NATIONAL CREDIT UNION ADMINISTRATION é(// Db WA
Washington, D.C. 20456 4%}& -
©

August 7, 1987

Office of General Counsel

Mr. Rick Ruffin

UMIC, Inc.

850 Ridge Lake Boulevard
Memphis, TN 38119

Dear Mr. Ruffin:

This is in response to your correspondence regarding the status
of Collateralized Mortgage Obligations (CMO's) eligibility as
Federal credit union investments,

At present, Federal credit unions are not authorized to invest in
privately-issued CMO's., Section 107(15) of the FCU Act, 12
U.S.C. §1757(15), states in part that:

"[A Federal credit union shall have power] to
invest in securities that -

* * *

(B) are mortgage related securities. . .
subject to such regulations as the Board may
prescribe, including regulations prescribing
minimum size of the issue., . .or minimum
aggregate sales prices, or both";

Privately-issued CMO's come within the purview of Section
107(15) (B) of the FCU Act. The authority provided in Section
107 (15) (B) is not effective until NCUA implements it through
regulation, an interpretive ruling, or other Agency action. You
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will be interested to know that a Request for Comments has been
issued by the NCUA Board at its July 15, 1987 Board meeting. I
have enclosed a copy for your review.

Sincerely,

STEVEN R, BISKER
Assistant General Counsel

SRB:wm
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This section of the FEDCRAL REGISTER
containg notices 10 the public of the
poposed issuance of rules and
regiiations. The purpose of these nolices
is lo give intercslied persons an
opportunity to participate In the nfe
making priof 10 the adoption of the final
r\’)l('al
NATIONAL CREDIT UNION
ADMINISTRATION

12CFR Ch. Vil

Federal Credit Unlon Investment in

- Mortgage Securities

AGENCY: National Credit Union
Administration (NCUA).

aAcTiOoNn: Request for comments.

sunmnARY: The Sccondary Mortgage
Market Enhancement Act of 1984
amended the Federal Credit Union Act
to permit Pederal credit unions to Invest
In cerlain mortgages and in mortgage
securitics. The NCUA Board is seeking
comment on severa! safety and
sounidness issues relating to this new
authority. The Board also requests
comments on the manner in which
NCUA should implement this new FCU
authority. FCU's are not currently
empowered to make these investments.

pAvE: Comments must be received on or
before September 18, 1987,

aporess: Send comments to Becky
Baker, Secretary, NCUA Board, National
Credit Union Administration, 1778 G.
Street, NW., Washington, DC 20458.

FOR FURTHER INFORMATION CONTACT: D.
Michael Riley. Director, Office of
Fxamination and Insurance, or Steven R.
Bisker. Assistant General Counsel,
Office of General} Counsel, at the above

. address, or telephone: {202} 357-1065

(Mr. Riley): (202) 357-1030 (Mr. Bisker).

SUPFLEMENTARY INFCRIATION: Section
105{b) of the Secondary Mortzage
AMarket Enhancement Act of 1984
(“SMMEA™) (Pub. L. 98-440) amended
section 107 of the Federa) Credit Union
Act by inserting new sections 107(15)
(A) and (B). See 12 U.S.C. 1757(15). As is
discussed in greater detail below, these
sections atthorize Federal credit unions
to invest in certain morigages and
privately-issued mortgage-related
sccurities, respectively. The purpose of
this document is lo request comment on
what actions the National Credit Union

Administration shou take to
implement this authusity.

1t is noted that the NCUA has taken
the position that section 107{15) I8 not
self-implementing and requires
regulation or other official action by the
NCUA Board.

Section 107(15)(A)

Section 107(15)(A) authorizes Federal
credit unions to invest in “securities
that . . . are offered and sold pursuant
10 section 4(5) of the Securities Act of
1933 (15 U.S.C. 77d(5)). Essentially, this
wuthorizes FCU's to invest in notes, and
participation interests in noles, where
the note is secured by a first lienon a
dwelling or commercial structure and
certain other conditions are met.

FCU's have had similar suthorities for
scveral years. Section 107(5) authorizes
FCU's to make loans, incleding morigage
loans, to members and to participate
with other lenders in making loans to
the credit union's members (See 12
U.S.C. 1757(5)). Section 107{13) allows
FCU's to purchase “eligible obligations™
of their members. (See 12U.S.C.
1757(13)). Sections 701.21, 701.22 and
701.33 of NCUA's Rules and Regulations
implement these authorities,

In all cases, the lending authority and
the loan relationships of FCU's have
been limited to members of the credit
unions. While the new section 107(15)
authority 1o invest {n notes secured by
first Hens is not specifically limited to
notes of members, any different
interpretation would substantially and
materially alter the nature of Federal
credit union asset powers and, in effect,
would authorize loans to nonmembers,
The NCUA Board does not believe
Congress intended this result.
Accordingly, the new section 107(15)(A)
authority is interpreted to be limited to
notes of members of the purchasing
FCU.

The NCUA Board invites public
comment on this interpretation. The
Board also requests comment on
whether § 701.22 of NCUA's Rules and
Regulations (Loan Participation) and
§ 701.23 (Purchase of Eligible
Obligations) should be revised to clarily
their applicability to loans and
participations acquired under the
authority of section 107(15}(A) ofthe .
Act. . : .

€ PR TR YT R Y

Section 107(15)(B})

Section 107{15)(B) authorizes FCU's to
invest In privately-lssued “morigage
related securities” {as defined in section
3(a)(41) of the Securities Exchange Act
of 1934 (15 U.S.C. 78¢{=){41)) “subject to
such regulations as the Board may
prescribe, including regulations
prescribing minimum size of the lssue
{at the time of initial distribution) or
minimum aggregate sales prices, or
both.” Although FCU's have been
authorized to invest in mortgage-backed
securilies issued by the Federal Natlonal
Mortgage Assoclation ("FNMA"), the
Government National Mortgage
Association (“GNMA™), and the Pederal
Home Loan Mortgage Corporation
{“FHLMC") {see section 107(7)(E) of the
Act, 12 U.S.C. 1757(7)(E)), they
previously did not have the statutory
authority 1o invest in privalely-issued
morigage-related securities until the- .
enactmen! of SMMEA. .

NCUA has reviewed the investment
aclivity in mortgage-related securities
since the enactment of SMMEA. As a
result, NCUA has determined to seek
comment from FCU's and the public on
whether a regulation is necessary. or
whether some other form of Agency
uction, such as an Interpretive Ruling
and Policy Statement {“IRPS"), might be
more appropriate. Additionally, the
Board requests comment on various
safety and soundness issues, addressed
below, concerning mortgage-related
sccurities.

The following discussion addresses
the definition of "mortgage-related
securities,” the types of investments ™"
falling within the definition, and the
issues and concerns of NCUA with
respect to the safety and soundness of
FCU invesiment in these securities.

Definition of “Mortgage-Related
Security”

The term “morlgage-related security”
is defined in section 101 of the SMMEA
{15 U.S.C. 78c{a}(41)). ltems (1)}{4)
below summarize the requirements
contained in the definition. The
definition generally includes any
securily 1hat satisfies o/l of these
requirements:

{1) The security is rated in one of the
two highest rating categories by at least
one nationally recognized statistical
rating organization; and
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(2) The security must either represent
e nership of one or more promissory
nietes or certificates of interest or
patticipatiors in such gotes; or be
securcd by one ur moure promissory
notes or certificates of interes! of
porticipation in such notes and. by its
terms. provide for puyments of principal
in relation to payments or reasonable
projections of payments, on noles, or
certificates of interest or participations,
in promissory notes; and

{3) The underlying noles or
certificates must be directly secured by
a first lien on a single parcel of real
estate: stack allocated to a dwelling unit
in a residential cooperative housing
corporation, upun which is located a
dwelling or mixed residential and
commerciol structure; or on a residential
manufactured home: and

(4) The underlying notes or
certificates must have been originated
by a savings and losn associstion,
savings bank. commercial bank, credit
union, insurance company, or similar
instituticn which is supervised and
examined by a Federal or State
authorily; or by a mortgagee approved
by the Secretary of Housing and Urban
Development. ‘ '

The types of investments covered by
this definition have been expanding ia
the marke!place. These investments
include securities such as mortgage
pass-through securilies. mortgage-
backed securities {(bonds). and mortgage
pav-through securities sach as
Collateralized Mortgage Obligations
{"CMO's”) and Real Estate Mortguge
tnvestment Conduits ("REMIC's™)

Description of the General Types of
Mortgage-Related Securities Available

[u}) Morlgaye Pass-Through Securities

Investors own undivided interests in a
pool of underlying morigages and
receive pro rata shares of cash flows.
Fach pool has, for example, a coupon or
pass-through rate. an issue date. a
maturily date, and a payment! delay. In
addition, each pool may have some
unigue featurcs. Miny FCU's are
fanuliar with and have invested in pass-
through securities issued by GNMAL
FNMA and FHLMC under the express
<uthority in section 107{(7}(E) of the FCU
Act. The types of mortguge pass-through
securities that would be authorized
under the SMMEA amerndment would
include those securities issued by
private institutions that qualify as
mortgage-related securilies.

(b1 Aortzase-Backed Securities (Bonds)

Investors own the security {bond)
which is secured by collateral
tonsisting. at least in part, of mortgages
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or mortgage-related securities,
Mortgage-backed bonds are more
similar to traditional corporate bonds
than to pass-through securities. The
main distinction between mortgage-
backed bonds and corporate bonds is
the use of mortgage-related collateral. A
morlgage-backed security may be a
general obligation of the issuer, which s
additionally secured by mortgages, or it
may be backed solely by the mocigage
collateral, The bonds have a known
maturity date and a predetermined cash
flow. Unlike a pass-through security,
where principal and interest are passed
on directly 1o the investors on a pro rata
busis, morigage-backed bond cash flows
are redirected on 8 priority basis to
various classes of bondholders. The
bond issuer owns the collateral and
distributes that portion of the cash flows
generated by the mortgage collateral
that is dedicated to the investors.

(c] Mortgage Pay-Through Securities
{i} Mortgage Pay-Through Bonds

These are also known as cash flow
bonds. They combine aspects of pass-
through securities with features of
morigage-backed bonds. As with
mortgage-backed bonds, the investor
owns the bond while the issuer retains
ownership of the mortgage collateral.
However, unlike a morigage-backed
band, pay-through bonds link the cash
flow from the collateral to the cash flow
on the bonds. Due to the linking of the
cash flows, principal payments on the
bands will fluctuate depending on the
timing of unscheduled principal
nayments from tke collateral.

{ii) CMO's

CMO's are multiclass pay-through
bonds. CMO's can be general
obligations of the issuer backed by
morigage collateral or they can be
limited obligations where the
bondholders can only look to the
pledged collateral for payment The cash
flows generated by the collateral are
linked to the cash flows of the bonds.
Principal payments are made to one
class at a lime based upon an order of
priority determined at the bond issue
date.

Each bond class, or tranche, has a
stated maturity date and a fixed couvpon
rate. After interest payments have been
made, all available cash goes 1o repay
principal on the “fastesl-pay” tranche.
Following retirement of the first class,
the rext tranche in the sequence
becomes the exclusive recipient of
principal payments unti} this class is
retired. Due to principal prepaymeals on
the collateral, the bonds may be retired
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substuntiully earlier than thelr final »
maturity date.

Many CMO issues include one of
more tranches that are “accrual bonds
{or "Z-bunds”)." An sccrual bond does
not receive any cash payments of|
principal or interest until alf tranches
preceding it are retired. In effect, aa
accrual bond is a deferred interest -
obligation, resembling a zero coupon
bond prior to the tme when the
preceding tranches are retived.

Pursuant to the authority in section
107{7)(E) of the Act, FCU's have been
authorized to invest in CMQ's issued by
the FHIMC (the first issuer of CMO's).
The authority provided by the SNMEA
amendment would broaden FCU's
investment authority to generally
include CMQ's of private issuers.

(iii) REMIC's

The Tax Reform Act of 1936
establishes and creates rules relating to
REMIC's. REMIC's were authorized as a
way of avoiding problems of double
taxation. In general, a REMIC is a fixed
pool of mortgages with multiple classes
of inlerests held by investors. In order to
qualify as a REMIC, all of the interests -
in the REMIC must consist of one or
more classes of “regular” interests and a
single class of “residual” interest.
Regular interests are like the class(es} of
a CMO issue. The residual interest
consists of the excess interest and
reinvestmen! earnings that exist as a
result of the differential between the
income flow from the underlying
mortgages and the income outflow to the
regular interestholders. FCU investment
in residual interes!s is not authorized
under the SMMEA Amendment.

Salety and Soundness Issues

Mortgage-backed securities can
sustain significant changes in market
value and prepaymenl rales as interest .
rates change. The credit union industry
incwrred substantial losses in the late
1970's and early 1980's from holding
long-yielding fixed-rale mortgage-
backed securities during an economic
environment of high double-digit
investment yields. The NCUA Board had
to u'ilize resources of the Naticnal
Credit Union Administration {0 assist in
stabilizing the earnings position of some
credit unions while the asset/liability
maturily mix was restructured. More
recently, rising interes! rates have
resulted in market losses at credit
unions that have invested in mutual
furds éomposed of long-term securities,
many of which are morlgsge related
The lack of market awareness and the
potential risk expasure assumed by .. .. .

credit unions in the investment area
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Lontinuge to concern the NCUA Board.,
Spevifically, the safety and soundness
Issues indlude credit ik, interest rate
rick, and liquidity risk resulting from
improper assethability managrment
techniques utitized by the credit unlons,
These various risks are deseribed and
discussed below,

Commenters are requested to focus on
these issues and provide their thoughts
on what steps NCUA should take to
ensure that FCU's operate in a safe and
sound manner, Should NCUA consider
o/l maortgage-backed sccurilies. e g.,
CNMA's, FNMA's, FITLMC's, in
conjunction with the action it tukes to
implement the SMMEA amendment?
Should NCUA consider tzking some
form of aclion with respect to FNMA
Strips (both principal only ard interest
only). in light of the extreme volatility
and potential for significant losses, s
evidenced by the recent 8250 mitlion
loss of a well-known national securities
brokerage firm?

(o) Credit Risk

By definition. morigage-related
securitics are those that are rated in one
of the two highest rating categories by at
least one nationally recognized
statistical rating organization. As an
example, Standard & Poors (S&P") and
Moody's would satisfy the national
rating organization requirement. Their
two highest rating categories are:
SsP—-AAA or AA+, AA and AA-
Moody——Aaa or Aal, Aa2, and Aa3l.

The rating companies do extensive,
in-depth analysis of the transactions
involved in a pool of merlgages backing
a securities issue. Pool quality and
ratings are dependent on collateral
characteristics. including: lien status,
type of property. occupancy status,
amorlization type. morigage term,
amoun! of seasoning or age of the
mortgage, location and geographic
dispersion of mortgages, size of
mortgage, loan-to-value ratios, size of
pool, and other factors such as morigage
default insurance. pool insurance, and
degree of over-collateralization.

- Intight of the rating criteria that must

be satisfied to receive a rating in one of
the two highest categories (ore of the
requirements in the definition of
mortgage-related security), the Board
does not consider credit risk tobe a
major concem.

(b) Interest Rote Risk

The NCUA Board has repeatedly
addressed the issue of volatility of
mortgage-backed securities to changes
in the prevailing intcrest rates.
Fssentially all morigage-related
securities are subject, in varying -
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degrees, to loss in marhet value when
interest rates rise. Some form of
serurities may be less volatile than
vthers, eg, CMO's or REMIC securilics
in the fustest-paying tranche with an
sverage maturity of 1-3 years are
generally less volatile than mortgage-
backed bonds.

Another aspect of mortgage-related or
-backed securities that is influenced by
interest rates is the prepayment rate of
the underlying morigages. Prepayment
ratcs on the underlying mortgage
collateral will also impact on the value
of the investinent. This is particularly
significant in such securities as FNMA
Strips.

It has been suggested that a prudent
approach to investing in interest-
sensitive investments is to analyze the
interest rate sensitivity with respect to
its impact on the value of the investment
and earnings position of the credit
unions based upon various basis point
shifts {e.g., 8 300 basis paoint shift in
interesi rates either up or down). The
NCUA Board specifically requests
comments on the advisability and
uscfulness of such an analysis and, if
advisable, whether it should be required
of FCU's before making such
investments.

(c) Evaluation of the Investment in'Light
of the FCU's Assets and Liabilities

Although mortgage-related securities
and other mortgage-derivative
securities, such as FNMA Strips, are
extremely volatile and therefore risky,
the risk to an FCU investing in these
sccurities may be lessened somewhat
depending on the makeup of the FCU's
asset portfolio and its liabilities. Most of
the mortgage-type securities that are
currently available have been developed
with savings and loan associations in
mind. They have been usefu] in
converting mortgage loans into
securities (referred to as “securitizing”
loans} and in providing investments for
savings and loans to help manage their
inherent mismatch between assets and
liabilities {i.e., major portion of many
S&l's assets are in long-term, fixed-rate
mortgages while their deposit liabilities
are short term). In general, Federal
credit unions, unlike savings and loan
associations, do not have such an
inherent mismatch. FCU loan portfolios
are typically comprised of short-term
consumer loans, making a mismatch less
likely. Therefore, the need of FCU's to
invest in mortgage-related and
mortgage-derivative securities is not the
same as thal of savings énd loan
associalions.

The Board is concerned about the
reasons why FCU's invest in mortgage
securities. While the use of such
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securities to hedge against other assels
and liabilities can be a legitimate use.
investing in them simply Lecause of
their bigher yields and their potential for
capital gains can be viewed as an
unsafe and unsound practice. Even
though NCUA has sent out several
letiers to all federally-insured credit
unions in the past two years warning of
the pitfalls of reaching for high-yield,
long-term investments, particularly in
GNMA mutual funds, many FCU's had
ignored the wamings and plunged head
firstinto these investments, With the
rise in inlerest rates over the last few
months, these credit unions have
sustained significant markdowns in their
investments which have impacted on
their ability to pay dividends and, in
other instances, have rendered the
credit union insolvent,

The legislative history of SMMEA
provides insight as to Congress’ view of
such investments. In discussing the final
version of the SMMFEA amendment to
the FCU Act, the House Committee
stated:

A proposed requirement that mortgage
related securities have a $250,000 aggregate
purchase price was deleted by the Committee
from the definition of mortgage related
securities. The CommiMee was persuaded
that the profection provided by registration
and disclosure made it unnecessary. On the
other hand, the Committee was of the view
that small banks, thrifts and credit unions
lacking in financial expertise should be
provided additional protection against risky
purchases. Accondingly, section 105 of the
bill requires the oppropriote regulotors to
consider this question and provide
regulotions where necessory governing the
size and denomination of the purchases that
are outhorized. In this way, the bill
endeavors 1o protect the liguidity of less
financiolly sophisticoted institutions on
whom many of our citizens rely for the
protection of their savings. (Emphasis
added.)

H.R. Rep. No. 994, 98th Cong., 2d Sess. at
13 (1984).

In S. Rep. No. 293, 98th Cong., st
Sess. at 8 (1983), the Senate Commitlee,
in commenting on Section 102 of the
Secondary Mortgage Market
Fnhancement Act of 1983, the precursor
to SMMEA section 105, noted that:

Section 102 liberalizes existing statutory
restrictions imposed on federally chartered
financial institutions affecting their ability to
invest in mortgage-backed securities. Such
restrictions would be lifted sove for
limitations imposed by their respective
Jederal regulators.

... Likewise, the Federal Credit Union Act
is amended 1o allow federal credit unions to
invest in mortgage-backed securities for the
first time, agoin as reguloted by the Notionol
Credit Upion Administration.

* L[] * L] R [ ]
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The Board solicits public comments
on the extent of regulition, of any. that
should be promuleated governing the
<1ize and denomination of the securities
fprire hased pursuant to section 107[13){B)
ol the FCU Act.

i /.'t/u"«/:f}'

As seen Traom the above legistative
tustory of SMMEAL Congress was
concerned about the effect of investment
in mortgage-related securities on the
Hquidity of financial institutivns such as
ciedit unjons. Interest rate volatility can
caase these securilies to decline in value
and become "underwater securities.” If
liquidity needs require the sale of these
1 securitics during periods of increased
interest rates, they would have to be
sold at the loss.

Since many of the mortgage-related
securities and derivative securities such
as CMO's, REMIC's. and FNMA Strips
are relatively new to the marketplace.
there is limited information available
relative to prepavment historics on the
underlving mortgages of these securities.
There is ro formalized existing
secondary market for the sale or
pure hase of these securities. 1t is our
understanding that information
concerning price-to-yield calculations
based on prepayment histories is
becoming available. for example by the
Public Securities Association {"PSA™} to
subiscribers of their service. PSA has
established a CMO data hase of
seeurities that are part of initial
viferings over $25 million. However,

e erall, there is limited avastatality 1o
mformation and no formalized
secondary market.

In light of the potential for liquidity
problums. comment is souzht on what
actions {e.g. regulation. IRPS. letter to
credit unions) NCUA should take o
addiess this issue.

Py the Nabional Credit Uniton
Ndostration Board on July 1501987
Rky Boker,

Secretary ol the Bourd.
{FR Doc. 87-16028 Filed 7-24-87: 8:45 am]
BILLING CODE 7535-01-M
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RAILPOAD RETIREMINY BOARD
20 CFR Part 200

Assessment or Waiver of interest,
Penalties, and Administrative Costs
With Respect to the Collection of
Certain Debts

AGENCY: Rdilrodd Retisement Board.
ACTION: Pruposed rule.

1987 [ Proposed Rules

suMMARY: The Railroad Retirement
Board {Board) proposes to revise section
200.7 of its regulatiuns to provide for the
ascesment of interest, penaltics, and
adininistrative costs with cespect to the
collection of certuin debts, as authorized
by the Debt Collection Act of 1982, in
connection with the collection of certain
Jebts arising [rom ertoneous benefit
pavinents under the several Acts
adimenistered by the Board. The Debt
Collection Act of 1982 requires the
Bouard to charge interest on claims for
morniey owed the Board, to assess
penalties on delinquent debts, and to
assecss charges to cover the costs of
processing claims for delinquent debts.
This revision sets forth the
circumstances ander which the Bourd ..
may assess interesi, penalties, and
charges which arise from benefit or
annuity overpayments made under any

of the Acts which the Board administers.

pATE: Comments must be submitted 0a
or before Seplember 25, 1987,

ADORESS: Secretary 1o the Board.
Railroad Retirement Board. 844 Rush
Streel. Chicago. lllinois 60611.

FOR FURTHER INFORMATION CONTACT:
Sisnley Jay Shwuiman, General Attorney,
Railroad Relirement Board, 844 Resh
Street, Chicago. Illinois 60611, {312} 751~
4568 (FTS 386 4568).

SUPPLEMENTARY INFORMATION: Section
11 of the Debt Collection Act of 1982
(Pub. L. 87-205} amended section 3{e) of
the Federal Claims Collection Act of
1968, which was revised and recodified
at 31 U.S.C. 3717 {Pub. L. 97452,

§ 1{16)(A), Jan. 12, 1983, 96 Stal. 2472}, to
provide that the head of an agency shall
charge intcrest on claims owed the
agency. assess penalties on delinquent
debts, and assess charges to cover the
costs of processing claims for delinquent
debis. The revised § 200.7 implements
the provicions of 31 U.S.C. 3717 relating
to assessment of irferest. penalties, and
administrative costs by ¢stablishing
criteria therefor in conformity with the
standards adopted by the Attomey
General and the Comptroller Genceral as
set forth in 4 CFR 102.13.

The Board has determined thal this is
not a major rule for purposesof =
Executive Order 12291. Therefore.'no
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Regnlatory Impact Analysis is thquirids
n addition. this rule does not impuse
any infurmation collections within the
meaning of the Paperwork Reduction
Act

List of Subjects ia 20 CFR Part 200

Claims. Debt collection, Employce
berefit plans. Railroad enployees,
Railroad retirement. Railroad
unemployment insurance.

Title 20 CFR. Chapter 1, is proposed
to be amended as follows:

1. The tisble of contents for Title 20.
Chapter I Subchapter A, Part 200, is
prepused to be amended by removing
U200, Waiver of interest, penalties, and
collection costs with respect to certain
debis ™ and inserting in lieu thereof “200.
Azsessment or waiiver of interest,
penalties. and administrative costs with
tespect ta collection of certain debts.”

2. The authority citation for 20 CFR
Part 200 is revised to read as follows
and the authority stations following the
sertions dre removed:

Authority: 45 US.C 231f{b}){5} and 45 US.C.
462. § 200 4¥s0 issaed under 31 USC. 3717,

§ 2004 also issued under 5 U.S.C. 552,
§ 2005 also issued under 5 U.S.C. 552a.. .
§ 2008 also issued under § US.C. 552h. - - .

3. Title 20 CFR 200 is proposed to be
revised to read as follows:

§200.7 Assessment or walver of Interest,
penaities, and administrative costs with
respect 10 collection of certain debts.

{a)} Purpose. The Debt Collection Act
of 1982 requires the Board to charge
interest on claims for money owed the
Beard. to assess penalties on delinquent
debts. and to assess charges to cover the
costs of processing claims for delinguent
debts. The Act permits, and in certain
cases requires, an agency to waive the
collection of interest, penalties and
charges under circumstances which
comply with standards enunciated . _
jointly by the Comptroller General and
the Attorney General. Those standards
are contained in 4 CFR 102.13. This
section conlains the circumstances
under which the Board may either
assess of waive interest, penalties, and
administrative costs which arise from
berefit or annuity overpaymenls made
under any of the Acts which the Board
adnministers.

(b} {1) Simple inlerest shall be
assessed once a month on the unpaid
principal of a debt.

{2) Interest shall accrue from the date
on whigh notice of the debt and demand
for repayment with interest is first
mailed or hand-delivered to the debtor,
or in the case of a debt which is subject
to section 1Q{c) of the Railroaa .
Retirement Act or'section 2{d} of the




