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COI;LECTION OF DEBT OWED FEDERAL GOVERNMENT

MONDAY, DECEMBER 18, 1078
U.S. SENATE,

SuBcoMMITTEE ON TAXATION AND DEBT MANAGEMENT
GENERALLY OF THE COMMITTEE ON FINANCE,
Washington, D.C.

The committee met, 1gursuant to notice, at 9:30 a.m. in room 1114,
Dirksen Senate Office Building, Hon. Harry F. Byrd, Jr. (chairman
of the subcommittee) presiding.

Present: Senators Byrd and Packwood.

[The committee press release announcing this hearing follows:]

PRESS RELEASE

FINANCE S8UBCOMMITTEE ON TAXATION AND DEBT MANAGEMENT BETS HEARINGS ON
COLLECTION OF DEBT OWED FEDERAL GOVERNMENT

Senator Harry F. Byrd, Jr., Chairman of the Subcommittee on Taxation and
Debt Management of the Senate Committee on Finance and Senator Bob Pack-
wood, Ranking Minority Member of the Subcommittee, announced today that the
Committee will hold hearings on December 18, 1978, on debt owed the Federal
government and the extent to which debt collection practices of the Federal
government have resulted in unpald debts.

B 'Il‘f:lei hearings will begin at 9:30 A.M. in Room 1114 of the Dirksen Senate Office
uilding.

Senator Byrd noted that the General Accounting Office has published a study
dealing with the collection of accounts receivable owed to the government and that
(tlhth\AO is also now in the process of completing a study dealing with overall

ebt.

The GAO study reviewing all debts owed the government was jointly requested
by Senator Packwood and Senator Russell B. Long, Chairman of the Committee
on Finance. It compares debt collection practices used by several Federal agencies
with those used by the private sector. It also makes findings and recommenda-
tions to improve Federal practices.

Senator Byrd sald, “While the Federal deflcit for fiscal year 1979 is estimated
to be $39 billion, billions of dollars are owed the government, The total includes
past-due loans, overpayments and amounts owed for goods and services, We
mu:; ltnsigt' 'that the government do all it can to collect the many debts which are
owed to it.

Senator Packwood sald, “These hearings will test my view that the taxpayers’
dollars are not being managed professionally, and that the Federal government
has much to learn from modern management practices used by the private sector.”

Witnesses scheduled to appear at the hearings are Elmer Staats, the Comp-
troller General of the United States: and Willlam C. Nestor, Dfrector of the New
Jersey Higher Education Assistance Authority.

Other witnesses who desire to testify at the hearings should submit a written
request to Michael Stern. Staff Director, Committee on Finance. Room 2227 Dirk-
sen Senate Office Building. Washington, D.C. 20510 by no later than the close of
business on December 14, 1978,

Leoislative Reorpanization Act.—Senator Byrd stated that the Legislative Re-
organization Act of 1948, as amended, requires all witnesses appearing before
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the Committees of Congress “to file in advance written statements of their pro-
posed testimony, and to limit their oral presentations to brief summaries of
their argument.”

Witnesses scheduled to testify should comply with the following rules:

(1) A copy of the statement must be filed by noon the day before the day the
witness 18 scheduled to testify.

(2) All witnesses must include with their written statement a summary of
the principal points included in the statement.

(8) The written statements must be typed on letter-size paper (not legal size)
and at least 75 copies muat be submitted by the close of business the day before
the witness is scheduled to testify.

(4) Witnesses are not to read thelr written statements to the Committee, but
are to confine their ten-minute oral presentations to a summary of the points
included in the statement.

(5) Not more than ten minutes will be allowed for oral presentation.

Written testimony.—Senator Byrd stated that the Subcommittee would be
pleased to receive written testimony -from those persons or organizations who
wish to submit statements for the record. Statements submitted for inclusion
in the record should be typewritten, not more than 25 double-spaced pages in
length and matled with five (5) coples by January 15, 1979, to Michael Stern,
Staff Director, Committee on Finance, Room 2227 Dirksen Senate Office Building,
‘Washington, D.C. 20510. ’

Senator Byrn. The committee will come to order.

_The hearings today will examine the extent to which private indi-
viduals owe debt to the Federal Government and the (?overnment’s
methods of collecting this debt. It will focus upon the magnitude of the
problem created by unpaid debts and look at ways to collect these debts
more efficiently.

The Genera?’Accounting Office has recently issued several studies in-
quiring into potential savings which could be afforded the Government
if more stringent debt collection practices were implemented. These
studies, plus other evidences of program mismanagement, indicate that
billions of dollars could be saved if the Government would begin to
manage its money better. ‘

The GAO estimates that $84 billion was owed by the public to the
Federal Government at the end of fiscal year 1977, This is an increase
of 21 percent above the amount owed a year earlier.

The attitude of many who owe the Government money today is that
they are under no real obligation to repay it. Government debts are not
given the same respect as a debt owed to a private creditor.

Often, for example, Government loans go into default and are never
collected. These loans are, de facto, turned into grants.

This is simply bad management. Taxpayers must pay for such bad
management through higher taxes, more Government spending, and ul-
timately greater inflation.

Part of the managerial problem is the sheer size of Government.

During the 10 years from fiscal year 1968 to fiscal year 1978, Federal
outlays increased over 214 times, from $179 billion to over $452 billion.
This is an increase of over 250 percent.

Much of this mushrooming of expenditures results from the multi-
plication of programs. In a hearing before this subcommittee in 1977,
witnesses for the Office of Management and Budget indicated that
OMB would look at over 10,000 programs in trying to establish the
Federal budget.

Most Federal programs are benefit oriented. They seek to give some-
one something. Because of this orientation, administrators are too pre-
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occupied with spending money to devote much attention to collecting
amounts owed to the Government.

However, in fairness to those who conscientiously pay their debts to
the Government—and indeed to all taxpayers—the agencies and de-
partments must make far more vigorous efforts to collect what is owed
to all the people.

The GAO 18 to be complimented for its interest in this issue. Also,
Senator Packwood deserves credit for his concern about comparisons
of Government practices with those emplo?'ed by private industry.

We are fortunate to have the Comptroller General of the United
States Elmer Staats as a witness and also to have a representative
from the State of New Jersey who has grappled with this problem on
the State level. :

Before calling on Mr. Staats, I will ask my colleague from Oregon,
Senator Packwood, if he has any comments,

Senator Packwoop. Thank you, Mr. Chairman.

The Treasury Department estimated that, as of Segtember 30, 1976,
we have $2.2 billion in debts classified as nncollectible. A Kear later,
September 30, 1977, that had risen to $3 billion. Most of this debt is
not uncollectible in the normal, private commercial sense. It is money
that the Federal Government, for whatever reason, has simply chosen
not to collect, be it through intention, bad management, or otherwise.

We simply write off this money.

Three billion dollars is 10 percent of the projected deficit next year
or, to put it another way, we could cut that deficit to $27 billion. We
could reduce it by 10 percent, not by any additional taxation. but sim-
ply by collectng the debts that are owed to the Government, not writ-
ing them off. If the Federal Government would undertake nothing
more than the same collection methods that private industry uses, we
would substantially reduce the deficit next year.

Thank you.

Senator Byrp. Thank you, Senator Packwood.

Mr. Staats, you may proceed as you wish.

STATEMENT OF ELMER B. STAATS, COMPTROLLER GENERAL OF
THE UNITED STATES

Mr. Staars. Thank you very much, Mr. Chairman. We are pleased
to be here and we appreciate very much the interest which you and
Senator Packwood, in particular, have displayed in this matter that
we have been struggling with for some time.

As you are no doubt aware, the inventory of debts owed the U.S.
Government has become enormous and, as you indicated, it is growing.
As of September 30, 1977, the public owed the Government about $118
billion; of this total, about $84 billion is owed to Federal agencies
which are included in the Federal budget.

Then we feel we should add to it those debts that are in the so-called
off-budget agencies,

.Of this $84 billion, I think it is important to emphasize that $69
billion is in loans. Much of this $84 billion will, of course, be paid
routinely and is not necessarily overdue.
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However, a large and growing part requires some type of collec-
tion action and of this, a substantial amount will be written off as
uncollectible if collection methods are not improved.

The large amount owed the (Government results from a host of Fed-
eral activities including tax assessments; sale of Government services,
such as missile lJaunchings for other governments; sale of Govern-
ment goods, such as natural resources from Federal lands; overpay-
ments to people like veterans and annuitants; and various loan pro-
grams sucﬁ asstudent and housinyi loans, .

Under the Federal Claims Collection Act of 1968, and the imple-
menting joint standards, administrative agencies are primarily re-
sponsible for collection of claims arising out of their activities. The
joint standards provide specific guidelines for collection action, These
standards require agencies to take prompt and aggressive action to
collect amounts due the Government. .

Overall figures are not available on the number and value of claims
written off by Federal agencies. However, we have some information
which will provide insig%xt into the magnitude of the Government’s
collection problems.

For example, according to information reported to the Treasury
Department, the estimated allowance for bad debts was $3 billion as
of September 30, 1977, a 85-percent increase since 1976. This figure is-
probably understated.

Some agencies simply do not report anything.

Senator Packwoop. If I may asi a question there, I am told that
indeed it is a conservative estimate. You have indicated it is & con-
servative estimate, and the Justice Department has indicated it, al-
though off the record, that that figure may be as high as $10 billion.

Have they indicated that to you ?

Mr. StaaTs. T have not heard a figure of that magnitude. Perhaps
m&colleague, gir, could respond.

r. UsiLaNer. As you mentioned, Senator, in informal discussions:
with the Department, that was their estimate, but they did not want
to be put on record on that.

Senator Packwoob. I understand that. I tried to get them to be put
on the record. I know your $3 billion is a very conservative estimate,
but when the Justice Deﬂartment itself will say that they do not want
it on the record, but off-the-record, $10 billion is more likely the figure,
that is a staggering amount of money.

Mr. Staars. I think one observation here is that we need better
information and we are not getting it. We can all agree on that.

Senator Byrp. You need heiter information from the departments
and agencies.

Mr, Staars. That is correct.

In 1978, three agencies—the Small Business Administration, the
Veterans Administration and the Farmers Home Administration—
;;;I"z%te off as bad debts $274 million, a 60-percent increase compared to-

Many debts result from ove?ayments by the Federal Government.
For example, Social Security Administration reported $1.5 billion in
overpayments as of September 80, 1978. It estimated that it would
not collect one-third of this amount. It should be noted that the agency
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is authorized to and will grant relief for part of this amount. During
1978, it wrote off $108 million as uncollectable.

The Veterans Administration reported overpayments of over $400
million in September 30, 1978. Tn 1978, most of the $93 million written
off by this agency stemmed from overpayments.

The Office of Education has over $4 billion in receivables. About
$1 b(;lllion of these loans are in default and the rate is increasing
rapidly. - .
en amounts owed the Government ‘are not paid, or payment is

late, the Government js deprived of the current use of funds, its losses
due to bad debts increase, and its administrative workload goes us.
As receivables age, they become increasingly difficult to collect. In ad-
- dition, people who are consistently delinquent will be prompted to pay
on time only when they know the Government is enforcing collection.

When debts are not collected, people are given benefits to’ which
they are not entitled ; self-help programs are, in effect, converted into
unauthorized grant programs and, as word spreads that repayments
can be avoided, fewer people will pay voluntarily, resulting in agencies
having to devote more and more time to collection.

Further, it is unfair to the taxpayer and to those who pay their
debts to the Government to allow these debts to go uncollected. This
is especially important when the individual owing the debt has the
ability to pay.

We believe that there are two basic reasons why debt collection in
Government has not kept pace with the increasing number of debts.
First, many agencies have not been aggressive in pursuing collection
and, second, present collection methods are expensive, slow, and
ineffective when compared with commercial practices.

We have two recent reports which relate to these problems. One is
titled “The Government Needs To Do A Better Job Of Collectting
Amounts Owed By The Public,” issued October 20, 1978, The other is
titled “The Government Can Be More Productive In Collecting Its
Debts By Following Commercial Practices,” and will be issued in the
next few weeks.

The first of these reports deals primarily with problems the Gov-
ernment has in accounting for receivables and failing to follow the
established collection procedures. The second deals with how Govern-
ment efforts to collect receivables compare with those followed by the
private sector and proposes 1dopting certain private sector practices
that appear to have potential for improving (Government collections.

T will summarize the principal findings of each report.

We reviewed the Government accounts receivables as part of our
continuing effort to evaluate agency accounting systems, We per-
formed work at 12 departments and agencies which have large accu-
mulations of accounts receivable from the public. We also drew from
cther related GAQO reviews on debt collection to develop a broad pic-
ture of how Government agencies handle these assets and collect debts.
A list of these reports is included as an attachment to my statement.

Our review showed that prompt collection action on the Govern-
ment’s account receivable from the public has been hindered by: A
lack of prompt and aggressive collection in accordance with the joint
standar(Ys; low or no interest charges being imposed on delinquent

39-492—T70——2



6

accounts; and inaccuracies in accounting for and regorting accounts
receivable, including inadequate allowances for bad debts.

I will discuss each of these problem areas.

Most agencies we reviewed did not take prompt and aggressive
collection action on delinquent accounts receivable. Although the
agencies prepared initial bills promptly, they did not collect many
receivables within a reasonable period. All the agencies had formal
debt collection procedures. Generally, these procedures were adequate
to establish viable debt collection programs, but they were not always
followed. ’

For example: Delinquent receivables were not promptly identified
for followup action.

Followup letters were not regularly sent within 30 days and some-
times were not sent at all, :

A{)propriate,delinquent debts were not promptly referred to GAO
or the Department of Justice after agency collection efforts were
exhausted. i

Agencies did not analyze their collection activities to identify their
cost of collection. Without this analysis, agencies did not have an ade-
quate basis for making the required decisions on when to terminate
collection efforts. As a result, the number of demand letters sent on
claims of less than $100 varied widely.

We made recommendations to the agencies covered in our review
and they have initiated corrective action. Because other agencies not
included in our review are experiencing similar problems, we sent a
separate letter to all Federal activities and urged them to take a hard
look at their collection efforts.

Because interest rates on delinquent accounts receivable due the Gov-
ernment are often significantly below the going rate of interest, debtors
have little incentive to promptly pay their accounts. This, in turn, en-
courages late payments and, as a result, some individuals and corpora-
tions have delayed paying their debts due the Government for several
years.

Government agencies have widely divergent practices for assessing
interest charges when payments are not timely. Although a few agen-
cies charge high rates of interest on delinquent acounts, other agencies
charge little or no interest.

One reason these inconsistencies exist is because there is no law or
Government-wide policy requiring standard or consistent interest
charges on delinquent accounts receivable. Although general statutory
provisions authorizing agencies to charge interest §o not exist, the
courts have ruled that creditors, including the Federal Government,
may charge interest on overdue accounts.

gencies that charge substantial interest generally collected most
accounts in a prompt manner. For example, one office of the Energy
Research and Development Administration which sold uranium en-
richment services had about $100 million in receivables at the time of
our review. This activity charged interest of 1 percent a month on ac-
counts not paid within 30 days.

Our review showed that 95 percent of the activity’s bills were col-
lected within 30 days and we concluded that the imposition of interest
was a positive factor in encouraging prompt payment.



7

Other Government agencies that had not established interest charges
for late payments were encountering serious collection problems, For
example, Geological Survey did not charge interest on late payments
for o1l and gas royalties and nearly 50 percent of the payments it re-
ceived were late. )

We believe that interest probably should not be applied to collection
of overpayments made by the Government to recipieuts under Federal
ﬁograms when the recipients were not at fault. However, we also

lieve that interest charges may be warranted if the money due is not
repaid within a reasonable time.

o overcome this problem, we recommended that guidelines be is-
sued providing that Government receivables bear interest at not less
than an established minimum rate.

Guidelines now exist which require Federal agencies to include a
stipulation in all contracts and agreements that interest will be charged
for late payments. This is a step in the right direction but we believe
the guidelines should be further revised to provide for interest charges
on delinquent receivables not covered by contracts or agreements.

Another problem identified in our review was the way agencies
record report accounts receivable, We identified understated balances
of nearly $800 million which resulted mainly because certain agencies
did not report unrecovered overpayments as receivables, We also found
overstatements in other agencies of about $660 million because of ac-
counting errors. As a result of these errors, controls over collection and
writeoffs of receivables are weakened, asset halances are incorrect, and
expected future losses are not fully disclosed. We attributed these prob-
lems to a need for increased management attention to accounting sys-
tems, a need for specific guidance for recording and reporting, and a
need for increased internal audit coverage of financial operations.

As a result of our recommendations, agencies have taken corrective
action to provide better acconnting and reporting. For example, the
Social Security Administration began including program overpay-
ments as accounts receivable in its 1977 financial reports. As a result,
}tsllt';a%orted receivables went from $83 million in 1976 to $1.5 billion
in 1978.

We recommended that Treasury revise its guidelines in order to
strengthen financial reporting by all departments and agencies, Treas-
ury is making appropriate revisions.

We undertook our second review at the request of Senators Long and
Packwood. In this review, we studied debt collection practices used by
the public and private sectors to determine each sector’s efficiency and
effectiveness. A fter analyzing the comparative data, we concluded that
significant improvement can be achieved in the debt collection opera-
tions of the Federal Government by using selected private sector prac-
tices. Since we have not formally reported the results of this review,
I will discuss our interim findings.

Unit cost comparisons reveal that Federal debt collection practices
are expensive and slow. As a first step in comparing public/private
sector debt collection practices, we’reviewed comparable unit cost and
related performance data. These comparisons indicated that the Fed-
eral debt collection process is expensive and slow.

One indicator of the contrast between Federal and commercial debt
collection practices is the size of the debt that each sector considers
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cost-effective to pursue to the point of obtaining a court judgment on
debts as small as $25. The Government generally does not seek judg-
.ments on debts of less than $600.

While the private sector has maintained the $25 figure over the past
‘8 years, in this same period the Government’s minimum dollar level
has risen from $200 to $600. Until the Government can improve its
‘debt collection systems through the adoption of commercial practices,
:such as automation, it will not be able to significantly reduce the $600
‘cut-off level in preparing for and litigating a court action.

As another indication, it cost one Federal agency with a large col-
lection activity an average of $8.72 to pursue collection of an account
until the debt was collected, written off, or referred to GAO or Justice,
One large retail firm, on the other hand, reportedly spent less than
$3.50 for the same functions.

Federal collection is also slower. Commercial firms told GAO they
were generally able to pursue collection to the point of obtaining a
court judgment within 5 months, In the Federal Government, it taies
1 year and frequently longer to reach that point in the {)rocess. -

Because of the requirements placed on Federal collectors by the
joint standards and by agency operating procedures, the Government
cannot be expected to fully match the cost effectiveness record of pri-
vate industry. But processing time and costs can be reduced by prompt
and aggressive collection actions and by implementing certain success-
ful private collection practices that make good sense and seem adapt-
able to Government.

Selected private sector practices that can be adopted by the Federal
Government. In analyzing the reasons for the differences in perform-
ance, wo identified several commercial practices that we believe would
significantly improve Federal debt collection performance. These in-
clude: Reporting debts to credit bureaus; using the credit bureau
debtor locator service to help find delinquent debtors; improving the
content of demand letters; and making greater use of automation, in-
cluding automation of demand letters.

It may also be appropriate to employ private debt collectors to col-
lect debts that agencies have written off, but this will have to be evalu-
ated further.

I would now like to briefly address each of these commercial
practices.

Report debts to credit bureaus, Credit bureaus are widely used by
the private sector, while the Federal Government relies primarily on
persuasion, offset and legal action to collect debts. While effective in
many cases, these methods are not fully adequate when debtors delay
or try to avoid pa{ing‘.

In contrast to the Federal Government, commercial firms place pri-
mary reliance in collecting unsecured debts on aggressive collection
action backed by the consequence of adversely affecting the debtor’s
credit rating, In addition, the private sector limits the extent of credit
available to individuals by reporting loans and installment payments
when incurred to the credit bureau network.

This network is a consortium of credit bureaus that is systematically
linked together. These commercially used inducements have potential
for use in the Federal Government.
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Private industry officials told us that the single most powerful moti-
vation for an individual to pay a debt was the stigma of having that
person’s credit rating ‘rveflect that he or she has not paid debts
promptly. The vast majority of Americans rely on credit and a good
credit rating to buy the things they need.

The potential effectiveness of reporting debts to the credit bureau
network is illustrated by the results reported by the New Jersey Office
of Student Ass.stance. I understand that Mr. Nestor, director of the
agency, will provide you with data which shows how successful they
have been in preventing students from defaulting on their loans and
in collecting defaulted loans utilizing this approach.

Based on this evidence, we believe that reporting indebtedness to
the credit bureau network can help Federal agencies collect from
debtors who are delaying or trying to avoid paying.

We further believe, based on our present understanding of the law
and of the procedures for notification to debtors, that agencies may
both comply with the Privacy Act of 1974 and, for legitimate pur-

ols)es, share with credit bureaus data on loans made and delinquent
ebts.

We believe it is appropriate to report debts to credit bureaus, both
to collect from debtors who are trying to avoid paying, as well as to
make it more difficult for debtors to overextend themselves on credit.

It should also be noted that when individuals are prompt in making

ayments to the Government and this data is recorded at the credit

ureaus, their credit rating can be enhanced, providing them with
additional credit,

Use the credit bureau debtor locator service. Finding people who
do not voluntarily pay the Government the amounts they owe is a
problem for many agencies, particularly those dealing with students.
A technique debtors use to avoid paying debts is to elude being found;
they move and do not leave a forwarding address. Agencies have accu-
mulated a large backlog of delinquent debts and have written off sev-
eral hundred million dollars in debts because they could not locate
debtors.

Agencies use a variety of ways to locate debtors, but they have not
made full use of the nationwide debtor service provided by the credit
bureaun network. Because millions of Americans have credit records,
the service, which is inexpensive, can be a good source that is readily
available. It has proven useful for commercial firms, and at least-one
Federal law enforcement agency us~s it to locate people. We believe
that a test of the use of the debtor locator service is warranted.

Improve the content of demand letters. As mentioned previously,
we identified a number of deficiencies in the way agencies prepare
demand letters. Concerning the letters’ contents, we found that Gov-
ernment demand letters were not as specific as those in the private
sector in describing actions that would be taken. This results in a less
forceful message to the debtor and thus lessens the likelihood of
prompt repayment. 3

Based on our analysis of the content of agency demand letters, the
following changes would enhance their effectiveness.

Debtors who do not agree to pay, or are delinquent in paying, should
be advised that action will be taken if payment is not made by a given
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date and that interest will be charged for each day the debt is delin-
quent ;: and debtors shonld be told that they must provide evidence to
support assertions that they do not owe the debt, that the amount is
wrong. that they have paid, or that they are 1ot able to pay.

Make greater use of automation. As I have already stated, it is more
expensive to colleet debts in the public sector than in the private sector.
Private scctor- officials attribute their low costs to automation. We
found that agencies use varying degrees of automation, but a signifi-
cant potential remains for more automation,

Further. for some agencies, such as the Veterans Administration,
automation is essential to efficiently handle the large volume of col-
lections they must process. In the long run, we believe that many agen-
cies could reduce their unit costs for debt collection by automation,

Another problem we have noted is that agencies are writing off a
number of debts because it is not cost effective to further pursue col-
lection, While we would expect this problem to be reduced by taking
some of the actions I have mentioned, it nonetheless could remain a
problem. One approach that has been suggested is to refer such debts
to private collectors. This would be consistent with the commercial
practice of referring debts to private collectors beforve considering
them totally uncollectible,

Our interpretation of the Claims Collection Act of 1966 is that only
Federal departments and agencies are authorized to attempt collection
of debts owed to the Federal Government, We continue to believe that,
in general, this is a sound policy. There may, however, be merit in
using private debt collectors to collect debts which Federal agencies
have administratively written off as not being economical for them
to pursue.

Here one should keep in mind that the cutoff point for pursuing
debts through legal action is $600 in the public sector and $25 in the
private sector,

Employing private debt collectors would require a change in legis-
lation because Federal agencies are now precluded from using them
except when given legislative authority. ’lPhe Office of Education was
given such authority in 1976 and is proceeding to v'se private collectors
on a test basis. GAO plans to monitor this test and examine the merits
of proposing legislation to allow agencies to employ independent col-
lectors for debts they administratively write off.

In order to test these commercial practices, we have proposed that
the Secretary of Health, Education, and Welfare and the Adminis-
trator of Veterans’ Affairs take action on defaulted student loans and
educational assistance overpayments: by reporting loans to the credit
bureau network when they are incurred information on installments
being paid. and the failure of debtors to pay amounts owed when due;
and by making arrangements to use the debtor locator service offered
by credit bureaus and other firms and evaluate the cost benefit of this
service.

To gain experience, we believe it would be best to begin such report-
ing to the credit bureau network incrementally, beginning with student
loans and overpayments at the Veterans’ Administration and the Office
of Education. If these practices prove successful, GAO will initiate
action to revise the Federal Claims Collection Standards to provide
for using these collection procedures by other agencies.

Finally, we plan to encourage the heads of departments and agencies
to improve the content of their demand letters and to assess the cost
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savings and other benefits that can result if they automate their debt
collection process. ) .

Our report is now out for agency comments. In preparation for this
testimony, we obtained oral comments from the Departments of
Health, Education, and Welfare and Justice. These agencies have gen-
erally concurred in the findings, conclusions and recommendations con-
tained in our draft report. The Office of Education has already begun
making arrangements to implement some of the recommendations.

Agencies from which we have requested comments have not yet re-
sponded with their views concerning the ramifications of the Privacy
Act on reporting debt information to credit bureaus. However, our
understanding of the Privacy Act is that it does not preclude agencies
from reporting this information if prior consent is obtained or if ap-
gropriate procedurcs are published to authorize the sharing of this

ata.

In closing, we have found debt collection in the Federal Government
to be an expensive and slow process, and we in GAQ have long been
concerned about the adequacy of agency collection efforts. The attach-
ment to my statement lists several reports issued in recent years which
relate to debt collection matters. Because of the ever-growing amounts
owed the Government and written off as uncollectible and the concern
expressed by the Congress and the public, we will continue to give this
arca priority attention. :

If I may, we will include in the record some eight studies which we
have in process that bear on this matter.

By adhering to the joint standards and by adopting the private
sector practices described in this testimony, we believe the Federal
Government can better collect its debts and will have the potential to
recover billions of dollars.

Finally, this approach can result in the public gaining a more posi-
tive view of the competence of the Government, This improved opinion
will happen when it becomes clear to Americans that the Government
is not c*erelict in its duty to administer the public business of the Na-
tion in the most efficient and effective manner possible.

This concludes my statement, Mr. Chairman. We will be pleased to
rospo}nd to any questions you and other members of the subcommittee
may have, :

[The attachments to Mr. Staats’ statement follow :]

ATTACHMENT No. 1
List 0oF RECENT GAO REPORTS ON DEBT COLLECTION

FOD-76-7, April 16, 1976.—Small Business Administration. Need for improve-
ment in Small Business Administration’s financial management.

B-1170604. October 11, 1973.—Department of the Army. Improvements that
have heen made but problems that still exist in Claims Army Finance Support
Agency.

B-117084, April 4, 1975.—Social Security Administration. Lengthy delays in
processing of over-payments under Part A of the medicare program may result
in losses of millions of dollars.

CED-77-112, July 18, 1977.—Department of Agriculture. The food stamp pro-
gram overissued benefits not recovered and fraud not punished.

CD-77-1, August 11, 1977.—Department of Health, Education and Welfare Of-
fice of Education. Collection efforts not keeping pace with growing number of
defanlted student loans.

FGMSD-77-33, September 8, 1977.—Department of Housing and Urban Develop.
meut, Millions of dollar in delinquent mortgage insurance premiums should be
collected by HUD.
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HRD-78-45, February 16, 1978.—Veterans Administration, Further action
needs to resolve Veterans Administration’s educational assistance overpayment
problem.

CED-78-14, December 12, 1977, Department of Housing and Urban Develop-
ment/Department of Defense. The unnecessary practice of requiring DOD to pay
mortgage insurance premium on Wherry and Copehart family housing properties.
owned by DOD and insured by HUD.

HRD-77-131, August 28, 1977.—Social Security Administration, Supplemental
security income overpaymems to medicaid nursing home residents can be
reduced.

B-11860. October 7, 1977.—Department of Agriculture. Letter report to the
Secretary of Agriculture concerning improving FmHA's practice of charging
either a standard fee or nothing for credit report for evaluating the credit history
of loan applicants.

B-114589, March 19, 1976. Veterans Administration. Education assistance
overpayments, a billion dollar problem—a look at the causes, solutions, and col-
lection efforts.

HRD-78-112, May 11, 1978 —Veterans Administration. Improvements needed in
VA's education loan program.

HRD-78-94, May 2, 1978.—Office of Education, HEW. Status of Office of Edu-
cation’s national direct student loan funds at selected post-secondary education
institutions.

FGMSD-77-46, September 16, 1977.—Department of Defense, Weaknesses in
billing and collection for foreign military sales.

CED-77-134, October 7, 1977.—Department of Agriculture, Need for the Farm-
ers Home Administration to charge a fee for credit reports used to evaluate the
credit history of housing loan applicants.

FGMSD-77-45, June 25, 1977.—Energy Research and Development Adminis-
tration. Review of (ERDA’s) accounting system for accounts receivable including
related billing and collection practices.

FGMSD-77-42, July 11, 1977.—Forest Service. Review of accounting systems for
accounts receivable including billing and collection practices including billing and
collection practices and improvements need in the accounting, billing, and collec-
tion system.

FGMSD-77-29, July 27, 1977.—General Services Administration. Review of ac-
counting systems for accounts receivable including billing and collection prac-
tices and improvements needed in the accounting, billing, and collection system.

FGMSD-77-30, August 17, 1977.—Department of Labor. Review of accounting
systems for accounts receivable including billing and collection practices and im-
provements needed in the accounting, billing, and collection system.

FGMSD-77-81, August 30, 1977.—Department of the Treasury. Review of ac-
counting systems for accounts receivable including billing and collection practices
and improvements needed in the accounting, billing, and collection systems.

FGMSD-77-32, September 6, 1977.—Social Security Administration, Review of
accounting systems for accounts recelvable including billing and collection prac-
tices and improvements needed in the accounting, billing, and collection system.

FGMSD-77-41, September 15, 1977.—Clivil Service Commission. Review of ac-
counting systems for accounts recelvable including billing and collection prac-
tices and improvements needed in the accounting, billing, and collection system.

FGMSD-77-89. October 21, 1977.—National Aeronautics and Space Adminis-
tration. Review of accounting systems for accounts receivable including billing
and collection practices and improvements needed in the accounting, billing, and
collection system.

FGMSD-77-668, February 3, 1978 —Department of the Interior. Review of ac-
counting systems for accounts receivable including billing and collection practices
and improvements needed in the accounting, billing, and collection system.

ATTACHMENT No. 2
GAO REVIEWS IN PROCESS

1. Evaluation of the feasibility of the Government collecting debts on which
collection action is now being terminated by reducing future Federal tax refunds
to these debtors.

2. Revlew of the system used to collect over a hilllon doltars annually in royal-
ties for oil and gas extracted from Federal and Indian lands.

u& tAnalysis of the impact of the Tax Reform Act on Government collection
efforts.
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4, Evaluation of Social Security Administration efforts to collect overpayments

to supplemental security income recipients.
‘5. Evaluation of Social Security Administration efforts to collect overpayments

made under the retirement and survivors insurance program.

6. Test to determine the feasibility of referring delinquent Veterans Admin-
istration educational assistance accounts to credit bureaus.

7. Evaluation of the collectability of educational assistance accounts which
are written off by the Veterans Administration as uncoliectible.

8. Analysis of the procedures used by the Internal Revenue Service to collect
tax debts.

Senator Byrp. Thank you very much, Mr. Staats. That is a very in-
formative presentation. You made some very important points, it
seems to me.

For purposes of clarification, as I understand it, your report today
does not deal with debts owed by foreign governments to our Govern-
ment? That is entirely separate.

Mr. Staats. That is correct.

Senator Byrp. It deals only with

Mr. StaaTs. Excuse me. I stand corrected. The larger figure, the 118,
does include debts owed by foreign governments to the United States.

Senator Byrn, The 118 figure gges, but not the 84 ¢

Mr. SioNeTTE. That does include—the $84 billion does include
amounts owed by foreign governments, for example, under the AID
program, as well as past war debts, Those would be included in loans
in the $84 billion.

Senator Byrp, That is included ¢

Mr. StmoneTTE. Yes; it is. I don’t have the figure handy, but it would
prol;ably be in the neighborhood of $10 to $15 billion of the outstand-
ing loans.

Mr.-Staats. May we supply that for the record?

Senator Byrp. I wish you would, because the total foreign debt owed
;)ql It}xe Government excludes World War I debt and it would be $60

illion,

Mr. Siyonerte. The amounts owed under the ATD program are
definitely included as well as amounts owed to the Department of the
Treasury as past war debts, yes, sir.

Mr. Staars. Would it be helpful, Mr. Chairman, if we gave you a de-
tailed breakdown for the record of the makeup of the $118 billion ¢

Senator Byrn. Yes; it would.

Mr. StaaTs. I think that would be helpful.

Senator Byrp. I wish you would do that.

[The material to be furnished follows:]

Amounts owed the U.8. Government at September 1977

Billtons
Accounts and loans receivable owed to budgeted agencleS. o omme oo
Accounts and loans recefvable owed to off-budget agencles—_...___.______ 84

The $84 billion owed to budgeted agencles includes the following activities
with amounts primarily due from foreign countries.

Billions

International Security Assistance ..o __________._______________ $2
Agency For International Development.. 14
Treasury Department lend lease and surplus property accounts....______ 8
Total —— 21

39-492—79——3
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Senator Byrp. Could you pinpoint which departments or agencies
have the most delinquent obligations ¢

Mr, StaaTs. You are referring to those which are overdue?

Senator Byrp. Which are overdue, yes. )

Mr. SimonerTE. We cannot precisely pinpoint, Mr. Chairman, which
departments and agencies have amounts overdue. This would require
an individual examination in each and every agency.

‘We do know that there are amounts overdue through overpayments;
amounts overdue through various loan programs. For example, we
know, under the Office of Educafion’s student loan {)rograms, approxi-
mately $1 billion is in default. Certainly that would be overdue.

Unfortunately, there is no overall figure available that we could ob-
tain to show on a Government-wide basis what amounts would be
overdue.

Mr. Staars. This is one of the deficiencies in the reporting which
we referred to. We do not now have any systematic way to collect
information on overdue payments, or where loans are delinquent. We
need to have better information than we have for the basis of policy.

Senator Byrp. According to your statement this morning, 25 percent
of the loans made by the %)ﬁice of Education, are now in default, $1
billion out of $4 billion in receivables.

Mr. Staars. That is correct.

Senator Byrp. In another part of your statement you mention sociai
secuvity—on page 9—"Social Security Administration began includ-
ing program overpayments as accounts receivable in 1977 financial re-
ports. As a result, the reported receivables went from $83 million to
$1.5 billion in 1978.” _

That is just an astonishing figure, it seems to me, for overpayments.
When you deal with overpayments to Social Security recipients, 1t
seems to me that you are getting into a category there where, in many
case;;, as a practical matter, you cannot real%y recoup that money, can
you
Mr. Staarts. It is very, very difficult. Many of these are in the nature
of errors. Some of the errors are due to the Government’s own poor
management, so that it is very, very difficult to collect, particularly
from people who are in that income category.

Senator Byrp. That is what impresses me, What this indicates to me
is that there is apparently a great deal of slackness and inefficiency and
inaccurate handlings of these Social Security accounts if the payments
are on the magnitude of $1.5 billion for social security recipients.

Would that be your interpretation ¢

Mr. Staars. That is right.
Mr. Usinaxer. I may add, in that figure for social security, while

a lot of those people are not able to pay, we have also identified that
there are many people able to pay and just are not. These are people
who have made filing errors, who do have jobs and the ability to pay,
but just are not doing so.

Senator Byrp. So a reasonable portion, or the highest portion of
that $1.5 billion, is collectible ¢

Mr. UsiLaNER. It is hard to say, but I don’t want to give the impres-
sion that it is all uncollectible because the people cannot afford to pay.

Mr. ScantLEBURY. If T might add, a large number of those came
from the supplemental security income payments which the Social
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Security Administration started making about 2 or 3 g'e_ars ago, That
was a new program they undertook. At the outset of it, they had a
large number of errors. .

Senator Byrp. When overpayments go from $83 million in 1976 to
$1.5 billion in 1978, that is an astonishing increase. Probably a method
of reporting that did not give full reporting ¢ )

Mr. StaaTs. That woufd be a correct answer. Some in that, a large
balance of that, would be just better reporting. Many of those over-
payments occurred, certainly, prior to 1976.

Senator Byrp. Do you feel any legislation is needed to take care of
some of the problems that you mentioned here ? . )

Mr. Staars. We are not positive at this moment as to what legisla-
tion would be required. We are rather inclined to think that some
legislation would be required when we have a chance to monitor what
the Office of Education is doing, and my own feeling as of today is
that we will be recommending before too long that the Congress take
some action to amend the 1966%egislation.

Senator Byrp. You state on page 14 that you believe that a test of
the use of the debtor locator service is warranted. Would that require
legislation, or can that be done by administrative action?

Mr. UsiLaxer. That can be done by administrative action, sir.

Senator Byrp. It seems to me that that is a very worthwhile recom-
mendation and one which I would think the agencies would want to
follow-up on.

Mr. StaaTs. I believe that the only legislation that would be spe-
cifically required would be to enable the Government to turn over the
debt collection to a private debt collection agency.

That has been done, as you indicated, for the Office of Education
under student loans. That 1s a program that we are going to be moni-
toring very closely and see whether or not, on the basis of that, we
could recommend more general legislation for other agencies, or per-
haps the entire Government. :

Senator Byrn. The Office of Education was given that authority,
you say, in 1976. Is it too early to tell how effective that has been?

Mr. Usianer. They are just putting out their RFP, request for
proposal, now. It is too early.

Senator Byro. They have not actually utilized it ?

Mr. Staars. That is correct. They are just now in the process of
trying to get contracts entered into for that purpose.

Senator Byro. Of course, these large defaults and untimely repay-
ments of obligations owed the Government, that means that the Gov-

sernment must go to the money markets to a greater degree than they
would otherwise because it is operating on (feﬁcit, so that they must
borrow greater amounts.

Mr. Staars. Anything we can do to reduce the amount of uncollect-
ible debts and overpayments is going to help that much on the deficit.

Senator Byro. What would you recommend? You say now that the
Government generally does not seek judgments on debts of less than
$600. What figure would you be inclined to recommend %

Mr. Staats. As of today, we are not able to give you a specific figure.
We do think that if the agencies automated more and used a locator
service and took other actions, that that figure could be reduced.
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Senator Byrp. Do Government agencies routinely write off debts of
less than $600¢ :

Mr. StmonNeTTE. Yes, sir. The Government agencies have the author-
ity to write off debts of less than $600 and also the Government agen-
cies are permitted to write off debts up to $20,000 if certain conditions
exist.

For example, if the agency is unable to locate the debtor, if there
is clear indication that the debtor will simply not be able to repay. the
agencies do have authority under the joint collection standards to
take such action.

Mr. ScaxtrLeErvrY. They do, first, Mr. Chairman, attempt to collect
the debts of smaller than that amount.

Mr. Staars. We do not want to give the impression that they make
no effort to collect debts under $600, but they do have anthority to
write those off. They do make some effort to try to collect those debts.

Senator Byrn. Thank you. My time has expired.

Senator Packwood ? :

Senator Packwoop. T have sensed in some of the agencies, particu-
larly the Department of Health, Education and Welfare, a feeling that
many of these debts should never have been debts anyway ; they should
have been grants to begin with, and that is one of the reasons that no
serious effort is made to pursue them. .

Have vou run into that philosophy in HEW in particular, or other
agencies in general?

Mr. SiyroNeTTE. We feel that the agencies can be more effective,
they can be more aggressive, perhaps 2 little more hardnosed, but I can-
not say that we have run into any feeling that these should be basically
turned into grant programs.

Senator Packwoon. On page 6, item No. 4, you say agencies did not
analyvze their collection activities to identify the cost of collection, I
recall a study that you did a number of vears ago on the Government
payvment of medicare claims in the Division of Direct Reimbursement.
The first thing you noted in your report, in trying to compare what it
cost the Division of Direct Reimbursement to pay a medicare claim,
they had private insurance pay it. The Division d:d not know what it
cost to pay a claim. They never analyzed the cost. .

Is that the same thing you are saying, that these agencies do not
know what the cost is to collect a debt ?

Mr. Staats. T think that is a correct understanding. |

Senator Packwoob. They do not know what it costs them to collect
a debt. I think this is true.

What has caused, in the last 8 years, the decision not to pursue a,
debt below $600 if they do not know the cost, to collect a debt ¢ ;

My, UsiLaner. I guess this has gone up because of inflation. That is
one of the reasons given.

Obviously, Senator as you pointed out, there has been no quantita-
tive analysis done that this is the correct figure from a cost-benefit
point of view.

Senator Packwoon. It is an intuitive hunch with them that about
$600 we can afford to collect, but below that forget it ?

Mr. Staats. The figure, I think, initially was $200, established richt
after the 1966 legislation. It went to $400 later on and up to $600.
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Senator Packwoon. It has gone up about three times when inflation
has gone up about twice{ -

It has gone up when private collection agencies are holding to &
figure of $25 during that whole period of time, so this cannot simply
be traced to the fact that they do not use private agency collection
methods. It cannot solely be traced to inflation, because inflation has
not been that great. Is the management worse than we had 10 or 12
years ago? It is a more generous attitude-that we had toward debtors
10 or 12 years ago, or maybe a combination of both ¢

Mr. Staars. The $25 figure is a useful figure for us to have, because
it enables us to relate that $25 of the private sector’s cost analysis.
We do not believe that the Federal Government can ever get down to
$25, but we do think it could reduce that $600 very substantially.

Senator Packwoob. I think they could get below the $200 figure of
8 or 9 years ago without being mean or malicious or doing anything
heartless, but by simply asking people who can afford to pay, to pay
their debts to the Government. T

When it comes to people who cannot afford to pay, we would be in
the same situation as private collection agencies would be. People go
bankrupt. They cannot pay ; you cannot collect.

In regard to Health, %ducation, and Welfare, there is a great
tendency to want to write off the debts. I use the term want to write
off the debts. There seems to be no overwhelming desire to collect
them. If pushed by the General Accounting Office, or pushed by Con-
ﬁress, they reluctantly attempt to collect the debts so that their record

oes not look so miserable.

I compliment you again. The reports I have had from the GAO
under your tenure have been outstanding. I do not know how much
money that GAO can point to as what they have saved over the past
years by your studies. Maybe you know.

Do you have any idea of the figure?

Mr. Staars. We attempt to maintain a running account where we
can quantify savings that result from our recommendations and where
the agencies take the action and where Congress specifically identifies
a reduction in relation to a GAQ recommendation.

I want to emphasize here a lot of savings that come about cannot
- be quantified or where the agency may have been the process. We do
not take credit for those, but in 1977, our savings of the type I have
just described were $5.6 billion and this last year, $2.5 billion.

So over that 2-year period, it would be something over $8 billion.

Senator Packwoon. That 1s an incredible record; you are to be
complimented. ‘

I have no further questions.

Mr. StaaTs. Many of those, by the way, are recurring year after

ear.
y Senator Packwoop. We can count on those savings every year$

Mr. StaaTs. Yes.

Senator Byro. Thank you, Senator Packwood. ,

I am wondering whether there is really an interest on the part of
the various departments and agencies in attempting to collect these
obligations—Government debts? This is along the lines of Senator’
Packwood’s question. : :



18

I do not know whether you want to indicate this or not. 1 do not
want to pressure you as to whether there is an interest, and desire on
the part of the various departments and agencies to push the collection
of oEli tions owed the Government.

Mr. StaaTs. I would like to have my colleagues here who have been
working directly with the agencies to respond to that question. We
have no hesitancy in responding to that. . .

Mr. ScanTLEBURY. We think that the agencies have shown interest
in collection, but one of the problems they have had in the past few
years is that the number of accounts they have to collect have grown
substantially and they have not really responded effectively to this

rowth,
£ There are a number of different programs like the student loan
prog{?m that generated receivables that they did not previously have
to collect.

Mr. Staars. I would say this, Mr. Chairman. In general terms, the
subject probably has not received the top level attention of the execu-
tive branch that it should have, Only as we have been able to call their
attention to some of the needed changes such as the interest on over-
payments and overdue loans have the{ promulgated rules on charging
interest. We are inclined to think that some of these other recom-
mendations that we are making here today could have been put into
effeﬁ% by the agencies had there been sufficient concern about the
problem,

I think we would be willing to make that statement.

Mr. UsmuaNER. There is more pressure on the giving end than on the
getting back.

Senator Byrp. That is my impression—my strong view. As a matter
of fact, I will give you an example,

Several years ago, this committee held a hearing on the debt owed
the United States by foreign governments. An Assistant Secretary
of State testified in that regard and, after the hearing, he was queried
by the press and he told the press that he thought the hearings on this
matter were very boring—that upset Secretary Kissinger, He thought
Y would be upset, since I was the chairman presiding, and T told him
not to worry about that. I was not upset about that remark at all,
hecause I think it is indicative of bureaucratic Washington and what
¥1os(§ agencies and departments want to do is to dish out the tax

unds.

I find that very little interest—indeed, I find that many, T will not
say most, but many, find it boring to have to attempt to get back from
the taxpayers money owed the Government.

Every speech I have made in Virginia for years, I cited this incident,
this boring hearing, in the view of the State Department, because, in
my judgment, there is a lack of concern or interest or desire to press for
the collection of just claims owed the Government. '

Mr. Staars. Mr. Chairman, if T might interject here, this is one of
three areas which we have recently called attention to as matters that
could result in substantial savings to the Government. We have done a
great deal of work in the area of fraud and error and abuse on pro-
grams, but we think there is tremendous potential for savings.

The third area has to do with cases where internal auditors in the
agencies have questioned the accuracy of the legitimacy of a particular
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contract payment or threat or loan and where those questions have not
been resolved. Something like $4.5 billion just in the agencies that we
looked at, where the internal auditors have questioned the accpraci of
the payment, the correctness of the payment, and those questions had
not been resolved.

Senator Byro. $4.5 billion?

Mr. StaaTs. Yes. .
Senator Byrp. I would like to equate that to the amount of income

taxes paid by all the people from the State of Virginia, the 12th largest
State in the Union, with 5,100,000 population. The total income tax
payment from all the people Virginia is $3.5 billion.

So this figure you are speaking of is greater than all of the taxes
paid by the residents of the 12th largest State in our Nation.

I think that is very significant.

In your statement you say:

Our review showed that prompt collection action on the government's ac-
counts receivable from the public has been hindered by—a lack of prompt and
aggressive collection action in accordance with the Joint Standards—low or no
interest charges being imposed on deliquent accounts * * ¢}

This is customary, I assume, and is more the rule than the exception
not to charge interest, or to charge a very low interest rate?

Mr. SimonerTE. That is correct, Mr, Chairman, It varies widely, as

we pointed out, but the problem we saw, which has been partially cor-
rected, is that there was no Government-wide guidance to the agencies
as to what interest should be charged under what conditions, and so
on. ,
Treasury has partly corrected that in recent months by requiring
interest charges where claims arise through contracts or other types
of formal agreements. We would like to see that go further. We think
it is a loophole that should be closed, that is, where there are claims
that have not arisen through such agreements, such as overpayments,
for example, that consideration be given to charging interest, if that
amount is not paid within a reasonable period of time.

We think that this would help speed up, again, the repayment of the
Government’s debts.

Senator Byrp. I think it certainly would.

Indicative of that is your statement about the Energy Research and
Development Administration which charges 1 percent a month on its
accounts.

Mr. StMoNETTE. Yes, sir. We found that to be quite effective,

Senator Byrp. Could you list the elements that compose the debt
figure? It is loans, I assume, accounts receivable, overpayments. Any-
thing else?

Mr. SimoNETTE. Yes, sir.

The two big pieces are accounts receivable, which is about $15 bil-
lion. That includes overpayments, at least the overpayments where
the agencies are reporting them. One of the points we made was that
those should be reported to Treasury as accounts receivable; some
agencies were not doing this,

The second piece of that would be loans receivable, loans owed to
various agencies which would be the $69 billion.

1 See p. 5.
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Going back to the accounts receivable for just a moment, those alsé
arise from other types of services, goods and services, that the Gov-
ernment provides. Certain NASA programs, the ERDA program that
you mentioned, the sale of uranium enrichment services, various sales
of goods and services provided by the various agencies.

Senator Byrp. Are you able to indicate which agencies have the
greatest amount of overdue debt?

Mr. SoyonerTE. We cannot say precisely which agencies have the
greatest amount of overdue debt because, again, there is no overall
reporting of those amounts. All we can do at this time is point to indi-
cations where certain agencies do have overdue debt. For example,
the Veterans Administration would certainly be one, with its large
overpayments, The Office of Education, as I mentioned earlier, with
its large amounts of numbers of loans in default.

Those would be two activities with delinquent debts.

Senator Byrn. Thank you, sir. I want to commend the General Ac-
counting Office for its work. I think it is important that there be at
least one agency of Government which has a keen and definite interest
in seeing that the Government receives its just amount from overpay-
ments and other forms of debt owed to Government, If the Govern-
ment does not, every taxpayer in our Nation is adversely affected.

I want to commend you, Mr. Staats, and your organization,

Senator Packwood ¢

Senator Packwoop. No questions.

Senator Byrp. Thank you very much gentlemen.

Mr. Staats. Thank you.

Senator Byrp. The next witness is Mr. William C. Nester, director
of New Jersey Higher Education Assistance Authority. Mr. Nester,
we are delighted to have you this morning. I understand that you have
developed an innovative program in the State of New Jersey, and this
committee is interested in getting the details of the program.

STATEMENT OF WILLIAM C. NESTER, DIRECTOR, NEW JERSEY
HIGHER EDUCATION ASSISTANCE AUTHORITY

Mr. Nester. Thank you, Mr. Chairman. I would like to introduce,
before I begin, my colleague, Mr. John DeFeo, who manages all
claims and collections for the New Jersey Higher Education Assist-
ance Authority. ,

Mr. Chairman and members of the committee, T am pleased and
consider it a privilege to appear before this distinguished committee
to comment on debt collection management. In order to understand
the setting from which our experience has been drawn, let me help
y.(l))l.l].to visualize the program for which I have administrative respon-
sibility. :

The New Jersey Higher Education Assistance Authority has re-
sponsibility for the making and guaranteeing—assuring repayment to
lender—of Joans to students for the purpose of defraying the cost
of post-secondary education. These loans, commonly known as Guar-
anteed Student Loans, have been made since 1980 with the authority
amending its regulations to conform with the program set forth under
the Federal Higher Education Act of 1965. T have been secretary of
the authority and director of the loan program since 1968,
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We are proud of our program in New Jersey which has guaranteed
over 500,000 loans valued In excess of $700 million, of which about
$500 million is currently outstanding. Under the program this past
year, more than 60,000 students were granted loans amounting to £122
million, These students attend post-secondary schools and _colleges
throughout the 50 States and some attend institutions located outside
the United States.

At the time the loan is made, it is the number one fiscal priority of
the borrower. In general, it can be said that historically Government
agencies, credit grantors and institutions within the {lusiness com-
munity have considered loans for education a low priority item; and,
therefore, the individual borrower tends to hold an educational loan
at that same low level,

The borrower fails to recognize, and both the lender and the finan-
cial aid officer at the educational institution fail to adequately educate
the borrower, that a pledge has been made to repay the loan out of
potential future earnings. Many individuals refuse to consider repay-
ment of the educational loan a fixed expense and, therefore, find them-
selves overcommitted at the time repayment is scheduled to begin. For
fear of losing material things, other indebtedness is considered to be
of higher priority—the car payment, the mortgage, stereo, TV or pay-
ment for other consumer goods.

Our job, then, is to educate the borrower and members of the busi-
ness community that repayment of an educational loan, even though
guaranteed by the Government, must be kept at a high priority level
and not allowed to slip to priority Nos. 4, 5, 6 or even lower. In order
to do this, educational loans must be made a part of a person’s total
credit history just the same as any consumer loan.

Not presently recognized by many in the business community or
other knowledgable individuals, including reporters, writers and edu-
cators who strongly support increased financial aid for students, is
the fact that the education loan may well be the second largest in-
debtedness incurred during the lifetime of an individual. In most
cases, the size of the education loan has surpassed that of the car loan
and now is exceeded only by the home loan.

Failure to include educational loans as part of a person’s credit
history creates a distorted financial picture, allowing a credit grantor,
unaware of previous indebtedness, to grant too much additional credit
and thus allows the individual to become over-indebted. However, if
the credit grantor has the benefit of knowing the present total in-
debtedness, any potential problem concerning repayment surfaces im-
mediately. Thus, an individual can be spared the pitfalls of becoming
delinquent or even defaulting on his loans.

Tt is not the borrower alone who is responsible for the indebtedness
of an individual, but rather the lender and those in the business com-
munity who may find it prudent to extend credit to those persons
already overwhelmed financially with education loans. Many. cases
in which loans have been defaulted reveal the sad fact that future
credit grantors had not been aware of previous educational loan in-
debtedness and, therefore, extended credit in excess of the borrower’s
ability to repay.

A student loan may be financial aid at the time of disbursement ; but
as far as the student and lender are concerned, it becomes a realistic

39-492—79——4



22

business transaction at the time of scheduled repryment and it is sub-
ject to all the variables within the economy at thai time. It is directly
related to the borrower’s ability to repay from discretionary income.
Therefore, if the student loan indebtedness is not considered at the
time of loan disbursement, it may well be too late at the time repay-
nient of the loan is to be initiated.

What, then, is the key to keeping the business community and credit
grantors informed about a person’s credit history? The key is simply
to report the education loan, or any loan, to a credit data reporting
service at the time funds are disbursed. Thus, a credit history is begun,
or added to, and is available to provide factual information in the
granting of additional credit.

The intent is not to prevent persons from obtaining additional
credit, but rather to assure that all current indebtedness will be con-
sidered before additional credit is extended. Once overindebtedness
occurs, collection tools of any kind are virtually useless.

A colleague of this distinguished body, Senator Proxmire, recently
said that going to credit bureaus would be “an inexpensive, effective:
and fair way to insure that when Uncle Sam lends money, it’s a loan,
not a gift. Until and unless the average citizen knows that an obliga-
tion to pay his Government is just as sacred as an obligation to pay
his car dealer, we can expect the dollars owed the Federal Government
to grow by leaps and bounds.”

Based on our many years’ experience with guaranteed student loans,.
we are in complete agreement with the Senator,

We have always been concerned with the timely repayment of
student loans, but in December 1975 we began to give increased atten-
tion to monitoring the total indebtedness of an individual by using
the services of a credit data agency. Our experience since then has been
most gratifying; the dollar amount of claims paid to lenders to pur-
chase defaulted student loans has decreased each year, while at the
same time, there has been a very substantial increase in the number
of students making a payment on their defaulted loan and there has
})een a significant increase in the total dollars collected on defaulted

cans,

It should be pointed out that during this same time period, there
was no increase in the number of staff persons working in claims and
collection activities. What can’t be measured, and I have a strong
feeling that it is substantial, is the number of students who are making
regular payments on their loans as the result of a report from the
credit data agency. The very significant decrease in default claims paid
to lenders appears to support my feeling.

Todey, we are a very mobile society and some of us move frequently
and rapidly, some within municipalities, within a given State, or even
across State lines. A person’s credit history tends to move with him
or her, for sooner or later most people apply for credit at a local store,
financial institution, or national credit card.

When references are checked, the applicant’s credit history is.
updated and the lender is in a position to decide on the basis of facts
whether to extend additional credit. Calls are received every day in
our office from student loan holders and credit grantors attempting
to make a proper evaluation as to whether additional credit should
be granted.
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Some accounts surface in which the borrower had not been heard
from for several years, but because his credit history has been acti-
vated, his current whereabouts is now known. Attached to these com-
ments are several recent examples that came to our attention.

In conclusion, I would like to urge consideration of two thoughts
to improve debt collection management. First, that serious thought be
given to establishing a nationwide credit data reporting service for
Government guaranteed loans of all types. If such a service was estab-
lished and every Government guaranteed loan reported at the time
funds are disbursed, that history would help thousands of our citizens
to avoid becoming overindebted and save millions of dollars for the
taxpayers,

ere is no question in my mind that this would provide a valuable
service that would result in preventing embarrassment and eliminat-
ing heartaches in many familes.

%econd, I would urge that all the facilities of Government be made
available when checking the history of those individuals who have
defaulted on a Government-guaranteed loan. We have recently read
about “Operation Match” which identified student loan defaulters em-
ployed within the Department of Health, Education, and Welfare,
Civil Service, and the military. Could youv not use those same facilities
to check defaulted loans held by educational institutions and State
guarantee agencies?

What about using the facilities of IRS and Social Security just to
mention a couple more agencies? After all, gentlemen, paramount in
all our endeavors is the operation of sound programs of assistance, but
pro%]rams in which the taxpayers’ equity is protected.

Thank you for the opportunity to appear before you. We hope that
you will find these comments helpful in your future deliberations. And
now, Mr. Chairman, if you have any questions, we would be pleased
to respond to the best of our ability.

. [The attachment to Mr. Nester’s statement follows :]

ATTACOHMENT
EXAMPLE A, NO PAYMENTS MONTHLY

Address at time of loan disbursement: New Jersey.
Address at time of credit inquiry ; New Jersey, new residence.
Date of default. December 1977,

Amount of default: $3,351,49.

Scheduled payments: $65 per month.

Payments through August 31, 1978 ; $65.

Date of credit inquiry: July 10, 1978.

Summary:

In July 1978 the subject applied for a mortgage, and this agency was contacted
for purposes of updating the account.

Conclusion: .

As a result of this inquiry, we received a $65.00 payment fn August 1978 and
payment in full of $3,481.61 (principal and interest) on November 2, 1078,

EXAMPLE B. IRREGULAR MONTHLY PAYMENTS

Address at time of loan disbursement: New Jersey.
Address at time of mortgage inquiry: New Jersey.
Date of default: June 1976.
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-Amount of default: $1,858.80.
Payments through June 80, 1978: $50.
Scheduled payments : $50 per month,

Summary:
Credit inquiry received by this office on July 9, 1978 as subject was applying
for a mortgaze.

Oonclusion:
Payment {n full of $2,101.00 (principal and interest) was received on Octo-

ber 27, 1978
EXAMPLE C. BKIP LOCATED, PAYMENT INITIATED

Address at time of loan disbursement : New Jersey.
Address at time of default : New Jersey, different location.
Date of default : March 1977.

Amount of default : $625.

‘Scheduled payments: $40 per month,

Bummary: -
No payments recelved from the date of default through September 80, 1978.
‘Credit inquiry recelved on October 10, 1978 when subject applied for a mortgage.

Conclusion
A a result of this inquiry, repayment arrangements were initiated and the first
payn.ent was received from this individual on October 18, 1978.

EXAMPLE D. S8KIP LOCATED, PAYMENT INITIATED

Address at time of loan disbursement : New Jersey.
Address at time of credit inquiry : California.

Date of default: April 1968,

Amount of default: $754.04.

Scheduled payments: $30 per month.

Summary:

Subject was presently on the move and refused to initiate repayment. On
October 3, 1978 a credit inquiry was cleared through this office as the subject
applied for additional credit through a large department store in California.
Credit was denied because ct default.

Conclusion:
Payment in full of $864.98 was recelved on November 80, 1978.

EXAMPLE E. PERSONAL LOAN, FURNITURE DENIED

Address at time of loan disbursement : New Jersey. .
Address at time of credit inquiry : New Jerey.

Date of default : August 1978.

Amount of default : $1.806.72.

Scheduled payments: $45 per month.

Summary:
No payments recetved through October 30, 1978.- Credit inquiry recelved in
October 1978 when subject applied for furniture loan which was denied.

Conclusion:

As a result of this, on \Iovember 8, 1978 subject called the New Jersey Higher
Education Assistance Authority and agreed to initiate payments at $45 per
month. First payment in the amount of $45.00 was received on November 22, 1978.

EXAMPLE F. S8KIP LOCATED, FHA MORTGAGE

Address at time of loan disbursement : New Jersey.
Address at time of credit inquiry : New Jersey.,
Date of default : June 1978.

Schednled payments: $60.

Amount of default: $3.200.
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Summary: .

On November 29, 1978 subject called indicating that he was applying for a
FHA mortgage and made his first payment of $80.00. On December 4, 1978 sub-
ject paid $240.00. On December 6, 1978 mortgage inquiry received and presently
under consideration.

Conclusion:

Borrower would not initiate payment until applying for mortgage. Payments
made as a direct result of the mortgage conipany’s inguiry.

Senator Byrp. Thank you, Mr. Nester. That was a very interesting
presentation. I think that it will be very helpful.

Is it your view that the experience in New Jersey in improving its
debt-collection processes could reasonably and logically apply to the
Federal Governiment ¢

Mr. NESTER. Absolutely.

There has been a tendency on the part of Government until recently,
I believe, as T mentioned in my remarks, to treat these loans lightly.
In fact, I heard one gentleman, whom I shall not identify, say, “What
if we only get back 90 percent of the money that is loaned ¢ That is
90 percent that we have recovered; we have only given away 10
percent.”

That statement, to me, represents an attitude that has been preva-
lent. far too long. Especially from my view, where I am dealing with
young people; a loan is a loan. It is a concept. You borrow and you
are expected to repay that obligation.

If you allow the individual to feel that if the time comes and T can’t
repay it, the Government will forgive e, then you are developing an
attitude not only about student loans, you are developing an attitude
about the whole concept of lending. If I can get away with an educa-
tion loan, why can’t I get away with a VA loan, an FHA loan, or any
other kind of Government loan, such as SBA, to mention one ¢

Senator Byrpn. We need you in Washington. It seems to me that
what you say is not only important from the point of view of Govern-
ment, but even more importantly, from the point of view of the young
people who are receiving these loans.

If they start off in life feeling that they can borrow whatever amount
they need and want to borrow, and not worry about repaying it, it is
going to be disadvantageous to them throughout all of their lives.

Mr. NesTER. You will be pleased to know, sir, that we have had «
policy—in fact, it has been a State policy—not to write off any loan
owed to the State of New Jersey, ang we have not, as long as we have
been in business, written off a loan. They all remain open.

It has been amazing to me the number of individuals who may be
lost for 3 or 4 years—by that, T mean you do not have contact with
them—who suddenly show up, and especially has this been true since
we have been using the credit data reporting service, because sooner
or later, they are going to ask for credit.

I have been very much surprised recently by the number of requests
we have had from FHA and the VA, Their call was prompted by the
fact that the individual is now applying for one of those designated
loans and had an education loan on record, and we, of course, the
student having defaulted, are the creditor of record, and they call us
to learn what the status is.
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In some instances, that student who had defaulted on his loan was
paying us on a regular basis, and this was fine, this was what the
credit grantor wanted to hear. In a few other situations where we had
not heard from the student, the student failed to respond to inquiries
written or telephoned, we simply were able to convey that to the credit
grantor.

We make no attempt to tell them whether or not a loan should be
;nade. That is the decision of the other agency. All we do is deal with

acts,

Senator Byrp. That is a good, sound view. The Federal Office of
Education has over $41‘;>illion in receivables, and of that $4 billion,
$1 billion of these loans is in default and the rate is increasing. Also,
25 percent of the Office of Education receivables are in default.

IHow does that percentage compare with yours?

Mr, Nester. I made reference to the fact that we have guaranteed
over $700 million worth of loans. We have had to repurchase, for any
reason whatsoever, which we call default, about 6 percent. That 6
percent has been consistent throughout the years.

At this point I would like to caution you on use of the term “default.”
As soon as someone says what is your default rate, or my default rate,
you should ask the question, how do you arrive at that rate.

I have heard the Office of Education give default rates that vary
considerably, and I must say that I, too, question what they are using
for the numerator and for the denominator.

Generally, total matured paper will be the denominator.

What I am getting at is this, and bear in mind I am speaking about
the guaranteed student loan program. We purchase a default, because
the student either voluntarily or is forced to breach a contract with
the lender for repayment.

This may be because of problems of health or improper management
of his finances. It may be due to an untimely death or permanent dis-
ability. Hle may have declared bankruptcy. He may have simply said,
come and get me, the State owes this to me.

Al loans we have repurchased for any reason whatsoever, amounts
to about 6 percent. However, if you look at that 6 percent and analyze
the status of these loans, and look only at death, disability, bank-
ruptey. and litigation, those cases that are being litigated at the present
time or have been or for which we have requested litigation, we are
talking, then, about what I would call a potential loss rate of about
1 percent.

Senator Packwoon. One percent of the six percent ?

Mr., NesTER. Of the loans repurchased.

That is making an assumption on my part that the remainder who
have defaulted on their loans will pay their loan in full. Many of them
are.

Over 2,000 of them have already paid that defaulted loan in full.

What if that loss rate was to double or even to triple? I think that
there are many, many financial institutions in this country who would
love to be able to look at a default rate as low as that, especially when
vou consider to whom the loan was made. ’

Think of it. .\ 17- or 18-year old who signs for that loan by himself,
no cosignor, he alone is responsible for repayment, he does not know
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what he wants to do in life. He has no income, no assets, is not sure of
where he is going at the time the loan is made, and yet this is the kind
of a record that has been established. I think the program itself is a
remarkable program. I think our young people are showing us that
they they are willing to recognize their responsibility and will repay
their obligation if someone points it out to them, but there are a great
many, sir, that you have to help along the way.

There is that period of 5 or 6 years after graduation where some have
to get settled. They want to take that free year or two in Europe or
try their skill at painting or some other endeavor which is not very
productive, but if you stick with them and, as I say, educate them, they
will return to the fold and will, indeed, make regular payments on their
loans.

Senator Byro. That is a remarkable record. You and your associates
are certainly to be highly commended.

Tt is my thinking that most of our young people want to do the right
thing. Most of the young people who borrow or find it necessary to bor-
row or who must borrow to complete their education, want to do the
right thing. But, I think that if they find that Government is lax and
Government does not care much whether they repay their cominit-
ments or not, then they will take a lax attitude toward it.

But. fundamentally, T think they do want to pay their obligation, I
assume you have found that to be the case, or otherwise you would not
have gotten, as good a record as you have.

Mr. NESTER. Yes.

If T may make an observation, there was a nationwide conference
here in Washington on fraud and abuse which T had the privilege to
attend. Secretary Califano referred to the fact that what is needed
most is attention to management. I think he was getting at the very .
same thing we are discussing here today.

He referred to the fact that he believes that attention to the tighten-
ing up of procedures and proper management akin to the commercial
endeavors, although he did not come right out and say that, would lead
to a savings of $6 billion within HEW : and of that $6 billion, he made
the statement that perhaps only $1 billion was attributed to fraud.

What we are saying is five-sixths, or $5 billion. is simply due to abuse
of the program or errors which a human individual made. Lack of
attention to proper management and procedures is another way of
saying it.

Senator Byrp. Senator Packwood ?

Senator Packwoon. I do not know what vour salary is, Mr. Nester,
but I am going to recommend to Mr, Califano that he double it and
bring vou here to Health, Education, and Welfare.

In December, 1975, you just listed these current loans, to the credit
bureau and you have had these remarkable results?

Mr. Nester. This was in addition to our other procedures. Perhaps
vou would like to hear John DeFeo describe what some of those pro-
cedures are.

Senator Packwoop. I would appreciate it.

Mr. NesteER. Bear in mind our philosophy that if you expect us in
Government to compete with private enterprise, then we have to use
some of the tools that private enterprise does.
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Mr. DeFEo. Senator Packwood, basically, we attempt to use the
same tools that are available to the private sector. Namely, we extended
the hours of operation within our own office so that we now operate
from 8:30 a.m. to 8 p.m. because naturally it is more productive to
contact individuals after 5. That is one thing.

In keeping with the chairman’s thoughts, except for a disgruntled
few, we found that most individuals want to honor their commitment
absolutely. However, what has ha;;) ned is that we have allowed our
borrowers to become so heavily in e%‘ied that, in fact, we have allowed
them to tarnish their own character by not permitting them to be
able to honor their commitment because of this overindebtedness not
being considered up front.

VV% attempt to counsel the students and borrowers at the time they are

etting the loan. These are the tools, generally, other than collection
ﬁatters. An attempt is made to educate, an attempt to get through to the
credit granting community. because the guarantee agency or the Fed-
eral Government, per se, are not credit grantors.

Senator Packwoon. Has your record changed markedly after the
December 1975 transition ?

Mr. DEFro. When we looked at this, all we found missing was hav-
ingéit reported to a credit data service.

Senator Packwoop. Of the 6 percent you referred to, only 1 percent
of 6 percent were in default. Do you have any figures similar to what
the Comptroller General said of what it would cost you to collect today
and what amount of debt is not worth collecting ?

Mr. Nester. Yes; we do. Here I would like to refer to a study cur-
rently underway by the Touche Ross Co. under contract to the Office
of Education, which is currently examining all guarantee agencies in
a number of different categories.

Part of that study has been completed. Since we were one of the first
a],-rlzencies in that study to be looked at. I am very, very pleased to say
that in almost every category they used, and whether determining
cost of processing for preclaim efforts before a loan goes into default
status or collections, our agency ranked at, or very close to, the top.
In the matter of collections I believe that the unit cost was something
like 15 cents expended for every dollar collected.

Senator Byrn. 21 cents for each dollar collected ?

Mr. Nester. That is correct.

Senator Packwoon. Do you have a minimum figure that you do not
try to collect as a debt?

Mr. NEsTrER. Absolutely not. A debt is a debt. We helieve that the
purpose of this loan was to assist an individual to acquire an education
and repayment of it will assist another individual but the lack of repay-
ment will hinder someone from getting an education. In answer to a
question you raised previously—what else do you do #—we started early
in the game. about 1968, when .John joined the staff, to bill our students
each month. As soon as we pay a claim to a lender, we immediately
bill that student for the principal and interest on that loan beginning
the first of the next month.

Tt becomes a regular procedure and we get that bill out to the student
as close to the 4th or 5th dav of the month as it is possible. Every
month he gets the student loan bill the same as he would a telephone
bill, a department store bill, and so on.
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There is a reason for the student having breached this contract and
in most cases it is a lack of understanding on the part of the individual.
He has not had the experience—if I may use the term—in the cold, cruel
world yet and we want to get him on a regular paying basis. With some
individuals, you may start with small amounts and by going back to
him at regular intervals, increase the amount of those payments until
it comes up to a more acceptable level.

The idea is to get him regularly to make a payment, every month,
and I think that has helped educate a lot of young people. As a matter
of fact, an interesting thing has occurred a couple of times. When we
have been late with the bills, we get telephone calls from students who
have defaulted who ask, where is my bill? I want to make my payment.

Another indication, Senator Byrd. of their willingness, the fact they
want. to make that repavment. They do not want to be an ountcast.

Senator Packwoop. That is a remarkable record. I appreciate the
information very much. I have no other questions.

Senator Byrn. Have you encountered any civil rights problems in
an aggressive debt collecting procedure

Mr. DeFro. No; we have not, Senator Byrd.

Senator Byrp. I personally would not see why it would present a
problem, but that question has been raised with me when I mentioned
the need for an aggressive collection system. That is the reason that 1
thought I would get the results of your experience on the matter. But
yornhave not encountered any problems in this regard ?

Mr. DeFro. We ask our lenders to handle these loans no differently
than any of the other loans within their portfolio. Therefore; if that is
the manner in which other loans are handled, we expect these to be
handled that way. We have not had a problem.

Mr. Nester. I might say, Senator, that we have had a few questions
raised about welfare recipients. We do have welfare recipients repay-
ing a portion on their student loans every month. There are some that
say you should not use welfare for that purpose.

Senator Byrp. Just one final question. Perhaps you would take one
o£ thgse examples—you have four examples—and give us a brief resume
of it

Mr. DeFro. Well. T think example A is as timely as any. The
address at the time, as we noint out, was New Jersey, but I think sig-
nificantly the interest here is that we were unable to obtain repayment
from this individual on a regular basis from December 1977 through
the time that we were contacted bv a mortgage company. As soon as it
became urgent for this individual to be able to obtain more credit, we
then got payment in full for the entire amount, which at this point
was sizable—%$4,089.

I think there was an urgency here. This is as good an example as any.

Senator Byrn. Thank yvou, gentlemen, very much. It has been very
enlightening and very helpful to the committee. T join Senator Pack-
wood in commending you and your associates.

I would also ask unanimons consent at this time to insert in the
record an article from the Washington Post by Mike Causev and
another article by James Coates of the Chicago Tribune, dealing with
this subject and the GAO report entitled “The Government needs to
do a better job of collecting amounts owed by the public.”
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[The material to be furnished follows:]
[From the Washington Post, November 1978}
OFrI01ALS “Too Busy” To CoLreoT
(By Mike Causey)

Billions of dollars owed the government by grantees and contractors are going
uncollected because key federal officials are either indifferent, or claim to be too
busy to recover the overpayments for the taxpayers.

The money owed the government ranges from grants given small, minority-run
businesses to provide special community service for the poor to multimillions dol-
lars in education funds that have been misapplied by State and local governments.

A spot check by the General Accounting Office of six major U.S. departments
has turned up a backlog of $4.2 billion in unresolved auditing findings. That rep-
resents overpayments from the government to groups and individuals for work
either not performed or improperly done.

The GAO study, which congressional sources say represents “just the tip of the
iceberg” in government overpayments, also showed instances where grantees
spent money for personal items, or costly or useless office furniture instead of
applying grants to help persons needing special services or low-cost housing.

In many instances, GAO says that both the grantees and the government have
agreed on the amount of the overpayments. But too often—involving at least $4.2
billion worth of known unresolved audits—the money is not collected by govern-
ment officials.

GAO's study, certain to spark a controversy, showed some officials admitted
they did not try to collect the overpayments because they ‘“felt sorry” for firms
who had received them. Other top government managers, many of them political
appointees, said they were too busy processing other outgoing money grants to
collect overpayments.

GAO, the congressional watchdog agency, said auditors in federal agencies
have been doing 2 good job of tracking funds and seeing if the billions Uncle
Sam hands out on a regular basis is being properly spent or applied. The prob-
lem, GAO says, is that federal officials often refuse to act when handed evidence
of overpayments or financial misuse.

Agencies and departments cited in the GAO study for Congress included
Defense, HEW, Commerce, Labor and Housing and Urban Development and
the Environmental Protection Agency. GAO gave the departments time to com-
ment on its findings, but none of them had done so by the time the GAO com-
pleted its report that went to Congress last week.

The congressional watchdog agency said that $4.2 billion in unresolved audits
had heen identified in its spot check. GAO said this represents a minimum loss of
“hundreds of millions of dollars” to the government.

Source who have studied the report, and know the problem, say that as much as
80 cents on the dollar—a figure in this instance that would amount to nearly $4
billion—could and should be collected just in the agencies studied.

Congressional sources sald that agency officials often don’t collect overpay-
ments because they do not know how to recover money, or because they are more
concerned for political reasons with “shoveling it out” than getting it back.

Examples from the GAO report show:

An official of HEW’s Social and Rehabilitation Service failed to collect an
auditor-identified overpayment of $155,000 to the California Department of
Health, GAO said the official sald he and his staff “did not have time” to get the
money back.

An auditor-identified overpayment of $4.4 million to a grantee was not re-
covered by HEW because the GAO said, HEW feared “potential legal problems.”

HEW also bypassed an auditor’s recommendation that they collect $4 million in
alleged overpayments to the Louisiana Department of Education. In that case,
GAO said, HEW officials *‘did not provide an adequate explanation” for falling
to go after the money.

GAO sald that Commerce, EPA, Labor and HEW often forgave overpayments
to minority contractors based on a contractor’s “good faith” when he accepted
and spent the money.

A commerce Department official said he falled to collect a $45,000 overpay-
ment to one contractor and $40,000 to another because ot his “heavy work loagd.”
The individual was not identified by GAO.
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A Defense Logistics Agency contracting officer cited “higher priority work”
as the reason for ignoring a $398,000 overpayment to a contractor.

Labor Department officials said $3 million owed them by a contractor had been
ignored because they did not have tiine to collect it. GAO cited similar reasons
for non-gction in an overpayment of $2.1 million to a grantee by HEW,

A HUD official took no action to recover $185,000 owed it by an overpaid
grantee running a New Mexico housing project. He said he felt sorry for the
company and was more *‘concerned about the project’s ability to pay its mort-
gage...”

THEFT, BAD MANAGEMENT COST TAXPAYERS BILLIONS
(By James Coates)

WASHINGTON.—Three separate government reports have disclosed that the
federal treasury has been depleted by as much as $44 billion through theft and
sloppy management.

The three reports by the General Accounting Office ((3AO) have prompted
two Senate committees to open investigations into ways to halt the drain.

J.osses outlined in the three key reports could exceed the entire federal deficit
of about $40 biilion in the current fiscal year.

President Carter listed the deficit as a major cause of inflation last week in
announcing his wage-price program. He vowed to lower the deficit to $30 billion
next year.

Sen. Lawton Chiles, D-Fla., who ordered one of the two investigations, said,
“There is no doubt about it, fraud, waste and inefficiency increase the deficit and
that increases inflation.”

Chiles said his Subcommittee on Federal Spending w!ll use the GAO findings
as a “blueprint” for a major committee probe of how tax funds are drained
through larceny and carelessness.

Chiles said Carter has assigned an “interagency task force” of federal officials
to work with the subcommittee in its investigation.

Here ave the losses documented in the three GAO reports completed in the last
month:

—Between $2.5 billion and $25 billion annually through theft by U.S. govern-
ment workers, cheating by welfare recipients, overcharging by federal contrac-
tors and other irregularities. Sen. Chiles discounted the lower figure and placed
the minimum at $§9 billion. Justice Department officials explained that it is fm-
nossible to make a closer estimate of fraud losses because federal agencies have
paid little attention to thefts in the past.

$15 billion, according to Treasury Department figures, through the bureauc-
racy’s fallure to collect back taxes, overpayments on student loans and Social
Security, defaults on GI bill mortgages and other debts owed the government.
The bad debts have increased by $2 billion since 1975 and by $4.1 billion since
1973, GAO said.

$4.3 billion annually through unauthorized use of funds for federal projects
by private contractors and grant recipients.

The Chicago Tribune has learned that a newly-established investigative unit
of the Senate Appropriations Committee also plans investigations of the losses
disclosed by the GAO.

The decision to initiate the two Senate probes was prompted by voter dissatis-
faction with federal spending—sources frequently cited Proposition 13's victory
in California—and concern about inflation.

The most glaring example of fraud, according to GAO, occurred in the General
Services Administration, which is the government’s chief landlord and supplier.
‘GSA'hasg admitted that at least $166 million has been stolen by employees through
a variety of abuses such as approving fraudulent contracts in exchange for
kickbacks. ’

GAO found widespread abuses in a random study of the Departments of Agri-
culture, Labor, Housing and Urban Development, the Federal Highway Admin-
istration, the Small Business Administration and the Veterans' Administration.

“Opportunities for defrauding the government are virtually limitless owing
to the number and variety of federal programs.” the GAO report said.

- GAO added that “Justice Department officials have pointed out that in every
Instance where they have looked for fraud in federal programs they have found it,
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“For example, they (Justice officials) said that in a test of unemployment
benefits pald in a three month period produced 8,000 instances of employe'g in-
dividuals who may be fraudulently receiving benefits totaling $2.3 milion.

GAO cited a recent Chicago case where some $30 million was illegally paid to
federal, state and city workers who placed themselves on welfare rolls.

GAO also saild that a Chicago jury in a Veterans' Administration fraud
case recently drafted a letter to the judge complaining about theft by govern-
ment workers and ‘‘the obvious ineffectiveness , . . to help prevent fraud crime.»
crime. .

Government fraud ranged from stealing on the job to officials’ overlooking the
theft of more than $500 million by food stamp recipients who were not qualified
to receive them.

One case of theft discussed in the GAO report was that of William Sibert, a
former Transportation Department clerk who embezzled $850,000 in only two
months. Earlier this year, the government auctioned off Sibert's property to
recover the funds. His property included 10 cars, a houseboat. jewelry, and a
night club—all purchased with funds Congress had authorized to help build an
Atlanta subway system.

GAO found that nearly every federal agency failed to collect unpaid bills
owed by individuals or businesses. Currently. the government has $15 billion in
outstanding debts, GAO said in a report issued last week.

Much of this money never will be collected, and even what is eventually repaid
will have cost the government millions in lost interest and coliection expenses,
GAO said. ,

Sen, Chiles sald such cases have made the pursuit of federal waste, theft and
carelessness ‘“a big political issue.”

“The public knew all this was happening before the GAO reports came out,”
Chiles added.

COMPTROLLER GENERAL'S REPORT TO THE CONGRESS

THE GOVERNMENT NEEDS To Do A BETTER JoB oF COLLECTING AMOUNTS OWED
BY THE PUBLIC

Prompt collection action on amounts the public and others owe the Govern-
ment, amounting to about $15 billion, has been hindered by:
Inaccuracles in accounting for and reporting of accounts recetvable,
Lack of prompt and aggressive collection action,
Low or no interest charges belng imposed on delinquent accounts, and
Ing;iequate provisions or no provisions for uncollectible accounts in most
agencles. )

Because the issues in the report are Government wide. GAO s sending it to all
departments and agencles and is making recommendations to the Secretary of the
Treasury and the Director, Office of Management and Budget. Adoption of GAO's
recommendatfons should contribute to improved accounting for, and billing and
collection of the Federal Government accounts recefvable. )

COMPTROLLER GENERAL OF THE UNITED STATES,
Washington, D.C.
B-159687
To the President of the Senate and the Speaker of the House of Representatives:

This report summarizes the results of our Government-wide review of how
Federal agencies handle accounts receivable. It shows that improvements are
need in recording, billing, and ecollecting accounts receivable. It also points out
that procedures for charging interest on delinquent accounts are not uniform
and that overall financial management should be fmproved.

We made our review pursuant to the Budget and Accounting Act, 1921 (31
U.8.C. 53) and the Accounting and Auditing Act of 1050 (81 U.8.C. 67).

We are sending coples of this report to the Director, Office of Management and
Budget ; the Secretary of the Treasury; and the heads of other departments and
agencies. ‘

ELMER B. STAATS,
Comptroller General of the United Staies.
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Diexst

The public’s debt to the Federal Government is growing. Amounts increased
from $10.4 billion in 1973 to $14.6 billion in 1977. The Government has not been
aggressive in collecting amounts due. Moreover, many Government agencies, un-
like commercial concerns, have not charged interest when debtors failed to pay
on time,

Government accounts receivable—amounts due from others—generally are iden-
tifled as assets from the time transactions giving rise to a claim, such as sale
of goods or services, are completed until payment is recelved or a claim is de-
termined to be uncollectible, These receivables are included in Federal agencies’
financial statements submitted annually to the Treasury for consolidation. Pay-
ments usually are required within 30 days from the billing date. Interest charges
may be levied if accounts receivable are not paid when due.

RECORDING AND REPORTING OF ACCOUNTS RECEIVABLES NEED IMPROVEMENTS

GAO identifled errors of $1.5 billion in accounts receivable at 12 agencies.
(See p. 5) Specific problems included:

At least $742 million of unrecovered heneficiary overpayments not fncluded
in financial statements as accounts receivable.

About $48 million not included in finanical statements because of billing
and other delays.

About $380 million shown as due within the following year when the
amounts actually were not due until more than a year later.

An overstatement of about $12 million in accounts receivable on financial
statements because of clerical and miscellaneous reporting errors.

About $270 million shown as due on financial statements which had already
been collected by the Government.

Most agencies either made no provision for uncollectible receivables or the
amount established was inadequate. (See p. 14) Errors in recording and report-
ing accounts recelvable primarily were attributable to a need for increased man-
agement attention to accounting system problems, more specific guidance for
recording and reporting amounts, and increased internal audit coverage of
financial operations. :

MORE AGGRESSIVE COLLECTION EFFORTS8 NEEDED

Most Government agencles did not take prompt and aggressive collection actfon
on delinquent accounts receivable nor adhere sufficiently to prescribed collection
procedures. Although they prepared initial bills promptly, they did not collect
many receivables within a reasonable period because they did not always follow
established debt collection procedures. (See p. 18.)

Problems included :

Delinquent accounts not promptly identified for followup action.

Inadequate followup collection efforts.

Administrative costs of collection actions not known may have resulted in
collection action being suspended prematurely on some accounts and exces-
sive costs being incurred in attempts to collect others. .

Documentation not available in claims files, and delinquent receivables
not belng referred to GAO or the Department of Justice for further action,
as required. .

Agencles whose operations give rise to the indebtedness to the Government are
primarily responsible for collection. All agencles’ collection programs generglly
must be in conformity with the Federal Claims Collection Act of 19686, The act
requires each agency to establish collection procedures and to prescribe criteria
for collecting, compromising, suspending, or terminating collection action and for
referring claims to GAO and the Department of Justice. If the collection efforts,
which may include legal action, are unsuccessful, the account is written off.

Overall statistics on the number and value of claims written off by the Gov:
ernment were not available. During fiscal year 1978, five Federal agencles wrote
off claims of about 200 million. This volume of write offs and an increase in
out<tandng receivable balances are indicative of the need for better collection
efforts by Federal agencies.




34

UNIFORMITY NEEDED IN CHARGING INTEREST

Some agencies did not impose interest charges on delinquent receivablee ; other
agencies had recently established Interest penalties but charges imposed were
often inconsistent. (See p. 28.) Some agencies had problems identifying delin-
quent accounts. These agencies usually had established due dates for accounts
receivable but when accounts were not identified as delinquent, interest charges
for late payments were not imposed.

ACCOUNTING BYSTEMS NEED IMPROVEMENT

Although this report discusses accounts receivable, its findings indicate that
Federal managers need to strengthen financial management generally. Managers
of Government departments and agencies need to make special efforts to

assure that the financial statements submitted to the Department of the
Treasury fer consolidation are complete and accurate,

obtain the Comptroller General’s approval of their accounting systems, and

assure that an adequate but balanced portion of internal audit resources
are dedicated to reviewing financial statements submitted to the Department

of Treuasury.
RECOMMENDATIONS

The Secretary of the Treasury should revise the Treasury Fiscal Requirements
Manual instructions for preparation of financial statements to require:
Accounts receivable not due within a year or less to be classified as non-
current assets.
Unrecovered beneficlary overpayments to be reported as accounts receiv-
able and identified as such,
Consideration to be given Lo past collection experience in computing an
allowance for uncollectible accounts.

The Secretary also should emphasize to Government agencies the need to re-
view their financial statements for completeness and accuracy before submitting
them for consolidation.

The Director, Office of Management and Budget, in concert with the Depart-
ment of the Treasury, should issue guidelines providing that Government receiv-
ables bear interest at not less than an established minimum rate unless other-
wise specified or precluded by statute. The guidelines should provide that the:

Secretary of the Treasury compute periodically the minimum interest
rate to be used.

f{lates be in line with the cost of borrowing by the Treasury from the
public.

Charges be imposed on debts not paid within 30 days of the date of the
invoice unless extenuating eircumstances exist.

The Director, Oftice of Management and Budget, should emphasize to the heads
of departments and agencies the need to

obtain the Comptroller General’s approval of their accounting systems and

assure that an adequate but balanced portion of internal audit resources
are devoted ic rzvicwing financial statements submitted to the Treasury.

AGENCY COMMENTS

Both the Office of Management and Budget and the Treasury agreed with
the recuomniendations and commented on recent Treasury actions to require
Government agencies to charge interest on many delinquent accounts receivable.
(See p. 31.) The Office of Management and Budget also raised some related is-
sues. (See p. 17.) GAO is sending copies of this report to all departments and
agencies for their information, use, and guidance in the management of their
collection activities pending completion of recommended actions.

CHAPTER 1. INTRODUCTION

The Treasury Fiscal Requirements Manual defines “accounts receivable—pub-
lic” as amounts due the Government for goods or services and other receivables
arising from current operations. These receivables include all amounts charge-
able to customers for goods delivered or work performed during a given period,
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whether or not billed. Accounts receivable from other Federal Government
agencies and loans receivable are not included in receivables from the public.

The outstanding balance of accounts receivable from the public on September
30, 1977, was $14.6 billion. This amount had increased $1.9 billion since June 30,
1975, and $4.1 billion since June 30, 1973. We obtained these balances from data
agencies reported to the Department of the Treasury in their statements of fi-
nancial condition. The accounts receivable reported by KFederal agencies are
shown in appendix I. Receivables from the public result from tax assessments;
sales of Government services, such as missile launchings for other governments;
sales of Government goods, such as natural resources from Federal lands and
water and electric power from irrigation and flood control projects; and over-
payments made by the Government, such as educational assistance to veterans
and social security payments.

RESPONSIBILITIES FOR ACCOUNTING RECEIVABLES

The head of each Federal agency is responsible for establishing and maintain-
ing adequate systems of accounting and internal control over accounts receivable.
These systems should conform with the prin-iples and standards and related
requirements prescribed by the Comptroller General under authority granted
by section 112(a) or the Budget and Accounting Procedures Act of 1930. Section
111(a) of this act states:

“* % * The accounting of the Government provide[s] full disclosure of
results of financial operations, adequate financial informmation needed in the
management of operations and formulation and execution of the Budget,
and effective controls over income, expenditures, funds, property and other
assets.”

Section 111 also requires the Secretary of the Treasury to prepare reports
on the financial operations of the U.S. Government as a whole. These reports
are consolidations of data provided by various Government departments and
agencies. One such report, the Statement of FKinancial Condition (Standard
Form 220), shows in condensed formn all assets, liabilities, and equities of the
Government. Thus, all accounts receivable should be included in this report.

RESPONSIBILITIES FOR COLLECTING RECEIVABLES

Under the Federal Claims Collection Act of 1966 and the implementing Joint
Standards promulgated by the Attorney General and the Comptroller General
(4 CFR 101-105), administrative agencies are primarily responsible for collect-

" ing claims arising out of their activities. A basic tenet of good business practice
for any enterprise, including Kederal agencies, is to promptly bill for and col-
lect amounts due. To be effective, agency debt collection programs must be
comprehensive, aggressive, and uniformly applied.

The Joint Standards provide specific guidelines for collection action on ac-
counts receivable. Heads of Federal agencies or their designees are required
to take prompt and aggressive action to collect accounts receivable due the
Government. Appropriate written demands are to be made upon debtors, inform-
ing them of the consequences of faiiure to pay. Three written demands at 30-day
intervals should normally be made. Also, personal interviews should be held
whenever feasible. All collection actions should be documented and the documen-
tation should be retained in the claims file.

An agency can terminate collection action and close the file on a claim under
$20,000 under the following circumstances :

Collection is not currently possible because the debtor is unable to pay
and debtor's present and potential income and inheritance prospects make
it clear that the Government cannot expect to collect any significant amount.

The debtor cannot be located and the statute of limitations has expired.

The cost of further collection action is expected to exceed the amount
collected,

The claim is not valid or cannot be supported by available evidence.

Generally, when aggressive collection efforts are unsuccessful and a receivable

. is less than $600, agencies may terminate collection action without resorting to

legal action because enforced collection of amounts below $600 is not considered
economically feasible, Legal action ordinarily requires evidence that the debtor
potentially has the ability to pay the amount due.

If any agency collection action is unsuccessful and cannot be suspended or
terminated but the claim has the potential for legal action, the complete file
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should be referred to GAO or, if the agency is authorized, to the Department
of Justice for further collection action. The referral action should be completed
as early as possible consistent with aggressive collection action.

The highest levels of the Government recognize the importance of timely and
effective billing and collection procedures. On November 14, 1977, the President
announced that his reorganization staff, in conjunction with the Treasury
Department, was beginning a comprehensive review of cash management policies,
practices, and organization throughout the Federal Government. The staff study
of cash management will evaluate the incentives it provides for making Federal
managers more aware of the implications of their decisions.

AUTHORITY TO CHARGE INTEREST

The courts have established standards which are generally used in awarding
interest as damage for delinquent payments. Under these standards, Federal
agencies may charge debtors interest on overdue accounts as long as the rate
fairly compensates the Government, notice of the debt has been given, and the
amount of the debt is firm.

Although specific statutes authorize some agencies to levy interest on delin-
quent accounts, there i3 no general statutory provision authorizing agencies to
charge interest. However, on several occasions the Supreme Court has affirmed
the right of creditors, including the Federal Government, to collect interest in
the absence of statutory provisions. .

OTHER REVIEW EFFORTYS

In addition to this overall report, we have published individual reports to the
following agencies discussing the need for them to improve their policies and
procedures used to establish, control, account for, and collect accounts receivable.

Agency Report number and date {asued

Energy Research and Development Administra-

tion, FGMSD-77-23, June 22, 1977.
Forest Service_ .o oo FGMSD-17-42, July 11, 1977,
General Service Administration___.____________ FGMSD-77-29, July 27, 1977.
Department of Labor_ ... _._______. [, FGMSD-77-30, Aug. 17, 1977.
Department of the Treasury. . oo_o_ FGMSD-77-31, Aug. 30, 1977.
Department of Health, Education, and Welfare. FGMSD-77-32, Sept. 6, 1977.
Civil Service Commission..__ . _._.___.________ FGMSD-77-41, Sept. 15, 1977.
National Aeronautics and Space Administration. FGMSD-77-89, Oct. 21, 1977.
Department of the Interior..___ . ________ FGMSD-77-66, Feb. 3, 1978.

Short synopses of these reports and the agencies’ actions taken on our recom-
mendations are included in appendix III.

We are also performing a review to determine whether or not the Government
should adopt certain private-sector practices to increase the productivity of debt
coll_ection operations. We plan to issue a separate report to the Congress on this
review.

CHAPTER 2. ACCOUNTS RECEIVABLE NOT ACCURATELY RECORDED AND REPORTED

Federal agencies should record and report accounts receivable more promptly
and accurately to establish and maintain effective financial control. In reviews at
12 departments and agenles, we identified errors of $1.5 billion in recording and
reporting accounts receivable. Most of these errors resulted from confusion as to
bow overpayments to the public should be recorded and reported. However,
some errors arose because most agencies either had no provisions for uncol-
lectible receivables or the amounts established were inadequate. As a result of
these problems, controls over collection and write-offs of receivables were ineffec-
tive, asset balances were incorrect, and expected future losses due to uncollectible
receivables were not fully disclosed.

Errors in recording and reporting accounts receivable were primarily at-
tributable to a need for increased management attention to accounting systems
broblems, specific guidance for recording and reporting, and increased internal
audit coverage of financial operations. :

At September 30, 1978, Federal agencles reported total outstanding balances
to the Department of the Treasury of

$12.6 billion in accounts receivable due from the publiec and
$134 million in allowances for uncollectible accounts receivable.
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Overall, the outstanding balance of accounts receivable from the public as
reported to the Department of the Treasury has increased from $10.4 billion on
June 30, 1973, to $14.6 billlon on September 30, 1977.

REQUIREMENTS FOR RECOBDING AND REPORTING ACCOUNTS RECEIVABLE

The Budget and Accounting Procedures Act of 1950 requires the Treasury
Department to prepare reports on the financial operations of the U.S. Govern-
ment as a whole. However, the Treasury Department does not serve as the
central accounting department for all agencies. Instead, it receives and con-
solidates reports from Federal departments and agencies. The reports show, in
condensed form, the assets, liabilities, and equities of the U.S. Government. Each
agency submits its statements of financial condition to the Treasury .as of fisca;

ear end.
¥ Guidance for preparation of these statements is contained in the Treasury
Fiscal Requirements Manual, which defines accounts receivable as
‘% ¢ * g]] accounts receivable and notes receivable (not included in loans re-
ceivable) which arise as a result of sales of goods and services of the agency
as well as accrued interest and unamortized premium and discount on
securities.”
These receivables are then further divided into receivables from other Federal
agencies and receivables from the public. Receivables from thc public should
include all amounts arising from the sale of goods and services and other
receivables arising from current operations involving the public, such as over-
payments. This account should cover all amounts chargeable to customers for
goods delivered or work performed during the period, whether or not billed.
Loans receivable are not included.

Section 112(b) of the Budget and Accounting Procedures Act of 1950 provides
for approval of agency accounting systems by the Comptroller General. The
Comptroller General has issued specific accounting principles and standards
which require that agency accounting systems provide a complete and systematic
record of the amounts due. Specific accounting principles and standards for agency
accounting systems are provided in title 2 of the “GAO Policy and Procedures
Manual for Guidance of Federal Agencies.” These principles and standards
reguire that: -

Accounts receivable be recorded accurately and promptly on completion
of the acts which entitle an agency to collect amounts owed to it (billing for
performance of service, sales of materials, etc.).

Amounts to be accounted for as receivables consist of amounts actually
due under contractual or other arrangements governing the transactions
which result in the receivables.

Separate accounts for major categories of receivables be maintained to
facilitate clear and full disclosure of an agency's resources in its financial
reports.

Accounting records for receivables be maintained so that all transactions
affecting the receivables for each reporting period, and only such transae-
tions, are included.

ACCOUNTS RECEIVABLE NOT ACCURATE

Our review at 12 agencies disclosed that accounts receivable due from the pub-
lic were not being accurately recorded and reported. About $1.5 billion in re-
cording and reporting errors have resulted from vague reporting guidelines, in-
adequate emphasis on full disclosure of operating results, and insufficient inter-
nal audit efforts to identify recurring accounting problems. Specific problems
found at one or more of the agencies reviewed were:

Ovetr%ayments of at least $742.2 million to program reciplents were not
reported.

Amounts due of $47.8 million were not included in financial statements
because of billing and other delays.

About $379.7 million was shown as due within the following year when
the amounts were actually not due until more than a year later.

About $270.2 million was reported as due although the Government had
already made the collection.

Clerical and miscellaneous reporting errors resulted in the overstatement
of accounts receivable by $12.3 million.
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Accounts receivadble resulting from overpayments not reported

Receivables resulting from overpayments to program reciplents were not re-
corded in accounting records and reported to the Treasury Department, The
Social Security Administration’s Statement of Financial Condition did not in-
clude at least $742.2 million in accounts receivable resulting from overpayments
of henefits to retirees, health insurance intermediaries, and other beneficiaries.
The statement also excluded additional receivables for which estimates were not
available during our review, Other agencles such as the Veterans Administration
and the Department of Agriculture also have substantial amounts of unreported
accounts receivable resulting from overpayments of educational assistance and
food stamp benefits.

Prompt and accurate accounting for receivables is an important form of con-
trol because it provides management with a systematic record of total overpay-
ments, amounts recouped, adjustment actions taken, and the overall effectiveness
of recovery actions.

As of September 30, 1976, the Social Security Administration reported $80.9
million in accounts receivable to the Treasury Department. These receivables in-
cluded $7.9 million due from other Government agencies for reimbursable work
and $83 million due from States for supplemental security income payments.
These reported amounts did not include cumulative overpayments compiled by
the management information systems of the Social Security Administration’s
four operating bureaus.’ The following schedule summarizes the amounts unre-
ported by the Social Security Administration, much of which was a result of
overpayments in prior years.

Unreported
overpayments

Bureau (millions)
Supplemental security inecome_ . ..o $441.7
Health insurance_ . _ . o o e e —————— 1417
Retirement and survivors insurance-_ .. __________ - 84,8
Disability insurance..___._____ e mmmmmmmmmemme——m e m e m e m— 74.0
DOtAl o e 742. 2

This schedule represents only part of the unreported overpayments for the
Bureau of Retiremenrt and Survivors Insurance and the Bureau of Disability
Insurance, During our review, these bureaus were developing a computerized
system to control, account for, and report overpayments. The first phase has been
implemented and the systcai could compile data on overpayments to individu-
als no longer entitled tc bei.efit payments. These overpayments, amounting to
$84.8 million for retirement and survivors insurance and $74 milllon for dis-
abiliy insurance. are includ:d in the above schedule.

When the second phase is completed, the computerized system should compile
data on overpayments to individuals currently receiving bhenefit payments. Once
identified, these overpayments should be collected by deductions from future pay-
ments should be collected by deductions from future payments to recipients. So-
cial Security Admiristration personnel believe these receivables constitute a
large portion of all overpayments, Although the second phase of this system was
not yet completed. estimated program overpayments were included in financial
reports to the Treast. -y for the fiscal year ended September 30, 1977.

Our prior reviews at the Veterans Administration and the Department of
Agriculture disclosed that program overpayments resulted in outstanding receiv-
ables. However, these receivables were not included on the fiscal year 1977 fi-
nancial statements.

As of June 30, 1977, the Veterans Administration had not collected $462 mil-
lion in educational assistance program overpayvments. These overpayments were
not reported because the assets were not recorded on financial reports until the
money was collected. On an accrual hasis, the receivables. along with an allow-
ance for uncollectible amounts, would he reported when the overpayment was
discovered.

The Government was losing over half a billion dollars annually hecause of
overissued food stamp benefits. Accounts receivable were not established for
these overissues hecause adequate efforts were not being made to identify them.
Until accounts receivable are identified. adequate efforts cannot he taken to re-
cover amounts paid to individuals who were not entitled to them.



39

Accounts receivable understated because of misclassifications and reporting
crrors
Accounts receivable reported to the Treasury by 5 of the 12 agencies included
in our review were understated by $47.8 million because o_f various accounting
and reporting errors. These incorrect balances were primarily a result of
receivables from the public being improperly classified as accounts receivable
from Federal agencies and
receivables not being recorded because billings had not been processed or
the amount billed was subject to a later adjustment.

One basic requirement in establishing and maintaining effective financial con-
trols is that all accounts, including receivables, be properly segregated and accu-
rately recorded. Accurate accounting f-.r receivables is necessary to control Gov-
ernnient assets and to present fairly the Government’s financial position.

Amounts shown for accounts receivable due from the public were incorrectly
classified as being due from other Federal agencies in both the Civil Service
Commission’s and the National Aeronautics and Space Administration’s 1976
financial reports. Reported accounts receivable from the public of the Civil Serv-
ice Commission as of September 30, 1976, were understated by $7.3 million be-
cause a refund due from an insurance carrier was included with accounts due
from Government agencies. The refund due was correctly classified in the ac-
counting records but was imisclassified in the report. The Commission’s account-
ing staff discovered thie error aftes the financial report had been filed with the
Treasury. If the expected refund had been correctly classified, the accounts re-
ceivable from the public would have been $13.2 million instead of the $5.9 mil-
lion reported. .

As of September 30, 1076, the National Aeronautics and Space Administra-
tion understated accounts receivable from the public hecause $13.3 million was
improperly classitied and reported as due from Kederal agencies. Also; this
agency had about $14.7 million of accounts receivable which were neither re-
corded nor reported because of problems in mechanizing the accounting system.
These problems have sxince been corrected.

The accounts receivable of the Department of the Interior were understated
because it did not report receivables for work on the Trans-Alaska pipeline. Al-
though $1.3 million had been billed for costs related to construction of the pipe-
line ay of September 30, 1976, the Interior did not report these receivables to the
Treasury. Also, costs of $3.2 million incurred from July 1, 1976, through Sep-
tember 30. 1976, had not been billed or included in aceounts receivable.

As of September 30, 1976, the Department of Labor reported accounts receiv-
able from the public of £3.7 million, which was primarily benefit payments due
from employers and overpayments due from recipients. Labor’s reported accounts
receivable from the public of $3.7 million were understated by $1.7 million as a
result of omissions, errors, and misclassifications. The net understatement con-
sisted of overstatements of $2.2 million and understatements of $3.9 million,
Labor has taken action to increase supervisory review over the preparation of
financial statements to help insure their aceuracy.

Accounts receivable overstated diue to accoun ting and reporting errors

Accounts receivable reported to the Treasury by several agencies as of Sep-
tember 30, 19768, were overstated because of accounting and reporting errors.
Our review disclosed instances in which

deferred receivables were improperly classified as current assets,
accounting records were not correct,

unearned income was improperly classified as accounts receivable,
receivables from other Government agenices were included with accounts
receivable from the public, and

receivables were already collected.

To fairly present the financial position of any entity, financial statements must
accurately classify assets, including receivables, as current and noncurrent, Re-
celvables which are normally converted into cash within a year are generally
classified as current, while those which require more than a year are classified
as moncurrent. Accounts receivable must be actual amounts due under contract
or other arrangements,

. Examples of overstatements in reported accounts receivable because of account-
ing errors follow.
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As of September 30, 1976, the Treasury's Bureau of Government Financlal
Operations reported accounts receivable from the public of $920 million. These
accounts recelvable were overstated by $370.4 million because deferred interest
receivable was improperly classified as a current asset under accrued interest re-
ceivable. This overstatement resulted from the way the Bureau accounted for
interest to be paid by the United Kingdom. Under a March 1957 agreement _the
interest is to be paid beginning in the year 2001. The deferred interest of $3¢(_).4
million at September 30, 1976, was improperly included in the total current receiv-
ables and reported as a current asset. As a result of our review, the Treasury
reclassified this item on the September 80, 1977, financial statement.

The General Services Administration’s current assets were overstated by $9.3
million because long-term installments receivable were improperly classified as
current recelvables on the report to the Treasury. The overstatement resulted
from the way the General Services Administration accounted for money provided
to the District of Columbia for hospital construction, The construction money was
to be repaid in 33 annual installments. Although only $516,764 was due within
the year, total unpald Installments of $9.9 million at September 30, 1976, were
included in the total current receivables and reported as a current asset. The
General Services Administration took action, based on our review, to insure
proper classification of receivables.

The Bureau of Land Management’s accounts receivable were overstated by
$1.8 million because of the method used to account and bill for fire suppression
and prevention services. The billings for these services were prepared before the
Bureau incurred the costs. and the accounts receivable were recorded when the
billings were processed. However, the Treasury’s definition of accounts receivable
excludes billings for costs yet to be incurred.

At the Soclal Security Administration, aceounts receivable from the public
were overstated because receivables from other (Government agencies were in-
cluded in the account. As of September 80, 1976, the reported accounts receivable
of $90.9 million included $7.9 million due from other Government agencies.

The National Aeronautics and Space Administration overstated its receivables
by $200.6 million and the General Services Administratiion overstated its re-
celvables by $69.6 million hecause they repnrted as accounts receivable amounts
which had already been collected. The National Aeronautics and Space Adminis-
tration’s overstatement of $200.6 million in accounts receivable occurred because,
although collections were timely, internal hillings were not prepared and processed
promptly. The {naccurate balance of accounts receivable reported to the Treasury
Department by the General Services Administration was due to accounting and
reporting errors. Both agencles initiated action to improve the accuracy of
accounting records.

The Burean of the Mint paid in advance for the purchase of copper from the
General Services Administration. As the General Services Administration made
shipments. the advance account should have been decreased. The advance pay-
ment was properly recorded when it was received. However, beginning in 1975.
the charges for delivery of the copper to the Mint were erroneously accumulated
in another account. This amount was incorrectly reported as an aceount receivable
of $69.6 million instead of being applied as a reduction to the advance account.
General Services Administration accounting persnnnel did not make the neces«ary
entries to reduce the advance account as deliveries were made to the Mint. Also,
no one was reviewing the entries and adjustments made by the billing clerks to
insure thelr accuracy.

SOME AGENCIES' ACCOUNTS RECEIVABLE WERE REASONABLY CORRECT

The balances of recorded accounts receivable at September 30, 1978, reported to
the Treasury by the Energy Research and Development Administration and the
Department of Agriculture's Forest Service were correct. Our examination of the
balances reported to the Treasury by the Department of the Interior’s Burean of
Reclamation showed only minor errors.

The Energy Research and Development Administration reported accounts re-
celvable of $317.8 million, of which $118.5 million was controlled by its Oak Ridge
field office. Our review at Oak Ridge showed that these receivables were promptly
and accurately recorded.

As of September 30, 19768, the Forest Service reporte@ accounts receivable
from the public of $119.7 million of which $51.8 millfon was reported by national
forest offices administered by Region 6 of the Forest Service. We limited our
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review to the Region 6 headquarters office, four national forests, and five ranger
distriets. The four forests reviewed accounted for $85.5 million of the $241.6
million collected by Region 6 in the year ending June 30, 1976. Our review showed
that Region 6 was prompt and accurate in recording and reporting accounts
receivable.

We reviewed the accounts receivable reported by the Upper Colorado River
Basin Fund of the Bureau of Reclamation, This activity reported $6.7 million of
the $19.4 million reported to the Treasury by the Bureau at September 30, 1876.
This balance was overstated by $34,324 because of clerical errors. Bureau of
Reclamation officials initlated action to eliminate these types of errors in the

future.
ALLOWANCES FOR UNCOLLECTIBLE ACCOUNTS WERE INADEQUATE

Several agencles needed to develop adequate estimates for loss allowances on
accounts receivable. As of September 30, 1976, Government agencies had $12.6
billion in reported accounts receivable but had established allowances for un-
collectible accounts of only $133.8 million or about one-tenth of 1 percent of the
total. Most agencies did not have any provision for losses.

Our “Policy and Procedures Manual for Guidance of Federal Agencies’” states:

“Regular estimates shall be made from time to time of the portion of
amounts receivable that may not be collectible, Such estimates shall be
accounted for and disclosed separately.”

Relatively few Government agencies had established allowances for uncollect-
ible accounts, as shown in appendix II. Only 3 of the 12 agencies included in our
review established such allowances. It should be noted, hewever, that allowances
were unnecessary at some agencies because of contractual arrangements, such as
prepayment requirements, use of payment bonds, etc.,, under which their goods
and services were sold.

Some examples were allowances should have been established follow.

We reviewed 46 Bureau of Land Management billings totaling $1.9 million
which were delinquent as of June 30, 1976. The collectibility of $706,612 of this
amount was gquestionable for the following reasons:

Recsong Amount
Debtor refused £0 PAYaa e oo $546, 831
Question as to who owed money_ .. ___________ .. 5, 306
Under legal review to determine if debtor must pay- ——— 44, 359
Accounts transferred to GAO for collection .~ ___________. 30, 614
Involved in litigation.. ——— —- P, 7,831
Waiver requested oo e———————— 1,671

Total ooeooa_o e e mememmc e e e m———— 708, 612

In addition to these delinquent receivables, portions of the current accounts
receivable could also eventually become uncollectible.

Interest receivable in the amount of $1.1 million was included in the Geo-
logical Survey accounts receivable balance as of September 30, 1976. The
interest was assessed on loans made to encourage private exploration for
certain minerals. liowever, repayment of the loan and interest is not required
unless the loan results in the discovery of minerals and subsequent produc-
tion. Geological Survey officials estimated that 93 percent of the amounts
recorded as due will not be collectible because most exploration efforts do
not result in mineral production.

Our review at Reglon VI of the U.S. Customs Service showed that $624,548
in fines and penalties was billed and established as accounts receivable dur-
ing fiscal year 1976. Of these receivables, all hut $6.425 was subsequently
written off. However, no allowance for uncollectible accounts had been
established.

REASONS FOR ACCOUNTING AND REPORTING ERRORS

Accounts receivable in Federal agencies are not accurately recorded and re-
‘ported because of limited management emphasis, including a lack of internal
audit coverage, inadequate guidance by the Department of the Treasury, inade-
quate coordination between operational and accounting personnel, and inadequate
:supervision of accounting personnel.
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Although agency heads are required to establish and malintain appropriate
internal audit programs to provide effective control over assets, including receiv-
ables, internal audit coverage has not always been adequate. At some of the agen-
cies included in our review, accounts receivable had not received recent audit
coverage. We attributed this to limited audit resources and manag‘ement deci-
sions to emphasize external audits of Federal assistance programs. For example,
the Department of Labor's internal auditors were spending only 20 percent of
their audit efforts on internal reviews. As a result, the collection and w;:iteoff of
receivables had not been reviewed in recent years. (See GAO report FGMSD-
76-50), Nov. 29, 1976.)

At another agency, the Veterans Administration, internal audit was not pro-
viding adequate coverage of accounts receivable. For example, although the in-
ternal audit coverage provided numerous instances of individual overpayments,
it did not show the significant overall problem of overpayments in the educational
assistance programi—overpayments of over $1 billion that necessitated collection.
(See GAO report MWD-76-109, Mar. 19, 1976.)

Another factor which contributed to the problems in recording and report-
ing accounts receivable was that the Treasury's instructions on preparing the
fluaucial statement were inadegquate. These instruetions did not specify that
only assets which ave normally transformed into cash within a year should be
classified as current accounts receivable.

The Treasury Departinent instruction also did not specifically require unre-
covered overpayments to beneficiaries to be included as accounts receivable. Even
though overpayments resulting from these programs have increased dramatically
over the last several years, Treasury’s instructions have not been revised to
specifically require reporting of uncollected overpayments. These overpayments
should be identifled under accounts receivable as refunds of overpayments,

Another factor which has contributed to reporting errors is the reluctance of
agencies to establish allowances for uncollectible accounts. In addition to the
normal problems encountered in estimating a reasonable allowance, this reluc-
tance was partially attributable to a belief that such an allowance indicated to
the debtor that the Government did not expect to collect the amount due.

CONCLUSIONS

At 12 departments and agencies we identified problems in accounting for
amounts receivable from the public. These problems indicate a need for more
management emphasis on full disclosure of operating results, more specific guid-
auce on recording and reporting accounts receivable, and increased internal
audit coverage of financial operations.

Accurate recording and reporting of accounts receivable and allowance for
uncollectible accounts are essential if the Government’s financial position is to
be fairly presented. Also, accounting for receivables is an important form of
coutrol over agency resources in that it results in a systematic record of amounts
due that must be accounted for.

RECOMMENDATIONS

We made specific recommendations for improving the recording and reporting
of accounts receivable to those agencies included in our review, Because agency
accounting systems differ, we are providing copies of this report to each agency
head for use in determining the adequacy of their system of accounting for and
reporting accounts receivable, In making this determination, the following areas
should he evaluated:

The emphasis placed on accurate accounting and reporting.

The extent of internal audit coverage.

The coordination between operational and accounting personnel.
The supervision provided accounting personnel.

We recommend that the Secretary of the Treasury, to improve the recording
and reporting of accounts receivable, revise the Treasury Fiscal Requirements
Manual to specifically require that:

Actcounts receivable not due within a year or less be classified as noncurrent
assets.

Unrecovered beneflciary overpayments be reported under accounts receiv-
able and identified as such.

Consideration he given to past collection experience in computing allow-
ances for uncollectible accounts.
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AGENCY COMMENTS AND OUR EVALUATION

In a July 1978 letter, the Department of the Treasury stated that appropriate
revisions would be made to the Treasury Fiscal Requirements Manual,

1n an August 1978 letter, the Otlice of Management and Budget stated that re-
ceivable resulting from goods and services should be separated from receivables
resulting tfrom overpayments. This separation was considered necessary because
different accounting treatment applies to these transactions.

We recognize the need for this separation of receivable and believe that this
need should be considered in revising the Lreasury kiscal Requirements Mauual.

CHAPTER 3. FEDERAL AGENCIES CAN IMPROVE BILLING AND COLLECTION
ACTIVITIES

Most of the agencies we reviewed did not take prompt and aggressive collection
action on delinquent accounts receivable and did not fully adhere to prescribed
collection procedures. Although the agencies prepared initial bills promptly,
many receivables were not collected within a reasonable period. All of the agencies
reviewed had written debt collection procedures, These procedures, with certain
exceptions which are discussed later in this chapter, were adequate in establishing
viable debt collection prograwms. However, the agencies did not always follow the
procedures,

CRITERIA FOR DEBT COLLECTION PROGRAMS

The Federal Claims Collection Act of 1966 (31 U.S.C. 951-953) imposes primary
responsibility for collecting debts due the Government on agencies whose opera-
tions give rise to the debts. The heads of agencies or their designees are required
to take aggressive collection action to collect amounts due. This law, as imple-
mented through the Joint Standards (see p. 2), requires each agency to establish
collection procedures and to prescribe criteria for collecting, compromising, sus-
pending, or terminating collection action and for referring claims to GAO and the
Department of Justice.

The Joint Standards require that collection efforts be aggressive and compre-
hensive and lead to the earliest practicable conclusion of administrative efforts
to collect from the debtor. Agencies should pursue cost-effective collection proce-
dures, consistent with good business practice, leading to collection, referral for
legal action, or termination,

Appropriate collection steps and procedures can vary depending on {he size and
tsl;pelof debt and other circumstances. Ordinarily, an ageney’s collection program
should :

1. Malintain physical and accounting control of claims and document collection
actions. An account is generally considered delinquent when it is not paid, can-
celled, offset, or otherwise legally disposed of within 30 days from the issuance
of the related bill.

2. Screen and categorize claims to insure that collection efforts are
appropriate,

3. Take appropriate action to locate missing debtors.

4. Keep a constant watch over outstanding bills by periodically aging accounts
receivable in order to prevent, as far as possible, the creation of new delinquencies
and the worsening of old ones. ;

5. Take aggressive collection action against all liable parties with consideration
being given to:

a. Interviews with debtors;

b. Contacts with the employer if the debtor is federally employed;

c. collection by offset, where feasible ; and

d. temporary suspension of collection action, where the debtor cannot be
lfrlx‘ated or the prospects of collection are likely to improve in the foreseeable

iture.

6. Determine, at the earliest opportunity, the debtor’s ability to pay. ¢

7. Explore compromise as a means of settling the debt. A claim may be com-
promised when the debtor’s financial ability will not permit payment in full, or
the litigative risks and costs of litigation dictate such action.

8. Terminate collection action when it becomes clear that the Government can-
not collect or enforce collection of any substantial amount or that the cost of
further collection acting is likely to exceed the amount recoverable. Cost of collec-
tion may be a substantial factor in the settlement of small claims. The cost of
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collecting claims normally will not carry great weight in the settlement of large
claims.

9. Refer the claim to GAO or the Department of Justice for enforced collec-
tion. The Joint Standards require this referral to be made as early as possible,
consistent with aggressive agency collection action and well within the time limit

for bringing a timely suit against the debtor.
COLLECTION PRACTICES SHOULD BE IMPRUVED

Billing and collection practices for accounts receivable, at most of the agencies
we reviewed, were not fully effective and operating in accordance with the Joint
Standards. Although receivables were generally billed in a timely manner, we
found that:

Delinquent accounts were not promptly identified for followup action be-
cause aging schedules or other means of identifying delinquent accounts were
not prepared.

Followup collection actions frequently were not made promptly.

Agencies did not promptly complete required collection actlons

Claim files were not adequately documented.

Administrative costs of collection actions were not known As a result,
agency procedures for classifying delinquent accounts as uncollectible may
have resulted in premature termination of collection action on some delin-
quent accounts and uneconomical collection action on other accounts.

RECEIVABLES WERE BILLED PROMPTLY

Most Federal agencles were promptly preparing bills for amounts due, Goods
and services were often sold under contractual arrangements that required
advance vayvments, payment when the services were performed, or payment
bonds. Only one agency included In our review was slow in preparing billings.

When Federal agencies perform work on a reimbursable basis, contracts often
require advance payment or pavment as the work is performed. This is {llustrated
by the system prescribed by Department of Defense Instruction 2140.3 to collect
for foreign military sales which amount to billions of dollars. The Joint Financial
Management Office bills foreign countries quarterly with payment due within
30 days. However, these billings are based on forecasts of future deliveries and
are designed to permit maintenance of a 90-day cash reserve for each military
sales ease.

The National Aeronautics and Space Administration uses a somewhat similar
billing system. Public organizations that purchase missile launch services are
required to place sufficlent funds on deposit to pay for reimbursable work as the
Government incurs related costs. These deposits are then used to reimburse the

appropriated funds asg costs are incurred.
Other Federal agencies had established procedures for rendering timely bill-

ings. For instance:
The Energy Research and Development Administration billed for enriched
uranium sales on the same day the product was shipped.
The Forest Service billed timber purchasers within 15 days after the end

of the cutting month.
The Social Security Administration had established a system which pro-
vided for an initial notice of overpayment and a collection letter to be sent

to the beneficiary when an overpayment was {dentified.

Delinguent accounts were not always identified

Although initial billings were promptly processed, several agencies did not have
adequate systems for identifying delinquent accounts. This problem was pri-
marily attributable to failure to prepare aging schedules,

An aging schedule usually lists each account according to the period of time
it has been outstanding. The schedules are a basie ¥ool for identifyinsy delinquent
accounts and are thus a valuable management tool for assuring prompt and

adeduate collection action.
Some examples of problems which occurred when aging schedules were not

propertly used foliow.

The General Services Administration did not require receivables to be
placed on the monthly aging schedule until they were at least 60 days old.
During our review there were 165 delinquent bills totaling $1.7 million. Our
review of collections of 77 of these delinquent bills totaling $684,000 showed
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that the average time until initiation of the first collection letter was 55 days.

This was 25 days over the General Services Administration requirement. The

systtem was revised so that followup action fs taken 30 days after the Invoice
ate.

Department of the Interior’s Bureau of Land Management requires de-
mand letters to be sent if accounts are not collected in 30 days. We recelved
41 delinquent accounts totaling $775,000 as of June 30, 1976. On 40 of these
bills, the Bureau had not sent demand letters In accordance with its require-
ment. Although there was some justification for not sending the demand
letters on 15 billings, no explanation was offered on why the other demand
letters were not sent. We found that preparation of demand letters was
dependent upon detailed reviews of the accounts recelvable register. How-
ever, these reviews were not performed regularly. Corrective action was
taken by the Bureau.

Our review covered one of six Social Security Administration program
service centers. The center was responsible for collecting many of the over-
payments made under the retirement and survivors insurance and disability
insurance programs. After an individual was sent the initial notice of the
overpayment and payment was requested, the center was responsible for
finalizing the collection action. However, the center was not acting promptly.
We examined 117 randomly selected overpayment cases and found that 49
case files, or 42 percent, contained no indication that followup action had been
taken after the initial notice of overpayment and request for payment. These
49 cases had been dormant for more than 1 year, The Social Security Admin-
istration planned corrective actions.

Intervals beticeen collection letters were excessive

Although all agency collection policies required demand letters to be sent on
delinquent accounts, the intervals between the letters were frequently excessive.
The Joint Standards require collection letters to be sent at 30-day intervals.
However, we found the following procedures to be in effect :
Geological Survey’'s administrative operations required demand letters to
be sent at 36-, 90—, and 180-day Intervals.
Gieological Survey's royalty accounting system did not specify time frames
and, as a result, demand letters were sent infrequently.
Energy Research and Development Administration required collection
letters to be sent 60, 90, 120, and 150 days after the original Involce.

The interval between collection efforts should not exceed 30 days and there
should be no undue time lag in responding to any communication received from
the debtor. Aggressive followup action would, in our opinion, increase payments
and shorten the overall collection cycle.

Delays in finalizing collection action

Although the agencies had procedures which provided for referring certain
uncollectible claims to GAO and the Department of Justice for further collection
action, these procedures were not always followed. Also, due to recent judicial
decisions, procedures relating to offsetting debts have become more complicated
by requiring that evidence of due process protection be included in the files.

Under the Joint Standards, delinquent recelvables can be referred for possible
legal action only after attempts have been made to collect, and certaln processing
actions have been completed. However, some agencles did not assure that cases
entering the system were processed systematically to this point. For the most
part, those cases on which collection efforts were not successful were retained
in inventories rather than being finalized. As the number retained grew, it became
more impractical for collectors to pursue collection action on all cases. As &
result, collections were not quickly finalized.

The Joint Standards require that adequate records be maintained as collection
actions are taken. Unless all required data, including information on the debtor’'s
ability to pay is obtained, the case cannot be processed for possible legal action.

Also, as a result of recent court decisions acknowledging that certain due
process procedures are necessary before the Government deprives someone of
property, the procedures relating to the offset technique of collecting debts from
individuals has become somewhat more complicated. For instance, a court ruling
enjoined the Civil Service Commission from making offsets against annuitant
accounts unless the annuitants were given proper due process protection. The
Commisslon revised its procedures to collect by offset only after agencies cer-
tified to the Commission that due process requirements had been met.
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Costs of colicction efforts unknown

The Federal Claims Collection Act of 1966 authorizes agencies attempting to
collect debts of less than $20,000 owed the Government to terminate or suspend
collection action when the cost of further collection action will exceed the amount
recoverable. The agencies reviewed had not recently analyzed their collection
activities to determine their collection costs. Without this analysis, agencies
could not adequately determine when to terminate collection action. We also
found that the number of demand letters sent on claims of less than $100 varied
widely among agencies. For example :

Geological Survey required one demand letter on accounts of less than $10,
two demand letters on accounts of $10.00 to $99.99 and three demand letters
on accounts over $100.

The Bureau of Land Management required one letter on accounts of less
than $10, two letters if the amount was $10.00 to $24.99 and three letters if
the delinquent account was $25 or more.

Social Security Administration did not request refunds if the amount
involved was less than $15 and sent one demand letter on accounts between
$15 and $200.

Several agencies followed the general policy of terminating collection
efforts if the cost of further collection action was likely to exceed the amounts
recovered.

Although tkese collection policies were inconsistent, the agencies could not
determine when collection action should be terminated because data on the cost
of collection efforts was not available. We believe each agency should evaluate
its collection programs and periodically update the criteria for determining
when collection action should be terminated.

COLLECTION' DELAYS REDUCE CASH FLOW AND INCREASE BAD DEBTS

ixtensive delays in completing collection actions deprive the Government of
the use of funds, contribute to increased losses due to bad debts, and increase
administrative workload.

Delinquent accounts are not normally a problem in Government agencies that
sell goods or services because contractual stipulations require purchasers to make
advance payments or submit payment bonds. On the other hand, agencies with
accounts resulting from Government overpayments, claims for damages, fines
and penalties, and lose contractual arrangements can be expected to experience
greater payment delinquencies. We found this to be true in the agencies in our
review.

The growth of accounts receivable in the Government is shown in appendix I.
This increase is caused partly by the lack, in some agencies, of an aggressive
collection program. Because of the large amount of accounts receivable—$14.6
bitlion at September 30, 1977—the Treasury’s borrowing requirements could be
reduced if accounts receivable were more promptly collected.

More prompt collection of accounts receivable would also reduce the amount
of bad debts being experienced. Good business practice calls for timely billing
and collections. As Government receivables age, they become increasingly difficult
to collect. In addition, people who are consistently delinquent will be prompted
to pay on time only when they know the Government is enforeing colleetion.

The extent of losses from bad debts is illustrated by the following schedule
of amounts written off by selected agencies during fiscal year 1976.

Amount written off

Agency as uncollectible
(000 omitted)
Small Business Administration__ . ____________________.________ $94, 053
Department of Agriculture:
Food Stamp Program___________________ o __ 373
Farmers Home Administration__________________________________ 18, 150
Veterans Administration____________________________________________ 167, 960
Department of Housing and Urban Development: Federal Housing
Authority - e 12, 000

* Does not include the transition quarter (July-September 19786).

In addition to the amounts which were written off, other agencies have accumu-
lated growing inventories of uncollected receivables. More of these receivables
can be expected to become uncollectible as they get older.
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In addition to increasing the chances that accounts receivable will not be col-
lected. delayed or inadequate enforcement of collection procedures can increase
administrative workloads. This condition existed in the Forest Service. The
~Torest Service Manual” and timber sales contructs provided that, if the con-
tractor did not pay for timber sales within 15 days after billing, the forest office
could, after notifying the purchaser’'s representative, suspend any or all of the
purchaser's operatious. If payinents are consistently late, the manual encourages
immediate suspension. Of the four national forest offives we reviewed, only one,
Wiliamette, followed the established procedures and suspended logging opera-
tions. Doing so was apparently effective because the percentage of delinquent
accounts at this forest office was much lower than the percentage at the other
three.

CONCLUSION

The cost of ineffective collection efforts in terms of lost money and program
integrity is too high for the Federal Government to treat it lightly. However,
Aagencies are not carrying out their respousibility to identify and collect delin-
.quent accounts.

Agency management should stress the need to: (1) prepare aging schedules,
(2) prepare definitive and aggressive collection letters which explain why the
moneys are due the Government, {3) reduce the intervals between collection
letters to not more than 30 days, (4) determine the costs of collection efforts so
that a good basis exists for terminating collection efforts, and (5) strengthen
the agency system of referrals of delinquent receivables to GAO or the Depart-
ment of Justice. In other words, aggressive, consistent efforts are needed to assure
the collection of the billions of dollars due the Government.

RECOMMENDATION

We made specific recommendations for improving debt collection procedures
to those agencies inciuded in our review. Because of the disparity between agency
collection systems, all agencies should analyze their debt collection system and,
if necessary, take corrective actions, In addition to this report, we are sending
a letter to the heads of all departments and agencies stressing the need for in-
creased managerial emphasis on compliance with the requirements of the Joint
Standards. In a separate review, we are also considering whether further col-
lection procedures should be instituted by Federal agencies.

AGENCY COMMENTS AND OUR EVALUATION

Treasury commented that GAO should consider revising the authority given
:agencies to terminate collection action on small claims when enforced collection
is not considered to be economically feasible.

The Federal Claims Collection Act gives agencies authority to terminate claims
up to $20,000 without referral to GAO or the Department of Justice under cer-
tain conditions. (See p. 3.) In September 1978, GAO issued revised guidelines
‘to agencies on referring claims for enforced collection. These guldelines state
that the decision on referral of a debt should be governed by the potential for
_recovery through legal action.

CHAPTER 4, NEED FOR UNIFORMITY IN CHARGING INTEREST ON DELINQUENT
ACCOUNTS

Government agencies have different practices for assessing interest charges
-on untimely payments. Although a few agencies charge high rates of interest on
delinquent accounts, other agencies charge little or no interest.

These inconsistencies exist because there is no law or Government-wide policy
.requiring standard or consistent interest charges on delinquent amounts receliv-
able. The March 31, 1978, revision to the Treasury Fiscal Requirements Manual
requires agencies to establish charges for late payments in all contracts or other
formal payment agreements, However, the manual does not require charges for
late payments which are not provided for by contract, agreement, or other formal
payment arrangement. Also, some agencies have not implemented the manual
requirements.

Because interest rates on delinquent accounts receivable due the Government
-are often well below the rates of interest that businesses or individuals can
-earn on investments or must pay to borrow funds, debtors have little incentive
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to pay their accounts promptly. This encourages late payments and, as a result,
some individuals and corporations have delayed paying their debts to the Gov-
ernment for several years.

INTEREST CHARGES NOT CONSISTENTLY IMPOSED

Government agencies are not consistent in charging interest on delinquent ac-
counts. Some agencies assess interest based on rates established when the Gov-
ernment’s cost of borrowing money was low. Other agencies, which have recently
revised their rates, considered various factors in establishing interest charges,
and some agencies do not charge any interest on delinquent accounts.

During fiscal years 1938 through 1966, the annual interest rate on public debts
averaged about 2.6 percent. In the last 12 years, interest rates have increased
considerably, and Treasury’s cost of borrowing at September 30, 1977, was 6.424
percent. Although the Government's cost of borrowing funds has increased, many
agencies have not increased interest charges for delinquent accounts.

The Government’s cost of borrowing money is one of the most important fac-
tors to be considered in establishing interest rates on delinquent accounts; how-
ever, agencies also considered other factors. These factors and the methods used
to determine interest rates varied among departments and agencles. As a result,
different interest rates were being charged for comparable delinquent receivables
and, on some, no interest was charged. The wide difference between interest
charges on delinquent accounts is illustrated by appendix III.

AUTHORITY TO CHARGE INTEREST

Federal agencies may generally charge interest on overdue accounts as long as
the rate fairly compensates the Government. Interest is assessed only after
notice of the debt is given and the amount of the debt i{s firm. Although many
agencies have specific statutes authorizing interest charges, there is no general
statutory provision authorizing agencies to charge interest on delinquent ac-
counts or specifying when accounts are delinquent.

Federal agencies usually establish due dates to result in prompt payment,
hut interest charges for late payments cannot be imposed unless an account is
identified as being delinquent. Under standard commercial practice, accounts are
considered delinquent when they are not paid within 30 days from the date
the invoice. Because the courts have held that interest begins to accrue only
after notice of the debt is given, interest may only be collected on delinquent

accounts.
Definitive criteria exist to support the charging of interest. The Supreme Court,

in one decislon, said:

“If a debt ought to be paid at a particular time, and is not, owing to the
default of the debtor, the creditor is entitled to interest from that time by
way of compensation for the delay in payment. * * * If there is on statute
on the subject, interest will be allowed by way of damages for unreason-
able withholding payment of an overdue account.”

The question of the proper rate of interest to charge on overdue accounts
needs to be resolved. Fairness is an important consideration in fixing the rate of
interest. An acceptable rate for agencies to charge on overdue accounts is the
average prime rate banks charge to large businesses. This 1s essentlally the rate
presently required for overpayments and underpayments of Federal income
taxes.

The Department of the Treasury’s March 31, 1978, revision to its Fiscal Re-
quirements Manual established an interest rate of three-fourths of one percent of
the overdue payment for each 80-day period or portion thereof that payment is
delayed. Such charges for late payment are now required to be specified in all
contracts, agreements, or other formal payment arrangements. The manual states
that charges for late payments are not to be made when they are not provided
for by contract, agreement, or other formal payment arrangement.

COLLECTIOR DELAYED WHEN LITTLE OR NO INTEREST I8 CHARGED ON
DELINQUENT ACCOUNTS

Many debtors have little incentive to promptly pay amounts due the Govern-
ment when agencies charge little or no interest on delinquent accounts. As &
result, some individuals and corporations have delayed paying their debts due
the Government for extended periods.



49

Most Government agencies prepared bills promptly, but amounts due were
not always collected promptly. As of September 30, 1977, the Government reported
accounts receivable of $14.6 billion from the public. However, we could not deter-
mine the total amount of delinquent receivables because aging schedules had not
always been prepared and different criteria had been used to classify accounts
as delinquent.

Agencles that levied substantial interest charges generally collected most ac-
counts in a timely manner. For example, one office of the Energy Research and
Development Administration had about $100 milllon in receivables during our
review. This office charged 1 percent interest a month on accounts not paid
within 30 days. Our review showed that 95 percent of the office’s bills were paid
within 30 days. We concluded that the imposition of interest was a positive
factor in encouraging timely payment.

The General Services Administration which makes substantial sales to the pub-
lic was another agency which imposed interest on delinquent accounts. It imposed
interest on delinquent payments for sales of strategic stockpile materials (metals,
minerals, ete.) and did not have a significant problem with delinquent accounts.
Woe attributed its timely collection of most accounts to the imposition of interest
charges.

Other Government agencies which had not established interest charges for late
payments were encountering more significant collection problems. For example,
the Geological Survey did not impose any interest charges for late payments
of oil and gas royalties and we found that nearly 50 percent of their payments
were received late.

In contrast, the Bureau of Indian Affairs imposes interest charges of 1.5
percent a month on certain late payments for oil and gas royalties. As shown in
our March 1976 report to the Senate Committee on Interior and Insular Affairs,'
an examination of 4,823 royalty payments for a 38-month period for oil and gas
royalties on the Osage Reservation showed only 13 late payvments. Again, we
concluded that charging interest provided an incentive for timely payments.

The Bureau of Reclamation uses contracts which permit interest charges.
Interest rates charged under its contracts vary from %, percent to 2 percent a
month. We found that two of the Bureau's regional offices were not retaining
records of when customer remittances were received. 1he two offices also were
not nassessing interest because they could not determine whether payments
received were timely or delinquent. After we brought the problem to the atten-
tion of the regional officials, procedures for keeping records were revised and
methods of assessing proper interest charges were implemented at one of the
offices. Implementation was promised at the other office. The new recordkeeping
procedures identified additional delinquent accounts.

We belleve the Government’s charging of low or no interest on delinquent
accounts hag encouraged debtors to pay late because they cannot borrow money
as cheaply. Because the Government depends on being paid promptly to finance
its operations and to keep its cash requirements to a minimum, these delayed
payments harm the Government’s cash flow. When the Government is not pald
promptly, it must obtain mouey from internal sources or through borrowings.
Either way represents an added cost. Interest charges on debts to the Government
would effect quicker collection of aceounts receivable, improve the Government’s
cash flow, and reduce the amount of administrative time and effort required to
collect accounts receivable.

REASONS FOR NOT CHARGING INTEREST

There i8 no law or Government-wide policy requiring departments and agencies
to impose standard or consistent interest charges on delinquent accounts re-
ceivable. Some Government agencies with large amounts of outstanding recelv-
ables have not established interest charges because of the nature of thelr re-
celvables. For example, some agencies do not collect interest on delinquent ac-
counts because they expect to collect in advance or when the Government incurs
the cost. Thus, the assumption is that the agencies will not have deliquent
debtors. The National Aeronautics and Space Administration uses such a billing
system, acquiring and launching missiles on a reimbursable basis for foreign

! “Indian Natural Resources—Part II: Coal, Oil, and Gas, Better Manazement Can
l{;rxa;:_ros\'le llg%elopment and Increase Indian Income and Employment,” RED-76-84,
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governments and international organizations. Organizations are required to pay
for reimbursable work as costs are {ncurred.

Because billings by agencles using concurrent or advanced billing systems is
based on estlmates, it is more difficult to determine when accounts are delinquent.
If payments are not received in a timely manner and costs are not incurred
as expected, the agencies may still have sufficient funds on hand to meet their
expenses under the contract involved. Also, excess funds may be available under
one contract which can be diverted to cover a shortfall under another contract.
However, situations have occurred in which sufficient funds were not on hand
to meet the agency’s needs.

Emphasis on interest charges has also been limited because interest collected
generally does not increase an agency's burget. Agencies are to deposit interest
collections with the Treasury as miscellaneous receipts unless there is specific
authority to credit such collections to appropriations or funds.

Some agencies did not charge interest because of precedent, uncertainty as to
when payment was due, or because the receivables resulted from overpayments
which could be partially attributed to agency error. In the past, when interest
rates were helow current levels and the dollar volume of recelvables of some
activities was relatively small, administrative determinations were made not
to impose interest charges. The precedents established have been continued. In
other instances, activities have not established specific dates after which accounts
are considered delinquent. Finally, activities with overpayments which can be at
least partially attributed to ageney error—such as the Social Security Adminis-
tration’s programs, the Veterans Administration’s Educational Assistance Pro-
gram, and the Department of Agriculture’s Food Stamp Program—consider re-
ceivables to be due when the overpayment is identified. Thus, these activities
find it unrealistic to charge interest when the account is not paid when due.

The Geological Survey did not charge interest on delinquent payments of royal-
ties by oil and gas companies because accounting records did not reliably show
the amounts due. However, these royalties exceed $1 billion annually.

CONCLUSIONS

The Government should generally charge interest on delihquent accounts to
encourage the public to pay its bills; however, this {s not the case. Uniform
interest charges are not imposed on delinquent accounts.

It seems reasonable that interest should not be applied to collection of over-
payments made by the Government to recipients under Federal programs when
the recipients are not at fault. However, interest charges may be warranted if the
money due is not repaid within a reasonable time.

The fairness of the rate charged depends on the nature of the transaction giv-
ing rise to the debt and the particular statutory role of the collection activity.
In general, the debtor should have to pay at least the same interest charge for
using Government funds without approval that a large business has to pay for
similar borrowings from private institutions. We believe that, at & minimum, the
rate should approximate the cost of borrowing by the Treasury.

RECOMMENDATIONS

We recommend that the Director, Office of Management and Budget, in concert
with the Department of the Treasury, issue guidelines stipulating that Govern-
ment receivables bear interest at not less than an established minimum rate
unless otherwise specified or precluded by statute. The guidelines should provide
the following:

The Secretary of the Treasury periodically compute the minimum interest
rate to be used.

lglf;tes be in line with the cost of borrowing by the Treasury from the
public.

Interest charges be imposed on debts not paid within 30 days of the date
of the invofce unless extenuating circumstances exist.

AGENCY COMMENTS AND OUR EVALUATION

Both the Office of Management and Pudget and the Treasury commented on
the March 31, 1978, change to the Treasury Fiscal Requirements Manual which
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now requires agencies to include a stipultaion in all contracts, agreements, or
other formal payment arrangements that interest will be charged for late pay-
ments. We believe this requirement will materially improve cash management
in the Government. However, we believe the Treasury Fiscal Requirements
Manual should be further revised to provide for interest charges on delinquent
payments not covered by contract, agreement, or other formal payment arrange-
ments. .

CHAPTER 5. A Goop ACCOUNTING SYSTEM—A KEY 70 G0OD MANAGEMENT

Although this report discusses problems and opportunities for improving the
recording, control, and collection of accounts receivable in Federal agencies, our
findings indicate that Federal managers need to strengthen financial manage-
ment generally. In other reports sent to the Congress and heads of departments
and agencies, we have pointed out deficiencies in accounting and reporting related
to appropriations, cash, loans receivable, property and equipment, inventories,
obligations, liabllities, revenues, and expenses—in other words, in virtually all
balance sheet and income and expense accounts. Similarly, internal audit staffs
have identified accounting system and financial reporting problewms which need
improvement.

Accountants need to do a hetter job of showing management—including new
managers as they come along—that good accounting systems mean good informa-
tion and good informtaion means better and sounder decisions. Accountants need
to do more to convince management that good accounting

goes beyond mere fund control,

means accounting on the accrual basis in accordance with the Comptroller

General's prescribed principles and standards,

is worthwhile because it provides the basis for sound financial decisions, and

will result in obtaining the Comptroller General’s approval of the system as

required by law.
We believe department and agency managers need to make special efforts to (1)
assure that financial statements submitted to the 1department of the Treasury for
consoldation are complete and accurate, (2) obtain the Comptroller General’s
approval of their accounting systems, and (3) assure that an adequate but
balanced portion of internal audit resources are dedicated to reviewing financial
statements submitted to the Department of the Treasury.

CONSOLIDATED FINANOIAL STATEMENTS FOR THE GOVERNMENT

The Budget and Accounting Procedures Act of 1950 requires the Department
of the Treasury to prepare reports on the financial operations of the Federal
Government. Treasury consolidates the departments’ and agencies’ reports rather
than serving as the Government’'s central accounting department. The reports
show, in consdensed form, the Government’s financial condition at the fiscal year
end.

Recently there has been a renewed interest in consolidated financial statements
for the Federal Government because of a recognized need for better financial
management. However, conceptual problems and data deficiencies must be re-
solved before consolidated financial reports can be prepared which conform to
generally accepted accounting principles. The major conceptual problems include
the methods tn be used to establish asset values and to make sure that the
amounts shown for pensions are a fair presentation of accrued liabilities. The
data deflciencies which must he overcome before accurate preparation of finan-
clal statements is possible will require increased management emphasis, not
only on accounts receivable, but also on all aspects of financial reporting.

An advisory committee of accountants, economists, and business people pri-
marily from outside the Government completed a study to identify the conceptual
problems of preparing accurate financial statements, An interagency committee,
chaired by the Comptroller General, is now studying some of these conceptual
problems.

Much remains to be done to resolve data deficiencies. As chapter 2 indicates,
data deficiencies exist because of limited management emphasls, inadequate
coordination between operating and accounting personnel, and inadequate super-
vision of accounting personnel. Agency heads need to assure that accounting
systems are operating effectively.
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STATUS OF GAQ APPROVAL OF FEDERAL AGENCY ACCOUNTING SYSTEMS

The Budget and Accounting Irocedures Act of 1950 requires the Comptroller
General to prescribe accounting principles and standards - which executive
agencies are to follow in their accounting systems. The Comptroller General, in
1952, issued tentative principles and standards and proceeded to grant formal
approval of accounting systems that conformed to them.

However, all accounting systems have not been approved and most major
accounting problems involve unapproved systems. As of September 30, 1977, of
330 identifiled accounting systems subject to approval, only 198 complete systems
designs had been approved.

As summarized in the February 1978 issue of the “Journal of Accountancy,”
the Comptroller General attributes the delays in approval to

frequent changes in agency top management,

the failure of accountants to convience agency management that better

accounting is worthwhile, and

the lack of strong support by the Office of Management and Budget to make

accounting systems more effective and thus approvable.
Effective accounting systems are needed in all Government agencies not only to
properly account for changes in assets, Habilities, revenues, and costs but also
to provide the administrative control over funds necessary to prevent violations
of the Ant{-Deflclency Act.

INTEBNAL AUDIT OF ACCOUNTING AND FINANCIAL REPORTING

The principal rearons that financial accounting and reporting problems go
undetected for extended periods are that management ‘does not react adequately
to audit results and audit coverage is insufficient. We believe an adequate and
balanced portion of available internal audit resources should be dedicated to
financial reporting because it is essential to the Government's efforts to achieve
a meaningful consolidated balance sheet.

Limited management emphasis on the preparation of accurate financial state-
ments was reflected by limited internal audit coverage of this area. For example,
as stated in our report to the Congress on the “Army’s Efforts To Restore Integrity
to Its Financial Management Systems” (FGMSD-78-28, Apr. 27, 1978), the two
principal reasons why the Army’s financial management problems became so
widespread and went undetected for so long were (1) inadequate reaction on
the part of management to audit results and (2) insufficient audit coverage.

In a report issued to the heads of all audit agencies regarding the extent and
frequency of internal audits of financial reports (FGMSD-76—43, June 18, 1978),
we stated that most agencies we surveyed

audited only a few of the financial reports submitted to the Treasury;
reviewed accounting systems that produce the reports occasionally, not
regularly ; and
emphasized audits of program results and economy and efficlency rather
than audits of financial reports.
We concluded that increased emphasis was need on audits of agency flnancial
reports required by the Treasury and reviews of accounting systems that pro-
duce the reports to provide more effective control over, and accountability for,
all funds, property, and other assets for which agencles are responsible.

CONOLUSIONS

Federal managers need to emphasize the development and implementation of
good accounting systems. This need takes on added importance in light of the
Federal Government's efforts to develop and publish Government-wide con-
solidated statements.

Good accounting systems go beyond fund control. They produce timely financial
information to assist managers in making better and sounder decisions. In this
connection, Federal managers need to exert speclal efforts to (1) make sure that
financial statements submitted to the Department of the Treasury for consolida-
tion are complete and accurate, (2) obtain the Comptroller General’s approval
of their accounting systems, and (3) assure that an adequate and balanced por-
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tion of internal audit resources are dedicated to reviewing financial statements
submitted to the Treasury.

RECOMMENDATIONS TO THE DIRECTOR, OFFICE OF MANAGEMENT AND BUDGET

‘We recommend that the Director, Office of Management and Budget, emphasize
to the heads of departments and agencies the need to

obtain the Comptroller General’s approval of their accounting systems and
assure that an adequate and balanced portion of internal audit resources
are devoted to reviewing financial statements submitted to the Treasury.

RECOMMENDATION TO THE SECRETARY OF THE TREASURY

We recommend that the Secretary of the Treasury emphasize to Government
agencies the need to review their financial statements for completeness and
accuracy before submitting them to the Treasury for consolidation.

AGENCY COMMENTS

The Office of Management and Budget agreed with the recommendations and
advised us of actions it has taken or will take to achieve the objectives of our
recommendations. The actions it indicated are helpful and useful,

The Department of the Treasury stated that its planned revision of the
Treasury Fiscal Requirement Manuai should give added impetus to improved
reporting.

CHAPTER 6.—SCOPE OF REVIEW

Our review was designed to determine the adequacy of policies and procedures
used to establish, control, account for, bill, and collect accounts receivable. Qur
specific objectives were to

evaluate aspects of departments' and agencies’ accounting systems related
to accounts receivable to determine if thcy resulted in accurate reporting
and financial statements,

determine and evaluate adequacy of billing and collection efforts, and
determine and evaluate the policies and practices regarding the imposition
of interest for delayed payment of bills due the Government.

We reviewed legislation, regulations, policies, procedures, and practices per-
tuining to accounts receivable which are due to the Federal Government from
the public. We performmed our review at the following headquarters and field
locations :

Department of Agriculture: Forest Service.

Department of Defense: Defense Agencies; Foreign Military Sales.
: Department of Health, Education, and Welfare: Social Security Admin-
stration.

Department of the Interior: Bureau of Reclamation; Bureau of Land
Management ; U.S. Geological Survey.

Department of Labor.

Department of the I'reasury: Bureau of Government Financlal Opera-
tions; U.S. Customs Service.

Civil Service Commission.

Energy Research and Development Administration.

General Services Administration.

National Aeronautics and Space Administration.

We concentrated our review on the agencies’ reported receivables, We did not
assess the reliability of the computer systems used to determine the fairness of
recorded accounts receivable. Although we did not determine the impact of com-
puter system errors on the amounts of recorded accounts receivable, we did
examine the accounting systems, including detailed testing of the billing and
collection systems to determine if procedures and practices were adequate to
maximize collection and could be relied on to produce accurate accounting data.
Through this examination, we identified and included substantial amounts of
accounts receivable which were not reported on the agencies’ financial state-
ments,
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ApPPENDIX I

EXECUTIVE OFFICE. OF THE PRESIDENT,
QFFICE OF MANAGEMENT AND BUDGET,
Washington, D.C., August 17, 1978.
Hon., ErMER B, STAATS,
Comptroller General of the United States, General Accounting Ofice,
Washington, D.C.

DEAR MR. STAATS : This is in reply to the draft report, “The Government Needs
To Do A Better Job Of Collecting Amounts Owed By The Public.”

The report recommends that the Director, Office of Management and Budget,
in concert with the Department of the Treasury, issue guidelines providing that
Governnent receivables bear interest at not less than an established mitiinum
rate, unless otherwise specified or precluded by statute. Charges for late pay-
ments have recently been provided for by the Treasury Department in Section
8020.20 of the Treasury Fiscal Requirements Manual for Guidance of Depart-
ments and Agencies. This section provides in part that “Except where prohibited
or expressly provided for by law, agencies will ensure that charges for late
payments are stipulated in all contracts, agreements, or other formal payment
arrangements at the rate of % of 1% (.0075) of the overdue payment, for each
30-day period or portion thereof that the payment is delayed, and that such
charges are collected for payments received after the due date.” It would appear,
therefore, that the issnance of further guidelines by OMB would not be necessary.

The report also recommends that the Director, Office of Management and
Budget, emphasize to the heads of departments and agencies the need to: ‘

obtain the Comptroller General's approval of their accounting systems,
assure that an adequate but balanced portion of internal audit resources are
devoted to reviewing financial statements submitted to Treasury.

With regard to approval of accounting systems. the Office of Management and
Budget, through the Joint Financial Management Improvement Program, has
placed major emphasis on the approval of systems. In our annual bulletin, which
calls for a progress report from each agency on its financial management
improvement program, we ask specifically for the status of accounting systems
development and approval. If approval by the Comptroller General has not leen
obtained. we ask for target dates for submission of systems for approval. If
previously established target dates have not been met, we ask for an explanation.
Based upon this information, we have followed up with individual agencies on
numerous occasions in an effort to speed up progress.

With regard to internal audit of financial statements submitted to Treasury,
it must be realized that internal audit resources in most agencies are limited.
As a result, priorities must he established for audit coverage of areas where
greatest return is anticipated. The priority rating of the audit of financial
statements is something that each agency has to consider in the development of
audit programs. We recognize the desirability of the review of such statements
and will bring the matter to the attention of agency audit directors, in an effort
to assure that audit of financial statements is given balanced consideration in
the development of audit priorities.

We have one final observation on the draft report. Amounts owed the Govern-
ment for the sale of gonods and services, as well as the amounts owed because of
overpayments previously made, are treated in the report as “accounts receivable.”
We believe that the amounts due because of overpayments should be treated as
“refunds receivahle,” since a different accounting treatment applies to such
transactions. Refunds are treated as deductions from previonsly recorded ob-
ligations, costs, and outlays (OMB Circular A-11, section 21.2(h)(3)). The
report should also make clear that interest collections shonld be credited to
miscellaneous receipts unless there is specific authority to credit such collections
to appropriations or funds.

« We appreciate the opportunity to review the draft report.
Sincerely,
W. BowMaN CUTTER.
Exrecutive Agsociate Dircetor for Budget.
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APPENDIX II

DEPARTMENT OF THE TREASURY,
FISCAL SERVICE,
BUREAU OF GOVERNMENT FINANCIAL OPERATIONS,
Washington, D.C., July 19, 1978.

Mr. D. I.. SCANTLEBURY,
Director, Division of Financial and General Management Studies,
{7. 8. General Accounting Office,
Washington, D.C.

DEAR MR. SCANTLEBURY : This is in response to your request for comments on
the recommendations and other proposed actions in the draft report titled “The
Government Needs To Do A Better Job Of Collecting Amounts Owed By The
Public (90117).” Overall, the report highlights the need for agencies and their
Federal n:anagers to emphasize the development and implementation of good
accounting systems and the ueed for increased audit coverage of accounting
systems and the financial reports the systems produce.

The report indicates that there is a definite need in many agencies to establish
adequate systems for identifying and collecting delinquent accounts. We generally
agree with your recommendations to immprove recording, collecting, and reporting
accounts receivable, and we will make appropriate revisions to the Treasury
Fiscal Requirements Manual. The revisions should provide additional impetus
for ugencies to improve the recording and reporting of accounts receivable not
presently specified in GAO’s Accounting Principles and Standards.

The report states that *“when aggressive collection efforts are unsuccessful and
the receivable ix less than $600, agencies should terminate collection action
because enforced collection is not considered economically feasible,” We agree
that in many cases concerned personnel continue collection efforts on small 1osses
past the point of economic feasibility. As you know. Government agencles have
the authority at present to administratively resolve losses up to $500. If GAO
would increase the amount that may be administratively resolved to $1.000 this
would reduce costs since it is less expensive to administratively resolve a case
than to sinlanit it to GAO for relief.

In Chapter 4, the report states there is no law or Government-wide policy
rejquiring standard or convistent interest charges on delinquent accounts receiv-
able. GAO recominends that OMB, with assistance from Trea<ury, issue guide-
lines providing that Government receivalles hear interest. Treasury Department
Circular No. 1054 wax ixsned Deceinber 29, 1976, and required all agencies to
develop agency caxh management regutations within six months of the release of
Treasury’s fiscal requireients. Transmittal Letter No. 241, dated March 31. 1978,
releascd I 'TFRM 6- R0k the Treasury's tiscal requirements for cash management
within the Government. Chanter R0t0 estallishes the guidelines for interest rates
for delinquent accounts receivable. The rate established is three-fourths of one
percent of thie overdue payment for each thirty-day period or portion thereof
that the payment is delayed.

We appreciate the opportunity to comment on the draft report.

Sincerely,
D. A. PacL1ag,
Commissioner,

APPENDIX 111
ACCOUNTS RECE(YABLE DUE FROM THE PUBLIC REPORTED TO TREASURY!
{In millions}

Department or agency June 30, 1973 Iune 30, 1974 June 30, 1975 Sept. 30,1976  Sept. 30, 1977
Agriculture. .. ... ... ... $942. 4 §574.4 $489.6 $840.8 1,010.4
Commerce. ... et 15.1 26.8 18.6 29.6 } 10,1
Oefense.. ... __......_... P 866. 4 1,586.8 1,374.2 544.9 866.2
Energy and predecessor agencies. . 43.4 68.8 83.3 178.3 166.6
Health, £ducation, and Welfare. 45.4 194.2 334.5 251.2 975.5
Housing and Urban Development £42,0 425.8 521.2 §20.3 662.9
Interior 83.% 151.8 314.2 290.1 349.8

6.2 36 4.6 5.7 15.2
281.1 a79.2 50.3 5.9 2.4

Sea footnote at end of table.
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APPENDIX [1{—Continued

Department or agency June 30,1973 June 30,1974 June 30,1975 Sept 30,1976 Sept. 30,1977
7.3 51.9 2.2 12.3 3.8
24.3 21.7 .4 168.2 49.1
ry. 6,617.9 6,807.9 8,376.9 8,497.4 9,022.6
Agency for International Development. ._ 106. 4 110.4 149.9 117.8 99.8
Civil Service Commission......._........ 208.7 193.1 112.4 5.9 8.5
ederal Deposit {nsurance Corporation. .. 39.6 89.9 2014 243.8 223.7
‘ederal Home Loan Bank Board..__ ... 40.0 14.3 41.2 25.7 89.0
Genersl Services Administration. .. ... 171.7 508.5 72.0 108.0 62.8
ational Aeronautics and Space Admin-
istration_. ... .. ... 37.0 132.6 157.1 191.1 202.9
National Foundation on the Arts and
Humanities......._........ 24 . 8.4 1.8 20.4
Office of imer%oncy Preparedness - 24 2 A P
Overseas Private Investment Corporation. .............. 3.7 7.3 54.3 15.8
Railroad Retirement Board. . ___.__..__ 4.0 4.4 4.3 76.3 1.5
Small Business Administration. §6.2 65.1 8.5 1 135.8
Tennesses Valley Autho-ity.. - 20.7 93.1 133.3 174.2 217.5
Veterans Administration.._..____._..__ 43.3 45.5 51.7 8 68.9
Other (includes Export-Import Bank, at
Sept. 30,1977) .o aes 57.2 15,6 53.9 26.4 218.7
Totals (excludes off-budget agen-
511 D 10, 440.3 11,675.1 12,705.4 12,583.9 14, 555.9

1 This financlal data was taken from Treasury Bulletins dated February 1974, February 1975, February 1976, March 1977
and March 1978, For the most part, these bulletins were a product of the agencies’ aeoounlm'bsystoms. While agency
systems, by law, must conform to the prin-iples, standards, and related requirements prescribed by the Comptrolier Gen-
eral, only 60 percent of these systems had bezn evaluated and approved by the Comptroller General as of Sept. 30, 1977.
The 4ata, for the most part, is unaudited.

APPENDIX IV
ALLOWANCES FOR UNCOLLECTIBLE ACCOUNTS RECE(VABLE DUE FROM THE PUBLIC REPORTED TO TREASURY t

{1a millions}

Department or agency Sept. 30, 1976 Sept. 39, 1977
AGIICUNRUI® .o o oeeeeeccccocccscconencmasssacmencnasesnuassonsscarsacenns $44.0 $54.6
Commerce. .. . | T R,
Defense . .. ...coececracecennann 8.0 9.0
Eo“i and predecessor agencies... .3 1.0
Health, Education, snd Welfare. . 33.8 218.9
Housing and Urban Development 17.9 189.2

tnterior
Justice
bor .
State. .
Transpo .
Treasury teessscmmmsnccsenacsssaasas .
Agency for International Development. . tesebessessarevaveascesacsesnassnsessensnan
Civil Service COMMISSION. ... ccuuececccinaciinscieenennecncacanane . -
Federal Deposit Insurance COTPOration....veeeveccueccncesnaseecncnoncnsaseneccccnceanacennnnns -
Federal Home Loan Bank Board. ... femesccnmcsnsassnenenn
Genera! Services Administration. . . . -
National Aeronautics and Space Administration. .
National Foundatica on the Arts and Humanities
Office of Emergency Preparedness. ...

Qverseas Private investment Corporat .
Railroad Retirement Board. . ceas 8 .os
Small Business Administrati Cmemssasmesssrsrasmesssesasse .s
Tennessee V ey Authority. .5 .3
Yaterans' Administration.... 6.6 5.3
Bl - o eeeaeereenteeneeseeaneneamemeesctacesasttasarncanannnanaremaannas 5 5.2
Total (excludes off-budget agencies) ......cceeeeecemnicaceccamesocecnae 133.8 5445

1. This financist data was taken from Treasury Bulletins dated March 1977 and March 1973. For the most part, these
buliatins were a product of the agencies’ accounting systems. Whil2 azency systems, by law, must conform to the principles
standards, and rolated requirements prescribed by the Comptroile: Gene:al, and only (%] percent of thesa systems ha
been evaluated and approved by the Complroller Ganeral as of Sept. 39, 1977, The data, for the most part, is unauited,
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APPENDIX V. SUMMARY OF OUR REroBTs CONCERNING THE RECORDING, BILLING,
AND COLLECTION OF AMOUNTS OWED BY THE PusLIo

Report to the Administrator, Energy Research and Development Admlinistration
June 23, 1977, FGMSD-17-25.

‘I'ne report, which made no recommendations, concluded that the Energy Re-
search aud Development Administration’s system of accounting for accounts re-
ceivable, including reiuted biliing snd collecting procedures, wus operating ef-
fectively in accordance with the accounting system approved by the Comptroller
General in March 1975.

Report to the Chier, Forest Service, Departuient of Agricuiture, July 11, 1977,
FGMSD-77—42,

Our review showed that the accounting, billing, and collection practices for
accounts receivable at Region 6 of the Forest Service were, for the most part,
ellective aud in accordance with the accounting system approved by the Comp-
troller Geueral in June 1970. Specifically, we found that receivables were promptly
and accurately recorded, and billing and collection procedures were effective. How-
ever, procedures designed to encourage timely payment by contractors were not
followed by all forest offices in Region 6.

The Forest Service headquarters took action on our recommendatious to obtoin
more timely collection of all accounts receivable.

Keport to the Administrator of General Services, July 27, 1977, FGMSD-77-29.

Our review showed that the General Services Administration’s billing and col-
lection system for accounts receivable from the public was, for the most part,
operated effectively and in accordance with the accounting system approved by
the Comptroller General in June 1965, However, the accounting for and reporting
of receivables needs improvement. Specifically we found that:

One fund was overstated by $69.6 million, and two others were understated
by $4.1 million. These errors resulted in a $65.5 million overstatement of ac-
counts receivable as reported io the Treasury and a corresponding overstate-
ment of liabilities in the same amount.

About $9.3 million of long-term installments recefvable was improperly
classitied as current assets.

Delinquent accounts were not promptly identified for followup action.

Officials at the General Services Administration agreed with our findings and
said that procedures and controls would be revised to improve the recording and
reporting of accounts receivable.

Report to the Assistant Secretary for Administration and Management, Depart-
ment of Labor. August 17, 1977, FGMSD-77-31.

Our review showed that the accounts receivable recorded in the accounting sys-
tem approved by the Comptroller General in October 1972 were not accurate. Con-
sequently, the balance of accounts receivable from the public reported to the
Department of the Treasury was not accurate. Officials of the Oflice of Account-
ing agreed with our findings aud initiated corrective action to provide more
accurate accounting and reporting.

Reporting to the Commissioner, Burean of Government Financial Operations.
Department of the Treasury. August 30, 1977, FGMSD-77-30.

Our review showed that the billing and collection system for accounts receivable
from the public was, for the most part, operating effectively in accordance with
the accounting system approved by the Comptroller General in March 1969, How-
ever, the accounting for and reporting of these receivables needed improvement.
Speciflcally, we found that about £370 milllon of deferred interest receivables was
fmproperly classified as a current asset in Treasury accounting records and
reports.

Accounts recelvable which were not due within a period of 1 year were re-
classified as noncurrent assets.

Report to the Secretary, Department of Health, Education, and Welfare on
the Social Security Administration's Accounts Recefvable. September 6, 1977,
FGMSD-77-32.

Our review showed that the Soclal Security Administration's procedures and
practices for recording and controlling accounts recelvable did not comply fully
with the principles, standards, and related requirements prescribed by the Comp-
troller General. Specifically, we found that

more than $742 million in overpayments were not reported as recefvables
and
many followup collection actions were not promptly made.
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The Social Security Administration is developing a computerized system which
is being designed te provide current and reliable data on overpaywments, When
fully implemented, this system should compile data on all social security over-
payinents. Accounts receivable for program overpayments were included in the
latest financial reports.

Report to the Chairman, Civil Service Commission, September 15, 1977,
FGMSD-77-41. ‘

Our review showed that the accounting and reporting practices for accounts
receivable were, for the most part, effective and in accordance with the accounting
system approved by the Comptroller General in May 1970. However, we found
that the balance of accounts reccivable from the public as reported to the De-
partment of the Treasury was inaccurate. Also, the Civil Service Commission's
procedures did not provide for charging interest on Government claims swhich
were collected through reduction of an employee’s annuity.

The Commission stated that interest would be collected when included in claims
forwarded to it by other Government agencies. However, the Commission’'s posi-
tion was that an authorizing statute was preferable to existing case law as the
basis for charging interest on debts, Such a statute, according to the Commissijon,
would eliminate any uncertainty about authority to charge interest and provide
specific guidance on the charging of interest. Also, a court case affecting due proe-
ess requirements was pending. Until the court case was settled, the Commission
would not charge interest unless it was part of the basic claim by the creditor
agency.

Report to the Administrator, National Aeronautics and Space Administration.
October 21, 1977, FGMSD-77-89.

The National Aeronautics and Space Administration was promptly collecting
amounts due from other Federal agencies and the public under an accounting
system approved by the Comptroller General in June 1989. However, internal
accounting procedures did not assure that accounts receivable were accurately
recorded and reported. Specifically, the $267.2 million balance of accounts re-
ceivahle reported to the Department of the Treasury on September 30, 1976, was
incorrect hecause:

The National Aeronautics and Space Administration had already collected
$200.6 million of the recorded accounts receivable,

About $13.3 million of accounts receivahle from the public was improperly
classified as accounts receivable from Federal agencies.

About $14.7 million of accounts receivable was neither recorded nor
reported.

Officials at the National Aeronantics and Space Administration headquarters
agreed with our findings and stated that procedures were being revised to im-
prove the accuracy of reported accounts receivable.

Report to the Secretary of the Interior on Management of Accounts Receivable
at the Bureau of Reclamation, Bureau nf Land Management, and U.S. Geological
Survey. February 3. 1978, FGMSD-77-68,

This report described the need for (1) more accurate recording and reporting
of accounts receivable and (2) better followwup of delinquent accounts. Specifi-
cally, at one or more of the agencies reviewed.

recorded receivables were not accurate,
allowances were not established for uncollectible acconnts receivable, and
delinquent accounts were not promptly identified for followup actions.

APPENDIX VI
SUMMARY OF INTEREST CHARGES AT SELECTED DEPARTMENTS AND AGENCIES

Interest rate charged on delinquent
Department or agency Description of receivables receivables ' uen

Department of Agriculture: Forest Sale of timber cut and removed from 6-percentinterest is charsed on delinquent
Service, public fands. accounts beginning 30 days after the

ue date.
Department of Defense: Foreign Sale of military supplies and equipment Procedures provide for collection in
Mifitary Safes. o other countries, advance, and r“o interest charges are
on { t

Department of Health, Education, Overpayments to organizations respon- No interest is assessed on delinquent
and Weifare: Social Sxurity sibleyfor paying providers for hog(l,th accounts. v
se|

Administration, 3
Overpayments to recipients of socil No interest is charged on delinquent
security. accounts,
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APPENDIX Vi—Continued

Department or agency Description of receivables

Interest rate charged on delinquent
teceivables

Department of the Interior: i
Bureau of Land Management. Charges for grazing rights, fire suppres-
sion, right-of-way charges, and tres-
assing.
Ssle of electric power generated by

Bureau of Reclamation...__..
Government projects.

Sale of water from Government projects.

Geological Survey........... Royalty on oil and gas removed from

public lands,
Department of Labor_ ... Disabilxisty and misceilaneous aoverpay-
ments.
Department of the Treasury: .
Customs Bureau....._....._ Supplemeatal duties and imported items,

nes and penalties, and reimbursable
) Government services,
Bureau of Government Finan- Accrued interest on loans to foreign
.. tial Operations. countries.

Civil Service Commission__...._. Amounts are due from former Federal
employee3 for unearned leave, over-
payments, and miscellansous other
reasons, .

Energy Research and Development Sale of hed uranium to domestic and

Administration. foreign concerns for power generation,

General Services Administration._ Sale of strategic and critical materials
sold from national stockpile.

National Aeronautics and Space Acquisition and launching of missiles on
Administration. a reimbursable basis.

Do.

Liquidated damages of 2 percent are
charged if bill is not paid when due plus
interest charge of 1 percent of unpaid
amount each month,

1 34 percent per monthis charged on
accounts cver 30 days delinquent.

No interest is charged on delinquent
aca'bc:mts.

Do.

Interest rates range from O lo 4 peicent
on the loans onl{. )

No interest is charged on delinguent
accounts,

Interest is charged at 1 percent ’m month
on any balances not paid within 30 days
of the invoice. )

interest s charged at the commercial
prime rate when payment is not
ldeclelvbd within 30 days of the invoice

ate.
Payment is required as costs are incurred.
o interest charges aie imposed.

Senator Byrp. There being no further business, the committee will

stand adjourned.

[Thereupon, at 11:05 a.m., the subcommittee recessed, to reconvene

at the call of the Chair.]
O



