4.6
Current receivables 1,106 1,120 14 1.3
Not delinquent 84 64 - 20 -23.7
Delinquent 1,022 1,056 34 3.3
Long term receivables 3,026 2,820 -206 - 6.8
Collections 227 274 47 20.7

ACTIONS TAKEN TO IMPROVE DEBT COLLECTION
AND RESOLVE LONGSTANDING PROBLEMS

HUD's debt collection and program officials have been involved
in the agency's effort to improve debt collection. As a result,
actions have been taken to resolve longstanding problems associated
with preventing and controlling default of multifamily mortgages.
Steps have also been taken to improve the accuracy of HUD's finan-
cial reports, especially Schedule 9, and to improve collections on
HUD-~held multifamily mortgages. Most of the actions taken are con-
tained in the fiscal 1982 plan. These actions, along with manage-
ment's emphasis on improved debt collection, have contributed not
only to improved program operations but also to increased collec-
tions. HUD was able to exceed its $75 million target, set by OMB,
by about $417 million. As shown in the above table, collections on
HUD-held multifamily mortgages increased by about 21 percent from
fiscal 1981 to fiscal 1982.

HUD's debt collection plan results
in improved servicing and monitoring

Fulfilling the requirements of OMB Bulletin 81~17, HUD's plan
addresses longstanding issues and problems. A HUD official respon-
sible for debt collection believes the plan, which represents a 3-
year program, will result in fundamental improvement of HUD's pro-
grams. At the time of our review, HUD had implemented about 60
percent of the plan's key tasks.

The following actions have been taken as a result of the plan
for the multifamily program:

-~-Training was developed for loan servicers on how to review

annual financial statements to assure that project funds are
not being diverted for unauthorized purposes.
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--0On a pilot basis in one region, contractors were used for
complete loan servicing and accounting of HUD-held mort-
gages.

-~Toughened policies on workout arrangements and mortgage
modifications were issued with a goal of maintaining 90 per-
cent of HUD-held mortgages under an approved collection
plan. During fiscal 1982, HUD fell somewhat short of its
goal, maintaining only 82 percent under an approved plan.

--A debt monitoring system was established which emphasized
(1) placing mortgages under an approved plan, (2) prevent-
ing default of mortgages under the plan, and (3) carrying
out foreclosures. A new billing and collection system be-
came operational.

These actions represent HUD's efforts to prevent new delinquencies
as well as collect on o0ld ones,

Accounting system improvements result
in increased accuracy of accounts
receivable information

Oour prior reportsl have noted that HUD's debt collection ef-
forts are hampered by an accounting system which does not provide
sufficient and timely information. To address this longstanding
problem and to respond to Treasury's requirement for the Schedule 9
financial report, HUD has made several accounting system improve-
ments during fiscal 1982. HUD officials believe that the accuracy
of the Schedule 9 report has greatly improved and that the informa-
tion on delinquencies is generally accurate. They cite the follow-
ing accounting system improvements.

--Written instructions on Schedule 9 preparation have been
provided to program officials to insure consistency in re-
porting.

~-8chedule 9 information for each program is now cleared
through appropriate program officials, providing cross-
checks on data accuracy.

--Total receivables in the major programs have been verified.

-~-For one region, multifamily mortgage note records maintained
at headquarters have been checked against corresponding

1'HUD Should Make Immediate Changes in Accounting for Secretary-
Held Multifamily Mortgages" (FGMSD-80~43, May 16, 1980) and "Prob-
lems Continue in Accounting for and Servicing HUD~Held Multifamily
Mortgages" (GAO/AFMD 82-18, Aug. 18, 1982).
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for all regions by April 1983.

HUD officials believe that the accuracy of Schedule 9 will be
further increased as the agency is able to rely more and more on
data supplied by the contractors servicing both the single family
and multifamily mortgage programs. HUD plans to issue a nationwide
contract for debt servicing of HUD-held multifamily mortgages dur-
ing fiscal 1983. (As of March 1983, final negotiations concerning
this contract were in process.) These contractors, according to
HUD officials, would provide a more accurate, timely record of ac-
counts because they are supported by up-to-date computerized sys-
tems. In this regard, HUD has long maintained that its antiquated
accounting systems hinder its ability to accurately report the sta-
tus of accounts receivable. HUD officials hope to completely auto-
mate the preparation of Schedule 9 during fiscal 1984.

PROGRESS TOWARD TARGET:
HUD EXCEEDS $75 MILLION GOAL

Due to the actions taken to improve debt collection and unusu-
al collection events in several programs, HUD exceeded its $75 mil-
lion target by about $417 million. Approximately $225 million of
this amount over target can be attributed to a September 1982 col-
lection of single family mortgage insurance premiums. This Septem-
ber collection represented the last group of single family premiums
to be collected on a yearly versus monthly basis.

During fiscal 1982, loan servicers were required to remit sin-
gle family insurance premiums to HUD on a monthly basis as collect-
ed from the mortgagee rather than holding these collections in es-
crow accounts for annual payment. This requirement was implemented
pursuant to the instructions included in section 530 of the Nation-
al Housing Act, as amended., Beginning in fiscal 1983, HUD will
collect all such premiums monthly and will not again experience
this one-~time effect on the agency's ability to meet its target.

Collections from HUD's Elderly Housing Program also contrib-
uted to the excess over target. The target Set for this program
($4.4 million) was exceeded by about $76 million due to an increase
in the number of projects for which construction was completed and
payment begun on the permanent loan. Once sold, the loans on these
projects are transferred from HUD to the private sector; for this
program, HUD provides financing in the construction phase only.

PROSPECTS FOR DEBT COLLECTION IN
FISCAL 1983 AND BEYOND

HUD's collection goals for fiscal 1983, 1984, and 1985 have
been set at $125, $150, and $150 million, respectively. Our review
indicates that the agency's prospects for meeting these targets are
good if HUD continues to improve its debt collection activities and
its accounting systems, and if HUD's nationwide use of contractors
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to service the multifamily mortgage program is implemented as
planned and is successful. Also affecting HUD's prospects will be
its ability to effectively implement the Debt Collection Act of
1982.

HUD has already taken steps to issue a revised debt collection
plan for fiscal 1983, which HUD officials believe reflects the com-
mitment of the agency's top management to the debt collection ini-
tiative. HUD has also begun addressing the issues surrounding ef-
fective implementation of the Debt Collection Act. We believe that
if management emphasis and OMB monitoring remain as effective in
fiscal 1983 as they were in fiscal 1982, HUD will be able to pursue
its revised plan and take other actions as needed. However, much
remains to be done and the effort must be sustained. In view of
HUD's historic accounting system problems, some of which are relat-
ed to antiquated systems, the likelihood for carrying out some of
these anticipated improvements is unknown. HUD will be assisted in
fiscal 1983 by its Office of Inspector General which is conducting
an audit of HUD's debt collection program and of Schedule 9 accu-
racy.
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IMPROVING DEBT COLLECTION AT

THE DEPARTMENT OF EDUCATION

The Department of Education's top level officials have sup-
ported a number of actions to improve debt collection. Among these
actions are (1) the development of a debt collection plan, (2) cer-
tain accounting and information system improvements related to more
accurate reporting of collections, and (3) contracts with private
sector collectors to augment Education's internal collection staff.

Nevertheless, the agency fell $266 million short of the
$225 million target set by OMB. This means that, according to
OMB's formula, Education's fiscal 1982 collection rate was $41 mil-
lion less than its fiscal 1981 rate. FEducation officials say these
disappointing results were caused by increases in delinquent debts
and reductions in the agency's collection staff.

BACKGROUND

We focused our review on one of the agency's larger programs
holding significant debts--the National Direct Student Loan Pro-
gram, authorized by part D, title IV of the Higher Education Act of
1965, as amended (20 U.S.C. 1087 (aa-ii)). As of Septenmber 30,
1982, the NDSL program accounted for about 50 percent ($4.5 bil-
lion) of Education's total receivables ($9.1 billion) and about
62 percent ($1.5 billion) of the its total delinquencies ($2.5 bil-
lion). This program provides Federal funds to institutions of
higher education to make long term, low interest loans to qualified
students who need assistance in financing their educations.

Schools are responsible for making loans and collecting repayments
either themselves or through an agent. Collections of principal
and interest are to be deposited in a school's revolving fund to be
reused by other students.

In an effort to collect defaulted loans, Education established
procedures in March 1978, to implement section 463(a)(4) of Public
Law 92-318 (20 U.S.C., 1087(cc)) dated June 23, 1972, which permits
schools to submit loans in default for 2 or more years to Education
for collection. Schools must demonstrate that they have attempted
to collect the defaulted loans before assigning them to Education.
As of September 30, 1982, Education was responsible for $294.6 mil-
lion in assigned NDSLs, all of which had been defaulted on before
being assigned to Education for collection. NDSLs still held by
participating schools (nonassigned) amounted to $4.2 billion, with
about $1.2 billion of this amount delinquent.

Since the end of fiscal 1981, the amount of delingquent NDSLs
assigned to Education for collection has increased by almost
80 percent. The following table presents fiscal 1981 and 1982 re-
ceivables, delinquencies, and collections for both the NDSL as-
signed and nonassigned accounts.
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Fiscal year Difference
1981 1982 Amount Percent
———————— (millions)~—~==—w—-
Assigned loans
Total receivables $164 $295 $131 80
Current receivables 118 295 176 149
Not delinquent 68 0 - 68 -100
Delinquent 51 295 244 481
Long term receivables 45 0 - 45 ~100
Collections 7 11 5 74
Nonassigned loans
Total receivables 4,004 4,238 234 6
Current receivables 1,636 2,423 787 48
Not delinquent 271 1,182 911 336
Delinquent 1,365 1,242 -123 ~9
Long term receivables 2,368 1,814 -553 -23
Collections 366 396 30 8

ACTIONS DIRECTED TO LONGSTANDING PROBLEMS
AND IMPROVED DEBT COLLECTION ACTIVITIES

For several years Education has been faced with high default
rates_and serious accounting and reporting problems. Our prior re-
portsl have noted that Education's information systems could not
adequately control and account for program activities and that the
agency could do a better job of overseeing schools which partici~
pate in the program. Education has made some improvements in these
areas. Among the. actions it has taken or has underway are

~--developing a debt collection plan covering the majority of
actions needed to resolve longstanding debt collection prob-
lens,

--working toward developing reliable accounts receivable in-
formation and improved control and reporting of financial
transactions, and

1“Stronger Actions Needed to Recover $730 Million in Defaulted
National Direct Student Loans" (HRD-81-124, Sept. 30, 1981) and
"The Guaranteed Student Loan Information System Needs a Thorough
Redesign to Account for the Expenditure of Billions" (HRD-81-139,
Sept. 24, 1981).
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-—augmenting Education's collection staff with private sector
collectors.

Education's plan results in
key tasks implemented

Responding to OMB Bulletin 81-17, Education has developed a
plan addressing its debt collection problems. The plan presents
tasks, includes completion dates, and assigns responsibility for
task implementation. The Education official responsible for debt
collection verified that almost half of the plan's 64 key tasks had
been completed.

During fiscal 1982, Education established computerized capa-
bility to better administer the NDSL assigned portfolio. The
agency also improved oversight of schools administering NDSLs by
providing instructions and new forms on which to submit defaults
and by providing the schools more precise instructions for entering
defaults into Education's automated data processing system. 1In
addition to these actions, Education transferred collection respon-
sibilities for the major portion of the NDSL assigned portfolioc to
private collection agencies.

Education also issued new regulations which provide an incen-
tive to institutions collecting delinquent loans. Under these
requlations for the NDSL program, schools with default rates in ex-
cess of 25 percent will not be eligible to receive new NDSL funds.
Schools with default rates between 10 and 25 percent will have
their new loan funds reduced in proportion to their default rates.

In fiscal 1982, Education alsc identified Federally employed
defaulters through a computer match of approximately 900,000 de~
fault records against about 10 million Federal employee records.
This match identified about 47,000 Federal employees who had de-
faulted on Education loans. After going through several procedural
steps to notify these employees and their employers, Education ex-
pects to begin offsetting wages. The Debt Collection Act of 1982
provides that Federal agencies at the request of Education can off-
set the wages of Federal employees responsible for these loans.
According to an Education official, the provision to offset will
not be implemented until late in fiscal 1983.

Accounting and reporting
problems remain unresolved

In fiscal 1982, Education was not able to solve its accounting
and information systems problems so that a reliable financial re-
port (Schedule 9) on debt collection activities could be submitted
to Treasury and OMB. The accuracy of Education's Schedule 9 data
is highly questionable. One Education cfficial estimated a 25 per-
cent error rate in reported collections, and OMB debt collection
officials expressed concern over the poor quality of Education's
data. To establish reliable accounts receivable information,
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Education has converted old computer records on receivables, origi-
nated in the former Office of Education, to a new format suitable
for Education's present accounting system. The agency is also in
the process of reconciling computerized records to manual records
to resolve discrepancies and ensure that account records are accu-
rate.

Some improvements are anticipated during fiscal 1983 which
should also contribute to a more accurate Schedule 9. These in-
clude

~~completely automating Schedule 9 data,

--assigning one staff member exclusively to prepare the Sched-
ule 9 report, and

--agstablishing an audit trail allowing Schedule 9 data to be
tracked completely through the system.

One problem which will be alleviated but not completely resolved in
fiscal 1983 is reconciling the receivables information entered into
the NDSL system. The large number of lenders (schools) complicates
NDSL recordkeeping, making it difficult for Education to assure the
accuracy of school-originated data.

Despite the above efforts, many of Education's accounting and
reporting problems will remain unresolved. With this in mind, Edu-
cation officials believe a long term effort to install an informa-
tion system capable of handling all of the Department's loan pro-
grams will result in improved reporting and control. Education has
assessed the information needs of each program and is presently
evaluating various alternative systems. While Education expects
the system to be installed during the 1986-87 academic year, we
caution that Education has a history of unsuccessful attempts to
develop and operate an automated information system for the Guar-
anteed Student Loan Program. An Education Inspector General review
of Schedule 9 accuracy (underway) should provide more information
in this area and assist Education's management in effectively de-
veloping a new automated system.

Contract collectors barely met expectations

Faced with staffing reductions, Education turned to the pri-
vate sector for collection of defaulted student loans even though
the cost effectiveness of using these contract collection agencies
had not been fully determined. Our prior report "Stronger Actions
Needed to Recover $730 Million in Defaulted National Direct Student
Loans” recognized that Education's decision to use private collec-
tion agencies was consistent with present statutory and regulatory
provisions and that a detailed cost assessment was impractical at
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that time. These circumstances, however, prompted us to recommend
that Education monitor the performance of its contractors to ensure
cost effectiveness,

Education is presently involved in this monitoring effort, and
the performance of the collection contractors has barely met Edu-
cation's expectation. By the end of fiscal 1982, the private col-
lection agencies hired to work NDSL and Guaranteed Student Loan
accounts had converted 32,694 of a total 401,000 accounts into re-~
payment status. Over a 3-year period, the agency expects the con-
tractors to collect 10 cents on the dcllar of all debts they are
given to collect. 1In fiscal 1982, they collected about one-third
of that goal.

OMB claims that contractor performance will be hampered by
current regulations because contractors cannot directly bring suit
against debtors. Instead, contractors are forced to refer accounts
to Justice for litigation. Contractors contend that this inability
to bring suit greatly hinders their collection efforts because they
are deprived of one of the most important tools available to priv-
ate collection agencies. Education recognized that this inability
to bring suit certainly hinders contractors' efforts and was there-
fore working with OMB and Justice to gain litigation authority for
the private collection agencies. However, Justice determined that
the propecsal would be illegal in several ways and, according to
OMB, Education is now proposing a legislative change to accomplish
the same goal.

DESPITE ACTIONS TAKEN,
EDUCATION FALLS SHORT OF TARGET

Although acting to improve its debt collection program, Educa-
tion's fiscal 1982 collection results are far from successful: The
agency's fiscal 1982 collections are about $6 million less than
they were in fiscal 1981 and Education fell far short of its OMB
target,

During fiscal 1982--a year of increased emphasis on debt col-
lection throughout Government--Education's collection declined by
1l percent to $653 million from $659 million in fiscal 1981. Of the
six agencies we reviewed, this was the only instance of declining
total collections. At the same time, FEducation's total receivables
grew by over 5 percent. When these data were factored into OMB's
formula for measuring agency collection performance, the results
were disappointing. (See ch. 3.) Because of the relative drop in
collections from fiscal 1981 to 1982, OMB calculated that Education
missed its $225 million collection target by $266 million. Educa-
tion officials explained the shortfall by pointing to the reduction
of 700 in-house collector positions during the fiscal 1982.
Although private sector contract collectors are supposed to fill
this void, Education officials said that the contractors will need
more time to reach maximum productivity. Officials also explained
that, because delinquent debts grew during fiscal 1982 (see p.
61l.), they were not shocked that collections were lower than esti-~
mates,
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FORECAST FOR FISCAL 1983 AND BEYOND

OMB has set Education's fiscal 1983, 1984, and 1985 targets at
$225 million for each of the three years. Although Education says
it has improved its debt collection activities, the forecast for
meeting these OMB targets is uncertain largely because of Educa-
tion's performance during fiscal 1982. The agency plans to rely
more and more on private collection agencies and to cut back on its
own in-house staff. Whether the collection agencies can fulfill
Education's expectations and make up for Education's staff losses
remains to be seen.

Also uncertain is Education's ability to improve the accuracy
of Schedule 9. An audit of Schedule 9 accuracy currently underway
by Education's Inspector General should assist Education in iden-
tifying its data accuracy problems.

On a more positive note, Education will be well served by the
Debt Collection Act. As mentioned in chapter 4, full implementa-
tion of the act's provision allowing the offset of a Federal em-
ployee's salary to satisfy general debts owed to the Federal Gov-
ernment will increase collections by fiscal 1984, if not 1983.
Another provision requiring individuals who apply for Federal loans
or assistance to furnish their social security numbers will affect
the NDSL program in about 3 years. Implementing this provision
will make NDSL defaulters easier to find.
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IMPROVING DEBT COLLECTION AT

THE SMALL BUSINESS ADMINISTRATION

The Small Business Administration has taken several actions to
improve its debt collection program. They include increasing train-
ing, enhancing automated systems for debt monitoring, and hiring
temporary employees to collect on disaster loans. However, we have
some concern about whether SBA's actions during fiscal 1982 will
significantly improve debt collection in the long term, OMB did
not consider SBA's debt collection plan to be a useful document and
questioned SBA's commitment to the debt collection initiative.

Although SBA exceeded its $100 million target by about
$34 million, collections on business loan programs fell far short
of its $35 million target. SBA met its overall $100 million target
because the collection rate on disaster loans exceeded this pro-
gram's $65 million target by about $132 million. This increase in
collections was due to the use of temporary employees--in effect a
one~time collection event which is not likely to be duplicated in
fiscal 1983.

BACKGROUND

We focused our review on the agency's business loan programs
which, as of September 30, 1982, accounted for a about 37 percent
($3.6 billion) of SBA's total receivables ($9.9 billion) and about
70 percent ($1.6 billion) of the agency's total delinquencies
($2.3 billion). SBA administers a number of programs which provide
guaranteed and direct loans to small businesses. Following are the
major business loan programs administered by SBA:

--7(a) Loan Program - under section 7(a) of the Small Business
Act, as amended (15 U.S.C. 636(a)), SBA guarantees and makes
direct loans to small businesses. This is SBA's largest
business loan program.

-~502 Local Development Company Program - under section 502 of
the Small Business Investment Act of 1958, as amended, SBA
makes capital available to small businesses through loans to
local development companies which provide loans to small
businesses,

-=301(d) Investment Company Program - under section 301(d) of
the Small Business Investment Act of 1958, as amended (15
U.S.C. 661), SBA regqulates and, in part, finances privately
owned and operated investment companies which provide equity
capital, long term loans, and management assistance to small
businesses that are at least 50 percent owned and managed by
socially or economically disadvantaged business people.
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The following table presents the changes in receivables, de-
linquencies, and collections from fiscal 1981 to fiscal 1982 for
SBA's business loan programs.

Fiscal year Difference
1981 1982 Amount Percent
———————— (millions)~——~———==x
Total receivables $3,136 $3,636 $ 500 16
Current receivables 1,520 2,180 660 43
Not delinquent 317 583 266 84
Delinquent 1,203 1,597 394 33
Non current
receivables 1,616 1,456 -160 - 10
Collections 369 361 - 8 -2.2

ACTIONS TAKEN DO NOT
SIGNIFICANTLY IMPROVE SBA's
DEBT COLLECTION PROGRAM

Although SBA officials cite several actions taken to improve
debt collection, the long term value of some of these actions is
questionable. Although SBA developed a debt collection plan for
fiscal 1982, this plan did not meet OMB's requirements and cannot
be clearly linked to significant improvements. OMB is still work-
ing with SBA to develop a revised debt collection plan for fiscal
1983 and to increase SBA's commitment to the debt collection initi-
ative, Other actions taken by SBA such as improving training and
enhancing automated systems, appear to be only superficial improve-
ments which have not significantly increased SBA's ability to col-
lect or monitor its debt.

SBA's plan is given qualified approval by OMB

SBA's fiscal 1982 debt collection plan does not meet OMB's
Bulletin No. 81-17 requirements for an adequate debt collection
plan. Compared with other agencies' plans, SBA's plan did not
clearly address the specific problems or issues confronting the
agency's debt collection efforts and generally did not set out
specific tasks or deadlines for the few issues the plan did
address. During fiscal 1982, OMB's Debt Collection Project staff
met with SBA officials to develop a revised plan which would list
specific tasks and timetables for accomplishing these tasks. How-
ever, SBA resisted much of OMB's guidance, despite the fact that a
June 1982 report of SBA's Inspector General's Advisory Council on
Debt Collection (1) concluded that debt collection at SBA is the
most neglected area of agency planning and execution and (2) iden-
tified over 25 debt collection problems.
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According to an OMB Debt Collection Project analyst, this Ad-
visory Council report was summarily dismissed by the SBA official
responsible for plan development. The Inspector General officials
we spoke to expressed concern that this debt collection official
had not presented their office with his reason for disagreeing with
the report. OMB, meanwhile, concluded that the Advisory Council's
findings were valid and should be addressed by SBA in a revised
debt collection plan. An OMB official explained that SBA's re-
sponse is that improving debt collection just takes time and can-
not be done as fast as OMB wants.

OMB officials said they will require that SBA's revised debt
collection plan for fiscal 1983 include the following:

--Discernible work elements for each problem area identified.

--A gpecific timetable with a 30- to 45-day time frame for
program reporting.

--An assignment of responsibility to each SBA organizational
unit involved in the plan's implementation.

OMB also plans to create a working group composed of representa-
tives from the SBA organizational units with plan responsibilities,
Inspector General's office, and OMB (Budget Examiner and Debt Col-
lection staffs) to meet periodically to review SBA's debt collec-
tion program.

Actions taken cannot be clearly
linked to significant improvement

Unlike the other agencies we reviewed, SBA did not do much to
improve its debt collection program during fiscal 1982. Although
SBA's plan generally addressed the need for training and for en-
hanced automated systems, none of the actions taken during the year
focused on the key problems in these areas. Officials in SBA's Of-
fice of the Inspector General expressed concern about the general
versus specific nature of training at SBA, saying that collectors
in the field were being told to work "harder and smarter" but were
not being given procedural gquidance. According to the Advisory
Council's report, SBA has always relied on package courses, put on
by ocutside contractors, which usually deal with intangibles such as
general motivation or management techniques, and not with the tech-
nical aspects of the job.

The SBA official responsible for overseeing the design of the
training seminars held as a result of the plan acknowledged that
specific skills training was needed to improve collection tech-
niques, but that this kind of training was not presented in the
seminar. This official stated that these seminars focused instead
on "general exposure and discussion," citing as a reason the "vari-
ety of subject areas presented."
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One recommendation to come out of these seminars was that a
training plan on liquidation topics be developed. As a result, in
May 1982, SBA did make available a lé6-hour training course for all
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collectors. According to the training manual, this course serves
as an incentive to the supervisor to schedule and maintain training
programs regularly.

SBA's plan also called for increasing the use of automated
systems already in place to enhance debt collection and debt moni-
toring. According to an SBA official, the result of the effort
will be a new collection system which will free loan officers from
many clerical duties by providing accurate and timely computerized
information on receivables. The original completion date for this
effort was September 30, 1982; as of December 1982, this task had
not been completed. An OMB official commented that some of SBA's
enhancements to its automated systems—--particularly those which are
pilot efforts~—-never seem to get off paper. This official said OMB
is not clear on what improvements have really been made and indi-
cated that specific tasks and timetables are needed at SBA.

NEW INITIATIVE: BANKS TO SERVICE
BUSINESS LOANS ON PILOT BASIS

SBA has acted to improve the servicing of business loans. An
initiative, which began in February 1983, allows a few banks in the
New York area, on a pilot basis to service business loans. SBA de-
fines servicing assistance as recognizing that a problem or poten-
tial problem exists, identifying the problem's cause, and determin-
ing the appropriate solution. The loan servicing function begins
at the time of initial disbursement. Servicing personnel are
expected to become familiar with loans by reviewing documents on
file and visiting borrowers. The cost effectiveness of this pilot
effort, which has been strongly encouraged by OMB, will be assessed
quarterly. While the banks are handling all servicing, collecting,
and debt monitoring, liquidation is retained by SBA. In connection
with this initiative, a new standard operating procedure on servic-
ing of business loans was issued in January 1983.

A GAO study, currently underway, however, raises questions
about this initiative and stresses the need for a monitoring system
to help insure quality performance by participating banks. Because
this study is still ongoing, we cannot comment on the initiative's
potential advantages.

DISASTER LOAN COLLECTIONS EXCEED TARGET
WHILE BUSINESS LOAN COLLECTIONS FALL SHORT

For fiscal 1982, SBA's agency wide target of $100 million was
divided between its disaster and business loan programs at $65 mil-
lion and $35 million, respectively. While SBA collected about $132
million above its $65 million disaster loan target, collections on
business loans fell short of the $35 million target by approxi-
mately $98 million, as discussed in chapter 3. The agencywide
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result was that SBA exceeded its $100 million target by about

$34 million. SBA's success in collecting on disaster loans can
primarily be attributed to using approximately 275 temporaries at
a cost of about $6 million.

FORECAST FOR FISCAL 1983 AND BEYOND

SBA's ability to meet its fiscal 1983, 1984, and 1985 targets,
set at $120, $175, and $175 million, respectively, will depend on
future economic conditions, continued monitoring by OMB, agency
commitment (including Inspector General oversight) and the success
of SBA's pilot program of allowing banks to service business loans.
Officials in SBA's Office of the Comptroller said that the agency
may not be able to match its fiscal 1982 efforts if the economy
does not improve. According to these officials, SBA expects banks
to return $200 to $300 million worth of guaranteed loans to SBA in
fiscal 1983. These loans could significantly reduce SBA's pros=-
pects for meeting its fiscal 1983 target.

While we are encouraged by OMB's plans to continue monitoring
agencies' debt collection efforts and to work with SBA to develop a
revised debt collection plan, our review indicates that SBA's man-
agement commitment to and emphasis on improved debt collection, if
strengthened, would greatly improve the agency's prospects for
meeting future targets. OMB and SBA's Inspector General officials
expressed concern that SBA's debt collection program did not repre-
sent a coordinated effort to improve collection procedures and dur-
ing fiscal 1983 d4id not receive the top management emphasis needed
to significantly improve operations. 1In 1983, a new Deputy
Administrator--the agency's designated debt collection official~-
took office and began to familiarize himself with SBA's debt col-
lection problems. SBA officials said that the new Deputy Adminis-
trator appeared to be highly committed to the debt collection
initiative, which we believe will be a key ingredient in the suc-
cess of SBA's future debt collection efforts.

SBA's Inspector General officials have no fiscal 1983 plans to
review the quality and accuracy of SBA's Schedule 9 data; nor do
they plan in fiscal 1983 to conduct any audits of SBA's debt col-
lection activities. These officials expressed concern, however,
that the effect of the debt collection initiative at SBA had been
to increase the number of loans written off; that is, SBA was writ-
ing off loans that should be serviced instead. Given this concern
and the other problems mentioned in this report and verified by
OMB, an audit by SBA's Inspector General of the agency's debt col-
lection activities could serve to (1) improve SBA's ability to meet
future targets and (2) verify the accuracy of SBA's Schedule 9.
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CHANGES IN 16 AGENCIES' TOTAL RECEIVABLES,

COLLECTIONS, AND DELINQUENT RECEIVABLES FROM

FISCAL 1981 to 1982

The following three tables show changes from fiscal 1981 to
1982 in the total receivables, collections, and delinquent debt of
the 16 agencies monitored by OMB's Debt Collection Project. This
data was provided by OMB, It is derived from information submitted
by individual agencies on Schedule 9, Treasury Standard Form 220.
While we have not verified the accuracy of this financial data, we
believe it is the best data available to agency officials at this
time.

Changes In 16 Agencies' Receivables

Fiscal year Increase
Agency 1981 1982 (Decrease)
——————————————— (millionsg)—==—r—eemm e
Agriculture $81,937.3 $91,065.6 $9,128.3
AID 18,009.3 18,566.2 556.9
Commerce 1,026.3 1,071.6 45.3
Defense 1,153.1 1,143.7 (9.4)
Education 8,616.1 9,083.0 466.9
Energy 518.9 272.1 (246.8)
HHS 3,185.0 3,339.3 154.3
HUD 9,251.5 9,771.5 520.0
Interior 1,867.4 1,983.7 116.3
Labor 291.4 405.9 114.5
NASA 183.3 2.4 (180.9)
SBA 9,748.4 9,884.3 135.9
State 73.1 51.5 (21.6)
Transportation 1,118.9 1,173.6 54.7
IRS (note a) 20,492.0 27,310.7 6,818.7
VA 4,099.0 4,041.3 (57.7)
Total $162,571.0 $179,166.4 $17,595.4

a/Represents delinquent receivables while amounts for other agen-
cies represent total receivables.
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Agencz
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APPENDIX IX

Changes In 16 Agencies' Collections

Fiscal vear Increase
1981 1982 (Decrease)
——————————————— (milliong)~=me—mee e e
$ 9,739.6 $11,088.4 $1,348.8
755.8 808.0 52.2
108.7 151.6 42.9
5,283.4 7,556.9 2,273.5
659.4 653.4 (6.0)
1,970.8 2,763.4 792.6
2,521.2 2,961.3 440.1
1,684.4 2,244.9 560.5
294.3 232.3 (62.0)
186.2 181.6 (4.6)
105.0 223.9 118.9
1,041.5 1,217.3 175.8
53.9 37.6 (16.3)
154.7 223.4 68.7
12,265.9 14,525.1 2,259.2
959.7 1,506.9 547.2
$37,784.5 $46,376.0 $8,591.5
Changes In Delinguent Receivables
Owed To 16 Agencies
Fiscal year Increase

1981 1982
——————————————— (millions)
$ 2,002.4 S 3,248.9
63.8 113.1
251.9 299.7
141.7 236.9
2,087.3 2,488.2
51.7 13.6
1,047.2 815.4
1,357.4 1,423.7
70.9 118.7
97.9 338.2
0.4 0.4
1,581.7 2,259.2
11.5 9.2
144.1 150.8
17,773.6 24,697.1
809.3 1,238.8
$27,492.8 $37,451.9
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—————— o o oo o . o

$1,246.5
49.3
47.8
95.2
400.9
(38.1)
(231.8)
66.3
47.8
240.3

677.5
(2.3)
6.7
6,923.5
429.5

$9,959.1
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OMB's FORMULA FOR CALCULATING FEDERAL

AGENCY COLLECTION INCREASES DUE TO

STRENGTHENED DEBT COLLECTION PROGRAMS

During fiscal 1982, OMB assigned 16 agencies targets for in-
creasing their fiscal 1982 debt collection over fiscal 1981 levels.
To achieve the targets, agencies had to not only increase their ab-
solute collection levels, but they also had to increase the rate at
which they collected their outstanding debt.

To distinguish between when an agency was merely collecting
more debt than during the prior year, which it could do if its loan
program expanded providing more receivables to collect, and when it
was collecting debt faster than the prior year, OMB used the fol-
lowing formula:

82 81 - 82

In this formula,

the increase in fiscal 1982 collections over those in fis-
cal 1981 that are due to improved collection practices;

T

C = actual collections for a specified fiscal year; and

R = beginning receivables plus new receivables for a speci-
fied fiscal year. R is larger than an agency's total re-
ceivables for a year because the total is determined by
subtracting from R an agency's collection and writeoffs
for the year.

Both C and R are readily available from agencies' Schedule 9
submissions. Using the Social Security Administration's receiv-
ables and collections data (in thousands of dollars), T can be cal-
culated as follows:
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S6A

T

SSA

T
SSA

T
SSA

]

1]

X

82 81 82
R R
82 81

5,172,354 4,799,10

[ 2,755,561 - 2,445,76i|x 5,172,354
3

(0.5327479 - 0.5092111) (5,172,354)

(0.0235368) (5,172,354}

121,740.66 (See p. 22, ch. 3.)

APPENDIX X

These calculations show that, although SSA increased its col-
lection rate in fiscal 1982 from about 51 percent to 53 percent,
thereby giving the agency a "calculated" increase of almost $122
million,
large difference between the actual collection increase of almost

$312 million and the calculated collection increase of $122 million

this was not enough to meet its $135 million target.

is also evident.

(910365)
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