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' The Program promotes strategles and guldes ﬁmncml management it

- management practices. This information sharing is done through conferences and oth

The JEMIP has worked on interagency projects that developed‘ ‘

" their financial systems through its Program Management Office. The Office will work on revising :

What |s JFMIP?

The ]omt Financidl Management Improvement Program (JEMIP) is a joint and cooperative

- undertakmg of the U.S. Department of the Treasury, the General Accounting Office, the Office of
., Management and Budget, and the Office of Personnel Management, workmg in cooperation with
“each’other and other agencies to improve financial management practices in government. The

Program was given statutory authorization in the Budget and Accounting Procedures Act of 1950
(31 USC 65). Leadership and program guidance are provided by the four Principals of the JEMIP--

B Comptroller General of the United States, Secretary of the Treasury, and the Directors of the Office
', of Management and Budget, and the Office of Personnel Management. Each Principal designates a

representative to serve on the JEMIP Steering Committee, which is responsible for the general

" direction of the Program The JEMIP Executive Director, and a progmm agency representatlve
: (Who serves for 2. years) are also on the Steer g%Comnuttee : ;

P oV ment acr S i
government; reviews and coordinates central agencies' activities and policy promulgqtlons and acts .
as catalyst and clearinghouse for shqrmg and d1ssemm1t1ng information about- good ﬁnancral

educational events, newsletters, meetings with interagency groups and agency personn‘
through FmanceNet an electromc clearinghouse on the Internet

ancml systems fnmework and
financial systems requirements.” For the future JEMIP plans to assrst Federal 4 agencies in Lrnprov ]

the Federal government's requirements definition, testing and acquisition processes, the first target

. of opportunity is core financial systems. The objectives of the Office are to develop systems

requirements, communicate and explain Federal and agency needs, provide agencies and vendors
information to improve financial systems, ensure that products meet relevant system requirements,

- and simplify the procurement process.

B Information on IFMIP can be found at its website at
~» www.financenet. gov/f nancenet/fed/jfmlp/jfmlp htm or call (202) 512-9201.
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‘Subject: “TEMIP Guafranteed‘Loan‘Syétems Requ‘iréments T

The JFMIP Guaranteed Loan Systems Requlrements document.
Exposure Draft is attached. This’ update effort was led by the
Small Business Adrmmstratlon, Mr. Jaimes Ph1111ps Office of
Financial Systems, and reflects the efforts of his governmentwide
team. The effort was supported by the JEMIP; Chief Financial

‘Officers Council Financial Systems Committée (FSC); Federal ‘

Credit Pohcy Workmg Group (FCPWG) Office of Management
and Budget (OMB) Us. General Accountlng Office (GAO); and

others. The extensive ‘Vetting process that occiitred, revealed‘many

changes that needed to be included in the Guaranteed Loan
Systems Requlrements document to reflect: ‘

1 Statutory and regulatory changes, mcludmg the Debt -
" Collection Improvement ‘Act of 1996; Staternent of Audit -

Standards (SAS 70); Troubled Debt Servicing; and Treasury

Cross-Servicing;

2.  Technological changes, including electronic guidance to make
collections using Web-based technology; automated system
balancing; electronic application criteria; and

3. JFMIP documentation changes, including the updated JFMIP
Core Financial System Requirements document and issuance
of the Framework for Federal Financial Management Systems
document.

Please note that mandatory and value added requirements have
been addressed in the document and defined in the Glossary
Appendix. Please consider closely the Glossary Appendix and, if
needed, recommend additional terms that are shown in the
document that you believe need to be defined. '

The attachment has been reviewed by representatives of the
JFMIP, FSC, GAO, OMB, FCPWG, Federal Accounting
Standards Advisory Board and others.
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The document is being circulated widely within the Federal government’s ﬁnanmal systems e e

community, private sector service prov1ders and other maJor stakeholders Itis also bemg
placed on Financenet at:

_ , www ﬁnancenet gov/fed/]fmlp/]fnup exp htm

Please prov1de your comments by Fnday, December 17 1999 Comments are encouranged on

any section(s) of the document. Responses will be more helpful if the underlying rational is

provided. Respondents are requested:to indicate the capacity. in which they are responding. . . .. . .

Comments should be sent to:

J omt F1nanc1al Management Improvement Program
441G StreetNW Room 3111, :
Washmgton, DC 20548 '

Please be aware that we are workmg to relocate ] FMIP by the m1ddle of November, 1999. We
are workmg closely w1th the GAO; where JFMIP is currently located, to ensure a smooth

transition of U.S. Postal and electromc ‘mail services.- When the exact date of the relocatlon is 7:

known mformatlon w1ll be posted on the JEMIP. Homepage at;

www,fmancenet. gov/fed/]‘frvmp_/]fnup..htmh . '. -

If you have any questions,on any of these matters, please contact Dennis Mitchell via electromc\

* mail at mitchelld. lfmlp@gao gov, telephone at 202 512- 5994 or fax 202-512-9593.
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Foreword

This is a functional requirements document for guaranteed loan systems requirements. Functional requir rements:for
direct loan systems are contained in a separate JEMIP requirements document. This is one of a series of functional
systems requirements documents published by the Joint Financial Management Improvement Program ( IFMIP) on
Federal financial management systems requirements. :

All of the JFMIP Federal Financial Management System Requirements (FFMSR) series of documents should be
considered together when determining how best to use information and supporting services to meet the-financial
management needs of a Fede1 al agency.

The FEMSR series addresses the goals of the U. S. Government Chief Financial Officeis’ (CFO) Council, the .-
JEMIP, the Federal Credit Policy Working Group (FCPWQ@), and others, to promote the efficient nnnagement of
assets, and to improve financial management systems governmentwide to prov1de useful financial information on
Federal government operations.

Agenc1es may develop additional technical and functional system requirements as necessary- 1o suppott unique
mission responsibilities. Agencies must also develop strategies for interfacing or integrating guaranteed loan..
systems Wltll the agency’s core financial system.

We want to take this oppom:unlt) to thank agency officials and others in the financnl guar: anteed loans md other
program management communities who contributed to this document. We value their assistance and suppol't
With continuing support such as theirs, we can confidently face the financial management challenges in the next -
century.

MM ey MMM

Karen Cleary Alderman
- Executive Director
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Introduction

As the world’s largest and most compléx éﬁfetprise, the U. S. Federal govérﬁxnch; faces trgthiendo_us; challé;igés, in
the management of guaranteed loan programs, These enormous responsibilities involve the management of billions
of dollars of resources, and pose tremendous challenges as we rapidly approach the twenty-first century.

The Federal government has consistently recognized the importance of having high quality financial management .
systems to support improvement of government operations and provide financial and related information to.
program and financial managers. In response, the JEMIP began the process of defining financial management
system requirements by publishing the FEMSR series.of requirements documents, beginning with the Core .
Financial System Requirements document in January 1988. Since then JEMIP has issued several other publications
in the FFMSR series.

In addition to the basic JFMIP systems requirements documents, several Federal organizations and agencies
recognized the need for a comprehensive document describing a variety of general systems requirements e.g.,
system integration, data stewardship, and internal controls. As a result, JFMIP published the Framework for
Federal Financial Management Systems document in January 1995, \

The Federal Financial Management Improvement Act (FFMIA) of 1996 mandated that agencies implement and
maintain systems that comply substantially with Federal financial management systems requirements, applicable
Federal accounting standards, and the U.S. Government Standard General Ledger (SGL) at the transaction level.
The FFMIA statute codified the JEMIP financial systems requirements documents as a key benchmark that agency -
systems must meet, in order to be substantially in compliance with systems requirements provisions under FFMIA.
To support the requirements outlined in the FFMIA, JEMIP is updating publications which are obsolete and is
publishing additional requirements documents. The JFMIP Core Financial System Requirements document was
updated in February, 1999. This document is an update of the December 1993 JEMIP Guaranteed Loan System
Requirements document. '

This Guaranteed Loan System Requirements document is intended for guaranteed loan program financial systems
analysts; system accountants; and others who design, develop, implement, operate, and maintain financial
management systems. This includes buying or building systems. This document does not prescribe a single model
for Guaranteed Loan Systems because guarantee programs vary greatly, the requirements contained in this
document are applicable only to the extent that they support the operations of the individual systems. The primary
purposes for this update are to reflect:

+ changes in statutes, regulations, and technology that have occurred since the document was originally
published in December 1993, e.g., passage of the CFO Act of 1990, and FFMIA of 1996;
» changes brought about by the National Performance Review (NPR); and '

* increased availability of commercial off-the-shelf (COTS) software packages.
The CFO Act strengthened the government’s efforts to improve financial management by:

* assigning clearer financial management responsibilities to senior officials;
* establishing new financial organizations; and
. requjrihg enhanced financial systems, audited financial statements, and improved planning.

The Government Performance and Results Act (GPRA); Government Maﬁagement Reform Act (GMRA);
FFMIA; and others further enhanced these responsibilities and requirements.

The Secretary of the Treasury; Director of the Office of Management and Budget; and Comptroller General of the
United States established the Federal Accounting Standards Advisory Board (FASAB) in October 1990, to

Guaranateed Loan System Reguirements : ]




Introduction

recommend Federal accounting principles and standards. After thc FASAB sponsors decide to adopt |
recommendations, standards are published by OMB and GAO, at which time the standards become effective. The '

Statements of Federal Financial Accounting Standards (. SFFAS) are pubhshed by OMB as the official standards for
the Executive Branch of the Federal govérnment. -

Increasingly, integrated financial management systems are necessary to support program managers, financial
managers, budget officials, and others simultaneously. Data and information supplied by systems to these
~ individuals are expected to be accurate;timely, and consistent across organizations, agencies, and the Federal

government. Systcms and data are sharcd more and more by muluple orgamzatlons agenc1es etc.. wn:h common: -
needs.

Raoaa

T

Peip I oumns | WIS/t

T T

Guaranateed Loan System Requirements



Federal Financial Management Framewnrk

This document provides high level functlonal requlrements for guaranteed loan systems that will provide the
capability for financial managers and others to control and account for-guaranteed loan program assets, liabilities,
and resources as defined in governmentwide and agency specific statutes, regulations, and guidelines. Appendlx A
is a listing-of statutory and regulatory references. This document is one component of a broad program to improve -
Federal financial management which involves the establishment of umform requlrements for financial information,
financial systems, reporting, and financial organizations.

As shown in Illustration 1, standards and systems requirements assist agencies in developmg effective and efﬁcwnt
systems and provide a common framework so that outside vendors of in-house programmers can provide software
more economically. Each agency should integrate its unique requirements with these governmentwide standard
requirements to provide a uniform basis for the standardization of ﬁnanc1al management systems as requtred by the
CFO Act of 1990, FFMIA of 1996 and others , >

Financial management systems in the Federal government must be demgned to support the vision artlculated by the
government’s financial management community. This vision requires financial management systems to support the

‘ partnershlp between program and financial managers and to assure the mtegnty of mformatlon for decmon-maklng

and measuring performance This includes the ability to::

* collect accurate tlmely, complete, rehable and consistent mformanon,
* provide for adequate agency management reporting; '

* support governmentw1de and agency-wide policy decmon-makmg,

* support the preparanon and execution of agency budgets;

» facilitate the preparanon of financial statements and other ﬁnanc1al reports in accordance W1th cheral
accounting and reporting standards;

* provide information to central agencies for budgeting, analysis, and governmentvmde reporting, mcludmg
consolidated financial statements; and i

* providea completeaudlt trail to facilitate audits.

In support of this vision, the Federal government must establish governmentwide financial management systems
and compatible agency systems, with standardized information and electromc data exchange, to support program
delivery, safeguard assets, and manage taxpayer dollars.

It is critical that financial management systems plans support the agency’s mission and programs, mcludmg planned
changes to them, and that financial management systems plans are incorporated into the agency’s plans for
information technology infrastructure and information systems as a whole. Further, systems design efforts should
include an analysis of how systems improvements, new technology supportmg ﬁnanc1al management systems, and
modifications to existing work processes can together enhance agency operations and improve program and
financial management. - Reassessing information and processmg needs and redesigning processes procedures and
policies are essentlal steps to meetmg user needs : : ‘

Integrated Financial Management Systems

Financial management systems must be designed with effective and efficient interrelationships between software,
hardware, personnel, procedures, controls, and data contained within the systems. To be integrated, financial
management systems must have, as a minimum, the following four characteristics:

Guaranateed Loan System Requirements ' 3




Federal Financial Management Framework

Financial System Improvement Projects
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Federal Financial Management Framework

¢ standard data classiﬁcations (definitions and formats) established and used for recording financial events;
* common procéSses used for processing similar kinds of transactions; ,
* internal controls over data entry, transaction processing, and reporting applied consistently; and -

* a design that eliminates unnecessary duplication of transaction entry.

The financial management systems policy described in OMB Circular A-127 Financial Management Systems,
requires that each agency establish and maintain a single integrated financial management system. Without a single,
integrated financial management system to ensure timely and accurate financial data, poor policy decisions are more
likely to occur; due to inaccurate or untimely information; managers are less likely to be able to report accurately to
the President, the Congress, and the public on government operations in a timely manner; scarce resources are
more likely to be directed toward the collection of information rather than to delivery of the intended programs; -
and modifications to financial management systems necessary to keep pace with rapidly changing user requiréments
cannot be coordinated and: managcd properly. The basic requirements for a single, mtegrated ﬁnanc1al
mdnagement system are outlined in OMB Circular A-127.

Having a single, integrated financial management system does not necessarily mean having only one softwarc
application for each agency covering all financial management systems needs. Rather, a single, integrated financial
management system is a unified set of financial systems and the financial portions of mixed systems encompassing
.~ the software, hardware, personnel, processes (manual and automated), procedures, controls, and data necessary to
carry out financial management functions, manage financial operations of the agency, and report on the agency’s
financial status to central agencies, Congress and the public.

Unified means that systems are planned and managed together, operated in an integrated fashion, and linked
together electronically in an efficient and effective manner to provide agencywide financial system support necessary
to carry out the agency’s mission and support the agency’s financial management needs

Integration means that the user is able to have one view into systems such that, at whatever level the individual is
using the system, he or she can get to the information needed efficiently and effectively through electronic means.
However, it does not mean that all information is physically located in the same database. -

Interfaces, means that one system feeds data to another system following normal business/transaction cycles such as
salary payroll charges recorded in general ledger control accounts at the time the payroll payments are made.
Interfaces may be acceptable as long as the supporting detail is maintained and accessible to managers. In such
cases, interface linkages must be electronic unless the number of transactions is so small that it is not cost-beneficial
to automate the interface. Easy reconciliations between systems, where interface linkages are appropnate must be
maintained to ensure accuracy of the data. '

To develop any mtegrated mformatlon system, it is critical that senior systems analysts and systems accountants
identify:

. the scope of the functions to be supported (processes),

* how data quahty will be assured (data stewardshlp), - u o

. the mformanon to be processed (management mfonhatmnj, e e
* how systems fit together to support the functions (systems architecture), and

» safeguards needed to ensure the integrity of operations and data (internal control).

Guaranateed Loan System Requirements 5




Federal Financial Management Framework

All of these pieces must be brought togetherina Integrated Model for - -
model such as the one shown in Illustration 2. Federal Information Systems
These pieces must work together to form an BRRCERR R R ~ ‘
efficient integrated information system. A change
to any part of the model will require
determination of the implications on other parts
of the model. For example a new reporting
requirement may require changes throughout the
entlre model '

Agency Financial Managcment Systems

Archltecture ‘Systems:

Manageme’nt' ‘ .
Architecture

Information ‘

Agency ﬁnancral management systems are
information systems that track financial events
‘and summarize information to support the
mission-of an agency, provide for adequate
management reporting, support agency level
policy decisions necessary to carry out ﬁduciary
responsibilities, and support the preparationof R S
auditable finaicial statements. ,_ Nustration 2

“Int ernal Cont ol

Agency financial management systems fall into four categories:

+ core ﬁnancral systems, :
* other financial and mixed systems, mcludmg guaranteed loan systems
e shared systems, and .

* departmental executive information systems (systems to -provide managcment information to all levels of
management)

These systems must be lmked together electromcally to be effective and efﬁaent Summary data transfers must be
provided from agency systems to central systems to permit sumrnaries 6f management mformatlon and agency o
ﬁnanc1a1 performance information on a governmentvwde basis. |

Sub]ect to governmentwide policies, the physical conﬁguratron of financial management systemis, including issues
of centralized or decentralized activities, processing routines, data, and organizations, is best left to the
determination of the agency, which can determine the optimal manner in which to support the agency mission.
The physical design of the system, however, should consider the agency’s organizational philosophy, the technical
capabilities available, and the most appropriate manner to achreve the necessary smgle lntegrated ﬁnanaal
management system “for the agency.

The agency systems architecture shown in Illustration 3, provides a logical perspective identifyihg‘ the relationships
of various agency systems types. Although this does not necessarily represent the physical design of the system, it
does identify the systems types needed to support program delivery/financing and financial event processing for
effective and efficient program execution. ‘

B Guaranateed Loan System  Requirements




Federal Financial Managementi Framework

Guaranteed Loan Systems

As shown in Tllustration 3, guarantecd loan systems are an integral part of the total financial management system
for virtually all Federal agencies. Guaranteed loan systems support programmatic objectives and interact with core
financial systems to validate funds availability; update budget execution data; record receivables and collections, and
process disbursements.

Agency Systems Architecture

Seized/

" Guaranteed Forfeited
Lloan- - \ ¢ Asset

Human Resources/
Payroll

Benefit Payment System

System -

ger
1 a\\ae a 03’ 4000

Financial
Reporting
System

Insurance Claim
System

Non-financial
Systems

Financial
System

Budget
Formulation
System

Inventory

System Property - Revenue
/' Management | Acquisition System
System | System o

Devartmental £ yecutive nformation $Y5 %
Workstation Support Tools

Illustration3 -
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This chapter presents a brief history of Federal credit programs, describes the pohc1es that affect Federal credlt .
programs, and defines the roles and responsibilities of the Federal organizations involved in, directing, overseeing,
and nnplemennng credit programs .

T TR R T R e

History

Federal credit programs provide benefits to certain borrowers or channel additional resources to certain sectors of
the economy. Examples of Federal credit programs include agricultural loans, small business loans, housing
mortgage loans, and student loans. There are two types of Federal loan programs: direct loans and guaranteed
loans. In direct loan programs the Federal government makes a direct disbursement to an approved borrower, and
services and collects the loan. Guaranteed loan programs utilize private sector lenders to originate and service loans
with all or a portion of the accrued interest and outstanding balance of the loan guaranteed by the government in
case of borrower default.

TR

Federal credit programs generally are costly to the government because they provide more favorable terms to :
borrowers than are available from private lenders, often lending to individuals and businesses who cannot obtain E
private financing. Although the government has chosen to carry out these inherently risky loan programs in order I
to achieve social purposes, efficient and effective management can minimize losses. -Financial systems are a key o
element in achieving this goal. Financial systems are especially critical to nnplementmg the requirements of the |
CFO Act of 1990 as amended, including measures of program performance and financial statements, and the

FCRA of 1990, which sets up new procedures to budget and account, for credit subsidies and loan assets and

Liabilities. - IR a : : -

Policy

The policies governing cred1t programs and fmancml systems that affect guaranteed loan systems are hsted in
Appendix A. ,

Roles and Respons1b1ht1es of Departments and Agencxes

This section 1dent1ﬁes the key orgamzatlons in the CI‘Cdlt management commumty and the roles they play in
managmg Federal credit programs.

Office of Management and Budget. OMB is responsible for rev1evmng legislation to establish new credit
programs or to expand or modify existing credit programs, reviewing and clearing testimony pertaining to credit
programs and debt collection, reviewing agency budget submissions for credit programs and debt collection
activities, formulating and reviewing credit management and debt collection policy, and approving agency credit
management and debt collection plans.

Department of the Treasury. The Department of the Treasury, through its FMS, is responsible for monitoring
and facilitating implementation of credit management and debt collection policy. FMS develops and disseminates
as a supplement to the TFM operational guidelines for agency compliance with Government-wide credit ,
management and debt collection policy. FMS assists agencies in improving credit management activities and

evaluates innovative credit management practices.

8 Guaranteed Loan System Requirements



Background

Federal Accounting Standards Advisory Board. The FASAB was established in October 1990, by the
Comptroller General, the Director of OMB,-and the Secretary of the Treasury. The Board exists through a
memorandum of understandmg among these three principal Federal executives. The FASAB recommends
accounting standards to the FASAB principals after considering the financial and budgetary information needs of
congressional oversight groups, executive agencies, and other users of financial data inclu‘djng thc' ge‘neral public. -

Accountmg and Auditing Policy Committee. The Accounting and Auditing Policy Committee (AAPC) isa
permanent FASAB committee established to improve Federal financial reporting by assrstrng in providing timely -
guidance to prepares and auditors of Federal financial statements. The AAPC receives issues from numerous
sources related to three toplcal areas: Statement of Federal Financial Accounting Standards (SFFAS), OMB’s Form
and Content, and audit issues; and recommends guidance. The AAPC has established a credit reform task force
composed of members of Treasury, GAO, OMB, and representatives fromall the credit agencies to address all ..
accountlng, audltmg, budge,Ung and reportlng issues encountered by agcncres sub]ect to the FCRA of 1990

Federal Credit Policy Workmg Group Thc Fedcral Credrt Pohcy Workmg Group (F CPWG) isan mteragency
forum that provides advice and assistance to OMB and Treasury in the formulation and-implementation of credit-.
policy. In addition to OMB and the Department of the Treasury, membership includes the Departments of
Agriculture; Cominerce; Education; Health and Human Services; Housing and Urban Development; Interior; -
Justice; Labor; State; Transportation; and Veterans Affairs; the Agcncy for International Development; the
Export-Import Bank; the Resolutlon Trust Corporatlon, and the Small Busmess Adrmmstratlon

Agencies. Each agcncy is respons1ble for managing its own credlt activities'in accordance w1th its statutory
authorities and the provisions of OMB circulars and other: policy guidance. OMB Circular A-129, Appendlx A,
outlines the specific-functions of the agencies in relation to credit management

Guaranteed Loan System Reguirements 9




System Overview

This chapter provides an overview of guaranteed loan system requirements. The complexity; diversity, and size of
the Federal guaranteed loan programs place unique demands on managers of guaranteed loan program operations.
The constantly changing requirements of guaranteed loan programs has led: ‘management to look not only at the
functional capabilities of guaranteed loan systems, but also the managerial environments in which these systems are
supported and/or operated.

All guarantecd loan systcms that are being demgned and nnplemented or are in use, must operate in accordance
with laws, regulations, and. ]ud1c1al decisions. It is the responsibility of each agency to be knowledgeable of the
legal reqmrements governmg its human resources and payroll opcranons | .

This document identifies functlonal reqmrements for guaranteed loan systems Although the document may be
used when developing new guaranteed loan systerns, or improving or evaluating current systems, the document
does not provide a specific model for such systems. Functional requirements not mandated by law, regulation,
directive, or judicial decision must result in cost-effective systems that are in the interest of’ the government. . All
possible alternatlves for meetlng the reqmrements should be considered.

Funcuonal requu'ements of the Federal government’s guaranteed loan: systems can be segregated into two general
categories, mandatory and Value added. Following are deﬁmtlons for these two catcgones of reqmrements

mandatory - Mandatory reqmrements describe what the system must do and consists of the minimum
acceptable functionality, necessary.to establish a system, or are based on Federal laws and regulations.
Mandatory requirements are those against which agency heads evaluate their systems to determine substantial
comphance with systems requirements under the FEMIA. These requirements apply to existing systems in
operation and new systems planned or under development.

value-added - Value-added requirements describe features or characteristics and may consist of any
combination of the following: (1) using state of the art technology, (2) employing the preferred or best
business practices, or (3) meeting the special management needs of an individual agency. Value-added,

- optional, and other similar terminology may be used to describe this category of requirements. Agencies should
consider value-added features when judging systems options. The need for these value-added features in agency
systems is left to the discretion of each agency head.

Within this document, requirements are specifically identified as mandatory or value-added. Federal agencies must
carefully determine which value-added requirements are necessary for each credit program.

Value-added or optional requirements are discussed at various points throughout the document. The burden of
demonstrating that value-added or optional functions are cost effective and clearly in the interest of the government
rests with agency heads. Further, each agency must develop an efficient, effective, and economical strategy for
interfacing or logically integrating its guaranteed loan systems (or subsystems) with other systems (or subsystems)
that provide information to, or utilize information, from standard guaranteed loan systems.

The data in these optional processes must be consistent with standard guaranteed loan systems that contain the
official records for the agency. Distributed processing and small end-user computers greatly increase the need for
agency-wide strategic planmng for information resources. Incompatible data in separate files or systems can
prevent, or make difficult, the integration of data to generate the information required by management.

The remainder of this chapter provides information based on the following three categories:

* Summary of Functions - presents a high-level description of the functions that are supported by guaranteed
loan systems.

. Relationships with Other Systems - describes how guaranteed loan system interact with other systems.

10 Guaranateed Loan System Requirements
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System Overview

¢ Data Requirements - discusses the types of data needed to perform the various functions of a guaranteed loan
system. RRTREE

Summary of Functions

Tllustration 4 shows the functlons of guaranteed loan systems. The followmg is a brief dCSCI'lpthIl of the major
functions of a guaranteed loan system. The functional requirements chapters provide a detailed description of each
function, mcludmg the lower level proccsses within each function..

Lender Wnagémmt

The Lender Management function
supports analysis of lenders® program
eligibility and monitorslender
performance to ensure that only

Guaranteed Loan Syétemeerviéi_i_v*

qualified and ﬁnanc1ally sound Core Financial

lenders participate in Federal System

guaranteed loan programs. The

processes within the Lender Guaranteed Collection
Loan System Agencies

Management function include the
Lender Eligibility process and the
Lender/Servicer Monitoring process.

Leridei -
Management

TS IrTs

; ; Credit Financial
Guarantee Extension and Maintenance Information Quaraniee Advisors &
Sources / and Maintenance Underwriters
. 77777777

The Guarantee Extension and / Portiolo
Maintenance function supports the / Management
accounting and documentation » ~ / LLLLLL ™ other
requirements for the evaluation of Borrowers / Ao poan Fodera

. encies
the guarantee request, the extension / 7777777 S
of the guarantee by the Federal / Deioquent Deb

. « oilection
agency, and the monitoring of the / A ‘
guarantee. The processes within the CAVRS Loan / Treasuy | Property
Guarantee Screening Syste! / Cross-Servicing Ma_g;sgtee“r;ent
. ‘ ' / IS TSI TS '
: : s : ‘ Other Reporti
Extension and Maintenance function / Requirements. I/
are the Guarantee Request ,
Evaluation process, the Guarantee e
redit Reform Financial

Origination process, and the gl

Guarantecd Loan Mamtqnance
© process. .. - -

Portfolio Management

The Portfolio Management function
supports the management and

evaluation of the guaranteed loan program and its portfolios of outstandmg guarantecd loans and acquired loans.

Subsidy Model

7 Lenders/" Y

Servicers

lllustration 4
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System Overview

The processes w1thm the Porlfoho Managcmcnt function are the Portfolio Management process and the Program
Financing process. ,

Acquired Loan Servicing

The Acquired Loan Servicing function encompasses the procedures for default claim review and payment in
accordance with guarantee agreements and regulations, as well as the invoicing and collection procedures for
acquired loans and the foreclosure and liquidation of property for collateralized loans acquired by the government.
The processes within the Acquired Loan Servicing function are the Claim Processing process, the Accounit Status
Maintenance process, the Foreclose on Collateral process, and the Manage/Liquidate Collateral process.

. Delinquent Debt Collection

The Delinquent Debt Collection function includes the recovery of delinquent debt through the use of dunmng .
letters, offset programs, collection agencies, garnishment of non Federal wages, litigation, and the termination of
collection action on uncollectible debt. It also includes the foreclosure and liquidation of property for collateralized
loans acquired by the government. The processes within the Delinquent Debt Collection function are: Collection
Actions and Write-offs and Close-outs.

Treamwy Cross-Servicing -

Cross-servicing occurs when Treasury’s Financial Management Service (FMS) or a Treasury-designated debt
collection center provides debt collection services for other Federal agencies. The processes within cross-servicing
are: Identify Accounts Selected, Monitor Accounts Referred to the Debt Collection Center, and Support an
Agency’s Request to Cross-Service. ’

Other Reporting Requirements

This chapter provides reqmrcmcnts for two types of reporting: Transaction H1story and External Reportmg
Requirements. :

Relationships with Other Systems

The guaranteed loan system must be capable of interfacing with other financial management systems. A brief
description of some of the systems which interact with the guaranteed loan system is provided below.

» The guaranteed loan system interacts with the core financial system to perform fund control checks, initiate
or record payments, and record the results of other guaranteed loan-related financial transactions, and
acknowledge receipt of financial information exchange. The Guaranteed Loan system must be able to
perform automatic system balancing. This system balancing must ensure that guaranty loan partners’
involved in a financial information exchange agree on transaction number and dollar values passed,
processed, and rejected. The automated system balancing will include cumulative subsidiary account
balancing to the general ledger. This automated system balancmg ensures that guaranty loan partners reflect
the same picture of valid transactions over a specified period of time, normally a month. The Guaranteed
Loan system must be capable of supporting Managerial Cost Accountmg and credit subsidy re-estimates.

* Guaranteed loan programs and direct loan programs have common processes for managing receivables.
Defaulted guaranteed loans acquired by the government are serviced and collected in a manner similar to
direct loans. Therefore, an agency with both direct and guaranteed loan programs may have a direct loan

12 Guaranateed Loan System Requirements
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system and guaranteed loan system that share system capabilities related to collecting delinquent debt. If an
agency acquires property serving as collateral on a defaulted guaranteed loan, the guaranteed loan system will
provide the property management system with the information needed to manage and liquidate the
collateral.

System Interface Functioning Verification

A team independent of the development organization will perform all Verlﬁcations to ensure the guaranty loan
system is capable of interfacing with other financial management systems. Verifications should include the
following: v

* Intersystem testing will take place to ensure the guaranty loan system can process incoming and outgoing -
data to other interfaces for the guaranty loan program. This testing will ensure the guaranty loan system can
accept data files, process them correctly, and transmit the necessary transactions to other systems.

+ All intersystem vendors involved with the testing will create and accept a comprehenswe test plan.

s A team mdependent of the development orgamzatlon will review requirements, test plans and scenarios,
monitor test execution, and ensure testing objectives are met. -

* The team independent of the development organization will work as partner in the development eﬁ'ort,
gaining system-specific knowledge while reviewing processes, outputs, and techniques to ensure compliance
with procedures and quality results

When issues arise, they wﬂl be tracked through aCM tool and the resolutions w111 be included in testmg sign-off
documentation when resolved. Review other than test execution will include at a minimum the following:

* Requirements Traceability Matrix - The system shall be able to demonstrate that all development
requirements are incorporated into the final system output through the use of requirements traceability
matrices. These matrices shall be submitted with the Prehmmary Design Document and should be updated
with each subsequent step in the enhancement effort (i.e., requirements should be traced through the
Prelnmnary Design, Detailed Design, specifications, test plans and test results).

* Functional Requirements Document - The system shall perform work needed to accomphsh the specified
outcomes, achieve or exceed the specified performance standards, record and reconcile money, and track
report activity.

* Detail Design Document - The detail design shall fully consider requirements for hardware, software,
integration with other systems, security, telecommunications, data management, manual procedures,
QA/QC, auditability, and capacity planning and management. It should document the design in
system/subsystem specifications, program specifications, and database specifications. '

* System Specifications - System/Subsystem specifications, program specifications and database specifications
should all be included within the Detail Design Document. Specifications should include at a minimum
flowcharts, Input/Output processing, and file layouts.

* Manual Procedures - All system modifications or maintenance changes shall be mcorporated into manual
procedures’and functions as necessary to keep the procedures up'to date. System testlng shall ensure that all
related manual procedures perform according to system requirements.

Post Implementation Testing

After the system is implemented, transactions should be reviewed to make sure that transactions are processing
correctly and the data being produced is reliable. This testing will be conducted with actual production data, and

Guaranateed Loan System Requirements l3
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will be done with the team independent of the development organization verifying expected results. In addition,
whenever possible, daily, monthly, quarterly and fiscal/calendar ycar-cnd reports should be reviewed pnor to
- dissemination to ensure that the data has updated correctly. , .

Cbnﬁgurzmbn Management (CM)-

The guaranteed loan system must use configuration management that will establish and maintain the security and
integrity of the guaranty loan system throughout its development life cycle. A. comprehensive CM must provide all
project team members with a consistent level of understanding of the system engineering process, maintain systems
stability, and reduce technical risk associated with the development effort.

Data Requirements

The guaranteed loan system stores, accesses, and/or updates seven types of data. In this document, a grouping of
related types of data is referred to as an mformatlon store. The term information store (rather than database or
file) is used to avoid any reference to the technical or physical characteristics of the data storage medium, “Actual
data storage (physical databases and files) must be determined by each agency during system dcvelopment and
unplcmcntatlon based upon the loan program’s statutory requirements, and the agency’s technical environment,
processing volumes, organizational structure, and degree of system centrahzatlon or decentralization.

This section defines the seven information stores, five internal and two external and provides examples of the data
that make up each information store. - :

Information Stores in the Guavanteed Loan System

The five information stores internal to the system are:

Lender/Servmer Information. This refers to data about the lender necessary to determine the ehglblhty and
creditworthiness of the lender financial information concerning the level of loans under the lender’s control; data
about the lender’s level of responsibility extending loans to borrowers both within the agency and outside the
agency; and the status of the various reviews performed on the lender. This information store includes the

following data:

Mandatory |
* Lender/Servicer Application Data
* Lender/ Serviter Review Data |
* Approved Lender/Servicer Data

* Lender/Servicer Status

Guarantee Informatton This refcrs to data about guarantec requcsts received by. thc agcncy Thc amount of
information about each individual loan will vary depending on the loan’s size, the lender’s status, the statutory
requirements of an individual loan program and each individual agency’s pohc1cs This information store includes

- the following data:
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Mandatory

* Guarantee Data (e.g., lender, loan amount, guarantee level, loan status, subsidy mformatlon, interest rate,
and loan terms)

« Collateral Data (e.g., appraised value, status) (Mandatory unless specifically excluded by program
requirements

* Borrower Data (e.g., borrower’s name, address, financial data)

* Guarantee fees due and/or collected

Value-Added
* Rejected Guarantee Data (e.g., lender, reason for rejection)

Claim Information This refers to data about a lender’s claim for payment from the government on a defaulted
loan under the guarantee agreement. This information store includes the following data:

Mandatory
* Claim Application Data
¢ Claim Status
Acquired Loan Information. This refers to data associated with a defaulted or dclmqucnt loan gﬁarant;:e that has

been acquired by the agency. This store will include all loan information plus other data rcqmred for loan servicing
and collection activity. This information store includes the following data:

Mndatory R
* Acquired Loan Data
* Acquired Loan Status
* Acquired Loan Collateral Data
* Payment History

Program Criteria. This refers to decision-making criteria used by system functions and based on statutes,
regulations, and policies for the guaranteed loan program. This information store includes the following data:

Mandarory
* Lender Eligibility
* Lender Financial Rating
* Lender Risk Rating
. 'PortfohoEvaluatlon B ERA NN I S T S R T
« Creditworthiness (Mandatory unless spccxﬁcally excluded by program rcqmrcments) .
* Borrower Eligibility
* Guarantee Fees
* Fee Penalty

Guaranateed Loan System Requirements ]5
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System Overview

* Claim Apphcatlon Evaluanon
« Invoicing = '
* Receipt Application Rules
"« Debt Collection
* CAIVRS Referral
« Credit Bureau Reporting
- ¢ Treasury Offset Referral
* Collection Agency Selection
o Litigation Referral
o Write-off

Value-Added
¢ (Close-out
. Loan Sale

Inﬁmation Stores Exmml 10 the Guumnteed Loan System _
The two information stores external to the system' are:

Core Financial System Information. This refers to information for performing funds control checks, initiating or
recording payments, and recording the results of other guaranteed loan financial transactions. This mformatlon ,
store includes the following data:

Mandatory
* Budget Execution Data
* Receivables
* Disbursement Data
* Collections/Receipts
* Administrative Costs
* Principal and Interest Data
* Acquired Asset Data |
* Collateral

External Organizational Information. This refers to information coming from out31de thc agency.into the .
guaranteed loan system. This information store is composed of the following types of data:

Mandatory
* Lender Rating Data
* Treasury Interest Rates

]6 Guaranateed Loan System. Requirements
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S\yste»m Overview

* SF-1151’s (Non-Expenditure Transfer Authorization) and SF-108 i’s (Voucher and Schedule of Withdrawals
and Credits) - ' ‘ ,

* Loan Status
* Sale Approval
¢ Collection Activities and Results

TR T

» Write-off Approval

* Foreclosure Data

Value-Added
¢ Sale Proceeds

Relationship of Information Stores

Illustration 5 depicts the relationships between the loan system information stores described above and the
processes within each function which access or update those information stores. ‘ . !
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Guaranteed Loan Internal and External Information Stores

. Lander Guarantee Extension Portfolio : Acquired Treasury Other Reporti
Sys;grlgcess : Managemek and Maintenance Management\ Loan Servicing Cross-Servicing Requlrgl?mnntg

Information Stores

Lender/Servicer Information ;{//j x:,'/;ﬁ %V/ffr /j« 7/;; /2

Application Data X
Review Data X
Approved Lender/Servicer Data X X
Lender/Servicer Status X | X '

Guarantee Information A f?;/‘; '})’(f,«*}’i{f s WA TIDTID VL VI s s TS T R e, P
Guarantee Data

Rejected Guarantee Data X '

Collateral Data - X X

Borrower Data X

X ;
G formation ALLLS VAR ASL LTS, AL A S G AAD SIS LIS LA SAD AL AIAAAL, A H

Claim Application Data _ X

Claim Status

‘ X
Acquired Loan Information K RTS TARTRR TR, A P TR PR R i, s AR T i o )
Acquired Loan Data X [ X | X | X X :

Acquired Loan Status X' X ‘
Acquired Loan Collateral Data X X | X
Special Collection Activity Data : X
Payment History

Program Criteria x",;("' /,)»(’,Z“ A o A o A o o Aﬂ?f v

Lender Eligibility
Financial Rating X
Risk Rating X X
| Portfolio Evaluation - X1
Creditworthiness X

Borrower Eligibility
Guarantee Fee X
Fee Penalty v X

Claim Application Evaluation ' X

lllustration 5
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Introduction to Functional Requirements

This chaﬁtcr describes the funcﬁonal requirements for a guaranteed loan system. The following functions should be
supported by the system: ' : ~

* Lender Management

* Guarantee Extension and Maintenance
Portfolio Management -

Acquired Loan Servicing

* Delinquent Debt Collection

* Treasury Cross Servicing

¢ Other Reporting Requirements

The functional requirements identified define the typical processing and data requirements for federal guaranteed
loan programs except some international programs, such as lending to sovereign nations. These requirements do
not include specific or unique requirements of individual guaranteed loan programs. Agencies may determine that it
is not practical to fully automate all functions based on factors such as loan volume, operating environment,
statutory requirements, and costs. Agencies also may decide that one or more of the guaranteed loan functions may
be best performed by an outside agency or contractor. Accordingly, it will be necessary for agencies to make
adjustments to adapt to the s : : ' )

requirements to meet their specific ° - _ - TN .
program and system requirements Explanation of Icons Used in the lllustrations
The internal management information ‘
requirements id:f:iﬁcd throughout Indicates either a process (in the function

Sl : ,g : ‘ level diagrams) or an activity (in the process
this document are those required to level diagrams).
establish credit management and :
financial reporting systems that are ) . :
in compliance with the standards : ’ Indicates an entity external to the agency.
provided in OMB Circulars A-34, o
A-123, A-127, and A-129. _ Co ;
Agencics’ s stéms shall be capable Indicates a system external to the loan system. Many of the loan system
: CIEs Sy ; p g ~ processes have an Interface with the core financial system. On the diagrams,
of satlsfymg the reporting requure- the core financial system is divided into parts which correspond to the functional
ments of OMB and Trcasury, requirements in the Core Financial System Requirements
including those associated with the

. - ’ ‘

Federal Credit Reform Act of 1990 Represents an applicant, borrower or purchaser as indicated in each illustration
and the CFO Act of 1990. . :
For each ﬁmctlf)n, the narr aqve 18 indicates an information store. At the function level, the
supported by diagrams showing the name of the information store is displayed. At the process
relationship between processes and level, the data within the information store is displayed.
activities and the flow of information.
These diagrams are conceptual in ‘
nature; they do not imply any. _ | , | Indicates a document
physical structure-of systems. ;The . | = ©or g ES 6w miwn
diagrams use conventions adoptcd : Indicqtes dataflow in oral, qlec}ronic, or pgper.form. The
to ensure consisten: cy of pres entation. —_— direction of the arrowhead indicates the direction of the flow.
Explanations of icons used in the

illustrations are explained in

. lustration 6
Tllustration 6. :
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Lender Management

Effective lender management is critical if the government is to ensure the avarlabrhty of credlt to ehglble borrowers
and use private sector expertise while protecting the government’s interest and minimizing the government’s risks.
Effective lender management ensures that lenders adhere to agency-specific financial, program, and performance
requirements as well as government-wide statutory and regulatory requlrements

General Requirements

This section provides the government-wide functional requ1rements for the Lender Management function of a
guaranteed loan system. Illustration 7 provides an overview of the Lender Management function. As shown, the
Lender Management function consists of the following major processes: A :

* Lender Eligibility Process, and

* Lender/Servicer Monitoring Process. -

Overview of the Lender Management Function

Lender Application
. and Approval

9_—

.Monitoring Notices
and Plans

Loan
Information

7//////////////747//// ///////,2 ”

g Len?:er Eligibility
AR T T AR
‘ >

Lender
Information

Lender/Servicer
Monitoring Process

11 —

\\\\

~—— Core
Financial

Information -

Soureee — System

Program
Criteria

~

lllustration 7
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Lender Management

Guaranteed loan management starts with ensuring that only financially sound, qualified lenders participate in
guaranteed loan programs. The Lender Eligibility process is comprised of processing lender applications,
evaluating eligibility, approving services, and establishing a lender agreement with accepted lenders. Lender
application data is recorded in the system for both approved and disapproved applications. :

As shown in Illustration 8, the Lender Eligibility process consists of the following major activities:

* Process Lender Application,
* Evaluate Lender Eligibility,

“« Approve/ Disapprove Lender Applicatién; and

* Establish Lender Agreement

Process Lender Application

This activity captures data about
the lender and the application for
participation in a guaranteed loan
program.

An automated system should:

Mandatory

*- Record and update lender
application information,
ensuring that all required
data is present and valid
(e.g., nine-digit numeric
‘Taxpayer Identification
Number (TIN)).

* Document that any required
lender application fee has -
been received and calculated
correctly. ‘

¢ Provide an automated
interface with the core
financial system to record
the receipt of any
application fee.

Evaluate Lender Eligibility

This activity determines the

lender’s eligibility to participate in

federal guaranteed loan programs.
This determination is made by

Lender
Lender < : Agreement E
: I

NN\

Lender Eligibility Process

Program r Information Sources [

Crileria y ARG
Rating Services Notification
Lender . —— e T -
Eligibility Banking Regulatory Agencies Letter
Criteria Other Credit Agencies |

JILIILIS Y. 4. A1 LSS SIS
Process / Evaluate - Approve/ / Establish

Lender . Lender Disapprove Lender

Application Eligibility / A;;{L:‘;Ln / Agreement
vty A, s e

Lender/Servicer
Information

b ‘Lender/Servicer
Application Data

Appliéation

Receipt
Management \’

Financial
System

Lender/Servicer <
Status

I~ -
S ——

Approved
Lender/Servicer |«
Data

lllustration 8

comparing application information, recorded in the system in the Process Lender Application process, to
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Lender Management

system-stored program lender eligibility criteria. These criteria should include agency eligibility requirements, as
well as OMB Circular A-129 and other government-wxde regulatory requlrements

- An automated system should compare lender application information against:
Mandatory

* Information on firms currently debarred/suspended from partlapatmg in a government contract or
delinquent on a debt to the government. ~

» Information concerning the lender’s financial credentials from banking regulatory agencies, ratmg servxces
and other information sources. .

* ‘Lender performance data.

T

. Value-Added

07T

* Qualification requirements for principal officers and staff.

i e

Approve/Disapprove Lender Application

This activity supports the final review and acceptance or rejection of each lender application based on the lender’s
satisfaction of program lender eligibility criteria. For approved lenders, the agency must consummate an agreement
in accordance with the requirements defined in OMB Circular A-129.

An automated system should:

Mandatory

* Update the lender information store to reflect the agency’s decision on the lender application.

* Maintain data on lender dlsapprovals as an historical reference to support effective monitoring of future

lenders.
Value-Added 7
* Generate and electronically transmit a notice to inform the lender of approval or disapproval of the lender’s %
application. :

* Record text comments related to approval or disapproval of the lender application. -

Establish Lender Agreerhént

This activity formahzes the agency’s contractual relationship with the approved lender through lender agreements.. |
The agreements must state program requirements, lender and agency respon31b1hnes due dlhgence standards
reporting standards, and loan servicer participation requirements. -

- An automated system should:
Mandatory

* Record relevant data concerning the lender agreement
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* Document that the lender agreement has been consummated by the agency and lender.

* Provide a tracking mechanism to identify expiring agreements needing renewal.
Value-Added
* Generate the lender agreement for signature by the lender.

This process monitors lender/servicer performance to ensure that both performance and eligibility requirements for
continued participation in guaranteed loan programs are met, and that corrective actions are implemented for
lenders/servicers not in compliance. Lenders transferring and/or assigning the right to service guaranteed loans to a
loan servicer should use only servicers meeting applicable standards set by the agency. OMB Circular A-129
requires on-site reviews of lenders/servicers at least every two years to review performance and determine eligibility
for continued participation in the guaranteed loan program. Annual or special reviews should be conducted for
high volume lenders/servicers or lenders/servicers with poor performance,

As shown in Illustration 9, the

Lender/Servicer Monitoring  Lender/Servicer Monitoring Process
Process consists of the following

major activities:

¢ Monitor Lender/Sérvi'cer

" Performance, : ‘ :
* Support Lender/Servicer /" Corediive
. . Lender; ction Plans
Reviews, and - Servicey ,
* Assess Corrective Action l MNiotoe : Dechion Not
A} NNotiﬁcati?n of
. ‘ . |Noncomplian
Monitor Lender/Servicer : ‘ 2
P, eﬂ‘mﬂnw Lender/Servicer for Review Noncompliant Lenders
N 7 '7/////// / LLL AN
This activity alerts agency 7| Monitor Support. Assess |4
management to lenders/servicers —5 e | e ervicer Coeave
e . . /
requiring review by comparing ARE 77 /7

.system-stored review selection

Lender/Servicer

]
R e . 5
criteria and other pragram criteria @ : a
. N Cniteria Information 8
to lender/servicer financial and — " q
nancial ender/servicer
performance data. Agreements " | Rating Criteria ReviewData [€" §
between lenders and servicers must R g Acoroved Decommitment
specify that loan servicers must Criteria Le"d%’aste“’i"e’ — Beobligation
. . . P~ o o M - a R Y Ry Apptigti - Aghboptin
meet applicable participation —-—- == Data
. Portfolio Lender/Servicer |4 | | Management Penalty Fee
requirements and performance Evaluation | LenderiSer — = Core -
v g e . mnancia
standards. The agreement should ( Crera _ System.
also specify that servicers acquiring | S ‘
loans must provide any
information necessary for the
lender to comply with reporting
requirements to the agency.
Lenders/servicers that are lllustration 9
considered high risks may be
placed on a watchlist.
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Lender Management

An automated system should:
Mandatory
» - Compare lender/servicer financial and pcrformance information against agcncy portfoho cvaluanon criteria to

identify lenders/servicers for regular or special review..

* Compute performance statistics for effectlve momtormg, mcludmg dehnquency rates, dcfault rates, and claim
rates. : -

* Compute a quantified risk for each lender/servicer. The risk is quantified by weighting appropriaté risk
factors (e.g., loan volume, delinquency rate, default rate) based on the correlation between the nsk factors
and lender/servicer pcrformancc

* Compare the quantified lendcr/serv1cer risk to risk rating criteria to a331gn a risk ratmg to each lcnder/serwcer
(e.g., high, medium, low). - . . : : . ,

Value—Added
* Enter high risk lenders/servicers on a problem watchlist and generate a notice to each affected lender/servicer.

Support Lender/Servicer Reviews

This activity supports on-site reviews of lenders/servicers to evaluate their performance against program standards
and requirements. Agencies should document review findings and submit them to agency review.boards:

An automated system should:

Mandatory

¢ Provide historical pcrformance information on lenders and servicers identified for review to thc review tcam
The preferred method is by electromc means.

Value-Added

. Prov1de for schedu]mg and trackmg of the review tcam s actwmes

¢ Document review results mcludmg date of review, Name(s) of revnewer(s), and any deﬁc1en01es and assocmted
explanations. '

* Record text comments relevant to the feVie_w process.

Assess Corvective Action

This activity supports the assessment of corrective actions by the agency for lenders/servicers in non-comphancc
with program requirements... For minor. non-compliances, -agencies and the lender/servicer should-agree.on :
cOrrective actions. For serious-and frequent offenses; the review board should-assess ‘penaltiés,which may mclude
loss of guarantees, reprimands, probation, suspension, and decertification. OMB Circular A-129 requires agencies
to define the decertification process and establish timetables by Wthh decertified lenders may apply for
reinstatement.
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Lender Management

An automated system should:
Mandatory

* Update the status of lenders and servicers that do not comply with agency standards for continued program
participation, or do not correct deficiencies identified through reviews in a reasonable period of time.
Provide data to support corrective action plans such as penalties and/or sanctions.

* Record penalties and/or sanctions imposed by the agency review board on those lenders or servicers found to
be in serious and frequent non-compliance with Federal program standards.

Value-Added

~* Generate a notice to inform the lender/servicer of a finding of non-compliance (electronically, where
appropriate), including any penalties or sanctions and the right to appeal. ‘ '

» Document and track corrective action plans agreed to by the agency and the lender/servicer, including
proposed resolution dates, and update lender/servicer data to reflect any changes in status resulting from the
corrective actions. :

* Document and track appeals received from the lender/servicer and agency appeal decisions and generate a
decision notice to the lender/servicer.

Collateral Requirements

There are no collateral requirements applicable to the Lender Management function.

Internal Management Information Requirements

Listed below are internal management information requirements for the Lender Management function. The
information should be available to agency credit program managers and designated internal review officials on a

- periodic or on an as requested basis. This list is not an all inclusive inventory of internal information requirements
for the Lender Management function. Each agency must determine the specific management information needs
necessary to manage its credit programs based on the agency mission and applicable statutory requirements. In
order to support these needs, a system should provide a user-friendly query tool (preferably graphics-based) that
facilitates reporting rapidly on any required data elements. Agencies must maintain financial accounting
information at appropriate levels of summary for computational and reporting purposes. The main levels are:
transaction, loan history, risk category, cohort, and account. Each agency must also determine whether the
information should be provided on hard copy reports or through system queries. -

The guaranteed loan system should provide at least the following types of management information:

* Lender Eligibility Activity: ‘This summary-provides information about*the» nﬁmberof lender app[icafioﬁ_é ‘
" received, approved, and ‘disapproved in a period: The'purpose of this data summary is t6 monitor the lender
application activity of the agency and the disposition of the lender applications. «

* Completed Reviews. This summary conveys the results of the lender reviews completed during the
reporting period. The summary describes any recommended actions resulting from the lender reviews.
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* Lender Performance . This summary presents the overall performance of each lender’s portfolio, including.
total losses across fiscal years. The purpose of this data summary is to identify lenders with consistently-high
default rates or other poor performance for agency review and evaluation.

* Exceptions. This summary highlights deficiencies in the lender management function,  The data summary
should be generated periodically or on demand as needed. An example of exception data is a listing of =
lenders that are not in compliance with agency and statutory requirements, and that have not been penalized L
or decertified. R ’ S -
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Guarantee Extension and Maintenance

Guaranteed loan commitments are recorded based on the approval of the request for the guarantee and the -
availability of subsidy appropriation and lending limits. - Lenders/servicers are required to originate all their
guaranteed loans in accordance with prudent lending practices. Agencies are required to review and approve
guarantee requests from lenders, invoice lenders for the collection of periodic guarantee fees, and make interest
supplement payments to lenders, as necessary.

General Requirements

This section provides the government-wide functional requirements for the Guarantee Extension and Maintenance

function of a guaranteed loan system.

Ilustration 10 provides an overview of the Guarantee Extension and Maintenance function. As shown, the

Guarantee Extension and
Maintenance function consists of
the following major processes:

* Guaranteed Request
Evaluation Process,

* Guaranteed Origination
Process, and

* Guaranteed Loan
" Maintenance Process

In order to approve a guarantee
request from a lender, agencies
must verify the borrower’s
program eligibility and,

.creditworthiness, unless specifically
excluded by program requirements.

The extent to which an agency is
involved in the loan origination
process largely depends on the
responsibilities established for each
lender level. Many loan programs
have preferred lenders, who
maintain data on behalf of the
agency, have responsibility for
determining borrower eligibility
and creditworthiness, and may
disburse funds without prior
approval. The agency must
provide guidance to its lenders for
determining a borrower’s
creditworthiness and train its
personnel to evaluate the lender’s
analysis of creditworthiness.

Overview of the Guarantee Extension and
Maintenance Function

| Program l

| Criteria |

—

Guarantee Guarantee Periodic Fee
Request Endorsement Invoice
Approveq Loan
AT, LIIAY YA IIs YIIA SIS IS,
Guarantee Guarantee Guaranteed |7/
Request Origination Loan /
Evaluation Process Maintenance
Process Process ,
s L [ AN

" Guarantee
Information

Core
Financial

System

lilustration 10
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Guarantee Extension and Maintenance

As shown in Illustration 11, the Guarantee Request Evaluation Process consists of the following major activities:

* Process chucstf‘or Loan Guarantee,

==

* Verity Borrower Program Eligibility and Crcdltworthmess
. Conduu Funds Control, and

* Approve/Reject Guarantee Request

Process Request for Loan Guarantee. Guarantee Requ_est EV&‘U?tiOI‘I . PI'OQQSS

This activity captures data about-a
lender’s guarantee request for a
loan to be issued by the lender. ' , U "

An automated system should: , - L : . - :
’ e < o ) ’ S } ) i " Notification:

Letter ..

Treasury
Interest
Rates

Lender

Mandatory

Borrower
Eligibility
- Criteria___

¢ Record crnitical data on the
lender’s guarantee request to
support the guarantce
cvaluation process.

Creditworthiness
Criteria

) TSI LLL IS T L S 2 Per ey e Vs
* Provide access to guarantee 4 / / / roorovel 1o
e e & / Process R Venfy Borrower / Conduct : PprOV /
request information to cach Guarantee | Request or Program Bigiiity L B 7 B 7

. .. . s . . . eques oan. and. ; suarantee
individual participating'in- : ’/; Guarantee / Crediwoithiness % Control 7] “Request -
the guarantee decision. v el e as aaed Poraaaes ! L. // T AT

/—\ ... Available Program Lendmg )
(" Guarantee Subsidy || Limits

Value-Added ‘ o | \_rormation_1

j—Ppi Borrower Data

Funds
Management

¢ Record text comments ke -1 ] bF=-=-=
relevant to the guarantee »| Guarantce Data [
decision. e - - -
Rejected
S : Guarantee  [€™.
Verify Bovvower Program Elggibility - . . Daa

and Creditworthiness.

This activity verities the eligibility
of the gmr.mtud loan borrower.
The determination is made by
comparing information about the lllustration 11

borrower trom the lender’s

guarantee rcqucst ruordcd in thc system in thc pnor pl‘OLtSS, to svstem-stored agency program chglbxhty cntcrla

. K \ TR & U T D vl 4 ' Eo St TR

An aurtomated system \\'hcrc -.1pphc;1blc should:
Mandatory

* Compare borrower information on the lender’s guar.mtcc request to : agency program borrower ehglblhty
criteria.
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Guarantee Extension and Main'tenance

“* Check the éppropriété system data files to determine whether a lender has recently submitted a duplicate
guarantee request for the applicant or a guarantee request for the applicant has been prcv1ously demed

* Document whether the applicant has previously defaulted on debt to the federal government.
. Compare the applicant’s creditworthiness information to system-stored program creditworthiness criteria
and assign a credit rlsk ratmg to the applicant, unless specifically excluded by program requirements.
Value—Added | |

* Document that the lender obtained a credit bureau report.

R * Document that borrower financial data, repayment ability, and repayment history have been verified.
' Condud innd: Control.

An agency must have sufficient subsidy funds available and be within program lending limits (where program limits
exist) in order to approve a guarantee request and obligate subsidy funds. This activity supports the calculation of
the subsidy cost of guaranteed loans and provides an interface with the core financial system to check subsidy fund
availability and lending limits.

An automated system should:
Mndatmy

~ « Provide the information ncedcd to compute the credit subsidy amount associated with a loan guarantee using
projected cash flows and the apphcable Treasury interest rate in accordance with OMB Circular A-34, A-11,
-and SFFAS No 2.

* Provide an automated 1nterfacc with the core financial system to determine if sufficient funds are available in
* the Program Account and if available lending limits in the Financing Account are sufficient to cover the
subsidy cost and the face value of the proposed guarantee.

Approve/Reject Guarantee Request.
This activity supports the final review and acceptance or rejection of each guarantee request based on the borrower’s

fulfillment of program chglbﬂlty and creditworthiness criteria and the availability of subsidy funds and lending
limits.

An automated system should:
Mandatory

. Reﬂcct the approvcd guarantee status.

. Acccpt 1dcnt1fy, track and rcport supervxsor overndes of sy stem- generated acceptance/re]ccuon
recommendations.

* Create and maintain a system record of rejected guarantee requests.

Valuc- Added

* Notify lender of approval or dxsapprov (electronically where appropriate).
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Guarantee Extension and Maintenance

After an agency or lender has approved a guarante, the guaranteed loan obligation must be recorded in the system
to track the agency’s potential liability. Any origination fee associated with the issuance of the loan guarantee is also
recorded. The lender must inform the agency of the amount and date of each obligation and or disbursement so
the agency can perform the necessary accounting. '

As shown in Illustration 12, the Guarantee Origination Process consists of the following major activities:

* Issue Loan Guarantee, and

* Document Lender Loan Disbursement

Issue Loan Gu tee. e . . - . .
SSue Soam Guarantee Guarantee Origination Process

- II Treasury I'

This activity provides eligible
lenders with federal loan guarantee
and records the guarantee
obligation and related origination
fee in accordance with agency
requirements, the Credit
Supplement to the Treasury

Treasury Interest Rates

T

Treasury Interest Rates

il 1

Guarantee
P Edorsement

pii ]

T b " . .
.Fmanaal Manual," and QMB B N Notification
Circular A-34, Part V1. | - of Lender
‘ . Origination Fee :Dlsbursement
An automated system should: W y

g
/ .
- Issue 7 Document
Jl/.fandutory Loan " Lender Loan
A " Guarantee . Disbursement
. pprove: .
* Record the cohort and risk Guarantee T s A, 7

category, as defined in OMB
Circular A-34, associated
with the guaranteed loan.

* Assign a unique account
number to the guaranteed
loan that remains unchanged
throughout the life of the
guarantee. '

* Generate a guarantee
endorsement to confirm that
the loan is guaranteed and
transmit it to the lender
(electronically where
possible).

'+ Calculate and record the,
guarantee origination fee in

Commitment and Obligation Data

Guafant_ee
Information__A

| Guarantee Data

General Ledger
* Management

Receipt Management

Funds Management

Financial
_System

S " — o — - o—— — -

' Subsidy
Outlays

ustratiori 12

accordance with the terms and conditions of the guarantee agreement.

* Record collections of origination fees received.

* Provide’an automated interface with the core financial system to record the guaranteed loan commitment;
the obligation for the related subsidy, and the origination fee, receivable, and collection. '
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Mo Lender - .
comp utations and SubSIdy ’ Modlﬁcat!on : _ Interest Supplement Payment
re-estimates, unless Information
specifically cxcluded by Crieria
program requirements. Guarantee Fee

Value-Added Fee Penaly _Fee Invoice
~ Criteria Fees
* Provide the capability to _ g -
4 7 FIIIIIT T
receive electronic ///
Record - |
transmission of d1sburscment Document Loan Process ineaore 4
data by the lCndCr- Modifications Fees / Suplement /1
: / 4 Payments /,
* Provide the capability for T T Azzzz/z/xx 597 brs wra f///.»ﬁ'
reporting of loan closing -
information.
Guaranteed Loan Maintenance Guarantee Data
involves monitoring loans for ~—————
compliance with terms, processing Collateral Data
periodic guarantee fee collections, " Fee
and processing interest supplement - Receipt ,

Interest
payments to the lender. As shown _ Supplement
in Hllustration 13, the Guaranteed | " Receipt Management 'y Payment
Loan Maintenance process consists | ) TN | Request
of the following major activities: Obligatons ~ ™{ _ _ _ " ___

Guarantee Extension and Maintenance

Value- Addeﬁl

. Transmxt thc ongmatlon fee invoice to the lender.

Document Lender Loan Disbursement.

This activity supports the receipt of notification that the loan has been disbursed and records the dlsbursemcnt
where required by agency programs in accordance with OMB Circular A- 34 Part VI.

An automated system should:

| Mnduto@'

» Provide an automated interface with the core financial system to record the outlay of subsidy from the
Program Account.

» Record information on loan _ _ ' S RRNT
disbursements by the lender, Guaranteed Loan Maintenance Process
including amounts and e : o
applicable Treasury interest
rates, to support interest

¢ Document Loan
Modifications,

Financial
System

* Process Fees, and

Hlustration 13
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Guarantee Extension and Maintenance

* Record Interest Supplement Payments.

Dommmt Lozm Modzﬁcatwns

Mod1ﬁcat10ns to guaranteed loans are government actions that alter sub31dy costs. Examples of government actions
leading to a modification are forgiveness, forbearance, prepayment without penalty, and extensions of maturity
unless such actions are provided for in the original loan agreement. Modifications do not include routine
administrative workouts under the existing terms of the loan guarantee. Subsidy funds must be transferred from
the program account to the financing account to cover the cost of the modification. This is required for all loans,
although systems requirements for pre-1992 loans in hquldanng accounts w1ll be dlfferent than the system
requirements for post-1991 loans. : : ¥

An automated system should:
Mandatory

* Support reevaluation of the modified loans in accordance with OMB Circular A-34 and program pohcy
* Reflect the modified status of the guaranteed loan.

« Establish a new loan accounit and collateral record for each new debt instrument and assign a unique loan
account number to the new account record. Maintain a link between the new loan account established for the
new debt instrument and the old loan account records.

* Perform a funds control check to verify the availability of subsidy through an automated interface with the
core financial system.

* Provide an automated interface with the core financial system to record the subS1dy changes associated with
the guaranteed loan modification. : :

Process Fees.
This activity supports the routine billing and collection of periodic guarantee fees from the lender.
An automated system should:

Mandatory

* Compare guaranteed loan data to guaranteed fee criteria to determine which lenders owe guarantee fees.
* Compute the amount of the guarantee fee.

» Identify those lenders with overdue fee payments and calculate penaltles on loans for whlch lenders have not:
submitted guarantee fee payments. , . \

* _ Generate invoices, including penaltles assessed for late payment for guarantee fee payments due from lenders
~ (electronically where possible).

* Provide an automated interface with the core ﬁnanc1a1 system to record the recelpt of guarantee fees from
lenders.
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Guarantee Extension and Maintenance

Record Intevest Supplement Payments.

Some guaranteed loans require the agency to pay interest supplements to the lender. Interest supplements are a
form of interest subsidy that enable the borrower to pay lower interest to the lender. This activity identifies those
guaranteed loan agreements that require interest supplement payments to the lender. The actual payment will vary
based upon the type of interest supplements offered through the guarantee programs.

An automated system should:
Mandatory

~» Identify guaranteed loans requiring interest supplemcnt payrhcnts.

* Compare current interest rates to the interest rates in the agreement to determine the approprlate levels of
interest supplements required.

* Recognize the interest supplement payment as an interest subsidy expense and a loan guarantee interest
supplement liability. :

*» Provide an automated interface with the core financial system to initiaté and record disbursements for
interest supplement payments. If the guaranteed loan system itself handles the payment processing, it must
meet the requirements in the Core Financial System Requirements related to payments and send summary
data to the core financial system.

Collateral Requirements

Some credit programs provide loans to finance the acquisition of an asset that then serves as collateral for the loan

- OMB Circular A-129 requires that property serving as collateral be appraised by a state licensed or certified
appraiser when the loan amount exceeds a pre-determined amount. Circular A-129 also requires that the useful life
and value of pledged collateral must be recognized in the guaranteed loan system at the time of credit screening.
The estimated useful life of the collateral should be longer than the loan maturity and the loan-to-value ratio must
be within applicable program requirements. :

An automated system should:
Value Added

* Capture the estimated useful economic life of the pledged collatcral and compare it to the proposed term of
the loan.

* Document that transactions over a pre-determined amount identified by program requitements have a
collateral appraisal by a licensed or certified appraiser. ,

.. Computc the loan-to-valuc ratio and flag thosc loans w1th a ratio cxcccdmg apphcablc program
~ requirements. K : r : R

Internal Management Information Requirements

Listed below are internal management information requirements for the Guarantee Extension and Maintenance
function. This information described below should be available to agency credit program managers and designated
internal review officials on a periodic or on an as requested basis. This list is not an all inclusive inventory of
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Guarantee Extension and Maintenance

internal information requirements for the Guarantee Extension and Maintenance function. Each agency must

determine the specific management information needs necessary to manage its credit programs based on the agency
mission and applicable statutory requirements. In order to support these needs, a system should provide a-
user-friendly query tool (preferably’ graplucs based) that facilitates reporting rapidly on any required data elements.
Agencies must maintain financial accounting information at appropriate levels of summary for computational and
reporting purposes. The main levels are: transaction, loan history, risk category, cohort, and account. Each agency
must also determine whether the information should be provided on hard copy teports or through system queries.

The guaranteed loan system should provide at least the following types of management information:

Loan Guarantee Fee Collection.-This summary is used to monitor guarantee,origination fee collections.

Approval and Rejection Momtormg This Summary prov1des information about all credit applications that
were approved or re]ected for a givén time period. ‘The data-dre broken down into separate statistics on
credit approvals and rejections. The approval section indicates the number of approved applications. and the
percentage of total applications that they represent. The total requested amount and total approved amount
are shown for each loan origination office. The rejected application section contains the number of rejected
applicants and the percentage of total applications that they represent. The total of all loans requested is also
shown. This data summary also lists.the average time spent to process a credit apphcauon, from the time of
application until the final decision is made. : '

Override Expectations: This summary identifies all credit application decisions that override the action
recommended by the automated system processes. Overrides can occur in two situatiois: an application is
approved even though the borrower’s program cligibility or creditworthiness assessment is not acceptable
under agency program management criteria, or an application is rejected even though the applicant’s
program eligibility and creditworthiness are acceptable under agency program management crlterla

Potential Apphcatton Fraud. This summary prov1des all applications that matched one or more pendmg or
recently rejected-applications. Comparison is based on four criteria: applicant name, applicant address,
applicant phone number, and applicant Taxpayer Identification Number (TIN). Ifa pending application
matches any of these criteria, the data fields that matched and the original application and pending .
application identification numbers will appear on th_lS data summary with primary application identification
information.

Approval/Rejection Statistics. This summary contains statistics on guarantee approvals and rejections The
data summary is broken down into separate statistics on guarantee approvals and rejections. The approval
section indicates the number of approved applications and the percentage of total applications that they
represent. The total requested amount and total approved amount are shown for each guarantee origination
office. The rejected application section contains the number of re]ected applicants and the percentage of total
applications that they represent. The total of all guarantees requested is also shown.

Detailed Transaction History. This summary contains detailed loan guarantee and account data. The data
summary is used for control and trackmg and also as an audit trail. The information is presented by
program, for both the current and prior reporting period.

Median Loan-to-Value Ratio. This summary is used to track the median loan-to-value ratios for guarantees
written by each reglonal office. The median loan-to-value ratio is the mid-point in the range of portfoho
loan-to-value ratios.

Loan Guarantee Periodic Fee Collection. This summary is used to monitor the periodic loan guarantee fee
collection activity.

Exceptions. This summary highlights deficiencies in guarantee origination processing. The data summary
should be generated periodically or on demand as needed. An example of an exception summary is a listing
of approved requests that have not been processed in a specified period of time.
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Portfolio Management

Effective admmlstrauon of guarantccd loan programs dcpcnds on agencies gathcrmg a.nd usmg rehablc 1nf0rmat10n
on the performance of the agency’s loan portfolios. Efficient mechanisms must be in place to provide sufficient
accounting and management information for effective stewardship of the loan portfolio.

TR

Mandatory (All vequivements in this Chdpter are Mandatory)

General Requirements

This section provides the -
government-wide functional
requirements for the Portfolio
Management function of a
guaranteed loan system

Overview of the Portfolio Management Function |

Tllustration 14 provides an

overview of the Portfolio : | Guarantee
Management function. As shown, ‘ Information
the Portfolio Management :

function consists of the followmg '

|

major processes: - . R , —
eports
. ’ B
* Portfolio Performance v 3

PfOCCSS, ) : ) 1 i “| Treasury Interest Rates
» Program Financing Process, ;// LA/ A7 ////// Z %
-t S‘?gPF’“ Subsidy estimatc, //‘ pezfmfﬁce ‘ %Z%L"’.r'?g | g |
an ; - Process rocess T
i Zi
* Portfolio Sales Process % //y/////j/ ////// /§

Agencies must maintain adequate
and up-to-date information on the
status of their loan portfolio to
evaluate management and program
effectiveness. Agencies need.
information about the status and
quality of the loan portfolio to
monitor its financial health. As
shown in Illustration 15, the
Portfolio Performance process
consists of the following major
activities:

Core
Financial
System

Program
Criteria

r A TN R TR T T e ISalon AR T e TR
* Process Guaranteed Loan

Status Reports from

Lender, and

* Compute Portfolio Performance Measures B !
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Portfolio Management

Process Guaranteed Loan Status Portfolio Performance Process
Reports from Lender. : ' ‘

Lenders are required under OMB
Circular A-34, Part VI and other
OMB and Treasury documents to
submit information on guaranteed
loan commitments, lender
disbursements, lender collections,

delinquencies, and other data on Reports/
the size and health of the (Ealuation |
guaranteed loan portfolio. 1
_ 7 g S A ZZZ /777
An automated system should: ] rrocess % © Gompute / }
S;;Lu:s . ; "Loan Status / Pe':fznnfr?::ce % " Lender
* Receive and document loan L % Reparts from // Measures / eRons
guarantee information from 2 Terres s 7 T ,
lenders (electronically where T Administrative
appropriate). Nnformation_ Costs
¢ Maintain standard ) | Guarantee Data = Cost
information on the history r=-—- - Management \
and status of each : )| Borrower Data =t Financial
guaranteed loan (e.g., : -] System
~ borrower identification, L p| Coliateral Data |
amount and nature of debt, ‘
loan originator, holder, ——
and/or servicer).
e Maintain data from the
lender which identifies
delinquent accounts and
potential defaults.
* Provide agency access to the _
lilustration 15

loan status information.

* Receive and record lender
substitution and/or transfer data, i.e., secondary market sales (elcctromca.lly where poss1blc)

« Accept lender data by cohort and risk category.

Compute Portfolio Perfovmance Measures.

This activity supports portfolio reviews that allow agency management to evaluate overall agency program
performance in relation to program goals and performance measures included in the agency’s annual performance
plan, strategic plan, and financial statements.- Performance measures inform management how:well the program. ..
reaches its intended constituents, how effectively the program uses its allocated resources, and how successfully the
program achieves its intended pubhc policy results. Effective performance measurement should hlghhght program
trends to prompt reexamination of agency policies as conditions warrant.

The information necessary to compute some of the following measures may not be readily available for all loan
programs, or may be available only at substantial expense. Therefore, the value of a given performance measure
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Portfolio Management

should be examined Wlthln the context of the total cost to an agency of using that measure. The examples hstcd
below are intended as examples and should be tailored to each individual agency’s needs. »

An automated system should:
+ Compute and maintain prograin performance information. Some examples of typical program performance
information would include:

* Number and dollar value of loans made
* Average loan size
* Loans made by geographical region
* Number and amount of defaulted loans

~+ Number and amount of claims paid
« Amount of loan write-offs

» Compute and maintain financial measures to help assess the credit soundness of a loan program. Some
examples of typxcal financial measures would include: :

* Opverall portfolio r1sk rate

* Average loan to value ratio (for collateralized programs)

» Write-offs as a percentage of seriously delinquent acquired loans

* Net proceeds on real property sold compared to appraised value

* Loan loss rates |

* Recovery rates

* Loan Currency Rates _

» Maintain portfolio data needed to help determine the effectiveness of use of agency resources such as:

* Administrative cost per loan guarantee approved

* Administrative cost per acquired loan serviced

* Administrative cost per dollar collected

» Time required to process a loan guarantee application
In accordance with the FCRA of 1990 and OMB guidance, agencies have scvcral components to credit program
financing, including Treasury borrowing, subsidy reestimates, and working capital funding. Agencies borrow from
the Treasury when the uninvested fund balance in the Financing Account is insufficient to cover disbursements for
guarantee claims, but this situation should be rare (exception ~ negative subsidy) since the subsidy amounts are
expected to be sufficient to cover any claims made. Agencies must reestimate subsidy costs upwards or downwards
to reflect differences in interest rates, technical assumptions, and expected changes in current and future conditions

that have occurred between the time of budget formulation and loan disbursement. . Finally, agencies may elect to
st aside funds as working capital to finance costs-associated:with foreclosing; ; managmg, and selling collateral. -

Agencies should use the Funds Management function of the core financial system to rccord the appropriations,
apportionments, and limitations associated with the Program Account and Financing Account for each credit
program. The guaranteed loan system would access the core financial system to perform funds control validation,
Accounting for and controlling administrative expenses related to credit programs can be accomplished in the core
financial system, so this activity would not normally be included in the guaranteed loan system.
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As shown in Illustration 16, the
Program Financing process
consists of the following major
activities:

* Support TréaSury
Borrowing Calculations,

* Support Subsidy
Reestimates,

" Analyze Working Capital
Needs, and

* Analyze Working capital
Needs.

Support Trm&my Borrowing
Caleulations. ,

The FCRA of 1990 provides
financing accounts with permanent
indefinite authority to borrow
from Treasury. The agency is -
required to track the amounts of
borrowing, compute interest
expense related to these
borrowings, and compute interest -
earned on uninvested funds in
accordance with guidance provided
by OMB and Treasury. The
transactions to record borrowings
and interest would usually be
processed by the core financial

- system with support for the

calculations being provided by the
guaranteed loan system. Unlike a

SF1151's ‘Guarantee’
and . ,.Data
SF 1081's | ' "

Program Financing Process

Treasury . .
| Lo Treasury Interest Rates

' Guarantee
~Information__~. .

7R T,
Py,

'Sup'pt.)rt B Subport : Anaylyzye.’f
- Jreasury Vol - o ibeid " Working

Borowing % Reestimates - / Capital Needs
b s s
Subsidy '

Borrowed | |Interest Obligations | Working
Principal and Expense ° | and Excess | Capital” -
interest ‘ Subsidy . | Data

Earnings Transfer :

Funds ;
_Manage‘ment

- General:Ledger
_Management

" Com
Financial
System

ook

[Hustration 16

direct loan program, a guaranteed loan program is not expected to make routine borrowings from Treasury
(exception: negative subsidy). Subsidy amounts should be estimated so as to cover the costs of any payments of
guarantee claims for defaulted loans. The actual organization of system processes between the guaranteed loan
system and the core financial system is at the discretion of the agency.

An automated system should:

* Executc SF-1151’ and record amounts borrowed from Treasury to cover shortfalls in the subsidy estimates

- temporarily. "

* Track the amount of uninvested funds in the Financing Account as needed to support interest earnings

calculations.

¢ Compute interest expense on borrowings and interest earnings on uninvested funds.

* Execute and record repayment of principal using SF-1151’s and interest to Treasury using SF-1081’s.

« Execute and record receipt of interest earnings from Treasury on uninvested funds using SF-1081%.

Guaranateed Loan System Requirements

39




Portfolio Management

Support Subsidy Estimate

This section outlines the types of data elements which might be included in a loan system and builds upon the
standards set forth in SFFAS No. 2, Accounting for Direct Loans and Loan Guarantees and OMB Bulletins A-11
and A-34. The key to implementing the requirements of these documents is having adequate systems and reliable
data to reasonably calculate the credit subsidy estimate. S ’

Given the diversity of Federal credit programs and, therefore, the wide range in data required to support subsidy
estimates, a loan system should be tailored to the data needs of each loan program. The data elements in a loan
system should be selected to allow for more in-depth analysis of the most significant subsidy estimate assumptions.
To accomplish this generally the loan system should maintain three types of data. First, information regarding loan
characteristics should be maintained. :Second, relevant economic data should be gathered. Third, data on the actual
timing and amount of all cash flows related to each loan in the loan system should be collected.

Loan characteristics.  The loan system should maintain data that is predictive of loan performance and subsidy
costs. Loan characteristics maintained in a'loan system will vary greatly from program to program. For example,
the value of collateral pledged may be highly predictive of recovery rates for some programs. The following is a list
of some of the loan characteristics which agencies should collect. This information should be obtained from either
the loan system, the core financial system, or other data repository within or outside the agency.

. Loan number - Cash flows should be maintained at the individual loan level, even though analysis might
often be done at the cohort level. Cash flows, such as.receipts from property disposition, must be tracked
back to the original loan via the loan number or other data element used to identify the original loan.

~ » Date of Obligation - This-informationis necessary for reviewing historical cohort daté, since cohorts are
defined by year of obligation, and for relating loan behavior to other dated variables.

* Loan terms and conditions. A system should maintain the actual loan terms, includinig maturity, interest
rate, and up-front and/or annual fees. These data are critical for comparing actual payments to scheduled
payments and for measuring the relationship between default risk and loan terms and conditions. The system
should be able to calculate and report, as necessary, the aggregate repayment schedule for a cohort. -

* Changes in loan terms and conditions. Any change in terms and conditions needs to be recorded in addition
to the original terms and conditions, not in place of them. This data is needed both to re-estimate the
subsidy cost and to establish a basis for estimating new subsidies.

* Borrower location. Agencies may choose to collect several location elements, such as zip code, congressional
district code, approving office code, and servicing office code for regional analysis. -

* Borrower creditworthiness. Since creditworthiness may be a strong predictor of defaults, the loan system
should include measures of the financial condition of the business or individual receiving the loan and past
credit experience, unless specifically excluded by program requirements. - ' R ,

* Loan use. Track the intended loan use may reveal a significant variance in cost depending on the use of loan
proceeds. : ~ ‘ :

* Program-specific data. Othet loan characteristics may also be important in predicting default. The .
~ loan-to-value ratio is a critical data element for predicting housing loan defaults; for student [oans, the type of

educational institution may be important; the value of collateral is required unless spe’ciﬁéé.llf excluded by
program requirements. : : ;

Economic data. Nearly all loan programs are affected by trends and fluctuations in the economy. The system
should maintain the primary economic factors which influence loan performance. The critical indicators will vary
across programs. For housing loans, among other factors, property values.and house appreciation rates should be

monitored. For programs which determine borrower’s interest rates based on the borrower’s income, all economic
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data on incomes should be maintained in either the guaranteed loan system, the core ﬁnanc1al system, or other data
repository within or outside the agency.

Historical cash flows. All cash transactions related to each loan should be maintained in the system to allow for
trend analysis.- Since transactions may be identified by a wide variety of transactional codes, agencies should
consider grouping transactions by the type of cash flows that are projected in loan program subsidy estimates.
These groupings will vary from program to program, depending on the way cash flows are projected for subsidy
estimates. This information should be obtained from either the guara.nteed loan system, the core financial system,
or other data repos1tory (such as microfiche or CD-ROM that permlts easy retrieval of data) w1th1n or outside the
agency.

Examples of infdrmation groupings, which may be modified to fit actual loan programs include:

* Guaranteed amount.

» Disbursement amount and disbursement rate for each year.
¢ Up-front fee.

* Annual fees.

* Interest subsidies.

e Claims paid and guarantees terminated.

* Defaulted loan data including both the timing and amount.
* Delinquencies. |

* Recoveries (including both the timing and amount) on defaulted loans by recovery method such as sale of
collateral; or offset programs. : :

¢ Loan to value ratios.
*- Scheduled prmapal and interest payments (if the agency acquires and services the loan).
* Actual principal and interest payments (if the agency acquires and services the loan).
. Prepayment including timing and amount. ;

* Repayment activity.

Support Subsidy Re-estimates. OMB Clrcular A-34 and SFFAS No. 2 generally requiires that the subsidy cost of a
cohort of guaranteed loans be re-estimated at the beginning of each fiscal year following the year in which the initial
disbursement was made. A re-estimate of each cohort cash flow should include claims paid and fees collected,
defaults, delinquencies, recoveries, etc. When the agency acquires the guaranteed loan, the re-estimate of each
cohort cash flow should also include prepayments and collections of principal, interest and fees. This activity
examines the results of operations, by risk category (if applicable) and cohort, and adjusts loan subsidy costs
between risk categories (if apphcable) within a cohort and for the cohort as a whole to account for changes in
cohort subsidy costs resulting from interest rate changes and differences between estimated cash flows, the actual
performance of the cohort, and expected performance changes in future cash ﬂow System actlvmes may be located.
in either the Guariteed loan system or the core financial system as appropnate

An automated system should:
¢ Support the re-estimate of the subsidy cost for each cohort and risk category of loans at the beginning of each

fiscal year in accordance with OMB Circular A-34 and Statement of Federal Financial Accounting Standard
(SFFAS) No. 2.

e
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» Maintain cash flow data that permits companson of actual cash flows cach year (and new estlmates of future
cash flows), as well as historical data from prior years to the cash flows used in computing the latest loan
subsrdy estimate.

. Compare the current year re-esnmated subs1dy cost to prlor years re-esumated loan subsrdy costs to
determine whether subsidy costs for a risk category increased or decreased.

* Transfer loan subsidy from those risk categories with an excess of loan subsidy to those risk categories in the
same cohort that are deficient in loan subsidy to provide adequate fundmg for each risk category '

. Group those cohotts that need indefinite appropriation loan subs1dy funds separately from those cohorts that
have excess funds. Support the request for an apportionment and obligate funds to cover the subsidy
increase for those cohorts of loans that have insufficient subsidy. Transfer excess subsidy of cohorts of loans

to the Special Fund Receipt Account.

The loan system should support the re-estimate calculation and provrde the necessary data to record the re- esnmate
in the core financial system.

Collateral Requirements

There are no collateral requirements applicable to the Portfolio Management function.

Internal Management Informatron Requlrements

Listed below are mternal management mformatron requirements for the Portfoho Management function. This
information should be available to agency credit program managers and designated internal review officials on a
periodic or on an as requested basis. This list is not an all inclusive inventory of internal information requirements
for the Portfolio Management function. Each agency must determine the specific management information needs
necessary to manage its credit programs based on the agency mission and applicable statutory requirements.
Agencies must maintain financial accounting information at appropriate levels of summary for computational and

* reporting purposes. The main levels are: transaction, loan history, risk category, cohort; and account. Each agency
also must determine whether the information should be provided on hard copy reports or through system queries.

The guaranteed loan system should provide at least the following types of management information:

. Detarled Transactlon History. Th1s summary identifies, for each cohort, the number and amount of loan
guarantees.in each phase of the guaranteed loan hfecycle The information provided includes the number of
loans current and delinquent, the number of loans for which a claim has been submitted, and. the total
number and value of loans in the portfolio.

» Profile of Guaranteed Loan Portfolio. This summary prov1des a year-to-date proﬁle of each guaranteed loan
program, with comparisons to the prror year’s loan guarantee. actrvrty R FE S

. Program Credit Reform Status. This summary prov1des the status of the fiscal year 5 credrt reform
appropriations and subsidy levels.
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A guaranteed loan is in default when the borrower breaches the loan agrcénicnt with:the -privafc sector lender. The

guaranteed loan becomes a default to the federal government when the agency repurchases the loan (i.c., the agency
pays the lender the balance of the borrower’s debt up to the guarantee amount). The repurchased default becomes

a receivable to the agency and is subject to the same debt collection provisions as a direct loan. Lenders of federally
guaranteed loans with collateral maybe required by policy to liquidate, through litigation if necessary, collateral for-

delinquent debts before filing a default claim with the agency for any deficient balance. -

Mandatory (All requivements in this Chapter are Mandatory)

General Requirements

This section provides the government-wide functional requirements for the Acquired Loan Servicing function of a

guaranteed loan system. It describes requirements for non-collateralized guaranteed loan programs and -
collateralized programs where the lender forecloses and liquidates collateral as required by OMB Circular A-129.

* For those programs that
allow lenders to transfer
collateral to the government
for foreclosure and/or
liquidation, the guaranteed
loan system requirements
also include the Foreclose
and Liquidate Collateral

- function discussed in the
Collateral Requirements
subsection.

* Those programs that allow
private lenders to transfer
notes to the federal
government should satisfy
the account servicing,
portfolio management, and
delinquent debt
requirements-for guaranty

loan systems.

Illustration 17 provides an
overview of the Acquired Loan
Servicing function of a guaranteed
loan system. As shown in the
Illustration, the Acquired Loan
Servicing function consists of the
following major processes:

¢ Claim Processing Process,
and

¢ Account Status Maintenance
Process

Overview of the Acquired Loan Servicing Function

Claims
. Payments

Core.
Financial

. Invoice

Rejected Approved Collection :
Applications Claims Data .

///////////// A Loan
%- . . Payment orrower

Claim Claim P : Accqu’nt Status . :

! Application g am;m?ecsess sing M:;r:(t)ecr;:rsrce
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Program
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Acquired Loan
Informatioin |
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v
{To Delingisent Debt Colléction}
{To Foreclose and Liquidate Collateral}
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llustration 17
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Claim applications are submitted by a lender to an agency as a result of a default by a borrower under a guaranteed
loan. The claim application outlines the best course of action for resolving a delinquent guaranteed loan. Some
agencies require lenders to submit a formal or informal claim proposal which outlines various proposed courses of
action, prior to submitting a claim application. - The claim proposal process allows the agency the opportunity to

evaluate the alternatives prior to any definitive action being

taken by the lender in the form of a claim application.

In either case, the claim application will describe the agreed-upon course of action.

Before an agency pays a guarantee claim, the agency must ensure that the lender has exercised due diligence in
accordance with legislative and regulatory guidance for a particular program. The agency also must ensure that the
lender has taken all appropriate steps to collect a debt including foreclosure and liquidation of any collateral.

As shown in Illustration 18, the Claim Processing process consists of the following major activities: ;

¢ Evaluate Claixh Application, and

* Process Authorized Claim
for Payment g

Evalute Claim Application

This activity supports the review
and approval of claim applications.
This procedure is followed for each
defaulted guaranteed loan. If the
lender has foreclosed and
liquidated on any collateral, and
still has a balance due, the agency
pays the:claim and attempts to
collect the deficient amount based
on statutory requirements and

agency policy.
An automated system should:

* Record key claim data,
maintain data on original
-and if applicable, final
claims.

* Compare the claim
application information to
the agency program claim
application evaluation
criteria. _

* Suspend processing for
claims that are incomplete
until corrected.

* Identify claims not meeting
agency program
requirements and notify the
lender of the rejection.

Claim Processing Process
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: Claim

‘Receipt
Management
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Payment Core Financial Disbursement/
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lllustration 18
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+ Document and track information on accepted and rc]ectcd claims and the reason for the I'C]CCthIlS
* Reflect the status of the claim.
* Develop edits to address claims issues.

¢ Record or track claims errors.

Process Authorized Claim for Paymeﬁi
This activity suppo‘r‘t%‘sv the payrhcnt of an appxjdvcd guaranteed loan claim to the lender.
¢ Support underlying detaﬂs. - |
An automated system shOuld‘
* Calculate the claim paym;nt to be made; making ad]ustments for any dlsallowed amounts or authonzed debt

collection activities.

» Provide an automated interface with the core financial system to initiate a disbursement of the claim payment
to the lender. If the guaranteed loan system processes payments, it must meet the requirements in the Core
Financial System Requirements related to payments data to the core financial system. :

* Record acquired loan information and establish appropriate accounting entries such as a receivable.
This process evaluates receivables created as a result of claims payments to determine the legal and policy basis for
pursuing repayment, and the likelihood of collection. - Based on this evaluation, the account is either written-off or
is processed for inclusion in billing and collection activities. Agencies must ensure that invoices are generated

promptly and that efficient mechanisms are in place to collect and record payments and to provide support for loan
servicing. Borrowers should be encouraged to use pre-authorized debit or credit cards when making loan payments.

System requirements related to collecting delinquent debt are included in the Delinquent Debt Collection function.
As shown in Illustration 19, the Account Status Maintenance process consists. of the following major activities:

¢ Evaluate Delinquent Debtors for Collection or Write-off,

* Invoice Debtor, and

* Apply Collections
Evaluate Delinquent Debtors for Collection or Write-off
This activity determines whether repayment of the receivable created as a result of the claim payment will be
pursued by the agency. This determination is made based on statutory authority and reqmremcnts, agency pohcy
and the likelihood of repayment.

Anautomated system should::. . a0 s et e e g

* Identify accounts for which collection is to be pursued.

* Identify accounts that should be written-off.
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Invoice Debtor : - Account Status Maintenance Process

This activity supports.invoicing of
debtors. Most loans are billed
based on a schedule determined at

loan origination, but some may be -
. . {To Write-offs/ Close-outs} Approval for Pre-authorization Debits

based on negotiated payment
schedules.
" Invoice Financial
‘ . Institutions
An automated system should: : >
* Calculate outstanding Uncollectible Loan
Accounts . Payments . | Payments
balanCCSforcaChloan ey VTV FFY) VN IyEry.
B . . . . > .
account invoiced, including _ 7 '
principal, interest, late ¢]  Evaluate / . .
: ; . ' 4 Delinquent / . Invoice Apply.
charges, and other amounts 74 Debors for / Debtor /7] Collections
Collection Action
due.
47 7
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and loan account Acquge? Loan — Debt Qollt_a-ction, _____
information SR | Criteria- | Financial
—_———- ~~»___’J System
* Generate and transmit an || Payment €= | Invoicing el
. . History Criteria
invoice to each borrower. S~ - — ] N
Ata ml um, the invoice —p " Acquired Loan Receipt Application].
must incude borrower ID, Status Rules
- amount due, date due, the - N~ — N—

date after which the payment
will be considered late, and
the current balance.

* Provide for automatic
acceleration of delinquent
installment payment notes
based on the acceleration
clause.

lllustration 19

* Track and age receivables by type.

* Provide an automated interface with the Core financial system to record accrual of interest, administrative
charges, and penalties for delinquent loan accounts.

Apply Collections

This activity records collections against non-delinquent debt from borrowers and applies-the loan payment receipts
to the debtor’s account in accordance with predetermined receipt application rules.

An automated system should:;

* Apply collections according to agency program receipt application rules to the appropriate liquidating or
financing account.
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* Record a partial, full, or late payment indicator.

* Identify payments that cannot be applied and document the reasons why the payments cannot be applied.

* Provide an automated interface with the core financial system to record the collection. If the gnaranteed loan
system processes collections, it must meet the requirements in the Core Financial System Requirements
related to collections and send summary data to the core financial system. ’

Collateral "Requirements‘j

When a borrower defaults on a collateralized guaranteed loan, the collateral could be liqﬁidated/fo;cclosed‘by the

lender, or the collateral could be assigned to the agency. If the lender liquidates the collateral, the agency is

responsible for collecting any
deficient balance through the use of
vatious collection tools. If the
agency acquires the collateral; the
disposition of the assets is
determined by the agency’s -
property management policies.

This section describes the processes
for foreclosing and liquidating
collateral. Tllustration 20 provides
an overview of the Foreclose and
Liquidate Collateral function. As
shown, the Foreclose and Liquidate
Collateral function includes, as
major processes:

* Foreclose on Collateral
Process, and

* Manage/Dispose of Collateral
Process.

As shown in Illustration 21, the
Foreclose on Collateral process
consists of the following major
activities:

* Prepare Foreclosure
Materials, and

.+ Foreclose,

Prepare Foreclosure Materinls.

If the Federal agency, not the
lender, is responsible for liquidating
collateral associated with a
guaranteed loan in a default

Overview of the Foreclose and
Liquidate Collateral Function
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lllustration 20
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. foreclosure proceedings to take

Acquired Loan Servicing

situation, the agency initiates the Foreclose and Liquidate Collateral:
process by preparing for Foreclose on Collateral Process

title to the property, unless
specifically excluded by program
requirements.

An automated system should:

Foreclosure
Notice

DOJ/Agency
‘Counsel

¢ Provide information on
collateral for use in the
foreclosure process.

* Update the acquired loan

information store with ZIFTTTTZ 7 My
additional information o ]
obtained during the Prepare /)
forecl ti Foreclosure Foreclose

oreclosure preparation Materials 7z
process, such as recent ' 7
appraisal values and property VAT fflf//////
condition.

Receipt
Management
General Ledger
Management

* Calculate outstanding AcquiredL.oan Receivable Adjustments
principal, interest, and | ) Pl |
penalties, for each loan with | Acqug:;iaLoan ¢

collateral to be foreclosed. ~ - —

—— o —

' Acquired Asset Data

Core FlnanCIal
System

- Acquired Loan
Collateral

N —

Foreclose.

Forcclosmg includes monitoring
the foreclosure process and
recording the results.

An automated system should:

lllustration 21

* Provide information to '
generate a foreclosure notice to the borrower

+ Transmit information necessary for the foreclosure to the Department of Justice and/or agency Office of
General Counsel. .

* Record the results of the foreclosure proceedings and title conveyance to the agency.

* Provide an automated interface of data on acquired collateral to the property management system for
management and hqmdanon of the property.

* Providean automatcd interface to the core financial system to record the value of the property acqulred and
to reduce the receivable amount,

Collateral acqmrcd by the agency should be liquidated (sold) to provide funds to recover the dehnqucnt debt. Due
to economic conditions, condition of the property, or other factors, the agency may decide to delay liquidation
until conditions are more favorable. In that situation, the property must be managed until it is liquidated; this may
involve making repairs, renting it out, etc.
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As shown in Illustration 22, the
Manage/Liquidate Collateral
consists of the following major -
activitics:

* Manage Collateral, and
* Dispose of Collateral.

Manage Colldte%al

This activity supports management
of acquired collateral. If a property
management system exists, some of
these activities may be supported by
that system rather than the
guaranteed loan system.

An automated system should:

* Generate payments to
property management
contractors for services
rendered.

» Track, record, and classify
operations and maintenance
expenses related to the
acquired collateral.

* Document rental income and
other collections related to
the acquired collateral.

* Post the expenses and income
to the core financial system
through an automatcd
mterface

Dispose of Collateral

Expense

Foreclose and Liquidate Collateral:
Manage Liquidate Collateral Process
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lllustration 22

This a;tiiiity supports the sale or other disposal of acquired collateral.

An automated system should:

+ Update the acquired loan information store to record receipts resulting from the liquidation of acquired
collateral and the disposition of the collateral. ' :

* Identify any deficiency balances remaining for the loan after collatcral liquidation for further collection

activities.

* Provide an automated interface to the core financial system and the property management system to record

disposal of the property and associated receipts.
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| Internal Management Informatlon Requlrements

Listed below are mternal management mformatlon requu'ements for the Acqulred Loan. Serv1c1ng functlon The
information described below should be available to agency credit program managers and designated internal review
 officials on a periodic or on an as requested basis. This list is not an all inclusive inventory of internal information

- requirements for the Acquired Loan Servicing function. Each agency must determine the specific. management

- information needs necessary to manage its credit programs based on the agency mission and applicable statutory
requirements. Agencies must maintain financial accounting information at appropriate levels of summary for
computational and reporting purposes. The main levels are: transaction, loan history, risk category, cohort, and
account. Each agency also must determme whether the information should be provided on hard copy reports or

- through system queries. :

The guaranteed‘ loan: system should prOvide at least the following types of management (informatio’n

Guaranteed Loan Cla1m Activity. This summary is used to monitor trends in claim. actlv1ty over time. The :

mformanon is presented at the cohort level for the current year and the prior years.

Summary Data of Claim Losses Paid Out. This summary is used to compare the estimated claim losses of
guaranteed loan programs to the actual losses incurred by the program, :

Detailed Transaction History. This summary prov1des detailed loan account data and payment transactlon
activity to provide a detailed hlstory of applied and unapplied payments :

Standard Management Control/Actmty This summary tracks the status of all loan accounts by summarizing -

loan activity at various critical points of the loan cycle. The collection process summarizes payment activity
to allow agency management to monitor the effectiveness of each activity in the collection process.
Delinquency information is summarized to highlight delinquent debt (collateralized and non- collateralized)

“and modified debt: This data summary is produced per10d1cally and provides mformatlon for preparmg the

SE-220-9 and SF-220-8.

Exceptions. This summary 1dent1ﬁes deﬁc1enc1es that have occurred in the routine processmg and -
monitoring of account status. Examples of exceptions include unapplied payments, and delinquent accounts
not eligible for debt collection tools. This summary is generally produced on a pCI'lOCllC basis.

Portfolio Sale Historical Payments. This summary provides a detailed payment hlstory for each loan

- included in the portfolio selected for sale. Historical payment data is critical in‘order to assess the investment

value of the portfolio to be offered for sale and in determining the structure and terms of the sale.

Portfolio Sale Performance. This summary provides thé rating agencies and financial advisors with statistics
to more effectively evaluate portfolio characteristics performance. Statistics include loan to value ratios,
effective yields, and loss estimates.

Collateral Management Act1v1ty and Expense. This summary provides detailed and summary data of
collateral management activity and expense ¢ data for monitoring collateral management activities that affect -
the value of the agency-owned property prior to disposition. All income earned and expenses incurred while
the collateral is in the agency’s possession must be recorded and tracked to support the agency’s ability to

recover the expenses

o0
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Delinquent Debt Collection

Agencies which repurchase and service their guaranteed loans or are assigned collections rights when loss claims are
paid must comply with the Debt Collection Improvement Act of 1996.0MB Circular A-129 requires agencies to
have a fair but aggressive program to recover delinquent debt. Each agency must establish a collection strategy
consistent with its statutory program authority that seeks to return the debtor to a current payment status or, failing
that, maximize the collections that can be realized.

Mandatory (All ?equirements in this Chapter ave Mandatory)

General _Reqijii'ements» '

This section 'provides the go_vernment}wide funcﬁonal requirements for the D}:ﬁnqucnt Debt Collection fu__nctibn,of

‘a guaranteed loan system.

Illustration 23 provides an
overview of the Delinquent Debt -
Collection function. As shown, the
Delinquent Debt Collection
function consists of the following
major processes:

* Collection Actions Process,
and

» Write-offs and Close-outs
Process.

An agency has considerable
flexibility in determining how to
collect its delinquent debt. The
size, age, and type of debt are
essential factors in determining the
resources to be expended in
recovering debt. OMB Circular
A-129 and the Credit Supplement
to the Treasury Financial Manual
provide guidelines to determine the
appropriate tools to use to collect
delinquent debt. If collateral is
attached to the guaranteed loan,
foreclosure and liquidation of the
collateral should occur after
providing the debtor reasonable
opportunity to cure the loan. Any
deficiency balance may be pursued
using collection tools such as
litigation or cross servicing,

Overview of the Delinquent Debt Collection Function

: ‘TTermination of -
Collection Action_

" Notification - sproval -
Dunning ol 10080 - Requgst and Approval v
Letters Reporting : i
DOJ/Agency |
{From Acquired S ~:Counsel _ |
Loan Servicing} - - Uncollectable Accounts  | RS
Delinquent - - [/l Ll S XL LA Al PN A A7,
Debt Information [/ Collection 7 4 Wiite-ofls |64
7 Actions rird] and Close-outs. [
I g Process Process .
From T .
rorecsag Gz 72224
" Li ui:a:‘te Collection © o
Collateral} Activities
and Resuits Acquired
5 Loan.
Credit Anformation
Information
T S—
Collection € - Program ¢
Agencies Criteria
Federal -
Agencies ¢
oo ) - Core -
Financial

System

Hustration 23
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Delinquent Debt Collection/Troubled Deht Servicing

As shown in Hlustration 24, the
Collection Actions Process,
Troubled Debt Servicing under
agency program requirements
includes:

* Report Delinquent Debt
"+ Contact with the Debtor
* Refer for Treasury Offset
* Refer to Collection Agencies

* Refer for Litigation
Activities

« Garnishment of non-Federal
wages

Report Delinquent Debt

This activity reports selected
delinquent account information to
credit bureaus and to CAIVRS to .
indicate the delinquency status of a
debt. Guaranteed lenders, or when
legally authorized the agency, must
report all non-tax commercial and
delinquent consumer accounts in
excess of a pre-determined amount
to Cl‘Cdlt bureaus.

An automated systcm should:

* Identify delinquent
commercial and consumer
accounts for reporting to

credit bureaus (preferably by electronic interface) and CAIVRS by comparing reporting criteria to dclmqucnt

loan data.

COIIe_ctionA Actions Process

Notification
of
Referral

‘ Dunning
Letters

Delinquent
Debt Debtor

— ‘Qredit Bureaus

y
o
>
<
2
w

////////////,/ 2.7,

Special Collection |4
Activity Data

7 Progam N\
w

Referra! Cntena

N~ — -

Credit Bureau

Reportmg Cnlena

S~ — — -

Offset Referral
Criteria

e -

Collection Agency
Referral Criteria

T -

Collection Agency
. Selection Cntena

S -

- Litigation Referral
Criteria

Other Federal

Agencies
“\ " (e.g. IRS) J
Receipt

Management

lustration 24

* Calculate outstanding balances, including interest, penalties, and administrative charges and include thls

information in credit bureau records

* Generate (or include in dcmand letters) a notice to inform the borrower of the referral of a delinquent debt

to a credit bureau or CAIVRS in accordance with regulations.

* Maintain a record of each account reportcd to credit bureaus to. allow trackmg of refcrred accounts

« Prepare data on appropriate mcdlum on a monthly basis, of dehnquent debtors to be included in the

CAIVRS databasc

92
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Delinquent Debt Collection/Troubled Debt Servicing

. Contact with Debtor

It is critical for an agency to address a delinquency immediately to prevent it from becoming more serious. - If the
delinquency is not resolved after the initial contact, the agency should pursue additional contacts as it determines
necessary. If the volume and amount of loans is large enough, agencies may establish workout groups to decide on
appropriate actions to maximize debt recovery.

An automated system should

> Generate and transmit dunmng letters to debtors W1th past-due loan accounts.

Identlfy debtors who do not respond to dunmng letters W1th1n a specified time perlod

Track demandletters and borrower responses to document borrower due process notlﬁcatron (and borrower
willingness and ability to repay debt). : :

Track and document debtor appeals received in response to demands for payment.

Provide automated support to the collection process. Support could be provided for activities such as
contacting a delinquent borrower by phone; documenting contacts with a debtor and the results;
documenting installment payments, rescheduling agreements, and debt compromise; generating management
reports; and tracking the performance of individual agency collectors.

Refer for Treasury Offset. The DCIA of 1996 mandates the referral of all Federal debts over 180 days delinquent
to Treasury FMS for the purposes of administrative.offset. ‘A delinquent guaranteed debt for administrative offset
is a guaranteed debt the agency has the legal right to pursue and is not being paid voluntarily by the debtor. If the
delinquent debtor is in a voluntary repayment plan acceptable to the creditor agency and is making the payments as
required under the plan, the debt should not be referred for administrative offset. In addition, debts that are in
foreclosure, moratorium, or bankruptcy, or over 10 years old (exception: where accepted by Treasury) cannot be
referred to Treasury for administrative offset. The administrative offset program administered by the Department
of the Treasury is named the Treasury Offset Program (TOP). The DCIA requires FMS, the U.S. Postal Service,
or any other government corporation, or any other disbursing officials of the U.S. des1gnated by the Secretary of
the Treasury, to offset Federal Payments to pay the delinquent debts. When fully implemented, TOP will offset
Federal salaries, IRS refunds, and Federal administrative payments such as payments to vendors. DCIA authorizes
Treasury to charge a fee sufficient to cover the full cost of implementing administrative offset; the agency can either
pass this fee on to the debtor or absorb it.

An automated system should:

* identify accounts eligible for referral to the TOP.

* generate written notification to the borrower that includes the followmg the nature and the amount of the
debt; the intention of the agency to collect the debt through administrative offset; an explanation of the
nghts of the debtor; an offer to provide the debtor an opportunity to inspect and copy the records of the
agency with respect to the debt; and an offer to enter into a written repayment agreement with the agency.

* identify, at the end of the nofification period, the debtot's that remain dehnquent and are ehglble for referral.

* offset dehnquent debts 1nternally before referral to TOP, where apphcable STt

* transmit to TOP eligible new debts, and increase, decrease, or delete previously reported debts.

* apply collections received through the TOP process to debtor accounts in accordance with apphcable
payment application rules.

* record offset fees in accordance with agency program requirements.
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« update the loan information store to reflect TOP status.
. update the core financial system to: record collections from TOP.

. process agency refunds given to borrowers erroneously oﬁ"set and transmlt thxs information to Treasury in a
timely manner. :

* record refunds given by Treasury and adjust the loan information store accordmgly
Garnishment of Non-Federal Wages. The DCIA of 1996 authorizes Federal agencies admrmstratrvely to garmsh
up to 15 percent of the disposable pay of a debtor to satisfy delinquent non-tax debt. Prior to the enactment of the
DCIA, agencies were required to obtain a court judgment before garnishing the wages of non-Federal employees.
Wage garnishment is a process whereby an employer withholds amounts from an employee’s wages and pays those

amounts to the employee’s creditor in satisfaction of a withholding order. At least 30. days before an agency
initiates garnishment proceedlngs, the agency must give the debtor written notice of its intent. -

:Anautomatedsystemshould . | - - [ RTINS R

* generate written notice mformmg the borrower of the agency’s intention to initiate proceedmgs to collect the
debt through deductions from Pay, the nature and amount of the debt to be collected and the debtor s
rights. 2 ,

* document that the wage garnishment order was sent to the employer.

. provrde ad hoc reporting capablhty needed o' monitor the amounts recovered through non- Federal wage
- garnishment. - - : :

. 'document that the agency provrded debtors a hearmg, when requested
- mterface with the core financial system to record receipts remitted to the agency
. apply collectlons recelved through wage garmshment accordmg to agency apphcatron rules.
Refer to Collection Agenc1es. This act1v1ty determines and refers dehnquent loan accounts t6 collection agencies

for collection. Agencies can refer debts to a private collectron contractor for collectlon for a period of tlme
determmed by Treasury <

An automated system should:
* Compare delinquent account data to agency program collection agency referral criteria to select delinquent

loan accounts for referral to collection agencies.

* Sort and group delinquent loan accounts based on type of debt (consumer or commercral), age of debt and
~ location of debtor.

« Calculate outstandmg interest, penaltles and administrative charges for each delmqucnt loan account to be
referred. :

-+ Assign selected delinquent loan account groupings.to approprlate collection agencrcs based on collectxon
agency selection criteria for agency programs.

* Document that the delmquent account has been referred to a co]lectron agency.

¢ Generate and recewe electromc transmxssmns of account balance data and status updates to and from
collection agencies..

* Record receipts remitted to the collection agency and forwarded to the agency.
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¢ Update the loan information store to reflect receipts, adjustments, and other status changes, including
rescheduling, compromise, and other resolution decisions.

. Accept and match collecuon agency mvorces Wlth agency records. ‘ _ ,
* - Generate payment to the collection agency for services rendered through the core fmanc1a1 system
* Request, reconcile, and record returned accounts from collection agencies.

* Interface with the core financial system to record collections processed through collection agencies -

Refer For Litigation Activities. OMB Crrcular A-129 requires agencies to- refer dehnquent accounts to the
Department of Justice (DOJ), or use other litigation authority that may be available, as soon as there is sufficient
reason to conclude that full or partial recovery of the debt can best be achieved through lmgatron This activity
determines and refers seleéted accounts for litigation. Referrals to DOI should be made in accordance with the
Federal Claims Collections Standards ‘

An automated system should:

* Compare delinquent loan account information against the agency’s litigation referral criteria to 1dent.|.fy
delinquent loan accounts eligible for referral. Support identification of accounts to be referred to counsel for
filing of proof of claim based on documentation that a debtor has declared bankruptcy :

» Provide an electronic interface with credit bureaus to obtain credit bureau reports that will enable assessment
of the debtor’s ability to repay before a claim is referred to legal counsel. -

« Calculate the outstanding balance, including principal, interest penalties, and admlmstratwe charges for each
delinquent loan account to be referred to legal counsel. : .

* Generate the Claims Collection Litigation Report (CCLR). The CCLR is used to capture collecnon actions
and current debtor 1nformatron and transmit this 1nformauon to DOJ. . :

* Receive electronic transmissions of account data and status updates to and from DOJ’s Central Intake Facility
or the agency’s Office of General Counsel’s (OGC) automated system for referrals. : .

* Update the loan status to reflect referral for litigation so that the loan can be excluded from other collection
actions; and to alert the agency to obtain approval from counsel before accepting voluntary debtor payment.

* Track filing of pleadlngs and other motions, including proofs of clalms in bankruptcy, to ensure swift legal
- action and to monitor litigation actlvrty

* Match agency litigation referrals with DOJ listing of agency lmgatlon referrals.

* Record and track recovery of Judgment decisions. v
« Update the loan information store to reflect receipts and adjustments.

* Interface with the core financial system to record any collecuons resulting from litigation.

'Delinquent' Débt Collection: Write-Offs and Close-Outs Process:

OMB Circular A-129 and the Credit Supplement to the TEM describe effective write-off and close-out procedures
for delinquent loan accounts. As shown in Illustration 25, the Write-offs and Close -outs process consists of the
following major activities: : : : .

¢ Identify and Document Accounts Selected for Write-off,

* _Monitor Written-off Accounts, and , SR _—
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* Document Close-out of Uncollectible Accounts.

Identify and Document Accounts Selected for Write-Off, .This activity identifies and proeesseé accounts for
write-off based on past collection history and a system-prepared debtor financial profile. Write-offs of loan
accounts that exceed a pre-determined amount in accordance with program requirements require approval of the

DOJ.

An automated system should:

* Compare delinquent loan account information to agency program write-off criteria to select delinquent loan -,

accounts for possible write-off.

* Classify debtors based on financial profile and ablhty to repay. Indicators of the financial well-being of a |

debtor include debtor financial statements, credit bureau reports, and payment receipt history.

¢ Produce a CCLR for each
loan account to be referred
to agency counsel or the
(DQYJ) for approval of
termination of colle¢tion
action. Update the loan
status to reflect the referral.

* Update the loan information
store to reflect approval or
disapproval by agency
counsel or the DOJ for
termination of collection
action.

* Update the loan information
store and provide an ‘
automated interface with the
core financial system to '
record the write-off of the
receivable. '

Monitor Written-Off Accounts.
This activity monitors and
periodically reevaluates inactive
accounts for possible
reclassification.

An automated system should:

* Maintain a suspense file of . -
inactive (written-off) loan
accounts.

* Reactivate written-off loan

Write-offs and Cldse-outs Process

Borrower

DOJ/Agency
Counsel
BT | 1098-G ) :
IRS —l Notficafion
i of 1099-G -
Approval for Reporting f
Termination . ;
of Collection-Action ‘
P Tre WA Ve !
" Identify and // V ?
. Doci ‘ . Document !
” ocument --Monitor. g Close-outof |
; SAlccou:t: ¥ - Written-off Uncollectible *
Write-off | elected for #]  Accounts
1~ Write-off < / Accounts
Vil T TP ITAT T F L4
Reactivated Close-out
Accounts Data

Loan N " Program
Informatio Criteria

Receipt
Management
_—— e Write-off
‘Core Financial ~— ntena_ —
. System -
' Close-out

Criteria

accounts at a system user’s
request if the debtor’s
financial status or the
account status changes.

lilustration 25
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Document Close-Out Of Uncollectible Accounts. 'This activity complétes agency action on accounts determined
to-be uncollectible. Closed out accounts over a pre-determine amount must be reported to:the IRS on Form
1099-C.. When a debt is reported, the IRS will match: the agency’s Form 1099-C report against individual tax
returns to determine if the discharge of the debt has been reported by the debtor as income.

An automated system should:

« Compare loan account data to ageney close -out criteria to 1dent1f} debtor accounts ehglblc for close-out and
~ 1099- Crcportmg SR S RIS S N - s

» Prepare .md send a Form 1099 Cto the IRS if the debtor has not responded w1thm the requlred time
period. -

¢ Update the loan information store to reflect receipts, adjustments, and other status changes mcludmg
rescheduling, compromise, and other resolution decisions.

¢ Retain electronic summary records of close-out account activity for a period of five years for use in agency
screening of new loan applications.

Collateral Requirements

There are no collateral requirements applicable to the Delinquent Debt Collection function for guaranteed loans. If
applicable, collateral would have been acquired, foreclosed and liquidated in the prior function upon the default of
the borrower.

Internal Management Information Requirements

Listed below are internal management information requirements for the Delinquent Debt Collection function. The
information described below should be available to agency credit program managers and designated internal review
officials on a periodic or on an as requested basis. This list is not an all inclusive inventory of internal information
requirements for the Delinquent Debt Collection function. Each agency must determine the specific management
information needs necessary to manage its credit programs based on the agency mission and applicable statutory
requirements. Agencies must maintain financial accounting information at appropriate levels of summary for
computational and reporting purposes. The main levels are: transaction, loan history, risk category, cohort, and
account. Each agency also must determine whether the information should be provided on hard copy reports or
through system queries.

The guaranteed loan system should provide at least the following types of management information:

* Derailed Transaction History. This summary provides detailed account information by cohort for internal
control and tracking, and, in the absence of an electronic interface to external entities, may be used to transfer
data from the agency to the external entity to facilitate delinquent debt collection actions. Separate data
summaries are produced for offset referrals, collection agency referrals, litigation referrals, and write-offs and
close-outs.

¢ Standard Management Control/Activity. This summary tracks the status of all referral actmty including
initial referrals, status updates, and account balance updates. Separate and summary listings are produced for
individual and total reporting and referral activity.

* Exceptions. This summary highlights deficiencies that have occurred in the referral process. ‘Examples of
sub]cets tor penodle C\LCPthIl mtormanon include: delmquent accounts eligible for reporting that have not

Guaranteed Loan System Requirements 57

Delinquent Debt Collection/Troubled Debt Servicing

[V

i m v i |

v vomro 1 s
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‘been reported, defaulted rescheduled loans; account referrals that cannot be processed, collection agency

resolution percentage, accounts without foreclosure or:collateral management activity for a specified period
of time, accounts referred for litigation for which no litigation decision has been recorded, and delinquent
accounts without activity for long periods of time that have not been written-off. fo '

Trend Analysis/Performance. This summary highlights the effectiveness of different delinquent debt
collection techniques over time. The summary indicates the effectiveness of using different types of collection

 actions for different credit programs.

Collection Contractor Compensation. This summary provides monthly account analyses to calculate, track,
and verify compensation for ¢ach contractor providing collection services to an agency, This information
aids in the verification of invoices received from the contractor, and highlights the differences in fee schedules
among contractors. .
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Treasury Cross-Servicing

Mandatory (All rzquirzmmis in this Chapter are thdhtml)

Cross-servicing occurs when Treasury’s FMS or a Treasury-designated deb collection center provides debt -
collection services for other Federal agencies as shown in Illustration 26. The DCIA of 1996 mandates agencies to
refer their delinquent non-tax debt over 180 days delinquent to Treasury or a Debt Collection Center for purposes
of collection. Debt is considered delinquent if it is 180 days past due and is legally enforceable, i.., there has been

a final agency determination that the deb, in the amount stated, is due and there are no legal bars to collection'
action. For example, debts in an appeals, process required by statute or regulation should not be transferred to a
Debt Collection Center if collection action during the appeals process is prohibited. There are five specific instances

where debts are excluded from transfer. They are: -

e debts that are in litigation or foreclosure,

* debts that will be disposed of
under an asset sales program
within one year after
becoming eligible for sale, or
later than one year if =
consistent with an asset sales
program and a schedule
established by the agency
and approved by the

" Director of OMB,

* debts that have been referred
to a private collection
contractor for collection for a
period of time determined by
Treasury,

* debts that have been referred
to a Debt Collection Center
with the consent of Treasury
and for a period of time
determined by Treasury, and

* debts that will be collected
under internal offset if such
offset is sufficient to collect
the debt within three years
after the debt is first
delinquent.

In addition, a specific class of debt

- may be excluded by the Secretary
~of the Treasury at the request of an

executive, legislative or judicial
agency. Agencies are not required
to transfer to FMS debts which are
over 180 days delinquent until such
time as a final agency
determination regarding the debt is
made or the legal bar to further

 Treasury Cross-Servicing
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lliustration 26
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Treasury Cross-Servicing

collection action is removed. An agency may refer non-tax debt less than 180 days delinquent to FMS, or with the
consent of FMS, to a Treasury-designated debt collection center for appropriate debt collection action, =

Before referring debt to a Debt Collection Center, the agency enters into a letter of agreement with Treasury FMS
authorizing FMS to provide debt collection services. This agreement details the limitations and parameters

required for the compromise; settlement or termination of collection actiori.

FMS and other debt collection centers may charge and retain fees (based on actual costs)-for debt collection -
services. - Fees may be added on'to the debt as an administrative cost if authorized by law.: " e
Treasury can authorize an agency to “cross-service”, that is, collect debts on behalf of anothér agency, as a debt
collection center. The agency must submit a proposal to Treasury which contains the documentation supporting its
request to be designated as a debt collection center. The proposal miust indicate what types of debts the agency
wishes to cross-service and its success at collecting its own delinquent accounts. Some agencies may be debt
 collection centers satisfactorily “working” their own debts. However, these agencies may not want to cross-service
 for other agencies. Treasury will grant a-one-year waiver to the transfer provision of the DCIA for debts which are
 being collected in an agency’s own debt collectioni center, provided the agency submits documentation which
indicates the volume and type of debts being worked in the debt collection center, what percentage or:proportion it
represents of the total agency volume, a description of the center’s use of the various debt collection tools, and
historical portfolio performance. : -

After debts are referred to a designated collection center, the agency retains responsibility for reporting the debts on
- the Report of Receivables Due from the Public. ' The agency is also responsible for removing accounts from its
receivables when the designated collection center directs it to write-off the debt. However, at the time the debt is
referred to Treasury for cross-servicing, the agency must discontinue all servicing activities. At that time, the
designated collection center has authority to act in the Government’s best interest to service, collect, compromise,
suspend or terminate collection action in accordance with existing laws under which the debts arise and in
accordance with the letter of agreement with the Agency. Lo S

The cross-servicing ptocess consists of the following:
* identify accounts selected for cross-servicing,

* monitor accounts at the debt collection center, and

* use an agency authorized to “cross-service.”

&

- Identify Accounts Selected. This acﬁifVit_y identifies and refers accounts for cross-servicing based on past collection
history and agency servicing requirements. - An automated system should: : ‘

* compare delinquent loan account information to statutory criteria to select delinquent loan accounts for
possible referral. ‘ , g :

* generate notification to the debtor of the agency’s intent to refer the debt to a debt collection center.

1

« update the loan infoymationstore. > .

* identify accounts that can no longer be serviced by agency personnel.

Monitor Accounts Referred to the Debt Collection Center. This activity monitors and periodically reevaluates
accounts referred for cross-servicing. ]

* identify accounts with monetary adjustments that must be reported to the debt collection center.
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* provide ad hoc reporting capability needed to monitor the accounts referred to a debt collection center and
the amounts recovered.

* interface with the core financial system to record receipts remitted to the agency.
* apply collections received from the debt collection center according to agcncy apphcatlon rules
« record collection fees in accordance with agency program requirements.

* process agency or debt collection center refunds, notify debt collection center as appropriate, and update the
loan information store.

* notify debt collection center of adjustments, recalls of debt, or collecuons received by the agency on the
referred debt.

* remove from the accounting and financial records accounts that the debt collection center rccommends
should be written off.

Use an Agency Authorized to Cross-Service. This activity determines the agency’s performance in collecting
debts. .

An automated system should:

* identify the volume and type of debts serviced.

. idcntify the tools used by the agency to collect its own debt.

+ provide one or more years of information on the average age of debt over 180 days.
* calculate the amount of debt collected using various collection tools.

* accrue late charges, as requlrcd by referring agency.

* provide information to referrmg agency sufficient for the referrmg agency to satisfactorily complete the
Report on Receivables Due From the Public:

* track, by portfolio, age of debt referred, dollar and number of referrals, collections on referred debts and
report to Treasury on a monthly basis. :

* provide information to referring agency as needed i.e., collections received.

* provide ad hoc reporting capability needed to satisfy referring agencies unique information requests such as,
length of workout agreements, percent of debt that can be compromised, etc.

Internal Management Information Requirements

Listed below are internal management information requirements for the Treasury Cross-Servicing function. This -
information should be available to agency credit program managers and designated internal review officials on a
periodic or on an as requested basis. This list is not an all inclusive inventory of internal information requirements
for the Treasury Cross- -Servicing function. Each agency must determine the specific management information
needs necessary to manage its credit programs based on the agency mission and applicable statutory requirements.
Agencies must maintain financial accounting information at appropriate levels of summary for computational and
reporting purposes. The main levels are:

* transaction,

* loan history,
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-~ risk category,-
* cohort, and
* account.

Each agency also must determine whether the inform
system queries. '

ation should be prdvided on hard copy rcports or thrbugh
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Other Reporting Requirements

This chapter provides requirements for two types of reporting:
Mandatory (All requirvements in this Chapter are Mandatory)

* Transaction History, and

o External Reporting Requirements.

Transactlon Hlstory

The guaranteed loan § systcm must be capable of producmg a completc transaction hlstory of each loan

External Reportmg Requlrements

Agencies’ guarantced loan systems must be capable of supporting the external reporting requirements of OMB and
Treasury, including those associated with the FCRA of 1990 and the CFO Act of 1990. These external reports rely
on supplemental financial data resident in the guaranteed loan system, although they are generated from the general
ledger. Appendix C contains a listing of some of the major summary level reports that must be accommodated.
Others are identified in the JEMIP Core Financial System Requirements document; in a variety of governmentwide
and agency specific regulations; and the reporting area is in a continuous state of change, wh1ch means that other
reports may be identified, v1rtually at any point in time by an authoritative body. '

Other system outputs are described in the functional requirements chapters of this document. Examplcs are:
letters and invoices to lenders and borrowers, SF-1151’s and SF-1080’s used in Treasury borrowmg, and delinquent
debt information sent to Cerlt bureaus, collection agencies, and the DOJ.

7T
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Appendix A: References B S T

This appendix displays statutory and regulatory requirements applicable to guatanteed loan programs as shown in
Ilustration 27.

//;j*\
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*Federal
Managers’Financial
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o

Proposed
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Debt Collection Act of 1982 (as amended): The Debt Collection Act prescrlbes the pohcxes and procedures for
executive agencies in Federal debt collection activities. :

Debt Collection Improvement:Act of 1996. The Debt Collection Act'of 1996 provided several new tools to'
help Federal agencies collect delinquent non-tax debt. It centralized many debt collection operations within the.
Treasury’s Financial Management Service (FMS) and created a Treasury Offset Program' enabhng EMS to offset

Federal debts by “wrthholdmg” payments to dehnquent debtors In addrtlon the Act , o

. requlred agcnc1es to obtain taxpayer 1dent1fy1ng numbers.
* barred agencies from giving financial assistance to those already delinquent oni Government debt.

¢ allowed. agenc1es to establish procedures for garmshmg non-Federal Wages to.recover delmquent debts notin
repayment status. ; _ : ; :

* required agencies to transfer debts over 180 days dehnquent to the Treasury for collectlon unless the debts -
areina specrﬁed exempt status. .

. requrred Treasury to take action to collect referred debts mcludmg referral to another collecnon center to-
private collection agencies or DOJ. R : .

¢ allowed agencies to retain fees charged for services from COllCCthI‘l and to retain a portlon of collecuons for
1mprov1ng debt collection activities. :

. requrred agencies to prov1de debtors all due process rrghts mcludmg the: ablhty to Venfy challenge and
compromise claims encouraged agencies, when approprlate to sell dehnquent debt

. requrred agencies to submlt debts for offset

. simplified salary offset processes by formally estabhshmg an 1nteragency consoruum and allowmg agcnc1es to
make routine adjustments to pay, without using salary offset procedures

. mandated electromc funds transfer

Chief Fmancral Officers Act of 1990 (CFO Act) The CFO Act prov1des new tools to improvet the management
of the Federal Government. It establishes Chief Financial Officers in 23 major executive agencies aswell as a new
Deputy Director for Management and a Controller in the Office of Management and Budget The CFO Act
reinforces the need for and development of Federal accounting standards; supports integration and modernization
of the Government’s ﬁnancral systems; and reqmres the preparatlon of annual audxted fmancral statements.

Government Management Reform Act (GMRA) of 1994/Federal Fmancral Management Act (FFMA) of
1994 The GMRA expands the CFO Act and the FMFIA, Title IV of the GMRA, known as The Federal
Financial Management Act, contains the financial manageément provisions. The FFMA requires the Treasury '
Department to prepare each year a Government-wide, consolidated financial statement that the Comptroller *
General then audits. Pursuant to the GMRA, several agencies participated in a pilot program in which they issue
accountability reports, consolidating their reporting under several statutes, includirig the CFO, Federal Managers
Financial Integrity (FMFIA), GPR, Prompt Payment, and Debt Collection Acts. The accountability reports
include program and financial information, such as the audited financial statements and performance measures
reflecting performance in meetmg key agency goals as well‘as the Government Performance and' Results Actof :

1993 (GPRA): The GPRA requires agencies to develop stratégic plans, set ‘performanée’goals; and’ report annually

on actual performance compared to goals

Federal Credit Reform Act of 1990 “The Federal Credit Reform Act prescrlbes policies and requrrements to-
achieve four objectives: to measure more accurately the costs of Federal credit - programs; to place the cost of credrt
programs on a budgetary basis equivalent to other Federal spending; to encourage the delivery of benefits'in the -
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form most appropriate to the needs of beneficiaries; and to improve the allocatron of resources among credlt -
programs and between credit and other spending programs. S S .

Federal Managers® Financial Integrity: Act (1982).. The FMFIA requires that-all executive-agencies implement,
maintain, and report on internal accounting and.administrative controls.- These controls must provide reasonable
assurances that (i) obligations and costs comply with apphcable law, (ii) funds, property, and other assets are -
safeguarded against waste, loss, unauthorized use, or misappropriation; and (m) revenues and expenditures are -
properly recorded and accounted for. Agency heads must annually evaluate and report on the control and financial
systems that protect the integrity of Federal programs. The FMFIA encompasses program, operational, and
administrative areas as well as accounnng and financial management.

OMB Circular A-11 Preparation and Submission of Budget Estimates (updated annually). Circular A-11
sets forth the policies and procedures for preparatron and submlss1on of agency budget estimatesto the Office of
Management and Budget : e ,

OMB Circular A-34 - Instructions on Budget Execution. Credit Apportlonment and Budget Exccution
(October 1991). CircularA-34, sets forth the requirements for apportionment aiid budget execunon for all
guarantee loan programs covered by the Federal Credit-Reform Act of 1990.

OMB Cn'cular A-123 TInternal Control Systems (]une 1995) Circular A—123 prescnbes pol1c1es and
procedures to-be followed by executive departments and agcncres in estabhshmg, mamtammg, and reportmg on the
internal controls in their program and admlnlstranve actlvmes ’ ,

OMB Circular A-127, Financial Management Systems (]uly 1993) Clrcular A 127 sets forth pohc1es for
financial management systems development, -operations, and evaluanon The c1rcular estabhshes spec1ﬁc ob]ectwes
related to financial management and accountmg SRR : :

OMB Circular A-129, Policies for Federal Credit Programs and Non-Tax Recelvables (Ianuary 1993).
Circular A-129 prescribes policies and procedures for justifying, designing, and managing Federal credit programs
and for collectlng non-tax receivables. The circular discusses principles for-designing credit programs, including the
preparation and reyiew of legislation and regulanons budgeting for the costs of credit programs and minimizing -
unintended costs to the Government; and i improving the efficiency and effectiveness of Federal credit programs. It
also sets standards for cxtendmg credit, servicing credit and non-tax receivables, and collectlng delinquent debt.

OMB Circular A-130 Transmittal Memorandum 3 Management of Federal Information Resources
(Eebruary 1996). Circular A-130 establishes policies and procedures to be followed by executive dcpartments and
agencies in mariaging information, information systems, and information technology. The February 1996 revision
of the Circular contains. updated guldance in the “Security of Federal Automated Information Resources,”.
Appendix ITI, and makes minor technical revisions to reflect the Paperwork Reduction Act of 1995.

OMB Clrcular A-134, Fmanc1al Accountmg Prmc1ples and Standards (May 1993). This Circular estabhshes
the policies and procedures for approving and publishing financial accounting principles and standards. It also
establishes the procedures for OMB review of FASAB statements of accounting principles, standards, or. concepts

- If such a FASAB, recommendation is,agreed.to by the Director of OMB, .the Secretary.of the Treasury, and the -

Comptroller Gcneral the Director of OMB i issues a Statement of Fedetal Fmanc1al Accounting Standards- (SFFAS). |

OMB Bulletin 97-01 (October 1996), and successor bulletins, Form and Content of Agency Financial
Statements. This Bulletin defines the form and content of the financial statements of the executive agencies. It .
incorporates the concepts and standards contained in the Statements of Federal Financial Accounting Concepts -
(SFFACs) and Statements of Federal Financial Accounung Standards (SFFASs) recommended by the Federal
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Accounting Standards Advisory Board (FASAB) and approved as of October 1996. This Bulletin explains thc
financial accounting of “Direct Loans and Loan Guarantees, Non-Federal Borrowers.” S

OMB Bulletin 98-08 (August 1998), Audits of Federal Financial Statements. This Bulletin establishes
minimum requirements for audits of Federal financial statements. The Bulletin’s requirements implement the audit
provisions of the CFO Act, the GMRA, and the FFMIA.

Statement of Federal Fmancml Accountmg Standards Number 2 Accountinf for Direct Loans and Loan
Guarantees. The Statement provides accounting standards for Federal direct loans and loan guarantees. The
standards require that direct loans obligated and loan' guarantees committed after: September 30, 1991, be
accounted for on a present value-basis. The use:of the prcscnt valuc accountmg mcthod is cons1stent with the intent

-~ of the Federal Credxt Reform Act of 1990. : sy < o
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Lender S U DO e P S T

Lender Financial Rating-. .. -

LenderRiskRating ~

Requirements JEMIP systems requirements are either mandatory or value added. The definitions of these two categories
Lo LT apedt STy CRLEES 0 s e s R

- Mandatory - Mandatory requirements describe: what the system rmust do-and consists of the minimum

: ,ac,ccptablé‘ fu_nc;tionali‘ty,nccpssary to.establish: a:system, or-are based on Federal-laws and: reguilations.
Mandatory requirements are those against which agency heads evaluate their systems to.determine -
substgantial compliance with systems requirements under the FFMIA. These requirements apply to
existing systems in operation and new systems planned or under development.

Value-added Value added requirements describe features or characteristics and may consist of any
combination of the following: (1) using state of the art technology, (2) employing the preferred or bests
business practices, or (3) meeting the special management needs of an individual agency. Value-added,
optional and other similar terminology may be used to describe this category of requirements. Agencies
should consider value added features when judging systems options. - The need for these value-added
features in agency systems is left to the discretion of each agency head.

Servicer A financial institution, private service provider, corporation, government cross-servicing organization or
other organization that provides services in support of grants management programs or systems.

Systems Balancing and Reconciliation
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