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Objective

standards Eor credlt allocat1on, innovative ftSk analys1s,

and de11nquent loan write-off policy, for; the federal government.
Once developed, these standards will be 1mp1emented and

applied on a governmentw1de basis in order to improve - credit/
debt management practlces in the federal government.

Background k k v_Eu;_ﬂ

The Department of the Treasury has. been requested by the

" 0ffice of Management:and Budget to assume the lead agency

responsibility for the development of unlform standards for

~ credit allocation, r;sk analysis, and del1nquent debt write-

off policy for the federal government. A plan:was developed
(See Attachment A):and submitted to OMB for their review.

In addition, various other federal agencies have:been asked
to assume lead agency responsibilities for various other
projects in the debt collection area. A chart out11n1ng
these projects, and:the responsxble agenc1es, is included.
under Attachment B. RERTeY 5 s

Based upon prel1m1nary d1scuss1ons th, these lead agencies,
it is clear that speedy completion of certain_ aspects of the
Treasury plan would be beneficial to. prOJects being conducted
by other agencies, as well.as necessary for the credit allocation,
risk analysis, and delinguent debt write-off .policy project.
Specifically, discussions have identified the,need for a series
of comparable information covering the government's more than
400 credit programs, and Lhe 1ucorporat10n of that data into
a matrix.- o

Up to now, no government agency has attempted to establish
a model system for credit management and debt collection. No

—governmentwide standards have been established as to what are

appropriate credit standards for overall. government. debt
programs. There is.no standard risk analys1s formula or
uniform policy for writing off bad debts. Agencies are unaware
of credit standards used by other agencies, and there have

been inadequate 1nteragency communications pursuant to substantive

-debt collection 1ssues,.

; ‘Federal credlt allocatlon and adm1n1strat10n by various
agency and department programs could be profoundly impacted by
the ramifications ‘implicit in a governmentwide set of credit

"standards. For example, standards might be developed according

to the classification of borrower, e.g., industry, business,
individual, etc. 1In the interest of effective resource alloca-
tion; credit standards may have to be reviewed in light of
federal policies and programs. Programs may exist to provide




=
benefits for the "social good," national economic development.,
or ameliorative subsidies, considered as loans which, in fact,
are grants, due to the low probability of repayment. Examples
of the latter are loans to business sectors or industries that
fit in a low growth/low survival matrix.

Project Scope

The overall project is designed to produce specific
recommendations for governmentwide improvements in credit/
debt management activities:

1. Tmprovements in the development and application of

credit standards for credit granting.

2. Improvements in the application of risk analysis for
credit management and debt collection.

3. Improvements in write-off policies related to loan
losses and loan sales on a discounted basis.

Statement of Work

The project will be divided into two major phases. The
first phase will be a data gathering and preliminary-analysis
phase. The second phase will involve the construction of detailed,
uniform governmentwide standards for determining credit worthi-
ness, risk analysis, and for discounting and writing off debt
portfolios. The contractor is expected to. provide separate
prices for the first and second phases of the project, with
the understanding that the Treasury Department reserves the
right to fund only the first phase at this time.

Specific tasks to be accomplished in the first phase
include:

1. A Department of the Treasury sponsored roundtable for
representatives of each major agency with loan programs
will be held to provide a forum for discussion of the major
issues and concerns relating to credit/debt management
and the development of governmentwide standards and
procedures. The roundtable will focus on the following
issues (this list is not exhaustive: the contractor
will prepare a detailed agenda for the conference; the
agenda must be approved by the Department of the Treasury):

-- extent to which Agencies currently have risk analyses
procedures

-- uniformity of procedures within Agencies themselves:

-- the feasiblity of developing governmentwide standards
in the debt/credit management area:
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-=- difficulties associated with implementation of
any governmentwide standards, from the Agency
perspective; and

-- the development of model systems for credit/debt
management control of each agency's portfolio.

-—- a proposed analytic framework for classifying
government loan programs

2. An analytic framework for studying all loan programs
operated by the government will be developed. This
framework will provide a tool for conducting a systematic
analysis of the characteristics of the programs. A set -
of identifiers for classifying loan programs will be
developed and applied to the more than 400 programs.

This matrix will consider, for example, the primary

of purpose of making the loan, recipient characteristics,
access to other sources of capital, and potential risk

to the government of making the loan.

3. The contractor will develop a matrix of government-
operated loan programs based on the analytic framework
developed in Task 2. This matrix wil provide the
structure for the detailed data collection and
analysis activities.

4. The contractor will develop instruments to collect
detailed data on current credit standards, risk analysis,
and write-off procedures, statutory and reqgulatory '
bases for current policies, and current status of the
program's portfolio for each of the programs. This
instrument will take into account the needs of the
Veterans Administration in designing and developing
the instruments. (See Attachment C.) The Department
of the Treasury will be responsible for distributing
and collecting the data collection instruments.

5. The contractor will assist analysts assigned by Treasury
(including assistance provided by other federal agencies)
for compiling the data, for preparing summary analyses,
and for transmitting the data to debt collection officials
across the government.

In the second phase of this project the contractor will produce
the following:

1. A final report which consists of a uniform set(s) of credit
standards to serve as the basis for extending credit in
the various federal credit programs and identifies and
discusses the need for a specific level of collectibility
in proposed programs to assist decision-makers in determining
whether the program should be a loan or grant program,
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2. Provides technical assistance to the Treasury Department
in developing a draft policy statement for writing-off
individual, business, and foreign loans and accounts
receivable.

3. Develops a set of criteria and standardized procedures
to be used governmentwide as the basis for writing off
loans and accounts receivable, :

4. Identifies legislative and regulatory impediments to
effective write-off policy, procedures, and criteria.

5. Develops risk analysis criteria which can be used
governmentwide to evaluate the collectibility of loans
to individuals, businesses or foreign recipients in
any proposed or existing loan program.

6. Develops credit scoring procedures which can be used by
Federal credit managers to evaluate the collectibility
of a loan to an individual, business, or foreign recipient
before the loan is made.

In developing the above criteria and procedures the contractor
will examine practices that exist in the private sector and
determine the extent to which they are applicable across the
wide range of federal programs.

Potential Data Sources

In addition to the potential data sources identified in
Attachment A, it is noted that the Debt Collection Project at
OMB has developed profiles for 50 of the major programs. The
agency action plans to be submitted under OMB Bulletin 83-11
may also provide useful information.

Work Plan Milestones

Major Activities Datée
PHASE 1
Contract Award May i6
Agenda for Conference Developed
and Approved by Trgasury May 23
Conference Held (Tentative) June 10
Analytic Framework Developed June 24

Treasury Approval of Analytic Framework June 30
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Matrix of Government Programs Developed
Survey Instruments Developed and

Pilot Tested
Survey Administered by Treasury to

All Federal Agencies
Agencies Respond to Survey
Analyses of Agency Responses Completed
Publication of Report

PHASE 2%

Deliverables 1 through 6 cited earlier

July 5§

July 19

July 25

August 25

September 1

September 6

December 30, 1983

* Note -- detailed milestones and delivery dates will be
developed following completion of phase 1. :
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) PRQZECT BCRK PLAN
THE RCLE CF TREASURY AS A LEAD AGENCY RCR
THE CREDIT/CERT MANAGEMENT FRQZ=CT

I. BACKQROQUND

The Department of Treasury has been requested by the Office of Managemsnt
and Budget to assume the lead responsibility for the development of uniform
siancards for credit allocation, risk analysis, and delinquent loan write-off
po.icy. With respect to the magnitude of the prcblem, from {iscal year 1971 to
-1981, new direct Joan obligations increased on the order of 445% to $57.2
billion, anc new Joan guarantse commitme=nts increased about 99% to $76.5
billion. During this same pericd payments by borrowers were substantially below
government lending activities, thereby increasing the total amounts owed to or
guaranteed by the government. Direct loans cutstanding at the end of fiscal year
1981 totaléd $185 billion, an increase of 248% from 197]1. Cuaranteed loans
cutstancing mncreased 121% from 1971 to $309.1 billion. (These data are
reported in The Caralog of Federal Credit Prozrams and Their Imerest Rate
Provisions prepared by the General Accounting Office, Decomber 28, 1982.)
Trere may be many factors which have centributed to the large increase in
outsiaaing loans. One likely factor is the statutory authorizations for these loan

. programs.

Three years ago the Office of Management and Budget formed a task force
on Dedr Collection in order for the federal government to identify the total
amount of debis owed to each of its agencies. The task force completed its study
in late 1982 and, since that time, OMB has ccatiued to track total agency
debts on a quarterly basis.

Tre task force did not, however, look beyond dollar amounts of debt to
identily statutory and/or regulatory policies for each specific agency regarding
d=bt collection, credit standards, risk analysis, and write-off{ censiderations.

QM3 has been successful in collecting debt collection data necessary as a
basis for government-wide guicdance. In fact, concrete plans for improving debt
collection have been drafted which take into censideration this information.

But to date, OMB has not issued a debt collectien circular to establish
precise guidelines for credit standards, risk analysis and write-off policy because
of the difficulty of providing specifics that could have general applicability for
all agencies.

Last year Congress passec the Deb Collection Act of 1982. This legislation
was designed to provide tools for govemment agencies to ameliorate the;r rising
debt collection difficulties. GAO and the lJustice Departmsnt have been busy
trying to promulgate regulations pursuant to interpreting ths Act. The Bureau of
Covernment Financial Cperations looked towards establishing uniform interest
standards for debt to federal government in the wake of the Act. Still, however,
even the term "debt" under the Act has been madequately defined after cae and
one-half years of dispute.



Up to now, no government agency has attempied to establistr a model system
for credit management and debt collection. There have been General Accounting
Oilice studies of credit/debt managemsnt. No government-wide standards have
been established as to what are appropriate credit standards for owerall
government dedt programs. There is no standard risk analysis formula or uniform
policy for writing-off bad debts. Agencies are unaware of the credit standards
used by other agencies, and there have been jnadequate inter -2gency
communications pursuant to substantive debt collection issues. It will be the

‘Treasury's cbjective to develop specific recommendations for improvements in
these areas. EI

On an informal basis, the Treasury Office of Federal Finance has advised
federal loan program officials on mintnum credit ‘management standards. Through
its direction of the Federal Financing Bank, this office has also assumed an
" infermal advisory role in portfolio analysis. CMB Circular A-70 is used as a
reguiaiory basis for its recommendations. :

Federal credit allecation and administration by various agency and department
pregrams could be profoundly impacted by the ramifications implicit n a
povernment-wide set of credit standards. For example, standards might be
developed according to the classification of borrower, e.g., industry, busiress,
individual, etc. In the interest of effective resource allocation, credit standards
may have to be reviewed in light of federal policies and pregrams. Programs may
exist to provide benefits for the “social good," national eccnomic develcpment,
or ameliorative subsidies, considered as loans which, in fact, are grants, cue to
the low probability of repaymeant. Examples of the latter are loans to business
sectors or indusiries that fit in a low growth/low survival matrix.

Scund, front-end credit standards which adequately assess the borrowing
entity's economic and fmancial ability to survive as a viable cperation and
mzintain timely loan repayments should be censidered. Similarly, there should be
assurance that the government is, in fact, th= lender of the last resort. Pregram
policy and legislative intent, where applicable, will be reviewed in light of these
considerations.

L. FROZCT SCCPE
The Treasury Department will conduct a detailed analysis of the following
three major areas as part of its efforts to develop recommendations f{for

government-wide improvements in credit/csbt management activities:

l. Improvements in the development and application of credit standards for
credit granting.

2. Improveme.r.s in the application of risk analysis for credit managemsnt
and debt collection.

3. Improvements in write-off policies related to loan losses and loan sales
on a discounted basis.




The final recommendations which are develcped will be é:sgncd to achieve
the following obpectives as related to the scope of work.

1. Rescurce Managemesnt

a. Net doilar savings, both over the near and long term,
b. Improvement in the management and allecation of fihancial
and managerial resources.

2. Managemsnt Control of Lean Administration

Improved information systems.

Identified rationale and acccuntability for decisions.

Ci Improved records and reports, for corrective acnon. risk analy-
sis, and loss reserve forecasung

d. Adoption of relevant private sector banking practices.

oo

3. Governmental Impact

a. Covernment -wide applicability of credit management and dabt
collection policy and procedural recommendations.

b. Identification of potentizl legislative changes which would
permit loan policy recommendations to be implemsnted.

c. Assessment of compatibility with other Reform '38 project
results.

1. STATEMENT OF TCRK

The project will provide a review and analysis of all loan pregrams cperated
by the government, including the identificaticn of current credit standards, risk
anzlysis and write-of{ procedures and the statutory and regulatory bases for
these policies. These standards and prccedures will be compared to credit man-
agement standards and procedures used I private sector financial institutions.
The project will determine the applicability of private sector {mancial managem=nt
procedures and practices to governmen: Joan pregrams. The project will censider
the feasibility of introducing government-wide uniform standards for determining
credit  worthiness, . risk analysis, and {for discounting and writing-off debt
portfolios. A final report will be presented which provides recommendaticns for a
comprehensive credit/debt managem=nt system for adopticn government-wide.

Sp=cific tasks to be accommlished mcliide:

1) A Department of the Treasury-sponsored roundtable for representatives of
each major agency with loan programs will be h=id to provide a forum for



2)

3

4)

discussion of the major issues and concerns relating to  credit/debt
management and the developm=nt of government-wide standards ond
procedures. The roundrable will also provide an cpporumity for each agency
to describe current credit standards, rick analysis and write-off precedures,
and the statutory and regulatory basis for such such policies and
procedures. The participants will also discuss the primary public policy
mtents of the pregrams cperated by their agencies.

Treasury will be responsible for convening and conducting the raundtable. The
consuliants selected by Treasury to assist in the project will work with
Treasury to defme the specific cutcomes expected from the roundtable and
will artend the rcundiable. ‘

An analytic {ramework for studying all loan programs cperated by the
government will be developed by the consultants. The purpose of the.
framework is to provide a tool for cenducting a systematic analysis of the

characteristics of the prcgrams. A set of identifiers for classifying loan

programs will be developed and applizd to the more than 400 prcgrams. This

matrix will consicer, for example, the government's primary purpose in

making the loan as cne of the identifisrs. To illustrate, the government's

primary purpose in extending a loan may be to provide eccnomic stimulus, to

accomplish social good, or to carry out some= other public purpose. The

framework may also take into ccnsiceration characteristics of the recipients

o! the loans, individuals or businesses, ond specific factors such as access

to other sources of capiral and potential risk to the government in collection

of payment. This framswork will clarify the credit/dsbt managemsnt issues

and problems relating to each categery of Joan pregrams and will facilitate

identification of model standards and preocedures sensitive to public policy
concerns which must be censidered for any such model system to be

implemented.

In carrying out this task, the censultants will review existing decuments
presenting informaticn on the federal government's various credit prezrams.
Tre consultants will cenduct interviews within the major agencies which
operate Joan programs and withih GAO, Treasury, and CA\B, as necsssary,
to supplement written studies and reports.

The consultants will then review the analytic framework with Treasury.
The consultants will develop a matrix of government-cperated loan pregrams
based on the analytic framswork developed . Task 2. This matrix will

provide the structure for the detailed data collection and analysis activitizs.

Instruments will be developed by ths ccnsultants to collact detailed data on
current credit standards, risk analysis and write-off procedures, stawtcry

and regulatory bases for current policies, and current smtus of the

program's portfolio for each of the pregrams. The data collection
instruments  will be pilot tested by the ccnsultants prior to being
administered to all agencies.

St



5)

6)

7)

2)

9)

10)

1)

Treasury will be responsible for distrrituting and cllecting the data
collection mstruments.

The consultants will prepare summary formats for compiling the data ond will
test the formats on actual data provided by a sampls of departments.

Analysts assigned by Treasury will have primary responsitdity for compiling
the data and for preparmg summary gnalyses, with asistance frem the
consultants as necessary.

Using this comprehbensive data base, the consultants will analyze current

crecit/debt managems=nt procedures for programs cperated by the government.

The performance of each prcgram's portfolio will be malyzed. Rased on -
their knowledge of private sector debt management standa=ds and procedures,”
the consuliants will identify significant differences betwe= public sector and .
private sector practices. Trey will analyze whether and tow private sector

policies and practices might be applied to the loan pregrams cperated by tie

federal government. The ccnsultants will docume=nt consraints fmposed by

statutory or regulatory provisions governing the operations of the varicus loan

programs. ) ’

The consultants will prepare recommendations on crect standards, risk
analysis and discounting /write-0ff formulae and procedices i light of the
evaluation they have conducted of the prcgrams cperated iy the government.

Treasury will review the recemmendaticns prepared by e ceneultants and
will be responsidle for conducting an interagency review if that step is
determined to be appropriate at this stage. ' :

In light of the comments provided by Treasury (and other agencies as
appropriate), the consultants will develep model systens for credit/cabt
managemsnt control for cach pregram's portfolio. The =ode! will take into
consideration relevant statutory and/or regulatory oxstraints and  will
identify the meed for any changes necsssary to implemsrz the model system.
Tre model will address the applicatility of differential terms and cocnditions
for loan programs.

Treasury will review the model system, and the ccnsulants will revise the
proposed mode! as appropriate & light of that review. Treasury will be
responsible for conducting any external review of the proposed system.

The consultants will present a fmal report to Treasury presentng
recommendations for comprehensive credit/dsbt managemmt control, including
a model sysiem addressing govemnment-wicde credit st=dards, risk onalydis
and write-of{ procedures. Recommendations may identify needs for legislatire
and/or regulatory changes and whether a single ogexcy should bs given
responsibility in this area.

12) Treasury will present the {mnal report 1o the Stesring Committee.,




Iv. POTENTIAL DATA SOURCES

Existing data sources which will be reviewed mclide:

1.

*Arney Managem=n: Study," Xint Fhnancial Management Improvement
Program, 1976.

"Project Plan"™ and "Agency Review Cuide," Dbt Collection Project,
{{ice of Management and Budget, 1979.

"Report on Strengthening Federal Credit Managemsnt," Office of
Management and Budge:, 1981.

-

“Catalog of Federal Credit Programs and Their Interest Rate
Provisions , " General Accounting Office, 1982. )

"Seecizl Analysis F, FY 1984 Budger," Office of Management and
Budget, 1983. .

WCRK AAN MILESTONES

MASCR ACTIVITIES ELAPSED TIVE

Project Plan Arproved

Selection of Ceonsultants | Start-Up
Agency Roundiable on Debi Collection 30 Days
Second Quarter of FY 83 Closes for March 31
Reform 88 Reporting to G\ES

Second Quarter FY 83 Reform 328 April 30
Reporting Due

Develop Analytical Framework for 50 Days
Loan Program Project

Internal Review by Treasury 60 Days
Develop Matrix of Government-Operaied 70 Days
Loan Programs

Intemal Review by Treasury 80 Days
Devejop Survey Instruments and Cenduct 90 Days
Pilot Test '



MAXR ACTIVITIES BLAPSED TIMZ

Intermal Review by Trcaser 100 Days
Distribute and Collect Survey 120 Days
Instrum=nts (8 largest agencies)

Third Quarter FY 83 Reform 88 Reporting ly 31
Do ,

Anzlysis of Dara Collected and Formulation 120 Days

of Recommendations

Internal Review by Treasury 140 Days
Develop Model System for Credit/Debr 170 Days
Management Control )
Internza] Review by Treasury 180 Days
External Review of Model to Be Completed 240 Days
Fourth Quarter FY.83 Reform 88 Reporting Cctober 31
Due

Completion of Treasury's Review of Agency 270 Days
Comments '

Macifications to the Model System and 300 + Days

Completion of Fmal Report

Presentation to the Steering Commintes 300 + Days

V. FRROZCT MANAGEVENT AND STAFFING

Treasury will commit two full-time analysts and one part-time support
person, and will provide executive and managerial owersight on the project.® In
addition, a consultant will be retained to provide assistance in the development of
an analytical framework, data collection instruments, and draft models for the
credit/debt management system.

Eaxch of the {ive largest “"creditor™ agencies will be asked to detail a senior
analyst from their credit or debt collection organizaticn to the Teasury and will
reimburse Treasury for one and ene-half clerical siaii years.

* This estimate is subject to significant revision when {inal resourcs
requirements are determined.




In addition, each such agency and BGFO, C\MB, GAO, and the Department q!
Justice will name a senior credit or debt collection official to represent their
respeCtive agencies at interagency meetings called by Treasury.

All creditor agencies will reimburse Treasury for the cost of consultants end
related services required for this project.

VI. REPCRTING RECQUIREMENTS

Tre Department of Treasury will provide a report on the prcgress and status
of the project to the Steering Commines as part of its quarterly FY 83 Reform

88 report. The fimal report detailing the Model Credit/Debt Collection Centrol
System will be presented to the Steering Committes. i
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