CHAPTER 3. AGGRESSI VE DEBT CCOLLECTI ON, RESOLUTI ON, AND/ OR REFERRAL

3-1.

3-2.

Section 1. Aggressive Debt Collection

DEBT REVIEW Wien all initial efforts at debt collection have
been exhausted, and the debt remains delinquent and unpaid, the
Regi onal Accounting Director notifies the Action Oficial who
forwards the debt file to the Clainms Collection Oficer (CCO
for aggressive collection action and transferral to clains

stat us.

a. Revi ew File for Conpl eteness. The CCO begi ns hi s/ her
collection work by ensuring that all necessary
docunentation is included in the file. (See paragraph 2-7c
for alist of the file's contents.) |If the fileis
i nconpl ete, the CCO should contact the Action Oficial or
the Regional accounting Division (RAD) to obtain the
m ssi ng docunents.

b. Revi ew File for Evidence of Fraud or M srepresentation
When the CCOis satisfied that the file is conplete,
he/ she revi ews the docunents for evidence of fraud or
m srepresentation. The CCO checks for discrepancies in the
i nformati on, evidence that the debtor is |iving beyond
hi s/ her neans, etc. Wen fraud is suspected, the CCO
forwards the file to either the Assistant |nspector Cenera
for investigation (AlIA@) or Regional |nspector General for
investigation (RIA@), as per HUD Handbook 2000.3 , O fice of
I nspector Ceneral Activities. (See paragraph 1-6 for
background i nformation.)

Collection efforts are not suspended while the debt is
being reviewed by the AIG@/RIG@ unless the CCOis so
i nstruct ed.

CLAIM FI LE. Wen the CCO has processed the debt file, hel/she
adds or updates the following itens in the debt file, thus
creating what will be the claimfile:

0 Record of attenpts to collect the debt and other
adm ni strative actions taken

o] Li sting of debtor correspondence or a note that none was
received;
0 The debtor's financial statenment, when appropriate (see
Appendi x 1 O ;
0 A record of legal reviewin the Field Ofice if perforned;
and
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0 Credit reports (if these were not previously obtained, the



CCO nust now do so).

A delinquent debt will be referred to as a claimfrom
the tinme the CCO conpletes the claimfile and the
appropriate information is entered into the
Del i nquent Debt Control System (al so known as the A97

Systen.

The CCO prepares the A97 Systemdata entry form (HUD-27016) to
enter the debt information into the A97 System (See Appendi x
11.) A97 Systemdata entry sheets and the claimfile nunber
shoul d al ways be put in the claimfile.

Actual data entry will be done either directly by the CCO
or by whonever the Regional Adm nistrator/Regional C ains
Collection O ficer designates. HUD Guide 2362.35, ADP
Termi nal Operations Guide for the Delinquent Debt Contro
System provides instructions on A97 System use

3-3. CONTACTI NG THE DEBTOR.  The CCO begi ns aggressive cl aim
collection by contacting the debtor. The CCOs goal is to
obtain a pledge to pay the claimin full and to warn the debtor
of the consequences of nonpaynent.

When a CCOis having difficulty contacting a debtor, he/she

shoul d use the followi ng sources to | ocate the debtor

0 Post O fice Tracer, HUD-9825 (see Appendix 12) -- this is
used if it has been determ ned that the debtor no | onger
resides at the | ast address of record,

0 Credit reporting agencies;

0 I nternal Revenue Service (IRS) Tracer

0 County/city tax records;

0 Nei ghbors and occupants of any residence where debtor has
resided or may be residing;

o] Busi ness references as shown on credit reports or file
correspondence;

0 Uility conpanies in cities in which debtor is believed to
reside or has resided recently;
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0 Tel ephone and city directories;



0 Mot or vehicle bureaus for driver's |icense records,
autonobile title, and/or registration records;

0 Clerks of city or county el ection comm ssions;

0 Pl aces of enmploynment, if known;

0 Rel ati ves;

0 Public institutions or other Federal Agencies; or

0 Chi ef of police or county sheriff when the information in

the file indicates the debtor has violated a | aw and may be
the subject of a search, held in custody, or reporting to a
probation officer.

| NTEREST, PENALTIES, AND ADM NI STRATI VE COSTS. |f the CCO has
contacted the debtor but has been unable to obtain a pledge to
repay the claim the CCO nust send a Notice of Intent for Fina
Action. (See Appendix 5.) Before the letter is sent, the CCO
first deternmines the total charges on the claimto date so that
the letter accurately reflects the anmount due. The three
charges the CCOis concerned with are:

a. Interest. Interest accrues fromthe date the debtor is
first notified in witing of the debt and interest
requirenents (i.e., fromthe date of the Initial Letter
Requesting Payment of Debt sent by the Action Oficial).
The interest on the debt or any portion of the debt that is
paid within 30 days after the date it begins to accrue
shal | be wai ved

The rate of interest assessed shall be the rate of
the current value of funds to the U S. Treasury
(i.e., the Treasury tax and | oan account rate). The
CCO can obtain this interest rate fromthe Federa
Regi ster, Treasury Fiscal Requirenments Manua
Bulletin, and the Departmental Cainms Oficer (DCO
or his/her staff.

See Appendix 13 for the U S. Treasury Rates for

Del i nquent Debts.

Except as noted below, interest shall not be assessed on
interest, penalties, and administrative costs assessed on
t he debt.
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The rate of interest initially assessed shall remain fixed
for the debt's duration. The rate can, however, be
adjusted to the current value of funds rate when a new
agreenent is executed after a debtor has defaulted. Under



a new agreenent, interest will be assessed on the old
princi pal bal ance plus accrued interest, penalties, and
adm nistrative costs (i.e., the new principal bal ance).

b. Penalties. The CCO assesses a penalty not to exceed 6
percent on any portion of the claimthat is delinquent for
nore than 90 days.

C. Admi ni strative Costs. Administrative costs -- i.e., what
HUD has spent to collect the claim-- are cal cul ated
according to the nethod described in Appendi x 14, and
should be item zed as a separate category entitled costs of
col l ecti on.

The CCO applies the calculated charges to each claim |f the
CCO bel i eves that the debtor should be exenpt fromthe charges,
he/ she obtains an opinion fromthe Ofice of General Counsel
(O3, Regional Counsel, or Field Counsel. A claimis not
suspended while a |l egal opinion is pending.

Interest, penalties, and adninistrative costs are not
assessed on:
0 Clains incurred by Federal, State, or |ocal
gover nnent agenci es unless the claimarises from
default or a contract providing for such charges.

0 Clains that are governed by a statute, regulation, or
contract that either prohibits or sets such charges.
0 Clains incurred by contracts executed before Cctober

25, 1982. These clains are charged either 7 percent
or another rate of interest as specified in the
applicable statute, regulation or contract.

3-5. DEMANDI NG PAYMENT. After reviewing information in the
claimfile and attenpting to contact the debtor, the CCO nust
determ ne how best to resolve the claim (Options available to
the CCO are described in the foll owi ng paragraphs.)

The CCO then sends the Notice of Intent for Final Action (see
Appendi x 5) via certified mail stating the next course of
action to be taken if paynent is not received.
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Section 2. C aimResolution and/or Referral

3-6. METHODS OF RESOLUTION. If the claimis not paid by

the date specified in the Notice of Intent for Final Action, the
CCO determnes if the claimwarrants further collection efforts

and if such efforts are cost effective. To make this

determi nation, the CCO eval uates the anount of the claim against
the cost of HUD s collection efforts; if the latter is greater,

the CCO may recomend that the claimbe witten off or



term nated. (See paragraph 3-12.)

Anot her eval uation tool available to the CCOis a credit

report. If the report indicates that it is within the debtor's
means to pay the claim the CCOw Il reconmend paynment in ful
or an installnment paynent arrangenent.

a. Payment in Full. This is the paynment method npst desired.
(See paragraph 2-7a.) Wen a debt Is paid in full, the CCO
notes it in the claimfile and coordinates with the RAD as
appropriate to process and record the paynent.

b. Payment by Installnent. This arrangenent is based on
information fromthe credit report, contact with the
debtor, and/or response to previous letters. The CCO
shoul d negotiate a reasonable installnent plan that is
signed by the debtor and forwarded to the RAD. The size
and frequency of the payments should bear a reasonabl e
relation to the anount of the debt and the debtor's ability
to pay. |If possible, the paynents should be | arge enough
to liquidate the claimin not nore than three years.
Payments of |ess than $50 a nonth are di scouraged. Wen
instituting an install nment agreenent, the CCO shoul d:

(1) Try to obtain an executed prom ssory note contai ning
agreenent for judgnent, particularly when the tota
anount exceeds $750. (See Appendix 9.)

(2) Forward a copy of the approved repaynent agreenent to
the RAD to adjust accounting records and follow up in
the event of nonpaynent.

Si gned repaynent agreenents that involve total
paynents in excess of $2,500 nust be forwarded
through the RCCO to the DCO for approval, prior to
execution. Upon receipt of DCO approval the RCCO
will provide a copy of the repaynent agreenent to the

RAD.
c. Liquidation. |If no arrangenent is reached between the
debtor and the CCO the CCO could request Field Counsel or
Regi onal Counsel to liquidate the debtor's collateral. |If

the value of the collateral is less than the claim
i quidation can be used to suppl enent other coll ection
met hods.
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3-7. OFFSETS. CCGCs can arrange to withhold noney payabl e
by the U. S. Governnment to, or held by the government for, a
debtor to satisfy a debt owed the governnent.

a. Adm ni strative OOfset. A CCOcan initiate admnistrative



of fset either on the recommendati on of an Action Oficia
(see paragraph 2-7d), or on his/her own initiative, except
in the foll owi ng cases:
0 When a statute provides its own collection procedure;
0 When grant reduction is used as a renedial action
0 When explicitly prohibited by a statute;
0 When the debtor is an agency of the U S., State, or
| ocal governnent (unless otherw se provided by statute
or because of a common law right); or

o] When the debt arose under the I RS Code, the Socia
Security Act, or tariff laws of the U'S

See Chapter 8 for specific information regarding
of fset authority, procedures, and requirenents.

Admi ni strative offsets can al so be collected within HUD

bet ween progranms, where legally permssible, and from ot her
Federal Agencies. Al Federal Agencies are required by |aw
to cooperate with one another in their debt collection
activities. Wen another Federal Agency is involved, the
CCOw Il forward the claimthrough the RCCOto the DCO to
coordinate the collection by offset.

b. Salary Ofset. The CCO nmight use adninistrative offset to
collect a debt by one or nore deductions at one or nore
officially established pay intervals fromthe current pay
accounts of federal enployees with or without their
consent.

The statute of limtations for salary offset is the sane as
that applicable to adm nistrative offset (10 years).

C. IRS Ofset. IRS tax refund offset is another way to
coll ect a delinquent debt due HUD. This nethod is used
only when other efforts to collect the claimhave failed,
and will be acconplished only by the DCO after referra
fromthe RCCO

3-8. SUSPENSI ON. Cccasionally, there is a need to suspend
claimcollection activity for reasons other than a wai ver or
adm nistrative review. The CCO may suspend coll ection on clains
t hrough $2, 500 when at |east one of the following conditions is
net :
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o] The debtor cannot be |ocated but there is reason to
believe that future periodic reviews of the claimnmay



3-9.

3-10.

be warranted. This is based on the ampbunt of the
claimand the sumthat may actually be coll ected.

0 The debtor owns no substantial equity in real or
personal property but his/her future prospects warrant
retaining the claimfor periodic review and acti on.

0 The debtor sends HUD evi dence that disputes the claim
and requests a waiver or adm nistrative review. (See
par agraph 3-9.)

Cl ai ms exceedi ng $2, 500 which neet the above conditions
must be referred to the DCO before collection activity may
be suspended.

The CCO notifies the RCCO and the RAD when a claimis
suspended.

WAl VER OR ADM NI STRATI VE REVI EME. A wai ver or

adm nistrative review tenporarily suspends collection
activity until the CCO has considered the request or the
time limt for making the request has expired and the

debt or, upon proper notice, has not made such a request.
Provi ded that an applicable statute does not prohibit HUD
fromcollecting the claimbefore considering the request
for waiver or adm nistrative review, the collection action
may be considered for suspension on a clai mby-clai mbasis,
if:

0 There is a reasonable possibility that the waiver will
be granted, or that it will be deternined that the
debt or does not owe all or part of the claim

0 HUD s interest would be protected, if suspension were
granted, by reasonabl e assurance that the claimcould
be recovered if the debtor does not prevail.

0 Col I ection of the claimwuld cause undue hardshi p.

COVPROM SE. Wi | e pursuing collection, the CCO may | earn
that a debtor is willing and able to pay a part of the debt
but is unlikely to be able to pay the entire anount. In
such a case, a conpromi se of the claimmy be appropriate.
A conprom se is a signhed agreenent between the debtor and
HUD in which HUD agrees to "forgive" part of the debt
(i.e., forego further collection attenpts) in exchange for
paynment by the debtor of the remaining part. The CCO nay
conmprom se part of a claimif the total claimis under
$2,500 and at least one of the following criteria applies:
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0 There is doubt as to the debtor's ability to pay the
claimin full and within a reasonable period of tine.



3-11.

3-12.

0 There is doubt as to the debtor's ability to pay the
claimthrough an installnent plan. The CCO nust
consi der the debtor's age, present and future income
prospects, number of dependents, health, etc.

0 The cost of collecting the claimin full is greater
than the amount of the claim (See Appendix 14.)

0 The cost of researching records to determ ne the
claims validity exceeds the anount of the claim

If the claimexceeds $2,500 and one of the above
criteria applies, the CCO nust refer the conproni se
request through the RCCO to the DCO for approval

Al'l conprom se agreenments nust be signed by the debtor and
be approved by HUD (either by the CCO for clains under
$2,500 or by the DCO for clains nore than $2, 500).

Approval of the conprom se also requires receipt of paynent
for the remai nder of the claim |f the CCO has any doubt
about the appropriateness of a conprom se agreenent, he/she
shoul d refer the agreenent to the Field Counsel for review
prior to execution.

The conprom se agreenent should note that the anount
comprom sed will be reported to IRS as a taxable benefit.
Form 1099-G is used to report conpronmi ses to IRS. (See
Appendi x 15.)

A copy of the signed conpronised agreement is
forwarded to the RAD for posting.

LI TIGATION. The CCO may determine that the debtor has
the financial nmeans to pay off the debt. |If so, the CCO
may refer the claimto Field Counsel which may then refer
the case to Regional Counsel for litigation. (See

par agr aph 6-4 for Regi onal Counsel s responsibility in
these matters.)

TERM NATI ON.  Under sone circunstances, the CCO nay have
no other recourse than to termnate a claim Wen a claim
is termnated, the CCO stops further collection attenpts
and inforns the RADto wite off the unpaid bal ance from
HUD s accounting records.
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Al'though termination is the nost extrenme nethod of clains

resol ution available to a CCO, it does not nmean that the debtor
i s absol ved of his/her obligation to pay. HUD may resune
collection of the claimif its collectibility can be
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re-established within the statute of |imtations.

CCOs can only terminate clainms through $2,500 in val ue.
Cl ai r8 exceedi ng $2,500 must be submitted through the RCCO
to the DCO for term nation

A CCO may term nate a claimwhen at |east one of the foll ow ng
condi tions exists:

0 The CCO believes that he/she cannot collect an appreciable
anount fromthe debtor.

0 The debtor cannot be located and there is either no
security to be liquidated or the statute of limtations has
expired and it is unlikely that the claimcan be

col | ect ed.

0 It has been determined that the claimis legally wthout
nerit.

0 It has been determ ned that the evidence or w tnesses

necessary to prove the clai mcannot be produced and thus
efforts to induce voluntary repaynent are unavail abl e.

If the CCOis in doubt about the appropriateness of term nating
a claim he/she should subnmit the proposed ternmination to the
Fi el d Counsel for review

ACCOUNT ADJUSTMENT. The CCO nust notify the RAD of any
changes to the claim such as those listed previously,
whi |l e mai ntai ning an up-to-date claimfile.

CLAIM REFERRAL. If a claimremins unpaid at the end of
six nonths and all avail able collection options have been
exhausted, the claimw |l be transferred to the DCO
Excepted fromthis requirenent are clains that the CCO
through the RCCO may terminate on his/her own authority.
(See paragraph 3-12.)

To prepare a claimfor transmttal to the DCO the CCO

will:

o] Ensure that the claimfile is conplete and has al
requi red docunentation

0 verify the status of collections with the RAD;

0 otain legal review fromthe Field Counsel, as

appropri ate;

3-9 OCT 26 1987

0 Conpl ete the Cains Collection Litigation Report and
Clains Collection Checklist (see Appendices 7A, 7B



and 8); and
0 Recomend appropriate action.
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