CHAPTER 7.  LATE PAYMENT AND OTHER CHARGES

SECTION A. INTEREST

7A.01	STATUTORY AUTHORITY

a.	Public Law 96-466, 38 U.S.C. 501(a) and 5315, and 38 CFR 1.919 gave VA specific authority to charge interest on any amount owed the United States:

(1)	Resulting from a person's participation in a benefits program administered by VA, or

(2)	For an indebtedness resulting from the provision of medical care of  services under chapter 17 of 38 U.S.C., or

(3)	To the extent not precluded by the terms of the loan instruments concerned for an indebtedness resulting from a person's participation in a program of loans, loan guaranties, or loan insurance administered by VA.

b.	Public Law 97-365 and 5 U.S.C. 552a(b), implemented by 38 CFR 1.919 gave VA specific authority to charge interest on all nonbenefit debts in accordance with 4 CFR 102.13.  This law excluded Federal, State, or local government debts.  However, VA maintains the right to charge States and local governments interest under common law.

7A.02	APPLICATION OF STANDARDS

Basic Elements.  The elements listed below will be applied when charging interest.

(1)	Interest will be charged on all debts owed VA, except

(a)	Debts paid in full by the payment due date as specified in the initial collection notification.  The payment due date is defined as 30 days from the date of the initial collection letter unless an exception is granted by VACO (047G7).

(b)	Debts in a current repayment plan or offset program prior to initial  notification of intent to charge interest in a specific benefit program.

(2)	Interest accrues from the date of initial notification (although it is not actually assessed until the 31st day).

(3)	Interest will not be forgiven as an inducement to pay in full at some later date.

(4)	Interest will accrue during the period a debt is being contested or is being considered for waiver.  If the debt is waived or the debt is cleared by corrective award action, the accrued interest will also be waived.

(5)	Interest will accrue during the period that collection action is suspended.

(6)	In death cases, interest will accrue only up to the date of death.

(7)	When a debtor has entered a petition under the provisions of chapter 13  of the Bankruptcy Code, interest will accrue only up to the date of the petition.

(8)	Late payment interest shall not be demanded or collected on civil penalty and forfeiture claims unless the statute under which the claim arises authorizes the collection of such interest.

(9)	When a debt is paid in installments, the payments will be applied in accordance with the so-called "U.S. Rule," first to marshal fees, court costs, penalty charges, administrative costs, interest and last to principal.

7A.03	DEBTOR NOTIFICATION

Debtors must be notified in the first notification of the debt that interest will be charged at a specified rate from the date of the letter unless payment in full is received within 30 days from the date of that notification.

7A.04	INTEREST RATE

a.	Prejudgment Interest

(1)	The rate of interest is the Current Value of Funds to the Treasury  (CVFT) rate.  (See Appendix F.)  This late payment interest charge is reimbursement to the Government for the loss of the Government's ability to invest the timely recovery of the debt for the period of time that the payment is late.  Stations will be notified by VACO (at the end of each calendar year) of the interest rate for new receivables established in the following year.

(2)	Once an interest rate has been designated for a debt, that rate will remain the same for the life of the debt.

b.	Postjudgment Interest.  Once a judgment has been issued, simple interest will be assessed at the rate specified in the judgment.  This rate of interest shall be charged from the date of judgment.  Postjudgment interest shall also be compounded annually on the anniversary of the judgment.

7A.05	REPAYMENT PLANS

This paragraph is applicable only for those programs which already had accounts receivable in existence before implementation of interest charging in those programs.

(1)	Repayment Plans Established Prior to Notification of Intent to Charge Interest.  Late payment interest will not be charged unless the debtor becomes 30 days delinquent in repayment.

(2)	Repayment Plan Established Within 30 days of Notification of Intent to Charge Interest.  Financing interest will be charged on the repayment plan.

(3)	Established Repayment Plan Becomes 30 Days Delinquent.  Late payment interest will be charged on the defaulted repayment plan.

7A.06	INTEREST COMPUTATION

a.	Interest is computed on 30-day periods as simple interest, using a 360-day year.  A partial period even one day, is considered a full 30-day period.

b.	Following is an example of how interest will be computed:

The initial demand letter is dated January 1; the principal amount owed is $100; the CVFT rate is 8.000%; and payment was not received timely (by January 30).  On January 31st (31 days after the invoice date, one day late), the second demand letter is sent and informs the debtor that the debt is now delinquent and that interest is now owed in addition to the principal.  Interest is computed and assessed through the payment due date of the second demand letter (March 1st) as follows:

					INTEREST

				Jan 1 through March 1, 1991



			Principal	x	Rate 	x	Time	=	Interest

			$100		  	.08	     	60*/360	=	$1.33



* 31 days rounded to next higher full 30-day period, (60 days).  The debtor is assessed interest for two 30-day periods, January 1 through March 1, the payment due date of the second demand.

VA components may request an exception to this rule, but not to assessing interest for two 30-day periods.  All requests, in writing, are to be sent to VACO (047G7).  The reason(s) for the need for a variance must be fully explained.

7A.07	DISPUTES, WAIVERS, AND HEARINGS

If a debtor formally files a dispute of the existence (validity) or amount of the debt, a waiver request, or requests an oral hearing within 30 days from the date of notification, interest will continue to accrue.  However, these charges will not be collected by offset from benefit payments until VA has made a determination on the issue unless such action is determined to jeopardize VA's ability to recover the full amount of the debt.

7A.08	DEPOSIT OF INTEREST COLLECTION

Except for education loan receivables, interest collected is to be deposited to General Fund Receipt 361435, Proprietary Interest—Not Otherwise Classified.  Education loan interest is to be deposited to 36X4118.

�SECTION B.  ADMINISTRATIVE COSTS

7B.01	STATUTORY AUTHORITY

a.	Public Law 96-466, 38 U.S.C. 501(a) and (b), 5315, implemented by 38 CFR 1.919 gave VA specific authority to charge administrative costs on any amount owed the United States:

(1)	Resulting from a person's participation in a benefits program administered by VA, or

(2)	For an indebtedness resulting from the provision of medical care of services under chapter 17 of 38 U.S.C., or

(3)	To the extent not precluded by the terms of the loan instruments concerned, for an indebtedness resulting from a person's participation in a program of loans, loan guaranties, or loan insurance administered by VA.

b.	Public Law 97-365 and 5 U.S.C. 552a(b), implemented by 38 CFR 1.919 gave VA specific authority to charge administrative costs on all nonbenefit debts in accordance with 4 CFR 102.13.  This law excluded Federal, State, or local government debts.

c.	Title 28 U.S.C. 3011 provides authority for the assessment of a 10 percent surcharge on debts which are referred to DOJ or DC for enforced collection through litigation.

7B.02	ADMINISTRATIVE COSTS

Administrative costs have three components:

(1)	Monthly charge.  The monthly rate represents the additional direct and indirect costs incurred by VA when more than one payment request must be made.  This charge is adjusted annually.  Note:  Medical care debts will incur only a single monthly charge even though there are multiple claims/bill.  Stations will be notified by VACO each calendar year of the administrative cost that will be assessed during that year.  However, beginning in 1993, VHA and VACO Finance Service is responsible for determining their own administrative costs.  See chapter 27.

(2)	Litigation Surcharge.  A surcharge will be assessed when a debt is referred to the DOJ or DC for enforced collection.  The surcharge is 10 percent of the amount of the debt and is intended to cover the costs to the Government for litigation and judgment enforcement.

(3)	Certain variable costs.  Certain variable costs are also charged on delinquent active accounts receivable in the actual amounts incurred by VA such as:

(a)	IRS locator action,

(b)	Other locator action,

(c)	Asset income/credit report request,

(d)	Private Collection Agency fee,

(e)	IRS tax refund offset referral fee, or

(f)	Any other cost incurred as a result of collecting a delinquent debt.

7B.03	APPLICATION OF STANDARDS

The elements listed below will be applied when charging administrative costs.

(1)	The monthly administrative cost is a fixed amount that is owed by the debtor for each full or partial 30-day period that the debt is delinquent.  A debt is considered delinquent if it is not paid within 30 days of the date of the initial notification.  Administrative costs will not be charged on debts paid in full within 30 days from the date of notification or on any debt where an acceptable repayment plan is received from the debtor within the initial 30-day period.  If an existing repayment plan is defaulted on and a new plan is established (rescheduled receivable), any additional interest, administrative costs, and other charges are added to the amount owed at the time of default when determining the new principal amount owed under the new repayment plan.  A repayment plan will be considered delinquent when payment is not received by the due date.

(2)	Administration costs will not be forgiven as an inducement to pay in full at some later date if either a debt is not paid in full or a repayment plan is not submitted within 30 days of initial notification of the debt.

(3)	Administrative costs will accrue during the period the debt is being contested or is being considered for waiver.  If the debt is waived or the debt is cleared by corrective award action, the accrued administrative costs will also be waived or cleared.

(4)	Administrative costs will accrue during the period the debt is suspended.

(5)	In death cases, administrative costs will accrue only up to date of death.

(6)	When a debtor has entered a petition under the provisions of chapter 13 of the Bankruptcy Code, administrative costs will accrue only up to the date of the petition.

(7)	Administrative costs shall not be demanded or collected on civil penalty and forfeiture claims unless the statute under which the claim arises authorizes the collection of such costs.

(8)	Administrative costs will accrue until the debt is referred to the DOJ or DC for litigation.

(9)	When a debt is paid in installments, the payments will be applied in accordance with the so-called "U.S. Rule," first to marshal fees, court costs, penalty charges, administrative costs, interest, and last to principal.

7B.04	APPLICABLE ACCOUNTS RECEIVABLE

Administrative costs will be charged on all debts owed VA.

7B.05	DEBTOR NOTIFICATION

The first demand letter to the debtor must state that administrative costs will be charged at a specified monthly rate (subject to change annually) from the date the debt becomes delinquent (this is usually defined as 31 days from the date of the initial demand letter) unless either payment in full or an acceptable repayment plan is received within 30 days from the date of the letter.

7B.06	REPAYMENT PLANS

This paragraph is applicable only for those programs which already had accounts receivable in existence before implementation of administrative costs charging in those programs.

(1)	Repayment Plans Established Prior to Notification of Intent to Charge Administrative Costs.  Administrative costs will not be charged unless the debtor becomes 30 days delinquent in repayment.

(2)	Repayment Plan Established Within 30 days of Notification of Intent to Charge Administrative Costs.  Administrative costs will not be charged.

(3)	Established Repayment Plan Becomes 30 Days Delinquent.   Administrative costs will be charged on defaulted repayment plans.

7B.07	ADMINISTRATIVE COST COMPUTATION

Following is an example of how administrative costs will be computed:

(1)	The initial demand letter is dated January 1; the principal amount owed is $100; the monthly administrative costs rate is $1.16 per 30-day period; and payment was not received timely (by January 30).  On January 31 (31 days after the invoice date, one day late), the second demand letter is sent and informs the debtor that the debt is now delinquent and the administrative costs are now owed in addition to the interest and principal.  Administrative costs are computed and assessed through the payment due date of the second demand letter (March 1st) as follows:

				  ADMINISTRATIVE COSTS

				Jan 31 through March 1, 1991



		 Amount per	      	Number of	

		30 day period	x	  periods		=	$ Amount

		   $1.16	   	x	     1		=	$ 1.16



7B.08	DISPUTES, WAIVERS, AND HEARINGS

If a debtor formally files a dispute of the existence or amount of the debt, a waiver request, or requests an oral hearing within 30 days from the date of notification, administrative costs will accrue.  However, these charges will not be collected by offset from benefit payments until VA has made a determination on the issue unless such action is determined to jeopardize VA's ability to recover he full amount of the debt.

7B.09	DEPOSIT OF ADMINISTRATIVE COSTS COLLECTIONS

Administrative costs collections will be deposited to General Fund Receipt 363220, Proprietary Receipt—Not Otherwise Classified.

�SECTION C. PENALTY CHARGES

7C.01	STATUTORY AUTHORITY

a.	Public Law 97-365 authorized Federal agencies to assess a penalty charge not to exceed 6 percent per annum for failure to pay any portion of a debt more than 90 days past due.  The law excluded Federal, State, or local government debts.

b.	Penalty charges will only be assessed on nonbenefit debts.  Comptroller General Decision dated June 8, 1987, states that debts arising in VA programs under Title 38 U.S.C. are not subject to late payment penalties under the FCCA.

7C.02	APPLICATION OF STANDARDS

a.	Basic Elements.  The elements listed below will be applied when charging penalties.

(1)	A 6 percent penalty will be charged on any portion of a nonbenefit debt (includes employee debts) that is more than 90 days past due in addition to late payment interest charges and administrative costs charges.

NOTE:  While the 6 percent penalty is not assessed until the debt is delinquent for more than 90 days (121 days from the date of the initial demand letter), it accrues from the date the debt became delinquent which is 31 days from the date of the initial demand letter.

(2)	Penalty charges begin on the 121st day from the date of the initial demand letter, as the first 30-day period is not considered a delinquent period.

(3)	When a debt is paid in installments, the payments will be applied  in accordance with the so-called "U.S. Rule," first to marshal fees, court costs, penalty charges, administrative costs, interest and last to principal.

(4)	If a debt is waived, penalty charges will also be waived.

b.	The first demand letter must state that penalty charges will be assessed at 6 percent per annum if a debt is delinquent for more than 90 days.

7C.03	PENALTY COMPUTATION

a.	Penalty is computed on a 30-day period as simple interest, using a 360-day year.  A partial period, even one day, is considered a full 30-day period.

b.	Following is an example of how penalty will be computed.  The initial demand letter is dated January 1; the principal amount owed is $100 and payment was not received timely.  On May 1, 121 days from the date of the initial letter, payment has not been received.  Penalty is computed as follows:

		6% Penalty

					May 1 - May 30, 1991



		Principal	  X	Rate	   X	   time	=	Penalty

		  $100   	   	.06		120/360	=	$2.00



VA components may request an exception to this rule.  All requests, in writing, are to be sent to VACO (047G7).  The reason for the need for a variance must be fully explained.

7C.04	DEPOSIT OF PENALTY COLLECTION

Penalties collected will be deposited to General Fund Receipt 363220, Proprietary Receipts—Not Otherwise Classified.

�SECTION D.  APPLICATION OF PAYMENTS

7D.01	APPLICATION OF PAYMENTS

a.	When a debt is paid in partial payments or approved installment payments, payments received shall be applied in the following order:

(1)	Marshal Fees - 360869; Fees for legal and judicial services, not otherwise classified.

(2)	Court Costs - 360869; Fees for legal and judicial services, not otherwise classified.

(3)	Penalties -  363220; Proprietary Receipts, not otherwise classified.

(4)	Administrative Collection Fees - 363220; Proprietary Receipts, not  otherwise classified.

(5)	Interest - 361435; Proprietary Interest, not otherwise classified.

(6)	Principal

b.	Collections received are to be credited to the proper account in a timely manner.


