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§ 1.934 Further review of compromise 
offers. 

If VA is uncertain whether to accept 
a firm, written, substantive com-
promise offer on a debt that is within 
its delegated compromise authority, it 
may refer the offer to VA General 
Counsel or Regional Counsel or to the 
Civil Division or other appropriate di-
vision in the Department of Justice 
(DOJ), using a Claims Collection Liti-
gation Report (CCLR) accompanied by 
supporting data and particulars con-
cerning the debt. DOJ may act upon 
such an offer or return it to the agency 
with instructions or advice. 

(Authority: 31 U.S.C. 3711; 38 U.S.C. 501, 3720) 

[69 FR 62198, Oct. 25, 2004] 

§ 1.935 Consideration of tax con-
sequences to the Government. 

In negotiating a compromise, VA will 
consider the tax consequences to the 
Government. In particular, VA will 
consider requiring a waiver of tax-loss- 
carry-forward and tax-loss-carry-back 
rights of the debtor. 

(Authority: 31 U.S.C. 3711; 38 U.S.C. 501, 3720) 

[69 FR 62198, Oct. 25, 2004] 

§ 1.936 Mutual releases of the debtor 
and VA. 

In all appropriate instances, a com-
promise that is accepted by VA shall be 
implemented by means of a mutual re-
lease, in which the debtor is released 
from further non-tax liability on the 
compromised debt in consideration of 
payment in full of the compromise 
amount, and VA and its officials, past 
and present, are released and dis-
charged from any and all claims and 
causes of action that the debtor may 
have arising from the same trans-
action. In the event a mutual release is 
not executed when a debt is com-
promised, unless prohibited by law, the 
debtor is still deemed to have waived 
any and all claims and causes of action 
against VA and its officials related to 
the transaction giving rise to the com-
promised debt. 

(Authority: 31 U.S.C. 3711; 38 U.S.C. 501, 3720) 

[69 FR 62198, Oct. 25, 2004] 

STANDARDS FOR SUSPENDING OR 
TERMINATING COLLECTION ACTION 

AUTHORITY: Sections 1.900 through 1.953 are 
issued under the authority of 31 U.S.C. 3711 
through 3720E; 38 U.S.C. 501, and as noted in 
specific sections. 

SOURCE: 32 FR 2615, Feb. 8, 1967, unless oth-
erwise noted. 

§ 1.940 Scope and application. 

(a) The standards set forth in §§ 1.940 
through 1.944 apply to the suspension 
or termination of collection activity 
pursuant to 31 U.S.C. 3711 on debts that 
do not exceed $100,000, or such other 
amount as the Attorney General may 
direct, exclusive of interest, penalties, 
and administrative costs, after deduct-
ing the amount of partial payments or 
collections, if any. Prior to referring a 
debt to the Department of Justice 
(DOJ) for litigation, VA may suspend 
or terminate collection under this part 
with respect to the debt. 

(b) If, after deducting the amount of 
any partial payments or collections, 
the principal amount of a debt exceeds 
$100,000, or such other amount as the 
Attorney General may direct, exclusive 
of interest, penalties, and administra-
tive costs, the authority to suspend or 
terminate rests solely with DOJ. If VA 
believes that suspension or termi-
nation of any debt in excess of $100,000 
may be appropriate, it shall refer the 
debt to the Civil Division or other ap-
propriate division in DOJ, using the 
Claims Collection Litigation Report 
(CCLR). The referral should specify the 
reasons for VA’s recommendation. If, 
prior to referral to DOJ, VA deter-
mines that a debt is plainly erroneous 
or clearly without legal merit, VA may 
terminate collection activity regard-
less of the amount involved without 
obtaining DOJ concurrence. 

(Authority: 31 U.S.C. 3711; 38 U.S.C. 501) 

[69 FR 62199, Oct. 25, 2004] 

§ 1.941 Suspension of collection activ-
ity. 

(a) VA may suspend collection activ-
ity on a debt when: 

(1) It cannot locate the debtor; 
(2) The debtor’s financial condition is 

expected to improve; or 
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(3) The debtor has requested a waiver 
or review of the debt. 

(b) Based on the current financial 
condition of the debtor, VA may sus-
pend collection activity on a debt when 
the debtor’s future prospects justify re-
tention of the debt for periodic review 
and collection activity and: 

(1) The applicable statute of limita-
tions has not expired; or 

(2) Future collection can be effected 
by administrative offset, notwith-
standing the expiration of the applica-
ble statute of limitations for litigation 
of claims, and with due regard to the 
10-year limitation for administrative 
offset prescribed by 31 U.S.C. 3716(e)(1); 
or 

(3) The debtor agrees to pay interest 
on the amount of the debt on which 
collection will be suspended, and such 
suspension is likely to enhance the 
debtor’s ability to pay the full amount 
of the principal of the debt with inter-
est at a later date. 

(c) Collection action may also be sus-
pended, in accordance with §§ 1.911, 
1.911a, 1.912, and 1.912a, pending VA ac-
tion on requests for administrative re-
view of the existence or amount of the 
debt or a request for waiver of collec-
tion of the debt. However, collection 
action will be resumed once VA issues 
an initial decision on the administra-
tive review or waiver request. 

(d) When VA learns that a bank-
ruptcy petition has been filed with re-
spect to a debtor, in most cases the col-
lection activity on a debt must be sus-
pended, pursuant to the provisions of 11 
U.S.C. 362, 1201, and 1301, unless VA can 
clearly establish that the automatic 
stay does not apply, has been lifted, or 
is no longer in effect. VA shall seek 
legal advice immediately from either 
the VA General Counsel or Regional 
Counsel and, if legally permitted, take 
the necessary steps to ensure that no 
funds or money are paid by VA to the 
debtor until relief from the automatic 
stay is obtained. 

(Authority: 31 U.S.C. 3711; 38 U.S.C. 501) 

[69 FR 62199, Oct. 25, 2004] 

§ 1.942 Termination of collection activ-
ity. 

Termination of collection activity 
involves a final determination. Collec-

tion activity may be terminated on 
cases previously suspended. The De-
partment of Veterans Affairs may ter-
minate collection activity and consider 
closing the agency file on a claim 
which meets any one of the following 
standards: 

(a) Inability to collect any substantial 
amount. Collection action may be ter-
minated on a claim when it becomes 
clear that VA cannot collect or enforce 
collection of any significant amount 
from the debtor, having due regard for 
the judicial remedies available to the 
agency, the debtor’s future financial 
prospects, and the exemptions avail-
able to the debtor under State and Fed-
eral law. In determining the debtor’s 
inability to pay, the following factors, 
among others, shall be considered: Age 
and health of the debtor, present and 
potential income, inheritance pros-
pects, the possibility that assets have 
been concealed or improperly trans-
ferred by the debtor, the availability of 
assets or income which may be realized 
by means of enforced collection pro-
ceedings. 

(b) Inability to locate debtor. The debt-
or cannot be located, no security re-
mains to be liquidated, the applicable 
statute of limitations has run, and the 
prospects of collecting by offset are too 
remote. 

(c) Death of debtor. The debtor is de-
termined to be deceased and the Gov-
ernment has no prospect of collection 
from his/her estate. 

(d) Cost will exceed recovery. The cost 
of further collection effort is likely to 
exceed the amount recoverable. 

(e) Claim legally without merit. Collec-
tion action should be terminated on a 
claim whenever it is determined that 
the claim is legally without merit. 

(f) Claim cannot be substantiated by 
evidence. VA will terminate collection 
action on once asserted claims because 
of lack of evidence or unavailability of 
witnesses only in cases where efforts to 
induce voluntary payment are unsuc-
cessful. 

(g) Discharge in bankruptcy. Gen-
erally, VA shall terminate collection 
activity on a debt that has been dis-
charged in bankruptcy, regardless of 
the amount. VA may continue collec-
tion activity, subject to the provisions 
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of the Bankruptcy Code, for any pay-
ments provided under a plan of reorga-
nization. Offset and recoupment rights 
may survive the discharge of the debt-
or in bankruptcy and, under some cir-
cumstances, claims also may survive 
the discharge. 

(h) Before terminating collection ac-
tivity, VA should have pursued all ap-
propriate means of collection and de-
termined, based upon the results of the 
collection activity, that the debt is 
uncollectible. Termination of collec-
tion activity ceases active collection of 
the debt. The termination of collection 
activity does not preclude VA from re-
taining a record of the account for pur-
poses of: 

(1) Selling the debt, if the Secretary 
of the Treasury determines that such 
sale is in the best interests of the 
United States; 

(2) Pursuing collection at a subse-
quent date in the event there is a 
change in the debtor’s status or a new 
collection tool becomes available; 

(3) Offsetting against future income 
or assets not available at the time of 
termination of collection activity; or 

(4) Screening future applicants for 
prior indebtedness. 

(Authority: 31 U.S.C. 3711; 38 U.S.C. 501) 

[32 FR 2615, Feb. 8, 1967, as amended at 52 FR 
42111, Nov. 3, 1987; 69 FR 62200, Oct. 25, 2004] 

§ 1.943 Exception to termination. 
When a significant enforcement pol-

icy is involved, or recovery of a judg-
ment is a prerequisite to the imposi-
tion of administrative sanctions, VA 
may refer debts for litigation even 
though termination of collection activ-
ity may otherwise be appropriate. 

(Authority: 31 U.S.C. 3711; 38 U.S.C. 501) 

[69 FR 62200, Oct. 25, 2004] 

§ 1.944 Discharge of indebtedness; re-
porting requirements. 

(a) Before discharging a delinquent 
debt (also referred to as a close out of 
the debt), VA shall take all appropriate 
steps to collect the debt in accordance 
with 31 U.S.C. 3711(g), including, as ap-
plicable, administrative offset, tax re-
fund offset, Federal salary offset, refer-
ral to Treasury or Treasury-designated 
debt collection centers or private col-
lection contractors, credit bureau re-

porting, wage garnishment, litigation, 
and foreclosure. Discharge of indebted-
ness is distinct from termination or 
suspension of collection activity under 
§§ 1.940 through 1.943 and is governed by 
the Internal Revenue Code (see 26 
U.S.C. 6050P). When collection action 
on a debt is suspended or terminated, 
the debt remains delinquent and fur-
ther collection action may be pursued 
at a later date in accordance with the 
standards set forth in §§ 1.900 through 
1.953. When VA discharges a debt in full 
or in part, further collection action is 
prohibited. Therefore, VA should make 
the determination that collection ac-
tion is no longer warranted before dis-
charging a debt. Before discharging a 
debt, VA must terminate debt collec-
tion action. 

(b) Upon discharge of an indebted-
ness, VA must report the discharge to 
the Internal Revenue Service (IRS) in 
accordance with the requirements of 26 
U.S.C. 6050P and 26 CFR 1.6050P–1. VA 
may request Treasury or Treasury-des-
ignated debt collection centers to file 
such a discharge report to the IRS on 
VA’s behalf. 

(c) When discharging a debt, VA must 
request that any liens of record secur-
ing the debt be released. 

(d) 31 U.S.C. 3711(i)(2) requires agen-
cies to sell a delinquent nontax debt 
upon termination of collection action 
if the Secretary of the Treasury deter-
mines such a sale is in the best inter-
ests of the United States. Since the dis-
charge of a debt precludes any further 
collection action (including the sale of 
a delinquent debt), VA may not dis-
charge a debt until the requirements of 
§ 3711(i)(2) have been met. 

(Authority: 31 U.S.C. 3711; 38 U.S.C. 501) 

[69 FR 62200, Oct. 25, 2004] 

REFERRALS TO GAO, DEPARTMENT OF 
JUSTICE, OR IRS 

AUTHORITY: Sections 1.900 through 1.953 are 
issued under the authority of 31 U.S.C. 3711 
through 3720E; 38 U.S.C. 501, and as noted in 
specific sections. 

SOURCE: 52 FR 42111, 42112, Nov. 3, 1987, un-
less otherwise noted. 
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