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Issue:

Should the Department charge interest and administrative costs on
compensation and pension-related dabta?

Finding;:

Federal law (Veterans Rehabilitation and Education Amendments of
1980; P.L. 96=466, § 605(a); 38 U.S.C. § 5315 (formerly § 3115))
requires that VA charge interest and administrative costs on
conpensation; pension and other benefit related debts. VA has not
instituted procedures to cemply with these requirements.

Recommendation:

Ravise and Iimpiement procedures to charge intarest at the
prescribed rate on compensation, pension, and other benefit debts.

VBA Position:

The Vetsrans Benefits Administration is opposed to charging

interest on compensation and pension-related debts for the
following reasons:

- Most C&P debtors live at or near the poverty level and
are elderly with no resources to pay the debts much less
intereat charges.

- Interest charges would lead not to a reduction in the
pension debt load but to an increase as interest chargas
and admninistrative costs are added to the amounts already
unpayable, The end result would be not only an increased
debt total but also increased mental and financial
biurdens for elderly, disabled, and destitute veterans.

- The Department is already able to recocup a high
parcentage of compensation and pension debts by
withholding overpayments from on-going payments.

- Charging intersst on C&P debts would defeat the purpose
for which the benefit ie being paid. In pension casas,
the veteran nesds the penaion to meet the Dbasic
necessities of life. In compensation cases, the disabled
veteran may not be able to make a living without the
compensation payment.



- Intarest charging is intendad tTo coerce debteors to
ligquidate debts on a timely basis or suffer a monetary
penalty. Because most C&P debtors would bes unable to pay
debts, the "threat!" of charging interast would serve neo
practical purpese.

Interest charging is inconsiatent in relation te similar
benefit programs-such as Socclal Security.

Inplementation of interast charging would cost the
Department approximately $835,000 over a 23-month period.
Based on current and projected levels of collections and
the increased debt load caused by the addition of
interest charges, implementation of the program would not
ba cost-efiective for the Departmant.

VBA has developed, and the Department has submitted, legislative
propesals to exempt VA from <the requirement in succassive
Congresees. Implementation of the law has been aveoided on the
ground=s that pending legislation would remove the raguirement.

QIG Pesition:

We disagree with continuing to propose lagislation to exempt C&P
debts from intereat charges for the following reasons:

- Recipients of compensation or pension overpaymants hava
use of thess funds with a cost to tha Government (imputed
interest) until the funds are repaid. Thias practice, in
effact, provides an 4interest frea lecan that is not
equitably available to aothara.

- The "threat” of charging interast - to ceexce debtors to
liquidate debts on a timely basia = could induce an
increase of cash collections above the current 11 percent
rata. In addition, by not charging interest, tha

Department loses +the ability to encourags quick
rapaymants.

- Intesrest charging would not unfairly burden veterans
unakle to pay C&P debts. Existing waiver and compromise
procedures provide fer nonpayment of dabis when it is
against equity and good consclence.

- VBA’s $835,000 implementation cost ovar a two-year perioad
is a o¢ne-time cost. VBA’s HNovember 1591 cost beonafit
analysis projects interest accruals of nearly $3 millien
annually in succseding years.

Mors importantly, the language of the law is c¢lear in +the
raquirement that these charges be levied. The initial legislative
requirement was established in 1980. The unsuccesgful attempts to
obtain legislative relief in successive Congresses should ke
accepted and the requirement implemented. There has alsoc been



inereased opposition to VA’s legislative initiative within the
Administration, making lagislative relisf less likaly to eccur.
The Department of Education formally opposed the VA proposal on the
grounds that it could establish a precedent that could adveraely

affect Government-wide collection provisione.i

The Chief Financial Officer‘’s position (copy attachad) 1s a
concurrence with our position and alsc includes the statament that

VA should begin to assess intersst and admipistrative gosts on
delingquent C&P debts as reqguired by law. The CFQ pasition paper
also indicates that the Departmental decision should take inte
consideration the fact that the legislative proposals to date have

not been approved. We agree that administrative costs should zlso
ke assassed,

Another factor to copsider is that the GAQ has issuad five reports
since 1286 recommending that the VA implement procadures to charge
interest and administrative costs on C&P debts. The latest report
(July 1551) did not include a recommendatien to the Secrstary but
rather to the OMB, recommending that OMB direct VA to assess
interest and administrative costs on C&P debts.

The decision options outlined below algsc addrzss interest charging
on loan guaranty debts. VBA hae agreed te revise the current
interast rate on loan guaranty debts to the government-wide rate as
reconnended by tha audit report. Howevar, no action hag basn takan
since the report was iseued in 1987. VBA’s plan is to develop two
projects simultaneously te charge interest on both C&P and loan
guaranty debts if required te do so, If the final dacision is that
the Department will not charge interest on C&P debis, a timastable

for iamplementing loan guaranty intersst charging should ba
regquired,

~ata 2C z
Option 1:

Implement ths recommsndation teo revise and implement
proceduree to charges interest at the prescribed rate on

compansatien and Efnsion (C&P) debts. Administrativa
costs should also be assessad,

Provide a time-phasad implementatien plan to the 0IG for
charging interest and administrative costs on both C&P
and loan guaranty desbts. Intereat charging should begin
ne later than Cctober 1, 1994 unless sufficient
justification can be provided for a later date.


https://agree.cl

Ontion 2:

44

Do not implement interest charging on C&P debts.

Provide a time-phased implementation plan to the 0IG fer
charging interest and administrative costs on loan
guaranty debts. Interest charging should begin no later
than Octeober 1, 1994 unless sufficunt justification can
be provided for a later date.
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