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October 15, 1986

The Honorable John R. Kasich
House of Representatives

Dear Mr. Kasich:

By letter dated November 25, 1985, you asked us to review the
Department of Justice's (Justice) procedures and litigation
efforts in collecting delinquent debts referred by other /
federal agencies. Generally speaking, federal agencies are
required to refer their delinquent debts to Justice for
litigation and collection when the agencies' administrative
efforts to collect have not been successful. On May 15, 1986,
we briefed you and your staff on the preliminary results of our
work at Justice and agreed to provide you this briefing report

when our work was completed.

In conducting this review, we analyzed fiscal year 1985 and
1986 debt caseload and accounts receivable data reported by
Justice, the Office of Management and Budget (OMB), the
Department of the Treasury (Treasury), and five federal
agencies that account for the majority of the debts that are
referred to Justice. We also visited four U.S. attorney
offices which handled a variety of federal agencies' delinquent
debt referrals to Justice and reviewed a judgmental sample of
case files. Furthermore, we reviewed internal management
evaluations conducted in fiscal year 1985 that covered the debt
collection operations at 35 U.S. attorney offices.

The caseload and accounts receivable data presented in this
report were the products of automated and manual systems
maintained by the agencies. We did not conduct a reliability
assessment of this data and cannot attest to its accuracy. An
OMB report issued in January 1981 and more recent GAO reports
issued in 1985 and 1986 have found that Justice and other
federal agencies have unreliable systems to track, account for,
and report on debt caseload and accounts receivables.

This letter summarizes the results of our review and the
attached sections provide the details on the scope of our work
(see sec. 1), the information obtained on Justice's efforts to
litigate and collect delinquent debts (see secs. 2 through 4),
and the composition and characteristics of debts held by the
five agencies covered in this review (see sec. 5).
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OVERVIEW AND COMPOSITION OF THE DEBT AT JUSTICE

/As of September 30, 1985, about $59 billion (17 percent) of the
$346 billion in government receivables was delinquent.
According to Justice records, it had about 96,750 debt cases
outstanding as of this date, valued at about $6.5 billion.
These cases include agency referred delinquent debts and cases
where Justice is attempting to collect civil fines or penalties
that have been assessed for federal law violations.
Approximately 95,500 cases valued at $2.0 billion were being
handled by 94 U.S. attorney offices and 1,250 cases valued at
$4.5 billion were being handled by Justice's Civil Division.

Of the 96,750 cases at Justice, the Department of Education

" (Education) and Veterans Administration (VA) accounted for
about 54,000 cases or about 56 percent of the pending caseload.
This large volume of cases is generally handled by the U.S.
attorney offices' debt collection units and involves relatively
small dollar (between $2,300 and $2,600 on average) student
loan defaults and veterans overpayments. The cases are usually
uncontested debts and require limited attorney time to litigate
but do require substantial clerk/paralegal time to process and
collect.

The Departments of Agriculture (Agriculture) and Housing and
Urban Development (BUD) and the Small Business Administration
(SBA) accounted for most of the remaining cases at Justice
(about 26,200 cases or 27 percent of the pending caseload).
These cases generally are more complex and involve large dollar
amounts which are handled either by the Justice Civil Division
or by the U.S. attorney offices. The large dollar cases
include defaulted business loans and agriculture commodity and
farm loans. The litigative work on these cases can be labor
intensive and require considerable attorney time to
investigate, prepare, and present the government's case in
court.

JUSTICE HAS TAKEN ACTIONS TO IMPROVE THE
DEBT LITIGATION AND COLLECTION PROCESS
BUT DROBLEMS STILL EXIST

In January 1981, OMB issued its Report on Strengthening Federal
Credit Management which noted that federal agencies needed
better tools to recover outstanding debts and that Justice's
litigation and collection efforts primarily at the U.S.
attorneys were basically slow, ineffective, and inefficient.
Since OMB's debt collection report of 1981, Justice has taken
several actions to improve its debt litigation and collection
performance, such as committing additional resources to the
program, developing standard operating policies and procedures,
and implementing a system to better control and expedite the
deposit of debt collection payments to the Treasury Department.




Although Justice has made progress to improve its debt
litigation and collection performance, :its ability to collect a
large part of the referrals is affected by the nature of the
debts and the ability of the debtors to pay their obligations.
For example, many cases involve bankruptcy matters where
collections may not be possible. 1In addition to the
collectibility of the debts, Justice is also hampered in taking
aggressive and timely actions to litigate and enforce the
collections of debts owed the government because

-—agency debt referral packages, while improved over past
reported problems, are not always submitted in a timely
manner and do not always include information Justice needs to
litigate and collect the debt (see pp. 29 to 31);

--U.S. Marshals, due to higher priorities, are not always
available for serving necessary legal documents (see pp. 36
and 37);

--state laws present obstacles to enforcing collections (see
pp. 38 to 40); and

--federal bankruptcy laws delay the recovery of money owed the
government (see pp. 43 and 44).

Besides these external factors, Justice is experiencing other
problems which affect the timely litigation and collection of
debts and indicate a continuing need for Justice to improve the
management of its debt collection efforts. These problems
include

--insufficient number of staff or lack of trained staff to
handle the large debt caseload (see pp. 38 to 41),

--poor recordkeeping on the status and disposition of debt
cases (see pp. 38 and 45), and

--coordination problems in processing debt cases (see pp. 44 to
46).

CHANGES THE CONGRESS AND JUSTICE ARE CONSIDERING
THAT COULD IMPROVE THE DEBT COLLECTION PROCESS

The Congress and Justice are considering several actions to
provide additional resources to handle the large debt caseload.
Proposed legislation is before the Congress that would (1)
allow Justice to contract with private attorneys to help
agencies in the litigation and collection of debts (see pp. 48
to 50) and (2) provide budgetary incentives to federal agencies
for improved debt collection and credit management (see pp. 50
and 51).

In addition, Justice is considering actions that would (1)
minimize the impact state laws and procedures have on the
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federal government's ability to recover money owed on
delinqguent accounts (see p. 51) and (2) raise the amount of
debts VA could litigate to $5,000 (see p. 50). Currently VA
can litigate its own delinquent debt cases valued at $1,200 or
less rather than refer them to Justice.

The changes béing considered by the Congress and Justice in the
federal government's debt litigation and collection process
offer potential for reducing Justice's caseload and improving
the collection of federal agencies' delinquent debts. 1In
addition, the federal income tax refund offset program could
reduce Justice's workload and increase collections. Currently,
the federal agencies covered in this review are participating
in a pilot project with the Internal Revenue Service (IRS)
whereby individuals' income tax refunds payable in 1986 and
1987 are offset by delinquent debts the individuals owe the
federal government. The first year of the program has shown
positive results, about $143 million collected on delinquent
debts held by the five agencies. For the second year of the
project, Justice and three other agencies will also participate
in the program. Justice plans to use the income tax offset
program to collect criminal fines but has not decided on
whether agency referred civil debts should be included in the
program. (See pp. 51 and 52.)

———— -~

As you requested, we did not obtain official agency comments on
this report. However, we obtained the views of officials from
Justice and other agencies covered in this review and
incorporated their comments where appropriate. The officials
who reviewed a draft of this report told us that they generally
agreed with the information presented. We trust this report
will be useful in your consideration of this important area.

As arranged with your office, unless you publicly announce the
contents of this report earlier, we plan no further
distribution until 5 days from the date of this report. At
that time we will send the report to the Attorney General,
heads of the departments and agencies covered in this review,
and other interested parties.

If you have any questions regarding the contents of this
document, please call me on (202) 275-8389.

Sincerely yo

Arnold P. |
Senior Associate Director



Section

Figures
2.1

CONTENTS

Objective, Scope, and Methodology

Debt Collection and Litigation
Responsibilities in the Federal
Government

Background

Agencies' debt collection responsi-
bilities

Justice's debt litigation and col-
lection responsibilities

Overview of debts referred to Justice
for litigation and collection

Progress and Problems In Litigating and
Collecting Debts Owed the Government
Actions taken by Justice to improve
debt litigation and collection
Problems with processing agencies'
debt referrals
Impediments Justice faces in litiga-
ting and collecting delinquent
debts

Actions That Could Improve Civil Debt
Collection

Changes being considered by the
Congress and Justice to improve
the debt collection process

Use of agency and private attorneys
to litigate debts

Budgetary incentives to finance the
debt collection effort

Minimizing the impact state laws have
on debt collection

Use of the income tax refund offset
program to recover delinguent debts
referred to Justice

Description of Debts Owed to Five Major

Credit Agencies
Department of Agriculture
Department of Education
Department of Housing and Urban

Development

Small Business Administration
Veterans Administration

Justice Components Involved in
Litigating and Collecting Debts

Page

13
14
16
17

21

27
28
29
32

47

48

48
50
51
51

53
54
56
58

60
61

17



2.2

2.3

Tables

2.1

3.3

3.4

5.3

5.4

5.5

GAO

The Litigation and Collection Process for
Referred Agency Nontax Debts

Delinquent Debt Cases at Justice

Agencies' Receivables, Delinquencies, and
Referrals to Justice as of September 30,
1985

Debt Cases Pending at U.S. Attorney Offices
and the Department of Justice Civil
Division as of September 30, 1985

Justice Reported Cash Collections for the
Five Major Credit Agencies

Age of Accounts When Referred to Justice

Adequacy of the Information Provided By
Agencies on Debtors' Ability to Pay

Cases Declined By Justice Because of
Inadequate Agencies' Referral Packages
During the Period October 1, 1985,
thru May 31, 1986

Length of Time Debt Collection Units Took to
File Complaints During Calendar Years
1978 thru 1985

Comparison of Average Time Taken to File
Complaints

U.S. Attorney Collection Results for Debts
Referred By Education and VA

Agriculture Receivables and Delinquencies
by Program

Education Receivables and Delinquencies
by Program

HUD Receivables and Delinquencies
by Program

SBA Receivables and Delinquencies
by Program

VA Receivables and Delinguencies
by Program

Abbreviations

General Accounting Office

6

»
B

19

24

22

23

26

30
30

31

34

57

59

61

63



GSA General Services Administration

FHA Federal Housing Administration

HUD Department of Housing and Urban Development
OMB Office of Management and Budget

IRS Internal Revenue Service

SBA Small Business Administration

VA Veterans Administration






SECTION 1

OBJECTIVE, SCOPE, AND METHODOLOGY




On November 25, 1985, Congressman John R. Kasich requested
that we review the Department of Justice's (Justice) procedures
in litigating and collecting delinquent debts referred by other
federal agencies. Our review was performed from March through
July 1986 and was conducted in accordance with generally accepted
government auditing standards.

In conducting this review, we collected debt caseload and
accounts receivable data from Justice, the Office of Management
and Budget (OMB), the Department of the Treasury (Treasury), and
five federal agencies that account for the majority of the
government's nontax debts referred to Justice--Agriculture,
Education, Housing and Urban Development (HUD), Veterans
Administration (VA), and Small Business Administration (SBA). At
these five agencies we interviewed officials responsible for debt
collection to (1) obtain information on their loan and/or benefit
programs, (2) identify the procedures followed in referring
delinquent debt cases to Justice, and (3) obtain their views on
what improvements are needed in the litigation process. We also
interviewed OMB officials responsible for debt collection
oversight in the government to obtain their views on the debt
collection and litigation process.

To determine the debt collection and litigation process used
by Justice, we visited the following offices that are responsible
for the litigation, collection, accounting, and oversight of
debts:

--Civil, Tax, Land and Natural Resources, and Antitrust
Divisions; the Executive Office for U.S. Attorneys; and
the Justice Management Division located at Justice
headquarters in Washington, D.C.; and

--4 of 94 U.S. attorney offices! located in the districts of
northern Illinois, southern New York, southern Ohio, and
northern Texas.

We selected these four offices because they operated automated
systems to manage their debt cases and handled a variety of
federal agencies delinquent debt referrals. As of July 1986,
Justice had automated case management systems at 55 U.S. attorney
offices.

To get an indication of the effectiveness of debt litigation
and collection in other U.S. attorney offices, we reviewed
internal evaluations conducted by U.S. attorney officials during
fiscal year 1985. These studies evaluated the operations and
management of the debt collection units established at 35 U.S.
attorney offices.

1Although there are currently 94 U.S. attorney offices, there are
only 93 U.S. attorneys because 1 U.S. attorney administers the
activities performed by 2 judicial districts--Guam and the
Northern Mariana Islands.
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At Justice headquarters and U.S. attorney offices visited,
we did the following:

--Interviewed attorneys, debt collection personnel, and
financial management and program administration officials
to learn their program operations and to obtain their
views on impediments to debt litigation and collection.

--Analyzed Justice and U.S. attorney procedures for
accepting, litigating, enforcing, and compromising
agencies' referred debts.

--Reviewed U.S. attorney offices' case management reports
generated at the end of the second quarter of fiscal year
1986 to assess the debt collection units' efforts to
collect on referred debts.

--Reviewed 293 U.S. attorney offices' debt collection case
files to determine whether they were receiving adequate
information from the agencies to process cases and whether
they were aggressively pursuing collections.

~--Reviewed 23 Justice Civil Division case files and analyzed
management reports on large dollar cases handled by two
U.S. attorney offices visited--southern New York and
northern Illinois. These reports showed that the two U.S.
attorney offices were handling 305 large dollar cases
(debts exceeding $10,000). From the 305 cases we selected
13 cases for further review. The purpose of reviewing
case files was to identify the impediments Justice faces
in litigating and collecting these large dollar cases.

The 329 cases we reviewed were judgmentally selected from
closed and pending cases handled during fiscal year 1985 and the
first and second quarters of fiscal year 1986. In making our
selections, we consulted with Justice Civil Division officials
and U.S. attorneys' debt collection unit supervisors to ensure
that the cases selected involved delinquent debts.

Because a prior OMB report identified the operations of the
federal court system as an impediment to the resolution of debts,
we sent letters to the Chief Judges and court clerks in 16 U.S.
district courts that handled for the 12-month period ending March
31, 1986, in excess of 1,000 cases each asking them what impact
the debt cases were having on the courts' caseload system and
whether they were having to delay the processing of legal papers
required for enforced collections. Since the OMB report also
mentioned inadequate resources of the U.S. Marshals Service as an
impediment to debt litigation, we contacted the U.S. Marshals
Service to determine problems it faces in serving legal documents
needed to litigate and collect debts.

1
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SECTION 2

DEBT COLLECTION AND LITIGATION

RESPONSIBILITIES IN

THE FEDERAL GOVERNMENT
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BACKGROUND

In 1979, OMB established a Debt Collection Project to
undertake a governmentwide review to identify collection problems
confronting agencies, including Justice. OMB's Debt Collection
Project report issued in January 19811 showed that federal
agencies needed better collection tools to recover outstanding
debts. With regard to Justice, primarily U.S. attorneys, the OMB
report noted that debt litigation and collection was basically
slow, ineffective, and inefficient. The report said, among other
things, that there was

--historically a lack of management control and attention to
enforcing collections;

--large case backlogs;
-~inadequate staffing and training;

--lack of adequate systems for tracking and processing
cases; and

--inadequate policies and procedures for processing and
collecting debt referrals, compromising debts, enforcing
collections, reviewing collection performance, and
determining proper staffing levels.

Compounding these problems, the OMB report noted that the U.S.
attorneys' litigation and collection efforts were hampered by
factors beyond their control including:

--inaccurate and incomplete information on debtor location,
the amounts owed, ability to pay, and previous collection
attempts by the agencies;

-~a heavily burdened court system which sometimes delayed
the processing of debt cases; and

-~limited availability of U.S. Marshals for promptly serving
necessary legal documents.

To provide federal agencies additional tools to collect
,, delinquent debts, on October 25, 1982, the Congress passed the
“Debt Collecmlon Act of 1982 (Public Law 97-365). The law, which
mmended the Wederal Claims Collection Act of 1966 (Public Law 89-
508)ﬂ providés among other things, that agencies can

- =~-pay debt collection contractors from the proceeds
recovered by the debt collectors;

1Report on Strengthening Federal Credit Management, Office of
Management and Budget, January 1981.
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--disclose addresses they obtain from IRS to certain third
parties, such as private collection agencies;

--make deductions from the wages of federal employees who
are delinquent in their payments to the government if
certain procedures are followed; and

--disclose names and addresses of debtors and the amounts
they owe the government to consumer credit bureaus if
certain procedures are followed.

To provide federal agencies with an additional resource for
improving their debt collection capability, the General Services
Administration (GSA) awarded 2-year contracts in October 1985 to
four collection agencies for collecting debts owed the federal
government. Agencies with existing contracts for collection
services are allowed to continue to use those services until

3 3 - ralr 3~ lamey mva wmamreird wad ey AMD L o~
thelr contracts expire, after which they are required by OMB to

use the GSA contractors for collections.

Since 1978, we have issued numerous reports on the lack of
success federal agencies have had in collecting delinguent debts
and have stressed the need for agencies to improve their debt
collection practices. We recently reported to Senator Dennis
DeConcini? that agencies which hold a large amount of debts due
from the public had not taken all administrative collection
actions authorized by the Debt Collection Act of 1982,
Futhermore, the report found that some of these agencies were not
using other tools to recover money owed the government, such as
reporting discharged debts to IRS for inclusion in the debtors'
taxable income or selling portions of their loan portfolios to
the private market when it is in the best interest of the
government to do so. Also, we recently reported to the Congress
that Justice's debt collection activities have been hindered by
(1) limited planning and policy management capability at the
departmental level and (2) problems obtaining accurate, timely,
and complete information on its debt collection operations.

The Congress also passed the Deficit Reduction Act of 1984
(Public Law 98-369) which, for a 2-year period, requires IRS to
recover past due, legally enforceable debts owed the government
by withholding income tax refunds payable in 1986 and 1987.
Agriculture, Education, HUD, SBA, and VA participated in the
first year of this pilot program and referred 750,000 delinquent

2pebt Collection: Billions Are Owed While Collection and
Accoupting Problems Are Unresolved (GAO/AFMD-86-39, May 23,
1986 ).

3Justice Department: Improved Management Processes Would Enhance
Justice's Operations (GAO/GGD-86-12, Mar. 14, 1986) and
Financial Integrity: Justice Made Progress But Further
Improvements Needed .(GAO/GGD-86-9, Oct. 31, 1985).
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accounts to IRS. As of June 26, 1986, the agencies reported that
IRS recovered $142.8 million on delinguent accounts valued at
$1.3 billion as follows: Agriculture ($1.2 million), Education
($122.3 million}), HUD ($5.3 million), SBA ($6 million), and VA
($8 million). 1In addition to these agencies, an OMB official
told us that the Departments of Defense, Justice, Treasury, and
Health and Human Services are going to participate in the second
year of the program,.

AGENCIES' DEBT COLLECTION RESPONSIBILITIES

Each federal agency is responsible for collecting debts that
result from its activities or are referred to them in accordance
with the joint GAO and Justice Federal Claims Collection
Standards and OMB guidelines. The Federal Claims Collection
Standards were revised in March 1984 to incorporate the
provisions of the Debt Collection Act. The standards require
that agencies' collection efforts be aggressive and timely, and
provide guidance to agencies on when and how to collect the
debts. The standards also allow agencies to (1) compromise debts
for less than the full amount owed, such as when the debtor's
financial situation limits his or her ability to pay; (2) suspend
collection actions, such as when there is an opportunity to fully
recover amounts owed in the future; and (3) terminate collection
efforts, such as when the cost of collecting the debt will exceed
amounts that can be recovered.? 1In May 1985, OMB also issued
Circular A-129 entitled "Managing Federal Credit Programs" to
help agencies improve credit management and debt collection.

This circular prescribes policies and procedures to guide
agencies in the collection of loans and other receivables and for
writing off uncollectible accounts.

When agencies have exhausted all administrative remedies to
collect delinquent debts, the debts cannot be compromised, or
collection actions cannot be suspended or terminated, they are
required under the Federal Claims Collection Standards to refer
the delinguent accounts to Justice for legal action. Agencies
are required under the standards to provide Justice with
information on (1) the current address of the debtor; (2) the
actions taken to collect on the debt; and (3) the debtor's
ability to pay on the debt, such as income and assets that can be
attached. The standards also emphasize that the referrals to
Justice should be made ordinarily within one year after the
agency determines that the person is indebted to the government.
Under these standards, agencies are not required to refer
accounts of less than $600 unless they feel it is important for
enforcement and it is clear that Justice can collect the debt.
The standards state that debts less than $100,000 should be
directed to the U.S. attorneys. Debts greater than that amount

4some agencies have separate and independent authority in this
area. For example, the Consolidated Farm and Rural Development
Act (7 U.S.C. 1981) governs how the Farmers Home Administration
compromises debts resulting from many of its activities.
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are to be sent to Justice headquarters. However, Justice
officials told us that agencies have been informally advised to
refer debts under $200,000 directly to the U.S. attorney office
in the district where the debtor resides and to refer debts
greater than $200,000 to Justice headquarters in Washington, D.C.

JUSTICE'S DEBT LITIGATION AND
COLLECTION RESPONSIBILITIES

Justice, as the government's principal litigator, is
responsible for litigating and collecting delinquent debt cases
referred by other federal agencies and for collecting civil and
criminal fines, penalties, and forfeitures assessed by the U.S.
courts. Figure 2.1 shows the Justice components involved in
litigating and collecting debts.

Figure 2.1: Justice Components Involved in Litigating and Collecting Debts

o 94 U.S. Attorneys Offices Land and Natural
Civil Division Resources Division
|. Criminal Unit - Assistant U.S. -
Attorneys _- -
II. Civil Unit
— Assistant U.S. Attorneys
— Debt Collection Unit —
ézﬁgé?igtnuéirtgmmey and T = —— Antitrust Division
- - /"
Tax Division - \\
~
~
S ~
N Criminal Division

Legend:

Dashed (- - - -} lines represent an interchange
of litigation and collection activity necessary

to recover amounts owed.
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The 94 U.S. attorney offices litigate the majority of the
referred delinquent debt cases and collect most of the delinquent
debts, fines, penalties, and forfeitures for Justice, For the
large dollar debt cases referred to Justice's Civil Division, the
division's attorneys may handle the cases themselves or refer the
cases to the appropriate U.S. attorney's office for litigation.
This decision is made on a case-by-case basis depending on the
type of case and legal issues involved. ‘

Justice's Civil, Tax, Land and Natural Resources, Antitrust,
and Criminal divisions: also have major roles in litigating and
collecting other kinds of civil and/or criminal debts and work
closely with the U.S. attorneys in collecting these debts. The
Tax Division is responsible for recovering taxes from bankrupt
debtors and individuals and corporations who owe delinquent
taxes. Some of the activities of the other legal divisions
include (1) litigating and collecting fines and penalties for
violations of environmental, banking, antitrust, and drug
trafficking laws and (2) recovering money spent by federal
agencies to repair damages to federal property and natural
resources caused by private parties.

Each U.S. attorney's office has a civil and criminal unit,
and each unit is responsible for litigating or prosecuting cases
within their respective area. Each civil unit has established a
debt collection unit responsible for litigating and collecting
referred delinquent debt cases and for collecting civil and
criminal fines, penalties, and forfeitures within a judicial
district's geographic boundaries. The debt collection units are
headed by an assistant U,S. attorney and may be staffed with a
paralegal specialist and several collection clerks. Generally,
the debt collection unit processes through the courts the small
dollar delinguent debt cases, such as student loans and veterans
overpayments. The civil unit attorneys generally handle the more
complex high dollar debt cases dealing in, among other things,
foreclosures and bankruptcies which require particular expertise
and may involve extensive legal proceedings to identify and
recover assets needed to liquidate the debt.

Figure 2.2 shows the debt litigation and collection process
when agencies refer nontax debts to either the U.S. attorneys or
Justice's Civil Division.
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Figure 2.2: The Litigation and Collection Process for Referred Agency Nontax Debts

Federal Agency
Refers Debt

Debts Debts
Lnder Qver.
$200,000 $200,000

Justice

U8, Muumaw Civil

Division

Do Cases
Comnply with
Federal Claims Collection
Standards? is There Time
Remaining on Statute
of Limitations?

Litigation
Declined and
Returned
to Agency

Case
Accepted for
Litigation

U.S. Attorneys or Justice Attorneys
Send Demand Letters and/or File
Complaints eic. Against
Debtor in U.S. Courts

U.S. Attorneys or Justice Attarneys
Use U.S. Mail, U.S. Marshals
and/or Private Contractors
to Serve Legal Documents

Possible
Cutcomes

|

Detbtor Offers
Compromised (Lesser)
Amount and Pays
Justice and
U.S. Attorneys
Deposit to Treasury

Debtor Pays in Full,
Justice or U.S
Attorneys Deposit
Money to Treasury

Dettor Enters into
Repayment Flan Based
on Debtor Financial
Statement. Payments
Deposited to Treasury

Debtor Contests Debt
Case Litigated In
U.S. Court

Debtor Cannot
Be Located

U.S. Loses

|

Notify Agency

h A

Case If Debtor Fails to Pay
[ Justice and J.S
eturned A
to Agency ttorneys Can Garnish
Wages, Seize Assets,
etc. and Deposit
Proceeds to Treasury

U.S. Marshals Involved
in Asset Seizure
and Sale

19

-
o




U.S. Attorneys' process

When the U.S. attorneys receive delinquent debt referrals
from the agencies, they are supposed to review the information
for completeness and determine whether the applicable statute of
limitations has expired.5 If the information is deficient and
cannot be resolved with a minimum of effort and/or the statute of
limitations has expired, Justice procedures advise the U.S.
attorneys to return the account to the referring agency stating
reasons why legal action will not be taken against the debtor.

If the information provided meets the Federal Claims Collection
Standards, they assign the delinquent account a case number and
notify the agency of their acceptance of the account for
litigation. Under Justice procedures, U.S. attorneys can send a
demand letter informing the debtor that a suit will be filed to
recover the debt unless full payment is made or they can forego
the demand letter and file a complaint in federal district court.

Once the complaint is filed in a federal district court, the
U.S. attorneys use the U.S. mail and U.S. Marshals, and in some
instances private parties in serving the complaint on the debtor
when the client agency provides funds for this purpose. After
the judgment is awarded by the U.S. district court, Justice
procedures require that the U.S. attorneys take immediate action
to record a lien against the debtor's real estate as a means of
securing government rights to the property in case the debtor
fails to pay his/her debt. Recording liens on debtors' property
must comply with state laws and generally requires recording
liens in local county courts where the debtor lives or owns
property.

Before or after court judgments are obtained, the debtor may
agree to pay his/her debt in full or enter into an installment
payment plan with the U.S. attorneys. With regard to installment
payment plans, Justice procedures require that the U.S. attorneys
(1) obtain a financial statement from the debtor to determine
that he/she cannot presently pay the debt in full, (2) establish
an installment payment plan that will liquidate the debt at the
earliest possible date or within a maximum of 3 years, and (3)
monitor the debtor's financial situation every 6 months to 1 year
in order to determine whether the debt can be liquidated sooner.
If the debtor does not agree to pay the debt in full or fails to
make the installment payments, the U.S. attorneys can begin
actions to enforce collection. Actions that U.S. attorneys may
be able to take include garnishment of wages and bank accounts,
seizure of other assets, and foreclosures on property. 1In
determining what action to take, the U.S. attorneys have to
consider and comply with diverse and varying state laws and
procedures which may protect certain debtors' income and assets
from enforced collections.

SA statute of limitations is a law assigning a certain time limit
after which a lawsuit may not be initiated.
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Justice's Civil Division process

For debt cases handled by Justice's Civil Division
attorneys, a Civil Division official said that the litigation
process of filing complaints and obtaining judgments is similar
to the process described for U.S. attorneys. The large dollar
cases handled by this division generally require extensive
attorney time and may involve lengthy negotiations among the
Justice attorney, referring agency officials, and the debtor.
Furthermore, these cases may involve federal bankruptcy laws and
possible violations of other civil and criminal statutes if the
debtor is trying to manipulate or hide assets from the
government.

OVERVIEW OF DEBTS REFERRED TO JUSTICE
FOR LITIGATION AND COLLECTION

As of September 30, 1985, (see table 2.1), federal agencies
reported to the Department of the Treasury and OMB that they were

owed about $346 billion and that about $59 billion (17 percent)
was delinguent. About $35 billion of the delinquent debt (59
percent) represents delinquent taxes, interest, and penalties and
is included under the Department of the Treasury figures. The
remainder (about $24 billion) represents delinquent loans and
other debts owed the government.

Table 2.1 also shows that about 158,000 accounts valued at
about $4.6 billion (8 percent of the total delinquent debt) have
been referred to Justice and are awaiting litigation and/or
enforced collection. Most of the nontax delinquent debt referred
to Justice is owed to Agriculture, Education, HUD, SBA, and VA.
OMB reports summarizing agencies receivables reported to Treasury
showed that these departments and agencies had about 153,000
accounts at Justice valued at about $4 billion (86 percent of the
referred debt). Section 5 provides a description of the debts
held by these five departments and agencies and the types of
delinquent debts they referred to Justice.
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TABLE 2.1

—————

Agencies' Receivables, DeTinquencies;@amd

Referrals to Justice as of September 30, 1985

Agencies’ receivables (note a)

Delinquent Pending at Justice
Balance
Organizations (millions) (millions) Percent Accounts - {millions)
Agriculture $135,967 $9,197 6.8% 20,991 $2,518
Commerce $1,068 $516 48.3% 107 $23
Defense $3,168 $1,030 32.5% 688 $46
Education $11,885 $3,945 33.2% 65,358 $97
Energy $3,033 $68 2.2% 12 $1
Health & Human $3,683 $479 13.0% 204 $21
Services
Housing & Urban $29,076 $1,576 5.4% 1,555 $334
Development
Interior $2,302 $280 12.2% 60 $4
Justice $325 $39 12.0% 7 $1
State $44 $11 25.0% 0 $0
Labor $543 $372 68.5% 3,511 $23
Transportation $2,884 $620 21.5% 382 $508
Treasury $56,168 $35,584 63.4% 1 (note b)
International
Development $19,629 $282 1.4% 2 $3
General Services $63 $20 31.7% 112 $9
Administration
Small Business $8,583 $2,519 29.3% 24,139 $982
Administration
Veterans $4,478 $1,555 34.7% 41,074 $79
Administration
Other (note c) $62,876 $1,097 1.7% 82 (note b)
Total $345,775 $59,190 17.1% 158,285 $4,649

Note a: Accounts receivables for some programs such as Education student
loan programs are recorded when the agency assumes the
debt from the organization that made or insured the loan.

Note b: Less than $1 million.

Note ¢: Includes Export/ Import Bank, Federal Financing Bank, Interstate
Commerce Commission, Railroad Retirement Board, National
Aeronautics and Space Administration, Overseas Private
Investment Corporation, and U.S. Railway Association.

Source: Data extracted from OMB reports.
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As of September 30, 1985, Justice records showed it was
handling about 96,750 civil debt cases valued at about $6.5
billion (see table 2.2). Of the 96,750 cases at Justice, figure
2.3 shows that Education and VA accounted for about 56 percent of

the pending caseload. Agriculture, HUD, and SBA accounted for
- the majority of the ;emain}ng cases at Jgstice (about 26,200).

TABLE 2.2

Debt Cases Pending at U.S. Attorney 0ffices

and the Department of Justice Civil Division

as of September 30, 1985

Agency U.S. Attorneys Civil Division Total
Agriculture 12,040 104 12,144
Education 25,915 13 25,928
Housing and Urban 4,762 61 4,823
Development
Small Business 9,160 47 9,207
Administration
Veterans 28,086 32 28,118
Administration
Other 15,551 986 16,537
Total cases 95,514 1,243 96,757
s e e S
(note a)
Total value $2.0 billion $4.5 billion $6.5 billion
—————

Note a: The total value represents amounts owed in all civil cases
including delinquent debts, civil fines, and penalties.
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Figure 2.3

DELINQUENT DEBT CASES AT JUSTICE

ALL oﬂ-r.n/s /ﬂ""’/ ..,so,. 126%
=

Note a: The percents do not add to 100 percent due to rounding.



As can be seen in tables 2.1 and 2.2, there are differences
between agencies' and Justice's records on the number of accounts
referred and the pending debt caseload at Justice. According to
Justice and agency officials, the reasons for the differences
include: (1) agencies maintain more than one account for
recording the principal and interest on an individual's debt,
(2) U.S. attorney offices fail to record and/or close debt cases
in a timely fashion, and (3) Justice and agencies fail to keep
each other informed on the status of debt referrals. OMB,
Justice, and the agencies recognize that there are differences
between the reported accounts referred and pending debt cases at
Justice, and they are in the process of reconciling the
differences. The reconciliation is scheduled to be completed by
December 31, 1986.

From October 1, 1983, through April 30, 1986, Justice
reported cash collections totaling about $706 million for all
departments and agencies. Table 2.3 shows the cash collections
Justice reported for the five departments and agencies covered in
this review from March 1, 1984, through June 24, 1986, (before
March 1984, Justice's automated reporting system did not capture
collection data by agency). The amounts shown include all civil
collections for these agencies such as delinquent debts, fines,
and penalties. According to Justice officials, the reporting
system cannot readily separate collections for agency referred
delinquent debts from collections for civil fines and penalties.
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TABLE 2.3

TR ———

Justice Reported Cash Collections

for the Five Major Credit Agencies

FY 1984 FY 1985 FY 1986 Tatals
Agencies (note a) (note b)
Agriculture $15,948,659 $30,703,124 $63,167,629 $109,819,412
Education $3,115,819 $8,925,565 $7,734,879 $19,776,263
Housing and Urban $3,883,952 $25,056,205 $16,870,443 $45,810,600
Development
Veterans $3,722,343 $8,389,030 $7,051,150 $19,162,523
Administration
Small Business $10,797,028 $22,636,681 $18,637,259 $52,070,968

Administration

Total

$37,467,801

$95,710,605

$113,461,360

Note a: Covers period from March through September 1984,

Note b: Covers period from October 1985 through June 24,

26

;,‘unw

198¢.

$246,639,766




SECTION 3

PROGRESS AND PROBLEMS IN

LITIGATING AND COLLECTING

DEBTS OWED THE GOVERNMENT
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ACTIONS TAKEN BY JUSTICE: TO IMPROVE
DEBT LITIGATION AND COLLECTION

Since OMB's debt collection report of 1981, the Justice
Department has taken several actions to improve its performance
as the principal litigator of agency referred debts.
Specifically, Justice:

--Created debt collection units at each of the U.S.
attorney offices in 1982 and authorized these units
an additional 100 full-time and 60 temporary
positions. As of July 1986, there were a total of
about 450 personnel directly involved in debt
collection unit operations.

--Provided U.S. attorney offices with word processing
equipment and automated case management systems for
preparing legal documents and tracking debt cases. As of
July 1986, all U.S. attorneys have received word
processing equipment, and 55 offices have received
automated case management systems. Implementation of the
case management systems was temporarily suspended in
fiscal year 1986 due to budget constraints. A Justice
official told us that they will resume installing these
systems at a rate of 3 per month starting in fiscal year
1987.

--Conducted 16 training conferences for U.S. attorney
office and client agency personnel on basic and
advanced debt collection techniques. Justice also
developed a regional specialist program in which a
group of experienced debt collection personnel
provide on-site, intensive training to debt
collection employees. This program has been
operational since May 1983.

--Authorized the U.S. attorney offices in March 1986
to buy credit reports on debtors which provide
basic information on debtor location, employment,
income, and assets that can be used to locate the
debtor and assess his/her ability to pay. However,
funds have not been made available for their
purchase.

--Appointed a former District of Columbia Superior
Court Judge to head the Executive Office for U.S.
Attorneys debt collection staff whose major
responsibility is to serve as the liaison with
client agencies, OMB, GAO, and congressional staff
on debt collection matters. The debt collection
staff provides policies, procedures, support, and
oversight to the debt collection units.

--Completed in March 1986 a draft debt collection
policies and procedures manual for U.S. attorneys
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which compiled in-one volume all previously issued
Departmental policies relating to debt collection.
At the end of our review, the manual had been sent
for printing.

--Developed an incentive awards program for excellence in
collection work by nonattorney collection personnel.

--Implemented in March 1984 a commercial lockbox
system to expedite the deposit of debt collection
payments received at U.S. attorney offices. Under
the lockbox system, U.S. attorneys send debt
collection payments to a postal rental box serviced
by a commercial bank instead of sending the
payments to agencies for later deposit. According
to Justice officials, this change has reduced
delays in depositing money to appropriate Treasury
accounts. The Executive Office for U.S. Attorneys
is currently studying the feasibility of requiring
debtors to send their payments directly to the
lockbox system. If adopted, this change will
eliminate the need for debt collection unit staff
to prepare deposits, and as a result, they can
devote more effort to collections.

Although improvements are being made, Justice is still faced
with a number of problems as discussed in the following sections.

PROBLEMS WITH PROCESSING AGENCIES' DEBT REFERRALS

OMB reported in 1981 that U.S. attorneys were often hindered
in litigating and collecting debts because (1) the accounts
referred to U.S. attorneys were often 3 to 6 years old making
them very difficult to collect because of their age, (2) the
credit reports provided by agencies generally lacked necessary
debtor employment and asset information, and (3) the debtor
addresses furnished by the agencies (up to 25-30%) were
erroneous. Our review of 115 pending cases accepted for
litigation by the debt collection units at the four U.S. attorney
offices visited showed that the problems reported by OMB still
exist although there has been some improvement. As table 3.1
shows, the accounts referred to Justice by Education, VA, SBA,
HUD, Agriculture, and other agencies (Railroad Retirement Board-
one case, Air Force-one case, and Social Security Administration-
two cases) were delinquent an average of 2.2 years.

In addition to the problem of having to collect on old
accounts, as table 3.2 shows, Justice is receiving accounts which
lack necessary financial information on the collectibility of the
debt, such as employment, salary, and asset information. For
those cases where financial information was provided, the debt
collection units could not enforce the collections on some
accounts because the financial information was not accurate and
the debtors could not pay. For example, the financial
information submitted on one VA case showed that the debtor was
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employed and had income to pay the debt. Subsequently, the debt
collgction unit learned that the debtor was unemployed and
rgcelving public assistance. VA officials recognize that the
flnapcial information they obtain from a credit reporting service
and include in their referral packages to the U.S. attorneys is
not always reliable, and they told us that they are in the
process of locating a better source for this information.

TABLE 3.1

———————

Age of Accounts When Referred to Justice

ED VA SBA HUD AGRI Other Total

Total cases 41 33 17 16 4 4 115
reviewed

Cases containing 40 30 12 13 1 4 100
information on
age of delinquent
accounts

Average years 2.4 2.1 1.2 2.6 3.0 3.0 2.2
delinquent at
time of referral

TABLE 3.2

A————————————.

Adequacy of the Information Provided

by Agencies on Debtors' Ability to Pay

ED VA SBA HUD AGRI Other Total

Cases reviewed 41 33 17 16 4 4 115
Employment data not provided

Number of cases 5 14 1 4 1 1 26

Percent 12.2% 42.4% 5,9% 25.0% 25.0% 25.0% 22.6%
Salary data not provided

Number of cases 33 16 4 8 2 1 64

Percent 80.5%