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TO THE HEADS OF EXECUTIVE DEPARTMENTS AND ESTABLISHMENTS
SUBJECT: Policies for Federal Credit Programs and Non-Tax Receivables

Federal credit programs are created to accomplish a variety of social and economic goals. Agencies must
implement budget policies and management practices that ensure the goals of credit programs are met
while properly identifying and controlling costs. In addition, Federal receivables, whether from credit
programs or other non-tax sources, must be serviced and collected in an efficient and effective manner to
protect the value of the Federal Government’s assets.

GENERAL INFORMATION

1. Purpose. This Circular prescribes policies and procedures for justifying, designing, and managing
Federal credit programs and for collecting non-tax receivables. It sets principles for designing credit
programs, including: the preparation and review of legislation and regulations; budgeting for the subsidy
costs and administrative expenses of credit programs, and minimizing unintended costs to the
Government; and improving the efficiency and effectiveness of Federal credit programs. It also sets
standards for extending credit, managing lenders participating in Government guaranteed loan programs,
servicing credit and non-tax receivables, and collecting

delinquent debt.

2. Authority. This Circular is issued under several authorities, including but not limited to (i) the
following statutes, as amended and codified: of the Budget and Accounting Act of 1921, as amended; the
Budget and Accounting Act of 1950; the Debt Collection Act of 1982; Section 2653 of Public Law 98-
369; the Federal Credit Reform Act of 1990; the Chief Financial Officers Act of 1990; and the Cash
Management Improvement Act Amendments of 1992; (ii) Executive Order 8248, as amended; and (iii)
pre-existing common law authority to charge interest on debts and to offset payments to collect debts
administratively.

3. Coverage.

a. Applicability. The provisions of this Circular apply to all credit programs of the Federal
Government, including:

(1) Direct loan programs;
(2) Loan guarantee programs and loan insurance programs in which the Federal Government

bears a legal liability to pay for all or part of the principal or interest in the event of borrower
default; and



(3) Loans or other financial assets acquired by a Federal agency (or a receiver or conservator
acting for a Federal agency), including those acquired as a result of a claim payment on a
defaulted guaranteed or insured loan or in fulfillment of a Federal deposit insurance commitment.

Sections IV and V (“Managing the Federal Government’s Receivables” and “Delinquent Debt
Collection™) also apply to receivables due to the Government from the sale of goods and services;
fines, fees, duties, leases, rents, royalties, financed payments, and penalties; overpayments to
beneficiaries, grantees, contractors, and Federal employees; and similar debts and financial
instruments.

b. Exclusions Under the Debt Collection Acts. Certain debt collection techniques authorized or
mandated by the provisions of the Debt Collection Act of 1982, as amended by the Debt Collection
Improvement Act of 1996, do not apply to debts arising under the Internal Revenue Code, certain
sections of the Social Security Act, or the tariff laws of the United States.

c. Other Statutory Exclusions. The policies and standards of this Circular do not apply when they are
statutorily prohibited, or are inconsistent with a program’s statutory requirements. However, agencies
are required to periodically review legislation affecting the form of assistance and/or financial
standards for credit programs to justify continuance of any non-conformance.

4. Rescission. This Circular rescinds and replaces OMB Circular No. A-129 (revised), dated November
2000. This Circular supplements, and does not supersede, the requirements applicable to budget
submissions under OMB Circular No. A-11 and requirements applicable to proposed legislation and
testimony under OMB Circular No. 4-19.

5. Effective Date. This Circular is effective immediately.

6. Inquiries. Further information on the implementation of credit management and debt collection
policies may be found in the Department of the Treasury’s Financial Management Service Managing
Federal Receivables, in OMB Memorandum M-04-10 Debt Collection Improvement Act Requirements,
and in OMB’s Government-wide 5-Year Plan for financial management submitted annually to Congress.

For inquiries concerning budget and legislative policy for credit programs contact the Office of
Management and Budget, Budget Review Division, Budget Analysis Branch, Room 6001, New
Executive Office Building, 725 17" Street, NW, Washington, DC 20503; (202) 395-3945 or email
CSC2@omb.eop.gov. Questions on all other sections of this Circular should be directed to the Office of
Federal Financial Management (202) 395-4534.

7. Definitions. Unless otherwise defined in this Circular, key terms used in this Circular are defined in

OMB Circular No. A-11.
effrewWD. Zients

Deputy Director for Management

Appendices (5)


mailto:CSC2@omb.eop.gov

TABLE OF CONTENTS

Page

TranSmIttal LETEer ......ooooiiiiiiiee et e e et e e e et e e e e e tbbeeeeesnbbeeeeennnbaaeeeenneees i
I. RESPONSIBILITIES OF DEPARTMENTS AND AGENCIES ......ccooviiiiiie et 1
A. Office of Management and Budget. ...........cccoeiiiiiiiiiiiiiiiiiicecee e 1
B. Department of the Treasury. ......ccoooiiiiiiiiiiiii et e e et eeee e 1
C. Federal Credit Policy COUNCIL. .........ccoiiiiiiiiiiiiiiiiiiiiee et e e et e e e e e e e e e 1
D. Department and AGENCIES. .......cccceciiiiiiiiiiiiee e e eccrrreree e e e e e e e e e sererrrreeeeeaeeeeesssnnesasraraeaeeeens 2
II. BUDGET AND LEGISLATIVE POLICY FOR CREDIT PROGRAMS .......cccceoviiieiieeiieenieeeee 3
A. Program Reviews and Evidence-Building. ...........ccooooiiiiiiiiiiiiiiiiiieiiieeeee e 3
B, FOrm of ASSISEANCE. ..iioeviiiiiieiiiiie ettt e et e e ettt e e e et e eeeeesbaaeesennnnaeeeens 4
C. Financial Standards. ........cccoiiiiiiiiie et e s et e e s 5
D. Implementation. ........cccoiooiiiiiiiiiiiee et e e e e e e et a e e e e abaa e e e e naaaeaaens 7
ITI. CREDIT EXTENSION AND MANAGEMENT POLICY ...ccovtiiiiiieeiee ettt 8
A. Credit EXtension POLICIES. ......cccuiiiiiiiiiiiiiiiiiee ettt eeitee et e et e e st e e e e e nbaeeeessnraeeas 8
B. Credit Program Management. ...........cccccccciiiiiiiiiiiiiiiiiiiieee e e eeeeirrreee e e e e e e e e e e eaeeaeranaeees 10
C. Management of Guaranteed Loan Lenders and Servicers. ..........ccccceeeuveeeeeeciieeeeeecieeeeens 12
IV. MANAGING THE FEDERAL GOVERNMENT’S RECEIVABLES ........cccooiiiiiiiieiieeeee e, 14
A. Accounting and Financial Reporting. .........cccccccoeiiiiiiiiiiiiiiiiiecceeeecceeee e 14
B. Loan Servicing Requirements. ..........ccc.vviiiiiiiiiiiiecieeeee e e e e e e e e e e e eieaeranaee s 15
C. AsSEt RESOIULION. ...uiiiiiiiiiiiieeiie ettt et e et e et e e sabe e e sabe e e s baeesnneeens 16
V. DELINQUENT DEBT COLLECTION .....cocooiitiiiiiiieeiie ettt ettt esireeesiveeeseveeesareeesveeeeaneas 17
A. Standards for Defining Delinquent and Defaulted Debt. ............ccccoviiiiiiiiiiiiiiniiiine, 17
B. Administrative Collection of Debts. .......ccccoiiiiiiiiiiiiiiiiiieeeee e 18
C. Referrals to the Department of JUSEICE. .......cccvviiiiiiiiiiiiciiie e 20
D. Interest, Penalties and AdminiStrative CoStS. ........uuuuuueieiiiiieeeeiieieeieieeeeeeeeeeeeeev e 21

E. Termination of Collection, Write-Off, Use of Currently
Not Collectible (CNC), and Close-Out. ............uuvuuruureiiiiiiieeeeeeeeeeeeeeeeeeeeeeeeeeennns 21
ATTACHMENT: Write-Off/Close-out Processes for Receivables .........cccccvvviiiiiiiniiiiiiiiniiiiee e 23
Appendix A: Program REVIEWS .........coociiiiiiiiiiiiiei ettt e ettt e et e e e e saae e e e e s aaaeeeeesnasseeesenssseeeens A-1
Appendix B: Model Bill Language for Credit Programs .............cccccoiiiiiiiiiiiieieeeieeeecccciirereeeeee e B-1
Appendix C: Management and Oversight Structures ..........ccccceeeiiiiiiiciiiiieee e C-1
Appendix D: Effective Reporting for Data-Driven Decision Making ..........ccccccceeeeeiiiccciniiiiieeeeeeeennn, D-1
Appendix E: Communications POLICIES .........cccccuiiiiiiiiiiiiieiiiiee ettt e e e e e e aaeeeeesesreeeeeeeseeeens E-1






Policies for Federal Credit Programs and Non-Tax Receivables 1

L

RESPONSIBILITIES OF DEPARTMENTS AND AGENCIES

REFERENCES
Federal Credit Reform Act of 1990 (FCRA), 2 U.S.C. § 661 et. seq.

Debt Collection Act of 1982 (DCA); Debt Collection Improvement Act of 1996 (DCIA), 31 U.S.C.
§3701,3711-3720E

Federal Debt Collection Procedures Act of 1990

Statutory Budget and Accounting Act of 1921

Budget and Accounting Act of 1950
Chief Financial Officers Act of 1990 (CFO Act)

Cash Management Improvement Act

A. Office of Management and Budget. The Office of Management and Budget (OMB) is responsible for reviewing legisla-
tion to establish new credit programs or to expand or modify existing credit programs; monitoring agency conformance
with the Federal Credit Reform Act of 1990 (FCRA); formulating and reviewing agency credit reporting standards and
requirements; reviewing and clearing testimony pertaining to credit programs and debt collection; reviewing agency
budget submissions for credit programs and debt collection activities; developing and maintaining the Federal credit
subsidy calculator used to calculate the cost of credit programs; formulating and reviewing agency implementation of
credit management and debt collection policy; approving agency credit management and debt collection plans; working
with agencies to identify and implement common policies, processes, or other resources to increase efficiency of credit
program portfolio management functions; and providing training to credit agencies.

B. Department of the Treasury. The Department of the Treasury (Treasury), acting through the Office of Domestic Finance,
works with OMB to develop Federal credit policies and review legislation to create new credit programs or to expand or
modify existing credit programs. Treasury, through its Financial Management Service (FMS), promulgates Government-
wide debt collection regulations implementing the debt collection provisions of the Debt Collection Improvement Act of
1996 (DCIA). FMS works with the Federal program agencies to identify debt that is eligible for referral to Treasury for
cross-servicing and offset, and to establish target dates for referral. Performance measures for annual referral and collec-
tion goals are set in conjunction with FMS, agencies, and OMB. In accordance with the DCIA and other Federal laws,
FMS conducts offsets of eligible Federal and State payments, including tax refunds, to collect Federal non-tax debts, as
well as State debts, through the Treasury Offset Program (TOP). FMS also provides collection services for delinquent
non-tax Federal debts (referred to as cross-servicing), and maintains a private collection agency contract for referral and
collection of delinquent debts. Additionally, FMS issues operational and procedural guidelines regarding Government-
wide credit management and debt collection such as Managing Federal Receivables and Guide to the Federal Credit

Bureau Program. FMS, under its program responsibility for credit and debt management and as an active member of the
Federal Credit Policy Council, assists in improving credit and debt management activities Government-wide.

C. Federal Credit Policy Council. The Federal Credit Policy Council (FCPC) is an interagency forum convened by OMB
that a) provides advice and assistance to OMB and Treasury in the formulation and implementation of credit policies,
and b) serves as a mechanism to foster interagency collaboration and sharing of best practices. Membership consists of
representatives from OMB and other representatives from the Executive Office of the President, Treasury, and the Chief
Financial Officer (CFO), Chief Risk Officer and other senior official(s) from each participating Federal credit or debt col-
lection agency. The major credit and debt collection agencies represented include the Departments of Agriculture, Com-
merce, Education, Energy, Health and Human Services, Housing and Urban Development, Interior, Justice, Labor, State,
Transportation, Veterans Affairs and the Agency for International Development, the Export-Import Bank, the Federal
Deposit Insurance Corporation, the Overseas Private Investment Corporation, and the Small Business Administration.
Other departments and agencies may be invited to participate in the FCPC. The FCPC will establish standing and ad-hoc
work groups as needed to focus on issues specific to Federal credit programs and debt collection.


http://uscode.house.gov/uscode-cgi/fastweb.exe?getdoc+uscview+t01t04+11764+3++%28federal%252
http://uscode.house.gov/download/pls/02C17A.txt
http://uscode.house.gov/download/pls/31C37.txt
http://uscode.house.gov/download/pls/31C37.txt
http://uscode.house.gov/uscode-cgi/fastweb.exe?getdoc+uscview+t26t28+3551+0++%28%29  AND %28%2828%29 ADJ USC%29%3ACITE AND %28USC w%2F10 %28176%29%29%3ACITE         
http://uscode.house.gov/download/pls/31C11.txt
http://uscode.house.gov/uscode-cgi/fastweb.exe?getdoc+uscview+t29t32+1936+0++%28%29  AND %28%2831%29 ADJ USC%29%3ACITE AND %28USC w%2F10 %283512%29%29%3ACITE         
http://www.cfoc.gov/index.cfm?function=specdoc&id=CFO Act of 1990&structure=Council Announcements and Events&category=Founding Documents
http://www.fms.treas.gov/cmia/statute.html
http://www.fms.treas.gov/debt/Guidance_MFR.html
http://www.fms.treas.gov/fedreg/guidance/fedcreditbureauguide.pdf
http://www.fms.treas.gov/fedreg/guidance/fedcreditbureauguide.pdf
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Department and Agencies. Departments and agencies shall manage credit programs and all non-tax receivables in ac-

cordance with their statutory authorities and the provisions of this Circular to protect the Government’s assets and to

minimize losses in relation to social benefits provided. Specifically, agencies shall ensure that Federal credit program

legislation, regulations, and policies are designed and administered in compliance with the principles of this Circular; the

costs of credit programs are budgeted for and controlled in accordance with FCRA; and that credit programs are designed

and administered in a manner that most effectively and efficiently achieves policy goals while minimizing taxpayer risk.

To achieve these objectives, agencies shall:

10.

11.

12.

Ensure that the statutory and regulatory requirements and standards set forth in this and other applicable OMB circu-
lars, Treasury regulations, and supplementary guidance set forth in the Treasury/FMS Managing Federal Receivables
are incorporated into agency regulations, policies, and procedures for credit programs and debt collection activities;

Propose new or revised legislation, regulations, and forms as necessary to ensure consistency with the provisions of
this Circular;

Submit legislation and testimony affecting credit programs for review under OMB Circular No. A-19, Legislative Co-

ordination and Clearance and budget proposals for review under OMB Circular No. A-11, Preparation, Submission,
and Execution of the Budget;

Operate each credit program under a robust management and oversight structure, with clear and accountable lines of
authority and responsibilities for administering programs and independent risk management functions; monitoring
programs in terms of programmatic goals and performance within acceptable risk thresholds; and taking action to
improve or maintain efficiency and effectiveness;

Make every effort to effectively target Federal assistance, and mitigate risk by a) following appropriate screening
standards and procedures for eligibility and determination of creditworthiness, and b) making sure that lenders and
servicers participating in Federal credit programs meet all applicable financial and programmatic requirements;

Establish appropriate internal controls over programmatic functions and operations, in accordance with the standards
established in this Circular, and OMB Circular No. A-123, Management s Responsibility for Internal Control,

Assign to the agency CFO, in accordance with the Chief Financial Officers Act of 1990 (CFO Act), responsibility
for directing, managing, and providing policy guidance and oversight of agency financial management personnel,
activities, and operations, including the implementation of asset management systems for credit management and debt
collection;

Establish oversight and governance structures, as appropriate, to coordinate credit management and debt collection
activities, and ensure full consideration of credit management and debt collection issues by all interested and affected
Federal organizations;

Employ robust diagnostic and reporting frameworks, including dashboards and watch lists, so that all levels of the
organization receive appropriate information to inform proactive portfolio management, and program decisions are
informed by robust data analytics that provide senior policy officials and other credit program managers a clear under-
standing of a program’s performance towards policy goals and risk, and the effects of such decisions;

Evaluate Federal credit programs’ effectiveness in achieving program goals in accordance with the guidance set forth
in this Circular and in OMB Circular No. A-11, Part 6, including strategic program reviews at least once every two
years, or under other such timeframe as approved by OMB;

Ensure that informed and cost effective decisions are made concerning portfolio administration, including full consid-
eration of contracting out for servicing or selling the portfolio;

Effectively manage delinquent debt, including the use of all available techniques, as appropriate, to collect delinquent
debts, such as those found in the Federal Claims Collection Standards and Treasury regulations, including demand



http://www.fms.treas.gov/debt/Guidance_MFR.html
http://www.whitehouse.gov/omb/circulars_a019/
http://www.whitehouse.gov/omb/circulars_a11_current_year_a11_toc
http://www.whitehouse.gov/omb/circulars_default/
http://www.whitehouse.gov/omb/circulars_a11_current_year_a11_toc
http://ecfr.gpoaccess.gov/cgi/t/text/text-idx?c=ecfr&tpl=/ecfrbrowse/Title31/31cfr902_main_02.tpl
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letters, administrative offset, salary offset, tax refund offset, private collection agencies, cross-servicing by Treasury,
administrative wage garnishment, and litigation, and the write-off of delinquent debts as soon as they are determined
to be uncollectible;

13. Submit timely and accurate financial management and performance data to OMB and Treasury, to support evaluation
of the Government’s credit management and debt collection programs and policies;

14. Prepare, as part of the agency CFO Financial Management 5-Year Plan, a Credit Management and Debt Collection
Plan for effectively managing credit extension, account servicing, portfolio management and delinquent debt collec-
tion. The plan must ensure agency compliance with the standards in this Circular; and

15. Manage data in loan applications and documents for individuals in accordance with the Privacy Act of 1974, as

amended by the Computer Matching and Privacy Protection Act of 1988, and the Right to Financial Privacy Act of

1978, as amended. The Privacy Act of 1974 does not apply to loans and debts of commercial organizations.

II. BUDGET AND LEGISLATIVE POLICY FOR CREDIT PROGRAMS

Federal credit assistance should be provided only when it is necessary and the best method to achieve clearly-specified Federal
objectives. Use of private credit markets should be encouraged, and any impairment of such markets or misallocation of the na-
tion’s resources through the operation of Federal credit programs should be minimized.

A. Program Reviews and Evidence-Building.

REFERENCES
Statutory Federal Credit Reform Act of 1990 (FCRA), 2 U.S.C. § 661 et. seq.

Guidance OMB Circular No. A-11

Agencies shall periodically evaluate programs in terms of the policy goals of the program, and the program’s effectiveness towards
addressing those goals. Such reviews should be performed on a biennial basis, or other timeframe approved by OMB. Program
reviews should be written analyses submitted to OMB as part of the agency’s budget request, or other mechanism acceptable to
OMB, along with electronic copies of completed evaluations and other studies. (For guidance on program evaluation and evidence

required in support of the agency’s budget submission, see OMB Memorandum M-12-14.) Agencies may be required to perform
such reviews or evidence-building more frequently for significant programs or programs experiencing a major change, such as a
change in purpose or scope, a change in how the program is administered, or a change in external factors that are likely to affect
program operations, impact, and/or cost. In addition, program reviews should be submitted to OMB for new credit programs, and
for reauthorizing, expanding, or significantly changing existing credit programs. Such reviews should explain the rationale for
proposed changes, provide evidence (evaluations and other strong analytics about relevant data) of past program impacts, and, if
new delivery designs are being proposed, lay out why the design changes are expected to improve program impact or costs. Credit
program reviews under this section must address, at a minimum:

1. The Federal objectives to be achieved, including:
a.  Whether the credit program is intended to:
i.  Correct a capital market imperfection, which should be defined and quantified,
ii.  Subsidize borrowers or other beneficiaries, who should be identified; and/or
iii. Encourage certain activities, which should be specified.
b.  Why they cannot be achieved without Federal credit assistance, including:

i.  Adescription of existing and potential private sources of credit by type of institution, and the availability, terms
and conditions, and cost of credit to borrowers;


http://transition.usaid.gov/policy/egov/pa_1974.pdf
http://www.irs.gov/irm/part11/irm_11-003-039.html
http://www.fdic.gov/regulations/laws/rules/6500-2550.html
http://www.fdic.gov/regulations/laws/rules/6500-2550.html
http://transition.usaid.gov/policy/egov/pa_1974.pdf
http://uscode.house.gov/uscode-cgi/fastweb.exe?getdoc+uscview+t01t04+11764+3++%28federal%252
http://uscode.house.gov/download/pls/02C17A.txt
http://www.whitehouse.gov/omb/circulars_a11_current_year_a11_toc
http://www.whitehouse.gov/sites/default/files/omb/memoranda/2012/m-12-14_1.pdf
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ii. An explanation as to whether and why these private sources of financing must be supplemented and/or subsi-
dized; and

iii. Whether any Federal credit or non-credit program exists that addresses a similar need and why it or a modifica-
tion to it would not be sufficient to address the need.

The scope of the program, including the amount of Federal credit assistance estimated necessary to efficiently meet
the intended Federal objectives, and where appropriate, the time horizon of Federal investment.

The justification for use of a credit subsidy. The review should provide an explanation of why a credit subsidy is the
most efficient way of providing assistance, including how it aids in overcoming capital market imperfections, how
it would assist the identified borrowers or beneficiaries or would encourage the identified activities, why it would be
preferable to other forms of assistance such as grants or technical assistance, and the degree of subsidy necessary to
achieve the Federal objectives.

The estimated net economic benefits of the program or program change. The review should estimate or, when the
program exists, measure the benefits expected from the program or program change, including the amount by which
the distribution of credit is expected to be altered and the favored activity is expected to increase, and analyze any
economic costs associated with the program. Information on conducting a cost-benefit analysis can be found in OMB
Circular No. A-94.

The effects on private capital markets. The review should estimate the extent to which the program substitutes di-
rectly or indirectly for private lending, and analyze any elements of program design that encourage and supplement
private lending activity, with the objective that private lending is displaced to the smallest degree possible by agency
programs.

The estimated subsidy level. The review should provide an explicit estimate of the subsidy, as required by FCRA.
If loan assets are to be sold or are to be included in a prepayment program for programmatic or other reasons, then
the subsidy estimate should include the effects of the loan asset sales. For guidance on loan asset sales, see the
DCIA, OMB Circular No. A-11, and the Treasury/FMS Managing Federal Receivables. Loan asset sales/prepay-
ment programs must be conducted in accordance with policies in this Circular and procedures in Managing Federal

Receivables, including the prohibitions against the financing of prepayments by tax-exempt borrowing and sales with

recourse except where specifically authorized by statute. The cost of any guarantee placed on the asset sold requires
budget authority.

The administrative resource requirements. The review should include an examination of the agency’s current capac-
ity to administer the new or expanded program and an estimation of any additional resources that would be needed,
and an explicit estimate of the expected annual administrative costs including extension, servicing, collection, and
management and oversight functions.

B. Form of Assistance.

REFERENCES

Federal Credit Reform Act of 1990 (FCRA), 2 U.S.C. § 661 et. seq.
Internal Revenue Code, Section 149(b)

Statutory

When Federal credit assistance is necessary to meet a Federal objective, loan guarantees should be favored over direct loans, un-

less attaining the Federal objective requires a subsidy, deeper than can be provided by a loan guarantee.

1.

Loan guarantees may provide several advantages over direct loans. These advantages include: private sector credit
servicing (which tends to be more efficient), private sector analysis of the borrower’s creditworthiness (which tends
to allocate resources more efficiently), involvement of borrowers with private sector lenders (which promotes their
movement to private credit), and lower portfolio management costs for agencies.


http://www.whitehouse.gov/sites/default/files/omb/assets/a94/a094.pdf
http://www.whitehouse.gov/sites/default/files/omb/assets/a94/a094.pdf
http://www.whitehouse.gov/omb/circulars_a11_current_year_a11_toc
http://www.fms.treas.gov/debt/Guidance_MFR.html
http://www.fms.treas.gov/debt/Guidance_MFR.html
http://www.fms.treas.gov/debt/Guidance_MFR.html
http://uscode.house.gov/uscode-cgi/fastweb.exe?getdoc+uscview+t01t04+11764+3++%28federal%252
http://uscode.house.gov/download/pls/02C17A.txt
http://uscode.house.gov/uscode-cgi/fastweb.exe?getdoc+uscview+t26t28+212+0++%28%29  AND %28%2826%29 ADJ USC%29%3ACITE AND %28USC w%2F10 %28149%29%29%3ACITE         

Policies for Federal Credit Programs and Non-Tax Receivables 5

2. Loan guarantees, by removing part or all of the credit risk of a transaction, change the allocation of economic re-
sources. Loan guarantees may make credit available when private financial sources would not otherwise do so, or
guarantees may support credit to borrowers under more favorable terms than would otherwise be granted. This real-
location of credit may impose a cost on the Government and/or the economy.

3. Direct loans usually offer borrowers lower interest rates and longer maturities than loans available from private financial
sources, even those with a Federal guarantee. The use of direct loans, however, may displace private financial sources
and increase the possibility that the terms and conditions on which Federal credit assistance is offered will not reflect
changes in financial market conditions. The costs to the Government and the economy are therefore likely to be greater.

4. Direct or indirect guarantees of tax-exempt obligations are prohibited under Section 149(b) of the Internal Revenue Code.
Guarantees of tax-exempt obligations are an inefficient way of allocating Federal credit. Assistance to the borrower,
through the tax exemption and the guarantee, provides interest savings to the borrower that are smaller than the tax rev-
enue loss to the Government. It is generally thought that the cost to the taxpayer is greater than the benefit to the borrower.
The Internal Revenue Code provides some exceptions to this requirement; see Section 149(b) for further details.

5. To preclude the possibility that Federal agencies will guarantee tax-exempt obligations, either directly or indirectly,
agencies will:

a. Not guarantee federally tax-exempt obligations;

b. Provide that effective subordination of a direct or guaranteed loan to tax-exempt obligations will render the guar-
antee void. To avoid effective subordination, the direct or guaranteed loan and the tax-exempt obligation should be
repaid using separate dedicated revenue streams or otherwise separate sources of funding, and should be separately
collateralized. In addition, the direct or guaranteed loan terms, such as grace periods, repayment schedules, and
availability of deferrals, should be consistent with private sector standards to ensure that they do not create effec-
tive subordination;

c. Prohibit use of a Federal guarantee as collateral to secure a tax-exempt obligation;
d. Prohibit Federal guarantees of loans funded by tax-exempt obligations; and

e. Prohibit the linkage of Federal guarantees with tax-exempt obligations. For example, such prohibited linkage oc-
curs if the project is unlikely to be financed without the Federal guarantee covering a portion of the cost. In such
cases, the Federal guarantee is, in effect, enabling the tax-exempt obligation to be issued, since without the guaran-
tee the project would not be viable to receive any financing. Therefore, the tax-exempt obligation is dependent on
and linked to the Federal guarantee.

6. Where a large degree of subsidy is justified, comparable to that which would be provided by guaranteed tax-exempt
obligations, agencies should consider the use of direct loans.

C. Financial Standards.

REFERENCES

Federal Credit Reform Act of 1990 (FCRA), 2 U.S.C. § 661 et. seq.
Statutory

Chief Financial Officers Act of 1990 (CFO Act)

OMB Circular No. A-11

Federal Accounting Standards Advisory Board: Statement of Federal Financial Accounting Stan-
Guid dards No. 2 Accounting for Direct Loans and Loan Guarantees, as amended; Statement of Federal

uidance

Financial Accounting Standards No. 18 Amendments to Accounting Standards for Direct Loans
and Loan Guarantees; and Statement of Federal Financial Accounting Standards No. 19 Technical
Amendments to Accounting Standards for Direct Loans and Loan Guarantees in Statement of Fed-
eral Financial Accounting Standards No. 2.



http://uscode.house.gov/uscode-cgi/fastweb.exe?getdoc+uscview+t01t04+11764+3++%28federal%252
http://uscode.house.gov/download/pls/02C17A.txt
http://www.cfoc.gov/index.cfm?function=specdoc&id=CFO Act of 1990&structure=Council Announcements and Events&category=Founding Documents
http://www.whitehouse.gov/omb/circulars_a11_current_year_a11_toc
http://www.fasab.gov/pdffiles/sffas-2.pdf
http://www.fasab.gov/pdffiles/sffas-2.pdf
http://www.fasab.gov/pdffiles/2011_fasab_handbook.pdf
http://www.fasab.gov/pdffiles/2011_fasab_handbook.pdf
http://www.fasab.gov/pdffiles/sffas-19.pdf
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In accordance with FCRA, agencies must analyze and control the risk and cost of their programs.

Agencies must develop statistical models predictive of defaults and other deviations from loan contracts. Agencies are required to
estimate subsidy costs and to obtain budget authority to cover such costs before obligating direct loans and committing loan guar-
antees. Specific instructions for budget justification, subsidy cost estimation (including analytical support for model assumptions),
and budget execution under FCRA are provided in OMB Circular No. A-11.

Agencies shall follow sound financial practices in the design and administration of their credit programs. Where program objec-
tives cannot be achieved while following sound financial practices, the cost of these deviations shall be justified in agency budget
submissions with a cost-benefit analysis and all deviations should be reevaluated in any program review performed under the re-
quirements above. Unless a deviation has been approved by OMB, agencies should follow the financial practices discussed below.

1. Lenders and borrowers who participate in Federal credit programs should have a substantial stake in full repayment
in accordance with the loan contract.

a. Private lenders who extend credit that is guaranteed by the Government should bear at least 20 percent of the loss
from a default. Loan guarantees that cover 100 percent of any losses on a loan encourage private lenders to exercise
less caution than they otherwise would in evaluating loan requests. The level of guarantee should be no more than
necessary to achieve program purposes. Loans for borrowers who are deemed to pose less of a risk should receive
a lower guarantee.

b. Borrowers should have an equity interest in any asset being financed with the credit assistance, and business borrow-
ers should have substantial capital or equity at risk in their business (see Section III.A.3.b for additional discussion).

c. Programs in which the Government bears more than 80 percent of any loss should be periodically reviewed to de-
termine whether the private sector has become able to bear a greater share of the risk.

2. Agencies should establish interest and fee structures for direct loans and loan guarantees and should review these
structures at least annually. Documentation of the performance of these annual reviews for credit programs is consid-
ered sufficient to meet the review requirement described in Section 902(a)(8) of the CFO Act.

a. Interest and fees should be set at levels that minimize default and other subsidy costs, of the direct loan or loan
guarantee, while supporting achievement of the program’s policy objectives.

b. Agencies must request an appropriation in accordance with FCRA for default and other subsidy costs not covered
by interest and fees.

c. Unless inconsistent with program purposes, and where authorized by law, riskier borrowers should be charged
more than those who pose less risk. In order to avoid an unintended additional subsidy to riskier borrowers within
the eligible class and to support the extension of credit to those riskier borrowers, programs that, for public policy
purposes, do not adhere to this guideline, should justify the extra subsidy conveyed to the higher-risk borrowers in
their annual budget submissions to OMB.

3. Contractual agreements should include all covenants and restrictions (e.g., liability insurance) necessary to protect the
Federal Government’s interest.

a. Maturities on loans should be shorter than the estimated useful economic life of any assets financed.

b. The Government’s claims should not be subordinated to the claims of other creditors, as in the case of a borrower’s
default on either a direct loan or a guaranteed loan. Subordination increases the risk of loss to the Government,
since other creditors would have first claim on the borrower’s assets.

4. In order to minimize inadvertent changes in the amount of subsidy, interest rates to be charged on direct loans and any
interest supplements for guaranteed loans should be specified by reference to the market rate on a benchmark Treasury
security rather than as an absolute level. A specific fixed interest rate should not be cited in legislation or in regulation,
because such a rate could soon become outdated, unintentionally changing the extent of the subsidy.
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a. The benchmark financial market instrument should be a marketable Treasury security with a similar maturity to
the direct loans being made or the non-Federal loans being guaranteed. When the rate on the Government loan is
intended to be different than the benchmark rate, it should be stated as a percentage of that rate. The benchmark
Treasury security must be cited specifically in agency budget justifications.

b. Interest rates applicable to new loans should be reviewed at least quarterly and adjusted to reflect changes in the

benchmark interest rate. Loan contracts may provide for either fixed or floating interest rates.

Maximum amounts of direct loan obligations and loan guarantee commitments should be specifically authorized in
advance in annual appropriations acts, except for mandatory programs exempt from the appropriations requirements
under Section 504(c) of FCRA.

Financing for Federal credit programs should be provided by Treasury in accordance with FCRA. Guarantees of the
timely payment of 100 percent of the loan principal and interest against all risk create a debt obligation that is the
credit risk equivalent of a Treasury security. Accordingly, a Federal agency other than the Department of the Treasury
may not issue, sell, or guarantee an obligation of a type that is ordinarily financed in investment securities markets,
as determined by the Secretary of the Treasury, unless the terms of the obligation provide that it may not be held by a
person or entity other than the Federal Financing Bank (FFB) or another Federal agency. In exceptional circumstances,
the Secretary of the Treasury may waive this requirement with respect to obligations that the Secretary determines:
1) are not suitable for investment for the FFB because of the risks entailed in such obligations; or 2) are, or will be,
financed in a manner that is least disruptive of private finance markets and institutions; or 3) are, or will be, based on
the Secretary’s consultation with OMB and the guaranteeing agency, financed in a manner that will best meet the goals
of the program. The benefits of using the FFB must not expand the degree of subsidy.

Federal loan contracts should be standardized where practicable. Documents similar to those used in the private sector
should be used whenever possible, especially for loan guarantees.

D. Implementation.

REFERENCES
Federal Credit Reform Act of 1990 (FCRA), 2 U.S.C. § 661 et. seq.
Statutory
GPRA Modernization Act of 2010
OMB Circular No. A-11
Guidance

OMB Circular No. A-19

The provisions of Section II will be implemented through the OMB Circular No. A-19 legislative review process and the OMB

Circular No. A-11 budget justification and submission process. For accounting standards for Federal credit programs, see the

Federal Accounting Standards Advisory Board standards: Statement of Federal Financial Accounting Standards No. 2 (SSFAS)
Accounting for Direct Loans and Loan Guarantees, as amended by SFFAS No. 18 and No. 19.

1.

Proposed legislation on credit programs, reviews of credit proposals made by others, and testimony on credit activities

submitted by agencies under the OMB Circular No. A-19 legislative review process should conform to the provisions of
this Circular.

Whenever agencies propose provisions or language not in conformity with the policies of this Circular, they will be
required to provide justification in writing to OMB for a deviation from the requirement, and state the time period for
which the deviation is requested. Deviations, where granted, will typically be time-limited, and must be periodically
reevaluated as part of the program review (Section IL.A).

Additional guidance for program reviews of legislative and budgetary proposals is included as Appendix A to this
Circular. Agencies should use the model bill language provided in Appendix B in developing and reviewing authoriz-
ing legislation, unless OMB has approved the use of alternative language that includes the same substantive elements.


http://uscode.house.gov/uscode-cgi/fastweb.exe?getdoc+uscview+t01t04+11764+3++%28federal%252
http://uscode.house.gov/download/pls/02C17A.txt
http://www.gpo.gov/fdsys/pkg/PLAW-111publ352/pdf/PLAW-111publ352.pdf
http://www.whitehouse.gov/omb/circulars_a11_current_year_a11_toc
http://www.whitehouse.gov/omb/circulars_a019/
http://www.whitehouse.gov/omb/circulars_a019/
http://www.whitehouse.gov/omb/circulars_a11_current_year_a11_toc
http://www.whitehouse.gov/omb/circulars_a11_current_year_a11_toc
http://www.fasab.gov/pdffiles/sffas-2.pdf
http://www.fasab.gov/pdffiles/sffas18.pdf
http://www.fasab.gov/pdffiles/sffas-19.pdf
http://www.whitehouse.gov/omb/circulars_a019/
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3.

Every two years, or on an alternate schedule approved by OMB, the agency’s annual budget submission (required by

OMB Circular No. A-11, Section 25) should include the program review in Section II.A, and additional information

including but not limited to:

The agency’s plan for periodic, results-oriented evaluations of the effectiveness of the program and program prac-
tices, and the use of relevant program evaluations and/or other analyses of program effectiveness or causes of esca-
lating program costs. A program evaluation is a formal assessment, through objective measurement and systematic
analysis, addressing the manner and extent to which credit programs achieve intended objectives. While agencies
should generally conduct these evaluations at the program level, some analyses may be more appropriate at the
level of the goals in agencies’ strategic plans and annual performance plans required by the GPRA Modernization
Act of 2010. (For further guidance, please see OMB Circular No. A-11, Part 6);

A review of the changes in financial markets and the status of borrowers and beneficiaries to verify that the con-
tinuation of the credit program is required to meet Federal objectives, to update its justification, and to recommend
changes in its design and operation to improve efficiency and effectiveness; and

Proposed changes to improve the efficiency and effectiveness of a program, including changes to correct those
cases where existing legislation, regulations, or program policies are not in conformity with the policies of this
Circular. When an agency does not deem a change in existing legislation, regulations, or program policies to be
desirable, it will provide a justification for retaining the non-conformance.

III. CREDIT EXTENSION AND MANAGEMENT POLICY

A. Credit Extension Policies.

1.

REFERENCES

Statutory

18 U.S.C. § 1001

Debt Collection Act of 1982 (DCA); Debt Collection Improvement Act of 1996 (DCIA), 31
U.S.C. §3701, 3711-3720E

31 U.S.C. § 7701(d)

Regulatory

31 C.FR. Part 285.13
Executive Order 13,019, Federal Register Vol. 61, No. 193, 51763

Guidance

Treasury/FMS Managing Federal Receivables, Treasury Report on Receivables (TROR), and
Guide to the Federal Credit Bureau Program

Applicant Screening.

Program Eligibility. Federal credit granting agencies and private lenders in guaranteed loan programs shall deter-
mine whether applicants comply with statutory, regulatory, and administrative eligibility requirements for loan
assistance. Where consistent with program objectives, borrowers should be required to certify and document that
they have been unable to obtain credit from private sources on reasonable terms. In addition, application forms
must require the borrower to certify the accuracy of information being provided. (False information is subject to
penalties under 18 U.S.C. § 1001.)

Delinquency on Federal Debt. Agencies should determine if the applicant is delinquent on any Federal debt, in-
cluding tax debt. Agencies should include a question on loan application forms asking applicants if they have
such delinquencies. In addition, agencies and guaranteed loan lenders shall use credit bureaus as a screening tool.
Agencies are also encouraged to use other appropriate databases, such as the Department of Housing and Urban
Development’s Credit Alert Verification Reporting System and Treasury’s Do Not Pay List to identify delinquen-

cies on Federal debt.


http://www.whitehouse.gov/omb/circulars_a11_current_year_a11_toc
http://www.whitehouse.gov/omb/circulars_a11_current_year_a11_toc
http://uscode.house.gov/download/pls/18C47.txt
http://uscode.house.gov/download/pls/31C37.txt
http://uscode.house.gov/download/pls/31C37.txt
http://uscode.house.gov/download/pls/31C77.txt
http://www.gpo.gov/fdsys/granule/CFR-2011-title31-vol2/CFR-2011-title31-vol2-part285/content-detail.html
http://www.fms.treas.gov/debt/attygendueproc.html
http://www.fms.treas.gov/debt/Guidance_MFR.html
http://www.fms.treas.gov/debt/dmrpts.html
http://www.fms.treas.gov/fedreg/guidance/fedcreditbureauguide.pdf
http://portal.hud.gov/hudportal/HUD?src=/program_offices/housing/sfh/sys/caivrs
http://donotpay.treas.gov/index.htm
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Processing of applications shall be suspended when applicants are delinquent on Federal tax or non-tax debts,
including judgment liens against property for a debt to the Federal Government, and are therefore not eligible to
receive Federal loans, loan guarantees or insurance. (See 31 U.S.C. § 3720B regarding non-tax debts.) This provi-
sion does not apply to disaster loans or a marketing assistance loan or loan deficiency payment under Subtitle C
of the Agricultural Market Transition Act (7 U.S.C. 7231, et. seq.). Agencies should review and comply with 31
U.S.C. § 3720B and 31 C.F.R. 285.13 before extending credit. Processing should continue only when the debtor
satisfactorily resolves the debts (e.g., pays in full or negotiates a new repayment plan).

c. Creditworthiness. Where creditworthiness is a criterion for loan approval, agencies and private lenders shall deter-
mine if applicants have the ability to repay the loan, taking into consideration the applicant’s history of repaying
debt. Credit reports and supplementary data sources, such as financial statements and tax returns, should be used to
verify or determine employment, income, assets held, and credit history.

d. Delinquent Child Support. Agencies shall deny Federal financial assistance to individuals who are subject to ad-
ministrative offset to collect delinquent child support payments. See Executive Order 13,019, 61 Federal Register
51,763 (1996). The Attorney General has issued Minimum Due Process Guidelines: Denial of Federal Financial
Assistance Pursuant to Executive Order 13,019, which agencies shall include in their procedures or regulations

promulgated for the purpose of denying Federal financial assistance in accordance with Executive Order 13,019.

e. Taxpayer Identification Number. Pursuant to 31 U.S.C. § 7701(d), agencies must obtain the taxpayer identification
number (TIN) of all persons doing business with the agency. All agencies and lenders extending credit shall require
the applicant or borrower to supply a TIN as a prerequisite to obtaining credit or assistance.

2. Loan Documentation. Loan origination files should contain loan applications, credit bureau reports, credit analyses,
loan contracts, and other documents necessary to conform to private sector standards for that type of loan. Accurate
and complete documentation is critical to providing proper servicing of the debt, pursuing collection of delinquent
debt, and in the case of guaranteed loans, processing claim payments. Additional information on documentation re-
quirements is available in Managing Federal Receivables.

3. Collateral Requirements. For many types of loans, the Government can reduce its risk of default and potential losses
through well managed collateral requirements.

a. Appraisals of Real Property. Appraisals of real property serving as collateral for a direct or guaranteed loan must
be conducted in accordance with the following guidelines:

i.  Agencies should require that all appraisals be consistent with the Uniform Standards of Professional Appraisal
Practice, promulgated by the Appraisal Standards Board of the Appraisal Foundation. Agencies shall prescribe
additional appraisal standards as appropriate.

ii. Agencies should ensure that a State-licensed or certified appraiser prepares an appraisal for all credit transac-
tions over $100,000 ($250,000 for business loans). (This does not include loans with no cash out and those
transactions where the collateral is not a major factor in the decision to extend credit.) Agencies shall determine
which of these transactions because of the size and/or complexity must be performed by a State-licensed or
certified appraiser. Agencies may also designate direct or guaranteed loan transactions not exceeding $100,000
($250,000 for business loans) that require the services of a State-licensed or certified appraiser.

b. Loan to Value Ratios. In some credit programs, the primary purpose of the loan is to finance the acquisition of an
asset, such as a single family home, which then serves as collateral for the loan. Agencies should ensure that bor-
rowers assume an equity interest in such assets in order to reduce defaults and Government losses. Federal agen-
cies should explicitly define the components of the loan to value ratio (LTV) for both direct and guaranteed loan
programs. Financing should be limited by not offering terms (including the financing of closing costs) that result in
an LTV equal to or greater than 100 percent. Further, the loan maturity should be shorter than the estimated useful
economic life of the collateral.


http://uscode.house.gov/uscode-cgi/fastweb.exe?getdoc+uscview+t05t08+4598+0++%28%29  AND %28%287%29 ADJ USC%29%3ACITE AND %28USC w%2F10 %287231%29%29%3ACITE         
http://www.fms.treas.gov/debt/attygendueproc.html
http://www.fms.treas.gov/debt/attygendueproc.html
http://www.uspap.org/
http://www.uspap.org/
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c. Liquidation of Real Property Collateral for Guaranteed Loans. In general, it is not in the Federal Government’s
financial interest to assume the responsibility for managing and disposing of real property serving as collateral on
defaulted guaranteed loans. Private lenders should be required to liquidate, through litigation if necessary, any real
property collateral for a defaulted guaranteed loan before filing a default claim with the credit granting agency.

d. Asset Management Standards and Systems. Agencies should establish policies and procedures for the acquisition,
management, and disposal of real property acquired as a result of direct or guaranteed loan defaults in a manner
that is consistent with policy goals, maximizing efficiency and minimizing taxpayer cost. Agencies should establish
inventory management systems to track all costs, including contractual costs, of maintaining and selling property.
Inventory management systems should also generate management reports, provide controls and monitoring capa-
bilities, and summarize information for OMB and Treasury. (See Treasury Report on Receivables (TROR).)

B. Credit Program Management.

1.

Management and Oversight. Agencies must have robust management and oversight frameworks for credit pro-
grams to monitor the program’s progress towards achieving policy goals within acceptable risk thresholds, and to take
action where appropriate to increase efficiency and effectiveness. This framework must be reinforced with appropri-
ate internal controls.

a. Lines of Authority, Program Goals, and Risk Thresholds. Agencies must have and should codify clearly-defined
lines of authority and communication. Through these structures, management should establish explicit program-
matic policy goals and acceptable risk thresholds, and metrics to evaluate the program’s effectiveness against these
goals, and assess the program on an on-going basis.

i.  Clearly-Defined Lines of Authority and Communication. Agency management frameworks may include councils
or boards, and must include individuals with necessary program and/or financial expertise and stature. Represen-
tation should include, but not be limited to, the agency CFO, the Chief Risk Officer, and the senior official(s) for
program offices with credit activities or non-tax receivables. Agency credit management may seek input from the
agency'’s Inspector General based on findings and conclusions from past audits and investigations.

ii.  Performance and Other Indicators and Risk Thresholds. Senior management must also establish appropriate
performance and other indicators for the program, and establish risk thresholds to balance policy goals with risks
and costs to the taxpayer. Such indicators should be reviewed periodically, and coordinated with OMB. Agency
management structures should clearly delineate accountable parties and responsibilities for:

a. Defining policy performance indicators linked to the statutory purpose of the program or to the underlying
market failure that the credit program is designed to correct and the nature of the risks the program faces;

b. Reviewing and approving major risk-related policies, practices, underwriting standards, and policy perfor-
mance metrics, and such policies as may delineate thresholds whereby additional approvals of potential
credit assistance may be required;

c.  Monitoring the efficiency and effectiveness of each program with respect to policy, risk management, and
cost objectives; and

d. Assessing past performance and taking actions necessary to meet such goals more effectively and efficiently.

iil. Risk Management. Agencies should develop oversight and control functions that are sufficiently independent of
program management and have expertise and stature within the organization to identify emerging issues using
real-time information about the outstanding portfolio, including credit and operational risks.

b. Internal Controls for Credit Programs.

i.  Separation of Duties. Federal credit agencies shall structure their programmatic operations in a manner that
separates critical functions as appropriate, given the program structure and type of assistance. These critical
functions may include:
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c.

f.

Promoting the program to prospective applicants;

Reviewing and approving applications for credit assistance;
Monitoring and servicing the outstanding portfolio;
Reviewing and approving modifications to outstanding loans;
Collecting delinquent debts; and

Conducting comprehensive risk management.

ii. Communications Policy. Agencies shall establish and document a policy for communications with cred-

it counterparties and other stakeholders, including but not limited to applicants and lenders, to gov-

ern interaction during any period when an agency decision on credit support is pending, or when there

is a reasonable possibility that the terms and conditions of existing credit support may be amended.

The objective of the communications policy is to provide clear guidance regarding communications with non-

Executive Branch entities, and should address the following points:

a.

C.

Identify the types of communications that are required, permissible, and prohibited, along with any accom-
panying rules and procedures;

Cover the agency’s employees and contractors and make clear who within the agency is responsible for
handling such communications; and

Protect information that is business confidential, market sensitive, and/or pre-decisional and deliberative

iii. Outsourcing Programmatic Functions to Contractors. Agencies are responsible for determining whether to

retain operations within the agency or to outsource some functions to outside parties. In making this determina-

tion, the agency should ensure that the best interests of taxpayers are protected.

a.

Agencies must retain those responsibilities that are inherently Governmental and critical functions and take
actions, before and after contract award, to prevent contractor performance of such functions and overreli-
ance on contractors in “closely associated” and critical functions, as determined in accordance with Office
of Federal Procurement Policy (OFPP) Policy Letter 11-01, Performance of Inherently Governmental and

Critical Functions. Agencies are also required to develop agency-level procedures, provide training, and

designate senior officials to be responsible for implementation of these policies.

In those cases where operations are outsourced, the agency should establish agreements to ensure appro-
priate oversight over contractor operations and procedures. Agencies shall require reporting on all per-
formance metrics and outcomes necessary to inform senior officials about the outstanding portfolio and
conduct risk management functions, as well as information about contractor practices.

2. Data-Driven Decision Making. Agencies must have monitoring, diagnostic, and reporting mechanisms in place to

provide senior-level policy officials and credit program managers a clear understanding of a program’s performance.

Such mechanisms should include regular collections, analysis, and reporting of key information and trends, and also

be sufficiently flexible to deliver any analysis necessary to identify and respond appropriately to any developing is-

sues in the portfolio. Ensuring that both policy officials and program managers have a feedback loop into program

performance will enable agencies to focus attention on delivering program results in the most effective and efficient

ways. Reporting parameters, including the timing and form for reporting to OMB, should be coordinated with OMB,

and reviewed periodically to identify any needed updates to capture relevant information and program changes.

a. Timely Reporting. High-level credit performance data should be supplied to the appropriate senior-level official and

the OMB examiner with primary responsibility for the program in the form of a dashboard, or similarly high-level

report, on at least a quarterly basis, or other schedule agreeable to the relevant senior official or OMB, as appropri-


http://www.gpo.gov/fdsys/pkg/FR-2011-09-12/pdf/2011-23165.pdf
http://www.gpo.gov/fdsys/pkg/FR-2011-09-12/pdf/2011-23165.pdf
http://www.gpo.gov/fdsys/pkg/FR-2011-09-12/pdf/2011-23165.pdf/
http://www.gpo.gov/fdsys/pkg/FR-2011-09-12/pdf/2011-23165.pdf/
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ate. Agencies should also produce lists that highlight potential loans or types of loans that may warrant additional

management oversight for senior management.

b. Appropriate Report Types. Depending on the program, reporting documents should include pipeline reports, portfo-
lio dashboards, watch lists, internal operations, reporting and lender monitoring (for guaranteed programs).

C. Management of Guaranteed Loan Lenders and Servicers.

REFERENCES

Guidance

Treasury/FMS Managing Federal Receivables

1. Lender and Servicer Eligibility.

a. Participation Criteria. Federal credit granting agencies shall establish and publish in the Federal Register specific

eligibility criteria for lender or servicer participation in Federal credit programs. These criteria should include:

i.  Requirements that the lender or servicer is not currently debarred/suspended from participation in a Government
contract or delinquent on a Government debt;

ii.  Qualification requirements for principal officers and staff of the lender or servicer;

iii. Fidelity/surety bonding and/or errors and omissions insurance with the Federal Government as a loss payee,
where appropriate, for new or non-regulated lenders or lenders with questionable performance under Federal
guarantee programs; and

iv. Financial and capital requirements for lenders not regulated by a Federal financial institution regulatory agency,
including minimum net worth requirements based on business volume.

Review of Eligibility. Agencies shall review and document a lender’s or servicer’s eligibility for continued participa-
tion in a Federal credit program at least every two years. Ideally, these reviews should be conducted in conjunction
with on-site reviews of lender or servicer operations (see Section II1.C.3) or other required reviews, such as renewal
of a lender or servicing agreement (see Section II1.C.2). Lenders or servicers not meeting standards for continued
participation should be decertified. In addition to the participation criteria above, agencies should consider lender
or servicer performance as a critical factor in determining continued eligibility for participation.

Fees. When authorized and appropriated for such purposes, agencies should assess non-refundable fees to defray
the costs of determining and reviewing lender or servicer eligibility.

Decertification. Agencies should establish specific procedures to decertify lenders, end servicing contracts, or take
other appropriate action any time there is:

i.  Significant and/or continuing non-conformance with agency standards; and/or
ii.  Failure to meet financial and capital requirements or other eligibility criteria.

Agency procedures should define the process and establish timetables by which decertified lenders or former ser-
vicers can apply for reinstatement of eligibility for Federal credit programs.

Loan Servicers. Lenders or agencies transferring and/or assigning the right to service loans to a loan servicer should
use only servicers meeting applicable standards set by the Federal agency. Where appropriate, agencies may adopt
standards for loan servicers established by a Government Sponsored Enterprise (GSE) or a similar organization
(e.g., Government National Mortgage Association for single family mortgages) and/or may authorize lenders to use
servicers that have been approved by a GSE or similar organization.

Agreements. Agencies should enter into written agreements with lenders that have been determined to be eligible for
participation in a guaranteed loan program. Lender agreements and servicing contracts should incorporate general


http://www.fms.treas.gov/debt/Guidance_MFR.html
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a.

a.

b

C.

participation requirements, performance standards and other applicable requirements of this Circular. Agencies are en-
couraged, where not prohibited by authorizing legislation, to set a fixed duration for the agreement to ensure a formal
review of the lender or servicer eligibility for continued participation in the program.

General Participation Requirements. Lender agreements should include:

i.  Requirements for lender or servicer eligibility, including participation criteria, eligibility reviews, fees, report-
ing, and decertification (see Section III.C.1, above);

ii. Agency and lender responsibilities for sharing the risk of loan defaults (see Section II.C.1.a); and, where feasible

iii. Maximum delinquency, default and claims rates for lenders or servicers, taking into account individual program
characteristics.

Lender Performance Standards. Agencies should include due diligence requirements for originating, servicing, and
collecting loans in their lender agreements. This may be accomplished by referencing agency regulations or guide-
lines. Examples of due diligence standards include collection procedures for past due accounts, delinquent debtor
counseling procedures and litigation to enforce loan contracts.

Agencies should ensure, through the claims review process, that lenders have met these standards prior to making
a claim payment. Agencies should reduce claim amounts or reject claims for lender non-performance.

Reporting Requirements. Federal credit granting agencies should require certain data to monitor the health of their
credit portfolios, track and evaluate lender and servicer performance, and satisfy OMB, Treasury, and other report-
ing requirements which include the_Treasury Report on Receivables (TROR). Examples of the data that agencies
must maintain include:

i.  Activity Indicators. Number and amount of outstanding loans at the beginning and end of the reporting period
and the agency share of risk in the case of a guaranteed loan; number and amount of loans made during the
reporting period; and number and amount of loans terminated during the period.

ii. Status Indicators. A schedule showing the number and amount of past due loans by “age” of the delinquency,
and the number and amount of loans in default, foreclosure or liquidation (when the lender is responsible for
such activities).

Agencies may have several sources for such data, but some or all of the information may best be obtained from
lenders and servicers. Lender agreements should require lenders to report necessary information frequently, but
at a minimum on a monthly basis (or other reporting period based on the level of lending and payment activity).

Loan Servicers. Lender agreements must specify that loan servicers must meet applicable participation require-
ments and performance standards. The agreement should also specify that servicers acquiring loans must provide
any information necessary for the lender to comply with reporting requirements to the agency. Servicers may not
resell the loans except to qualified servicers.

Lender and Servicer Reviews. To evaluate and enforce lender and servicer performance, agencies should conduct on-
site reviews, prioritizing such reviews based on performance and exposure. Agencies should summarize review findings
in written reports with recommended corrective actions and submit them to agency review boards. (See Section [.D.8.)

Reviews should be conducted biennially where possible; however, agencies should conduct annual on-site reviews of
all lenders and servicers with substantial loan volume or whose:

Financial performance measures indicate a deterioration in their credit portfolio;

. Portfolio has a high level of delinquency or default for loans less than one year old;

Overall default or delinquency rates rise above acceptable levels; or


http://www.fms.treas.gov/debt/dmrpts.html
http://www.fms.treas.gov/debt/dmrpts.html
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d. Poor performance results in payment collections, including monetary penalties, or an abnormally high number of
reduced or rejected claims.

Agencies are encouraged to develop a lender/servicer classification system, which assigns a risk rating based on the
above factors. This risk rating can be used to establish priorities for on-site reviews and monitor the effectiveness of
required corrective actions.

Reviews should be conducted by agency program compliance staff, Inspector General staff, and/or independent audi-
tors. Where possible, agencies with similar programs should coordinate their reviews to minimize the burden on lend-
ers/servicers and maximize use of scarce resources. Agencies should also utilize the monitoring efforts of GSEs and
similar organizations for guaranteed loans that have been “pooled.”

4. Corrective Actions. If a review indicates that the lender/servicer is not in conformance with all program requirements,
agencies should determine the seriousness of the problem. For minor non-compliance, agencies and the lender or ser-
vicer should agree on corrective actions. However, agencies should establish penalties for more serious and frequent
offenses. Penalties may include loss of guarantees, reprimands, probation, suspension, and decertification.

IV. MANAGING THE FEDERAL GOVERNMENT’S RECEIVABLES

Agencies must service and collect debts, including defaulted guaranteed loans they have acquired, in a manner that best protects
the value of the assets. Mechanisms must be in place to collect and record payments and provide accounting and management
information for effective stewardship. Agencies should collect data on the status of their portfolios on a monthly basis although
they are only required to report quarterly. These servicing activities can be carried out by the agency, or by third parties (such as
private lenders or guaranty agencies), or a contract with a private sector firm. Unless otherwise exempt, the DCIA, codified at 31
U.S.C. § 3711, requires Federal agencies to transfer any non-tax debt which is over 180 days delinquent to Treasury/FMS for debt
collection action (31 C.F.R. Part 285). Agencies may refer debts that are less than 180 days delinquent. Under certain conditions,
it may be advantageous to sell loans or other debts to avoid the necessity of debt servicing.

A. Accounting and Financial Reporting.

REFERENCES
Federal Credit Reform Act of 1990 (FCRA), 2 U.S.C. § 661

Debt Collection Act of 1982 (DCA); Debt Collection Improvement Act of 1996 (DCIA); 31
U.S.C. § 3711, 3719

Chief Financial Officers Act of 1990 (CFO Act)
Government Performance and Results Act of 1993 (GPRA)

Statutory

GPRA Modernization Act of 2010

Regulatory 31 C.ER. Part 285

OMB Circular No. A-127

Instructions for the Treasury Report on Receivables (TROR)

Treasury/FMS Managing Federal Receivables

Guidance Federal Accounting Standards Advisory Board: Statement of Federal Financial Accounting Stan-
dards No. 2 Accounting for Direct Loans and Loan Guarantees, as amended; Statement of Federal
Financial Accounting Standards No. 18 Amendments to Accounting Standards for Direct Loans
and Loan Guarantees; and Statement of Federal Financial Accounting Standards No. 19 Technical
Amendments to Accounting Standards for Direct Loans and Loan Guarantees in Statement of Fed-
eral Financial Accounting Standards No. 2.



http://uscode.house.gov/uscode-cgi/fastweb.exe?getdoc+uscview+t01t04+11764+3++%28federal%252
http://uscode.house.gov/download/pls/02C17A.txt
http://uscode.house.gov/download/pls/31C37.txt
http://uscode.house.gov/download/pls/31C37.txt
http://uscode.house.gov/download/pls/31C37.txt
http://www.cfoc.gov/index.cfm?function=specdoc&id=CFO Act of 1990&structure=Council Announcements and Events&category=Founding Documents
http://www.whitehouse.gov/omb/mgmt-gpra/gplaw2m
http://www.gpo.gov/fdsys/pkg/PLAW-111publ352/pdf/PLAW-111publ352.pdf
http://www.gpo.gov/fdsys/granule/CFR-2011-title31-vol2/CFR-2011-title31-vol2-part285/content-detail.html
http://www.whitehouse.gov/omb/circulars_a127/
http://www.fms.treas.gov/debt/dmrpts.html
http://www.fms.treas.gov/debt/Guidance_MFR.html
http://www.fasab.gov/pdffiles/sffas-2.pdf
http://www.fasab.gov/pdffiles/sffas-2.pdf
http://www.fasab.gov/pdffiles/sffas18.pdf
http://www.fasab.gov/pdffiles/sffas18.pdf
http://www.fasab.gov/pdffiles/sffas-19.pdf
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1. Accounting and Financial Reporting Systems. Agencies shall establish accounting and financial reporting systems
to meet the standards provided in this Circular, OMB Circular No. A-127 Financial Management Systems and other
Government-wide requirements. These systems shall be capable of accounting for obligations and outlays and of
meeting the reporting requirements of OMB and Treasury, including those associated with FCRA and the CFO Act.

2. Agency Reports. Agencies should use comprehensive reports on the status of loan portfolios and receivables to
evaluate effectiveness, to support proactive management of the program portfolio, and to enable data-driven decision
making.

Agencies shall prepare, in accordance with the CFO Act and OMB guidance, annual financial statements that include infor-
mation about loan programs and other receivables. Agencies should also collect data for program performance measures,
including both measures of programmatic effectiveness in achieving its policy goals, and financial performance measures
such as the rate of loan principal repayment, delinquency rates, default rates, recovery rates, comparisons of actual to ex-
pected subsidy costs, and administrative costs, consistent with the GPRA Modernization Act of 2010 and FCRA.

Agencies are also required to report quarterly to Treasury on the status and condition of their non-tax delinquent port-
folio on the TROR. Due to a timing difference between the submissions of fiscal year-end data for the TROR, and data
used for agency financial statements, the data in these two reports may not be identical. Agencies should be able to
explain and reconcile any differences between the two reports.

B. Loan Servicing Requirements. Agency servicing requirements, whether performed in-house or by another agency or
private sector firm, must meet the standards described below and in Treasury/FMS Managing Federal Receivables.

REFERENCES
Privacy Act of 1974
Statutory Debt Collection Act of 1982 (DCA); Debt Collection Improvement Act of 1996 (DCIA); 31
U.S.C. § 3711
Guidance Treasury/FMS Managing Federal Receivables, and Guide to the Federal Credit Bureau Program

1. Documentation. Approved loan files (or other systems of records) shall contain adequate and up-to-date information
reflecting terms and conditions of the loan, payment history, including occurrences of delinquencies and defaults, and
any subsequent loan actions which result in payment deferrals, refinancing, or rescheduling.

2. Billing and Collections. Agencies shall ensure that there is routine invoicing of payments and that efficient mecha-
nisms are in place to collect and record payments. When making payments and where appropriate, borrowers should
be encouraged to use agency systems established by Treasury that collect payments electronically, such as pre-autho-
rized debits and credit cards.

3. Escrow Accounts. Agency servicing systems must process tax and insurance deposits for housing and other long-term
real estate loans through escrow accounts. Agencies should establish escrow accounts at the time of loan origination
and payments for housing and other long-term real estate loans through an escrow account.

4. Referring Account Information to Credit Reporting Agencies. Agency servicing systems must be able to identify and
refer debts to credit bureaus in accordance with the requirements of 31 U.S.C. § 3711. Agencies shall refer all non-tax,
non-tariff commercial accounts (current and delinquent) and all delinquent non-tariff and non-tax consumer accounts.
Agencies may report current consumer debts as well and are encouraged to do so. The reporting of current data (in ad-
dition to any delinquencies) provides a truer picture of indebtedness while simultaneously reflecting accounts that the
borrower has maintained in good standing. There is no minimum dollar threshold, e.g., accounts (debts) owed for as low
as $5 may be referred to credit reporting agencies. Agencies shall require lenders participating in Federal credit programs
to provide information relating to the extension of credit to consumer or commercial credit reporting agencies, as appro-
priate. For additional information, agencies should refer to Treasury/FMS Guide to the Federal Credit Bureau Program.


http://transition.usaid.gov/policy/egov/pa_1974.pdf
http://uscode.house.gov/download/pls/31C37.txt
http://uscode.house.gov/download/pls/31C37.txt
http://www.fms.treas.gov/debt/Guidance_MFR.html
http://www.fms.treas.gov/fedreg/guidance/fedcreditbureauguide.pdf
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C. Asset Resolution.

REFERENCES
Federal Credit Reform Act of 1990 (FCRA), 2 U.S.C. § 661
Statutory Debt Collection Act of 1982 (DCA), Debt Collection Improvement Act of 1996 (DCIA), 31
U.S.C. § 3711
Guidance OMB Circular No. A-11, Part 5

1. The DCIA, authorizes agencies to sell any non-tax debt owed to the United States that is more than 90 days delinquent,
subject to the provisions of FCRA. The Administration’s budget policy is that agencies are required to sell any non-tax
debts that are delinquent for more than one year for which collection action has been terminated, if the Secretary of
the Treasury determines that the sale is in the best interest of the United States Government. Agencies are required to
sell the debts for cash or a combination of cash and profit participation, if such an arrangement is more advantageous
to the Government, and make the sales without recourse. Loan sales should result in shifting agency staff resources
from servicing to mission critical functions.

Beginning in FY 2000, for programs with $100 million in assets (unpaid principal balance) that are delinquent for
more than two years, the agency is expected to dispose of such assets expeditiously. Agencies may request from OMB,
an exception for the following:

a. Loans to foreign countries and entities;

b. Loans in structured forbearance, when conversion to repayment status is expected within 24 months or after statu-
tory requirements are met;

c. Loans that are written off as unenforceable e.g., due to death, disability, or bankruptcy;

d. Loans that have been submitted to Treasury for collection, including collection by offset, and are expected to be
extinguished within three (3) years;

e. Loans in adjudication or foreclosure; and
f.  Student loans.
Agencies shall provide to OMB an annual list of loans that are exempted.

2. Evaluate Asset Portfolio. On an annual basis, agencies shall take steps to evaluate and analyze existing asset portfo-
lios and programs associated therewith, to determine if there are avenues to:

a. Improve Credit Management and Recoveries. Improvement in current management, performance, and recoveries of
asset portfolios shall be reviewed against current marketplace practices.

b. Realize Administrative Savings. Analyses of current asset portfolio practices shall include the benefit of transferring
all or some portion of the portfolio to the private sector. Agencies shall develop a staffing utilization plan to ensure
that when asset sales result in a decreased workload, staff are shifted to priority workload mission critical functions.

c. [Initiate Prepayment. Agencies shall initiate prepayment programs when statutorily mandated or, if upon analysis
of an existing asset portfolio practice, it is deemed appropriate. Prepayment programs may be initiated without the
approval of OMB. Delinquent borrowers may participate in a prepayment program only if past due principal, inter-
est, and charges are paid in full prior to their request to prepay the balance owed.

3. Financial Asset Services. Agencies shall engage the services of outside contractors as deemed necessary to assist in
their asset resolution programs. Contractors providing various types of asset services are available through the General
Services Administration’s Multiple Award Schedule for Financial Asset Services as follows:

a. Program Financial Advisors;


http://uscode.house.gov/uscode-cgi/fastweb.exe?getdoc+uscview+t01t04+11764+3++%28federal%252
http://uscode.house.gov/download/pls/02C17A.txt
http://uscode.house.gov/download/pls/31C37.txt
http://uscode.house.gov/download/pls/31C37.txt
http://www.whitehouse.gov/omb/circulars_a11_current_year_a11_toc
http://www.gsa.gov/portal/category/26247
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b. Transaction Specialists;

c. Due Diligence Contractors;

d. Loan Service/Asset Managers; and

e. Equity Monitors/Transaction Assistants.

Loan Prepayments and Loan Asset Sales Guidelines. OMB and Treasury jointly will update existing guidelines and
procedures to implement loan prepayment and loan asset sales. In accordance with the agreed upon procedures, agen-
cies conducting such prepayment and loan asset sales programs will consult with both OMB and Treasury throughout
the prepayment and loan asset sales processes to ensure consistency with the agreed upon policies and guidelines. Un-
less an agency can document from its past experience that the sale of certain types of loan assets is not economically
viable, a financial advisor shall be engaged by each agency to conduct a portfolio valuation and to compare pricing
options for a proposed prepayment plan or loan asset sale. Based on the financial advisor’s report, the agencies will
develop a prepayment or loan asset sales schedule and plan, including an analysis of the pricing option selected. As
part of the ongoing consultation between OMB, Treasury, and the agencies, prior to proceeding with their prepayment
or loan asset sales, the agencies will submit their final prepayment or loan asset sales plans and proposed pricing op-
tions to OMB and Treasury for review in order to ensure that any undue cost to the Government or additional subsidy
to the borrower is avoided. The agency Chief Financial Officer will certify that an agency loan prepayment and loan
asset sales program is in compliance with the agreed upon guidelines. See Part 5 of OMB Circular No. A-11.

V. DELINQUENT DEBT COLLECTION

A. Standards for Defining Delinquent and Defaulted Debt.

REFERENCES
Statutor Debt Collection Act of 1982 (DCA); Debt Collection Improvement Act of 1996 (DCIA), 31
v U.S.C. § 3701, 3711-3720E
31 C.ER. 900
Regulatory
Federal Claims Collection Standards
Guidance Treasury/FMS Managing Federal Receivables

Agencies shall have a fair but aggressive program to recover delinquent debt, including defaulted guaranteed loans acquired by

the Federal Government. Each agency will establish a collection strategy consistent with its statutory authority that seeks to return

the debtor to a current payment status or, failing that, maximize collection on the debt.

The Federal Claims Collections Standards define delinquent debt in general terms. Agency regulations may further define delin-

quency to meet specific types of debt or program requirements.

1.

Direct Loans. Agencies shall consider a direct loan account to be delinquent if a payment has not been made by the
date specified in the agreement or instrument (including a post-delinquency payment agreement), unless other satis-
factory payment arrangements have been made.

Guaranteed Loans. Loans guaranteed or insured by the Federal Government are in default when the borrower breaches
the loan agreement with the private sector lender. A default to the Federal Government occurs when the Federal credit
granting agency repurchases the loan, pays a loss claim or pays reinsurance on the loan. Prior to establishing a receivable
on the agency financial records, each agency must consider statutory and regulatory authority applicable to the debt in
order to determine if the agency has a legal right to subject the debt to the collection provisions of this Circular.

Other Debt. Overpayments to contractors, grantees, employees, and beneficiaries; fines; fees; penalties; and other debts are
delinquent when the debtor does not pay or resolve the debt by the date specified in the agency’s initial written demand for
payment (which generally should be within 30 days from the date the agency mailed notification of the debt to the debtor).


http://uscode.house.gov/download/pls/31C37.txt
http://uscode.house.gov/download/pls/31C37.txt
http://www.law.cornell.edu/cfr/text/31/900.2
http://ecfr.gpoaccess.gov/cgi/t/text/text-idx?c=ecfr&tpl=/ecfrbrowse/Title31/31cfr902_main_02.tpl
http://www.fms.treas.gov/debt/Guidance_MFR.html
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B. Administrative Collection of Debts.

REFERENCES

Statutory

5U.S.C.§ 5514
15 U.S.C. § 1673
26 U.S.C. § 6402

Debt Collection Act of 1982 (DCA); Debt Collection Improvement Act of 1996 (DCIA), 31
U.S.C. § 3701, 3711-3720E

Fair Debt Collection Practices Act

Regulatory

5 C.E.R. 550 Subpart K

26 C.F.R. 301.6402-1 through 7
31 C.ER. Part 285

31 C.E.R. Part 901

Federal Claims Collections Standards

Federal Acquisitions Regulations, Subpart 32.6

Treasury Financial Manual Volume 1 Part 4 Chapter 4000

Guidance

Treasury/FMS Managing Federal Receivables, Cross-servicing/offset guidance documents, and
Guide to the Federal Credit Bureau Program

Agencies shall promptly act on the collection of delinquent debts, using all available collection tools to maximize collections.

Agencies shall transfer debts delinquent 180 days or more to the Treasury/FMS or Treasury-designated debt collection centers for

further collection actions and resolution, and are strongly encouraged to transfer debts that are less than 180 days delinquent in

cases where it is anticipated to improve collectability, and would be consistent with program policy goals and other requirements.
Exceptions to this requirement (e.g., the debt has been referred for litigation) can be found in 31 U.S.C.§ 3711 and 31 C.F.R. Part

285.12(d).

1. Collection Strategy. Agencies shall maintain an accurate and timely reporting system to identify and monitor delin-

quent receivables. Each agency shall develop a systematic process for the collection of delinquent accounts. Collec-

tion strategies shall take full advantage of available collection tools while recognizing program needs and statutory

authority.

2. Collection Tools for Debts Less than 180 Days Delinquent. Agencies may use the following collection tools when

the debt is fewer than 180 days delinquent:

a. Demand Letters. As soon as an account becomes delinquent, agencies should send demand letters to the debtor.
The demand letter must give the debtor notice of each form of collection action and type of financial penalty the
agency plans to use, including all required notifications for referral to cross-servicing and the Treasury Offset Pro-
gram (TOP). Additional demand letters may be sent if necessary. See 31 U.S.C. § 3711, and 31 C.F.R. Parts 285

and 901.2

For consumer accounts, the first demand letter or initial billing notice should include the 60 day notification re-
quirement of the agency’s intent to refer to a credit bureau. Once the 60 day period has passed, the agency should
initiate reporting if the account has not been resolved. This will also enable uninterrupted reporting to credit bu-

reaus by cross-servicing agencies. The 60 day notification of intent to refer to a credit bureau is not required for

commercial accounts (or accounts with state, tribal, or local governments) (See Treasury/FMS Guide to the Federal

Credit Bureau Program).


http://uscode.house.gov/uscode-cgi/fastweb.exe?getdoc+uscview+t05t08+547+0++()  AND 
http://uscode.house.gov/uscode-cgi/fastweb.exe?getdoc+uscview+t13t16+1965+0++%28%29  AND %28%2815%29 ADJ USC%29%3ACITE AND %28USC w%2F10 %281673%29%29%3ACITE         
http://uscode.house.gov/uscode-cgi/fastweb.exe?getdoc+uscview+t26t28+2135+0++%28%29  AND %28%2826%29 ADJ USC%29%3ACITE AND %28USC w%2F10 %286402%29%29%3ACITE         
http://uscode.house.gov/download/pls/31C37.txt
http://uscode.house.gov/download/pls/31C37.txt
http://www.ftc.gov/os/statutes/fdcpa/fdcpact.shtm
http://ecfr.gpoaccess.gov/cgi/t/text/text-idx?c=ecfr&sid=8d3ae13af7a13a3835591b9399972332&rgn=div6&view=text&node=5:1.0.1.2.72.11&idno=5
http://www.law.cornell.edu/cfr/text/26/301/subpart-lii6
http://www.gpo.gov/fdsys/granule/CFR-2011-title31-vol2/CFR-2011-title31-vol2-part285/content-detail.html
http://www.law.cornell.edu/cfr/text/31/901.2
http://ecfr.gpoaccess.gov/cgi/t/text/text-idx?c=ecfr&tpl=/ecfrbrowse/Title31/31cfr902_main_02.tpl
http://www.gpo.gov/fdsys/pkg/CFR-2008-title48-vol1/pdf/CFR-2008-title48-vol1-sec32-602-id1973.pdf
http://fms.treas.gov/tfm/vol1/v1p4c400.pdf
http://www.fms.treas.gov/debt/Guidance_MFR.html
http://www.fms.treas.gov/debt/crosserv.html
http://www.fms.treas.gov/fedreg/guidance/fedcreditbureauguide.pdf
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b. Internal Offset. If the agency that is owed the debt also makes payments to the debtor, the agency may use internal
offset to the extent permitted by that agency’s statutes and regulations and the common law. Delinquent debts owed
by an agency’s employees may be offset in accordance with statutes and regulations administered by the Office of
Personnel Management. (See OPM regulations and statutes.)

c. Treasury Offset Program (TOP). Agencies may collect delinquent debt, which is less than 180 days delinquent,
by referring those debts to Treasury/FMS in order to offset Federal payments due to the debtor. Payments which
Treasury will offset include certain benefit payments, Federal retirement payments, salaries, vendor payments,
tax refunds, and other Federal and State payments as allowed by law. (See 31 U.S.C. § 3716, 31 U.S.C. § 3720A,
31 C.F.R. Part 285, 26 C.F.R. 301.6402, 31 C.F.R. Chapter II, Part 901.3, and Federal Acquisition Regulations,
Subpart 32.6.) If a Federal payment has not yet been initiated in TOP, agencies may request that the paying agency
perform the offset.

d. Administrative Wage Garnishment. Agencies have the authority to administratively garnish the wages of delinquent
debtors in order to recover delinquent debt. The maximum garnishment for any one debt is 15 percent of disposable
pay. Multiple garnishments from all sources against one debtor’s wages may not exceed 25 percent of disposable
pay of an individual. (See 31 U.S.C. § 3720D, 31 C.F.R. Part 285.11 and 15 U.S.C. § 1673(a)(2)).

e. Contracting with Private Collection Agencies. Treasury has contracted with private collection agencies that may
be used by Federal agencies to provide assistance in the recovery of delinquent debt owed to the Government. (See
31 U.S.C. § 3711, 31 U.S.C. § 3718, 31 C.F.R. Parts 285 and 901, and Fair Debt Collection Practices Act.) Agen-
cies may also transfer debts to Treasury prior to 180 days for the purpose of referral to private collection agencies.

f.  Treasury Cross-Servicing. Agencies may transfer debts to Treasury for full servicing at any time after the due pro-
cess requirements. (See 31 C.F.R. Part 285.)

3. Collection of Debts that are Over 180 Days Delinquent. This paragraph sets forth Treasury’s collection procedures
for debts which are over 180 days delinquent.

a. Treasury Offset Program. The DCIA requires that all agencies recover debt delinquent more than 180 days by
referring those debts to the Treasury for offset of tax refunds and other Federal payments. Agencies must refer all
accounts for offset in accordance with guidance provided by the Department of the Treasury/FMS. (See Federal
Claims Collection Standards, 31 U.S.C. § 3716, 31 U.S.C. § 3720A, and 31 C.F.R. Part 285.) The following types
of offset are undertaken in TOP (See 31 U.S.C. § 3716, 31 U.S.C. § 3720A, 31 C.F.R. Part 285, 26 C.F.R. 301.6402,
31 C.F.R. Chapter II, Part 901.3, and Federal Acquisition Regulations, Subpart 32.6):

1. Tax Refund Offset;

ii.  Vendor Offset;

iii. Federal Retirement Offset;

iv. Salary Offset;

v.  Benefit Offset (includes all benefit payments incorporated into the program); and

vi. Other Federal payments as allowed by law (as such payments are allowed into the program).

b. Cross-Servicing. The DCIA requires that all debts owed to agencies which are more than 180 days delinquent shall
be transferred to Treasury/FMS or a Treasury-designated debt collection center for servicing. The DCIA contains
provisions and requirements for exempting certain classes of debts from being transferred for servicing. (See 31
U.S.C. § 3711, 31 C.F.R. Part 285, and I TFM 4-4000.) Once debts are transferred to Treasury, agencies must cease
all collection activities other than maintaining accounts for TOP.
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Once Treasury has received a debt for servicing, the appropriate debt collection actions will be taken. These actions
may include sending demand letters; phone calls to delinquent debtors; credit bureau reporting; referring debtors
to TOP; referring debtors to private collection agencies; administrative wage garnishment; and any other available
debt collection tool.

C. Referrals to the Department of Justice.

1. Referral for Litigation.

REFERENCES
Federal Debt Collection Practices Act, 15 U.S.C. § 1692, et seq.
28 U.S.C. § 3001, 3002

Debt Collection Act of 1982 (DCA); Debt Collection Improvement Act of 1996 (DCIA), 31
U.S.C. § 3711

Statutory

31 C.E.R. Part 904

Regulatory
Federal Claims Collection Standards

Treasury/FMS Litigation Referral Process Handbook, and Managing Federal Receivables, Ap-
pendix 8

Guidance

Agencies, including Treasury/FMS or Treasury-designated debt collection centers, shall refer delinquent accounts to the Department
of Justice (DOJ), or use other litigation authority that may be available, as soon as there is sufficient reason to conclude that full
or partial recovery of the debt can best be achieved through litigation. Referrals to DOJ should be made in accordance with the
Federal Claims Collection Standards. If the debtor does not come forward with a voluntary payment after the claim has been
referred for litigation, a lawsuit shall be initiated promptly.

a. In consultation with DOJ, agencies shall establish a system to account for: 1) claims referred to DOJ, and ii) claims
closed by DOJ and returned to the respective agencies.

b. Agencies shall stop the use of any collection activities including TOP and refrain from further contact with the
debtor once a claim has been referred to DOJ. As part of the litigation process, DOJ will refer post-judgment
debtors to TOP.

c. Agencies shall promptly notify DOJ of any payments received on a debtor’s account after referral of the claim for
litigation.

d. DOJ shall account to agencies for monies or property collected on claims referred by the agencies.

2. Referral for Approval of Compromise Offer.

REFERENCES
Statutor Debt Collection Act of 1982 (DCA); Debt Collection Improvement Act of 1996 (DCIA), 31
v U.S.C. §3711
31 C.E.R. Part 902
Regulatory
Federal Claims Collection Standards
Guidance Treasury/FMS Managing Federal Receivables

Agencies may compromise a debt within their jurisdiction when the principal balance of the debt does not exceed $100,000 (or any
higher amount authorized by the U.S. Attorney General). Unless otherwise provided by law, when the principal balance of the debt
is greater than $100,000 (or any higher amount authorized by the U.S. Attorney General), the compromise authority rests with the
Department of Justice. (See 31 C.F.R. Part 902.)


http://uscode.house.gov/download/pls/15C41.txt
http://uscode.house.gov/download/pls/28C176.txt
http://uscode.house.gov/download/pls/31C37.txt
http://uscode.house.gov/download/pls/31C37.txt
http://www.law.cornell.edu/cfr/text/31/904
http://ecfr.gpoaccess.gov/cgi/t/text/text-idx?c=ecfr&tpl=/ecfrbrowse/Title31/31cfr902_main_02.tpl
http://www.fms.treas.gov/debt/Guidance_MFR.html
http://uscode.house.gov/download/pls/31C37.txt
http://uscode.house.gov/download/pls/31C37.txt
http://www.law.cornell.edu/cfr/text/31/902
http://ecfr.gpoaccess.gov/cgi/t/text/text-idx?c=ecfr&tpl=/ecfrbrowse/Title31/31cfr902_main_02.tpl
http://www.fms.treas.gov/debt/Guidance_MFR.html
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3. Referral for Approval to Terminate Collection Activity.

REFERENCES
Statutor Debt Collection Act of 1982 (DCA); Debt Collection Improvement Act of 1996 (DCIA), 31
y U.S.C. §3711
31 C.ER. Part 902
Regulatory
Federal Claims Collection Standards
Guidance Treasury/FMS Managing Federal Receivables

Agencies may terminate collection on a debt within their jurisdiction when the principal balance of the debt does not exceed
$100,000 (or any higher amount authorized by the U.S. Attorney General). Unless otherwise provided by law, when the principal
balance of the debt is greater than $100,000 (or any higher amount authorized by the U.S. Attorney General), the authority to
terminate rests with the Department of Justice. (See 31 C.F.R. Part 902.)

D. Interest, Penalties and Administrative Costs.

REFERENCES
Statutor Debt Collection Act of 1982 (DCA); Debt Collection Improvement Act of 1996 (DCIA), 31
¥ US.C. §3717
31 C.ER. Part 901.9
Regulatory
Federal Claims Collection Standards
Guidance Treasury/FMS Managing Federal Receivables, Chapter 4

Interest, penalties and administrative costs should be added to all debts unless a specific statute, regulation, loan agreement,
contract, or court order prohibits such charges or sets criteria for their assessment. Agencies shall assess late payment interest on
delinquent debts. Further, agencies shall assess a penalty charge of not more than six percent (6%) per year for failure to pay a
debt more than ninety (90) days past due, unless a statute, regulation required by statute, loan agreement, or contract prohibits
charging interest or assessing charges or explicitly fixes the interest rate or charges. (See 31 U.S.C. § 3717(e) and (g)). A debt is

delinquent when the scheduled payment is not paid in full by the payment due date contained in the initial demand letter or by the
date specified in the applicable agreement or instrument. Agencies shall assess administrative costs to cover the cost of processing
and handling delinquent debt. Agencies must adjust the interest rate on delinquent debt to conform to the rate established by a U.S.
Court when a judgment has been obtained.

E. Termination of Collection, Write-Off, Use of Currently Not Collectible (CNC), and Close-Out.

REFERENCES

Debt Collection Act of 1982 (DCA); Debt Collection Improvement Act of 1996 (DCIA), 31
U.S.C. §3711

26 C.E.R. Part 1.6050P-O
Regulatory 31 C.ER. Part 903

Statutory

Federal Claims Collection Standards

C Federal Credit Policy Working Group Final Report on Write-off Policy, dated 12/15/98
uidance
Treasury/FMS Managing Federal Receivables



http://uscode.house.gov/download/pls/31C37.txt
http://uscode.house.gov/download/pls/31C37.txt
http://www.law.cornell.edu/cfr/text/31/902
http://ecfr.gpoaccess.gov/cgi/t/text/text-idx?c=ecfr&tpl=/ecfrbrowse/Title31/31cfr902_main_02.tpl
http://www.fms.treas.gov/debt/Guidance_MFR.html
http://uscode.house.gov/download/pls/31C37.txt
http://uscode.house.gov/download/pls/31C37.txt
http://www.law.cornell.edu/cfr/text/31/901.9
http://ecfr.gpoaccess.gov/cgi/t/text/text-idx?c=ecfr&tpl=/ecfrbrowse/Title31/31cfr902_main_02.tpl
http://www.fms.treas.gov/debt/Guidance_MFR.html
http://uscode.house.gov/download/pls/31C37.txt
http://uscode.house.gov/download/pls/31C37.txt
http://uscode.house.gov/download/pls/31C37.txt
http://www.law.cornell.edu/cfr/text/26/1http:/www.law.cornell.edu/cfr/text/26/1.6050P-1
http://www.law.cornell.edu/cfr/text/31/903
http://ecfr.gpoaccess.gov/cgi/t/text/text-idx?c=ecfr&tpl=/ecfrbrowse/Title31/31cfr902_main_02.tpl
http://www.fms.treas.gov/debt/Guidance_MFR.html
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Write-Off.

All debt must be adequately reserved for in the allowance account. All write-offs must be made through the allowance
account. Under no circumstances are debts to be written off directly to expense.

Generally, write-off is mandatory for delinquent debt older than two years unless documented and justified to OMB
in consultation with Treasury. Once the debt is written-off, the agency must either classify the debt as currently not
collectible (CNC) or close-out the debt. Cost effective collection efforts should continue, specifically, if an agency de-
termines that continued collection efforts after mandatory write-off are likely to yield higher returns. In such cases the
written-off debt is not closed out but classified as CNC. The collection process continues until the agency determines
it is no longer cost effective to pursue collection. At that point, the debt should be closed-out.

Under no circumstances should internal controls be compromised by the write-off or reclassification of debt. Very
small percentages of debt older than two years can frequently result in amounts that, while immaterial to the overall
debt and write-off balances, are large enough to pose a risk of fraud and abuse. If collection efforts are on-going then
adequate internal controls must be maintained.

In those cases where material collections can be documented to occur after two years, debt cannot be written off until
the estimated collections become immaterial.

Currently Not Collectible (CNC) Classification. During the period debts are classified as CNC, agencies should
maintain the debt for administrative offset and other collection tools, as described in the Federal Claims Collection
Standards until: 1) the debt is paid; ii) the debt is closed out; iii) all collection actions are legally precluded; or iv)
the debt is sold, whichever occurs first.

Close-Out Classification. When an agency closes out a debt, the agency must file a Form 1099C with the Inter-
nal Revenue Service (IRS) where required, and notify the debtor in accordance with the Internal Revenue Code
(26 U.S.C. § 6050P) and IRS regulations 26 C.F.R. Part 1.60500-P. The 1099C reports the uncollectible debt as
potential income to the debtor which may be taxable at the debtor’s current tax rate. Reporting the discharge of
indebtedness to the IRS results in a potential benefit to the Federal Government, because any payments made to the
IRS augment government receipts. Agencies should report closed-out debts on TROR. Agencies generally should
stop all collection activity, including the sale of debts, once debts are closed out. Agencies must not close out debts
which have been sold or are scheduled to be sold. (See the attached Write-off/Close-out Process for Receivables.)

Termination and Suspension.

“Termination” and “suspension” of debt collection are legal procedures, which are separate and distinct from the
accounting procedure of “write-off.” Agencies shall consult the Federal Claims Collection Standards, Part 903 for
requirements that must be met prior to terminating or suspending collection. An agency’s determination to terminate
or suspend debt collection action can be revisited at any time and has no effect on a debtor’s rights.


http://www.irs.gov/pub/irs-pdf/f1099c.pdf
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ATTACHMENT: WRITE-OFF/CLOSE-OUT PROCESSES FOR RECEIVABLES

Write-off occurs when the agency determines that the likelihood of collection is less than 50%, but no later than two years from
the date of delinquency.

Write-Off

Accounting Action

CNC

Report on TROR

Continue all
cost-effective
collection tools*

Close Out

Report on TROR

IRS Rules
allow 1099C?

Cease all collection
action

Close Out

Issue 1099C

Report on TROR

Cease all collection
action

* Debt collection tools are described in Section V of this Circular. Agencies should use all tools, as appropriate, prior to and after the debt

is written off.
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APPENDIX A: PROGRAM REVIEWS

INTRODUCTION

In-depth program reviews are essential to ensure that Federal resources are used effectively. In the case of Federal credit pro-
grams, these evaluations should assess whether programs are achieving policy goals while mitigating risk and cost to the taxpayer
and minimizing displacement of private credit markets. Periodic program reviews can help inform agencies’ strategies and budget
decisions, and enable management to identify appropriate actions—including improvements to daily processes, structural changes
to improve management and oversight, or proposals to better target assistance. The purpose of these reviews is to assess the core
questions related to credit programs, and they may be supplemented by other evaluations that provide a more in-depth analysis of
a particular component of a program.

Program reviews under this Circular should be performed on a biennial basis, or other timeframe approved by OMB, and submit-
ted to OMB as part of the agency’s budget request, or other mechanism acceptable to OMB. Agencies may be required to perform
reviews more frequently for significant programs or programs experiencing a major change, such as a change in purpose or scope,
or a change in how the program is administered. In addition, any proposals submitted to OMB for new credit programs, and for
reauthorizing or expanding existing credit programs, should also be accompanied by such a written analysis, and related evalua-
tions or studies. Agencies should consult with OMB on the timing, structure, and content of reviews under this requirement.

This Appendix sets forth guidelines and best practices for performing these program reviews. It explains the required components
outlined in this Circular (see Sections II.A, and I1.D), and provides an overview of key considerations for quality analyses. It also
provides an example structure for agency program reviews, and an example checklist for such reviews.

CoMPONENTS OF PROGRAM REVIEWS

Program reviews required under Section 1.D.10 of this Circular are designed to provide timely, results-oriented information that
examines the Federal objectives of the program and the program’s progress toward achieving policy goals in light of established
risk thresholds, and identifies opportunities to maximize the effectiveness and efficiency of the program. The analyses will help
inform budget, management, and policy decisions.

Program reviews include both qualitative and quantitative analyses. Specifically, qualitative descriptions of policy objectives,
market factors, performance trends, program administration, and other relevant factors should be paired with quantitative elements
(where applicable) to highlight program performance towards measureable targets. Analyses should incorporate regular program
reporting, supplemented by any additional relevant information, including external data sources and analyses. In addition to
historical data, program reviews should analyze trends, and use such analyses to project estimates of future program volume and
changes in risk and cost.

These reviews should be clearly structured and address all of the required elements in this Circular. Program reviews must include
arequest and justification for waivers from requirements of this Circular (if applicable); key findings supported by qualitative and
quantitative analyses; and proposals to improve the program’s efficiency and effectiveness, per Section II.D. Program reviews
should also cover each element outlined in Section II.A, more specifically:

1. The Federal objectives to be achieved, including what the program is intended to do (e.g., correct a market failure,
subsidize specific borrowers, and/ or encourage certain activities) and why these objectives cannot be achieved with-
out Federal credit assistance.

2. The scope of the program, including the estimated amount of Federal credit assistance necessary to efficiently meet
the intended Federal objectives, and the time horizon of Federal investment where applicable.

3. The justification for the use of a particular credit subsidy.
4. The estimated net economic benefits of the program and any proposed program change.

5. The realized and potential effects on private capital markets.
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6.
7.

The estimated subsidy level, i.e., estimated program subsidy costs.

The administrative resource requirements including the estimated costs of extension, servicing, collection and man-
agement and oversight structures, both on an annual basis, and estimated costs over the lifetime of the program.

EXAMPLE STRUCTURE FOR PROGRAM REVIEW

The following example provides guidelines that agencies could follow when performing program analyses, whether in satisfaction

of the biennial review requirements, or as support for a proposal to create, expand, or change a Federal credit program.

1.

3.

Executive Summary and Background. The executive summary and background section would provide a high-level
overview of the program, findings of the review, and recommendations for improving the program. It should clearly
articulate the Federal objective(s) the program is intended to achieve, and highlight any critical risks or significant
changes in cost.

Program Analysis. This section would provide a detailed analysis of all aspects of the program. While the structure
and depth of the analysis may vary given specific program characteristics, program reviews should address all of the
elements outlined in Section II.A of this Circular.

Program Overview. The analysis should evaluate the need for the program, and review the program’s objectives and
scope. It would explain what the Federal objectives are, why they cannot be achieved without credit assistance,
and why other Federal and non-Federal activities are not sufficient to meet these objectives. The analysis should
consider the context of the program, including the environment that it is operating within. For example, if the pro-
gram is intended to correct a market failure, the analysis should review relevant market trends to identify conditions
giving rise to the imperfection and how the program is targeted to address the failure. The analysis should consider
the extent to which other Federal and non-Federal programs are targeting similar goals. The degree of subsidy
should also be analyzed. The subsidy analysis can include: the mechanisms for implementing the program (includ-
ing any subsidies to lenders or other counterparties); terms and conditions of the program credit assistance and how
it compares to private market credit terms; and the relative costs to the borrowers compared to private credit, and/
or total subsidy provided by the Government including other tools, where appropriate. The analysis should also
identify any area where a program is not consistent with the requirements of this Circular, and evaluate the effects
of any deviation and whether it is still necessary.

Performance. Program reviews should assess the progress of the program over time in meeting its policy goals and
staying within risk and cost thresholds using outcome-based measures. Agencies should outline risk thresholds
defined by clear metrics, and provide justification for why these thresholds represent an acceptable level of risk
given the program’s policy goals. In addition to evaluating economic benefits, agencies should analyze the Federal
and non-Federal costs imposed by the program, including economic costs and the effects on private capital markets.
Finally, this section should include quantitative and qualitative explanations of the key metrics and significant
changes in program performance.

Management and Oversight. The analysis should evaluate program administration, including program governing
documents, management and oversight, operations, and risk-mitigation strategies. This should include an examina-
tion of the program administrative costs and critical risks. Where possible, agencies should seek to identify costs
for different program functions, including origination, servicing, monitoring, and resolution of troubled loans, as
well as lifetime estimated administrative costs for credit assistance. An evaluation of program management and
oversight structures (See Appendix C: Management and Oversight Structures) should address any management
and internal control issues, including those identified by auditors or Inspectors General. This section should also
include identification of any failures, audit or other findings with respect to management and oversight or internal
controls, and actions taken in response to such issues.

Findings. Program reviews should articulate key findings—specifically, how well the program is performing in terms
of its policy goals and established risk thresholds. In particular, this section should explain the key successes, chal-
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lenges, and risks identified in the analysis, and provide a brief explanation of the evidence underlying each finding,
and the strength of such evidence. Successes may include improved targeting via administrative changes, meeting or
exceeding program performance targets while remaining within established risk thresholds, or otherwise achieving
the program’s Federal objectives. A review of the program’s challenges may include barriers to achieving these goals,
such as existing legislation, regulations, or unnecessary or otherwise inefficient program subsidies or processes. Risks
may include emerging or existing risks that are within the agency’s control, or external factors that could negatively
impact the program’s effectiveness. Problems or risks that may compromise the ability of the program to accomplish
Federal goals and efforts to address problems or mitigate risks should be highlighted.

Recommendations. In providing recommendations for improving the program, this section should explain how each
recommendation responds to the findings identified in the previous section. Recommendations may be legislative,
regulatory, or administrative in nature. For each recommendation, clarify estimated resource requirements, degree of
effort associated with implementation, and any challenges. As appropriate, the section should also recommend options
to address significant program risks, which may include taking steps to mitigate risks, changing program processes or
policies, and/or terminating some programmatic activities. This section should also include a request for any waiver,
or extension of a waiver, from policies or requirements outlined in this Circular. Requests must be accompanied by
analytical justification, and indicate the specific period of time for which the waiver is requested.

AN ExaMPLE CHECKLIST FOR CREDIT PROGRAM REVIEWS

The following checklist is an example that may be used by OMB to facilitate a program review:

O

OO o o

Program title

Form of assistance (direct or guarantee)

Federal objectives of this program (See Section II.A.1.a)

Reasons why Federal credit assistance is the best means to achieve these objectives. (See Section II.A.1.b.)

Where applicable, include draft legislation. Any draft bill establishing a credit program should contain the elements re-

flected in Appendix B of this Circular, including:

(o)

(o)

Authorization to extend direct loans or make loan guarantees subject to the requirements of the Federal Credit Re-
form Act of 1990, as amended.

Authorization and requirement for a subsidy appropriation.
Cap on volume of obligations or commitments. (See Section II.C.5.)

Terms and conditions defined sufficiently and precisely enough to estimate subsidy rate. (State estimated subsidy of
this program (rate and dollar amount).) (See Section II.A.6)

Authorization of administrative expenses.

Describe briefly the existing and potential private sources of credit (and type of institution). (See Section II.A.1.b.1)

Explain reasons why private sources of financing and their terms and conditions must be supplemented and subsidized,
including (See Section II.A.1.b.ii):

(o)

(o)

(o)

To correct a defined capital market imperfection;
To subsidize identified borrowers or other beneficiaries; and/or

To encourage certain specified activities.

State the scope of the program, the amount of Federal credit assistance estimated necessary to efficiently meet the intended

Federal objectives, reasons why a Federal credit subsidy is the most efficient way of providing assistance, how it provides
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O

O

assistance in overcoming market imperfections, and how it assists the identified borrowers or beneficiaries or encourages
the identified activities. (See Sections I11.A.2, I1.A.3.)

Summarize briefly the benefits expected from the program. Can the value of these benefits (or some of these benefits), and
costs associated with the program be estimated in dollar terms? If so, state the estimate of their value. Further information
on conducting cost-benefit analysis can be found in OMB Circular No. A-94. (See Section I11.A.4.)

Describe any elements of program design which encourage and supplement private lending activity, such that private lend-
ing is displaced to the smallest degree possible by agency programs. (See Section I1.A.5.)

Estimate the expected administrative (including origination, servicing, and collection) resource requirements and costs of
the credit program. (See Section II.A.7.)

Verify the structure is consistent with prohibitions (See Section I1.B.5.):
o Agencies will not guarantee federally tax-exempt obligations directly or indirectly.

o Agencies will not subordinate direct loans to tax-exempt obligations and will provide that effective subordination of
guaranteed loans to tax-exempt obligations will render the guarantee void.

Describe how the program structure encourages risk sharing (See Section II.C.1.):
o Lenders and borrowers share a substantial stake in full repayment according to the loan contract.
o  Private lenders who extend Government-guaranteed credit bear at least 20 percent of any potential losses.
o Borrowers deemed to pose less of a risk receive a lower guarantee as a percentage of the total loan amount.
o Borrowers have an equity interest in any asset being financed by the credit assistance.

Explain fees and interest rates, and how they are consistent with credit policies (See Section II.C.2.):
o Interest and fees are set at levels that minimize default and other subsidy costs.

o Interest rates charged to borrowers (or interest supplements) not set at an absolute level, but instead set by reference
to the rate (yield) on a benchmark Treasury security.

Confirm terms and conditions protect the Government’s interest:

o Contractual agreements include all covenants and restrictions (e.g., liability insurance) necessary to protect the Fed-
eral Government’s interest. (See Section II.C.3.)

o Maturities on loans are shorter than the estimated useful economic life of any assets financed. (See Section I1.C.3.a.)

o The Government’s claims on assets not subordinated to the claim of other lenders in the case of a borrower’s default.
(See Section I1.C.3.b.)

o Loan contracts to be standardized and private sector documents used to the extent possible. (See Section I1.C.7.)

Describe the methods used to evaluate the program and the results of evaluations that have been made, and include sup-
porting analyses or other evidence. (See Section II.D. 3.a.)

Provide proposed changes to improve the efficiency and effectiveness of the program based on the findings described
above. (See Section I11.D.3.b.)
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APPENDIX B: MODEL BILL LANGUAGE FOR CREDIT PROGRAMS

Sec. 1 TiTLE

A Bill

Be it enacted by the Senate and House of Representatives of the United States of America in Congress assembled,
That, this Act may be cited as “.”

SEC. 2 AUTHORIZATION

(a) The Administrator is authorized to make or guarantee loans to... [Define eligible applicants].

(b) There are authorized to be appropriated $ for the cost of direct loans or loan guarantees authorized in subsection (1)
and $ for administrative expenses for fiscal year and such sums as shall be necessary for each fiscal year thereaf-
ter. [The amounts authorized must be consistent with the amounts proposed in the President’s budget for that fiscal year. Generally,
a specific amount should be specified for the first fiscal year and sums for subsequent fiscal years (see OMB Circular No. A-19.)]

(c) Within the resources and authority available, gross obligations for the principal amount of direct loans offered by the
Administrator will not exceed $ , or the amount specified in appropriations acts for fiscal year and such sums as
shall be necessary for each fiscal year thereafter. Commitments to guarantee loans may be made by the Administrator only to the
extent that the total loan principal, any part of which is guaranteed, will not exceed $ , or the amount specified in appro-
priations acts for fiscal year and such sums as shall be necessary for each fiscal year thereafter.

SEc. 3 TERMS AND CONDITIONS
Loans made or guaranteed under this Act will be on such terms and conditions as the Administrator may prescribe, except that:

(a) The Administrator will allow credit to any prospective borrower only when it is necessary to alleviate a credit market imperfec-
tion, or when it is necessary to achieve specified Federal objectives by providing a credit subsidy and a credit subsidy is the most
efficient way to meet those objectives on a borrower-by-borrower basis.

(b) The final maturity of loans made or guaranteed within a period shall not exceed years, or percent of the use-
ful life of any physical asset to be financed by the loan, whichever is less as determined by the Administrator.

(c) No loan guaranteed to any one borrower will exceed 80 percent of the loss on the loan. Borrowers who are deemed to pose less
of a risk will receive a lower guarantee as a percentage of the loan amount.

(d) No loan made or guaranteed will be subordinated to another debt contracted by the borrower or to any other claims against the
borrowers in the case of default.

(e) No loan will be guaranteed unless the Administrator determines that the lender is responsible and that adequate provision is
made for servicing the loan on reasonable terms and protecting the financial interest of the United States.

(f) No loan will be guaranteed if the income from such loan is excluded form gross income for the purposes of Chapter 1 of the
Internal Revenue Code of 1986, as amended, or if the guarantee provides significant collateral or security, as determined by the
Administrator, for other obligations the income from which is so excluded.

(g) Direct loans and interest supplements on guaranteed loans will be at an interest rate that is set by reference to a benchmark in-
terest rate (yield) on marketable Treasury securities with a similar maturity to the direct loans being made or the non-Federal loans
being guaranteed. The minimum interest rate of these loans will be (at) ( percent above) (no more than percent
below) the interest rate of the benchmark financial instrument.

(h) The minimum interest rate of new loans will be adjusted every quarter (month(s)) (weeks) (days) to take account of changes in
the interest rate of the benchmark financial instrument.

(1) Fees or premiums for loan guarantee or insurance coverage will be set at levels that minimize the cost to the Government (as
defined in Section 502 of the Federal Credit Reform Act of 1990, as amended) of such coverage, while supporting achievement of
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the program’s objectives. The minimum guarantee fee or insurance premium will be (at) (no more than percent below)
the level sufficient to cover the agency’s costs for paying all of the estimated costs to the Government of the expected default
claims and other obligations. Loan guarantee fees will be reviewed every month(s) to ensure that the fees assessed on
new loan guarantees are at a level sufficient to cover the referenced percentage of the agency’s most recent estimates of its costs.

(j) Any guarantee will be conclusive evidence that said guarantee has been properly obtained; that the underlying loan qualified for
such guarantee; and that, but for fraud or material misrepresentation by the holder, such guarantee will be presumed to be valid,
legal, and enforceable.

(k) The Administrator will prescribe explicit standards for use in periodically assessing the credit risk of new and existing direct
loans or guaranteed loans. The Administrator must find that there is a reasonable assurance of repayment before extending credit
assistance.

(1) New direct loans may not be obligated and new loan guarantees may not be committed except to the extent that appropriations
of budget authority to cover their costs are made in advance, as required in Section 504 of the Federal Credit Reform Act of 1990,
as amended.

SEC. 4 PAYMENT OF LOSSES

(a) If, as a result of a default by a borrower under a guaranteed loan, after the holder thereof has made such further collection efforts
and instituted such enforcement proceedings as the Administrator may require, the Administrator determines that the holder has
suffered a loss, the Administrator will pay to such holder percent of such loss, as specified in the guarantee contract. Upon
making any such payment, the Administrator will be subrogated to all the rights of the recipient of the payment. The Administrator
will be entitled to recover from the borrower the amount of any payments made pursuant to any guarantee entered into under this
Act.

(b) The Attorney General will take such action as may be appropriate to enforce any right accruing to the United States as a result
of the issuance of any guarantee under this Act.

(c¢) Nothing in this section will be construed to preclude any forbearance for the benefit of the borrower which may be agreed upon
by the parties to the guaranteed loan and approved by the Administrator, provided that budget authority for any resulting subsidy
costs as defined under the Federal Credit Reform Act of 1990, as amended, is available.

(d) Notwithstanding any other provision of law relating to the acquisition, handling, or disposal of property by the United States,
the Administrator will have the right in his discretion to complete, recondition, reconstruct, renovate, repair, maintain, operate, or
sell any property acquired by him pursuant to the provisions of this Act.
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APPENDIX C: MANAGEMENT AND OVERSIGHT STRUCTURES
INTRODUCTION AND CONTEXT

Effective management and oversight structures are essential to meeting agency responsibilities outlined in Section 1.D.8 of this
Circular. This Appendix outlines key objectives and features of management and oversight structures, includes questions helpful
to developing the appropriate structures for a given program or agency, and also provides an example of one possible effective
oversight framework: an agency-wide credit council.

Agencies must have robust management and oversight structures for credit programs to monitor a program’s progress towards
achieving policy goals, to assess the program’s success in remaining within acceptable risk thresholds, and to take action where
appropriate. Successful management and oversight structures should be designed to achieve the program policy objectives while
minimizing undue risk and cost to the taxpayer. Therefore, they should reflect the program’s scope, policy goals, and risks.

Such structures should be supported through lines of authority that foster accountability and clear delegations of responsibility for
administering programs and performing independent risk management functions. These structures should also include mecha-
nisms for effective monitoring of performance with respect to policy goals and risks, and facilitate actions to improve or maintain
program efficiency and effectiveness. Effective management and oversight relies on robust reporting systems (see Section I11.B.2
of this Circular and Appendix D: Effective Reporting for Data-Driven Decision Making). Moreover, such structures should be
reinforced with appropriate internal controls.

KEY OBJECTIVES AND FEATURES
Oversight Structures

Agencies should maintain effective and timely oversight of their credit programs, individually and in aggregate, and facilitate se-
nior management engagement at appropriate levels. Management and oversight structures will vary by agency and in some cases
may differ by program within an agency.! Although a program may have its own management functions and the majority of credit
decisions may be made at the program level, senior agency officials should review key policies and monitor the size and nature of
credit exposures within their respective agency. Agencies should periodically evaluate their management structures to determine
how such structures can be strengthened through program reviews, as required under Section 1.D.10 of this Circular. Effective
oversight of an organization as a whole is one of the most fundamental requirements of prudent program management, and as such,
these structures should achieve the following objectives:

e Appropriate oversight and governance of policies, procedures, policy performance indicators, and risk tolerances for the
administration of credit programs;

e C(Clear and formal identification throughout the organization of specific individuals accountable for program policy goals,
operations, and risk management functions, including defining performance metrics and risk thresholds, approving credit
decisions, and having oversight responsibility;

e (learly-defined authorities, and accompanying limits on those authorities, for individuals and managers;

e Creation and/ or maintenance of a culture of risk management within the organization that includes a strong commitment
from senior management;

e Functions that will allow for an independent viewpoint on important matters without reducing the accountability of senior
officials and program managers;

e Evaluation of risk management structures, practices, and processes, both at the program level and on a more comprehen-
sive basis;

e  Monitoring of program efficiency and effectiveness, and progress towards achieving policy goals within acceptable risk
thresholds; and

' For instance, an agency with a relatively small credit portfolio will likely have different needs than an agency with a very large
credit portfolio. Similarly, programs with large numbers of similar, relatively small loans will have different needs than programs
that provide project financing, with large loans of various sizes and customized terms.
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e Oversight of individual credit assistance or modification decisions that exceed pre-determined thresholds, as appropriate.

A forum, such as a credit council, can serve as a key tool for agencies to achieve many of the objectives of an effective oversight
structure. Such a forum would allow for senior agency officials, program managers, and risk managers to meet on a regular basis
to review the operating policies, practices, and controls of credit programs and discuss significant risk exposures and credit devel-
opments within the agency. An illustrative example of a credit council is included in this Appendix.

Risk Management Structures

Credit programs face a wide variety of risks, from credit to operational to market risks. Risk may also have to do with an agency’s
progress (or lack thereof) towards meeting policy goals. Effective risk management functions are generally characterized by in-
dependence, expertise, and stature within the organization. The goal of risk management functions is to achieve policy outcomes
at lowest cost to the taxpayer within pre-determined risk thresholds, and to identify, measure, monitor, and control risks that may
reduce the agency’s ability to achieve its objectives or may prove excessive. Risk management functions should identify issues in
a timely manner to allow for proactive management of the program and facilitate informed, data-driven decision-making.

Risk management functions are generally expected to have the following characteristics:

e C(Clearly-defined responsibilities and accountability, which typically include:

*  Supporting senior officials by informing important policy decisions involving risk and policy trade-offs throughout
the loan lifecycle, including the creation or expansion of programs;

*  Helping senior management develop and implement core policies and procedures with respect to risk management,
including defining risk appetite, and establishing risk thresholds accordingly. Risk appetite defines the amount and
type of risk an organization is willing to take in pursuit of its objectives;

*  Ensuring the current risk levels and processes are consistent with the established risk thresholds and policies;

*  Supporting implementation of effective controls, which may include a quality control or loan review function that
monitors for underwriting errors or other deviations from acceptable practice;

*  Developing strong reporting systems and analysis that incorporate quantitative and qualitative information to pro-
vide effective organization-wide views of risk;

* Identifying emerging risks, concentrations, and other situations that should be properly assessed; and

*  Elevating critical issues to appropriate levels within an agency in a timely fashion.

e Independence from credit program administration. Professionals engaged in risk management should work closely with
the management and staff of the various programs. Such functions are generally more effective when strong working
relationships exist. However, professionals engaged in risk management should have well-defined roles, sufficient stature
within the organization, and clear reporting lines to senior officials that provide for sufficient independence and ability to
raise issues that may not have been identified by program management. In cases of small programs where the same people
are in charge of underwriting and oversight, agencies should take steps to facilitate the independence of the risk manage-
ment function.

e Appropriate knowledge and skills. Agencies should ensure that risk management staff possess the experience and exper-
tise necessary to perform their duties and support sound operations.

While the most effective risk management functions depend on a variety of factors, agencies should strongly consider the formal-
ization of risk management functions through the creation of a risk management office led by a Chief Risk Officer. Under any
structure, the agency should clearly identify who at the agency is responsible for these functions.
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KEY QUESTIONS

As agency officials develop enhanced program oversight and risk management structures, they should focus on how to implement

practices that are most appropriate for their specific circumstances. The list of questions below is intended to help agencies in

reviewing and strengthening their current practices and policies.

Risk. What are the key risks that the agency’s programs face? How should quantifiable risk thresholds be identified and
tracked, how often should they be reassessed? How should the agency monitor and control risks arising from its credit
activities in real time?

Policies and Procedures. How should each program review and approve major risk-related policies, practices, under-
writing standards, and policy performance metrics, and how should such policies delineate thresholds whereby additional
approvals of potential credit assistance may be required?

Key Credit Decisions. What oversight should exist for the key credit decisions that the agency makes? Who should be
informed and/ or have to approve these decisions? What information should be communicated to whom on these decisions
and how?

Policy Goals. How can the evaluation of program effectiveness be designed to link policy performance metrics to the
statutory purpose of the program and to the underlying market failure that the credit program is designed to correct? How
should the program or agency monitor the performance of each program with respect to policy goals and financial out-
comes?

Independence. How can the agency ensure independence of credit and risk functions to facilitate identification, elevation
and appropriate responses to potential or existing risks? How can the reporting structure allow for this independence and
promote equal stature within the organization for risk officials and those responsible for underwriting?

Program Diversity. How should the diversity of credit activities, both within credit programs and across the agency’s
credit programs, impact management and oversight structures?

Current Structure. What are current agency management and oversight structures, and what are the interactions between
the credit program and other offices in the agency? What, if any, issues with the current oversight and risk management
frameworks have been identified by internal program stakeholders, agency partners, or auditors?
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ILLUSTRATIVE EXAMPLE: AGENCY-WIDE CREDIT COUNCIL

Agency-wide credit councils can be a very effective management and oversight mechanism. They can help support an organiza-
tion-wide culture focused on program results and accountability by creating a forum for senior leaders, program managers, and
risk managers to discuss and actively manage credit programs. Membership, structures, and duties of a given council would need
to be tailored to the specifics of the agency and its programs.> Below is an example of an agency-wide credit council designed to
oversee several credit programs, each of which provide a small number of large loans and loan guarantees. Loan characteristics
vary greatly by program, and each loan has customized contract terms and conditions, established through negotiation with the
borrower and other counterparties.® In this example, an agency-wide framework was chosen because the agency’s credit programs
support different aspects of the same sector.

Membership

Membership should include senior program and finance officials (such as the Administrator, Deputy Secretary, Chief Risk Officer
(CRO), and Chief Financial Officer (CFO)), as well as representatives from important functional areas, such as the Office of the
General Counsel. It should also include the senior official for each of the agency’s credit programs, officials responsible for policy
development, and other representatives as the Secretary deems prudent, subject to pre-defined limitations. To facilitate discussion
and voting, such councils should generally seek to have an odd number of members, and be of sufficient size.

The Council should meet in person regularly, but no less than once per quarter. In accordance with Section II1.B.2 of this Circular
and Appendix D: Effective Reporting for Data-Driven Decision Making, Council members and support staff should receive regu-
lar reports on program performance and risks to inform deliberations and decisions.

Chairmanship and Its Duties

A senior agency official, such as the Administrator, Deputy Secretary, CRO, or CFO should serve as Chair of the Council. The
Chair should name another Council member as Vice-Chair. The Vice-Chair should serve the role of Chair in the event of the
Chair’s absence from a meeting.*

Responsibilities

1. Program Design and Implementation. The Council should set the agency’s credit policies and oversee the agency’s
credit programs, including reviewing existing guidance and formulating new guidance. At a minimum, guidance
should set forth the agency’s risk tolerances, key performance measures, and guidelines for managing the application
process and for assessing financial viability and other key application characteristics. In addition, the Council should
oversee programs’ administration of and compliance with these policies and procedures, supported by clearly-defined
lines of authority within the management structure.

2. Underwriting. If appropriate to the program, the Council may provide recommendations on specific credit decisions.
Alternatively, the Council may choose to set guidelines for how approvals should be made, and establish thresholds
and criteria that require only a subset of credit decisions to be reviewed by the Credit Council.

3. Monitoring/ Servicing, Risk Management, and Loss Mitigation. The Council should oversee and manage the
agency’s enterprise-wide risks, such as its credit and operational risks, including the program’s status relative to the
pre-determined risk tolerances.

2 In some cases, a bureau-wide or program-level council may be more appropriate, given program diversity, organizational struc-
ture, or other characteristics.

* Agency-wide credit councils may also be useful for portfolio programs, with smaller loan sizes and similar terms and conditions
for each program.

4 The Chair or Vice-Chair could potentially be the CRO, or other accountable official for risk management for agencies that do
not have a formal CRO.
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APPENDIX D: EFFECTIVE REPORTING FOR DATA-DRIVEN DECISION MAKING

INTRODUCTION

Effective data reporting as required under Section 1.D.9 of this Circular is necessary to support strong credit program manage-
ment and oversight. Effective reporting also provides parties at all levels of the organization with accurate, timely information on
program performance, early warning of issues that may arise, and analytics to drive decision making. Agencies should coordinate
reporting parameters with OMB to make sure the unique needs of each program are addressed. This includes the parameters for
the quarterly summary reports of program performance that agencies are required to provide to senior level officials and OMB
per Section II1.B.2.a of this Circular.

The nature of a program’s reporting will depend on its specific policy goals, key risks and cost drivers, operational structure, and
other program-specific factors. However, there are common objectives that reporting structures must meet. This appendix pro-
vides an overview of key objectives and considerations for effective data reporting, descriptions of common types of reports, and
some examples of program reports.

KEY OBJECTIVES AND CONSIDERATIONS FOR EFFECTIVE REPORTING

Reporting systems should convey necessary information to the appropriate people in a timely fashion to make sure that decision
makers and parties at all levels of the organization understand program performance, and other information needed to proactively
manage the program. Reporting should facilitate the flow of information and discussion across the organization, and the escalation
of emerging issues to the appropriate level, including senior officials within the program agency or other Federal stakeholders.
While reporting should be tailored to programs’ particular circumstances, it should provide concise, standardized reporting of key
information, trends, and findings, including material areas of divergence between projected and actual performance. Reporting
systems should also have sufficient flexibility and adapt as necessary to new developments and emerging issues.

While effective program reporting will vary across agencies and programs, it should cover all aspects of program performance.
Key objectives of effective reporting include but are not limited to:

e Targeted Reporting. Reports should be tailored for the audience by including data that is relevant to the authorities and
responsibilities of that audience. Reports for program staff should generally be more frequent and detailed than reports to
senior leadership or other Federal stakeholders.

e Findings and Proposed Actions. Strong reporting clearly conveys the main message of the data—whether program
performance is in accordance with expectations and where there are emerging issues. Graphics, tables, and trend analy-
sis that compare performance over time and against expectations and other information can provide critical context for
understanding program performance. Where appropriate, the reporting may also include brief explanations of significant
findings that offer insight into actions that could be taken to respond to improve program performance.

e Policy Goals. Reporting should cover performance indicators, typically outcome-based metrics that track the program’s
progress toward achieving policy goals. For example, in a loan guarantee program that seeks to address a market failure
due to lack of private market experience, the performance indicator reporting may include tracking borrower graduation to
fully-private financing.

e Portfolio Performance Risks. Agencies should identify programmatic and financial risks, and report information the agency
needs to manage risks. This may include reporting on portfolio concentrations in geographic or technology areas, market risks
that can affect credit performance, or other external factors that can affect the program such as market shifts. Reporting may
include scoring or rating systems for agencies to segment and evaluate program performance. For example, an agency may
develop a credit scoring approach for portfolio loan programs to identify portfolio segments at higher risk of default to target
loss mitigation actions, or segments where a lower degree of subsidy may be sufficient to achieve policy goals. Similarly, for
an infrastructure loan program a risk rating system can be used to evaluate the overall riskiness of a portfolio across diverse
transactions, and individual deals in the context of the program’s established policy goals and risk thresholds.
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Administrative Risks. Reporting should cover administrative risks specific to the program, including operational risks.
This may include trend reporting on costs of origination, servicing, and managing the portfolio, or reporting on any opera-
tional interruptions. It may also include the status of key contracts (such as servicing or collection) to make sure that they
do not expire.

Special Reporting. Where a certain function, loan, or loan type that merits greater management attention is not covered
by existing reports, a program may need to develop new reports to make sure program staff and leadership are appropri-
ately informed.

ComMmoN TYPES OF REPORTS

A reporting system will generally be made up of a variety of types of reports. The following are common types of reports:

High-level Dashboards. Such a dashboard should use quantitative and qualitative information to summarize performance
in meeting policy goals and address key risks. The dashboard should generally be no more than a few pages and should be
tailored for the program’s characteristics. Key statistics should include relevant information on program activity, current
performance trends, and forward-looking indicators of risk. In addition, it should include a high-level qualitative discus-
sion noting areas that merit increased management focus. For example, a program that provides a small number of large
loans might have a dashboard that provides metrics on the performance of the existing loans, a list of loans that are at
heightened risk of financial distress, a summary of the status of current applications, and metrics on external factors such
as particular market trends that may affect the portfolio’s health. Section III.B.2.a of this Circular requires programs to
provide high-level summary performance data to agency leadership and OMB, in a dashboard or similar form. The dash-
board should be distributed at least quarterly, but more frequent reporting may be required.

More Detailed Dashboards. Program staff will likely need more frequent and detailed reporting to effectively manage
their areas of responsibility. The frequency, content and nature of these reports will depend on the particular program and
the responsibilities of the report’s recipient, though reports should be automated and generated using the same data that
feeds into high-level dashboards. For example, a servicing manager might have a weekly report with payment processing,
loan status, or other statistics that affect the servicing operations, whereas a budget analyst may receive quarterly aggre-
gated information necessary to better project future costs.

Pipeline Reports. Programs originating new loans may wish to develop reports providing key information on open
applications, including characteristics, quantity and timing. For example, a credit program that provides small business
financing may have a daily report tracking current year originations against available appropriations authority and against
historical averages. An infrastructure program may have a pipeline report that tracks the requested loan amount, project
type, application status, and other characteristics for each application, against program policy targets.

Watch Lists. Programs may maintain a watch list that provides key information on loans, loan types, sectors, or other
areas that may require greater management focus due to programmatic or financial risk, and summarize changes in internal
risk ratings or credit scores. For example, a program that provides a small number of large loan guarantees might maintain
a list of specific loans that may require agency action to mitigate risk, along with information on the loan, the issue that
suggests greater focus is warranted, and a description of what steps the program is taking to mitigate the risk.

Program Operations Reports. Programs may develop reports on their operations that could include metrics on customer
service, employee productivity, and administrative spending. In addition, programs that are being established or are facing
significant operational changes may wish to report on the progress towards the implementation plan milestones and risks.
For example, a program that provides many small loans and is focused on customer service might have a monthly dash-
board for program management that provides information on call center performance (such as a breakdown of call time,
dropped calls, reasons that individuals call, and accuracy of information provided), community outreach (such as number
of people attending sessions providing loan introduction, or communications that result in successful applications), and
overall applicant satisfaction (such as customer service scores, or complaint resolution metrics).
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ExampPLES OF REPORTS

Although reports will vary based on program characteristics, each report should be designed for a clear purpose. In designing

specific reports, agencies should be guided by the answers to the following questions.

Who is the target audience, and why do they need this report?
What information does the target audience need to effectively identify issues, provide input, or take action?

How can the information be best conveyed? How detailed should the information be? Should the information be presented
quantitatively and/or qualitatively? Are historical trends needed?

When should the relevant information be reported to the target audience so that they can take appropriate action?

How often does the target audience need the report?

The Attachment to this Appendix includes three example reports for a hypothetical loan infrastructure program: a high-level

dashboard; a pipeline report; and a watch list. Each report is targeted towards senior leadership and other high-level decision

makers. The program has been operating since fiscal year 2006 and mainly provides financing for new construction and renova-

tion projects. A central policy objective of the program is to support economic development through financing projects in under-

served communities such as high-poverty or rural areas, where borrowers have difficulty obtaining financing on reasonable terms.

Awards are made through a competitive process.
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Example High-Level Dashboard - Q2

Within tolerance:. Warning= A Immediate attention needed:.
AQ = Change from prior quarter YOY = Year over year (% = YOY ratio, $= nominal change)

Highlights

e Loan to ABC Inc. for $XXXm is expected to default in the next month absent mitigation actions. Staff is currently in workout negotiations with the borrower and relevant

counterparties (see more).

o Staff Turnover: The program has experienced high turnover in the underwriting and monitoring functions, and is operating with several vacancies in critical areas. Program is

activity recruiting senior finance talent.

e High poverty areas policy target: Program continues to fall short of its high poverty investment target due to a lack of qualified borrower applications. Staff are investigating the

possibility of providing technical assistance to high poverty area borrowers.

Financial / Policy

Status of Loans Policy Metrics
Today AQ YOY Target Today AQ YOY Target
A Obligated S[x]M [x]% [x]% $[x]M Underserved Communities
. Disbursed S[x]M X% [x]% . Rural community $[x]M [x]% [x]1% [x]%
[®) Outstanding S[M 1% (% > SEM ® High poverty area XM K%  [xI% X%
@) Medium poverty area XM K% [x1% [x]%
Obligations by Project Type / Phase
Today AQ YOY Target One of the policy goals of this example program is to fund projects in underserved
. communities where borrowers have difficulty obtaining financing on reasonable
By Project Type . . N .
terms. This table shows program performance relative to policy targets, and prior
New construction [x]% / $[x]M [x]1% / $[x]M [x]% / $[x]M [x]% / $[x]M year performance.

Obligations by project type and phase shows amount of total obligations (all
cohorts) represented by each of the three project types as well as by each project
phase. This allows decision makers to easily see the types of investments supported
by the program and progress towards project completion. AQ and YOY show if the
program is converging to policy targets over time.

@)

@  renovation XI%/$[XIM [xI%/S[xIM  [x]%/S[xIM  [x]%/S[x]M

Q@ ot X% /$[x]M  [x]%/S[XIM  [x]%/S[x]M  [x]%/S[x]M Obligations by Risk Rating

By Project Phase Today AQ YOY Target

O e PSSR e SR @ riskRating 1 XI%/$IM [x1%/SXIM [xJ%/S[xIM [x]%/ $[x]M

O comnein PEISIIME SR e SR @ RiskRating2  [x%/SIXIM  [XJ%/SIXIM  [x]%/S[xIM  [x]%/S[x]M

O s PRSBSOS @ RiskRating3  [I%/SXIM  [xI%/SIXIM  [xI%/SIXIM  [x]%/S[X]M

O rumen DO DRSNS @ RiskRating4  [%/SXIM  [%/SIXIM [I%/S$[XIM [x]%/$[x]M
@ RiskRatings  [I%/SXIM [xI%/SIXIM  [xI%/S[XIM  [x]%/S[x]M

This table shows the total obligated amounts by borrower risk rating relative to
pre-established risk thresholds. Decision makers can quickly see the program’s
relative risk and how those amounts are changing over time. Significant changes or
departure from target thresholds (due to downgraded risk ratings for example)
would indicate a problem warrant additional attention.

Credit Risk
Today AQ YOY Target - -
Cumulative Claim Rates
Expected Losses / Gains (Nominal) 5 %
ol —
. Expected loss (gain): lifetime $[x]M [x]% [x]% S[x]M i ®
4 % 7 7
. Expected loss (gain): 2 year $[x]M [x]% [x]1% S[x]M r:N"
B8 Baa Average*
Delinquencies - I FY 2006 -
@ 30-59days X%/ S[xIM  [x]%/S[xIM  [x]%/ S[x]M FY 2007
Bl FY 2008 L
. 60-89 days [x1%/ $[XIM  [x]%/S[x]M  [x]%/S[x]M B FY 2009
B FY 2010
@  90-119days [XI%/$[xIM  [x]%/S[xIM  [x]%/S[x]M v TT——
@ 120+ days [XI%/$[XIM  [x]%/S[xIM  [x]%/S[x]M B Fv.2012
Write-offs 0 2 4 6 8 10 12 14 16 18 20 22 24 26 28 30 32 34 36 38 4
@ ol write-offs [XI%/SIXIM [x]%/S[XIM  [x]% / S[x]M Quarters from obligation

The credit risk table shows various financial risk metrics. Table shows forecasts for
expected losses (or gains), the amount and severity of delinquencies, and write-offs
as well as the changes from the previous quarter and year over year. Significant
changes in any of these metrics may warrant additional attention.

Cumulative claim rates shown by cohort. The program target risk average is low
investment grade (Baa/BBB), so an industry average Baa default curve is included
for comparison. This chart allows decision makers to see program claim rates
relative to targets. Data indicates that claim rates are lower than target, and would
warrant additional attention and/or update of the program’s risk rating method.
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Market / Operational

Market Barometer

t %, %, o, &,

| e
10 8 6 4 2 0 9‘,@@ S, ’4*
100 % B 70 60 50 40 30 2 10 0

500 450 400 350 300 250 200 150 100 50 0
High-Yield Spread
bps

oI

T
2,500 2,000 1,500 1,000 500

Provides an overview of key market indicators found to have an impact on program performance. Shaded areas indicate severity of each indicator relative to forecasted
program performance. Data is provided for the completed first quarter and the partially complete second quarter.

Operational Risk: Self Assessed
Today AQ YOY
@) Underwriting [1-5] [1-5][+-] [1-5][+-]
A Loan Servicing [1-5] [1-5][+/-] [1-5][+/-]
@) Risk Rating Accuracy [1-5] [1-5][+/-] [1-5][+/-]
® Staff Levels [1-5] [1-5]+-] [1-5]+/-]
@) IT Infrastructure [1-5] [1-5]0+-] [1-5][+/-]

Provides overview of key operational risk areas. Program has indicated a possible
emerging issue with their loan servicing contract and indicated that immediate
action is required to address critical vacancies resulting from recent turnover.

Definitions

e Expected Loss (Gain): The nominal average the program anticipates will be lost or gained in the time period (lifetime or 2 years).

Risk Rating (1-5): Loans are categorized a risk rating from 1 (lowest) to 5 (highest) based on borrower characteristics, economic trends, delinquency, and loan officer

assessment.

e High-Grade Spread: The difference between rates for government bonds and investment-grade bonds based on FINRA-Bloomberg Investment Grade U.S. Corporate Bond
Index compared to 5-year Treasuries.

e High-Yield Spread: The difference between rates for government bonds and junk bonds based on FINRA-Bloomberg Active High Yield U.S. Corporate Bond Index compared
to S-year Treasuries.
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Example Pipeline Report - Q2

$ in Thousands

Pipeline Summary
Application Requested Loan Total Project Preliminary Risk Project Policy Original Est. Closing ~ Scheduled Closing
Category Status .
Date Amount Cost Rating Type Date Date
New -
P - a 50, 5. i/ /dd/y
Construction mm/dd/yyyy Pre-Application $50,000 $125,000 N/A XXXXXXX mm/dd/yyyy mm/dd/yyyy
New mm/dd/yy Phase | $75,000 $125,000 XXXX XXXXXXX mm/dd/ / mm/dd/yyy.
Construction Yy Application o ’ h Yy vy
New i Phase II . . i oo §
Construction mm/dd/yyyy Application $12,000 $24,000 XXXX XXXXXXX mm/dd/yyyy mm/dd/yyyy
New .
/ r oence 5 . yy
Construction mm/dd/yyyy Due Diligence $18,000 $36,000 XXXX XXXXXXX mm/dd/yyyy mm/dd/yyyy
New .
/ ; . 5 /dd/yy

Construction mm/dd/lyyyy Closing $64,000 $128,000 XXXX XXXXXXX mm/dd/yyyy mm/dd/yyyy
Renovation mm/dd/yyyy Pre-Application $50,000 $100,000 N/A XXXXXXX mm/dd/yyyy mm/dd/yyyy
Renovation mm/dd/yyyy Phase 1 $75,000 $150,000 XXXX XXXXXXX mm/dd/yy. mm/dd/yyyy

€novatiol yyyy Application 373, $150, Iyyyy yyyy
Renovation mm/ddlyyyy Phase 1 $900 $1,800 XXXX XXXXXXX mm/dd/yy: mm/dd/yyyy

enova /dd/yyyy Application : >l X yyyy yyyy
Renovation mm/dd/yyyy Due Diligence $18,000 $45,000 XXXX XXXXXXX mm/dd/yyyy mm/dd/yyyy
Other mm/ddlyyyy Pre-Application $50,000 $100,000 N/A XXXXXXX mm/dd/yyyy mm/dd/yyyy
Other mm/dd/yyyy Phase [ $75,000 $100,000 XXXX XXXXXXX mm/dd/yyyy mm/dd/yyyy

- Application o ’ -7

Pipeline provides basic information on each of the applications that have been received, including the amount requested, total project cost, the initial risk rating and application
phase.

Requested Loans by Status Requested Loans by Project Type
350 7
B 5 40 $250
o
3
3
£ 8300 = u 6 3%
A L $200 =
20 | | 3
$250 5 L
o
= % / N &
$200 A 4 ‘g / L $150 g
[ \ = >
8 o { a1 Na =
$150 u m 3| e N 3
[ = £
= H $100 <
A g 15 ] 1 %
$100 2 _g S
A 2 10 S IR BIEIEBIREREIE R g
A < $50 @
$50 1 o =
2. g
o
®
8 | - 0 g 11 1 I °
Pre-Application Phase | Phase Il Due Dilligence Closing T . :
Application Application N N N O N ST N NG B N O DY Y
pPp pp! & v&, oF & %6\ Qé' & & @7’& VQ& $\$\ AN
m Current Volume A Volume - Prior Month #¢ Volume - Prior Year = Current Number of Loans mNew Construction - Amount (RHS) Renovation - Amount (RHS)
mOther - Amount (RHS) —New Construction - Count (LHS)
Renovation - Count (LHS) —Other - Count (LHS)
Provides current volumes and number of loans in each application phase, as well as Illustrates relative demand for each project type (new construction, renovation,

comparisons to prior month and year volumes. other) in number of applications and volume over time.
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Example Watch List Report - Q2

Highlights

$ in Thousands

Risk Rating Description
INELEEIIN [TBD - Program Specific

]
2 [TBD - Program Specific]
[TBD - Program Specific]
TN [ TED - Program Specific]
[TBD - Program Specific]

Overall portfolio risk continued to decline in Q2 and remains within risk thresholds, however several individual project risks highlighted below merit management focus. Current macro-

economic environment has negatively impacted some of the older loans, and some newer loans some are also facing technology issues.

Highlights provide context for the report overall and can be used to highlight critical developments within the projects on the watch list. This area could also be used to highlight

and elaborate on the information provided in the Risk Summary / Mitigation Actions field of the watch list.

Summary

Watch List
Most
. Year Total . . Change .
Project . Total Outstanding ~ Risk ~nans % of Recent # Missed . s .
Location ~ Funded . Amount . in Risk . Risk Summary / Mitigation Actions
Name Commitment Balance Rating . Portfolio Payment  Payments
/ Cohort Funded Rating
Made

Fallen below multiple financial ratio benchmarks.

Projectl XXXXXXXXX 2012 $75,000 $50,000 $53,000 3 A 5.89% N/A N/A Working with project management to discuss potential
mitigation actions.

Projectd  xxxxxxxxx 2008 $33,000  $33,000 $27,060 3 o 3.01% 5/15/11 0 Fallen below multiple financial ratio benchmarks.
Working with project management to discuss resolution.

Projectl0  Xxxxxxxxxx 2009 $25,000  $25,000 $20,500 5 A 2.28% 11/15/11 2 Consistent losses and no credible turnaround plan, poor
economic environment. RCVIC\Vlng recovery nptlons.

Project3 XXXXXXXXxX 2007 $25,000 $25,000 $20,500 4 . 2.28% 2/15/12 1 Appraisal shows value in excess of UPB.

Project5  xxxxxxxxx 2009 $17,000  $17,000 $13,940 2 \ 4 1.55% 5/15/12 0 Project revenue is tracking below plan, but recent
improvement in financial condition.

Project9 XXXXXXXXX 2012 $15,000 $13,300 $10,906 2 . 1.21% N/A N/A Construction delays continue.

Project6  xxooooax 2011 $15,000  $7,600 $6.232 2 () 0.69% 51512 0 Project revenue is tracking below plan, management
meeting scheduled for next month to review financials.

Project?  xxxxxxxxx 2010 $13,500  $12,000 $9,840 3 o 1.09% 5/15/12 0 Fallen below multiple financial ratio benchmarks.
Working with project management to discuss resolution.

Includes basic loan agreement terms for loans on the watch list including the face value of the award, the amount funded (disbursed), and the amount outstanding (total
outstanding debt including capitalized interest, net of repayments). Decision makers can also see risk ratings, and how those ratings have changed since the prior report as well as

a description of the issues with the loan and mitigating actions being considered or already taken.

Change in Portfolio Risk Over Time

Current Portfolio by Risk Rating

100%
90%
80%
70%
60%
50%
40%
30%

20%

10%

m5m4 m3 m2 mi
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Chart illustrates that shares of higher risk loans (2,3,4,5) have been declining steadily over time as a fraction of total outstanding

commitments. Decision makers can see how risk shares are evolving over time with respect to policy targets (see Example
High-Level Dashboard additional target information).

Chart illustrates current commitment
shares by risk rating (the last bar of
the chart to the left represented in pie
chart as a pie chart.) This view of the
data allows easier comparison of
current portfolio breakdown with
policy targets found in the
High-Level Dashboard.
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APPENDIX E: CoMMUNICATIONS POLICIES
INTRODUCTION

The objective of a communications policy is to provide clear guidance regarding communications with non-Executive Branch
entities. Effective communications policies that cover all interactions with non-Executive Branch entities are essential to meeting
the agency responsibilities outlined in the internal controls subsection in Section III.B.1.of this Circular. This Appendix covers
key features of a successful communications policy and design considerations, and also provides an example of a program com-
munication policy.

KEY FEATURES:

Communications policies may vary by agency, and even by program depending upon program objectives, stakeholders, and other
characteristics. In addition to addressing other issues, communications policies should identify the types of communications that
are required, permissible, and prohibited, along with any accompanying rules and procedures; cover agency personnel and con-
tractors and make clear who within the agency is responsible for handling such communications; and protect information that is
business confidential, market sensitive, and/or pre-decisional and deliberative.

KEY DESIGN CONSIDERATIONS:

In designing these policies, agencies should consider the following issues (among others):

e What communications between the agency, loan applicants, and other non-Executive Branch entities will be required or
permitted in order for the agency to administer the program during each phase, including:

*  Outreach to potential applicants and other non-Executive Branch entities;
»  Evaluation of loan applications, including conducting due diligence and underwriting;
*  Loan and portfolio monitoring, management, and reporting;
*  Loan modification proposals, or other requests related to outstanding loans;
*  Re-structuring and write-downs; and
*  Defaulted loans and assets acquired in default.
e  Who within the program office or the agency will be responsible for handling these communications?
e  What other types of communication are expected and from whom; and, how should these communications be best handled?
e How will business confidential, market sensitive, and/or pre-decisional and deliberative information be safeguarded?
e How will staff and contractors be trained on the communications policies?

e How will any breaches of the communications policies be handled and by whom?
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ExaMPLE PROGRAM COMMUNICATIONS PoLICY

Communications policies can vary greatly by program, program goals, target borrower populations, stakeholders, and other char-
acteristics. Below is a generic example of one possible policy and an example of communications rules and procedures that can
supplement the communications policy for staff member training. It also includes an example of a documentation process regard-
ing communications.

This example assumes a program with standard terms and conditions set forth in agency’s regulations. In this scenario, all neces-
sary information for the financing decision is collected via written applications. Because the applications process and contract
terms are standardized, there is no need to negotiate with applicants during the application process. Program staff often consult, as
appropriate, with non-Executive Branch entities, and there is regular consultation and coordination with other Executive Branch
entities in the course of administering the program. Upon award, there is regular contact with any of these entities associated with
monitoring and oversight, and where applicable to resolve issues that may arise on a given awarded loan.

CrepIT PROGRAM COMMUNICATIONS PoLicy
Instructions Regarding Outside Communications With Respect to the [Program]!

These policies apply to [Agency] personnel and contractors with responsibilities or records directly related to the execution,
management, or oversight of the [Program]. This guidance outlines the actions you are required to take whenever you receive or
participate in oral and written communications with any persons or entities outside the Executive Branch regarding [Program] ap-
plications for funding, program awards, or other information. Should you have any questions about any of the following, please
contact [Lead Compliance Officer]. Staff will receive training on this policy (and any associated procedures) on a quarterly basis.
[Agency] will also offer training to non-[Program] staff that may have interactions related to the [Program].

A. Oral Communications Regarding Logistical or Implementation Questions Related to [Program]

Generally Agency employees can answer questions from an outside person or entity that concern the logistics of the [Program] or
program implementation, or otherwise cleared and public information. General logistics communications may include respond-
ing to a request for a meeting, an inquiry concerning the status of an action, an inquiry concerning the deadlines or logistics of
[Program] funding, or any other similar administrative request. For example, below are five general topics of discussion that may
fall within the category of general questions about logistics or implementation:

1. How to apply for funding under [Program];

2. How to conform to deadlines;

3. Description of [Program] terms and conditions;

4.  Where to direct applications, questions, or communications of any type; and

5. Requests for information about [Program] requirements and [Agency] practices under the [Program].

B. Oral Communications Concerning Pending Applications or Awards

This section relates to oral communications with non-Executive Branch entities regarding pending specific applications or awards
that are not covered by sections A or B, above. While an application for [Program] funding remains pending (i .e., during the
period of time commencing with the submission of a formal and complete application by an individual or entity for funding under
[Program], and ending with the preliminary approval for [Program] funding) you may not participate in oral communications with
that applicant or other outside (non-Executive Branch) parties concerning that substance of that application, unless you are gather-
ing information from the applicant to process their application or the communications are with entities the [Agency] is required to
consult per statute. Otherwise, your communications must be limited to logistical topics, or otherwise cleared and public informa-
tion, as discussed in Part A above.

! Brackets identify where the responsible entity, office, or party may vary by agency, or program.
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COMMUNICATIONS PROCEDURES

The following procedures are intended to govern [Program] staff communications with non-Executive Branch entities. These

procedures supplement the [Program] Communications Policy.

Inbound Communications

1.

Emails sent to [COMMUNICATIONS@AGENCY.gov]. Emails to the public mailboxes should be answered by
designated [Program] staff using language from approved materials. For emails concerning policy issues for which
guidance has not yet been developed, staff should send a note indicating that a response will be provided once guid-
ance is posted. All non-logistical form emails are to be approved by the [Director of Application Review] and [Chief
Operating Officer] or [Program Director] prior to first use.

Applicant-specific calls or emails to [Program]| staff. All inbound calls or emails to [Program] staff from specific
applicants concerning [Program] terms should generally be routed to the [Program Information line] or the [EMAIL@
AGENCY.gov] mailbox.

General calls to [Program] staff. Calls to [Program] staff from outside entities that are not related to specific appli-
cants should be routed to the [Outreach Coordinator] or Program Director.

Inbound communications regarding pending applications.

Any call regarding a non-logistical matter from an applicant that indicates it has an application pending (or which is
otherwise in regard to a pending application) must be logged with the [Program Lead Compliance Officer].

[Program] staff should respond to communications or questions regarding pending applications on non-logistical
matters (from applicants or other outside entities) with the explanation that “[Agency]’s policy does not permit us
to discuss non-logistical matters regarding pending applications.”

Congressional inquiries. Congressional inquiries will be handled in consultation with Legislative Affairs. Congres-
sional inquiries should be forwarded to the [Program Director], who will forward it to Legislative Affairs.

Media inquiries. Media inquiries will be handled in consultation with Public Affairs. Media inquiries should be
forwarded to the Program Director, who will forward it to Public Affairs.

Outbound Communications

1.

Outbound calls from [Agency] to specific applicants that have not applied for [Program] funding. In response
to email requests or inbound calls, [Program] staff may call potential applicants that have not submitted an application
to discuss program logistics, or otherwise cleared and public information.

Outbound calls from [Agency] to specific applicants that have applied for [Program] funding. Whenever possi-
ble, non-logistical communications with an applicant should be conducted in writing, via email or regular mail, rather
than by phone. If Program staff must call a specific applicant regarding a pending application, and that conversation
concerns a non-logistical matter, the procedure set forth here must be followed. The call must be approved by the
Program Director or [Chief Operating Officer], at least two members of the [Program] staff should attend the call, and
notes of the conversation should be taken and retained in the applicant’s folder. These phone calls must be logged with
the [Program Lead Compliance Officer].
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