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CHAPTER 7.  FISCAL PROCEDURES


The basic fiscal requirements associated with debt collection are outlined in Handbook 1911.1 REV-4:  “Handling and Protecting Cash and Other Negotiable Instruments.”  Handbook 1911.1 provides "minimum requirements" necessary to comply with the Treasury Financial Manual and the applicable Titles of the General Accountability Office Policy and Procedures Manual.  This Handbook expands on those basic requirements.

7-1
PROCESSING PAYMENTS.   (See also Paragraph 2-7.)  Debtors shall be instructed to send payments directly to the designated Lockbox Depository and not to the FOC.  Debtors should be encouraged to make payments, other than regular monthly payments, by certified or cashier's check, or money order.

A. Lockbox Depositing.  The U.S. Department of the Treasury established a Lockbox Depository Network.  This network is a series of commercial banks designated to maintain accounts for government agencies using post office boxes to collect funds.  Under the provisions of the network, Treasury pays for the basic lockbox services received by the agencies.

Debtors making payments to the Department via an installment payment plan should be set up to receive a monthly billing statement via DCAMS.  (See also Paragraph 2-6.)   The billing statement includes a tear-off payment transmittal form with optical character reader (OCR) data regarding the account. The OCR data facilitates the processing and posting of the payment.  Debtors are instructed to send their payments with the payment transmittal form directly to the appropriate lockbox.

The Lockbox returns all checks marked “Paid-in-Full”, “Paid Compromise” or bearing other restrictive markings to the FOC.  The Lockbox also returns checks if the HUD-assigned claim number is not indicated on the check or on other papers transmitted with the check.  The FOC Collections Officer reviews each returned check to confirm if the check satisfies the debt, is in the amount of an approved compromise, or is otherwise acceptable.  The Collections Officer processes checks received from the Lockbox as outlined in Subparagraph C. below.

All payments received and accepted by the lockbox bank are processed, and the funds are wired to the Department of the Treasury.  The lockbox bank also transmits a data file with the payment details to the DCAMS contractor for overnight update to the debtor’s account in DCAMS.  This update will be reflected the following day on the Daily Transaction Report as a TC46 (regular payment) or TC47 (paid-in-full).  Documentation accompanying the remittances is returned to the FOC for follow-up action as necessary, such as dealing with an insufficient funds check or researching unidentified payments.

Any payments that are received via a non-automated lockboxes are processed and copies of all such remittances are forwarded to the FOC by the Cash Management Branch (CMB.)  Designated staff at the FOC manually applies these payments to the appropriate accounts in DCAMS.

B. Payments Received by Other Agencies.  Payments received by the Department of Justice are reported to HUD via interagency fund transfer reports and are applied manually to each account by the CMB.  Payments received on accounts serviced by the Department of Treasury through their Cross-Servicing Program or Treasury Offset Program are processed by Treasury and are automatically updated to DCAMS via interagency reporting.

C. Payments Received In The Financial Operations Center.   Any payments received by the FOC must be safeguarded and handled in accordance with HUD Handbook 1911.1 REV-4.  Payments received in the FOC are processed as follows:

1. All FOC mail must be opened in the presence of a Collection Officer.  If an envelope contains a check, the check must be endorsed upon receipt to ensure accountability at the receiving point.  Exception:  checks received marked Paid-in-Full, Paid Compromise, or bearing other restrictive markings shall not be endorsed until it has been verified that the check satisfies the debt or is otherwise acceptable (see next step below).  Also, any remittance not made payable to HUD (or the equivalent) should not be endorsed, and should be returned to the remitter. 

2. Once the determination is made that a restrictively prepared check is acceptable, the Collection Officer endorses the check so that the Lockbox will know that HUD has reviewed and accepted it.  The Collection Officer then sends it to the Lockbox.  If the check is unacceptable, it should be returned to the debtor with a letter explaining why it was returned and stating the amount needed to satisfy the debt.

3. In the rare instance in which a debtor brings cash to the office for payment, FOC staff shall refer the debtor to the Collection Officer who will issue a receipt and then purchase a money order (the Money Order fee to be obtained via the appropriate administrative process).  The Collection Officer then mails the payment to the Lockbox.

4. If the payment did not include the payment transmittal form from the DCAMS billing statement, the Collection Officer must complete a Lockbox remittance form and forward the form and the payment to the lockbox.  A copy of the remittance form must be maintained in the FOC.

5. A HUD-235, Collection Register must be completed for FOC records.  The Collection Register is not sent to the lockbox.

6. Since checks should be sent directly to the appropriate lockbox rather than to the FOC, remittances received at the FOC should be reviewed to determine the steps, if any, that may be taken to discourage the subject remitter from sending future payments to the FOC. 

7. Payments must be processed within one workday of being received, except for compromises or other collections that are held for review.

D. Pre-authorized Debit System (PAD) Payments.  This electronic payment method allows for the automatic transfer of funds between a debtor's account and a bank account established by the Treasury.  

Debtors have the option of paying their debt by volunteering for PADS.  This payment method results when the debtor gives HUD permission using HUD-92090, HUD PAD Authorization (see Appendix 17), to debit (take money from) the debtor's bank account for a specified amount each month. The advantages to the debtor of paying via PADS include:  no checks to write, no mail expense, no late payments, and avoiding a bad credit rating.  However, PADS is suitable only for a debtor who can and will make regular deposits to her/his account to cover the PADS debits.

Each month an electronic record is generated from DCAMS identifying remitters who have agreed to PADS.  The record contains the case number and the banking data for that case.  The lockbox bank processes PADS payment records through the Automated Clearing House, collects the funds, pools them, and wire-transfers the total amount to the Treasury for credit to HUD.  The account is credited in DCAMS with a PAD payment at the time the electronic record is created.

If there are insufficient funds in the debtor's bank account, the lockbox bank notifies HUD and the payment credit is manually reversed in the system by the CMB.  Such reversals are normally posted to the account within 90 days.  If a debtor requests a pay-off figure on a PADS account, the DSR/LSS should verify with the CMB that there are no PADS reversals pending.

7-2
REFUNDS.   In the course of the debt collection process, overpayments or improper recoveries may occur, requiring a refund.  Refunds are disbursed via the CMB.  The FOC Director determines the FOC procedure for initiating, approving, and processing refunds based on the policies and procedures of the CMB.  Additional guidance regarding specific types of refunds is provided below.  (See also Paragraph 5-1,B.)

A. Injured Spouse Claims.   An injured spouse claim may occur when a TOP offset of an IRS tax refund takes place, and where the tax refund resulted from a tax return that was filed jointly by a debtor and another person (usually the debtor’s spouse) who is not a party to the debt.  The IRS handles these claims.  FOC staff MUST NOT process a refund based on an injured spouse claim.  A person seeking an injured spouse claim refund should be referred to the IRS for information or instructions on how to file a claim for refund.

If the IRS approves an injured spouse claim, the portion of the offset that is returned by the IRS is adjusted via TOP.  The HUD debt will be debited (in DCAMS) for this amount (TC41).  The potential for injured spouse claims must be considered when deciding when or whether to refund overpayments.

B. Repurchases.   If a Title I claim is fully repurchased by the insured lender, the DSR/LSS must process a refund of any payments received by HUD.  The general guideline for such refunds is that voluntary payments made by the debtor are refunded to the lending institution repurchasing the loan and involuntary payments are refunded to the debtor.  For example, TOP offsets or AWG collections are refunded to the debtor, because TOP and AWG are collection methods that are not available to private lending institutions.

C. Closing Cases.   If a case that is approved for closeout (see also Chapter 5) involves a refund, the case must not be closed in DCAMS until the final refund transaction (TC63) has been posted. 
7-3 ACCOUNT ADJUSTMENTS.  Most financial (i.e. fiscal) updates to an account in DCAMS are processed automatically (e.g. lockbox payments, interest accruals, penalties and administrative costs, etc.).  Other financial adjustments may also be accomplished when necessary by on-line or batch transactions entered into DCAMS. (See details in the DCAMS User Manual.)  Some transactions (usually associated with processing payments) are input by designated staff of the FOC.  Other financial adjustments may be processed by the Cash Management Branch.

A. Financial Transaction Adjustment Requests (FTAR).   A FTAR form (see Appendix 18) is used to request financial adjustments within the FOC.  FOC staff should use this form to describe the specific problem and the results expected.  Supporting documentation that should be provided with the FTAR as appropriate includes:  an approved Justification for Closing or Justification for Action, copies of cancelled checks, DCAMS Case Reconstruction Reports and audit (i.e. fiscal history) reconstruction reports.  The FTAR need not detail the specific transaction steps to achieve the objective.  The designated FTAR processor determines the appropriate steps based on the DCAMS manual and other appropriate guidelines.  Generally, requests should be processed within two weeks of receipt.  The designated FOC employee also coordinates financial account adjustments that require actions by CMB.  

B. Judgment Accounts.  DOJ should notify the FOC when a Federal Court judgment is obtained on a debt referred to DOJ by the FOC.  (See also Paragraph 4-6,D.)  The case should then be reclassified, as a judgment asset in DCAMS, and the debt amount adjusted to conform HUD’s records to the terms of the judgment.   This reclassification and adjustment is processed by the DSR/LSS via a FTAR.  Sometimes, the receipt of payments via DOJ may be the first indication that a judgment was obtained.  If DOJ payments are being received on a non-judgment case, the DSR/LSS should send a status inquiry to DOJ to obtain a copy of the judgment, if any.

C. 557 Processing.  If a debtor payment is sent to the wrong lockbox or otherwise misapplied to an incorrect HUD program or financial system, a form HUD-557 (Internal Adjustments between FHA Funds and Accounts) must be processed to transfer the payment to the proper account.  557 transfers are processed by the CMB. The DSR/LSS may initiate a 557 transfer via the FTAR process described above. 

7-4 INTEREST.  [Ref.:  24 CFR 17.72 (e) & 31 CFR 901.9]  Unless expressly prohibited or restricted by statute or contract, HUD is required to assess interest on all delinquent debts.  Interest compensates HUD for the loss of use of funds when a debt is not paid timely.  The interest rate charged is usually the “Current Value of Funds Rate” (the Treasury rate) that is published periodically by the Department of the Treasury.  The rate is usually fixed for the life of the debt.  A different rate may be used if required by an official document (judgment, settlement agreement, court order, etc.).    Unless authorized by a Federal Court judgment (or similar legal document), HUD does not compound interest charges.  
DCAMS automatically accrues interest each month on each active debt based on the interest rate and “date of default” (i.e. interest start date) established for each debt.  The interest rate for new Title I claims is automatically set at the current Treasury rate based on the FOC’s manual updating to the Title I Insurance System (TIIS) whenever Treasury sets a new rate.  The interest rate for generic debts is input to DCAMS when a debt is loaded.

The “date of default” for Title I claims is based on the fiscal history of the original loan as calculated and established in TIIS, and then transferred to DCAMS when the claim is paid.  The interest start date for most generic debts is the date of HUD’s first official written demand for payment; however the interest charges are waived if the debt is paid in full within 30 days of that demand.  

7-5 INTEREST ADJUSTMENTS.   Once correctly established in DCAMS, the interest rate or previously accrued interest amounts may be adjusted only after review and approval by the FOC Center Director or Division Director with designated authority.  This includes pre-1988 Title I claims that were charged the note rate rather than the Treasury rate.  Adjustments to accrued interest amounts are processed via FTAR.  (See Paragraph 7-3.)

7-6 PENALTIES AND ADMINISTRATIVE COSTS (P&AC) – FISCAL PROCESSING.   Policies and processes for assessing penalties and administrative costs are provided in Paragraph 4-1.  The associated fiscal policies are:  

· Payments are posted first to outstanding Treasury fees, then penalties, administrative costs, interest, non-interest bearing principal, and finally to interest bearing principal. 

· Refunds may include P & AC amounts if appropriate (e.g. refund of an erroneous offset payment).  Any P & AC amounts refunded, will result in an increase in the case balance.  

· An erroneous penalty and/or administrative cost charge may be corrected, adjusted, or reversed via a FTAR. 

· P & AC balances are not included in the computation of interest.  

· P & AC balances are not reported on form 1099-C (see Paragraph 2-15).  However, the P & AC balance is included in the total outstanding debt to determine if a case is eligible for 1099-C reporting. 

7-7 PROTECTIVE BID PROCESSING.   If the FOC initiates a protective bid (see Paragraph 4-9), the funds necessary for bidding may be obtained and disbursed in coordination with CMB. 

7-8 HANDLING EXCEPTIONS.   Handbook 1911.1 REV-4, the DCAMS User Manual, and this handbook should be used as appropriate when handling fiscal matters.  However, if an unusual fiscal or accounting problem arises and the proper method for handling it cannot be determined from these handbooks, the FOC should contact the Cash Management Branch and/or the General Ledger Division for additional guidance.
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