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What is JFMIP?

The Joint Financial Management Improvement Program (JFMIP) is a joint and cooperatwe v
undertaking of the U.S. Department of the Treasury, the General Accounting Office, the Office of
Management and Budget, and the Office of Personnel Management, working 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--

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 program agency representatlve
(who serves for 2 years) are also on the Steering Committee. :

The Program promotes strateg1es and guides financial management unprovement across
government; reviews and coordinates central agencies' activities and policy promulgations; and acts
as catalyst and clearinghouse for sharing and disseminating information about good financial
management practices. This information sharing is done through conferences and other
educational events, newsletters, meetings with interagency groups and agency personnel, and
through FinanceNet, an electromc clearinghouse on the Internet

The JEMIP has worked on interagency projects that developed a ﬁnanc1al systems framework and
financial systems requirements. For the future JEMIP plans to assist Federal agencies in merovmg

their financial systems through its Program Management Office. The Office will work on revlsmg e

the Federal governinent’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.

Information on JFMIP can be found at its website at
www.financenet.gov/financenet/fed/jfmip/jfmip.htmor call (202) 512-9201.




“Foreword

This Direct Loan System Requirements document is one of a series of publications which started with the Core
Financial System Requirements published by the Joint Financial Management Improvement Program (JFMIP). Its
preparation addresses the goal of the President’s Council on Management Improvement (PCMI) and the JEMIP to
improve the efficiency and quality of financial management in the Federal Government. Impetus has been provided
by the Chief Financial Officers Act of 1990 (CFO) and the Federal Credit Reform Act of 1990 (FCRA),
Government Management Reform Act of 1994 (GMRA), and Federal Financial Management Improvement Act of
1996 (FEMIA), which strongly reaffirmed the need for the Federal Government to provide financial systems that
facilitate the effective management of Government programs and services and the- proper stewardship of public
resources.

Thiese requirements encompass the full scope of requirements for an automated direct loan system. Each Agency
must evaluate whether it is practical to fully automate all of these functions or whether manual systems and
processes are justified. Agencies are to use these functional requirements in planning their financial system
improvcmcnt projects. As with the other systems requirements documents, agencies will have to include their
unique requirements, boh technical and functional, with the requirements in this document. Furthermore, each
agency must develop its own integration strategy detailing how the direct loan system will elthcr interface or
integrate with the core financial system and other applicable systems.

We want to thank the agency officials and others in the financial management community who contributed to the
document. We value their assistance and support.

v /7.0
) ‘

Karen Cleary Aldérman
Executive Director
June 1999
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Introduction

The CFO Act of 1990, GMRA, and FFMIA of 1996 mandate improved financial management, assign clearer
responsibility for leadership to senior officials, and require new financial organizations, enhanced financial systems,
and audited financial reporting. Improving Federal financial management systems is critical to increasing the
accountability of financial and program managers, providing better information for decision-making, and increasing
the efficiency and effectiveness of services provided by the Federal Government

Proficient financial management and, accordingly, rehable financial systems, must provide for:

. Accountablhty Inform taxpayers, agency personnel, and the Congress in terms they can readily understand,
about what the nation’s tax dollars are spent for, and how Federal assets are protected.

* Efficiency and Effectiveness. Provide efficient and effective service to the various partners the Agency has in’
- its direct loan program (i.e. individuals, contractors, partnershlps corporations, not- for-proﬁts, grantees,
‘state, and local Governments) :

* Better Dec1s10n-Makmg Provide to agency heads, program managers and the Congress timely reports
linking financial results and program data so that financial and program results of policy and program
decisions can be identified, tracked, and forecasted more accurately.

Office of Management and Budget (OMB) Circular A-127, Financial Management Systems, sets forth general
policies for Federal financial management systems. Each agency is required to develop and maintain a single,
integrated financial management system. To support this- objective, each agency is required to have an ongoing
financial systems improvement planning process and periodic reviews of financial system capabilities.

Agency financial systems must enable agencies to prepare financial reports in accordance with Federal accounting
and reportlng standards. Financial systems need to be flexible to adapt to changes in accounting standards

The Federal Accountmg Standards Advisory Board (FASAB) was established in October 1990 to recommend
Federal accounting principles and standards to the Secretary of the Treasury, the Director of OMB, and the
Comptroller General, who are Principals of the JEMIP. The FFMIA of 1996 adopts the FASAB as the
standard-setting body and requires cach Federal agency to implement and maintain financial management systems
that comply with uniform Federal accounting concepts and standards.

The Direct Loan System Requirements document has been prepared as a continuation of the Federal Financial
Management System Requirements series that began with the Core Financial System Requirements in January
1988. The document has been prepared in consultation with OMB, the General Accounting Office (GAO), the
Financial Management Service (FMS) of the Department of the Treasury, and Federal program agencies.

Direct Loan System Requirements l

B

[N

T LT




Federal Financial Management Framework

This document is a part of a broad program to improve Federal financial management which involves the
establishment of uniform requirements for financial mformatlon ﬁnanaal systems, reporting, and financial
organization.

System requirements for common systems have been prepared under the direction of JEMIP as a series of
publications entitled Federal Financial Management System Requirements. Successive publications in the series
have included the Core Financial System Requivements (undergoing update), Human Resources & Payroll Systems
Requivements (undergoing update), Travel System Requivements (undergoing update), Seized/Forfeited Assets System
Requirements (undergoing update), and Manﬂgm'ﬂl Co:tAccounting System Requivements (July 1995). This
publication, Direct Loan System Requirements, and its companion, Guaranteed Loan System Rzgmremmts (December
1993)” extend the establishment of functional requirements for agency systems. .

As shown in Tllustration 1, Financial System Improvemmt Projects estabhshmg umform requlrements is only part of

the process of improving financial management systems and information. Improvements can be achieved through
the selection, development, and/or purchase of applications that meet approved functional requirements and -
technical as well as data management specifications. Agencies must continue to improve their financial systems and
implement new requirements as they are issued so that continuing efforts to standardize and upgrade data and
reporting requiréments in accordance with OMB’s Governmentwide 5-year ﬁnancial management plan Will be successful.

Well defined and effective Governmentwide functional requirements assist agencies in developing strong systems
and information by eliminating duplicate work among agencies and providing a common framework so. that

- outside vendors can more economically provide systems software. Development of Governmentwide functional

requirements for each application is a critical effort that will affect internally developed systems and the evaluation
and selection of commercially available systems. Agencies should consider including a vendor’s degree of
compliance with JEMIP System Requirements as this may provide the agencies with an important evaluation.
criteria. However, agencies must augment these Governmentwide requirements with their own unique agency
requirements, which must be carefully defined to ensure consistency with the Governmentwide requirements. Each
agency must also integrate the Governmentvvldc requirements with exxstlng systcms including the ma]or program
systems that are unique to the agency.

The CFO Act requires agency CFOs to develop and maintain agency financial management systems that comply
with applicable accounting principles, standards, and requirements; internal control standards; and policies and
requirements prescribed by OMB and the Department of the Treasury. -

The FFMIA requires each agency to implement and maintain financial management 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. This law recognizes that financial
management systems include the financial portions of mixed systems, such as direct loan systems, that are needed to
support financial management. Each audit of an Agency’s financial statements will report on whether the Agency’s
financial management systems substantially comply with Federal financial management system requirements. If,
based on the auditor’s report and any other relevant information, the Head of the Agency determines the Agency’s
financial systems are not substantially compliant, then a remediation plan will be established that includes the
resources, remedies, and intermediate target dates necessary to bring the agency’s financial management systems
into substantial comphance

Agency financial management systems must be able to provide complete, reliable, consistent, and timely
information; prepare this information on a uniform basis; be responsive to the financial information needs of
agency management; and support preparation of both agency budgets and financial statements. Of paramount
importance is that direct loan systems maintain accurate borrower detail records and record transactions consistent
with the loan contract and the U.S. Government SGL as these records form the subsidiary ledger to the receivable

____balance in the general ledger _ e
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Federal Financial Management Framework
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Federal Financial Management Framework -

- Integrated Financial Management Systems

OMB Circular A-127 requires each agency to develop and maintain a single integrated financial management
system. Development of an integrated financial management system is necessary to support agency management,
the objectives of the CFO Act, and FFMIA Act of 1996 >

Specifically, OMB Circular A-127 requires the implementation of a unified set of financial systems and financial
portions of mixed systems that provide for effective and efficient interrelationships among software, hardware,
personnel, procedures, controls, and data contained within the systems. OMB Circular A-127 states that an
integrated financial management system has the following characteristics: common data elements, common
transaction processing, consistent internal controls, and efficient transaction entry. :

Integrated- financial management systems may include electromc 1nterfaces between component systems or

applications if the interfaces are appropriately defined and controlled so that they meet the criteria above and follow - |
the timing of normal business cycles. Determination of whether to interface two particular applications or to merge -

them into one will depend upon the compatibility of the applications, the physical environment in which the
applications operate, and the commonahty of data for makmg decisions, among other factors.

To provide information prepared ona umform basrs as requrred by the CFO Act, systems need to use consrstently
defined data, processes, and controls. Standard reporting requirements, the U. S. Government SGL,

JEMIP- pubhshed financial system requirements, OMB circulars and bulletins, the Treasuiy Flnancral Manual
(TEM) including the credit supplement, Managing Government Credit (Ianuary 1989), and other such-
pubhcanons provide a starting: pomt for agenc1es deﬁmng specrﬁc data elements and processes for their systems

As shown in Figure 1 of Illustration 2, many layers of data can be deﬁned The three inner layers standard
reporting data, U. S. Government SGL data, and performance measurement data must conform to data standards.
established through Governmentwide initiatives. The two outer layers represent data specific to an agencyortoa
program which should be standardized throughout the agency or program. Standard data classifications
(definitions and formats) must be established and used for recordmg financial events as prescribed by OMB - -
Circular A-127. ‘

Figure 2 of Tllustration 2 shows how management processes | mterrelate and provide common functlonahty
Common processes that are based on standards and used throughout the system enable transactions to be recorded
consistently, with predictable results. A :

As shown in Illustration 2, data, processes and apphcatron software need to be linked to each other foforma
‘system; each is dependent on the other. Figure 3 of Illustration 2 shows that the financial system forms the
backbone for the agency’s integrated financial management system. It provides common processing routines,
supports common data for critical financial management functions affecting the entire agency, and maintains the
required general ledger control over financial transactions, resource balances, and other financial systems

Federal agencies have systems that support (1) agency admrmstrauve functions such as personnel/payroll travel,
procurement, and property management; (2) unique activities and operatrons of agency programs, such as loan
programs, grant programs, entitlement programs, and law enforcement programs; and (3) employee workstatron
activities, such as word processirig, electronic mail (e- mall), and desk management SR ~

Functional requirements of the Federal government’s financial systems can be segregated into two general
categories, mandatory and value added. Following are deﬁmtrons for these two categories of requlrements

4 Direct Loan System Requirements
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Federal Financial Management Framework -~
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Federal Financial Management Framework ' o

mandatory - Mandatory requirements 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 FFMIA. These requirements apply to ex1st1ng 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 d1$cret10n of each agency head o SR v A - -

All requtremcnts descnbed in this document are mandatory, th1s mcludes all statements descnbed as ¢ should” ‘
or “must.” : - :

| Ditect Loan System

As shown in Flgurc 3 of Hlustration 2, dn'ect loan systems are an 1ntegral part of the total ﬁnanc1al management '
system for those Federal agencies authonzed to make direct loans. The direct loan system interacts withthe ' |
financial system to record receivables, collections and d1sbursements in the general ledger consistent with the U.S.

Government SGL. , ]
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Background

This chapter presents a brief history of Federal c:cdif progréms, ch¢fiBes the .leicv‘ies', fhat affect Federal credit
programs, and defines the roles and responsibilities of the Federal organizations involved in directing, overseeing,

and implementing credit programs.

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, hoising
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 the loan and collects the loan. Guaranteed loan programs utilize private sector lenders to originate and
service loans, with all or a portion of the interest and loan repayment guaranteed by the Government in.case of -
borrower default. ' BN Lo SRR

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 -
private financing. Although the Government has chosen to administer these inherently high risk loan programs in -
order to achieve social purposes, efficient and effective management can minimize losses.. Financial systems are a

key element in achieving this goal. Financial systems are especially critical to implementing 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.

Policy

The policies governing credit programs and financial systems that affect direct loan systems are attached in
Appendices 1, 2 (current policies), and Appendix 3 (proposed policies).

Roles and Responsibilities of Departments and Agencies

This section identifies the key organizations in the credit management community and the roles they play in
managing Federal credit programs.

Office of Management and Budget. OMB is responsible for reviewing 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 Governmentwide credit
management and debt collection policy. FMS assists agencies in improving credit management activities and
evaluates innovative credit management practices.

Federal Accounting Standards Advisory Board. The FASAB was established in October 1990, by the
Comptroller General, the Director of OMB and Budget, and the Secretary of the Treasury. The Board exists

Direct Loan System Requiremenfs ' 7
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Background

through a memorandum of understanding among these three principal Federal executives. The FASAB
recommends accounting standards to the JEMIP principals after considering the financial and budgetary . *
information neéds of congressronal oversight groups, executlve agencres, and other users: of ﬁnancral data

permanent FASAB committee established to improve Federal financial reporting by assisting in providing timely
guidance to preparers and auditors of Federal financial statements. It recommends guidance on issues received
from numerous sources and references three toplcal areas: Statement of Federal Financial Accounting Standards
(SEFAS), OMB’s Form and Content, and audit issues. The AAPC has established a credit reform task. force
composed of members of Treasury, GAO, OMB and representatives from all the credit : agencres to address all
accounting, audmng, budgetxng and reportrng issues encountered by agencies subject to the FCRA of 1990

|
Accounting and Auditing Pohcy Commrttee The Accountmg and Audmng Pohcy Comrmttee (AAPC) isa | F__
|

f
Federal Credit Policy Workmg Group The Federal Credxt Pohcy Workmg Group 1s an 1nteragency forum that =
provides advice and assistance to OMB and Treasury in the formulation and unplementatlon of credit policy. In o
addition to OMB and the Department of the Treasury, membershlp includes theDepartments of Agrlculture ’
Commerce, Education, Health and Human Services, Housing and Urban Development; Titeriot, Justice, Labor, =
State, Transportation, Veterans Affairs, the Agency for Internauonal Development thc Export-Import Bank, and —
the Small Business Admmlstratlon ’ : =1

Agencies. Each agency is responmble for managmg its own credit activities in accordance with its statutory |
authorities and the provisions of OMB circulars and other policy guldance OMB Circular A-129, Appendix 3,
outlines the specific functions of the agencies in relauon to credit | management _ .
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System Overview
This chapter provides an overview of direct loan system requirements Data. frbm the. Ioan eitterlsioh, accdunt

servicing, portfolio management and delinquent debt functions will be used to calculate credit subsidy estimates and
satisfy credit reform accounting requn'ements. The overview has the followmg sect10ns

. Summary of Functlons presents a hlgh-level descnptlon of the funcnons that are supported by d1rect loan
systems. - - . . . : , _ . . ‘

« Relationships with Other Systems descnbes how d1rect loan systems 1nteract W1th other systems

* Data Requirements dlSCUSSCS the types of data needed to perform the various, functlons ofa dxrect loan
system. - : :

* Separation of Duties and Supervision dlscusses kcy dutles and respon31b1ht1es .

SummaryofFuncttons o l o

Illustranon 3 shows the six funcnons of direct loan systems and the key sources and destmatlons of mformanon
flowing into and out of the loan system.

Direct Loan System Overvieyv
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System Overview

The following is a brief description of the major functions of a direct loan system. The Functional Requirements
chapters provide a detalled dCSCI‘lpthl‘l of each function, including the lower level processes within each function:

Loan Extension
The Loan Extension function supports analysis of the apphcant s ehglbxhty in accordance with statutory and

regulatory requirements. The Loan Extension function also supports the development of information to satisfy
credit reform accountmg and budgeting requ1rements ‘The processes within the Loan Extension function. are:

. Apphcatton Screemng, and
* Loan Origination.
Account Servicing

The Account Servicing function supports routine invoicing and collection of debts. The processes w1thm the
Account Servicing function are: , .

* Billing and Collection, and
*- Account Status Maintenance.
Treasury Cross-Sevvicing

Cross-servicing occurs when Treasury’s FMS or a Treasury-designated debt collection center provides debt
collection services for other-Federal agencies. The processes within cross-serv1cmg are:

* Identify Accounts Selected

« Monitor Accounts Referred to the Debt Collecnon Center, and

* Support an Agency’s Request to Cross-Service.
Portfolio Management
The Portfolio Management function supports the management and performance evaluation of the direct loan
program and its portfolio, It also supports program financing and management of portfoho sales The processes

within the Portfoho Management function are:

. Portfoho Performance,

* Program Financing, and

* Portfolio Sales.
Delihquént Debt Collection”. ‘
The Delinquent Debt Collection function includes the tecovery of delinquent debt through the use of du nning
letters, offset programs, collection agencies, garnishment of non-Federal wages, litigation, and the | termination of

collection actlon on uncollectible debt The processes W1th1n the Dehnquent Debt Collectlon ﬁmctlon are:

« Collection Actions,

Il] ‘ Direct Loan System Requirements




System Overview

o Write-offs and Close outs and

¢ Troubled Debt Servrcmg Under Agency Program Reqmrements

Other Reporting Requirements

This chapter provides requirements for two types of reporting:

* Transaction History, and

* External Reporting Requirements.

Relationships with Other Systems

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

. The direct loan system interacts with the core financial system to perform fund control checks, initiate or

record payments, record the results of other direct loan-related financial transactions, and acknowledge
receipt of financial information exchange. The direct loan system must be able to perform automatic system
balancing. This system balancmg must ensure that direct 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 balancing ensures that direct loan partners reflect the same picture of valid transactions over a
speaﬁed period of time, such as a month, quarter, or a year The direct Joan system must be capable of
supporting managerial cost accounting. - '

Direct loan programs and guaranteed 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
system and a guaranteed loan system that share system capabilities related to collecting delinquent debt. Ifan
agency acquires property serving as collateral on a defaulted direct loan, the direct loan system will provide
the property management system w1th the information needed to manage and liquidate the collateral. "

System Interface Functioning Verification

A team independent of the developmerlt organization will perform all verifications to ensure that the direct loan
system is capable of interfacing with other financial management systems. Verifications should include the
following:

Intersystem testing will take place to ensure that the direct loan system can process inbound and outbound
data to other interfaces for the direct loan program. This testing will ensure that the direct loan system can
accept data files, process them correctly, and:transmit the necessary transactions, to. .other. systems o lpial

All i mtersystem ‘vendors involved with the testmg will create and accept a comprehensrve test plan.

- A team mdependent of the development orgamzatlon will review requirements, test plans and scenarios,

monitor test execution, and ensure that testing objectives are met.

The team independent of the development organization will work as a partner in the development effort,
gaining system-specific knowledge while reviewing processes, outputs, and techniques to ensure complrance

with procedures and quality results.
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System Overview.

When issues-arise, they will be tracked through a CM tool and the resolutlons will-be 1ncluded in testtng 31gn -off -
documentatlon when resolved Review other than test executlon w1ll mclude at a minimum the followmg

. ‘Reqmrements Traceability Matrlx 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 Preliminary Des1gn Document and should be updated ._
with each subsequent step in the enhancement effort (i.e., requirements should be traced through the
prehmmary design, detailed desxgn, specifications, test plans and test results)

+ Functional Requirements Document. Thé system shall perform all work’ needed to-accomplish the specified
outcomes, achieve or exceed the specified performance standards record and reconc1le funds, and track and

report activity. -

* Detail Design Document. The detail design shall fully consxder requlrements 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 des1gn in ..
system/subsystem specifications, program specifications, and database spec1ﬁcat10ns B

. System Specifications. System/Subsystem spec1ﬁcatlons program specifications, and database speaﬁcanons
should all be included within the Detail Design Document. Specrﬁcattons 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 testmg shall ensure that all
related manual procedures perform accordmg to system. requlrements R

PoxtImplemmmtion Testz'ng e e
After the system is implemented, transactions should be rev1ewed to make sure that transactions are processmg
correctly and the data being produced is reliable. This testing will be conducted with actual production data, and
will be done with the team independent of the development organization verifying expected results. In addition,
whenever possible, daily, monthly, quarterly and fiscal/calendar year-end reports should be revrewed pnor to
dissemination to ensure that the data has updated correctly L .

Configuration Mﬁmagement ( CM) ;

The d1rect loan System must use CM that will establish and maintain the security and i 1ntegr1ty of the drrect 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 engmeenng process, mamtaln systems stablhty, and reduce technical
risk associated w1th the development effort.”

Data Requlrements o

The dll‘CCt loan system stores, accesses, and/or updates several types of data In tl'llS document 2 groupmg of
related types of data are referred to as an information store. ‘The term information store (rather than database or
file) is used to avoid any reference to the té¢hnical or physical characteristics of the data storage meditim: * Actual
data storage (physical databases and ﬁles) must be determined by each’ agency during system development and
implementation based upon the loan program’s statutory requirements as well as the agency’s technical -
environment, processing volumes, organizational structure, and degree of s system centralization or decentrahzatlon
This section defines the six information stores and provrdes examples of the data that comprlse each 1nformat10n !

store.
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Dzrect Loan System Inﬁmmmon Stores
The followmg three mformatlon stores are mtcrnal to the derCt loan system = o , ' L

Apphcatlon Informatlon ThlS refers t0 data used to determme the ehglblhty and cred1tworth1ness of the -
applicant; data about the loan being applied for; and the status of the rewew and approval of the apphcat:on It
- includes the followmg specxﬁc types of data L o o ,

. Apphcant Data (c g, name, addrcss income, demographrc data) IR

* Application Data (e. g, amount, date, program)

. Apphcatlon Status (e.g., pendmg, approved re]ectcd)

B L

Loan Informatlon This refers to data assocxated w1th a loan once the loan has been approved Data are captured
from the- Apphcatlon Information store for approved loans, ‘Additional dataare. added throughout the life of the
loan to support serv1c1ng and analys1s It includes the followmg data: .- L B O

. Loan Data g, status subS1dy mformat10n cohort)

R SN0 A1 08 SO

* Collateral Data (e.g., appraised value, status) A
. Payment Hlstory (e.g, dlsbursement amount collectlons mcludmg principal and interest, accruals) R : ‘

. Specral Collectlon Act1v1ty Data (c 8- delmquent debt collectlon act1v1ty and status)

Program Criteria. ThlS refers to dccrsxon—maklng criteria used in loan ‘extension and servicing, portfolio
. management, and delinquent debt collection based on statutes, program regulatlons and pohc1es for the loan.
program This 1nformat10n store mcludes the followmg types of data ' .

Eﬁgibﬂity © """ 4 Credit Bureau Reporting -

‘;':
* Creditworthiness = - - ‘ . * Treasury Offset Referral “
¢ Invoicing o . Cr,oss—Servicing Referral
'+ Receipt Apphcatron Rules Lo " ~» Collection Agency Referral for debt greater than
. Loan Modification S ' S 180 days delmquent
. Delmquent Debt Identlﬁcatron T e :Collectlon Agency Sclecnon for debt greater than
T R - 180 days dehnquent ‘
e Portfoho Evaluatlon - B
L Sale . L1t1gat10n Referral
o * Write- off . '
» Loan Purchase
. Close~out :

. ,Prepayment - '
R . SRR - * Collateral Foreclosure Selcctlon and Holdmg
. CAIVRS Referral e e o _'Costs B

SR PTU G R Y LR e ey .

Other Infbmatwn Stom
Addmonal mformauon stores are controlled and managed outsxde the dlI'CCt loan system: -

Crcdlt Informatlon Thls refers to mformatlon concermng the apphcant’s financial background and
credrtvvorthlness Thls mformauon store mcludes the followmg types of data:

Direct lpan' ‘Sys‘tem .Requirém’en'ts o 7‘ ' ' ' ' ‘ 13




System Overview.

« Delinquencies on Debt to the Federal Government o
* Credit History - ' =

. Employmcnt and Income Data

Collateral Value

Core Financial System Information. This refers to mformatlon for pcrformmg funds control chccks mluatlng or
recording payments, and recording the results of other direct loan financial transactions: This mformatlon store
includes the following types of summary data . : :

* Budget Execution Data’

. th"Re'Accivables -

g Disbﬁrscﬁichts o

’ .Collectio'ns/Receipts

* Administrative Costs

* Principal and Interest Data

» Working Capltal Data . |

. Acquiréd Asset Data
Organizatioﬂal'lnformation.

. Treasux;y Interest Rates

« Offset Requests

. » Loan Payments

« Sales Proceeds -

. Approval for Sale

* Approval for Prepaymcnt |

+ SF-1151 and SF-1081

* Write-off Approval

+ Collection Activities and Results

« Foreclose Data
Relationships of Information Stores |

Tllustration 4 depicts the relauonsh1ps betwccn the loan system information stores described above and the
processes.within each ﬁmcuon which access or updatc thosc mformauon stores. ' .

Separation of Duties and Supervision

Key duties and responsibilities in authorizing, processing, rccordmg and reviewing official agency transactions .
should be separated among individuals. Managers should exercise appropriate oversight to ensure individuals do
not exceed or abuse their assigned authorities as prescribed by OMB Circular A-123.

14 _ ‘ _ ' Direct Loan System - Requirements
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Introduction to Functional Requirements

This introduction as shown ir’i?‘Il'lustratfi.o;n 5 describes thc ‘ﬁl‘r‘ict_iqnal rcqﬁifémenté f:or a dircét loan sYstcm. The .

following functions should be supported by the system:... .\~ . ' |

. !"chanLEXte'nA,si(')'n"' | L ., :
'+ Account Servicing e o

- Treasury Cross-Servicing + =~ - oo o et

 Portfolio .M‘magcment_ -
Delinquent Debt Collection

Other Reporting Requirements

| Functional Requirements |~~~ - ok

|
r
B 2 : ‘ - . PN . . R y -
e ) N be,l.l:nq;lye‘ht, i ‘
Loan Extension or “;;:l:{cln ) i Debt ’
o "8 Callection
y |
i
‘ |
Account Servicing ' Portfollo Management Other Reporting :
) Requirements
lustration 5

The functional requirements identified define the typical processing and data requirements for Federal direct loan
programs except some international programs, such as lending to sovereign nations. These requirements do not
include specific or unique requirements of individual direct loan programs. :

Rather, the general requirements are a guide for agencies to use in enhancing existing systems or developing new
systems. These requirements assume the agency has a fully automated system that encompasses the complete scope
of requirements described in this document. Some 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 cost. In
addition, some agencies may decide that one or more of the direct loan functions may be best performed by an
outside agency or contractor. Accordingly, it will be necessary for agencies to make adjustments to adapt the
requirements to meet their specific program and system requirements.

Direct Loan:System-- Requirements , 17




Introduction to Functional Requirements

The internal management information requirements identified throughout this document are those required to

establish credit management and financial reporting systems that are in compliance with the standards provided in -
OMB Circulars A-34, A-123, A-127, and A-129. Agencies’ systems shall be capable of satisfying the reporting - -
requirements of OMB and Treasury, including those assoc1atcd with the FCRA of 1990 and the CFO Act of 1990.

For each function, the narrative is supported by dlagrams showmg the relatlonshlp between processes and activities 1
and the flow of information. These dJagrams are conceptual in nature; they do not 1mply any physical structure of [
systems. The diagrams use conventions adopted to ensure con31stcncy of presentation. The explanation of icons
used in the illustrations are explained in Illustration 6. »

Explanﬁati(‘m' of Icons ﬁéed in the Illustrations

Indicates either a process (in the function level diagrams) or an activity (in the process level diagrams),

Indicates an entity external to the agency.

Indicates a system exteral to the loan system. Many of the loan system processes have an Inlerface with the core financial system. On the
diagrams, the core financial systém is divided into parts which pond to the functional req in the Core Hnancnﬂ System
Reqmremtnls :

)
@.
[

!

Indicates an information store. At the function level, the name of the information store is displayed. ‘At the process level, the data within the |
information store is displayed, }

Indicates a document

> Indi dataflow in oral, electronic. or paper form. The direction of the head indi the direction of the flow,

Illustr‘ation 6
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Loan Extension

When cxtendmg credit through a loan program agcncxes must ensure that applicants are e considered in accordance
with the statutory and regulatory requirements applicable to the specific program. In addition, agencies.also must -
satisfy Governmentwide statutory and regulatory requirements for credit management, such as the Debt Collection
Act of 1982 (DCA), as amended; the FCRA of 1990; and OMB Circular A-129. Agencies must be able to assess
each applicant’s chglblhty for the spec1ﬁc type of crcdlt bcmg sought and to document the result of thc1r
determination. - :

e

T T

General Requirements

* This section provides the Governmentwide functional requirements for the Loan Extension function of a direct loan 3
system. lllustration 7 provides an overview of the Loan Extension function. As shown, the Loan Extension *
function consists of the following major processes:

* Application Screening Process, and

* Loan Origination Process.

Overview of the Loan Extension Function of a Direct Loan System : ‘r

Appllclfion : . . /\4
L Applicant
: | Notification Letter | ————-—re—pp

Loan Disbursement

Credit Information
| Sources

Commercial Accounts

Appllcll!,ion Screening Loan P()rlgin-tion (To Account
rocess rocess " Servicing)

AR 4
] Loan

Program information
Criteria s

: Core Financial
Systems
Tlustration 7
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Loan Extension

Loan Extension: Application Screening Process

In order to determine the eligibility of loan applicants, agencies must screen applicants for program eligibility and, -
where appropriate, creditworthiness, as well as check funds availability. During screening, the system captures
;. mformauon about both approved and: dlsapproved applications for.use in subsequent loan-activities. =~ -

As shown in Illustratlon 8, the Apphcatlon Screemng Proccss con51sts of thc followmg ma]or activities:

. Proccss Loan Apphcatlon ,

. ‘EValuat'cApphcantProgramEligibility, . e e T T
~* Conduct Credit Analysis, ' S
-+ Conduct Funds Control, and
| -f Approve/Rc]ect Crcdlt Request

Loan Extension: Application Screening Process

Borrower

Appllc./ <

/ "+ Credi Information” - \ " Delinquencléson’ . "

Sources Federal Debt
CAIVERS .
Credit History
Credit Bureaus ) ] v - Dl . o R S ——iad e e
, - Employ e o ) : Notification ~
Employers Collaterdivalus | b : | Interest.” - L Y Letter -
. Value ", . Rates . ! . .
K Appraisers - / -

I Appllalln.n B o B "
. - ‘ Proce ) ! ) Evaluate . Conduct . -+ Conduet ~ Approve/

Loan - App “-:::: Credit Funds 'é:i:c: .
Appli ;. Program -, Analysis «.. Control ' n
E]Igibllity Request

_I__ _l__ Available
3 Subsidy Program . B
Landing| Loan "
Limits Information

' Ellglblllty

Application ) o : | orena. __ I

Commitment

. .Loan, Datp

Information . . I v B "'" ----- ‘---‘
Applicant Date . wc"'::'"',“’ 1 - T Collateral |
’ — O ﬂt' I Funds Management Data -
» Appli plé& X ¢ L
X Core Financial
' ication” 7| l : o e, R S A System
A"g:ﬁ:','“" Collection of App!lcallon Fees - T
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Loan Extension .

Process Loan Application. This, activity captures data about theapplicant;and,the application. -~ . u ..
An automated system should |

. Provrde fora electromc application procecs usmg vanous mcdra, such as a secure mternet apphcatron (WEB srte)
* Record cntrcal cred1t apphcanon data needed to support apphcatron screemng

« Provide access to apphcatron information to all agency staff partrc1pat1ng in the screemng and credrt-grantmg
decisions. . , S

* Process and record collectrons of fees remrtted wrth the apphcatron in both the drrect loan system and the
core financial system S ST L : _

Evaluate Apphcant Program Elrgrbrhty “This acnv1ty supports termination of the apphcant’s general program
eligibility. The system compares information from. the loan application, recorded in the system in the prior activity,
to system-stored agency program ellglblhty criteria, and provides the results of this companson If full automation .
.of this process is not practrcal the system must. d0cument the results of a manual comparrson by agency staﬁ‘

An automated system should

......

. Compare loan application mformatron to agency program ehglbrhty crrterra

* Check the appropriate system data files to defermine whether the applicant has submrtted a duplrcate
application or has had a recent loan application re]ected These s1tuat10ns may 1nd1cate attempts by
~ applicants to subvert agency credrt policies.- -

* Document. that borrowers have certlﬁed that they have been unable to obtaln credrt from pnvate ﬁnancml
sources, where such cernﬁcatron isa program requlrement ‘, :

Conduct Credit Analysrs Where reqmred by statute or regulatron, thrs actrvrty assesses the apphcant’s
 creditworthiness by comparing the applicant’s ability and history of repaying debt against the agency’s
‘creditworthiness criteria. The data used in this assessment are provided in the application form and from several

external sources, including credit bureaus and the Credit Alert Interactive Voice Response System (CAIVRS).
"CAIVRS prov1des agency staff with telephone access toa database of mdrvrduals dehnquent/defaulted on debt to -

the Federal Government W B s ’

An automated system should°

* Provide an automated mterface with credit bureaus that allows agencres to obtam apphcant credit history
information (credit bureau report). ‘For credit bureaus that do not have the capabrlrty for an automated
mterface, record credit history information entered by agernicy staff.

* Document that apphcant financial data, repayment ability, and repayment hrstory have been verlﬁed through
the use of supplementary data sources such as employment and i income data, financial’ statements, tax returns,
and collateral appraisals, where this is a program requrrement

] Compare the apphcant’s credltworthmess information to . system -stored. program credltwortluness cr1ter1a
and, where a program requirement, calculate a credrt risk rating for the applicant. - : :

* Document whether CAIVRS identified the applrcant as a borrower who is delinquent/defaulted on a
previous Federal debt. The system should allow override if the agency determmes that the account was
referred to CAIV RS in error. : : :

-Conduct Funds Control An agency must have suﬁlcrent subsrdy funds available and be w1th1n program lendrng

limits in order to approve a credit request and obligate funds. This actrvrty supports the calculation of the subsidy

Direct-Loan System Requirements - ' K ‘ 2




" Loan Extension

cost of a direct loan and provides an mterface with the core ﬁnancral system to check subsidy funds availability and -
lending limits. :

An automated system should

* Provide the mformatron needed to compute the credrt subsrdy amount assoc1ated w1th a loan usmg projected
cash flows and the apphcable Treasury mterest rate in accordance W1th OMSB Circular A-11, A-34, and
- SFFASNo. 2. .

* Provide an automated mterface wrth the core fmanaal system to determine if suﬁicrent funds are available in
the Program Account:to cover the subsidy cost and if available lending limits in the Fmancmg Account are _
sufficient to cover the face value of the proposed loan. R R L }

* Provide an automated interface with the core ﬁnancral system to comrmt funds for the loan if funds control is
_notdonewrthmtheDLsystem LR , R e | |

Approve/Re]ect Credlt Rec uest. Thrs acnvrty supports the ﬁnal review and acceptance or I'C]CCth[l of each credit
application based on the 2 app 1cant’s ﬁalﬁllment of program ehglblhty and credrtwortlruness cntena and based on the
availability of funds ' , , c ‘

An automated system should'

. Update the apphcatton 1nformat10n store to: reﬂect the status of the loan.

. Accept 1dent1fy, track, and report supervrsor ovemdes of system-generated acceptance/re]ecnon '
recommendations. :

. Create and mamtam a system record of accepted and I‘C]CCth loan apphcatlons ‘
. Generate a letter notxfymg the apphcant of re;ecnon or acceptance of the loan apphcatlon

LomExtmswn LoanOmgmﬂtzonProcm T A : ‘. 3 R i

Loan orrgmatron mcludes bookmg the loan estabhshmg a ﬁnancxal obligation, creating the loan documents, and
disbursing funds in accordince with agency requirements, the Credit Supplement to the TEM, and OMB Clrcular
A-34. Loan orrgmatlon is performed only if the Application Screening process concluded that the loan should be
extended. Asshown inllustration 9, the Loan Origination process consists of the following major activities: -

* Book Loan and
. Drsburse and Account for Funds

22 ' . . ~ Direct -Loan System . Requirements



Loan Extension

: Loan Extension: Loan Origination Process -

1
- } . ‘ B Loan :
. . . L ‘ \ lulormntion. !

: : . S Docme-mlnn i

: S 7'y ‘Loan Data l

R I
Approved'l.oln ot "u . o . .' P RN R E
o P Oblig B U AR [RRTSHRR e £
Loans : K . ;

. N Disburse and
y Account for i

. : N -.‘,F.‘undsv L i b

: . ; il mmam—— PINOROARI DRRRROS 12 By SO : :
Cancelled - R SN R R AR R R R ARREARAARRARARARAS RARARAR | :
Loans i ) Receivable Data ] :

' lluelpt Management ™ thllgmom . :

frum—— Ittt st bbbl bl \ for Cancelled . l |

..~ Funds Mnnngemcnt Lo N Loans 1 . l

. Pﬂy‘ment Managenient _ F_ l ‘

.. /Borrower

_Core F_lnancl_nlSysttm Dlsbursement 1 ; I
. : ' — Data (including - g ‘
Commenhl . A 1 - .- Subsidy Olltlays),' {
_ - ,
; B : - Treasury llmre_sl Rate - -- :
“Treasury Interen I_!nte Treasury J i
Hustrationd - T |
Book Loan. Thls activity concludes loan negouauons and generates the necessary loan documents for the
borrower and the agency. :
An automated system should'
* Record loan terms and calculate dtsbursement schedules and repayment amounts and schedules as needed
* Record the cohort and risk category, as deﬁned in OMB Circular A-34, associated with the loan.
* Assign a unique account number to the loan that remains unchanged throughout the life of the loan.
* Support the generation of loan documents for the borrower and the agency.
"' Record informatién coricering the i6an booking pideéss, inciding diteof bookig.
* Record the applicable Treasury interest rate for the loan at the time of obligation in accordance with OMB
Circular A-34 and agency specific gmdehnes This rate is used in subsidy calculauons
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Loan Extension -

* Provide an automated interface with the core financial system to record the drrect loan obhgatlon 1nclud1ng
the obligation for the subsidy, and llqurdate commitments prevrously recorded. '

« Include in credit bureau reportlng all commercral accounts in excess of a pre-determmed amount.
Disburse and Account for Funds. ThlS activity supports accountlng procedures requrred by OMB Crrcular A-34

and the Credit Supplement to the TFM to record payments made.to the debtor. The system requrrements listed
‘below apply to loans with either smgle dlsbursements or multlple disbursements. ,

An automated system should
« Calculate and deduct the loan apphcatlon and orlglnatlon fee from drsbursements 1f not prevrously rermtted
bythe applicant. , - LT ;- - .
. Prov1de the capabxhty to cancel thus deobhgatmg, undlsbursed loans

* Update debtor accounts to' reflect management ovemde of offsets. -

« Record information needed for each loan disbursement, 1nclud1ng amounts and apphcable Treasury mterest

rates, to support both the computauon of accrued interest expense on borrowmgs from Treasury and subsrdy'

re-estimates.

* Support the calculatron of the borrowmgs The actual orgamZatlon of the system processes between the '
direct loan system and core financial system is at the discretion of the agency..

« Provide an automated interfice with the core financial system to initiate and record the dlsbursement by’
* ‘cohort, establish the receivable, and record the movement of the subsrdy ﬁlnds from the Program Account to
“ the F1nanc1ng Account. : S , . S &

o The system must be able to. annotate on the borrower record that a dlsbursement was offset by Treasury on
behalf of another government agency : :

If the direct loan system 1tself handles the payment processmg, it must meet the reqmrements in the “Core Fmanaal .

System Reqmrements related to this acuvrty and send summary data to the core ﬁnaneral system,

Collateral Requirements

Some credit programs provrde Joans to finance the acqulsltlon 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-determlned amount. Circular A-129 also requires that the useful life
and value of pledged collateral must be recognized in the direct loan System at the time of credit screening. The-
estimated useful life of the collateral must be longer than the loan maturrty and the loan-to Value ratio must be
within apphcable program requrrements - S AL ST o

An automated system should

* Capture the estimated useful €conomic. hfe of the pledged collateral and compare it to the proposed term of =

the loan

. Document that transactions: over a pre-determmed amount have a collateral apprarsal by a hcensed or’
certified appraiser. : ‘ :
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Loan Extension.

=" Compute the loan-to-value ratro and ﬂag those loans wrth a rano exceedmg 100% (or more strmgent
standards set by the agency) R Lo . :

Internal Management Informatron Reqmrements

L1sted below are mternal management mformatlon reqmrements for the Loan Extens1on functlon Thxs mformatron-

should be available to agency credit program managers and designated internal review officials on a periodic or an
as requested basis. This list is not an all inclusive inventory of internal information requirements for the Loan .
Extension function. Each agency must determine the specific management information needs necessary to manage -
its ctedit programs based on the agericy 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 reportmg '
rap1dly on any required data elements. Agenc1es must maintain financial accounting’ mformanon 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 mformatron should be provided on
hard copy reports or through system quenes \ -

The direct loan system should prov1de at least the followmg types of management information:

Approval and Rejection Momtormg This summary provrdes mformatlon about all credit applications that were
approved or rejected for a-given time period. The data-are broken down 'ifito separate statistics on credit approvals
and rejections. The approval section indicates the number of approved applications and the percentage of total
apphcatlons 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 apphcants and the percentage of

total apphcanons 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 appllcanon, from the time of apphcanon untrl the ﬁnal dec131on is made

Override Exceptions. This summary identifies all credit apphcanon decisions that ovemde actions of the
automated system processes, Overrides can occur in two situations: an application is approved even though the
applicant’s program ‘eligibility or creditworthiness assessment is not acceptable under agency program ‘managenient '
lending criteria, or an application is rejected even though the applicant’s program eligibility and creditworthiness
are acceptable under agency program management lending criteria.

Potential Application Fraud. This sumniary identifies all credit applications that matched one or more pending
or recently rejected applications. Comparison is based on four criteria: applicant name, applicant address, applicant
phone number, and applicant Taxpayer Identification Number (TIN). If a pending apphcanon matches any of these
criteria, the data fields that matched and the original apphcatron and pending application identification. numbers .
appear on this.data summary with prrmary apphcatron identification. mformanon : .

Detalled Transact1on Hrstory Thrs summary contains detarled loan ongmauon and account. data The data - .
summary is used for control and tracking, as an audit trail, and provides some of the data necessary for the credit
subsidy calculation. Detailed transaction history data summarres 1nclude ata minimum, loan originationand .
d13bursement data.

Exceptrons Tlus summary hlghhghts excepuons in loan ongmatron processmg The summary should be
generated periodically or on demand as needed. Examples of exception data include loan-to-value ratios exceeding
the allowable am6unt for a given program and approved loans that have not been disbursed w1thm a spec1ﬁed
period of time.
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Loan Extension ‘ ' . ' , . ‘

Disbursement Management Summary. This summary displays all loan origination activity on a periodic basis.
The summary is used to monitor the performance of each loan origination center, and to track the volume and
amount of loan disbursements by program. ' o

Tlustration 10 provides an overview of the Internal Management Information Requirements of the Loan Extension
Function. - : : : R

Loan Extension: Internal Management ‘Informva_”ti'on Requiremen:ts_'

Approval Potémial,

. Application
Fraud

Override Exceptions

and
Rejection Monitoring

Loan History Risk Category - ' Account

Disbursement
‘Management
Summary

Detailed

Exceptions

Transaction
History

Hard Copy

.or

System Queries

Illustration 10
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Account Servicing - | | ]

OMB Circular A-129 requires the Government to service and collect its loans in a manner that best protects the

value of the Government’s assets. Efficient mechanisms must be in place to collect and record payments and to

provide suffigient accounting and management information for effective stewardship of the loan portfolio. These y
servicing activities can be.carried out by the agency, or obtained through a cross-servicing arrangement with
another agency. Under certain conditions, it may be advantageous for the Government to transfer. serv1cmg and
collection responsibilities to the private sector. S ‘ . !

General Requirements

. This section provides the Governmentwide functional requirements for the Account Scrv1cmg funct10n ofa dlrect
loan system. If applicable, agcnc1es that utilize Servicer Organizations will be requxred to have a Statements of
Auditing Standard (SAS) 70 examination as part of their annual audit. SAS 70 examines the internal control
environment of Service Organizations. Illustration 11 provides an overview of the Account Semcmg function. As
shown, the Account Servicing functlon consists of the following major processes:

L
3

« Billing and Collection Process, and

- » Account Status Maintenance Process.

Overview of the Account Servicing Function of a Direct Loan System

PROGRAM
CRITERIA

Loan

Payments

Billing and Account Status o . {(To Portfolio
Collection i i > :

Invoice (To Delinquent Debt

Collection)

Process o Process

(From Loan Extension)

LOAN
© INFORMATION

CORE
. FINANCIAL
SYSTEM

Illustration 11
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- Account Servicing

Account Sewmng lelmg amd Collectzon Process :

This process involves routine billing and collecnon activities. System requirements related to co]lectmg delmquent
debt are included in the Delinquent Debt Collection function. 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 debits, customer initiated payments, and other
electronic fund transfer methods that may be available when makmg loan payments. As shown in Illustration 12,
the Blllmg and Collection process consists of the followmg major activitiés:

* Invoice Debtor, and

* Apply Collections.

AccountSeﬁicing_ : Billing and Collection Process -

Approved for
Pre-authorized .
Deblt s

Financial -
Institutions

Borrower

Invoice —-———)

Loan Loan Payments (optional)
Payments i ' i

Apply
Collections

Invoice
Debtor

. | Collection
| Data

PROGRAM CRITERIA

Reccipt Management -~

Invoicing Criteria

LOAN INFORMATION

CORE FINANCIAL
SYSTEM- . -

" Receipt Application
Rules

Payment History

< -Illustration 12

Invoice Debtor “This act1v1ty supports invoicing of debtors Most loans are blllCd based ona schedule determmed
at loan origination, but some may be based on renegotiated payment schedules.

An automated system should:
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Account Servicing:

¢ Calculate outstandlng balances for each loan account 1nv01ced mcludmg pr1nc1pal interest, late charges and
- -other amounts due..

. ‘Identxfy loan accounts to be mv01ced based on agency program invoicing criteria-and loan account . -
- information, such as amount outstanding, most recent payment, payment amount. due and date due.

« Provide the capability to analyze escrow balances to adjust required deposrt amounts to prevent deﬁcrenc1es
- in tax and insurance deposits and payments for housmg and other long-term real estate loans.

* Generate and transmit a bil, payment coupon, invoice or other document that shows the borrower ID
amount due, date due, the date after which the payment will be considered late, and the current balance.

* Provide a means for debtors to inquire into their account status such as electronic i mqulry using a secure
internet site WEB site or automated telephone program such as a voice response unit.

Reporting. The direct loan system must be able to prepare and mail to borrowers by January 31 of each year
Internal Revenue Service (IRS) Form 1098, Mortgage Interest Statements; IRS Form 1099-A, Acquisition or
Abandonments of Secured Property; IRS Form 1099-C, Cancellation of Debt IRS Form 1099- G, Certain
Government Payments and other IRS Forms as required. In addition, the direct loan system must be able to
transmit to the IRS information on interest paid and other reportable data. The Debt Collection Improvement Act
(DCIA) now authorizes agencies to report non-delinquent consumer and commercial debt to credit bureaus,
provrdrng the agency has processed the necessary Privacy Act nonces for consumer debt.

Apply Collectlons This actrv1ty records collections against debt from borrowers and applies the loan payment to
the debtor’s account in accordance with pre- -determined recc1pt apphcatlon rules to the appropriate liquidating or
financing account. ,

An automated system should:-

. Apply collections according to agency program receipt application rules to the appropriate liquidating or
financing account. Collection sources could include cash, pre- -authorized debit, check, or credit card.

* Record a prepayment (the early payoff of the entire loan balance or paymg more than the scheduled monthly
payment), partial, full, or late payment indicator.. |

. Identrfy payments that cannot be applied and document why the payments cannot be applied. \
* Apply components of payment (principal, 1nterest late fees) in accordance with established business rules.
* Be capable of automancally capitalizing i interest in accordance with established policy.

+ Provide an electronic means to receive payments such as Automated Clearing-house (ACH) and Electronrc
- Debit Account (EDA). :

'» Provide the capability to compare borrower’s pre-authorrzed debits received from financial institutions and
other external sources to expected collections. ‘

* Provide an automated interface with the core ﬁnancial system to record the collection. If the direct loan
system itself handles the collection processing, it must meet the requirements in the “Core Financial System

Requrrements related to tlns actwrty and send summary data to the «core ﬁnancral system

Acconnt Servicing: Acconnt Status Maimmﬂme Proces: -

Agencies’® direct loan systems must contain adequate and current information reflecting loan payment history, ;
including occurrences of delinquencies and defaults, and any subsequent loan actions that result in payment !
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Account Servicing

deferrals, refinancing, or rescheduling. As shown in Illustratlon 13, the Account Status Maintenance process
consists of the following major activities: ’

+ Direct Loan Modifications, and
* Troubled: cht Scmcmg (Addrcsscd in Chaptcr 9, Dehnqucnt Debt Collcctlon)

Account Servicing : AccounfSta,tus'Méintenénce Process

Loan
: ‘Information - *

Colla‘teral’Dsta

Updated
+.-Loan:"
Documentation

Borrower

Request LoanData ~

For
Modification

AMOdiﬁEdf < " Direct Agency Debt
greemen ’ Loan Program Management
Modifications and Collection Process

(see Hlustration 22) - - .

Obligations . m e :

Receivables ) , Loan
a ' ; Modification
Criteria

Funds Management

" Receipt Management

Delinquent Debt
Identification
Criteria

Core Financial System

(

Tllustration 13

Direct Loan Modifications. Modifications to direct loans are government actions that alter subsidy costs by
altering the terms of the loan. Modifications do not include subsidy cost re-estimates, routine administrative
workouts of troubled loans, and other actions that are permitted within the emsung contract terms. Government
actions leading to a modification include forgiveness, forbearance, reduction in interest rate, prepayment, and
extensions of maturity unless such actions are provided for in the or1gma1 loan agreement. 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 i in hquldatmg accounts will be dlfferent
than the system requirements for post-1991 loans. . ’
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Account Servicing -

An automated system should:

¢ Support evaluation of accounts proposed for modlﬁcatlon by the agency or borrower by comparrng loan data
_ to agency program loan modification criteria. : e .

e Calculate rescheduled loan terms, including repayment amounts and schedules, where appropriate. Calculate
any change in the subsidy amount as a result of the loan modifications.

* Perform a funds control check t6 verify the avallab1l1ty of subsidy through an automated interface with the
core financial system.

* Produce selected loan account information hstmgs for review by mternal modification groups.

« Establish a new loan account and collateral record for each new debt i mstrument and as31gn 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. : ‘

» Update the loan information store to reﬂect the modrﬁed status of the loan including changes in the value or
status of any collateral. ‘ :

* Provide an automated interface with the core financial system to record pre-1992 and post-1991 direct loan
modifications. :

* Generate a new loan document which displays information concerning the original and modified direct loan.

Collateralv. Requirements

The system must document significant changes to the condition and value of any collateral.

Internal Management Information Requirements

Listed below are internal management 1nformat10n reqmrements for the Account 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 Account 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 determine whether the information should be provided on hard copy reports or through system queries.

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

Detailed Transaction History. This summary provides detailed loan account data and payment transaction: .
activity on a loan by loan basis to provide a sufficient amount of the detailed transaction history and should be
accessible online to permit routine account seérvicing. Additional detailed transaction history should be maintained -
on media such as microfiche or CD-ROM which can be readily accessible by the user.

Standard Management Control/Activity. This summary tracks the status of all loan accounts by summarizing
loan activity at various critical points of the loan cycle such as status, i.e. current, delinquent in collection, etc. 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
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Account Servicing

(collateralized and non-collateralized) and modified debt. This data summary is produced periodically and provxdes

mformatlon for preparmg the Standard Form (SF) 220 9.

By =, 2

Exceptions. This summary 1dent1ﬁcs dcﬁclcnqes that have occurred in the routine processing and momtonng of
account status. Examples of exceptions include unapplied payments and dclmqucnt accounts not chglble for. debt

collcctmn This summary is gencrally produccd ona pCl‘lOdlC basxs

IllustratiOn_ 14 provides an OVerVieW of the Internal Manager'ncht Information Réquirements.

Account Servicing: Internal Management Infoﬁhation_ Réquifements |

Detailed Transaction
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Treasury Cross-Servicing R

General Requirements

Cross- serv1c1ng occurs When Treasury’s FMS ora Treasury-des1gnated debt collection center provides debt
collection services for other Federal agencies as shown in Illustration 15. 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.c., there has been
a final agency determination that the debt, 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 spec1f1c instances
where debts are excluded from transfer. They are:

* debts that are in litigation or foreclosure, _

* debts that will be disposed of under an asset sales program w1th1n one. year after becommg ehgrble 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 toa prrvate collecuon contractor for collection for a perlod of time determlned
by Treasury,

* debts that have been referred to a Debt Collectlon Center w1th the consent of Treasury and for a perrod of =
time determined by Treasury, and - :

* debts that will be collected under 1nternal offset if such oﬁ'set is sufﬁcxent 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 ani executive,
legislative ar 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
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-desrgnated 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 EMS
authorizing FMS to provide debt collection services. This agreement details the hrmtatrons and parameters
required for the compromise, settlement or termlnatlon of collection action.

FMS and other debt collection centers may charge and retain fees (based on actual costs) for debt collectlon
services. Fees may be added on to the debt as an admlmstratlve cost if authorized by law.

Treasury can authorize an agency to “cross-service”, that is, collect debts on behalf of another 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 must 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 agencres 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 collection center, provided the agency submits documentation which

indicates the volume and type of debts being worked in the debt collection center, what percentage or propomon it

represents of the total agency volume, a description of the center’s use of the various debt collectron 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 =
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Treasury Gross-Servicing

Treasury Cross Servicing

Routine program management --
servicing, demand letters, due procéss
notices, debt collection up to referral

R —— e e e
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Illustration15

receivables when the designated collection center dn'ects it to write- oﬁ' the debr. However at the time the debt is
referred to Treasury for cross-servicing, the agency must discontinue all servxcmg activities. At that time, the
designated collection center has authority to act in the Government’s best interest to service, collect, compromlse
suspend or terminate collection action in accordance with ex1st1ng laws under which the debts arise and in
accordance with the letter of agreement with the Agency. '

The cross-servicing process consists of the following:

. 1dennfy accounts selected for cross serv1c1ng, L T el g e e e

* monitor-accounts at the debt collectlon center, and

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

Identify Accounts Selected. This act1v1ty identifies and refers accounts for cross-servicing based on past
ccollection history and agency servicing requirements. An automated system should: ;r
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Treasury Cross-Servicing -

compare delinquent loan account mformatron to statutory criteria to select delinquent loan accounts for
poss1ble referral.

- generate notlﬁcatlon to the debtor of the agency’s mtent to refer the debt to a debt collection center.

update the loan mformatlon store..

1dent1fy accounts that can no longer be servrced by agency personnel

Monitor Accounts Referred to the Debt Collectron Center ThlS acnv1ty morutors and penodrcally

reevaluates accounts referred for cross-servicing.

identify accounts with monetary adjustments that must be reported to the debt collection center.

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 agency application rules.
record collection fees in accordance wrth agency program requirements:

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

notify debt collection center of ad]ustments recalls of debt, or collections received by the agency on the
referred debt.

remove from the accounting and ﬁnancral records accounts that the debt collectron center recommends
should be written off

Use an Agency Authonzed to Cross Servrce This acnv1ty determines the agency’s performance in collecting

debts.

An automated system should:

identify the volume and type of debts serviced.

- identify 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 required by referring agency.

provide information to referring 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 1nformat10n requests such as,
length of workout agreements, percent of debt that can be compromised, etc.

Direct Loan System Requirements 35

T T TR T
T T

SRS OORH i 01

i Ry

il

-




Treasury Cross-Servicing

Internal Management Informatlon Requlrements

Listed below are internal management mformanon rcqulrcments for thc Treasury Cross Servxcmg functlon Th1s
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 i 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 statutoty requirements.
Agencies must maintain financial accounting mformanon at appropnatc levcls of summary for computanonal and -
reporting purposes. The rain levels are: o S :

. transéction,

* loan history,

* risk category,

e cohort,and L R AR e SRS B

* account.

Each agency also must determine Whether the mformatlon should bc provndcd on hard copy rcports or through
system unl‘lCS : : : . .
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Portfolio Management

Portfolio managcmcnt ensures that an agcncy contmually cvaluates program eﬁ”ectweness ‘and minimnizes its
PFOBIAM COSIS... .t 3 f L e :

General Reqmrements \
This section provndes the- Governmenthdc functlonal requn'ements for the Portfoho Management functlon of a’

direct loan system. Illustration 16 provides an overview of the Portfolio Management function. As shown, the
Portfolio Management function consists of the following major processes:

. Portfolio Performance Process,

—

. Program Financing Process,
Support Subsidy Estimate (sce Illustratlon 18), and
Portfolio Sales Process.

Overview of the Portfolio Management Function of a Direct Loan System
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Purtfolid Management

Portfolio Zuunugemmt Pom‘blzo Pe;fomnnce Process

Agencies must maintain adequate and up-to-date information on thc status of their loan portfoho 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 17, the Portfoho Performance Process consmts of

the following major activities:

« Identify Loans for Evaluation, and

* Compute Portfolio Pérformance Measures activities.

Y.
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. Cost Management i

| ' |
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Tltustration 17

Identify Loans for Evaluation. This activity selects loans for review and generates data rcqulred for agency
management use in pcrformmg pcnodlc loan reviews to evaluate: loan collateral adequacy; ensure debtor compliance
with agency loan program terms and conditions, and monitor the debtor’s financial condition.

An automated system should:

. Compare loan data to agency program portfolio evaliiation criteria in order to 1dent1fy loans that require
review or evaluation.
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Portfelio Management:

* Compare loan data to agency program portfolio evaluation criteria to identify loans with potential for
graduation to private sector ﬁnancing.

Compute Portfolio Performance Measures This activity supports portfoho 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 achxeves its intended pubhc policy results. Effectwe
performance measurement should h1ghllght program trends to prompt reexam1nat10n of agency pohcres as .
condmons warrant

The information necessary to compute some of the followmg 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
should be examined w1thln the context of the total cost to an agency of using t that measure..

An automated system should
. Compute and maintain program performance mformanon Some examples of the types of performance ‘
measures an agency may want its automated system to compute are:
* Number and dollar value of loans made
* Average loan size
« Loans made by geographical region
* Number and amount of delinquent loans by key indicators such as loan-to-value ratios
* Number and amount of defaulted loans by key indicators such as loan-to-value ratios
¢ Number and amount 'of rescheduled loans
* Amount of loan write- offs |

. Compute and maintain financial measures to help assess the credlt soundness of a loan program Some
examples of the types of performance measures an agency may want its automated system to compute are:

* Average loan-to-value ratio (for collateralized programs)
* Current loans as a percentage of total loans

* ‘Delinquent loans as a percentage of total current loans
* Write-offs as a percentage of seriously delinquent loans
« Overall portfolio risk rate | '

* Loan loss rates

* Recovery rates on defaulted loans

¢ Compute and maintain efficiency measures to help determine the effectiveness of use of agency resources.

Some. examples of the. types of performance ‘measures an agency may want its automated system to. compute
are: _

* Administrative cost per loan approved
» Time required to process a loan application
¢ Administrative cost per loan serviced

» Administrative cost per delinquent dollar collected
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Port‘fo’lio Management

* Net proceeds on real property sold compared‘to appraised value:

meblio Management: ng?ﬂm Financing Process

In accordance with the FCRA of 1990 and OMB guldance agencres have several components to credit program
financing, including Treasury borrowing, subsidy re-estimates, and working capital fundmg ‘Agencies borrow -
from the Treasury to finance the unsubsidized portron of loans disbursed and to make interest payments to-
Treasury if insufficient funds are available at the time:” Agencies must re-estimate subsidy costs to reflect differences
in interest rates between the time of obligation and disbursement and changes in projected cash flows, Fmally,
agencies may elect to set aside funds as working capltal to finance costs assocrated with foreclosmg, managlng, and
selling collateral. :

Agencres should se the: Funds Management funcnon of the core financial system to record the approprratrons
apportionments, and limitations associated with the Program Account and Financing Account for each credit
program. The dlrect loan system would access the core ﬁnanc1al system. to perform funds control vahdatlon

Accounting for and controlhng admnnstrauve expenses related to credit programs can be accomphshed in the core

financial system, so this activity would not normally be included in the direct loan system. As shown in Illustratlon ,

18, the Program Fmancmg process consists of the followmg ma]or activities:

* Support Treasury Borrowing Calculations,
. Support Subsidy Estimate -

* Support Subsidy Re-estimates, and

* Analyze Workmg Capital Needs.

Support Treasury Borrowing Calculations. The FCRA of 1990 prov1des 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 direct loan system. -
The actual organization of system processes between the direct loan system and the core ﬁnanc1al system 1s at the
discretion of the agency, however, together the systems must:

« Execute SF- 115D’s and record amounts borrowed from Treasury to ﬁnance loans Make ad]ustments to" o
borrowmgs durlng the yeat to reflect changes in orlgmal esumates ' ‘

« Execute and record Treasury borrowings to ﬁnance 1nterest payments to Treasury if 1nsufﬁc1ent funds are
available to make the payment. , :

« Track the amount of uninvested funds in the Fmancmg Account as necded to support interest earnrngs
calculations, .

-+ Compute interest . expense on borrowmgs and interest earmngs on. umnvested funds
-+ Execute and record repayment of pr1nc1pal using SE- 115 and i iiitérest to Treasury using SF 1081’
+ Execute and record receipt of interest earnings from Treasury on uninvested funds using SF 1081’

« Provide an automated mterface w1th the core fmancral system to record all calculatlons

.
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This section outlines the types of data elements Wthh mlght be mcluded in a loan system and builds upon the
standards set forth in SFFAS No. 2. Accountmg for Direct Loans and Loan Guarantees and OMB Bulletins A-11 and
A-34. The key to implementing the 1 requirements of these documents is havmg adequate systems and reliable data
to reasonably calculate the credit subs1dy esnmate ' ' .

Given the d1ver31ty of Federal cred1t programs and therefore the w1de range in data requlred to support subsxdy
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 analys1s 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 charactenstlcs The loan system should maintain data that is predlctwe 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 predlctlve 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.
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Portfelio Management

e 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 Obligaﬁon - This information is necessary for rcyiéwing historical cohort data, since éohorts are
defined by year of obligation, and for relating loan behavior to other dated variables. '

Loan terms and ‘conditions‘. A system should maintain the actlial loan terms, including 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 rcpayment'schedulé for a cohort.

Changes in loan terms and conditions. Any change in terms and conditions neéds to be recorded in addition to
the original terms and conditions, not in place of them." This data is needed both t0 re-estimate the subsidy cost
and to establish a basis for estimating new subsidies. R B ' s
Borrower location. Agencies may choose to collect several location elements, such as zip code, congrcssional
district code, approving office code, and servicing office code for regional analysis. i
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 if applicable. , - - s o

Loan use. For certain loan programs, tracking the intended loan use may reveal a significant variance in cost
depending on the use of loan proceeds. o ,

' Progrdm-speéiﬁc data. Other 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 loans, the type of educational
institution may be important; the value of collateral is important in a number of programs..-

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
data on incomes should be maintained in either the direct loan system, the core financial system, or other data
repository within or outside the agency. L : o S

Historical cash flows. All cash transactions related to each loan should be maintained in the system fo‘r'scveral
years 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 direct loan system, the core financial
system, or other data repository (such as microfiche‘or CD-ROM that permits easy retrieval of data) within or
outside the agency. -~ = - S AT AT ‘ T
Listed below are suggested grdupings which may be modified to fit actual loan proérams. -

* Approval amount.

+ Disbursement amount and disbursement rate for eath YCaf. b

* Up-front fee.
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Portfelio Management -

* Annual fees.

* Interest subsidies.

* Prepayments: mcludmg both the tumng and amount.

* Defaulted loan amounts mcludmg both the t1m1ng and amount.
* Delinquencies.

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

. Scheduled prmc1pa1 and interest payments o |
’ Actual prmc1pal and interest, payments .

Support Subs1dy e-estxmates OMB Crrcular A-34 and SFFAS No. 2 gencrally requlres that the subsrdy cost: of ‘
a cohort of direct 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 prepayments, defaults,
delinquencies, recoveries, etc. This activity examines the results of operations, by risk category (if apphcable) and
cohort, and adjusts loan subS1dy 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 activities may be located in either the direct loan system or the core ﬁnanaal system, as appropriate.

An automated system should:

* Support the re-estimate of the subsidy cost for each: cohort and risk category of loans at the begmmng of. each
fiscal year in accordance with OMB Circular A-34 and SFFAS No. 2. , ‘

» Maintain cash flow data that permlts companson of actual cash flows each year (and new estimates of future
cash flows), as well as h13tor1cal data from prxor years to the cash flows uscd in computmg the latest loan
subsidy estimate. : .

. Compare the current year re-estimated subsidy cost to prior years re- -estimated loan subsxdy 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 prowde adequate funding for each risk category.

* Group those cohorts that need indefinite appropriation loan subsidy funds separately from those cohorts that
have excess funds. Request 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 calculanon and prov1de the necessary data to record the re-estimate’
in the core financial system :

Analyze Working Capital Needs. Workmg capltal is the excess of current assets over current habllmes Wthh an

- agency may elect to set aside in the Financing Account to finance the costs of foreclosing, managing, and selling
loan collateral for collateralized programs. This activity assesses working capital data needs and provrdes for the
maintenance and accounting for these funds in accordance with OMB Circular A-34. System activities may be
located in either the direct loan system or the core financial system, as appropriate.

An automated system should:
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Portfolio Management

« Account for working cap1tal cash balances in accordance with OMB guldance

: ‘s'; [

* Record costs incurred which are funded by workmg capital. o ‘
¢ Compute the amount of Treasury mterest earned by workmg capltal funds and prov1de this amount to the

core financial system.

Porgfolzo Jl/ﬂmagement Porz;fblzo Sales Procm ,: L :_, i

OMB Ciréular A-129 states that Federal loans may be sold toa non-Federal entlty wrthout recourse, W1th the

approval of OMB and Treasury. Federal loans may be sold with:recourse if there is statutory authority for such.
sales. When a loan.is sold without recourse, the Federal Government neither warrants future payments of intérest
and principal nor takes any service or collectxon responsibilities after the sale. If 1 loan is.sold with recoirse, the
Federal Government is requlred to reimburse or repurchase the loan if the loan cannot be.collected. - ‘Under the
FCRA, the sale of direct loans is COIlSldCl‘Cd a loan' modification subject to credit reform budgetmg and accounting
requirements. ‘Additional guldelmes for loan asset sales and prepayment programs are: prov1ded in the credit
supplement to the TFM ‘ «

As shown in Illustratlon 19 the Portfoho Sales process cons1sts of the followmg major act1v1t1es

~* Prepare. Portfoho for Sale or Prepayment
’ Conduct Prepayment Program and
» Execute Portfoho Sales
Prepare. Portfoho for Sale ‘This act1v1ty 1dent1ﬁes loan aSSEts to be included in the pool of loans for silé or for
prepayment.- If the need arises, an agency has the option of engaging a financial advisor to conduct portfoho
evaluations and make recommendations as to whether to execute a portfolio sale. In.addition, this activity supports
the preparation of statistical data for ﬁnahzmg the terms of the portfolio:sale and recordmg OMB/Treasury

approval or disapproval of the sale. Subsidy costs of the sale would be estlmated outside of this system and checked
against avarlable funds before approval ‘ : ‘ .

An automated system should

. Compare loan mformatlon to agency program cr1ter1a to select loans for mclusron ina potentlal sales pool
~« Provide the ad hoc query capablhty néedéd to prov1de 1nformat10n on selected loans o o '
. Record OMB/T reasury approval or dlsapproval of the sale/prepayment
Conduct Prepayment Program Prepayment programs are initiated only when statutorlly mandated or upon “

approval by OMB and Treasury. This process supports prepayment programs conducted in con]unctlon Wlth a-
portfolio sale or mdependent of a portfolio sale. G S B

An automated system should

. Generate a prepayment offer to be sent to ehgxble borrowers for partxcrpatron in the prepayment program
* Record recerpt of commrtment letters from borrowers S

* Provide an automated interface with the core ﬁnancral system to. record the recelpt of a prepayment and the
changes in subsidy costs. :
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Portfolio Management -
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"mus‘uaﬁon 19 -

Execute Portfoho Sale Portfoho sales are initiated only When statutorlly mandated or upon. approval by OMB
‘and Treasury This process supports the preparation of statistical-data for ﬁnallzmg the terms-of the sale, the sale
closing, and transfer of sale proceeds to Treasury At the tnne of the sale legal t1tle is transferred from the agency
to the third party purchaser C :

An automated system should: _
. Identrfy loans w1th mcomplete documentatron in the loan 1nformatron store and generate a request for .
information to ensure loan files are complete R ;

» Update the loan mformatron store with any provrdcd information. - ,
e _Generate documents and other, mformatmn necessary to fmahze the sales agreement wrth the purchaser
» Update the loan informition store to tdcntxfy loans sold usmg mformatlon received from the underwriter.

"+ Provide an automated interface with the core ﬁnancxal system to record the sale of the receivables, the
proceeds changes in subsidy costs, and calculate the related gainor loss in accordance with SFFAS No. 2.
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Collateral Requirements

There are no collateral requirements applicable to the‘.Por;t_fo_lio :Man_agement funetion: - . .-

Internal Management Informatlon Reqmrements

Listed below are internal management mformatxon 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 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. Agenc1es must
maintain financial accounting information at appropriate summary levels for computational and reporting purposes.
The main levels aré: 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 direct loan
system should prov1de at least the followmg types of management mformanon

Detailed Transaction Hlstory This summary identifies, for each program by cohort and complled on a loan by
loan basis, the number and amount of loans in each phase of the direct loan life cycle. The information provided
includes the number of loans, current and delmquent and the total number and value of loans in the portfoho

Standard Management Control/Actrvxty This summary provides portfoho activity, with compansons to one or
more prior year loan activity, for agency management use in evaluatlng portfolio and credit management ’
performance. :

Portfolio Sale Historical Payments This summary. prov1des a detailed payment hlstory for each loan mcluded in
the portfolio selected for sale. Historical payment data are critical in order to assess the investment value of the
portfolio to be offered for sale, determmmg the structure and terms of the sale, and calculating the gain or loss on
the sale.

Portfolio Sale Performance. This summary provides the rating agencies and financial advisors with statistics to
more effectively evaluate portfoho charactenstlcs performance Statistics include loan-to-value ratios, effective
yields, and loss estimates. : ‘ : - : e

I’rogram Credit Reform Status Thxs summary. provrdes the status of the ﬁscal year’s credit reform -
appropriations and subsidy levels. : :

Tliustration 20 provides an overview of the Internal Management Information Requirements of the Portfolio .
Management Function.
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Delinguent "nem‘cmecﬁnn‘/mumed Debt Senvicing

OMB Clrcular A-129 rcqulrcs agcnc1es to have a fair but aggressive program to recover delmqucnt deb. Examplc
is shown in the Overview, of the Delinquent Debt Collection Function of a Direct Loan System, Illustration 21. -
Each agency must establish a collection strategy consistent with its statutory program ‘authority that seeks’ to rcturn
the debtor to a current payment status or failing that, maximize the collectlons that can be realized. '

The Delinquent Debt Collection/Troubled Debt Servicing function consists of the following major processes:

* Collection Actions Process,

and

« Write-offs and Close-outs Process.

| Ovei'vieﬁi', of the Delinquent Debt Collection Function of a Direct Loan System

Dunning

Letters

Centralized Loans ‘

(To Foreclose and

- - Liquidate Collateral :

A

>

Borrower

e Natification

T of 1099-G
* Reporting
=

Ter

¢

ion-of

(From A
Servicing)

i 4

Collection
Actions

Process

Write-offs and

Close-outs

ollcétion Action
R and .
Approval L DOJAgency
<— P Counsel

D
]

Program

Criteria

N\

Credit Information
Sources
Collection Agéncics . | Collestion'Activities ;|- -
and Results
.
Federal Agencies

Loan

Information

A

o System. . A

IRS

]
)

Financiat

Mlustration21

48

Direct Loan System. Requirements




Pt

General Requirements

This section provides the Gi){rcrnméxjtwidc functional requirements for legislative and/or program servicing actions
that must be accomplished before the debt can be referred for cross-servicing as shown in Illustration 22, Agency -
Debt Program Management and Collection Process. e B A

| ,Agency Debt Program Manageinent and Collecti'o_n' Process

' Agency Program Staff

. Troubled Debt Servicing
B Pl : R A * " 'Demand Letters
Debt established ) . . Credit Bureau reporting
, Treasure Offset Program
; Internal offset .
Private Collection Agencies
Compromise :
. Payment missed; . . Repayment Agreements
debt identified as overdue " Litigation/Foreclosure
‘ . LT o K i - Write-off
Current debt . 3
- I . : ' Reporting as discharged to IRS
servicing and co““i“]"f‘ o Schedule for sale

Billings

Payment posting/

" crediting . .
Reporting
Tracking

* Schedule for Sale

Payment missed
debt has been accelerated ~
- all agency servicing

requirements met -

Cross Servicing

Ilelinquent Deht G.nllection/Trouhled Debt Servicing_

Illpstrati‘on 22

Delinguent Debt Collection: Collection:Actions Process

The 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 TEM provide guidelines to determine the appropriate tools to use to collect
delinquent debt. If collateral is attached to the direct 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 referral of the balance for cross servicing. As shown in Illustration 23, Delinquent Debt
Collection: Collection Actions Process, Troubled Debt Servicing under agency program requirements includes:
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Delinquent Debt Col‘lection/TrnuhIéd Debt Servicing

¢ Report Delinquent Debt

» Contact with the Debtor

* Refer for Treasury Offset

* Refer to Collection Agencies

* Refer for Litigation Activities

¢ Garnishment of non-Federal Wages |

chort Delinquéﬁt Debt. This act1v1ty répoi'ts sclectéd:dclinqlic‘nt account information to credit bureaus and to
CAIVRS to indicate the delinquency status of the debt. Agencies must report all non-tax commercial and

delinquent consumer accounts in excess of a pre-determined amount credit bureaus provided that

processed the necessary Privacy Act notices for consumer debt.

the agency has

Delinquent Debt Collection: Collection Actions Process
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Delinquent Debt Collection/Troubled Debt Servicing -

An automated system should:

. Idennfy de]mquent commercial and consumer accounts for reportlng to Cl‘Cdlt bureaus (preferably by
electronic interface) and CATVRS by companng reporting criteria to delinquent loan data.

* Calculate outstandmg balances, including interest, penaltles and administrative charges and include this
information in credit bureau reports. : :

* Generate (or include in demand letters) a notice to inform consumer: borrowers of the rcferral of a delinquent
debt to a credit bureau and CAIVRS in accordance with regulations. .

* Maintain a record of each account reported to credit bureaus to allow tracking of referred accounts.

* Prepare data on appropriate medium, on a monthly basrs of dchnquent debtors to beincluded in the
CAIVRS database.

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. If the volume and amount of loans is large enough, agcncxes may estabhsh workout groups to
decide on appropnate actions to maximize debt recovery.

An automated system should-

~+ Generate and transmlt dunmng letters to debtors with past-due loan accounts.
* Identify debtors who do not respond to dunnmg letters within a specified time penod

* Track demand letters and borrower responses to document borrower due process notification (and borrower
willingness and ability to repay debt).

* Track and document debtor appeals received in response to demands for payrnent

« 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; generanng 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 debt for administrative offset is a debt that
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 over 10 years old, in foreclosure, moratorium, or bankruptcy
cannot be referred to Treasury for administrative offset. The administrative offset program administered by the
Department of the Treasury is named the Treasury Offsct 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. designated 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 sufﬁacnt to cover the full cost of implementing admuustratwe oﬂ'set the agency
can either pass this fee on to the debtor or absorb it. o B S LTI R

An automated system should:

* identify accounts eligible for referral to the TOP.

* generate written notification to the borrower that includes the foﬂowmg the nature and the amount of the

debt; the intention of the agency to collect the debt through administrative offset; an explanation of the
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rights of the debtor an offer to provide the debtor an opportumty to inspect and copy the records of the
agency with respect to the débt; and an offer to enter into'a written repayment agreement with the agency

. identify, at the end of the notlﬁcatlon period, the debtors that remain delmquent and are ehglble for referral
* offset delmquent debts mternally before referral to TOP where apphcable -
¢ transmit to TOP eligible new debts, and i increase, decrease or delete previously reported debts.

* apply’ collections received through the TOP process to debtor accounts in accordance thh apphcable '
payment application rules. : S =

* record offset fees in accordance with agency program requirements;, L
* update the- Joan: information store to reflect TOP status.-
* update the core financial system to record colléctions from TOP.

* process agency refunds glven to borrowers erroneously, offset and transmlt thxs mformatlon to Treasury ina
trmelymanner- : . o e e I

« record refunds ngen by Treasury and adjust the loan mformatlon store accordmgly

Garmshment of Non-Federal Wages. The DCIA of 1996 authorizes Federal agencies admlmstratwely to garnish
up to 15 percent of the disposable pay ¢ of a debror to satisfy delinquent non-tax debt, Prior to the enactment of the
DCIA, agencies were requrred 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, wrthholdmg order. At least 30 days before an agency
initiates garmshment proceedmgs the agency must give the debtor written notrce of i 1ts mtent

An automated system should:

* generate written notlce mformrng the borrower of the agency’s i mtentlon to initiate proceedmgs to collect the
. debt through deducnons from pay, the nature and amount of the debt to be collected and the debtor’s

dghts. T

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

* provide ad hoc reporting capability needed to monitor the amounts recovered through non- Federal wage
- garnishment.

- ¢ document that the agency provrded debtors a heanng, when requested
o interface with' the core: ﬁnanc1al system to record recelpts remltted to, the agency.

. apply collectlons recelved through wage garmshment accordmg to agency apphcatlon rales.

Refer to Collectlon Agencres This activity determines and refers delmquent loan accounts to collecnon agencres

-~ for collection. Agencies can refer debts to a private collection contractor for collectron for a period of t1me

determmed by Treasury
Anautomated system should : ce TR SRR TR R

* Compare delinquent account data, to agency program collection agency referral criteria to select delmquent
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
locatron of debtor : L L
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‘. Calculate outstandmg mterest penaltles and admlnlstratrve charges for each delmquent loan account to be
~ referred. ,

s Assrgn selected dcllnquent loan account groupmgs to appropnate collectron agencres based on collectron
- agency selection criteria for agency programs. B :

* Document that the delinquent account has been referred to a collection agency. -

* Genéerate and receive electronic transmissions-of account balarice data and status updates to and from
collection agencies.

* Record receipts remitted to the collection agency'and forwarded to the ‘agency '

+. Update the loan-information store to.reflect receipts, adjustments, and. other status changes including-
‘rescheduling, compromise, and. other resolution decisions. . Y Do ¥

T

. Accept and match collecnon agency mvorces wrth agency records

- » Generate payment to the collection agency for services rendered through the core ﬁnancral system .

AET R

« Requést, reconcile, and record returned accounts from collection agencies.

* . Interface with the core ﬁnancral system to record collectrons processed through collection agencies »

e -

Refer For thlgatron Act1v1t1es. 'OMB Circular A-129 requlres agencres to refer dehnquent accounts to the
Department of Justice (DOY), or use other ht1gat10n authority that may be avarlable, as soon as there is sufficient
reason to, conclude that full or pamal recoyery.of the debt can best be achieved: through lmgatron This activity

. determines and refers selected accounts for lrtlgatron Referrals to DOJ should be made in accordance withthe = !
Federal Claims Collections Standards -

~An autornated system should

. Compare dehnquent loan account mformauon against- the agency’s lrtrgatron referral criteria to 1denufy ,
delinquent loan accounts eligible for referral. Support identification of accounts to be referred to counsel for l
filing of proof of claim based on documentation that a debtor has declared bankruptcy l

|
|

* Provide an electronic mterface w1th credit bureaus to obtain credit bureau reports that Wlll enable assessment
of the debtor’s ability to repay before a claim is referred to legal counsel : :

* Calculate the outstanding balance including principal, interest penaltres and adrmmstratrve charges, for each
delinquent Joan account to be referred to legal counsel. . : . : .

* Generate the Claims Collection ngatron Report (CCLR) The CCLR is used to capture collection actions
and current debtor. mformatron and transmit this mformauon to DO]

~ * Receive electronic transmissions of account data and status updates to and from DO]’s Central Intake Fac1hty
"+ or the agency’s Office of General Counsel’s (OGC) automated system for referrals. -

- TR T Y v e

. Update the loan status to feflect 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.

-+» Trackfiling of pleadmgs and other motrons mcludmg proofs of claims in bankruptcy, t6:&nsure swift legal -
action and to monitor litigation activity. -

o Match agency htrgatron referrals with DOJ listing of agency hngatlon referrals
- * Record and track rccovery of ]udgment dec1s1ons
* Update the loan information store to reflect recelpts and ad]ustments

* Interface with the core financial system to record any collections resulting from litigation.
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Delinquent Debt Collection: Wntz-Oﬁi and Close-Outs Process.

OMB Circular A-129 and the Credit Supplement to the TFM describe effective write-off and close-out procedures
for delinquent loan accounts. As shown in Illustratlon 24, the Write-offs and: Closc outs process consists of the

- following major activities:
* Identify and Document Accouh.ts' Selected for Write-off, |
« Monitor Written-off Accounts and’ '
« Document Close-out of Uncollccuble Accounts
| Identlfy and Document Accounts Selected for Write-Off. This activity identifies and processes 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. w1th program requlrements require approval of the

DOJ.

An automated system should

Delinquent Debt Collection: Write-offs jan‘d Close-outs Proeess.

_h

: - 1 . . ot DOJ/ Agency Counsel ’ "
[ o = . AN B :
' K  Approval for Termination ) . ) | 1099-G
: : “ | ofCollection Action =" E ) ) IRS <€ -

ldenuf): and ) ‘Monitor Close-out

A . Written-off . . of Uncollectible
Selected for . ; Accorints “Accounts

Write-off’

Write-off B Reactivated

Loan Accounts
) Information

Y

Close-out Data

‘Receipt Managemient
- - -

A~

Progmm' ) )
Criteria » . Core Financial

\ System- -/

Write-off
Criteria

Close-out
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. ' i S A | oy

SR ey e |ati ) e 4

Notification of .
1099-G <

h Reporting

Illustration 24
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* Compare delinquent loan account information to agency program write-off cr1ter1a to seléct delinquent loan
accounts for possible write-off.

. Class1fy debtors based on financial profile and abllxty to repay.

* Have indicators of the financial well-being of a debtor, 1ncludmg debtor financial statements, credlt bureau
reports, and payment receipt history.

« Produce a CCLR for each loan account to be refetred to agency counsel or the (DOI) for approval of
- termination of collection action. Update the loan status to reflect the referral.

. Update the loan information store to reflect approval or dlsapproval by agency counsel or the DO] for
termination of collection action.

* Update the loan mformauon store and provrde an. automated mterface with the core fmancral system to
. record the write-off of the recelvable . : -

Monitor Written-Off Accounts ThlS actxvrty momtors and perlodlcally reevaluates inactive accounts for poss1ble
reclassification. ~ :

An automated system should:

* Maintain a suspense file of inactive (ertten-oﬁ) loan accounts.

» Reactivate written-off loan accounts at a system user’s request if thc debtor s ﬁnancral status or the account
status changes. : ~

Document Close- Out Of Uncollectible A¢counts. This activity completes 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 determme if the discharge of the- debt has been reported by the debtor as income.

An automated system should'

. Compare Joan account data to agency close-out criteria to 1dentxfy debtor accounts ehgrble for close-out and
1099-C reportlng

* Prepare and send a Form 1099-C to the IRS if the debtor has not responded within the required time
period. -

« Update the loan information store to reflect receipts, ad}ustments and other status changes, including
rescheduling, compromise, and other resolution decisions.

* Retain electronic summary records of close-out account actlvxty for a perlod of five years for use in agency
screening of new loan applications.

Collateral Requirements

Collateral activities, where applicable, are an integral part of the dehnquent debt collectlon function. For
collateralized loans, agencies should pursue foreclosure/liquidation of collateral after providing the debtor a
reasonable time to cure the loan, Illustration 25 provides an overview of the Foreclose and Liquidate Collateral
function. As shown, the Foreclose and Liquidate Collateral function consists of the following major processes:
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 Foareclose on Collat'eral'Proce'ss'", and -

. Manage/Dlspose of Collatcral Proccss

Foreclose and qumdate Callateml Fom'lose on Collateml

As shown on Illustratmn 26 t.hc Forcclose on Collateral process consxsts of thc followmg ma]or acnvmcs

. Identlfy Forcclosure Candldatcs, and

. Forcclosc
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o Delinguent Debt Collection/Troubled Debt Servicing. - |
Idcntify.Foreclosure_-Candidafes. Fdrec‘lowreonicqllat_&al‘rmajy, be xmt1ated upon recognition of an unresolvable
delinquency on collateralized direct loans. Collateral foreclosure includes identifying accounts eligible for
foreclosure by comparing delinquent account data to agency collateral foreclosure selection criteria;. \ |
An automated systém should:
¢ Compare c_i;lquucntﬁ account data. to coyaggral," foxl'_eclosﬁ_rg:.s‘,cléct‘ic_ﬂ)h_'ér‘itgrvipa. o e e ’
* Sort and group selected delinquent acépunts‘ by type of collateral (single family ‘o”r mulﬁfamﬂy, commercial,
‘Foreclose and Liquidate Collateral: Foreclose on ",_Collhte‘r:a'l: Process -

Program
. . Criteria

Collateral

l%oreqlosnrg
'Notice

Foreclosure -
Selection Criteria

: A} -
S ‘IiOJ/Agency
) : . Counsel -
Callateral . )

. Teansfer

" Acquired

Identify | Assct Data

i’or&clmn_lré

Foreclosure :
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ReceivaﬂeAdjustngenls S

" Loan ..
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Receipt Management

- --Losn Data

A General Ledger Management
" Acquired ) L v

|-~ ColateralData — Asset Data ;
v : e N ' Co!'eFinanclillSys(‘eln '

SN

'. Illustration 26~

farm, etc.), location, loan-to-value ratios, and amount of debt.

* Calculate outstanding principal, interest, penalties, and administrative charges for each loan account selected
for review for foreclosure. o ‘ ‘

Direct Loan-System.-Requirements- _ v S R 57




Delinquent Debt Collection/Troubled Debt Servicing -

Foreclose.- Once all outstanding prmc1pal interest, penalties, and adm1mstrat1ve charges for each foreclosure
candidate have been calculated, the loan may be forccloscd Forcclosmg mcludcs momtormg the forcclosurc
process and recording the results. : ; : :

An automated system should:

* Transmit a foreclosure notice to' the borrower.
. Transmlt information necessary for the foreclosure to the DOJ and/or agency OGC, as applicable.
« 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 managcment system for
management and liquidation of the property.

* Provide an automated interface to the core ﬁnanc1al system to record the value of the propcrty acquxrcd and
to reduce the receivable amount.

¢ Generate or provide the information needed to manually prepare IRS Form 1099-A, Acqu1s1t10n or
Abandonment of Sccured Property. o

Collateral acquired by the agency should be liquidated (sold) to prov1dc fands to recover the dehnquent 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. '

Foreclose and Liquidate Collateral: Munage/Disposégpf Collateral Process
As shown in Illustratinn 27, thc Manage/Dispose of Collateral process consists of the following major activiﬁcs:

* Manage Collateral, and .
* Dispose of Collateral

Manage Collateral. 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 direct 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 automated interface.
Dispose of Collateral. This activity supports the sale or other disposal of acquired collateral.
An automated system should: | |

- » Update the 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 collateral liquidation for further collection
activities.
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Foreclose and Liquidafe Cv(‘)ll_ateral: Manage/Dispose Collateral Process
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Illustration 27

* Provide an automated interface to the core financial system and the property management system to record
disposal of the property and associated receipts.

Listed below are internal management information requirements for the Delinquent Debt Collection 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 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.

Internal Management Information Requirements . _ : : i
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" selection criteria, and any other agency-specific details.”
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The direct loan system as shown in Hlustration 28 should provide at least the following types of management -
information: B S

Detailed Transaction History. This sumiriary 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 Manageinefif COntZrol/Activity., This summary tracks the status of all referral activity ihcludiﬁg 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 subjects
for periodic exception information include: delinquent accounts eligible for reporting that have not been reported,
defaulted rescheduled loaris, 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. N o C ' '

Offsetting Agency Description.: This summary contains offsetting agency requirements to facilitate the offset
referral process. The summary includes content and transmission specifications, reimbursement fee data, account

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. I o ' '

Collection Contractor Compensation. This summary provides monthly account analyses to calculate, track, and
verify compensation for each 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. ” L

Collateral Management Activity 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.
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Delinquent Debt Collection Function, :
Internal Management Information Requirements
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Other Reporting Requirements
This chapter provides rcquircments for two types of reporting:

* Transaction History, and -

* External Reporting Requirements.

Transaction History

The direct loan sys'terr‘l-‘must be capable of producing a'complvefte.trans'écti{on hxstory of each loan. =

External Reporting Requirements

Agencies® direct 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 direct loan system, although they are generated from the general
ledger. The reports are presented below. ' - S

Title ‘Title Purpose Level . Frequency Guidelines
Apportionment‘ g;:glse(s)tffor and : Appropri‘ation/ k ‘ . ‘
and . SF-132 apportionments Fund Account | Initial/As -|OMB Circular
Reapportionment pp (Liquidating required A-34 -
' ~land _ . ,

Schedule . Fund) ‘ :

reapportionments |

; . Report on Appropriation/

gzlc)loztton SF-133 utilization and  |Fund Account | Monthly/ OMB Circular
Fxe fu tion - status of budget |(Liquidating - |Final |A-34 5

resources _|Fund) e
Report on | '
Accounts and Report on the o, Quarterl / 1 TFM '
Loans SF-220-9 status of Supporting form y » E;
R e Due ‘|receivables dt?e for SF-220 Annually 2-4100 !
from the Public from the public

Other system outputs are described in the Functional Requirements chapters. These include items such as letters
and invoices to borrowers, SE-1151’s and SF-1081s used in Treasury borrowing, and delinquent debt information
* sent to credit bureaus, collection agencies, and the DOJ.
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Appendix A: Policies Governing JFMIP Direct Loan System ;Re_q‘uirEments

-Sequential

This appendix displays the requirements in sequential order as shown in Illustration 29.

JFMIP

«JFMIP Guaranteed Loan System
Requirements

«JFMIP Improving Travel
Management

«JEMIP Human Resources
Payroll Systems Requirements

*JFMIP Seized/Forfeited Asset
System Requirements ~ * -

*JFMIP Diréct Loan Systems
Requirements

«JEMIP Core Financial Systems
Requirements

M ial Cost Acc

bFederal Managers® Financial Integrity
Act of 1982 )

Chief Financial Officers Act of 1990

Government Management Reform Act
of 1994

bFederal Financial Management
Improvement Act of 1996

bFederal Credit Reform Act of 1990

Government Performance and Results
Act of 1993 )

Debt Collection Act of 1982

bDebt Collection Improvement Act of 1996

bInformation Technology Management

Reform Act of 1996 -

bFederal Financial Management Act of

1994

- Policies
Governing JFMIP
Dlrect Loan System Requirements
(in sequential order)

N

JFMIP Direct
Loan System
Requirements

rompt Payment Act

POMB Circular A-11, Preparation

Qb

an ission of Budget Es

FOMB Circular A-34, Istruictions

on Budget Execution

POMB Circular A-123, Management
Accountability and Control .

FOMB Circular A-127, Fmancml
Management Systems

FOMB Circular A-129, Policies for
Federal Credit Programs and
Non-Tax Receivables

*OMB Circular A-130, Managemem

t of Federal InformationResources *
OMB Circular A-134, Financial
Accounting Principles and Standards
FOMB Bulietin 97-01(October 1996)
Form and Content of Agency
Financial Siatements

OMB Bulletin 98-08 (August: 1998)

‘ /.Prm
Legislation

Audits of Federal Financial Statementi

eFederal Financial Assistance »
Management Improvement Act of
1998

*Government Waste. Fraud, and Error
Act of 1998

Tlustration 29
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Appendix A: Policies 'Govve'rning'lFMlP Direct Loan System Requirements-Sequential

OMB Circular A-11, Preparatron and Submission of Budget Estimates (updated annually). Circular A-11.-
sets forth the polrcres and procedures for preparatlon and submission of agency budget estimates to the OMB.

OMB Crrcular A-34 - Instructrons on Budget Execution: Credit Apporuonment and Budget Execunon v
(October 1991). Circular A-34, sets forth the requirements for apportlonment and budget execution for all direct
loan programs covered by the Federal Credit Reform Act of 1990. e

OMB Cn'cular A-123 Internal Control Systems (June 1995) Circular A-123 prescribes pohcres and

procedures to be followed by executive departments and agencies in estabhshmg, mamtammg, and reporting on the
internal controls in their program and administrative activities. - : o

OMB Circular A-127 Financial Management Systems (July 1993). Circular A-127 sets forth pohcres for ﬁnancral R
management systems development operatlons and evaluauon The c1rcular establlshes specrﬁc ob]ectrves related to
financial management and accountlng : i Ly : : . ,

OMB Clrcular A-129 Pohcres for Federal Cred1t Programs and Non—Tax Recelvables (]'anuary 1993) C1rcular
A-129 prescribes policies and procedures for justifying, designing, and managing Federal credit programs and for
collecting non-tax receivables. The circular discusses principles for designing credit programs, including the
preparation and review of legislation and regulations; 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

alsosets standards for extendmg credit, servicing credit and non-tax recelvables and collecting. delinquent debt. -

OMB Clrcular A-130 Transrmttal Memorandum 3 Mana; gement of Federal Informatron Resources
(Eebruary 1996). ercular A-130 establishes policies and procedures to be followed by executive departments and
agencies in managmg information, information systems, and information technology. The February 1996 revision
of the Circular contains updated guidance in the “Security of Federal Automated Information Resources,”
Appendix IIT, and makes minor technical revisions to reflect the Paperwork Reducuon Act of 1995.

OMB Crrcular A-134 Fmancxal Accountmg Prmcrples and Standards (May 1993) This Crrcular estabhshes
the policies and procedures for approving and publishing financial accounting principles and standards. Italso
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 General, the Director of OMB issues a SFFAS. ,

OMB Bulletin 97-01 (Octobér 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 Accounting Standards (SFFASs) recommended by the FASAB and
approved as of October 1996. This Bulletin explams the financial accounnng of “Direct Loans and Loan
Guarantees, Non-Federal Borrowers . , ‘ ‘

OMB Bulletm 98 08 (August 1998), Audits of Federal Financial Statements. This Bulletin establishes
minimum requirements for audits of Federal financial statements. The Bulletin’s requirements 1mplement the audxt
provisions of the CFO Act, the GMRA, and the FFMIA. ~

Chief Financial Officers Act of 1990 (CFO Act). The CFO Act provides new tools to improve the management
of the Federal Government. It establishes CFO in 23 major executive agencies as well as a new Deputy Director for
Management and a Controller in the OMB. The CFO Act reinforces the need for and development of Federal
accounting standards; supports integration and modernization of the Government’s financial systems; and requires
the preparation of annual audited financial statements.
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Government Management Reform Act (GMRA) of 1994/Federal Fmancral Management Act (FFMA) of -
1994; The GMRA expinds the CFO Act and the FMFIA. Title IV of the GMRA, (known as The Federal
Financial Management Act). Contains the financial management provisions. The FFMA requires thé Treasury
Department to prepare each year a Governmentwide, 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, including the CFO, Federal Managers’
Financial Integrity (FMFIA), GPRA, Prompt Payment, and Debt Collection Acts, The accountablhty reports
include program and financial information, such as the audited financial statements and performance meastires -
reflecting performance in meeting key agency goals; as well as the Government Performance and Results Act of
1993 (GPRA). The GPRA requires agencies to develop strategic p]ans Set performance goals, and. report annually
on actual performance compared to goals

Federal Fmanclal Management Improvement Act (FFMIA) of 1996 The FFMIA buﬂds on the CFO Act and
the GMRA by requiring agencies’ financial statement auditors to report whether agencies’ financial management
systems comply substantially with Federal financial management systems requlrements applicable federal
accounting standards, and the SGL at the transaction level. The FEMIA also requires the Treasury Department to
prepare each year a Governmentw1de, consohdated ﬁnanc1al statement that the Comptroller General aud1ts

Federal Managers Fmancxal Integrlty Act (1982) The FMFIA requrres that all executrve agenc1es 1mplcment
‘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 assetsare
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 operanonal and -
adm1msn'at1ve areas as well as accountmg and ﬁnancral management : .

Chnger-Cohen Act of 1996. The Clinger-Cohen Act requires the head of each executive agency to des1gn and
implement a process for maximizing the value and assessing and managing the risks of information technology
acquisitions. Agency heads must use performance -and results-based management practices and prepare an annual
report to Congress regarding progress in achieving these goals. The Clinger-Cohen Act designates a Chief
Information Officer (CIO) within each executive agency. Italso requires the head of each- agency, in consultation
with the agency’s CFO and CIO, to establish policies and procedures to ensure the integration of the agency’s:
accounting, financial, asset management, and other information systems, so that the systems effectively provide

- financial or program performance data for ﬂnancxal statements.

Debt Collectlon Act of 1982 (as amended) The Debt Collectron Act prescr1bes the pohcres and procedures for
exeeutlve agenc1es in Federal debt collectron acuvmes _ ,

: Debt Collection Improvement Act of 1996 The Debt Collection Act of 1996 prov1ded 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 “w1thholdmg” payments to dehnquent debtors. In addltlon the Act

. reqmred agencies to obtain taxpayer 1dent1fymg numbers.
* barred agencies from giving financial assistance to those already dehnquent on Government debt.

* - allowed agencies to establish procedures for garmshmg non- Federal wages to recover dehnquent debts not in
' .repayment status. : ,

. requrred agencies to transfer debts over 180 days delmquent to the Treasury for collecnon unless the debts
are in a specified exempt status.
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Appgnd.ix A: Policies Govgrning JFMIP Direct Loan System ‘Requirements-Sequentbial

qulllI'Cd Treasury to take action to collect referred debts mcludmg referral to another collectlon center ‘to
private collection agencies or DOJ.

allowed agencies to retain fees charged for services from collection and to retain a pomon of collections for
improving debt collection activities.

required agencies to provide debtors all due process rights, mcludmg the ability to Verlfy challenge, and
compromise claims. '

encouraged agenc1es when appropriate to sell delinquent debt.
required agencies to submit debts for offset.

simplified salary offset processes, by formally establishing an interagency consortium and allowmg agencxes to
make routine adjustments to pay, without using salary offset procedures. o

mandated electromc funds transfer

Federal Credit Reform Act of 1990. The Federal Credit Reform Act prescnbes pol1c1es and requxrements to
achiéve four objectives: to measure more accurately the costs of Federal credit programs; to place the cost of credit
programs on a budgetary basis equivalent to other Federal spending; to encourage the delivery of benefits in the
form most appropriate to the needs of beneficiaries; and to improve the allocation of resources among Cl’Cdlt ‘
programs and between cred1t and other spending programs. :
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Appendix B: Pnllcles Governmg JFMIP D|rect Loan System Requlrements -
Relational

«JFMIP Guaranteed Loan System
Requirements

*JFMIP Improving Travel
Management

*JFMIP Human Resources Payroll
Systems Requirements '

~JFMIP Seized/Forfeited Asset
System )

«JFMIP Seized/Forfeited Asset
System Requirements

«JFMIP Direct Loan Systems

Requirements

*JFMIP Core Financial Systems
Requircments

M. ial Cost Ac ing

Acts

*Federal Managers' Financial
Integrity Act of 1982

*Chief Financial Officers Act of 1990

*Government Management Reform
Act of 1994

*Federal Financial Management
Improvement Act of 1996

«Federal Credit Reform Act of 1990

*Government Performance and
Results Act of 1993

*Debt Collection Act of 1982

Debt Collection Improvement Act of
1996

<Information Technology Management
Reform Act of 1996

*Federal Financial Management Act of

1994
ompt Payment Act

Governmg JFMIP

Dlrect Loan System Requlrements,

(in relational subject order).

JFMIP Direct
Loan System
Requirements

| -oMB Circular A~129, Policies for

Federal Credit Programs and Non-Tax
Receivables,

“| OMB Circular A-127, Financial

Management Systems

*OMB Bulletin 97-01 (October 1996)
Form and Content of Agency
Financial Statements

+OMB Bulletin 98-08 (August 1998)
Audits of Federal Financial Statements.

*OMB Circular A-34, Instructions on
Budget Execution

*OMB:Circular A-11, Preparation

. and Submission of Budget Estimates

*OMB Circular A-130, Management

" of Federal Information Resources

*OMB Circular A-123, Management °
Accountability and Control

-OMB Cm:ulnrA 134, Financial

2 Principles and Standard

Proposed
Legislation

+Federal Financial Assistance-
Management Improvement Act

- of 1998

*Government Waste, Fraud, and
Error Act of 1998

N

This appchdix displays the requirements in relational subject order as shown in Illustration 30. . .
. : . . b
/m;m\ cre ~ omMB =

Illustration 30
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Appendix B: Proposed Policies Governing JFMIP- Direct loan System Requirements -

OMB Circular A-129, Policies for Federal Credit Programs and Non-Tax Receivables (January 1993) Circular -
A-129 prescribes policies and procedures for justifying, designing, and managing Federal credit programs and for .
collecting non-tax receivables. The circular discusses principles for designing credit. programs, including the -
preparation and review of legislation and regulations; budgeting for the costs of credit programs and m1n1m1z1ng
unintended costs to the Government; and improving the efficiency and effectiveness of Federal credit programs. It
also sets standards for extending credrt, servicing credit and non-tax receivables; and collecting delinquent debt. .

OMB Circular A-127; Financial Management Systems (July 1993) Circular A-127 sets forth policies. for
financial management systems development, operatxons and evaluatlon The-circular. estabhshcs spec1ﬁc ob)ectlves
related to ﬁnancral management and accounting. - - S :

Chief Financial Ofﬁcers Act of 1990 (CFO Act). The CFO Act provrdes new tools to 1mprove the management

of the Federal Government. It establishes Chief Financial Officers in 23 major executive agencies as well 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 modermzatlon
of the Government’s ﬁnancral systems; and requires the preparation of annual audited financial statements

Government Management Reform Act (GMRA) of 1994/Federal Financial 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 management provisions. The FEMA requires the Treasury
Department to prepare ¢ach year a Governmentwide, consolidated financial statement that the Comptro]ler General
then audits. Pursuant to the GMRA, several agencres participated in a pilot program in which they issue
accountability reports, consolidating their reporting under several statutes, including 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 meeting key agency goals, as well as the Government Performance and Results Act of -
1993 (GPRA). The GPRA requires agencies to develop strategic plans, Set performance goals, and report annually
on actual performance compared to goals. , L ‘ L .

Federal Financial Management Improvement Act (FFMIA) of 1996. The EEMIA builds on the CFO Act and
the GMRA by requiring ageicies’ financial statement auditors to report whether agencies’ financial management
systems comply substantially with Federal financial management systems requirements, applicable federal
accounting standards, and the SGL at the transaction level. The FFMIA also requires the Treasury Department to
prepare each year a Governmentw1de, consohdated financial statement that the Comptroller General audits.

Clinger-Cohen Act of 1996. The Clmger-Cohen Act requlres the head of each éxecutive agencyto design and. -
implement a process for maximizing the value and assessing and managing the risks of information technology -
acquisitions. Agency heads must use performance -and results-based management practices and prepare an annual -
report to Congress regarding progress in achieving these goals. The Clinger-Cohen Act designates a Chief -
Information Officer (CIO) within each executive agency. It also requires the head of each agency, in consultation -
with the agency’s CFO and CIO, to establish policies and procedures to ensure the integration of the agency’s
accounting, findncial, asset management, and other information systems, so that the systems effectlvely provide = -
fmanc1al or program performance data for ﬁnanc1al statements '

OMB Bulletin 97-01 (October 1996), and successor bulletms, Form and Content of Agency Fmancral
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 Accounting Standards (SFFASs) recommended by the Federal
Accounting Standards Advisory Board (FASAB) and approved as of October 1996. This Bulletm explams the
financial accountmg of “Drrect Loans and Loan Guarantees Non-Federal Borrowers
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Appendix B: Proposed Policies Governing JFMIP Direct Loan System Requirements .

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 requlrements implement the audlt provisions |
of the CFO Act the GMRA, and the FEMIA. .

Debt Collectlon Act of 1982 (as amended) The Debt Collecnon Act prescnbes the pohcxes and procedures for ; !
executive agencies-in Federal debt collection activities. ~ g

Debt Collection Improvement Act of 1996. The Debt Collection Improvement 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 delmquent debtors In addmon the Act: L

.. reqmred agenc1es to obtam taxpayer 1dentrfy1ng numbers

* barred agencies from giving ﬁnanc1al assistance to those already dehnquent on Government debt

shidd | iBaas SR St TR

+ allowed agencies to establish procedures for garmshmg non-Federal wages to recover dehnquent debts not in
repayment status. ' : s

. requtred agenc1es to transfer debts over 180 days dehnquent to the Treasury for collectron unless the debts
are in a specified exempt status.

. requlred Treasury to take action to collect referred debts tncludmg referral to another collectton center, to .
private collection agencies or DOJ. ' : o o v l

* allowed agencies to retain fees charged for services from collecnon and to retain a portion of collectrons for
improving debt collection activities. ‘

* required agencies to prov1de debtors all due process rlghts, 1nclud1ng the abrhty to Ver1fy, challenge, and
compromise claims. -

* encouraged agencies, when appropriate, to sell delinquent debt.
* required agencies to submit debts for offset.

* simplified salary offset processes, by formally establishing an interagency consortium and allowing: agencres to
- make routine adjustments to pay, without using salary offset procedures\

e ey

+ mandated electromc funds transfer.,

Federal Credit Reform Act of 1990. The Federal Cerlt Reform Act prescribes policies and requirements to
achieve four objectives: to measure more accurately the costs of Federal credit programs; to place the cost of credit
programs on a budgetary basis equivalent to other Federal spendmg, to encourage the delivery of benefits in the
form most appropriate to the needs of beneficiaries; and to improve the allocation of resources among credit
programs and between credit and other spending programs.

E
E
i
E

OMB Circular A-34 - Instructlons on Budget Executxon Credit Apportionment and Budget Execution
(October 1991). Circular A-34, sets forth the requirements for apportronment and budget execution for all direct
loan programs covered by the Federal Credit Reform Act of 1990. '

OMB Circular A- 11, Preparation and Submission of Budget Estltnates (updated annually), Circular A-11 sets _
forth the policies and procedures for preparation and submission of agency budget estimates to the Office of
Management and Budget

OMB Circular A-130 Transmlttal Memorandum 3 Management of Federal Information Resources '
(February 1996). Circular A-130 establishes policies and procedures to be followed by exccutive departments and :

agencies in managing information, information systems, and information technology. The February 1996 revision
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Appendix B: Proposed Policies Governing JFMIP Direct Loan System Requirements

of the Circular contains updated guidance in the “Security of Federal Automated Information R'es?our'ce:s'ﬁ’, B
Appendix III, and makes minor technical revisions to reflect the Paperwork: Reduction Act of 1995.

\

|
OMB Circular A-123 Internal Control Systems (June 1995). Circular A-123 prescnbcs pohcres and procedures | i
to be followed by executive departments and agencies in establishing, maintaining, and reporting on the internal E
controls in their program and administrative activities. L , S }
\

|

|

f

i

OMB Circular A-134, Financial Accountmg Principles and Standards (May 1993). This Circular establishes 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 General, the Director of OMB issues a Statemcnt of chcral Financial Accountmg Standards

(SEFAS).

Federal Managers’ Financial Integrlty Act (1982) The FMFIA requires that all executive agencies 1mplemcnt :
maintain, and report on internal accounting and administrative controls. These cortrols must provide reasonable E
assurances that (i) obligations 2 and costs comply with appllcablc law; (ii) funds, propérty, and other assets are
safeguarded against waste, loss, unauthorized use, or misappropriation; and (iii) revenues and expenditures are
properly recorded and accountcd for. Agency heads must annually evaluate and’ report on the control and ﬁnanc1al
systems that protect the integrity of Federal programs. The FMFIA encompasscs program operatronal and ‘
administrative areas as well as accountmg and financial management. - : ‘ .
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Appendlx C: Proposed Policies Govermng JFMIP Direct Loan System
Requirements

Proposed Policies

Government Waste, Fraud, and Error Reductlon Act of 1998, H.R. 4243 (in House committee) Proposes ~
Financial statements of agencies are required to be submitted to Congress as well as to the Director of OMB;
Technical revisions to CFOA, GMRA, and FFEMIA; agencics have the authority to accept electronic payments;
technical corrections to the Debt Collection Improvement Act of 1996; delinquent Federal debtors would be
mehglble to obtain Federal loans or loan insurance guarantees; Federal agencies would not be permitted to
terminate collection action on a debt unless the debt had been referred to a collection agency or Federal debt -
collection service; the sale of debts owed to the Umted States and encouragement of electromc payments to ‘
Vendors/contractors : . :

Federal Fmanc1al Ass1stance Management Improvement Act of 1998, H.R. 3921 S. 1642 (in House and
Senate committees) Proposes ~ Streamlining and simplification of Federal financial assistance administrative
procedures and reporting requirements; establishment of a uniform application and common rules for Federal

financial assistance programs that serve similar purposes and are administered by different Federal agencies; process

for applicants to apply electronically for and report the use of funds from Federal financial assistance programs;
improvement of interagency and inter-governmental coordination of information collection and sharing of data

pertaining to Federal financial assistance programs; and establishment of 18-month timeline for agency compliance

with the Act.
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Appendix D: Glossary

Requirements: The JEMIP system requirements are either mandatory or value-added. The dcﬁﬂtibﬁs of these two 4
categories are: ‘

mandatory - Mandatory requirements 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
compliance with systems requirements under the FFMIA. These requirements apply to existing systems in .- ..
operation and new systems planned or under development. o a '

value-added - Value-added requirements describe features or characteristité. and .‘may consist of any o

* 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. o

12
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Requests for Publications

JEMIP documents may be accessed electronically on FinanceNet Internet site:
http://www.financenet.gov/financenet/fed /jfmip/jfmip.htm

The JFMIP uses the General Accounting Office’s Document Distribution Center to fulfill
publication requests which are made after mail list distribution. The first copy of each
publication requested is free. Additional copies are $2 each. Orders for 100 or more copies
to be mailed to a single address are discounted 25%. Orders should be sent to the :
following address accompanied by a check or money order made out to the Superintendent '
of Documents, when necessary:. ‘

Orders by mail:

U.S. General Accounting Office
PO Box 37050

Washington, DC 20013

Orders may also be placed by calling 202/512-6000, by fax 202/512-6061 or TDD
202/512-2537. . |
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