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circumstances such as disability, di-
vorce, or catastrophic illness which re-
sult in demonstrated financial hard-
ship.

(2) A debtor requesting a review
under paragraph (k)(1) of this section
shall submit the basis for claiming
that the current amount of garnish-
ment results in demonstrated financial
hardship to the debtor, along with sup-
porting documentation. The Commis-
sion will consider any information sub-
mitted; however, demonstrated finan-
cial hardship must be based on finan-
cial records that include Federal and
state tax returns, affidavits executed
under the pain and penalty of perjury,
and, in the case of business-related fi-
nancial hardship (e.g., the debtor is a
partner or member of a business-agen-
cy relationship) full financial state-
ments (audited and/or submitted under
oath) in accordance with procedures
and standards established by the Com-
mission.

(3) If a financial hardship is found,
the Commission will downwardly ad-
just, by an amount and for a period of
time agreeable to the Commission, the
amount garnisheed to reflect the debt-
or’s financial condition. The Commis-
sion will notify the employer of any ad-
justments to the amounts to be with-
held.

(1) Ending garnishment. (1) Once the
Commission has fully recovered the
amounts owed by the debtor, including
interest, penalties, and administrative
costs consistent with the FCCS, the
Commission will send the debtor’s em-
ployer notification to discontinue wage
withholding.

(2) At least annually, the Commis-
sion shall review its debtors’ accounts
to ensure that garnishment has been
terminated for accounts that have been
paid in full.

(m) Actions prohibited by the employer.
An employer may not discharge, refuse
to employ, or take disciplinary action
against the debtor due to the issuance
of a withholding order under this sec-
tion.

(n) Refunds. (1) If a hearing official,
at a hearing held pursuant to para-
graph (f)(3) of this section, determines
that a debt is not legally due and
owing to the United States, the Com-
mission shall promptly refund any
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amount collected by means of adminis-
trative wage garnishment.

(2) Unless required by Federal law or
contract, refunds under this section
shall not bear interest.

(o) Right of action. The Commission
may sue any employer for any amount
that the employer fails to withhold
from wages owed and payable to an em-
ployee in accordance with paragraphs
(g) and (i) of this section. However, a
suit may not be filed before the termi-
nation of the collection action involv-
ing a particular debtor, unless earlier
filing is necessary to avoid expiration
of any applicable statute of limitations
period. For purposes of this section,
“termination of the collection action”
occurs when the Commission has ter-
minated collection action in accord-
ance with the FCCS or other applicable
standards. In any event, termination of
the collection action will have been
deemed to occur if the Commission has
not received any payments to satisfy
the debt from the particular debtor
whose wages were subject to garnish-
ment, in whole or in part, for a period
of one (1) year.

§§1.1937-1.1939 [Reserved]

INTEREST, PENALTIES, ADMINISTRATIVE
COSTS AND OTHER SANCTIONS

§1.1940 Assessment.

(a) Except as provided in paragraphs
(g), (h), and (i) of this section or
§1.1941, the Commission shall charge
interest, penalties, and administrative
costs on debts owed to the United
States pursuant to 31 U.S.C. 3717. The
Commission will mail, hand-deliver, or
use other forms of transmission, in-
cluding facsimile telecopier service, a
written notice to the debtor, at the
debtor’s CORES contact address (see
section 1.8002(b)) explaining the Com-
mission’s requirements concerning
these charges except where these re-
quirements are included in a contrac-
tual or repayment agreement, or other-
wise provided in the Commission’s
rules, as may be amended from time to
time. These charges shall continue to
accrue until the debt is paid in full or
otherwise resolved through com-
promise, termination, or waiver of the
charges. This provision is not intended
to modify or limit the terms of any
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contract, note, or security agreement
from the debtor, or to modify or limit
the Commission’s rights under its rules
with regard to the notice or the par-
ties’ agreement to waive notice.

(b) The Commission shall charge in-
terest on debts owed the United States
as follows:

(1) Interest shall accrue from the
date of delinquency, or as otherwise
provided by the terms of any contract,
note, or security agreement, regula-
tion, or law.

(2) Unless otherwise established in a
contract, note, or security agreement,
repayment agreement, or by statute,
the rate of interest charged shall be
the rate established annually by the
Treasury in accordance with 31 U.S.C.
3717. Pursuant to 31 U.S.C. 3717, an
agency may charge a higher rate of in-
terest if it reasonably determines that
a higher rate is necessary to protect
the rights of the United States. The
agency should document the reason(s)
for its determination that the higher
rate is necessary.

(3) The rate of interest, as initially
charged, shall remain fixed for the du-
ration of the indebtedness. When a
debtor defaults on a repayment agree-
ment and seeks to enter into a new
agreement, the agency may require
payment of interest at a new rate that
reflects the current value of funds to
the Treasury at the time the new
agreement is executed. Interest shall
not be compounded, that is, interest
shall not be charged on interest, pen-
alties, or administrative costs required
by this section. If, however, a debtor
defaults on a previous repayment
agreement, charges that accrued but
were not collected under the defaulted
agreement shall be added to the prin-
cipal under the new repayment agree-
ment.

(c) The Commission shall assess ad-
ministrative costs incurred for proc-
essing and handling delinquent debts.
The calculation of administrative costs
may be based on actual costs incurred
or upon estimated costs as determined
by the Commission. Commission ad-
ministrative costs include the per-
sonnel and service costs (e.g., tele-
phone, copier, and overhead) to notify
and collect the debt, without regard to
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the success of such efforts by the Com-
mission.

(d) Unless otherwise established in a
contract, repayment agreement, or by
statute, the Commission will charge a
penalty, pursuant to 31 U.S.C.
3717(e)(2), currently not to exceed six
percent (6%) a year on the amount due
on a debt that is delinquent for more
than 90 days. This charge shall accrue
from the date of delinquency. If the
rate permitted under 31 U.S.C. 3717 is
changed, the Commission will apply
that rate.

(e) The Commission may increase an
administrative debt by the cost of living
adjustment in lieu of charging interest
and penalties under this section. Ad-
ministrative debt includes, but is not
limited to, a debt based on fines, pen-
alties, and overpayments, but does not
include a debt based on the extension
of Government credit, such as those
arising from loans and loan guaranties.
The cost of living adjustment is the
percentage by which the Consumer
Price Index for the month of June of
the calendar year preceding the adjust-
ment exceeds the Consumer Price
Index for the month of June of the cal-
endar year in which the debt was deter-
mined or last adjusted. Increases to ad-
ministrative debts shall be computed
annually. Agencies should use this al-
ternative only when there is a legiti-
mate reason to do so, such as when cal-
culating interest and penalties on a
debt would be extremely difficult be-
cause of the age of the debt.

(f) When a debt is paid in partial or
installment payments, amounts re-
ceived by the agency shall be applied
first to outstanding penalties and ad-
ministrative cost charges, second to
accrued interest, and third to the out-
standing principal.

(g) The Commission will waive the
collection of interest and administra-
tive charges imposed pursuant to this
section on the portion of the debt that
is paid within 30 days after the date on
which interest began to accrue. The
Commission will not extend this 30-day
period except for good cause shown of
extraordinary and compelling cir-
cumstances, completely documented
and supported in writing, submitted
and received before the expiration of
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the first 30-day period. The Commis-
sion may, on good cause shown of ex-
traordinary and compelling cir-
cumstances, completely documented
and supported in writing, waive inter-
est, penalties, and administrative costs
charged under this section, in whole or
in part, without regard to the amount
of the debt, either under the criteria
set forth in these standards for the
compromise of debts, or if the agency
determines that collection of these
charges is against equity and good con-
science or is not in the best interest of
the United States.

(h) The Commission retains the com-
mon law right to impose interest and
related charges on debts not subject to
31 U.S.C. 37117.

§1.1941 Exemptions.

(a) The preceding sections of this
part, to the extent they reflect rem-
edies or procedures prescribed by the
Debt Collection Act of 1982 and the
Debt Collection Improvement Act of
1996, such as administrative offset, use
of credit bureaus, contracting for col-
lection agencies, and interest and re-
lated charges, do not apply to debts
arising under, or payments made
under, the Internal Revenue Code of
1986, as amended (26 U.S.C. 1 et seq.);
the Social Security Act (42 U.S.C. 301 et
seq.), except to the extent provided
under 42 U.S.C. 404 and 31 U.S.C. 3716(c);
or the tariff laws of the United States.
These remedies and procedures, how-
ever, may be authorized with respect to
debts that are exempt from the Debt
Collection Act of 1982 and the Debt Col-
lection Improvement Act of 1996, to the
extent that they are authorized under
some other statute or the common law.

(b) This section should not be con-
strued as prohibiting the use of these
authorities or requirements when col-
lecting debts owed by persons em-
ployed by agencies administering the
laws cited in paragraph (a) of this sec-
tion unless the debt arose under those
laws. However, the Commission is au-
thorized to assess interest and related
charges on debts which are not subject
to 31 U.S.C. 3717 to the extent author-
ized under the common law or other
applicable statutory authority.

§1.1951

§1.1942 Other sanctions.

The remedies and sanctions available
to the Commission in this subpart are
not exclusive. The Commission may
impose other sanctions, where per-
mitted by law, for any inexcusable,
prolonged, or repeated failure of a
debtor to pay such a claim. In such
cases, the Commission will provide no-
tice, as required by law, to the debtor
prior to imposition of any such sanc-
tion.

§§1.1943-1.1949 [Reserved]

COOPERATION WITH THE INTERNAL
REVENUE SERVICE

§1.1950 Reporting discharged debts to
the Internal Revenue Service.

(a) In accordance with applicable pro-
visions of the Internal Revenue Code
and implementing regulations (26
U.S.C. 6050P; 26 CFR 1.6050P-1), when
the Commission discharges a debt for
less than the full value of the indebted-
ness, it will report the outstanding bal-
ance discharged, not including interest,
to the Internal Revenue Service, using
IRS Form 1099-C or any other form pre-
scribed by the Service, when:

(1) The principle amount of the debt
not in dispute is $600 or more; and

(2) The obligation has not been dis-
charged in a bankruptcy proceeding;
and

(3) The obligation is no longer col-
lectible either because the time limit
in the applicable statute for enforcing
collection expired during the tax year,
or because during the year a formal
compromise agreement was reached in
which the debtor was legally dis-
charged of all or a portion of the obli-
gation.

(b) The Treasury will prepare the
Form 1099-C for those debts transferred
to Treasury for collection and deemed
uncollectible.

§1.1951 Offset against tax refunds.

The Commission will take action to
effect administrative offset against tax
refunds due to debtors under 26 U.S.C.
6402, in accordance with the provisions
of 31 U.S.C. 3720A and Treasury Depart-
ment regulations.
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