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Note: The auditor may complete this compliance summary or prepare equivalent documentation only if provisions governing claims of the U.S. government, as provided primarily in sections 3711-3720E of Title 31, U.S. Code (including provisions of the Debt Collection Improvement Act of 1996) are significant, as indicated on Form 802 - General Compliance Checklist at FAM 802-5.
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Provision description
	
Objective
	Control activities
	IS
(Y/N)
	Effective

compliance

controls?
	Instances of noncompliance noted?

	1.
Interest shall be charged on an outstanding debt (or claim) owed to the entity.  Interest accrues from the date the notice of the amount due and interest policies is first mailed to the debtor.  Interest is charged at the rate established by the Secretary of the Treasury that is in effect on that date.  The rate remains fixed at that rate for the duration of the indebtedness.

(See notes 1, 2, and 3.)

Type: Transaction-based

Ref: 31 U.S.C. 3717(a), (b), and (c)
	1.
Interest is properly calculated and charged on past due amounts owed to the entity at the correct rates.              (See notes 1, 2, and 3.)
	[Document the control activities used by the entity to achieve the objective.]
	[Is con​trol depen​dent on com​puter pro​ces​sing?]
	[Indicate yes or no; include reference to supporting documenta​tion.]
	[Indicate yes or no; include reference to supporting documentation.]

See Compliance Audit Procedures FAM 809 steps 3 (a), (b), and (c).

	2.
The entity shall assess, on a claim owed to it, a charge to cover the cost of processing and handling a delinquent claim plus a penalty charge (of not more than 6 percent a year) for failure to pay a part of a claim more than 90 days past due.  These additional charges do not accrue interest.  (See note 3.)

Type: Transaction-based

Ref: 31 U.S.C. 3717(e) and (f)
	2.
Administrative charges and late payment penalties are properly calculated and charged on past due amounts.  (See note 3.)
	
	
	
	See Compliance Audit Procedures FAM 809 step 3(d).



	3.
The entity may compromise, terminate, or suspend claims that are not more than $100,000 (excluding interest) or such higher amounts as the Attorney General may prescribe.  Claims of more than $100,000 (excluding interest, penalties, and administrative costs) shall be referred to the Justice Department for compromise, termination, or suspension.                (See note 4.)

Type: Procedural-based

Ref: 31 U.S.C. 3711(a), 31 C.F.R  902.1

	3.
Claims of more than $100,000 (excluding interest, penalties, and administrative costs) are referred to the Justice Department for compromise, termination, or suspension.

(See note 4.)
	
	
	
	See Compliance Audit Procedures FAM 809 step 5(a).



	4        If the entity is owed a valid and legally enforceable, nontax debt delinquent over 180 days, and there are no bars to collection, it shall notify Treasury about the debt for administrative offset and refer the debt to Treasury or a Treasury-designated debt collection center for collection action.                (See notes 5, 6, and 7.)

Type:  Procedural-based

Ref:  31 U.S.C. 3711(g)(1) and (9), 31 U.S.C. 3716(c)(6)

	4. When nontax debt becomes delinquent over 180 days, it is referred to Treasury for administrative offset and collection.                   (See notes 5, 6, and 7.)
	
	
	
	See Compliance Audit Procedures FAM 809 step 5(b).

	5. Unless waived by the entity, a person may not obtain any loan (other than a disaster loan) or loan insurance or guarantee administered by the entity if the person has outstanding nontax delinquent federal debt.  (Delinquency is determined by Treasury regulations.)

Type:  Transaction-based

Ref: 31 U.S.C. 3720B


	5. Loans and loan insurance or guarantees are not granted to persons with delinquent nontax debt.
	
	
	
	See Compliance Audit Procedures FAM  809 step 4(b).


Note: The auditor may perform these procedures or prepare equivalent documentation only if provisions governing claims of the United States government as provided primarily in sections 3711-3720E of Title 31, U.S. Code (including provisions of the Debt Collection Act of 1996) are significant, as indicated on Form 802 - General Compliance Checklist at FAM 802-5. These procedures test compliance with the provisions listed on the Compliance Summary.
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	Audit Procedures
	Done by/date
	Doc Ref

	1.
Based on the preliminary assessment of compliance control effectiveness (as documented on Form 809 - Compliance Summary), select a sample of amounts owed to the entity during or at the end of the audit period. (The sample size will vary based on the expected effectiveness of compliance controls, as discussed in FAM 460.02). Document the sampling approach using the documentation in FAM 495 E. See note 8 regarding sampling efficiencies and completeness of the sample population.

Sample size














Sample selection method 








	
	

	2.
For each item selected in step 1 obtain the loan file or other supporting documentation and note the following information as of the date selected for testing

· due date of debt;

· amount owed;

· date the notice of the amount due and the interest policies is first mailed to the debtor;

· amount of interest accrued and other administrative charges and penalties charged, if any; and

· number of days the debt is past due, if any.

Perform step 3 if the debt is past due.

Perform step 4 if the debt is not past due.
	
	

	3.
If the amount selected is past due:

(a)
Calculate the number of days that interest should be accrued on the debt as of the date selected for testing. Interest generally accrues from the date that the notice of the amount due is first mailed to the debtor. (See note 1.)  Compare the auditor’s calculation with the calculation performed by the entity and obtain explanation and examine support for any differences. (31 U.S.C. 3717(b))
	
	

	3.
(b)
Determine the interest rate that should be used to accrue interest on the debt. The rate is published in the Federal Register and should be the rate that was in effect on the date that the notice of the amount due is first mailed to the debtor. Compare the auditor’s determination of the rate to the rate used by the entity and obtain explanation and examine support for any differences. (31 U.S.C. 3717(a) and (c))
	
	

	3.
(c)
Calculate the amount of interest that should be owed as of the date selected for testing using the number of days tested in (a) and the interest rate tested in (b). Compare the auditor’s calculation to the amount calculated by the entity and obtain explanation and examine support for any differences. See notes 2 and 3 regarding the waiver of interest.
	
	

	3.
(d)
Obtain the entity’s schedule of administrative charges and late payment penalties and determine if the appropriate amounts were charged to the debtor. See note 3 regarding the waiver of these charges.           (31 U.S.C. 3717(e) and (f))
	
	

	4.     If the debt is not past due, determine through                  examination of the entity’s records whether

(a) interest, administrative charges, or penalties are not being charged; and

(b)
the debtor had no outstanding nontax delinquent federal debt at the time the loan was obtained.        (31 U.S.C. 3720B)
	
	

	5.    The objectives listed below relate to procedural-based provisions. As discussed in FAM 460.06, the auditor usually performs sufficient procedures in conjunction with tests of compliance controls for these procedural-based provisions to conclude on the entity’s compliance without performing additional procedures. The auditor should not perform additional procedures to obtain evidence regarding compliance with the provisions related to the following objectives unless sufficient evidence regarding compliance was not obtained during compliance control tests documented on Form 809 - Compliance Summary.

(a) Claims of more than $100,000 (excluding interest, penalties, and administrative costs) are referred to the Justice Department for compromise, termination, or suspension. See note 4. (31 U.S.C. 3711)

(b) Claims delinquent for a period of 180 days have been referred to Treasury for collection. See notes 5, 6, and 7. (31 U.S.C. 3711(g))
	
	

	6.
If the entity does not appear to be in compliance based on the results of tests performed, the auditor should discuss these matters with OGC and, when appropriate, the Special Investigator Unit to conclude if noncompliance actually has occurred and the implications of such noncompliance.

For any noncompliance noted, the auditor should

· identify the weakness in compliance controls that allowed the noncompliance to occur, if not previously identified during compliance control testing;

· report the nature of any weakness in compliance controls and consider modification of the conclusion on internal control as appropriate  (see FAM 580.32-.61);

· consider the implications of any instances of noncompliance on the financial statements; and

· report instances of noncompliance, as appropriate (see FAM 580.67-.75).


	
	

	7.
Document conclusions on compliance with each provision on Form 809 - Compliance Summary.
	
	


Note 1:
Claims are amounts owed to the government, including amounts owed for loans insured or guaranteed by the government. The term “claim” is used interchangeably with the term “debt” in this law. (31 U.S.C. 3701(b))

Interest normally accrues from the date that notice of the debt and the agency’s interest policies is first mailed to the debtor. If the agency sends a bill to the debtor in advance of the due date and that bill states the interest policies, interest would accrue from the due date specified in the bill.

The provisions regarding accrual of interest and other charges do not apply to the extent that a statute, related regulation, loan agreement, or contract provides otherwise, or if a claim is under a contract executed before October 25, 1982, that is in effect on October 25, 1982. (31 U.S.C. 3717(g)) Accrual of interest and penalties under this law does not apply to amounts owed by other agencies of the federal government, or to amounts payable to the entity under the Internal Revenue Code, the Social Security Act, or tariff laws. (31 U.S.C. 3701 (c) and (d))  

Note 2:
The entity shall waive the collection of interest on a claim (or any portion of the claim) that is paid within 30 days after the date on which interest began to accrue. The agency may extend this 30-day period. (31 U.S.C. 3717(d)) Interest that is either accrued or collected on claims that are paid within the 30-day period would usually not be material or otherwise significant for purposes of compliance testing. If the auditor considers this provision to be significant for compliance testing, this form should be tailored to include the appropriate testing procedures.
Note 3:
The entity has the authority to waive the collection of interest, penalties, and administrative charges. The entity should follow its own regulations when determining whether a waiver is appropriate. Such regulations should be in conformity with the standards set jointly by the Comptroller General, the Attorney General, and the Secretary of the Treasury described in 31 C.F.R. 901.9. (31 U.S.C. 3717(h))

The entity may increase an administrative claim (debt not based on an extension of government credit through direct loans, guarantees, or insurance, including fines, penalties, and overpayments) annually by the cost of living adjustment in lieu of charging interest and penalties. (31 U.S.C. 3717(i))

Note 4:
Compromise is the term used when an amount less than the total amount of the claim is accepted by the entity as payment in full. Suspension refers to the temporary deferral of collection activities until collection activity is expected to be more successful. Termination refers to stopping of collection activities.

Only the Justice Department has the authority to compromise, terminate, or suspend collection on claims that are greater than $100,000 (excluding interest, penalties, and administrative charges). Pursuant to 31 C.F.R. Parts 902.1 and 903.1, entities generally should use a Claims Collection Litigation Report (CCLR) to refer such matters to the Justice Department.  

Note 5:
Exceptions to the requirement to transfer nontax debt delinquent for a period of 180 days to Treasury for collection are

(a)
a debt or claim that

(1)
is in litigation or foreclosure;

(2)
will be disposed of under an asset sales program within 1 year after becoming eligible for sale, or later than 1 year if consistent with an asset sales program and a schedule established by the entity and approved by OMB;

(3)
has been referred to a private collection contractor for collection for a period determined by Treasury;

(4)
has been referred by, or with the consent of, Treasury to a debt collection center for a period determined by Treasury; or

(5)
will be collected under internal offset, if such offset is sufficient to collect the claim within 3 years after the date the debt or claim is first delinquent; and

(b) to any other specific class of debt or claim, as determined by Treasury at the request of an entity.  (31 U.S.C. 3711(g)(2))  Examples include

(1) debts in bankruptcy meeting the criteria for an automatic stay (11 U.S.C. 362),

(2) foreign debt considered uncollectable by Treasury due to foreign diplomacy considerations and affairs of state,

(3) debts in forbearance or appeals.

Note 6:
Exceptions to the requirement to notify Treasury of nontax debt delinquent over 180 days for administrative offset are a claim that has been outstanding for more than 10 years or when a statute explicitly prohibits using administrative offset or setoff to collect the type of claim involved.  (31 U.S.C. 3716(e)) Also, this section does not prohibit the use of any other administrative offset authority existing. (31 U.S.C. 3716(d))

Prior to referring debts to Treasury, an agency shall inform the debtor of the amount and nature of the debt (such as overpayment, etc.), and actions which may be taken to enforce recovery of a delinquent debt. These include

(a) offset of any payments which the debtor is due, including tax refunds, and salary;

(b) referral of the debt to a private collection agency;

(c) referral of the debt to the Department of Justice or agency counsel for litigation;

(d) reporting of the debt to a credit bureau;

(e) reporting of the debt, if discharged, to IRS as a potential taxable income.

In the future, the agency also will need to inform the debtor that the debt may be subject to administrative wage garnishment, his/her identity may be published or publicly disseminated, and/or the debt may be sold.

The notice must tell the debtor that he/she has the opportunity

(a) to inspect and copy records relating to the debt,

(b) for a review by the agency; and

(c) to enter into a written repayment agreement.
Note 7:
Before an entity refers past-due debt to Treasury for reduction of tax refund, it must

(a) notify the person incurring such debt that the entity proposes to refer to Treasury for tax refund offset,

(b) give such person at least 60 days to present evidence that all or part of the debt is not past due or not legally enforceable,

(c) consider any evidence presented by such person and determine that an amount of such debt is past due and legally enforceable,

(d) satisfy such other conditions Treasury may prescribe to ensure the above determination is valid and that the entity has made reasonable efforts to obtain payment, and

(e) certify that reasonable efforts have been made by the entity to obtain payment. (31 U.S.C. 3720A(b))

Treasury issues regulations prescribing the times at which entities shall submit notices of past-due legally enforceable debts, the manner of submitting them, and the information to be contained in them. The regulations also specify the minimum amount of debt that may be referred for tax refund offset and the fee the entity shall pay to reimburse Treasury for its costs.

Note 8:
If the auditor uses multipurpose testing for the compliance test and/or compliance control test and/or a substantive test of accounts or loans receivable details, the sample items for the compliance test and/or compliance control test should be selected using the sampling method used for the substantive test as described in FAM 430. Otherwise, the auditor should  select items using attribute sampling as discussed in FAM 460.02.
                As with all sampling applications, the auditor should determine the completeness of the test population. For efficiency, the auditor should use records that were tested for validity, accuracy, and completeness (as well as the other financial statement assertions) in conjunction with substantive tests of the population.
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