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DIGEST: :
1. Tnere is no objection, 4in principle, to the
use of a reasonable method of establishing
- realistic points of diminishing returns for
debt collection purposes wien deternining
whether to engage in collection action in
out-of-gervice debt cases s30 long as the
method 1s sufficiently flexible to serve
the needs of the services yct retain appro-
prlate controls within the system. See
31 U.S.C. 951-953 and 4 C.F.R, 104.3 and
4 GAO 55.3.,

2. The request of the military departments
for GAO concurrence in a cluange in policy
with respect to the establishing of mini-
mum debt amounts for which collection action
wiil be taken against individuals no longer
in service is not approved since the submis-
sion and other information available indicate
differences, inaccuracies, and errors in the
justification of such action. The General
Accounting Office will not cnderse a change
of rules until it is demonstrated that the
departments can accurately establish the
point of diminishing returns in collecticn
cases.,

This action is in response to a letter from the Assistant
Secretary of Defense (Comptroller) requesting an advance decision
concerning several questions relating to possible changes in the
minimum amount of collection when determining whether to engage in
collection action for out-of-service debt cases. The questlous aad
discussion thereof are contained in Department of Defense Military

'~ Pay and Allowance Comaittee Action No. 520, enclosed with the letter.

The questions presented are as follows:

"1, May the services be authorized to use a floating
minimum amount for collection when determining
whether to engage in collection action in out-of-
service. indebtedness cases?
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"2, If tha snswer to 1 above is in the negative,
nzy the gervices be authorized to use different
mininmusm sreunts for collecticn, not to exceed
$150, vhen deterpining whether to engeae in
collection action in cut-oi-servics indebredness
cases?. :

The discussion contsined in the Cowmittes Action motes that
this Office coacurred inm the recomskndatica of the Department of
Defense HMilitary Pay and Allowance Comaittee in Counittee Action
Ma. 264 and Committea Acticn No. 455, which recoumended thet
collecticn action not be taken in out-of-service debt cases for
snounta of $19 or leea and $25 or less, respectively, when a
aotice of exception hsad not been issued.

The discussion etates that results of recent cost studies
conducted by the various services to doeteoruine tihe cost of
establishing, nmaintzining, end [inelizing a debt casc for forney
pemhers indicate tact the costs associated with ccllcerion aceion
vary esmong the services end will continue to vary. Thus, the
discunaion suszests that aa epen-ended, flosting, windmue gioumt

" for celicetion be used instead of & unifcrs sindmua anwuat,

Bowever, if the services are not auibhorized to use such & flenting
sinizum azount, the discussion indicates that it would appaar
degcivable that cach service, based on its estimate &s to the

cost effcctivenens of ite collection efforts, Lo permitted to

usa diiferent winisus smounts not to excead $153,

The Fedaral Claims Collection Act of 19466, approved July 1%,
1246, Peblic lLaw £0-503, EO Stat. 303, 31 U,8.0. §$51-053, provides
that collection acticn may be torminsted or suspended wien it
appears that the cost of collecting the cioin {5 likely to exceed
the emount of recovery, '

This act further provides that:

“The hoad of an ageney or his dasiges,
pursuant to rejulations prascribed by hin and
ia confercity with such standerds &s may be
prosulseted jointly by the Attorney General and
the Corptrollicr General, shall attemnt collection
of all clzizs of the Unlted States for money ox
property arising out of activitics of, or
referred to, Lis agency.”
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o loreover, & GAC 55.1 provides in part:
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The standrrds prescribed jointly by the Attornsy Coneral
and the Cemptroller General purgusat to the above authority are
centained In 4 C.Z.R. 11-105. In those standards section 104,3(c¢)
provides that-~"Collectien zction may be torminated on & claim

when 1t is iikely that the eost of further collection action vill

erceed the anouat recoversble theraby.”

Chapter 3 of the General Accounting Cfflce Manual for
Cuidance of Federal Ageacles (4 CAO 52 ~ 57.%) eccts out 4in dotsil
collection procadures for debts ia genetal of which & GAC 35.3
provides in part as followvs:

"Aduinfetrative cocllection procadures should

yrovﬂ( fer the establiahment and observoence of
celistic points of diuinishing veturnas & & *

b???ﬂd wirieb further collection efforts by the
eganay are not justifiied, ¥a catadblishing polnts
of diadndishing returne, consideration eshaoculd he
given to estizsted or actunl recovery rvotes in
velation tor

"(1) The ccats of the different types of action;
*(2) Tha sire of the debt; and

"(?) The apparent poseibilities of ¢ollection
through a ency'e efforts and thome of othar a*anc;uax"

!

“ Y7o ba effective, azency debt collection
prograns nast be co*ﬂreneﬂqive, vigoreus, and
unifornly applied in principle. # #®

See alsoe 4o counmection with the foreselng, Department of
B>£cune Directive Nunher 54515. 11 Deecenber 12, 1944.

With respect te the collecticn action of indebtedness of

‘out-of-cervica persomnel, tha Aray steted 1n a report dated

August 12, 1575--which accompsoied tie Cormittee Action ragueut-—.
that it vas. the Army's view that an approach to deternine costs
of ccllection acticn based solely on the costs of gending



B-115800
B~1175604

collection lattars £2ils to conszider the total epactrun of
collection activity. For example, under the Aruy'e procedures,
costs znsociated with the dispatch of gecond and thizrd letters are
relatively szzll since these letters are prepared by & computar,
vhereas cogt of the first collection "latter fnvolves maintenauce
of controis, rescarch and response to rebuttals and additional
proccesing sctions including address requesta te the Juteraal
Revenue Service whea debtors £ail to respond. Baged on its -
analysis of debt categories, costs per letter, end estinated
recovery, tha Arry recoxmends that collccticn acticen bz increased

fron $25 to §15C.

The Navy, which based 4ts analysis ceu & glizhtly different
concert, "“Return on Investrent,' concluded that it would be cost
affecotive for the Navy to isnore dehts of $100 and telow whcreens
thie Merine Corns, usinz & cost/raturn analysis, devarsinad that
f¢ was not cost effective to collect debts underx T50. The Alr
Yorce cost stuly cf 1074 indiestad that the total cost for eaeh
out-of~servica dabt ceas, iscluding the cests of criginstiog,
maintatuing, nad sooltoriag debt collectiona totaled
Ay Force recosmends that each service be reszuonsible to prove itg

ovmn position for minduoum eollection and coocluded that tpo currant
&

Departizant of Defense minimum dabt cellection eriterion of §I5 was
underetated.

gt 7w L
Sritedde feLs

- Peview of the cest effectivensss etudies propared by the
Jeervices znd suhritted with Cemnittes Action Moo 520, roveals
Cwide differences and posnible errors both in the methods used end

the resulting poines of diminishiug returas.

For exanple:

There 18 a2 largze unewolained dif{erence betweea the
sarine Corps' estimata of tha cost of eending 8
collestion letter (§$3.78) and the Havy's estimate
($15.55). Although the Marine Cozns recomrends thet
. ghe $25 14mtt be iveressed to §$75, the coct dsta
gubm{itted indicates that purauing debts ia both the
$25.01 .to $50 rauge and the $30.01 to $75 range is
cast effcctive beesuse of the high percentage of
eollections from the third collection letter.
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The Army cost £figures shov that the total lst, 2nd,
and 3rd letter coste for debts in the §125 - §1£9.99
range was $£135,796.00 vhereas total costn for cebts
in tha §150.0G30 to $174.99 renge wes 5140,300.00.

‘ : . These two cost figures supgest that each dollay renge
‘ : 1necluded substantially the sane nunber of debts. How-
ever, estimsated recoveries for the two dollar ranges

‘were respectively $90,200 snd §314,040, This grest
recovery digparity does not appear to be. consistent
with the stall aifference {n averaze debt amount

- for the twoe raazes.

Althoush such apparent dlacrepancies nisht be eatisfactorily
. resolved by exauminatiom of the supporting data snd discussion of
'1(34 the sorvice stuifecs wich service rerresantatives, a very limdted
R inquiry by cur auditorsg inte theun atudies at two of the finance
{~ﬁ centern redeed further doubrs as to the uscfulness of those studles.
- For exsuple, we have been advised that

A8 a result of computer procescing, the &ix Force
beilieves its costs now zpproximate $40,02 pex case
pe

rather than the §74.27 determined by the March 2o,
- 19751 gtuifi?-

: . - The Havy's anglysis-wiich develcped an average cost
o of £13.56 to issue a collection letter-sppears
" erroncous i that total costs were divided by tae
sumher of debts procassed, rather than by the nunber
of letters issued. Favy records snov et it cost
$6.51 to fesus the first demand letter and about $.44
per letter for subsequent lettevs.

, Ve do not object in principle to either of thé proposala
e guspested in the subrdssion, ner aay other ressonsble method of
% establiching realistic points of dimicishing retumms for dabt
e collection purposes which would be sufficiently flezible to scrve
o " the necds of the services, yet rctain apprepriate controls within
the system, BDowever, in view of the indicated differences &mony
the services in the accountiny concepis used to support their own
debt collection poiut of diminishing return gnd the apparent )
" dispsrity of findings, we do not believe that the information as
supplied is sufficiently {nformative to justify fuplementing 3
change from the current procedures, '
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In response to the questions presented, we would have no
objection to approving 2 floating minimun amouant for collection,
but the plan for determining wiether to engage in collection
action, including the cost studies juetiiying minimum avounts,.
nuzt have a sound and reosonably consistent basis. Accordingly,
until a coordinated and properly justified plan is prepared, we
do not endorsc a change in existing procedures.
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® Comptroller General i

of the United States





