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What is JFMIP?

he Joint Financial Management Improvement Program (JFMIP) is a joint and cooperative

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 JFMIP--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 JFMIP
Steering Committee, which is responsible for the general direction of the Program. The JFMIP

Executive Director, and a program agency representative (who serves for 2 years) are also.on the

Steering Committee.

The Program promotes strategles and guides financial management improvement across
government; reviews and coordinates central agencies' activities and policy promulgatlons, 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 electronic clearinghouse on the Internet.

The JFMIP has worked on interagency projects that developed a financial systems framework
and financial systems requirements. For the future JFMIP plans to assist Federal agencies in
improving their financial systems through its Program Management Office. The Office will
work on revising the Federal government's requirements definition, testing and acquisition
processes, the first target of opportunity is core financial systems. The objectives of the Office
are to develop systems requirements, communicate and explain Federal and agency needs,
provide agencies and vendors information to improve financial systems, ensure that products
meet relevant system requnrements, and simplify the procurement process.

Information on JF MIP can be found at its website at
www.financenet.gov/financenet/fed/jfmip/jfmip.htm or call (202) 512-9201.
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JOINT FINANCIAL MANAGEMENT ,
IMPROVEMENT PROGRAM

441 G Street NW, Room 3111
Washington, DC 20548
Memorendﬁm ':‘ |
DATE: December 14, 1998 -

- TO: Semor Flnanmal Ofﬁc1als

FROM: = Executive Dii?ectdr;?"JFMI-P’.”'{karéﬁ Cleary Alderman’ © -
~ SUBJECT: JFMIP Direct Loan System Requirements Doc;nmentw.f i e

. The JFMIP Direct Loan System Requirements:document Exposure Draftis
attached. This update effort was led by the Department of Education; Director -
- of Accounting and Financial Management Service, and reflects the efforts of her
- governmentwide team. The effort was supported by the JFMIP; Chief Financial
Officers Council Financial Systems Committee (FSC);.Federal Credit Pohcy o
Working Group (FCPWG); Office of Management and Budget (OMB); and others
The extensive vetting process that was used, revealed many changes that !
 needed to be included in the Direct Loan System' Requlrements document, to
reﬂect

(1) statutory and regulatory changes, including Debt Collection Improvement
Act of 1996; Statement of Audit Standards (SAS 70) Troubled Debt
Servicing; Treasury Cross-Servicing,

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

(3) JFMIP documentation changes, including the updated JFMIP.Core Financial
System Requ1rements document and issuance of the Framework for Federal -

Financial Management Systems document.

- We want to point out that mandatory and value added requirements have been
addressed in the document and defined in the Terminology appendix. ‘We ask
- that you look closely at the Terminology appendix and, if needed recommend
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 “JFMIP; FSC, Federal Accounting Standards Advisory Board General
B ,:Accountmg Ofﬁce, OMB FCPWG and others ‘

"Please prov1de your,comments by Fnday, February 26 1999 Comments on

‘any Section of this d L
to the JFMIP if theyfalso mclude your ratlonale Respondents should also ’
indicate the. capacity in Whlch they are responding S

additional terms that are shown in the document that you beheve need“ftolbe
defined.

The attachment has been reviewed, previously, by representatlves of the

The document is belng mrculated w1dely w1thm the Federa.l government' S
~financial systems community, private sector service prov1ders and: other majomi; o
3 sta.keholders It is also bemg placed on FmanceNet at SRR

WWW. ﬁnancenet gov/fmancenet/fed/Jfrmp/jfrmpexp htm N |

ment are encouraged Responses will be more ‘Thelg ful

Comments should be sent to

" Joint Financial Management Improvement Program - S .

441G Street NW, Room 31&1 1
Washmgton DC 20548

If you have any questlons, please contact Denms Mitchell via electromc mail at

telephone 202 512 5994 or fax. 202 512 9593
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Di(gct:ei:oan System: Re‘quir'ementé

- 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 (JEMIP). 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 Managément Reform Act of 1994 (GMRA), and Federal Financial Management Iﬁ'xprov'cmént‘Act of

1996 (FEMIA), which strongly reaffirmed the need for the Federal Government to provide firianicial systems that
facilitate the effective management of Government programs and services and the proper stewardship of public
resources. I o T Co BTN : S

These requirements encompass the full sqope of requirements for an automated.direct loan system. Each Agency
must evaluate whether it is practical to fully automae all of these functions or whether manual systems and_
processes are justified. Agencies are to use these functional requirements in planning their financial system
improvement projects. As with the other Systems requirements documents, agencies will have to inciude their
unique requirements, both technical and functional; with the requirements‘in this‘docurhient. ‘Furthetmore; each
agency must develop its own integration strategy detailing how the direct loan system will cither interface or
integrate with the core financial system and other applicable systems. - RS T

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. ' R

Karen Cleary Alderman
Executive Director
December 1998
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Dir_ectwl.oanlSystem-RequireMEnfsff, ‘

Introduction o s T B

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 dec131on-mak1ng, and mcreasmg
the efﬁcrency and effectrveness of serv1ces provrded by the Federal Government : ; Swini e,

ST e s
.- h

Proﬁcrent ﬁnanc1al mamgement and accordmgly, rehable ﬁnancral systems must provrde for
s DRI :z:,-. ERE
. Accountabrhty Inform taxpayers, agency personnel and the Congress in terms they can readrly understand
- about what the nation’s tax-dollars are-spent for, and how. Federal assetsare:protected. - ST

LI Ui e ——

-+ Efficiency and Effectiveness. Providé efficient aid effective service to the'v ous'partners the Agency has m
its direct loan program (i.c. 1nd1v1duals contractors, partnershrps corporatlons not-for-proﬁts, grantees, .
state and local Governments) U

b4

T

AL

i

+ Better Dec131on-Mak1ng Provrde to. agency heads program managers and the: Congress nmely reports
linking financial results and program data so that ﬁnancral and program results of pohcy and program SR
decrsrons can-be 1dent1ﬁed tracked, and forecasted more accurately e ERET ,

Office of Management and Budget (OMB) Circular A-127 Fmancral 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 ongomg
financial. systems nnprovement planmng process and perrodrc reviews of ﬁnanc1al system capabrhtres

1

Agency ﬁnanc1al systems must enable agencres to prepare ﬁnancral reports in accordance w1th Federal accountrng
and reporting standards Financial systems need to be flexible to. adapt to changes in accountmg standards

The Federal Accountmg Standards Advrsory Board (FASAB) was estabhshed 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 FEMIA of 1996 adopts the FASAB as the '
standard-setting body and requires each Federal agency to implement and maintain financial management systems -’
that comply wrth umform Federal accountmg concepts and standards..

The Direct. Loan System Requrrements document has been prepared as a continuation of the Federal F1nanc1al
Management System Requirements series that began with the Core Financial System Requirements in ]anuary
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:. .




Dir‘ect‘rLoan,-system Requirements::

Federal Financial Management Fra‘“m'ework' e,

This document is a: part ofa broad program to unprove Federal ﬁnanclal management wh1ch mvolves the -
establishment of uniform: requxrements for: ﬁnancral 1nformat10n ﬁnanc1a1 systems, reportmg, and ﬁnancxal
orgamzatxon el SR T (N R SRR AN e

System requrremcnts for common systems have been prcpared under the d1rect10n of IFMIP as a series of
publications entitled Federal Finaricial Management System Requirements. Successive publications in the series
have included the Core Financial System: Requirements: (undergoing update), Human Resources & Payroll Systems
Requirements (undergomg update), Travel System Requirements (undergoing update), Seized/Forfeited Assets System
Requirements (undergoing iipdate); and. Mumgmzl CostAccountmg System Requivements (July 1995). This "
publication, Direct Loan System: Requirements, and:its.companion; Guaranteed:Loan System qumremmts, (December
1993)” extend the estabhshment of functional reqmrernents for: agency systems :

As shown in Illustratlon 1 Financial System Improvemmt Pro]ects estabhshmg umform requrrements is only part of
the process of improving ﬁnancral 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 requiremetits as they are issued so that continuing efforts to standardize and upgrade data and
reporttng requlrements in: accordance wrth OMB’s Governmentwrde 5 “year ﬁnanctal management plan w111 be
Well deﬁned and effectrve Governmentwade ﬁancnonal requlrements assist agencies in developmg strong systems '
and information by eliminating duplicate work:among agencies and providing a common framework so that
outside vendors can more economlcally provide systems software. Devélopment of Governmentwide functional
requirements for each application is acritical 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 -
comphance with JEMIP System Requirements as this may provide the agencies with an important evaluation
criteria.” However, agencies must augmient these Governmentwide requirements with their own’ umque agency

requirements, which must be carefully defined to ensure consistency with the Governmentwide requirements. Each -

agency must also i 1ntegrate ithe Governmentwrde requrrements thh ex1st1ng systems 1nclud1ng the ma]or program :
systems that are umque to the agency.’ it . ey

The CFO Act requires agency CEOs to develop and maintain agency ﬁnancral management systems that comply
with applicable accounting principles, standards, and requirements; mternal control standards ‘and, pohcres and
reqmrements prescrtbed by OMB and the Department of the Treasury : : S

The FFMIA requtres each agency to 1mplement and maintain ﬁnancral 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 mclude the financial portions of mixed systéms, 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 compliance.

£
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Direct Loan:Sistem Requirements’
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“balance in the general ledger. R j

| Integrated Fmanclal Management Systems

'OMB Clrcular A-127 requires each agency. t ""\develop and ; mamtal le mtegrated ﬁnanc1al management :
_system.. Development of an integrated financial management system s necessary to support agency man ement
' the ob]ectlves of the CFO'Act; and FFMIA.. : :

| ‘ POI'th[)S of meed system “that prowde for eff

Integrated fmanc1al management systems may include electronic inte

To provrde 1nformat10n prepared ona umform bas1s as requlred by

Direct:Loan System Requirements:

Agency financial management systems:must be able.to. prov1de 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 subs1d1ary ledger to, the recelvable

Specrﬁcally, OMB Cerlll A 127 requ1res the

applications i if the interfaces are appropriately defined and controlled
the timing of normal busiriess cycles Determination of whether toi
them into one will depend upon the compatlblhty of the ap

i

1FO Act systems need to use con stently
;the U..S: Government SGL,

defined data, processes, and controls. Standard reporting requirements, | '
IFMIP-pubhshed financial ' system requirements, OMB circulars and bulletins, the Treasuty Financial Manual
(TFM) including the CI'Cdlt supplement Managmg Government Credit'(January 1989), and other such . -
pubhcatlons provide a starting pomt for agenc1es deﬁmng specnﬁc data elements and processes for thexr systems

As shown in; Flgure ‘of 11 ustranon 2 many layers of data can;‘-be eﬁned The three mner 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 agency or toa
program which should be standardized throughout the agency or program. Standard data classifications
(definitions and formats) must be establxshed and used for recordlng ﬁnanc1al events as prescrlbed by OMB
Circular A-127. : 8 5

Figure 2 of Illustratlon 2 shows how management processes mterrelate and provide common ﬁlnctlonahty
Common processes that are based on: tandards and used throughout the system enable transactions to be recorded
consxstently, w1th predlctable result b :

l
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Direct Loan System Requirements: « | N - l

As shown in lﬂustranon 2, data,.processes,.and apphcatlon software need to be linked to each other to form-a.
~ system; ‘each is dependent on the othier.” Figure 3 of Ilustration2 shows that the financial’s systefii forms'the -
backbone for the agency’s integrated financial management system, It provides common processing routines,
supports common data-for critical financial management functions aﬁ“ectlng the entire agency, and mainitains the -

requlred general ledger control over ﬁnanc1al transactions, resource balances -and other ﬁnancral systems RN i

Federal agencies: have. systems that support [0)) agency admnustratwe funcnons such as. personnel/payroll travel

procurement, and propeity mianagement; (2) unique acttvmes and operauons of agenicy programs, such as loan

programs, grant programs, entitlement programs, and law enforcement programs and (3) employee workstatlon
‘ such as word processmg, electromc mail. (- maxl), and desk management et

'S ﬁnanc1al systefns can be segregated 1nto two general

;Funcnonal requn'ements of the Federal gover o
n g.are deﬁmtlons for ,these two /categorles of reqmrements R T

Icategorles mandatory and value added Foll

,

ory.- ,Mandatory requxrements descnbe what the system must do; and consists rof the nummum ]

! acceptable functlomhty necessary. o estabhsh a system, or:are, based on Federal laws and regulations. , . . -
Mandatory requirements are those’ against whichagency héads evaluate their systems'to determine; substantxal
comphance with systems requlrements under the FFMIA., These requlrements apply to emstmg systems in
operatlo and new systems planned or under development «. e !

'\

T,

business practlces or’ ( 3) meetmg the spec1al managemerit needs of an md1v1dual agency Value-added
‘optional, and other similar terminology may be used to describe this category of requirements. Agenc1es should
consider value added features when judging systems optlons The need for these value added features in agency
systems-is left to the discretion of each. agency head. - ey G e e

All requirements described in this document are mandatory.

Direct Loan System =~ 5»_‘

As shown in Figure 3 of Illustratlon 2 dn'ect loan systems are an 1ntegral part of the total ﬁnancral management
system for those Federal agencies authorlzed to make direct loans. The direct loan system interacts with the
financial system to record recelvables collectlons and dtsbursements in the general ledger cons1stent with the U S.
Government SGL ' i

s




Direct Loan:System-Requirements

Backgrnund

This chapter presents a brref hrstory of Federal credrt programs descrrbes the polrcres that affect Federal Cl‘Cdlt
_programs, and defines the reles:and responsibilities of the Federal organizations involved:in. directing;; overseemg,
and unplemennng credit programs :

.. u,, S : Q""‘Q_:_':_'.

e

Federal credrt programs provrde beneﬁts to certain. borrowers or channel addltronal resources to certam sectors of ‘ !
the economy. . Examples of Federal credit programs mclude agrrcultural loans small businéss 1oans, housmg i ‘
mortgage loans; and student loans. There aré two types of Fedetal oan § programs: - ditect loans' and guaranteed ’ =
loans. In direct loan programs, the Federal Government makes a direct disbursement to an approved borrower and ‘
services the loafiand. collects the loan Guaranteed loan | programs utxhzeprrvate sector lenders rr‘gi ‘
 service loans, with allora portlon of the interest and loan repayment guaranteed by the GOVCrnment in case of
borrower default ‘ , o ‘

Federal credrt programs generally are costly to the Government because they provrde more avorable. terms fo -
borrowers than are available from private lenders, often lending to individuals and businesses who cannot obtatn
private financing.. Although the Government has chosen to admlmster these. 1nherently high risk loan. ‘programs in .
order to achieve social purposes, efficient and. effective managemerit can minimize losses.  Financial systems.ared
key elément in achrevmg this goal. Financial systems are especially critical to; unplementmg th q iremeénts of the
CFO Act of 1990, as amended, including measures of program performance and financial statéments, 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 Responsibllities of Dep‘a‘rtinents‘ 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 collectron 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 comphance with Governmentwide credit
management and debt collection policy. FMS assists agencies in improving credit management activities and
evaluates innovative credit management practices.
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Federal Accountmg Standards Advisory Board. 'The FASAB was estabhshed in October 1990 bythe . .
Comptroller General, the Director:of OMB and Budget; and the Secretary of the Treasury. ‘The Board exists
through a memorandum of understanding among these three principal Federal executives. The FASAB-
recommends acéounting standards to the JEMIP principals after consrdermg the financial and budgetary
information necds of congressronal oversxght groups; executlve agencres and other users: of ﬁnancral data

' Accountmg and Audxtmg Policy Committee. The Accountlng and Aud1t1ng Pohcy Commlttee (AAPC) isa . -
- 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 arid referencing three topical areas: Statement of Federal Financial Accounting' Standards B
(SFFAS), OMB’s Form and Content, and audit i issues. The AAPC has established a credit reform task force .
composed of members of Treasury, GAO, OMB and representatives from all the cred1t agencies to address all
accountmg, audmng, budgetrng and reportmg 1ssues encountered by agcnc1es sub]ect to the FCRA of 1990

Federal Crednt Pollcy Workmg Group Thc Federal Credrt Pohcy Workmg Group is an mteragency forum that
prov1des adv1ce and assistance to. OMB and Treasury in  the formulation and 1mplementat10n of credit pohcy In
addition to OMB and the Department of the Treasury, membershrp includes theDepartments of Agrrculture o
Commerce Education, Health and Human Services, Housing and Urban Development, Interior, Justice, Labor,
State, Transportatron Veterans Affairs, the Agency for International: Development the Export-Import Bank, and :
- the Small Business Admmrstratron . .

Agencres Each agency 1s respon31ble for managmg its own credrt act1V1t1es in’ accordance wrth its statutory v
authorities and the | provisions of OMB circulars and other policy guidance. OMB C1rcu1ar A—129 Appendlx 3
outlines the specrﬁc funcnons of the agenc1es in relatron to Cl‘Cdlt management e S
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SystemOverview = .

Thls chapter provides an overview of direct loan system requirements. Data from the loan extension, account .
servicing, portfolio management and delinquent debt functions will be used to calculate credit sub31dy estimates and J
satlsfy credit reform accountmg requirements. The overview has the following sections: S " ¢

. Summary of Funcuons prcscnts a h1gh—lcvel dcscrlpuon of the functlons that arc supportcd by dn'cct loan
systems. )

* Relationships with Other Systems describes how direct loan systems interact with other systems. e

~+ Data Requirements discusses the types of data needed to perform the various functions of a direct loan i
- system. 5 ‘ ) ) E

"»’SummaryofFunctlons SR R L :
Tllustration 3 shows thc six ﬁmcuons of direct loan systcms and the key sources and dcstlnatlons of mformanon
- flowing into and out of the loan system. ~ :

Direct Loan System Overview

Guaranteed
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System
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Information
Sources

Collection
" Agencles:

Borrowers

/" Financlal

Direct Loan Advisors &
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Account Delinquent !
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| : =
Loan : Other reporting iz
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Property - ‘
Management' - ). ..
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The following is a brref description of the major functions of a direct loan system. The Functional Requlrementsa .
chapters prov1de a detailed description of each function, including the lower level proccsses w1th1n each functlon P

Loan Extension
The Loan Extension function supports analysis of the apphcant’s ehgrblhty in accordance with statutory and
regulatory requirements. The Loan Extension function also supports the development of information to satisfy
credit reform accounting and budgeting reqmrements The processes w1th1n the Loan Extensmn functlon are;

* Application Screening,and -

* Loan Origination. . .+ -

Account Servicing

The Account Servicing function supports routine invoicing and collection of debts. The processes within the =~ .

Account Servicing function are:

* Billing and Collection, and

¢ ‘Account Status Maintenance: - .
Tréh}uvy"Cross}SMicing'

Cross- serv1cmg occurs when Treasury’s FMS or a Treasury-de51gnated debt collectlon center prowdes debt
, collectlon serv1ces for other Federal agencxes The processes within cross- “servicing are: B

. I"dentlfy Accounts Selected
. Momtor Accounts Referred to the Debt Collecnon Center and

. Support an Agency’s Request to Cross Serv1ce

Portﬁlzo Munngemmt

The Portfolio Management'ﬁlnction 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 Portfolio Management function are: :

. :P.ortfoho I’erfor.mance; y
e Program Financing, and

e Portfolio Sales.

D "’lmq%mt Debt Collectzon SR ‘ _ D
The Delinquent Debt Collectlon functlon includes the.recovery of delinquent: debt through the use of dunning

letters, offset programs, collection agencies, garnishment of non-Federal wages, litigation, and the termmatxon of
collection action on uncollectible debt. The processes w1th1n the Dehnquent Debt Collection function are:’

10
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- Collection Actions,”
* Write-offs and Close-outs, and , -
* Troubled Debt Servicing Under Agency Program Requirements.

Other Rzpmm J RB 7 m’"ﬁmb’nts , '.
This chapter provides requireménts for two types of reporting:

. Tfansécﬁéh Histogy; and
* External Reporting Requirements.

e

Reiaﬁqnships .W.iﬂi Other S&stems' \ 

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. - SR
* 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 balancing 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 overa =
specified period of time, such as a month, quarter, or a year. The direct loan 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 2 manner similarto ;.
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 with the information needed to. manage and liquidate the collateral. . - .

System Interface Functioning Verification

A team independent of the development 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: S | : | S '

-+ 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.

* - All intersystém vendors involved with the testing will create and accept a comprehensive test plan.
* A team independent of the development organization will review requiréments, test plans and scenarios,

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

1T
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* The team independent of the development orgamzatlon will work as a partner in the development effort, -
gaining system-specific knowledge while revrewmg processes, outputs and techmques to ensure comphance
with procedures and quality results.

When issues arise, they will be tracked through a CM tool and the resolunons will be mcluded in testmg s1gn off
documentation when resolved. Review other than test execution will include at a minimum the followmg :

* Requirements Traceability Matrix. The system shall be able to demonstrate that all development ‘
requirements are incorporated into the final systetn output through the use of requirements traceability
matrices. These matrices shall be submitted with the Preliminary Design Document and should be updated -
with each subsequent step in the enhancement effort (i.c., requirements should be traced through the
preliminary design, detailed desrgn spec1ﬁcatlons test plans and test results). FERE PE D

* PFunctional Requirements Document. The systern shall perform all work needed to accomphsh the spec1ﬁed'b ,
outcomes, achieve or exceed the specified performance standards, record and reconc1le funds and track and -
report activity. e e ‘ :

LR

~» Detail Design Document. The detail design ; shall fully con51der requlrements for hardware software

" intégration with other systems securrty, telecommumcatlons data managetnent, manual procedures
QA/QG, auditability, and capacity planning and management. It should document the design in
system/subsystem spcc1ﬁcatrons program spec1ﬁcanons and database spec1ﬁcatrons

bl CEAS N | it

v . |

«"'System Spec1ﬁcatxons System/Subsystem specrﬁcatlons program spec1ﬂcatlons and database spec1ﬁcat10nS‘ ' l

- should all'be included within the Detail Design Document. Specrﬁcanons should mclude ata mrmmum ‘ :
flowcharts, input/output processing, and file layouts. : AR

_* 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 ' ‘

Post Implemenmtion Te.vtz'ng .

After the system is unplemented transactions should be reviewed 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 résults. In addition,
whenever possible, daily, monthly, quarterly and fiscal/calendar year-end reports should be revrewed prlor to
dissemination to ensure that the data has updated correctly. :

Configuration Management (CM)

The direct loan system must use CM that will establish and maintain the security and i mtegrlty of the direct loan

system throughout its development life cycle. A comprehensrve CM must provide all project team members with a-

consistent level of understanding of the system engmeenng process, maintain systems stabrhty and reduce technical
' nsk assoc1ated Wlth the development effort :

G

Data Requirements |

The direct loan system stores, accesses, and/or updates several types of data. In this document, a grouping of
related types of data are referred to as an information store.. The term information store (rather than database or

12
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file) is used to avoid any reference to. the technical or physical characteristics of the data storage medium. Actual
data storage (physical databases and files) must be determined by each agency during system development and
unplementatlon based upon the loan program’s statutory requirements as well as the agency’s technical - -

environment, processing volumes, organizational structure, and degree of system centralization or dcccntrahzauon

This section defines the six mformatlon stores and provxdcs cxamplcs of the data that comprlsc each mformatlon
store. : , _ _

Direct Loan System Inﬁmnatzon Stores
The following three mformat:on stores are internal to the dlrcct loan systcm

Application Informatlon This refers to data used to dctcrmme thc chglbthty and creditworthiness of the.

applicant; data about the loan being applied for, and the status of the rcvu:w and approval of the apphcanon It )

mcludes the followmg specnﬁc typcs of data

. Apphcant Data (e. g name, addrcss mcomc, dcmographlc data)
* Application Data (e.g., amount date, program)
* Application Status (e.g., pendlng, approvcd rc;cctcd)
Loan Information. This refers to data associated with a loan once the loan has becn approved.. Data are capturcd
- from the Application Information store for approved loans. Additional data are added throughout thc life of the
loan to support servicing and analysis. It includes the followmg data: o
¢ Loan Data (.., status, subsidy information, cohort)
e Collateral Data (e.g., appraised value, status) ‘ o
* Payment History (e.g., disbursement amount, collections mcludlng principal and i mterest accrua]s)
* Special Collection Activity Data (e.g., delinquent debt collection activity and status) ‘
Program Criteria. This refers to decmon-makmg criteria used in loan extension and scmcmg, portfolio -

management, and delinquent debt collection based on statutes, program rcgulauons, and policies for the loan
program.This information store includes the following types of data:

* Eligibility . Credxt Bureau Reporting

* Creditworthiness ' * Treasury Offset Referral

* Invoicing * Cross-Servicing Referral .

. Re‘ceipt Application Rules * Collection Agency Referral for debt greatcr than
+ Loan Modification 180 days delinquent

. Dchnqucnt Debt Identification 180 days dchnqucnt |

¢ Portfolio Evaluation S SR AR

. Loan Sale . thxgatlon Réferfal - T
an * Write-off

* Loan Purchase

* Close-out

. » Prepayment » ‘ N L . g
‘ * Collateral Foreclosure Selection and Holding
* CAIVRS Referral : Costs '

13
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Other Information Stoves "+ = FE S T R ’

Additional information stores are controlled and managed outside the direct loan system: -

Credit Information. This refers'to information co'néefning-‘the applican‘f’s financial backgrbund and
creditworthiness. This information store includes the following types of data: {

* Delinquencies on Debt to the Federal Government
~* Credit History | E
K 'Employfncnt and Income Data
. Cdﬂatcr_al :Valuc’ o e

2 T

Core Financial Syétem Infbrméition_-. “This refers to ‘informa'tiohvfbr‘pe.rfotm'iné.ﬁmds.--cotitrol!‘chécks;i 1mt1at1ngor
recording payments, and recording the results of other direct loan financial transactions. This information store
includes: the following types of summary data: .' . : Sl Bl R

. B}'ldgct,Exccution Data
e Net Receivables

~» Disbursements
e Céﬂeétiohs?kécéipfs
. ‘A.dministrativc Costs
. II."ﬁnci‘pal and Inferest Data
:_ * Working Capital Data
* Acquiréd Asset Data

Qrganizationgl Information. o f, ‘ o o “ - ’
* Treasury Interést Rates

‘. ~* - Offset Requests |

. * Loan Payments

* -+ Sales Proceeds
* Approval for Sale
* Approval for Prepayment
* SF-1151 and SF-1081

"« Write-oft Approval

H

* Collection Activities and Results: ... .. . SRR

"~ ¢ Foreclose Data : ‘ l

14
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Relationships of Information Stores

Tlustration 4 depicts the relationships between the loan system mformatxon stores described abovc and. the :
processes W1th1n each functlon whlch access or update those information stores. R

—
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Introduction to Functional Requirements

“This introduction as shown in Tllustration 5 describes the ﬁmcnonal requn'emcnts for a direct loan system The
followmg functions should be supportcd by the systcm : N ‘

v

* Toan Extcnsmn
. Accogm Servicing

« Treasury. Cross-Servicing

Portfolio Mariagement

Delinquent Debt Collection

Other Reporting Requirements

'Functional Requirements

Delinquent
Treasary Debt

Loan Extension
Cross-Servicing Collection

Other Reporting

Account Servicing Portfolio Management Requirements

Tllustration 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 requlremcnts do
notinclude specific or unique requirements of individual direct loan programs.

Rather, the general requircments 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
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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.

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

OMBCirculars 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 associated with the FCRA of 1990 and the CFO Act of 1990

For each function, the narrative is supported by diagrams showing the relationship between processes and activities

and the flow of information. These diagrams are conceptual in nature; they do not imply any physicalstructure of
systems. The diagrams use conventions adopted to ensure consistency of presentation. The explanation of icons
“used in the illustrations are explained in Illustration 6. ’ :

Explanatidhvof Icons used in the illustrations B

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

Indicates an entity external to the agency.

‘lndicales a system external to the loan system. Many of the loan system processes have an interface with the core financial system. On the
diagrams; the core financial system is divided into parts which pond to the functional requi in the Core Financial System i
Requirements .

Indicates a borrower

information store is.displayed.

Indicates a document

@ indicates an information store. At the function level, the name of the information store is displayed. At the process level, the data within the

’ di dataflow in oral, el ic, or paper form. The direction of the head indi the direction of the flow.

Illustration 6
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Functional Requlrements—l.oan Extensmn - R _’ S
When cxtendmg credlt through a loan program agcnc1es must ensurc that apphcants are cons1dercd in accordance z
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 Collcctron !
Act of 1982 (DCA), as amended; the. FCRA of 1990; and OMB Circular A-129, Agencies must be able to assess..
each applicant’s ehglbrhty for the specrﬁc type of credit bemg sought and to document the result of their

determination., . i e D

General Requirements , ' S e A

This section provides the Governmentwide functional requlrcmcnts for the Loan Extcnsmn funcnon of a d1rcct loan
system. Illustration 7 provides an overview of the Loan Extension functxon As’ shown, the Loan Extension

function consists of the following major processes:

* Application Screcning Process, and L

* Loan Origination Process.

Overview of the Loan Extension Function of a Direct Loan System

. Application 1. e o / N ‘
- Applicant
I Notification Letter | ————————p>

- - Loan Disbursement

-- Commercial Accounts

Application Screening’
" Process -

Loan Origination

Process {To Account

Servicing)

AR 4

Loan
Information

Program
Crliteria

Core Financial
Systems -

Information

Tllustration 7
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Loan Extension: Application Screening Process

In order to determine the ehgxblhty of loan applicants, agencies must screen applicants for program chgxblhty and,
where appropriate, creditworthiness, as well as check funds availability. During screening, thcsystcm captures

mformanon about both approvcd and dlsapprovcd applications for use in subscqucnt loan actwmcs

As shown in Illustratlon 8, the Apphcanon Scrcenmg Proccss c0ns1sts of thc followmg ma]or actxvmes

. Process Loan Apphcanon

‘Evaluate Applicant Program Ehglbxhty,
Conduct Credit Analysis,
. Conduct Funds Control, and

Approvc/Re]cct Crednt chuest

Borrower

Loan Extension: Application Screening Process

Applu7 <

s

( .~ Credit Information \ Delinquesicies o
_Sources . Federal Debt -
CAIVERS
Credit History
Credit :
red Bumul‘ Employ ome Dat
.. Employers  Col Value
Appraisers

Interest :
Rales

Notification
<. - Letter

I Appllcluon

Appuentlon
Information

Evaluate
Applicant
Program
Eligibility

Conduct
Credit
Analysis

Conduct
Funds
Control

Approve/
Reject
Credit

Applicant Dne

Application Date]___|

Avaiisble
Subsidy

/—-\‘V

Funds Managemeat

Prograny
Landlug|
Limits .
Commitment

Collection of Application Fees.

Core Financial

System

Loan
Information

e

im0 0 | i

Illstrutation 8
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Process Loan Apphcatron Th1$ act1v1ty captures data about the apphcant and the apphcatlon
An automated system: should

« Provide for a electromc apphcatlon process usmg various medla such as a secure mternet apphcatxon (WEB s1te)
* Record critical credit application data needed to support apphcatron screenmg ‘

- ».. Provide: access to apphcanon mformatlon to all agency staff part1c1pat1ng in: the screemng and credlt-grantmg
decisions." ; o ; ; S e g i

* Process and record collections of fees rermtted w1th the apphcatlon in both the d1rect loan system and the
coE coreﬁnancxalsystem ' Derli e - o g A ;

‘Evaluate Apphcant Program Ehgrbrlrty ThlS act1v1ty supports termination. of the apphcant’s general program '
eligibility. The system.compares information from the loan application, recorded in the system, in the prior act1v1ty,
to system-stored agency program eligibility criteria, and provides the results of this companson If full automation
of this process is not pracncal the system must document the results of a manual comparison by agency staff,

An automated system should

* Compare loan application information to agency program eligibility criteria.

*  Check the appropriate system data files to determine whether the apphcant has subnntted a duphcate
application or has had a recent loan application re)ected These 31tuanons may 1nd1cate attempts by
applicants to subvert agency credit policies. : 4o :

* Document that borrowers have certified that they have been unable to obtam credit from prrvate financial
sources, where such certification is a program requlrement ‘ S .

Conduct Credit Analysis. Where requlred by statute or regulatlon, this act1v1ty assesses the apphcant’s
creditworthiness by compating the applicant’s ability'and history of 1 repaying debt’ against the'ageéncy’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 to a database of individuals dehnquent/defaulted on debt to
the Federal Government. P - S ‘

An automated syStem should:

« Provide an automated interface with credit bureaus that allows agencies to obtain applicant credit history
information (credit bureau report). For credit bureaus that do not have the capability for an automated
interface, record credit history information entered by agency staff. :

* Document that applicant financial data, repayment ability, and repayment history have been verified through
the use of supplementary data sources such as employment and income data, financial statements, tax returns,
and collateral appraisals, where this is a program requirement.

» Compare the applicant’s creditworthiness information to system-stored program creditworthiness criteria -
and, where a program requirement, calculate a credit risk rating for the applicant.

* Document whether CAIVRS identified the applicant as a borrower who is delinquent/defaulted on a
previous Federal debt. The system should allow override if the agency determines that the account was -
referred to CAIV RS in error. ‘
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Conduct Funds Control...An agency must have sufficient subsidy funds available and be-within program lending -
limits in order to approve a credit request and obligate funds. This activity supports the calculation of the subsidy

cost of a direct loan and provides an interface with the core financial system to check subsidy funds availability and
lending limits. ' : : . ‘

An automated system should:
* Provide the information needed to compute the credit subsidy amount associated with a loan using projected

cash flows and the applicable Treasury interest rate in accordance with OMB Circular A-11, A-34, and.
| SFFASNo.2. - L S

» Provide an automated interface with vthc..cotc ﬁnancié.l system to determine if sufficient ﬁind@areaﬁiléble in
- the Program Account to cover the subsidy cost and if available lending limits in the Financing Account are
- sufficient to. cover the face-value of the proposed loan. R T VR
~ + Provide an automated interface with the core financial system to commit funds for the loan if funds control is.
* not done within the DL system. SR C S
Approve/Reject Credit Request. This activity supports the final review and acceptance or tejection of each credit
application based on the applicant’s fulfillment of program eligibility and creditworthineéss criteria and based on the
availability of funds. SRR o I :
.An automated system should:
. Upd"a:tcv thc,bapplicvatior'l information sfore to reflect the status of the loan.

* Accept, identify, track, and report supervisor overrides of system- generated acceptance/rejection
recommendations. ' : B o ' o :

* Create and maintain a system record of accepted and rejected loan applications.

« Generate a letter notifying the applicant of rejection or acccptance of the loan application.

Loan Extension: Loan Origination Process

- Loan origination includes booking the loan, establishing a financial obligation, creating the loan documents, and

disbursing funds in accordance with agency requirements, the Credit Supplement to the TEM, and OMB Circular *
A-34. Loan origination is performed only if the Application Screening process concluded that the loari should be *
extended. As shown in Illustration 9, the Loan Origination process consists of the following major activities:

* Book Loan, and

. Disbursé and Account for Funds.
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Direct Loan System. Requirenients: ‘[
|

~‘Loan Extension: Loan Origination Process
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Payment Management . /&___ !
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- " Borrower - . .

Dlsburlement “ i It
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S F Commercial. ¢ . . s L o e 07 et Sibsidy Quelags): - )
Accounts . . ) . .
el l * Credit Bureaus - : o e RIS
............... ] Treasury Interest Rate . B ]
Treasury Interest Rate L easury J
Tllustration 9

Book Loan. This; act1v1ty concludes loan negotratrons and generates the necessary loan documents for the
‘borrower and the agency. o o . ‘

An automated system should:'

. Record loan terms and calculate disbursement schedules and repayment amounts and schedules as needed
* Record the cohort and risk category, as defined in OMB Circular A-34, associated with the Joan.
* Assign a unique account number to the loan that remains unchanged throughout the life of the loan.

. Support the generauon of loan documents for the borrower and the agency.

'+ Record mformatron concermng the loan bookmg process, mcludlng date of bookmg

* Record the applicable Treasury interest rate for the loan at the time of obligation in accordance w1th OMB
Circular A-34 and agency specific guidelines. This rate is used in subsidy calculations.

23



Direct.Loan System Requiremenfs‘ ‘

* Provide an automated interface with the core financial system to record the direct loan obligation, including

the obligation for the subsidy, and liquidate commitments previously recorded. ,
* Include in credit bureau reporting all commercial accounts in excess of a pre-determined amount.
Disburse and Account for Funds. This activity supports accounting procedures required by OMB Circular A-34,

and the Credit Supplement to the TFM to record payments made to the debtor. The system requirements listed
below apply to loans with either single disbursements or multiple disbursements. g

An aﬁtomated system should:
* Calculate and deduct the loan application and origination fee from disbursements if not previously remitted
~+ Provide the capability to cancel, thus deobligating, undisbursed loans.
. TUp_datc debtor accounts to reflect management override of offsets.

* Record information needed for each loan disbﬁtSérriéntj including amounts and applicable Treuuw interest

rates, to support both the computation of accrued interest expense on borrowings from Treasury and subsidy

re-estimates.

. \“Su‘ppb'r‘t the calculation of the"'borrovﬁngs;v The actﬁal brgahiZatibn of the system processés between the
direct loan system and core financial'system is at the discretion of the agency. '

* Provide an automated interface with the core financial system to initiate and record the disbursement by

cohort, establish the receivable, and record the movement of the subsidy funds from the Program Account to

the Financing Account.

* The system must be able to annotate on the borrower record that a disbursement was offset by Treasury on
behalf of another government agency. L

- If the direct loan system itself handles the payment processing, it must meet the requirements in the “Core Financial

System Requirements” related to this activity and send summary data to the core financial system.

Collateral Re-quirements

Some credit programs provide loans to finance the acquisition of an asset that then serves as collateral for thé loan,
OMB Circular A-129 requires that property serving as collateral be appraised by a state licensed or certified =
appraiser when the loan amount exceeds a pre-determined amount. Circular A-129 also requires that the useful life
and value of pledged collateral must be recognized in the direct loan system at the time of credit screening. The
estimated useful life of the collateral must be longer than the loan maturity and the loan-to-value ratio must be
within applicable program requirements. ‘ : iy

An automated system should:

B P R et e S TR I T {,a,,i_.‘u»;_;vg»,.;;:,‘ N {,;_,“ Hv ¥ ,

* Capture the estimated useful economic life of the pledged collateral, and compare it to the proposed term of
the loan. ' ‘ | * o

» Document that transactions over a pre-determined amount have a collateral appraisal by a licenised or
certified appraiser. ' ' L o
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Direct Loan System Requirements

. Compute the loan- to-value ratio and ﬂag those loans w1th a ratio exceedrng 100% (or more stnngent

standards set by the agency)

Internal Management Information Requn'ements

Listed below are internal management information requirements for the Loan Extension ﬁlnctlon This information
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 credit programs based on the agency mission andapplicable statutory requirements. In order to support these

- needs, a system should provide a user-friendly query tool (preferably graphics- based). that facilitates reporting
rapidly on any required data elements. Agencres 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 systcm should provide at least the following rypes of management information:

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

Override Exceptions. This summary identifies all credit application decisions that override 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 management
lending criteria, or anapplication is rejected even though the apphcant’s program eligibility and creditworthiness are
acceptable under agency program management lending criteria.

Potential Apphcatlon Fraud. This summary 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 application and pending application identification numbers
appear on this data summary with primary application identification information.

Detailed Transaction History. This summary contains detailed loan origination and account data. The data
summary is used for control and trackmg, as an audit trail, and provides some of the data. necessary for the credit
subsidy calculation. Detailed transaction history data summanes include, at a minimum, loan origination and
disbursement data.

Exceptions. This summary highlights exceptions in loan origination processing. The summary should be

generated periodically or on demand as needed. Examples of exception data include loan-to-value ratios exceeding
the allowable amount for a given program and approved loans that have not been disbursed within a specified -
period of time. '
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Direct Loan System Requirements

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

Itustration 10 provides an overview of the Intcmal Management Informatxon chulrcments of the Loan Extensmn
Function. :

' Loan Extension: Internal Man:él'geinent Ihformation Requ‘i‘fe'men‘t-s'. .

Appro\;al  Potential .

and
Rejection Monitoring

" Override Exceptions

Application
- -Fraud

Transaction . - Loan History

Risk Category

Disbursement |
Management
*. - Summary

Detailed

‘TFransaction
History

Hard Copy

or

System Queries

Tllustration 10
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Direct Loan System Requirements ™

Functlonal Requlrements——Account Semcmg

: - y v, . gt S .w;,'N, -
i . :

OMB ercular A-129 requ1tes 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 placeé to collect and record payments.and'to
prowde sufficient accounting and management information for effective stewardship of the loan portfolio. These
servicing activities can‘be.carried out by the agency, or obtained through a. cross:servicing: arrangement: with. -

“another agency. Under certain condmons, it may be advantageous’ for the Government to: transfer servicing: and
collection respons1b111t1es to the private sector.

General Reqmrements

'Thls sectlon prov1des the Governmentvv1de fanctional requlrements for the Account Serv1cu1g funcuon of : a dlrect- B

. loan system. If applicable; agencies that utilize. Servicer Organ

Diganizations will be requn'ed to have a Statements of
Audmng Standard (SAS) 70 examination as part of their ann

ndit” SAS 70 examines thé internal conttol

environment of Service Organizations. Illustration 11 provides an overview of the Account Serv1c1ng ﬁmctton As .

shown, the Account Serv1c1ng function consists of the followmg major processes:

. Bllhng and Collectlon Process and

* ‘Account Status Malntenance Process.

Overview of the Account »S‘e‘rvicing-. Function of ,a‘Direct’ Loan System. -

_ PROGRAM
CRITERIA

; Loan
i Payments

Billingand
Colléction
Process

i (To Portfolio

Account Status

,in{roice < ’ k'i'o Delinguent Debt
. Colléetion)

(From Loan léxlension)

LOAN
INFORMATION

CORE
FINANCIAL
SYSTEM

Illustration 11
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Direc.t:l.ban System Requirements

Account Servicing: Billing and Collection Process

This process involves routine billing and collection activities. System requirements related to collecting delinquent

debt are included in the Delinquent Debt Collection function. Agencies must ensure that invoices are generated -
promptly and that efficient méchanisms-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 making loan paymcnts As shown in. Illustranon 12
the Bﬂhng and Collection Pprocess: consists of the following major activities: o gL e

 Invoice Debtor, and

* Apply Collections.

Approved for
Pre-authorized
"\ Debit

‘Finascial © %

Borrower Institutions

Loan Payments (optional)

Loan = =
Payments

Apply
Collections

Tnvoice
Debtor

Collection gt
Data :

. PROGRAM CRITERIA

Receipt;‘Management

CORE FINANCIAL
SYSTEM

LOAN INFORMATION

" Invoicing Criteria

""" Receipt Appliéatior:\ :
Rules

Payment History

Hiustration 12
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Direetz I;pan System:Requirements

Invoice Debtor. This activity supports invoicing of debtors. Mest loans are billed based on a schedule:determined.

at loan orrgtnatton but some may be based on renegotrated payment schedules :

An automated system should _ .:‘ Bt e ; Sl

. Calculate outstandmg balances for each loan account mv01ced mcludmg prlncrpal mterest late charges and

other amounts due.

+ Identify loan accounts to be invoiced based on agency program invoicing crrterla + and loan acCourt
information, such as amount outstanding, most recent payment, payment amount due; and’ date due.:

* -Provide the capability to analyze escrow balances to adjust required deposit amounts to prevent deficiencies
'in tax and insurance deposlts and payments for housmg and other long-term real estate loans.

* Generate and transmit a bill, payment coupon, invdice or other docurnent 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 accotnt status such as electromc mqurry usmg a secure
internet site WEB site or automated telephone program such as a voice response unit.

Reportmg The direct loan system must be able to prepare and mall to borrowers by Ianuary 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 drrect loan system must be able to
transmit to the IRS mformatlon 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,

-provrdmg the agency has processed the necessary Prrvacy Act notices for:consumer-debt. -

'Apply Collectrons This actrvrty records collections agalnst debt from borrowers and applies the loan payment to
the debtor’s account in accordance with pre- deterrruned receipt apphcatton rules to the appropriate liquidating or

financing account.

An automated system should:

~ 1« Apply collections accordxng to agency program recerpt application rules to the approprrate quuldatmg 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 paying more than the scheduled monthlyv
payment), partial, full, or late payment indicator.

* Identify payments that cannot be applied and document why the payments cannot be apphed
* Apply components of payment (principal, interest, late fees) in accordance with established business rules.
* Be capable of automatically capitalizing interest in accordance with established policy. - '

* Provide an electronic means to receive payments such as Automated Clearing-house (ACH) and Electronic
Debit Account (EDA). . y s

¢ Provide the’ capabrhty to compare borrower’s pre-authorrzed debrts recerved from ﬁnanc1al
* other external sources toexpected collectrons Y

f .-tr,_.r F RIS R

e Provrde an automated mterface w1th the core ﬁnancral system to record the collectron If the d1rect loan
system itself handles the collection processing, it must meet the requirements in the “Core Financial System :
Requirements” related to this activity and send summary data to the core ﬁnancral system.
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Account Sermcmg Account Status Jl/Iamtemmce Proces:

- Agencies’ direct loan systems must contain adequatc and current mformatlon reﬂcctmg loan paymcnt h1story,
including occurrences of delinquencies and defaults, and any subsequent loan actions that result in payment
 deferrals, refinancing, or rcscheduhng As shown in Illustranon 13 thc Account Status Mamtcnance process

consmts of the following major activities: T no T

* Direct Loan Modifications, and
. Troublcd cht Serv1c1ng (Addrcsscd in Chaptcr 9 Dchnqucnt cht Collcctlon)

T

Dol

Account Servicing : Account Status Maintenance Process .

Ve Lofing
Infoitation -

 CollaeraiDaa - |

Documentation

Request
For
Madification

10 b bl

,AModlﬁed < . Agency Debt ) ‘
g M - - Program Ménagement',’
and Collection Process

(see Tllustration 22)

: Modlﬁcanons

Obligations

' Program -, .\, . ‘
CoCritenia U AT e

" Funds Management

Do fme: e e ome een e e mm oem oww e G eme

' Receivables S I
: g . Modification
Criteria

! Receipt Manbgelhent

- e e ww wm s = i o an - —

Delmquent Debt .
Identification
Criteria

Core Financial System

Tllustration 13

Direct Loan Modlﬁcatlons Mod1ﬁcat10ns to d1rect loans areGovernment actions that alter subs1dy costs by
altering the terms; of the loan. Modifications'do not include subsidy 0st re-estimates, routine administrative, -
workouts of troubled loans, and other actions that are pcrmlttcd within thc,cﬁustmg contract terms Govcrnmcnt
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 or1gmal loan agreement. Subs1dy funds must be
transferred from the program account to the financing account to cover the cost of the modificition. This is
required for all loans, although systems requirements for pre-1992 loans in liquidating accounts will be different
than the system requirements for post-1991 loans. _ ]
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_Direct Loan:System Reqt‘lirements;i

An automated system should oo I N T A T

ST B (”

e Support evaluatron of accounts’ proposed for modrﬁcatron by the agency or borrower by comparrng loan data :

to agencyprogramloanmodrﬁcatroncrlterra o D e S

any change in the subsidy amount as a result of the loan modrﬁcatlons. e

= Perform:a funds control check to: verrfy the avaxlabrhty of subsrdy through an automated mterface with: the
core financial system. g :

. Produce selected loan account mformatlon hstmgs for review by 1nternal modlﬁcatron groups

s Establish a new loan account and collateral record for each new debt i instrument: and assign a-unique- loan
account number to the new account record. - |

* Maintain a link between the new loan account estabhshed for the new debt 1nstrument and the old loan o
. account records. : :

. Update the loan 1nformat10n store to reflect the modxﬁed status of the. loan, mcludmg changes in the value or
status of any collateral v ‘ y ,

« Provide an automated 1nterface w1th the core financial system to record pre-1992 and post-1991 direct loan

modifications. o

* Generate a new loan document which di3plays information conce"rning the original and modiﬁed direct loan.j

Collateral Requu'ements o

The system must document srgmﬁcant changes to the condrtron and Value of any collateral

iInter’nal' Management ‘Information‘ Requirements

Listed beloware internal management information reqmrements for the Account Serv1cmg ﬁmcuon Thrs
information should be available to agency credit program' managers. and designated internal review officials ona
petiodic 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, riskcategory, cohort, and account. Each agency
~ also must determine whether the mformatron should be provided on hard copy reports or through system querres.

'The direct loan system should prov1de at least the followmg types of management 1nformanon:
Detailed Transaction History. This summary provrdes detailed loan account data and [payment transaction
activity ori 4 loan by loan basis to provide a sufficient amount of the detailed transaction history and should be-

accessible online to permit routine account servicing, Additional detailed transaction history should be maintained
on media such as mxcroﬁche or CD- ROM which can be readxly accesmble by the user.

b

B Tt

R i

v
ks

e

i e e




Direct Loan System Requirements

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, dchnquent in collection,; etc. The
collection;process. summarizes payment activity to allow.agency management to. monitor: the cffectiveness of each
activity in the collection process. Delinquency information is summarized to highlight delinquent debt .. .
(collateralized and non-collateralized) and modified debt. This, data summary is produced penodlcally and provrdcs
information for prcpanng the Standard Form (SF) 220_ o

Exceptions.: This summary identifiés deﬁc1cnc1cs that- have ‘occurredin the routine’ proccssmg and momtormg of
“account status. Examples of exceptions include unapplied payments.and delinquent accounts not eligible for debt
collection. This sumimary i is generally. produccd ona penodlc basis. o :

Illustration 14 prov1dcs an overview  of the Internal Management Informatlon chulrcments o

Detailed Transaction
- History -, -

Detailed Loan Account

Payment TransTisti/‘ . .
Unapplied ; Applied | - et
Payment: k Payments {

Transaction Loan History ‘Risk Category " Cohort- " Actoint

' Standard/Management

E"x'cep'tldns:‘ 5 EE ‘ ‘ g

l SF2209 [

Control/Activity o
Delinguent Debt Y.Umnnlxedrmm- .
" (collateralized - "Délinguent Accounts:
and not eligible for

debt collection

" Modified Debi -
’ Hard Copy

Tlustration 14
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Direct Loan System Requirements:

- Functional Requirements—Treasury Cross-Servicing

General Requirements

Cross-servicing occurs when Treasury’s FMS or a Treasury-designated 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.e., 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 transferréd to a
Debt Collection Center if collection action: during the appeals process-is prohibited. - There are five specific instances

/LR

1

where debts are exclided from transfer. They are: - E
. dcbtsv that are in litigation or foredosur‘c, , BT SR -
+ debts that will be disposed of under an asset sales program within one Yé‘ar after becoming eligible for sale, or =

later than one year if consistenit with an asset sales program and a schedule éstablished by the’agency and
- approved by the Director. of OMB, , : , ‘ ' o
* debts that have been réferred to 4 private collection ,’(:thractor for collection for a period of time determined
- by Treasury, - i LT . ‘ ;

L

« debts that have bccn féfc'rréd to 'a‘”:Debt Collection Center with the consent of Trcasufy and for a period of
time determined by Treasury,and., @~ oo e

* debs that will be collected under internal offset if such offset is sufficient to collect the debt within three
years after the debt is first delinquc:nt. R '

In addition, a specific class of debt may. be excluded by the Secretary of the Treasury at the request of an executive,
legislative or judicial agency. Agencies are not required to transfer to FMS debts which are over 180 days :
delinquent until such time as a final agency determination regarding the debt is made or the legal bar to further
collection action is removed. An agency may refer non-tax debt less than 180 days delinquent to FMS, or with the -
consent of EMS, to a Treasury-designated debt collection center for appropriate debt collection action.

Before referring debt to a Debt Collection Center, the agency enters into a letter of agreement with Treasury EMS
authorizing FMS to provide debt collection services. This agreement details the limitations and parameters
required for the compromise, settlement or termination of collection action. - SR ERIE

FMS and other debt collection centers may charge and retain fees (based on actual costs) for debt collection |
services. Fees may be added on to the debt as an administrative cost if authorized by law.: = - =~ = - =

Treasury can authorize an agency to “cross-setvice”, 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 éross-service and-its success‘at.collecting its own delinquent acconirits: ‘Some agencies'may be'debtsiing:
collection centers satisfactorily “working” their own debts. However, these agencies may not want to cross-service:
for other agencies. Treasury will grant a one-year waiver to the transfer provision of the DCIA for debts which are
being collected in an agency’s own debt 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 proportion it
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_nirectal.foan: System Requirements:

Treasury Cross Ser_vieing

;o J L) Routine progrm management - - -
g e ! gervicing, demand- letters, due; process
- o ) notlces, debtcollectronup to referral ’

Debts > i
) delmquent
-+ -more than 180 | , o
days — - . £
Demand Letter: |} 'y . -
Debt Collection Centet 2 — —— i l o
Accountmg i ‘Admin. Functions, Offseis . |- Credit Bureau reporting . e
Repoiting Other Services* - Federal salary o A _ (ongomg) - R . Pmth Match |
-- general 7 = : y
¢ cnfe e TET gt !"‘,
n Federal Agency
3.]. L Collection Centers
> . Collecfion Agencies
Derermme collection action - - -
throughapphcanonofcntena, RN 0 NER S A S AR L
. ) ! " Litigation
* Mortgage servicing, unclaimed assets recovery, :
consolidated credit reporting, 1099 report‘inlgl_for vendors i
*- Write-off/1099€

v‘,Illustl:a,t»io\n 15

represents of the total agency Volume a descrrpuon of the center’s use of the various debt collectlon tools and
historical portfoho performance

After debts are referred toa desrgnated collectlon center, the agency retains respons1b1hty for reportrng the debts on
the Report of Receivables Due from the Public. The agcncy is also responsible for removing accounts from its
receivables when the designated collection center directs it to write-off the debt. However, at the time the debt is.
referred to Treasury for cross-servicing, the agency must discontinue all servicing activities. At that time, the -
designated collection center has authority to act in the Gevernment’s best interest to service; collect, compromxse,
suspend-or terminate collection action in accordance with ex1st1ng laws :under Whrch the debts ariseandin -
“accordance with the letter of agreement with the Agency s S :

;T.'.”fﬁ g
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The cross servrcmg process con51sts of the followmg

ll,ir.ctaLoan;;‘Sys,tpm;l,!equimmqntst

. 1dent|fy accounts selected for cross- servrcxng, SRR T e e

" ‘monitor accounts at the debt collectlon center,and VT Lo o het

* use an agency authorxzed to ¢ cross servrce

Identlfy Accounts Selected . This actrvrty 1dent1ﬁes and refers accounts for cross servrcmg based on past

collectron hlstory and agency serv1c1ng requirements. An automated system should i

~+ compare delinquent loan account 1nformat10n tO Statutory « criteria to select dehnquent loan accounts for
poss1ble referral :

- reevaluates accounts referred for cross-servrcmg e e e e

interface wrth the core financial system to record receipts remitted to the agency.

Momtor Accounts Referred to the Debt Collectlon Center Thls actlv,rty momtors and perrodrcally

1dent1fy accounts wnth monetary ad)ustments that must be reported to the debt collecuon center

provide ad hoc reportmg capablhry needed to momtor the accounts referred to a debt: collectlon center and
the amounts recovered.

apply collectnons received from the debt collection center according to agency apphcatron rules

record collection fees in accordance with agency. program requirements.

process agency or debt collectlon center refunds notlfy debt collectlon center as approprrate and update the |

" loan'information store.

notify debt collection center of ad]ustments recalls of debt, or collections recerved by the agency on'the -
referred debt. :

remove from the accountmg and financial records accounts that the debt collectron center recommends

should be wrrtten off

Usea an Agency Authorlzed to Cross-Service. This actrv1ty determines the agency’s performance in collectmg

debts.

An automated system should:

1dent1fy the volume and type of debts servrced .

1dent1fy the tools used by the agency to collect its own debt

provide one or more years of mformat10n 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 refernng agency.
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Di‘rectf‘liliaiiﬁ:SYStem Requirements

. prov1de information to referring agency sufficient for the referrmg agency to satlsfactorrly complete the -
Report on Receivables Due From the Public. s , ;

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

* provide information to referring agency as needed i.c., collectrons received.

» provide ad hoc reporting capability needed to satisfy referring agencies umque mformatlon requests such as,.
length of workout agreements, percent of debt that can be comprormsed ‘etc, ' o I

BRI

Internal Management Informatlon Reqmrements

~Listed below are internal management mformatron requrrements for the Treasury Cross Servrcmg functron Th1s

- information shiould 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 iriternal information requitements
for the Treasury Cross-Servicing function. Each agency must determine the specific management information needs
necessary to manage its credit programs based on the agency mission and applicable statutory requirements:
Agencies must maintain financial accounting information at appropriate levels of summary for computational and*
reporting purposes The mam levels are: :

. loanhistory, : - i
o risk category,

* cohort, and

. account"

Each agency also must determme whether the 1nformat10n should be provrded on hard copy reports or through
system querres _
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Direct Loan System Requirements:

)

Functmnal Requlrements——Portfolm Management s

prograimn COStS. -

General Requiréments

This section provides the Governmentwide functional reqmrements for the Portfolio Management funcnon of a
direct loan system. Illustration 16 provides an overview of the Portfolio Management function. As shown the
Portfolio Management ﬁmcnon consists of the following major processes o o

. Portfoho Performance Process

. Program Fmancmg Process )
. Support Subsidy Estlmate (see Illustratron 18), and
Portfoho Sales Process '

Overview of the P.ortfolio' Management Function of a Direct Loan System o

L Prepayment Notice

A

OMB Purchaser

.. Treasury
Interest Rates

Loan Treasury

Information

. Treasury o "'Sn;les Prepayments

il
) Interest . Approval | i
Rates i

Portfolio

Program Portfolio

Performance
Process

Financing Sales. '

Processes

(From Account Loan
Servicing) Loan Sales
L Data Data

Financial Advisors and
Underwriters

PROGRAM
CRITERIA

Illustration 16
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Direct Loan System Requirements”

Poﬂfblz'o Management: Portfolio Performance Prbcess T T L TR

- Agencies must, mamtam adequatc and up-to-date information on the status of their loan portfoho to cvaluate

management and’ program effectivéness.’ Agencies need information about the status and quiality of thé/loan

~~ portfolio to monitor its financial health. As shown in Tllustration 17, the Portfoho Performance Process consists of
the followmg major act1v1t1cs. -

. IdcnufyLoansforEvaluanon and R R S R e
. Computc Portfoho Pcrformancc Mcasurcs acnvmes | SR o e -

Pdrtfbl_i_,o Managemeht:’ Portfolio Perforliiaxic_qi\’roc'éssu e

SR S R VI SRR SR S

R ; _Re‘pdﬂlevaluétlo_ns ; ‘ <
Program . s - i
Criteria

O _

. L - e B L m‘ . o . B
Portfolio ; - : e T o Identify . “Compute Portfolio - » - .
Evaluation . B . Loans for. <
: Pgrfqrmlnce

Criterla : o o Evaluation

i
: Lnnn‘l)m ' e
o ! Administrative Costs
.. Collateral Dats s

' Payment History

Cnfh Management

‘Special Collecth
" Activity Data

Core Financlal System o

Tllustration 17

Identify Loans for Evaluatlon “This activity selects loans for review and generates data requlred for agency
management use in performing periodic loan reviews to evaluaté-loan collateral adequacy, ensure debtor compliance
with agency loan progmm terms and condmons and momtor thc dcbtor’s ﬁnanc1al condition.

An automated systcm' -shOilld:'
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Diregt Loan System Requirements

* Compare loan data to agency program portfolio evaluatlon cr1ter1a in order to 1dent1fy loans that requlre
revrew or evaluatron , , A Ca
. Compare loan data to agency program portfoho evaluatlon cr1ter1a to 1dent1fy loans wrth potentlal for
- graduation to private sectorﬁnancmg 3 v ;

Compute Portfolio Performance Measures Thls acttvrty supports portfollo 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, strategrc plan, and financial statements. Pérformance 'k
measures inform management how: well the program reaches its intended: constituents, how effectively the program

uses its allocated resources, ‘and how successﬁllly the_ orogram achleves 1ts_‘1ntcnded pubhc pollcy results Effecttve -

perform

programs ‘or’ may be available ‘only at substantial expetise. Therefore the value of a ’glven “performance measure
should be exanuned within the context of the total cost to an agency of usrng that measure. |

Anautomated system should G e R

LF

. Compute and maintain program performance mformatron Some examples of the types of performance
_ measures an-agency may want its automated system t to compute are:

TR

e Numbcr and dollarvalue ofloans made - SR e

Averageloansize = . " PR

Loans made by geographrcal region

Number and amount of dehnquent by key indicators such as loan-to-value ratios :

Number and amount of defaulted loans by key indicators: such as. loan-to—value ratros

Number and amount of rescheduled loans .

Amount of loan wrrte oﬁ's )

. Compute and mamtaln ﬁnanc1al measures to help assess the Cl‘Cdlt soundnessof a loan program Some

: examples of the types of performance measures an agency may want,rts automated system to compute are:
e 7Average loan-to-value rauo (for collaterahzed programs) '

. Current loans as a percentage of total loans '_ L
. Dehnquent loans as a percentage of total current loans
» Write-offsas a percentage of seriously delinquent loans.
* Opverall portfolio risk rate Creh
- Loan'loss rates |

.. Recovery rates on defaulted loans “

. Compute and maintain efﬁaency measures to ‘help determrne the effectrveness of use of agency resources

Some examples of the types of performance measures an agency may want 1ts automated system to ‘compute
are: . SRR e RIS

* - Administrative cost per loan approved = - i e
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o Titne required £o process a loan application
. Admrmstratxve cost per loan serviced
« ' Administrative cost per delmquent dollar collected o
* Net proceeds on real p_roperry sold compared to appraised value -

Portfblzo]ldﬂmgemmt ng mFmancmg Proces: ,

ﬂnancmg, mcludmg Treasury D¢ ,rrowmg;
from the Treasury to finance the unsubsidized | pomon ‘of loans disbursed and to make interest payments fo

Treasury if insufficient funds are available at the time. Agencies must re-estimate subsidy costs to reflect differences.

e of obligation and disbursement and changes in projected cash flows, Finally,

in mterest rates. between the ti

- agencies may elect to. set a31de _funds as workmg caprtal to ﬁnance costs associated with foreclosmg, managlng, and

selling collateral..’ yE S e

Agencres should use the Funds Management function of the core ﬁnanaal system to record the appropriations,
apportionments, and limitations associated with the Program Account and Financing Account for each credit
program. The direct loan system would access the core financial system toperform ﬁmds control validation. -

Accounting for and controlling administrative ¢ 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 Tllustration
18, the Program Fmancmg process consists of the following major activities: :

* Support Treasury Borrowmg Calculatlons
¢ Support Subsidy Estlmate

* Support Subsidy Re-¢stimates, and

* Analyze Working Capltal Needs.

Support Treasury Borrowmg Calculations. The FCRA of 1990 provides ﬁnancmg accounts w1th permanent
indefinite authority to borrow from Treasury. The agency is requlred to track the amounts of borrowmg, 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 bemg provided by the direct loan system.
The actual organization of system processes between the direct loan systerit and the core ﬁnancral system is at the
discretion of the agency, however, together the systems must:: S PREE TR N

* Execute SF 1151’s and record amounts borrowed from Treasury to ﬁnance loans. Make ad]ustments to
borrowings during the year to reflect changes in ongmal estimates. N

* Execute and record Treasury borrowmgs to ﬁnance interest payments to Treasury if msufﬁc1ent funds are
available to make the payment. ‘ -

I w R R
z‘-,.,-; REREEI

* Track the amount of umnvested funds in the Fmancmg Account as needed to support 1nterest earnmgs
calculatlons S

. Compute interest expense on borrowmgs and i mterest earnmgs on umnvested funds

+ Execute and record repayment of principal using SF-1151s and-interest to Treasury using SF-1081s.
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}ni_r‘e,c_t Loan System ll:gquire_lnents. -

oy e e

(i Portfolio Management: Program Financing Process ©
EPRE LR BT A I D R A ‘ ! R .

: Loan Lo
lnfonnahon

PaymentHlstory NEE TR TERE

" ’LoanData "1

s Suppon
o Subsidy. .
* - 'Estimate

: Rex esumates"

"Calculatlons ,

Subsidy Obligations and
- Excess Subsidy Transfer

| Treasury CoEin s
Interest Rates

Interest Expense

Working Capital Data

Funds Management

Genernl Ledger Managemem '

Bo'rrowed‘ }

-Principal.and ;.

Interest Earnings
syt

\ Cor.efmnsmlsysw RTINS A

" 'SF 1151’ and SF 1081's

RN \u‘ Ll

Illustratxon 18

K Execute and record tCCCIPt of 1nterest earmngs from Treasury on umnvested funds usmg SF 1081’

* Provide an automated interface with the core financial system to record all calculatlons

Porefblw ]Munugament Suppm Sulmdy Estzmate -

ThJS secnon outlmes the types of' data elements Wthh mlght be mcluded ina loan system and builds upon the .
standards set forth in SFFAS No. 2, Accountmg fbr Direct Loans and, Loan, Guarantees and OMB Bulletins A-11 and
A-34. The key to implementing the requirements’ of these documents is having adequate systems and rehable data
to reasonably calculate the credit subsidy estimate.

Gwen the d1vers1ty of Federal credlt programs and ‘therefore, the wide range it data_requlred to support subs
estimates, a.loan system should be tailored to the ‘data needs of each'loan program. The data élements in a loan "
system. should be selected to allow for more m-depth analy51s 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 '
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Direct Loan:Sistem Requiremerits

Loan characteristics. ‘The loan: system should maintain data that is predlcttve 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 predlctrve 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 obtamed from eithér

the loan system, the core ﬁnancral system, or other data repos1tory wrthm or outside the agency.

. Loan number - Cash flows should be marntamed at the 1nd1v1dual loan level, even though analysrs rmght
often be done at the cohort level. Cash flows, such as receipts from property disposition, must be tracked
back to the original loan via the loan number:or: other data element used-to-identify the original loan. =

» Date of Obligation - This 1nformat10n is necessary for revrewmg historical cohort data, since cohorts are
defined by year ‘of obhgatron and for relatlng loan behav1or to other dated varlables ) g

Loan terms and condltrons A systém should malntaln the actual loan terms mcludlng maturrty, 1nterest rate and.

up-front and/or arinual fees. These data are critical for' comparmg actual payments t6 scheduled payments and for
measuring the relatronshlp ‘between default- rrsk and loan terms and conditions. The system should be able to
calculate and report, as necessary, the aggregate repayment schedule for a cohort e SR LT

Changes in loan terms and condltnons Any change in'terms and condmons needs to be recorded in-addition to
the original termsand conditions, not in place of them This data is needed both to re- estlmate the subs1dy cost -
and to establish a basis for estlmatlng new subs1d1es

Borrower locatlon Agencies may choose to collect several locatlon elements such as zrp code congressronal
d1str1ct code approvmg office code, and servrcmg ofﬁce code for regional analys1s

Borrower creditworthiness. Since creditworthiness may be a strong predrcto‘r of defaults the loan system should
include measures of the financial condition of the busmess or individual receiving the loan and past credit
expenence if apphcable. S

Loan use. For certam loan programs trackmg the mtended loan use may reveal a s1gmﬁcant vartance in cost
depending on the use of loan proceeds. LEInE

N

institution may be i unportant the value of collateral is 1mportant in a number of programs

Economic data. Nearly all loan programs are affected by trends and ﬂuctuatlons in the economy. The system
should maintain the primary economic factors which influence loan performance “The ¢ritical indicators will vary -
across programs. For housing loans, among other factors, property values and house appreciation rates should be
monitored. For programs which determine botrower’s interest rates based on  the borrower’s income, all econonnc
data on‘incomes should be maintained i 1n cither the drrect loan system the core ﬁnancral system or other data
repository within'or outside the agency. "~ * o : '

Historical cash flows. All cash transactions related to each loan should be maintained i in the system for several
years to allow fot treiid ’nalysrs “Sinice transactions may | be identificd by a wide varicty of tran actional ¢ "’des ;
agencres should consider groupmg transactions by the type of cash flows that are pro]ected in loan’ program subsrdy
estimates. These groupings will vary from program to program, depending on the’ way cash flows are projected for
subsidy éstimates., This information should be obtained from either the direct loan system, the core financial " -
system, or other data rcposxtory (such as mlcroﬁche or CD ROM that pernnts easy retrreval of data) Wlthln or
outside the agency. :
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Direct Loan System Requirements

Listed below are suggested groupings which may be modified to fit actual loan programs.

. vApproval amount.

* Disbursement amount and disbursement rate for each year.

* Up-front fee. | |

¢ Annual fees.

» Interest subsidies. , :

* Prepayments including both the timing and amount.

* Defaulted loan amounts including both the timing and amount.
* Delinquencies.

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

* Scheduled prmcrpal and interest payments.
* Actual prmcrpal and interest payments

Support Subsrdy Re-estimates. OMB Circular A-34 and SFFAS No. 2 generally requires that the subsidy 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 prepaymerits, defaults,
delinquencies, recoveries, etc. This activity examines the results of operations, by risk category (if applicable) and
cohort, and adjusts loan sub31dy costs between risk categories (if applicable) 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 fmancral 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 begmnmg of each
fiscal year in accordance with OMB Circular A-34 and SFFAS No. 2.

« Maintain cash flow data that permits comparison of actual cash flows each year (and new estimates of future
cash ﬂows), as well as historical data from prior years to the cash flows used in computing the latest loan
subsidy estimate.

* Compare the current year re-estimated subsidy cost to prior years re-estimated loan subsidy costs to
determine whether subsidy costs for a risk category increased or decreased. :

« Transfer loan subsidy from those risk categories with an excess of loan subsidy to those risk categories in the
same cohort that are deficient in loan subsidy to provide adequate 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 inerease for those -

- cohorts of loans that have msufﬁcxent subsrdy Transfer excess subsrdy of cohorts of loans to. the Speaal
Fund ReceiptAccount.

The loan system should support the re-estimate calculation and provide the necessary data to record the re-estimate
in the core financial system.
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Direct Loan System Requirements:-

Analyze Working Capital Needs.: Working: capital is the excess of current assets over current liabilities-which 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 providcs for:the-
maintenance and accounting for these funds in accordance with OMB Circular A-34. System activities may bc
located in either the direct loan system or the core financial system, as appropriate.

An automated system should:

* Account for working capital cash balances in accordance with OMB guidance.
* Record costs incurred which are funded by working capital.- ‘

* Compute the amount of Treasury interest earned by working capital funds and provide this amount to the ‘
core financial system. ‘ , e é

Portfolio Wnagemmt;' Portfblio Sles Process

OMB Circular A-129 states that Federal loans may be sold to a non-Federal entity without recourse, with the
approval of OMB and Treasury. Federal loans may be sold with recourse if there is statutory authorlty for such
sales. When a loan is sold without recourse, the Federal Government neither warrants future payments of interest
and principal nor takes any service or collection responsibilities after the sale. If a loan is sold with recourse, the ;
Federal Government is required to reimburse or repurchase the loan if the loan cannot be collected. Under the {
FCRA, the sale of direct loans is considered a loan modification subject to credit reform budgctmg and accounting
requirements. Additional guidelines for loan asset sales and prepayment programs are provided in the credit.
supplement to the TEM. . ,

As shown in Illustration 19; the ‘Portfolio Sales process consists of the following major activities:

* Prepare Portfolio for Sale or Prcpaymcnf,
» Conduct Prepayment Program, and
* Execute Portfolio Sales.

Prepare Portfolio for Sale. This activity 1dent1ﬁcs loan assets to be included in the pool of loans for sale or for
prepayment. If the need arises, an agency has the option of engaging a financial advisor to conduct portfolio
evaluations and make recommendations as to whether to execute a portfolio sale. In addition, this activity supports
the preparation of statistical data for finalizing the terms of the portfolio sale and recording OMB/Treasury
approval or disapproval of the sale. Subsidy costs of the sale would be estimated outside of this system and checked
against avallable funds before approval. - ,

An automated system should:

* Compare loan information to agency program criteria to select loans for inclusion in a potential sales pool.

. Prov1dc the ad hoc qucry capablhty niceded to prov1de information‘on selected loans. -+~

» Record OMB/T reasury approval or d15approval of the sale/prcpaymcnt

Conduct Prepayment Program. Prepayment programs are initiated only when statutorily mandated or upon
approval by OMB and Treasury. This process supports prepayment programs conducted in conjunction with a
portfolio sale or mdependent of a portfolio sale.
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Dirgct Loan System Requirements

" Financial

Loan Sale/
Prepayment
Criteria

i

A

~ Portfolio Management: Portfolio Sales Process

: Program el
Criteria. ' ’
Prepayment

. Notice

0 . CLOAN.T Y
~JINFORMATION

_ Payment History

. /Loan Data - . -

Advisor : Prepayments
P Prepare ‘ ,
.) . Portfolio Conduct Execute
for Sale or Prepayment Portfolio
Loan Data I Rer, nt Program Sales
bl e D N X
_— R ol :
. Request Approval for. B S o D“:: I z
Sale/Prepayment Program Landing | 1. Sales. .
: Limits/Available /- ) Structure
Subsidy. . fme s - - —— o Dl
. --.-Funds Management - . o
.  CotéFinancial System '

' Underiiter

An automated system should:

* Generate a prepayment offer to be sent to eligible borrowe
* - Record receipt of commitment letters from borrowers.

* Provide an automated interface with the core fin

changes in subsidy costs.

.. Tllustration 19

rs for participation in the prepayment program. . -

ancial syétem to record the receipt of a prcp‘aymcnt and the .

Execute Portfolio Sale ji"ortfolio sales are hﬁﬁated_ only when statutorily:handdtcd or l.lp()n aéproval byOMB
and Treasury. This process supports the preparation of statistical data for finalizing the terms of the sale, the sale

closing, and transfer of sale proceeds to
to the third party purchaser.

b it

An automated system should:

* Identify loans with incomplete documentation in the loan informati

information to ensure loan files are complete.
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Direct Loan System Requirements -

* Update the loan information store with any provided information.
* Generate documents and other information. necessary to finalize the sales agreement with the purchaser.
~* Update the loan information store to 1dent1fy loans sold using information recelved from the underwriter.

* Provide an automated interface with the core financial system to record the sale of the receivables, the
proceeds, changes in subsidy costs, and calculate the related gain or loss in accordance with SFFAS No. 2.

Collateral Requirements

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

\

Internal Management Informatlon Requn'ements

Listed below are internal management mformanon requn'ements for the Portfoho Management function. This
information should be available to agency credit program managers and designated internal review officials on
aperiodic 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 needsnecessary
to manage its credit programs based on the agency mission and applicable statutory requirements. Agencies must

maintain financial accounting information at appropriate summary levels 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 querles The derCt loan
system should provide at least the following types of management mformanon

Detailed Transaction Hlstory This summary 1dent1ﬁes for each program by cohort and compﬂed on a loan by
loan basis, the number and amount of loans in each phase of the direct loan lifecycle. The information provided
includes the number of loans current and delinquent, and the total number and value of loans in the portfolio.

Standard Management Control/Activity. This snmmary'p'rbvides portfolio activity, with comparisons to one or
more prior year loan activity, for agency management use in evaluating portfolio and credit management
pcrformance

Portfolio Sale Historical Payments. This summary provides a detailed payment history for each loan included 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, determining the structure and terms of the sale, and calculanng the galn or loss on
the sale. ' :

Portfolio Sale Performance. ThlS summary prov1des the rating agencies and financial advisors with statistics to
more effectively evaluate portfolio characteristics performance Statistics include loan-to-value ratios, cffective
y1elds and 1oss esumates C -

Program Credlt Reform Status Thls summary provxdes the status of the ﬁscal year’s Cl‘Cdlt reform
appropriations and subsidy levels.

Illustration 20 provides an overview of the Internal Management Informatlon Requn'ements of the Portfoho
Management Function. s
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Direct Loan System Requirements \{

i Coon i N Tyt N T i

"Portfolio Management: \Inter‘nal Management Information Requirementé

Performance:

Detailed Transaction - .
- oo ' Measures

History

Number of Current
.and -
Delinquent Loans -

Total Number
and Value
of Loans in Portfolio

]

Transaction e W Loan History " Risk Cméory ‘

Portfolio Sale

Ponfolm

Program Credit

. | | B ' Lo N . - i P ‘
l Rating Agehcics" e Finnncial'Aqviso'rsl'

System Queries .

Illustration 20
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Direct Loan System Requirenients

Functional Requlrements——nelmquent Debt Cnllectmn/r roubled Deht Semcmg

OMB Circular A—129 reqmres agenc1cs to have a falr but aggrcsswe program to recover dehnquent debt 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 return
} thc debtor to a current payment status or failing that, maximize the collecnons that can be rcahzed

The Delinquent Debt Collcctflon/I‘roublcd cht Scmcmg function consists of the followmg mMajor processes:

* Collection Actions Process; and-

* Write-offs and Closc-outs Process.

| OVérview of the Delinquent Debt Cdilé&ibn Func‘_tib'n‘ of a‘Dir'ec_t Loan SyStem-

(From A t

. Dunning

i Letters

———»

= L

Centralized Loans
(‘i‘o Foreclose and
Liquidate Collateral

Notification
of 1099-G
Reporting

A

" Termination of
f Collection Action

Request and

A

Servicing)

Delinquent Debt Informatio;

- 4

Collection
Actions

PP

d

Write-offs and

Close-onts

A 4

DOJ/Agency
Counsel

- IRS

o0
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* Direct Loan System Requirements

General Requirements

This section provides the Governmentwide 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 Hlustration 22, Agency
Debt Program Management and Collection Process. - S o

. i) A RO TIT .
Agency Debt Program Management and Collection Process
l Agency Program Staff
= o B Troubled Debt Servicing
l -—_----------
. . o ‘ " Dernand Leters
Debt established ) Credit Bureaui reporting
ey . ) . : Treasure Offset Program
" Internal offset
Private Collection Agencies
e ; " Compromise
_ - Paymentmissed; -~ - ‘ Repayment Agreements -
. debt identiﬁegi]asoverdue_ L 1 - Litigation/Foreclosure
: ‘ o ’ T R Write-off
Current debt : : o
VT N - Reporting as discharged to IRS
, servicing and collection o ) ) Schedule for sale
D e - E S e o e Y ]
"Billings. . ..
Payment posting/
crediting .
Reporting i
Tracking .
Schedule for Sale ‘
Payment missed
debt has been accelerated -
all agency servicing
requirements miet
Cross Servicing
Hlustration 22

Delingquent Debt Collection: Collzction Actions Pioa;.vs

The agency has considerable “ﬂexiBility in ‘éetcrm ning how to ‘fc{olleczt its dcﬁﬁquent debt. Thersize, 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 TFM'providc guidelincs 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,
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Direct Loan System Reduirements ‘ ' | \ - -

Dchnquent Debt Collcctlon. Collcctlon Actlons Proccss Troublcd Debt Serv1c1ng under agency program: ;.
reqmrcments mcludcs* - o : ‘ , :
. Report Delmqucnt Debt o , ‘ e
» Contact with the Debtor : e o o =
* Refer for Treasury Offset - '
* Refer to Collection Agencies

. * Refer for L1t1gat10n Act1v1t1es »
* Garnishment of non-Fedcral Wagcs

| belinguént’ Debt Collection: Coliectinn Actions Process’

[ ... Credit Burgdhs.. .. : i ‘ . * Notification of ..

Referral

v +—v .
g

\ ??,"b‘werv Agency OGC/DOJ

Dunning Letter'|’

" Notification
of
Referral

Notification
of
Garnishment

Other Federal
- Agencies
\ (e.g., IRS) J
[

' Appeals

Collection Agencies, t i

Contact L Gamishment Referto . po ‘
Debt Y non-Federal Wages Agencies gation. ;
— 3 ‘
|
i

- " L " Collection Data L |

Receipt ] ) ;

. . Management L
Core Financial Recexpt Management

System

Core Fmanclal System

!m"a/

i CAIVRS Referral Criteria
Loan
T Credit Bureau Reporting .
‘Loan. - Citeria Information
Information == g
: : Offset Referral Criteria [~

Loan Data

‘ Collecnon Agency Referral -

Loan Data

Special Collection Actlvnty
Datg

Special Collection

Activity Data N Criteria ) — ) )
S R \ :f"". J'Tl" : .'F". ;i L thlgatlon Referral = I e =) } ¥ ,‘r.'.:,‘i%'i MBI v’!e
. i - Criteria .~ . : ‘ N R :
" Ad Hoc Reports ‘ g
Tlustration23 = - - ‘ R AR |
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Direct Loan System Requirements::

Report Delinquent Debt. This activity reports selected delinquent account information: to credit bureaus and o
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 provrded that the agency has
processed the necessary Privacy Act notices for consumer. debt. . x :

An automated system should:
. Identlfy delinquent commiercial and consumer accounts for reportmg to credit bureaus (preferably by

electronic interface) and CAIVRS bycomparing reporting criteria to delmquent loan data. .

* Calculate outstanding balances, including interest, penaltles and admm1strat1ve charges and mclude tlns
information in credit bureau reports. - : :

* Generate (or mclude in demand letters) a notice to mform consumer borrowers of the referral of a dehnquent
debt to a credit bureau and CAIVRS in accordance with regulations.

* Maintain a record of each account reported to credit bureaus to allow trackmg of referred accounts :
* Prepare data on appropriate medium, ona monthly basrs of delmquent debtors to be mcluded in the
CAIVRS database.. - -~ - 2 S =

Contact with Debtor. It i is critical for an agency to address a delmquency unmedlately to prevent it from
becoming more serious. If the delinquency is not resolved after the initial contact, the agenicy should pursue
additional contacts. If the volume and amount of loans is large enough agencxes may estabhsh Workout groups to
decide on appropriate actions to maximize debt recovery. - : =

An automated system should:

. Generate and transmit dunmng letters to debtors w1th past-due loan accounts
. Identlfy debtors who do not respond to dunmng letters wrthm a spec1ﬁed trme perlod

* Track demand letters and borrower responses to document borrower due’ process nouﬁcauon (and borrower
willingness and ability to repay debt). SR . ,

¢ Track and document debtor appeals recelved in response to demands for-payment.

* Provide automated support to the collection process. Support could be provided for activities such as
contacting a delinquent borrower by phone; documenting contacts with a debtor and the results; -

documenting installment payments, rescheduling agreements, and debt compromise; generating management .

reports; and tracking the performance of individual agency, collectors o

Refer for Treasury Offset. The DCIA of 1996 mandates the referral of all Federal debts over 180 days delinquent
to Treasury EMS for the purposes of administrative offset. A delmquent debt for administrative offset is a debt that
is not being paid voluntanly by the debtor. If the delinquent debtor is in 2 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, admrmstratwe oﬂ'set _program administered by the. -
Department of the Treasury is named the Treasury Offset Program (TOP) ‘The DCIA requlres 'EMS, the U'S.
Postal Service, or any other government corporation, or any other disbursing officials of the U.S. deS1gnated by the
Secretary of the Treasury, to offset Federal Payments to pay the delinquent debts. When fully implemented, TOP
will offset Federal salaries, IRS refunds, and Federal administrative payments such as payments to vendors. DCIA
authorizes Treasury to charge a fee sufficient to cover the full cost of implementing administrative offset; the agency
can either pass this fee on to the debtor or absorb it. :
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| Direct Loan System Requirements - o —

Anautomatedsystemshould T T e R N L !

. 1dcnt1fy accounts eligible for referral to the TOP o , L e T b

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

* identify, at the end of the notification period,.the debtors that remain delinquent and are ehgxble for referral.
* offset delinquent debts mternally before referral to TOP, where 4pplicable. - ‘ SRS
. transrrut to TOP eligible new debts and i 1ncrease decrease, or delete prevrously reported debts.”

mr T

4 . apply collections received through the TOP process to debtor accounts 1n accordance Wlth apphcable o
: - payment apphcanon rules. "

« record offset fees in accordance w1th agency program requrrements

. update the loan 1nformatron store to rcﬂcct TOP status.

A R

* update the core financial system to record collectlons from TOP.

il

1 ik

* process agency refunds glven to borrowers erroneously offset and transrmt thlS mformatlon to Trcasury ina
timely manner. . :

. record refunds glven by Treasury and adjust the loan mformatlon store accordmgly

Garnishment of Non-Federal Wages. The DCIA of 1996 authorlzes Federal agencies adrmmstratrvely to. garmsh
up to 15 percent of the disposable pay of a debtor to satisfy delinquent non-tax debt. Prior to the enactment of the
DCIA, agencies were required to obtain a court judgment before garnishing the wages of non-Federal employees.
Wage garnishment is a process whereby an employer withholds amounts from an employee’s wages and pays those .

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

An automated system should.h

* generate written notice informing; the borrower of the agency’s intention to initiate proceedings to collect the
debt through deductrons from pay, the nature and amount of the debt to be collected, and the debtor’s

rights. : ‘
* document that the Wage garnishment order was sent to the employer.

-+ provide ad hoc reporting capablhty needed to momtor the amounts recovered through non-Federal wage
garnishment. : , : : : :

* document that the agency provrded debtors a hearmg, when requested,
. mterface with the core ﬁnancral systern to record recelpts remitted to the: agency.

« apply collectrons recerved’through wage garmshment accordmg to agency apphcatron rules

Refer to Collection Agencies. This activity determines and refers dehnquent loan accounts to collection agencies
for collection. Agencies can refer debts to a prlvate collecr_ron contractor for collectron fora penod of time -
determined by Treasury :

An automated system should:
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+». Compare delinquent account data to-agency program collectron agency referral criteria to select dehnquent

loan accounts for referral to collection agencies.

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

Calculate outstanding interest, penaltres and admmxstratlve charges for each dehnquent loan account to be

- referred. -

Assign selected dehnquent Joani ‘account groupings to appropnate collectron agencres based on collecnon
agency selection criteria for agency programs. = . N ,

Document that the delinquent account has been referred to a collectlon agency

‘Generate and receive electromc transmrss1ons of account balance data and status updates to and from
collection agencies. ; e R e s caersih o

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 mcludmg
rescheduling, compromise, and other resolution decisions.

Accept and match collection agency invoices with agency records
Generate payment to the collection agency for services rendercd through the core ﬁnanc1al system
Request, reconcile, and record returned accounts from collection agenc1es

Interface w1th the core fmanc1a1 system to record collectxons processed through collectlon agenc1es

Refer For thlgatlon Activities. OMB ercular A-129 requires agenc1es to refer dehnquent accounts to the
Department of Justice (DOJ), or use other litigation authority that may be available, as soon as there is sufficient -
reason to conclude that full or partial recovery of the debt can best be achieved through htlgauon This activity
determines and refers selected accounts for litigation. Referrals to DO] should be made in accordance w1th the
Federal Claims Collections Standards. , : !

An automated system should:

Compare delinquent loan account information against the agency’s litigation referral criteria to identify
delinquent loan accounts eligible for referral. Support identification of accounts to béreferred to counsel for
filing of proof of claim based on documentation that a debtor has declared bankruptcy.

Provrde an electronic interface with credit bureaus to obtain credit burean’ reports that wrll enable assessment
of the debtor’s ability to repay before a cla1m is referred to legal counsel.

Calculate the outstanding balance, 1nclud1ng principal, interest penaltles and admlnlstratrve charges, for each
delinquent loan account to be referred to legal counsel. :

Generate the Claims Collection Litigation Report (CCLR) The CCLR is used to capture collectron actions
and current debtor mforrnatlon and transmit this mformatlon to DOI

RCCCIVC electronic transmissions of account data and stattis updates to and from DO]’s Central Intake Facxhty

or the agency’s Office of General Counsel’s (OGC) automated system for referrals.

Update the loan status to reflect referral for litigation so that the loan can be excluded from other collection
actions, and to alert the agency to obtain approval from counsel before accepting voluntary debtor payment.-
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o Track filing of pleadmgs and other. motlons mcludrng proofs of claJms in bankruptcy, to ensure sw1ft legal '
action and to momtorhtrgatlon actlvrty -

- » Match agency litigation referrals with DO] hstmg of agency htlganon referrals l .' R l
* Record and track recovery of ]udgment decisions. - s
. Update the loan information stote to reflect receipts and ad)usnncnts ’ o o ,j
e Interface wrth the core ﬁnanc1al systen)_ to record any collectlons resulting from ﬁﬂgntiOn._ L I

Delmquent Debt Collectwn Wmte- Oﬂ’i tmd Close—Outs Proms

OMB Crrcular A—129 and the Credlt Supplement to the TFM descr1be effecttve write-off and close-out procedures | ; E
for delinquent | loan accounts. As shown in Illustratlon 24, the Write-offs and Close-outs process consists of the -

following major activities:

¢ Identify and Document Accounts Selected for Write-off, -
* Monitor Written-off Accounts, and o

. Document Close out of Uncollectrble Accounts

Delinquent Debt Collection: Write-offs and Close-outs Process
* P ,‘ -4 ' . " cL . . P
: ‘. S . DO/ Agency Counsel 1
|" CCLR | - -  — ) -
il : TN U P B e . SR
A — i 1 |Approval for Termination .. '*% Al S P 1099-G -
o"f,Collecliplr Action . . : IRS < —
’Docll‘::::&:nc:ums Monitor Document Close-out .
: Selected for Wiritten-off -of Uncollectible -
t A "
* Write-off; . 2t :
! ' R R R RRRRRE
. Writeoff } - T Reactivated
Loan Accounts
2 Information -
Receipt Managemem » - Close-out Data
Progrmi 0\, [ = < .
. Criteria Core Financial
. System
‘1. Write-off N RS
Criteria
- am -
. 5
o] s Closeout ,
‘ v Criteda | . ¢
. g : ] ; N
\_/ Notification of
1099-G <€
- o Reporting

Tllustration 24
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Direct Loan System Requirements:

Identify and Document Accounts Selected for Write-Off. This activity 1dent1ﬁes and processes accounts for -
write-off based on past collection history and a system-prepared debtor ﬁnanc1al proﬁle erte-offs of léan
accounts that-exceed a pre- detcrmmed amount in accordance W1th program requn‘ements reqwre approval of the

DO]
An automated .systern should:
¢ Compare delinquent loan account- 1nformat10n to agency program erte-off criteria to select dchnquent loan
accounts for possible erte-off
* Classify debtors based on financial profile and abxhty to repay.

» Indicators of the financial well-being of a debtor mclude debtor ﬁnanc1al statements credlt bureau reports
and payment receipt history. : . o SNES v :

« Produce a CCLR for each loan accourit t to be referred to agency counsel or the (DO]) for approval of B

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 information store and provide an automated 1nterface w1th the core ﬁnanc1al system to
record the write-off of the recervable e :

Monitor Wntten-Oﬁ' Accounts This act1v1ty monitors and perrodrcally reevaluates mactxve accounts for p0331b1e :

reclassification.
An automated system should:

. Mamtam a suspense file of inactive (wrltten-oﬁ) loan’ accounts

. Reacnvate written-off loan accounts at a system user’s request 1f' the debtor s ﬁnancral status or the account
status changes * : o , :

Document Close-Out Of Uncollectlble Accounts Thxs activity completes agency actlon on accounts détermined

to be uncollectible. Closed out accounts over a pre-determine amount must be reported to the IRS on Form
1099-C. When a debt is reported, the IRS will match the agency’s Form 1099-C report against individual tax
returns to determine if the dlscharge of the debt has been reported by the debtor s | income.

An automated system should
e Compare loan account data to agency close-out cr1ter1a to 1dent1fy debtor accounts ehglble for close-out and
'1099-C reportmg :

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

* Update the loan 1nformat10n store to reflect receipts, adjustments and other status changes including
rescheduhng, compromise, and other resolution decisions.

* Retain electronic summary records of close-out account acttvrty for a period of five years for use in agency
screening of new loan apphcauons
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Direct Loan System Requirements

Collateral Reqmrements | | |

Collateral activities, whcre apphcable, are an mtegral part of thc dchnqucnt debt collectxon faniction; For
collateralized loans, agencies should pursue foreclosure/liquidation of collateral after providing the debtor a
reasonable time to cure the loan. Hlustration 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: -

. 'Forc‘ckf)s‘ci on Collateral Process, and

* Manage/Dispose of Collateral Process.

ST us i
A i

0verv1ew of the Foreclosure and quuldate Collateral Functlon of
a Direct Loan System

Borrower Foreclosure
Notice Property
S, A Tieta e Management
A Purchaser Systems
Collateral ~
Transfor-
P ¢ Collateral
aymen Transfer
for oy .
" Collaterat
Expense
/ ':Eeﬁciency Inyowe
. (From Delinquent R 2 ’ N
"' Debt Collection) . -} *"Foréclosure on Liqui ' ::-;?,
: Collateral iquidate el
. - Process . Collaterat -::|Delinque ,
Process e Debt )
' . |Collection) Property

o Management
Contractors

Income/
- . Disbursement
Receipts Data

A\

Core
Financial
System

Illustration 25
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Foreclose and Liquida_te,Collqteml: Foreclose on Collateral. - ;

Direct Loan System Requirements

As shown on Illustration 26,.thc' F(y),rcclosc.on‘ Collateral ,pchcss_consiSts of the following m'ajor-‘act,ivit_i'cs_: e

¢ Identify Forcélosﬁre Candidates, and

* Foreclose.

Program . .
" Criteria

Collateral

Foreclosure
Selection Criteria

Borrower

Foreclose and Liquidéité Collateral; 'FOfé(:ldsré on Cov‘l’l"éf,é’lf-,fvil.?i’ro'céss e

- Collateral
Transfer

Foreel,iiiure i
" Notice

DO;l/Agéncy ‘

. Coungel .

_Identify
Foreclosure
Candidates

i?brec'losure

Acquired .
Asset Data

. Lean

Loan Data

Collateral Data

.

Acquired
Assét Data

. Recelvable Adjustments }

"+~ Recelpt Management

General Ledger Management

Core Financial System

Illustration 26
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Direct Loan System Requirements

Identify Foreclosure Candidates. Foreclosure on collateral may be initiated uponrecogmtion of an unresolvable
delinquency on collateralized direct loans. Collateral foreclosure includes identifying accounts ehglble for
foreclosure by comparing; dehnquent account data to agency collateral foreclosure selectlon criteria.

An automated system should:

* Compare delmquent account data to collateral foreclosure selection criteria.

* Sort and group selected delinquent accounts by type of collateral (single famrly or mulnfamlly, commercral
farm, etc.), location, loan-to-value ratios, and amount of debt.

* Cilculate outstanding principal, mterest penaltres and admrmstratrve charges for each loan account selected

for review for foreclosure. -+

Foreclose. Once all outstanding principal, interest, penalties, and- administrative charges for each foreclosure
candidate have been calculated, the loan may be foreclosed. - Foreclosing includes monitoring the foreclosure
process and recordmg the results '

An automated system should:

« Transmit a foreclosure notice to the borrower.
« Transmit information necessary for the foreclosure to the DOJ and/or agency OGC, as apphcable
* Record the results of the foreclosure proceedmgs and title conveyance to the agency.

* Provide an automated mterface of data on acqulred collateral to the property management system for
management and liquidation of the property.-

« Provide an automated intérface to the core ﬁnanc1al system to record the value of the property acqmred and

to reduce the receivable amount.

* Generate or prov1de the information needed to manually prepare IRS Form 1099- A, Acquxsmon or
Abandonment of Secured Property :

Collateral acquired by the agency should be hquldated (sold) to provide funds to recover the delinquent 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 maklng repa1rs renting it out, etc.

Fomlose and Liquidate Collateml:: Jlflmuge/Dispose of Coﬂateml Process ...
As shown in Illustration 27, the Manage/Dispose of Collateral process consists of the following major activities:

* Manage Collateral, and
* Dispose of Collateral:
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Direct Loan System Requirements

Foreclose and Liquidaté Collateral: Manage/Dispose Collateral Process

Loan

) N
LoanData . . | o . Purchaser -
A+ 7 Collateral data” : N :
) P; t for
: .| - Paymen .
\__/ Coliateral Collateral

! i Dispose
; of
Collateral

"' Manage
. Collateral

Asset Data, \ o Asset Data

Incomeé:and \ B EEEE
Expense - Receipts
Expense AN - _ 1.
Iavoice ra Propérty Management * - Income - - ¥
. Systems .. . Data .
K Y
" Receipt Managehient
: ' o Disbursement Data: PaymemManagement
)
Lé::a&rx:t General Ledger Mnnagement Asset Disposal

Core Fmanclal System

Tlustration27

Managc Collateral. This activity supports management of acquired collateral. Ifa property management system |
exists, some of thcsc actlvmes may be supportcd by that system- rather than the derCt loan system.

‘An autom‘ate’d system should:

* Generate pa ents to property mana, cment contractors for services rendered.
P yme prop ]

Track, record, and cla331fy operatlons and maintenance expenses related to the acqmred collateral.

Document rcntal income a.nd other collections related to the acquired collateral.

Post the expenses and income to the core financial system through an automated interface.
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Direct Loan System Requirements

Dispose of Collateral. This activity supports the sale or other disposal‘ of acquircd collateral,

An automated systcm should

« Update the loan information store to record receipts resultmg from the hqmdatlon of acquired collatcral and .

the dlsposmon of the collateral.

* Identify any dcﬁc1cncy balances rcmalmng for. the loan after ollatcral liquidation for further collection
activities. | : ‘ :

« Provide an automated interface to the corc ﬁnancml systcm and the propcrty managcment system to record
disposal of the property and assoc1atcd rccelpts :

i

Internal Management Informatlon chun‘ements |

Listed below are internal management information requn'cments for the Dchnquent Debt Collcctlon function.

This 1nformat10n should be available to agency credit program managers and:designated internal feview 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 détermine 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 dctcrmme whether the information should be provided on hard copy rcports or
through systcm queries.

Thc direct loan system as shown i in Illustratlon 28 should provnde at least the following types of management
information: :

Detailed Transaction Hlstory This summary provides detailedaccount information by cohort for mtcmal 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 oﬁ'sct referrals, collection agency referrals, hngatlon referrals, and write-offs and close—outs

Standard Management Control/Activity. This summary tracks the status of all referral activity mcludmg initial
referrals, status updates, and account balance updates. Separate and summary listings are produced for individual
and total reporting and referral act1v1ty - -

Exceptions. This summary hlghhghts deﬁc1cnc1cs that have occurred in the refcrral proccss Examplcs of sub]ccts
for periodic exception information include: delinquent accounts eligible for reporting that have not been reported,
defaulted rescheduled loans, account referrals that cannot be processed, collection agency resolution percentage,
accounts without foreclosure or collateral management activity for a specified period of time, accounts referred for
litigation for which no litigation decision has been recorded— and dehnquent accounts w1thout act1v1ty for long
periods of time-that havc not:been written-off. e g ke e T
Offsetting Agency Dcscnptmn ThlS summary contains offscttmg agcncy rcqmrcmcnts to facxhtate the oﬁ’sct
referral process. The summary includes content and transmission specifications, reimbursement fee data, account
selection criteria, and any other agency-specific details.
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DretLoanSystem Reguirements:

Trend Analysrs/Performance. This summary highlights the effectivene:
techniques over time.: The summary indicates the eﬁ'ectweness of g
dnﬁ‘erent credit programs. :

s of different delinquent debt collecti
lifferent types. of’ collectto actions fo

W

Collectxon Contractor Compensatlon. ThlS summary provrdes monthly account analyses to calculate track, and
verify compensation for each contractor providing collection services to an agency. This informatiori aids in the
verification of invoices recelved from the contractor, and hlghhghts the dlﬂ'erences in fee schedules among

contractor S.

N Collateral Management Actnvrty and Expense. Thls summary: prowdes detarled 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 possess1on must be recorded and tracked to:support the: agency’s abthty to recover; the iexpenses...

\

Dellnquent Debt Collectlon Fu

‘.‘ Sy

nctlon :

_Q.ﬂ‘SELRQfﬁmla._ 47 ) Standard Managcment
Collection Agency 1 Control/Activit
Referrals —--loitisL Refermals ...

Detailed Account
Information by
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Write-offs
Close-outs

_ | External Delinquent
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Entities

Status Updates

Account Balance
__Updates

Indlvldil.al:'.t‘ K"u:Exceplio‘ns :
_and
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Deficiencies -
in
Referral Process ..

Referral Activily .

o

Loan History Risk éategory

Account

Offsetting Agency
Description

Trend Analysis/
‘Performance

. Efféctiveness of Momhl Aecount

Content and Transmlssmn ' ‘Different Delinguent: Analys)l’s Jorred

------------------ Debt Collection . Contractor .
Foy Techmqnes Over Time .- -,

.Ac&mmSﬁwm Criferia .
Other Agency-
. Specific-Details - = Hr- - e

Collection Contractor
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Direct Loan System Requirements. » I et o

FunctmnalRequurements—ntherRenomngReqmrements A S
ThlS chapter provxdes reqmrements for two types of reportlng

. Transactlon Hlstory, and

« External Reportmg Requ1renaents;l

Transacnon Hlstory

The d1rect loan system must be capable of producmg a complete transactxon hlstory of each loan
External Reportmg Requu'ements

Agencies’ direct loan systems must be capable of supportmg the extemal repornng requlrements of OMB and
Treasury, including those associated with the FCRA of. 1990 and theé CFO Act of 1990; These external reports rely: ,
on supplemental financial data resident in the dlrect loan system, although they are generated from the general o 1
ledger. The reports are presentcd below. - L ; : ':

Title . :‘ - | TFitle - | Pnrpose | . 'Le:v”el‘ S B Frequency - Guidéiine‘s
] Requestforand |- . TR I T
Apportionment: | - |statusof . [Appropriation/F | .. . fRee
and. SF-132 ' o apportlonments und Account Initial/As -| OMB Circular |
'Reapportionment |~ """ coodandc o T (L1qu1dat1ng irequired - [A-34- |
Schedule . | 'reapportlonment .Fund) . ‘ O T
.f ' [ i s ,¢ L y N SN S |
o _ Report on Appropriation/F DR ‘ ‘
,gzgqgt?n | SF‘-1‘33 utilizationand -~ |und Account - [Monthly/ - .»-OMB C1rcularv
vExecguti;on status of budget |(Liquidating - |Final ' A-34
o resources Fund) . '
Reporton R : o ,_
Accountsand | i Repott on th? 5 ino form. | Quarterl /’
Loans |SF-220-9 statusof [Supporting form,fQueriery
. o receivables due |[for SF-220- - Annually
Receivable Due - . s ,
from the Public | - |from the public | L ‘

Other system outputs are described in the Functional Requirements chapters. These include items such as letters
and invoices to borrowers, SF-1151’s and SF-1081’s used in Treasury borrowing, and delinquent debt information
sent to credit bureaus, collection agencies, and the DOJ.
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Appendi - Poiios Governing JFMP Diect Luan System Reguirements -Sequential

This appendix displays the requirements in scqucntial order:as shown :in'Illustration 29, .

| i | e PO]lCleS ‘ ; Dt ‘.OOM anrcularA-ll Prepmtlon o é
" oJFMIP Guaranteed Loan System . . ) s ©. "] and Submission of Budgst Bstima BEY B
Requirements ' Goverlllng J F MIP L TR S “OMB Circular:A-34, Instructionis 7 i1 3, ) i i
_ «JFMIP Improving Travel ] on.Budget Execution - )
Jmagemens N Dlrect Loan System Requlrements . '01!305333!?.1;‘;:3% Morsgmens
. uman Resources ' ; ;. 1. - o FER RTA T
Payroll Systems Requirements o (ln Sequentlal Order) S ‘ FOMB Circular A-127, ‘Financial A )
JFMIP Seized/Forfeited Asset - B R R .| Ménagenient Systems DR
System Requitements ... . . ol e “ S ST T T PN POMB Circular A-129, Polxclesfor I SO

JFMIP Direct Loan Systems "1 Federal-Credit Programs and

- :Requirements - iy -: |, Non-Tax Receivables, . ... .. -
-JFMIP Core F mancml Systems LOMB Circular A-130; Management
“‘Réquirefrients e . of Feéderal Information Resources

. -OMB Clrcular A-134 Fmancml e
“Accounting Printiples and Standards’
bOMB Bulletin 97-01(October 1996)
Form and Content of Ageney
Finncial Statemenits =+ 4

<OMB Bulletin 98-08 (August 1998)
\Audits of Federal Fmancnal Statements‘

_*Managerial Cost Accounting ..

JFMIP Dlrect
- Loan System
Requlrements

B Proposed' )
Legislation

»

bFederal Managers Fmanclal lntegnty
“Actof 1982 - - .
Chief Financial Officers Ae_t of 1990

*Federal Financial Assistance
- Management Improvement Act of

Government Management Reform Act 1998

of 1994 . . + -} *Government Waste, Fraud, and Error
bFederal Financial Management Yo . ) - Act of 1998

Improvement Act of 1996 ' ' ‘ )

bFederal Credit Reform Act of 1990,

Govemment Performance and Results
Act of 1993 : ' S N

FDebt Coltection Act of 1982 ST

Debt Collection Improvement Act of 1996 o ’

* pInformation Technology Management - . 7|
Reform Actof 1996 )

Federal Financial Management Act of -
1994

rompt Payment Act’ o

muéﬁéﬁon 29
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Direct Loan System Requiremients

OMB Circular A-11,Preparation. and Submission of Budget Estimates (updated annually). Circular A-ll ‘
sets forth the pohc1es and procedures for. preparanon and submission of agency budget estimates to the OMB .

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

OMB Circular A-123, Internal Control Systems (June 1995) Circular A-123 prescrrbes pohcres and
procedures to be followed by executive departments and agencres in establishing, mamtarnmg, and reportmg on the
internal controls in the1r program and administrative activities. - :

- OMB Circular A-127 Fisiancial Management Systems (July 1993). Circular A-127 sets forth pohcxes for financial
~ management systems development operations, and evaluatlon The c1rcular estabhshes spec1ﬁc ob]ectlves related to
financial management and accountlng RRRRAEE R I

OMB Crrcular A-129 Pohcres for Federal Credrt Programs and Non-Tax Recelvables (Ianuary 1993) C1rcular ‘

A-129 prescribes pohaes and procedures for justifying, designing, and managing Federal credit programs and for
collecting non-tax receivables. The circular discusses principles for designing credit programs, mcludmg the _
preparation and review of legislation and regulatlons budgeting for the costs of credit programs and m1mm1z1ng
unintended costs to the Government; and i improving the efficiency and effectiveness of Federal credit programs. It
also sets standards for extendlng credit, servrcmg credit and non-tax recexvables and collecting dehnquent debt.

‘OMB Clrcular A-130, Transnuttal Memorandum 3 Management of Federal Information Resources
(Eebruary 1996). Circular A-130 establishes. policies and procedures to be followed by executive departments and:
agencies in managing 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 101, and makes minor technical revisions. to reflect the Paperwork Reductron Act of 1995.

OMB Clrcular A-134 Financial Accountmg Principles and Standards (May 1993). Thxs Circular estabhshes
the policies and procedures for approving and publishing financial accounting principles and standards. Tt also -
establishes the procedures for OMB review of FASAB statements of accounting principles, standards, or concepts
If such a FASAB recommerndation is agreed to by the Director of OMB, the Secretary of the Treasury, and the
Comptroller General, the- Drrector of OMB issues a SFFAS. ‘

OMB Bulletin 97-01 (October 1996), and successor bulletlns, 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 FASAB and
approved as of October 1996. This Bulletin explains the financial accounting of “Direct Loans and Loan' =~
Guarantecs, Non-Federal Borrowers.”

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

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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Direct Loan System Requirements

Government Management Reform Act (GMRA).of 1994/Federal Financial Management Act (FFMA) of
1994; The GMRA ‘expands the CFO Act and the FMFIA. Title TV of the GMRA, (known as The Federal
Fmanc1al Management Act). Contains the financial management provisions. ‘The FEMA requires the Treasury
Departmient 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 Leports, consolidating their reporting under several statutes, including the CFO, Federal Managers
~ Financial Intégrity (FMFIA), GPRA, Prompt Payment, and Debt Collection Acts. The' accountabrhty reports
include program and financial information, such as the audited financial statements and performatice méasures
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 strateglc plans Set performance goals, and report annually

on actual performance compared to goals

N i AR KN e

‘ Federal Fmancral Manager s 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’ ﬁnanc1a1 ‘management
systems comply substantially with Federal financial management systems requlrements apphcable federal
accounting standards, and the SGL at the transaction level. The FEMIA also requires the - Treasury, Deparnnent to
prepare each'y year a Governmentw1de,§ consohdated ﬁnancxal statement that the Comptroller General audits.

Federal Managers Flnanc1al Integrrty Act (1982) T he FMFIA requlres that all execuuve agenc1es xmplement
maintain, and report on internal accounting and administrative controls, These controls must provide 1 reasonable
assurances that (i) obligations and costs comply with apphcable law: (i) funds, property, and other assets are
safeguarded against waste, loss, unauthorized use, or misappropriation; and (iii) revenues and expenditures are
properly recorded and accounted for. Agency heads must annually evaluate and report on the control and financial
systems that protect the integrity of Federal programs. The FMFIA encompasses program, operational, and
administrative areas as well as accounting and financial management

Information Technology Management Reform Act (ITMRA) of 1996, The TTMRA requires | the head of each
executive agency to design and 1mplement a process for maximizing the value and assessing and managing the r1sks
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 ITMRA .
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, financial, asset management, and other information systems, so that the
systems eﬁ'ectlvely provide ﬁnanc1al or program performance data for financial statements.

Debt Collectlon Act of 1982 (as amended). The Debt Collectron Act prescribes the pohcres and procedures for
executive agenc1es in Federal debt collection activities. -

Debt Collectlon Improvement Act of 1996. The Debt Collection Act of 1996 provided several new tools to help
Federal agencies collect delinquent non-tax debt. It centralized many debt collection operations within the
Treasury’s Financial Management Service (FMS) and created a Treasury Offset Program enabling FMS to offset
Federal debts by “w1thholdmg” payments to dehnquent debtors. In addition the Act:

e required agencies to obtam taxpayer 1dent1fylng numbcrs fie,
* barred agencres from giving financial assistance to those already delinquent on Government debt.

o allowed 2 agencies to establish procedures for garmshmg non-Federal wages to recover delinquent debts not in
repayment. status. .

* required agencies to transfer debts over 180 days delmquent to the Treasury for collection, unless the debts
are in a specified exempt status.
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prlvate collectlon agencres or DOI

s 'allowed agencies to retain fees charged for services from collectlon and to retam a portlon of collectlons for
1mprov1ng debt collectlon actrvmes» B AN R : : N IR S

comprormse clalms 3

. encouraged agenc1es when approprrate to sell dehnquent debt

. requlred agencies {o subnit debts for Gffset.”

* simplified salary offset processes, by formally establishing an 1nteragency consortlum and allowmg agencles to
o u_make routine. ad)ustments to pay, w1thout usmg salary offset procedures s v B o

I

. mandated electromc funds tran fe’i o

: The Fedcral Credlt Reform Act prescrlbes pohcres and requirements to
achieve four ob]ectlves to measure more accurately the Costs of Federal credit programs; to place the ‘cost of credit
programs on 2 budgetary bas1s equlvalent to other Federal spendmg, to encourage the dehvery of beneﬁts in the

Bt v v e i | G

programs and between credxt and other spendmg programs
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_ Direct Loan System Reguirements

Appendtxz Poltctes GovernngFMIP Dtrect loan System Requtrements Relatmnal

This appcndlx dtsplays thc rcqulrcments in relattonal sub]ect ordcr ae Shown in IJlustratlon 30

'JFMIP Guamnteed Loan System
Requirements " . ; i
“oJFMIP lmprovmg Travel
Management - - ; =
-JFMIP Human Resources Payroll =
Systems Requtrements
+JFMIP Seized/Forfeited Asset
.. System :
-JFM[P Setzed/Forfetted Asset
- System Requtrements !
°JFMIP Direct Loan Systems:
Requirements - *
#JFMIP Core Financial Systems
Requirements
- *Managerial Cost Accounting’

*Federal Managers” Financial,--
Integrity Actof 1982

*Chief Financial Officers Act of 1990

sGovernment Management Rcform
Act of 1994

Federal Financial Managcment
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

eInformation Technology Management *

Reform Act of 1996

*Federal Fmanctal Management Actof -

1994

- Policies .
Governmg J FMIP

1 Dlrect Loan System Requlrements
= . (in relational subject orde;r)*' :

JFMIP Direct
- Loan System
“Requirements

S -OMB Ctrculat' A-]29 Pohctes for

Lo

+*OMB Circular A127,F Ftnanctal : * 7
i 00MB Bulletin'97-01(October. 1996)

“OMB Bulletin 98:08 (Auigust 1998)
*OMB Clrcular ‘A4, lnstructtons on -
+OMB Circular A-11, Preparation '+ | E
*OMB Circular A-130, Management
*OMB Circular A-123, Management =~ |~ E
‘ Accountabtltty arid Conttol* AL

+OMB Circular A-134, Financial
\ Accountmg Pnnctples and Standards " °

. -Federal Financial Assistance '
Managemem Improvement Act
. of 1998 o

*Government Waste, Fraud, and -
Error Act of 1998

*‘Federal Credit Programs and Non-Tax :
.Receivables

Management Systems

> Form:and Content-of Agency
Finiancial Statements -

- Audits of Federal Financial Statements' N
Budget Execution, . ..
and Submission of Budget Estimates, o

of Federal Information Resources R

Proposed =\
Legislation -

Illustration 30
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Direct Loan System Requirements-

OMB Circular A-129, Pohc1es 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

collectmg non-tax recelvables The circular discusses principles for designing credit programs, including the-
preparation and review of legislation and regulatrons, budgeting for the costs of credit programs and minimizing -
unintended costs to the Government; and improving the efficiency and effectiveness of Federal credit programs. It
also sets standards for extending credrt servicing Cl‘Cdlt and non-tax receivables, and collecting delinquent debt.

OMSB Circular A-127 Financial Management Systems (]uly 1993). Circular A-127 sets forth policies for :
financial management systems development, operatrons and evaluatlon The c1rcular establishes specrﬁc ob]ectlves -
related to ﬁnanc1al management and accountlng : -

Chief Fmancnal Officers Act of 1990 (CFO Act) The CFO ‘Act provrdes new tools to unprove 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 Controlle ‘in the Oﬁ‘ice of Management and Budget The CFO Act
reinforces the need for'and development of Federal accountlng ‘standards; supports:integration and modernlzatlon

of the Government’s ﬁnancral systems, and requires the preparation of annual audited ﬁnancral statements

Government Management Reform Act (GMRA) of 1994/Federal Fmancxal Management Act (FFMA) of
1994; The GMRA expands the CFO Act and the FMFIA. Title IV of the GMRA (known as The Federal
Fmanaal Management Act). Contains the financial management provisions. The FEMA requires the Treasury -
Department to prepare each year a Governmentwrde, consolidated financial statement that the Comptro]ler General
then audits. Pursuant to the GMRA, several agencies patticipated 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 Collectron Acts. The accountabrhty reports
include program and financial information, such as the audited financial statements and performance measures _
reflecting performance in meetrng 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. : ,

Federal Finacial Manager s Improvement Act (FFMIA) of 1996 The FEMIA bullds on the CFO Actand the

' GMRA by requiring agencies’ 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 Departrnent to
prepare each year a. Governmentw1de consohdated ﬁnancral statement that the Comptroller General audlts ‘

Information Technology Managemcnt Reform Act (ITMRA) of 1996. The ITMRA requires the head of each '

executive agency to 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 TTMRA’
designates a Chief Information Officer (CIO) within each executive agency. It also requires the head of cach
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 effecnvely prov1de ﬁnancral or program performance data for financial statements.

OMB Bulletm 97 <01 (Octobcr 1996), and successor bulletlns, Form and Content of Agcncy Fmanc1al
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 Bulletin explams the
financial accounting of “Direct Loans and Loan Guarantees, Non-Federal Borrowers.”
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- Direct Loan Sy,stem Requirements:

OMB Bulletin 98-08 (August 1998),:Audits of Federal Financial Statements. This Bulletin establishes minimum
requirements for audits.of Federal finaricial statements. The Bulletin’s requlrements 1mplement the audit provisions
of the CFO Act, the GMRA, and the FFMIA. : : .

Debt Collectron Act of 1982 (as amended). The Debt Collectron Act prescrlbes the pohcres and procedures for A
executive agencies in Federal debt collection activities. e RETE -

Debt Collection Improvement Act of 1996. The Debt Collection Act of 1996 provided several new tools to help
- Federal agencies collect delinquent non-tax debt. It centralized many debt collection operations withinthe . = -
Treasury’s Financial Management Service (FMS) and created a Treasury, Offset Program enabhng FMS o offset
Federal debts by “w1thhold1ng” payments to dehnquent debtors. In addltlon the Act e L

. reqmred agencres to obtaln taxpayer 1dent1fy1ng numbers ‘ N
* barred agenc1es from glvxng financial assistance to those already delmquent on Government debt

e allowed agencies to estabhsh procedures for garmshmg non-Federal wages to recover dehnquent debts not in
repayment status. . e . .

. PN S v i S L .
. reqmred agenc1es to transfer debts over 180 days dehnquent to the Treasury for collectlon unless the debts
- areina spec1ﬁed exempt status : o

. reqmred Treasury to take action to collect referred debts mcludlng 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 pornon of collectlons for
improving debt collection activities. : : :

* required agencies to provide debtors all due process rlghts including the ability to verlfy, challenge and
compromise claims. encouraged agencies, when appropnate to sell delinquent debt

* required agencies to submit debts for offset.

* simplified salary offset processes, by formally estabhshxng an mteragency consortlum and allowing agencies, to
make routine adjustments to pay, thhout using salary offset procedures '

. mandated electronic funds transfer.

Federal Credit Reform Act of 1990. The Federal Credit Reform Act prescrlbes 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 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 credit -
programs and between credit and other spending programs. -

OMB Circular A-34 - Instructions on Budget Execution: Cerlt Appornonment and Budget Execution
(October 1991). Circular A-34, sets forth the requirements for apportionment 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 EStlmates (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 Transmittal Memorandum 3 Management of Federal Information Resources
(February 1996). Circular A-130 establishes policies and procedures to be followed by executive departments and
agencies in managing information, information systems, and information technology. The February 1996 revision




Ditect Loaii System Reqiremients .

of the Circuldr contains updated guidance irthe “Security.of Federal Automated Information Resources,™ -
Appendix IT1; and makes miinor technical revisions to reflect the Paperwork Reduction Act of 1995.- =~ .

OMB Circular A-123, Internal Control Systems (June 1995). Circular A-123 prescribes policies and prqcedurés x
 to be followed by exécutive departmenits and agencies in establishing, maintaining, and reporting on the interfial
controls in their program and administrative activities. SR SR & SR

OMB Circular'A-134; Financial Aécéﬁnﬁp’g, Principles’and Standards (May 1993). This 'Girc"ular:CStainéﬁc‘s. the
policies and procedures fot approving'and publishing financial accounting principles and standards. It also: © = -
establishes thé procedures for OMB review of FASAR statemients of accountirig principles; standards; or " -

concepts. If such 2 FASAB recommendation is‘agreed to' by the Diréctor:of OMB, the Secretary of the Trcasury, -
and the Comptroller General, thé Director of OMB issues a Statement of Federal Financial Accounting Standards -

: e SR

Federal Managers® Financial Integrity Act (1982). The FMFIA requires that all executive agencies implement,
fainfain, afid'report or intetnal dccotinting and administrative controls. These controls miist provide reasonable -

. assurances that (i) obligations and costs‘comply with applicable lawy (ii) funds; property, and otherassets ‘dre
safeguarded against waste; loss, unauthorized:use; or misappropriation; and (iii) reyenues and expenditures are
properly recorded and accounted for.- Agency heads must annually evaluate and réport on the control and financial
systems that protect the integrity of Federal programs. The FMFIA encompasses program, operational, and ™.+ -
administritive areas as 'well as-accountinig and financial management;' = -+ ot L L e
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Directzl;,oan,.sjstem Requirements

Appendix 3: Proposed PglicieSprverni_ngJ_FMIP ‘.D:irectvl_nan;Syst.em Requirements

Broposed Policies

Government: ‘Waste, Fraud; and Error Rcductlon Actof: 1998 H R 4243 (1n House Commlttcc) 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 FEMIA; agenciesthave the ‘authority to-accept electronic payments,
technicalcorrections to the Debt Collection: Improvement Act of 1996; delinquent Federal debtors would be
ineligible to obtain Federal loans or loan insurance guarantees; Federal agencies would not be permittedto -
terminate collection action on a debt unless the debt had been refetred to a.collection agency or Federal dcbt
collection service; the.sale of debts owed to the Umted States and encouragement of electromc payments to
vendors/contractors S ; :

Federal"t mancnal Assnstancez Management Improvement Act of 1998 H R. 3! v,21 S 1642 (m House and
Senate committees). Proposes - Streamhmng and simplification of Federal financial assistance. administrative
procedures and reporting requirements; establishment of a uniform apphcatlon and common rules for Federal

financial assistance. programs that serve similar purposes and are administered by different Federal agencies; proceés-_ :

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 4: Glossary =~ - A

Requirements: The JEMIP system requirements are cither mandatory or value added. The definitions of thésc two
categories are: : : o I T

mandatoriy - 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 headsevaluate their/systems:to. determinie substantial
compliance with systems requirements under.the FEMIA. These requirements apply to existing systems in-. .

R e L DU —

operation and new systems:planned or underidevelopment.. - oo

Y A

Valie-adied - Value dided requiréments deséebe feaares or hiacterigtcs and iy consist of any * *
comibinafion ‘6f the followinig: (1) using stite 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 distretion of each agency‘head,  ~ © 0t e n s e e
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R ]
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~ Orders by mail:

Requests for Publications

JFMIP documents may be accessed electronically on FinanceNet Internet site: - ‘ : :
http://www.financenet.gov/financenet/fed/jfmip/jfmip.htm ; ‘ _

The JEMIP uses the General Accounting Office’s Document Distribution Center to fulfill : F
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.

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.




U.S. General Accounting Office :
Joint Financial Management Imprevement Program ?
: Bulk Rate

Room 3111 .
441 G Street NW _ L ‘ Postage gA lgees Paid|
Washington, DC 20548-0001 :

Permit No. G-100

OFFICIAL BUSINESS

Penalty for Private Use $300






