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. By letter dated October 23, 1967, you requested our comments on
2972, 90th Congress, This measure would estadlish s Domestic De-

S ment Bank to assist in the development of employment and busitess

wmitieu in certain wrban and rurel areaa, - }

" #hg objectives of this b1l involve matters of policy primsrily

‘o Satarmination of the Congrens and ones on vhich we bave no recom-

stions to make, Ve do have scme suggestions for your consideration,

ver, concerning the procedures proposed in this bil) for mecom=

plighing those objectives. o

Coricerning the proposed gstablistment of a Govermment corporstion,

o Office has consixtantly taken the position that the public interest
best served vhan congressiocnal control over activities $s exercised
fhrough annual reviews snd affirmgtive sction on planned progrems and
ek fipancing requirements which ettend the eppropristiom procegses, and

i through the spplication of ststutes end remulations whish ususlly govern

operstions of Covermment sgenciea, Ws balisve that departures from
ke standard should e pemitted only on & cléwr showing that sn sctivity
Which s susceptible of operation through s new regular Goverrmsent -
Agmcy or through an expansion of similar progress in existing Govern-
ot sgencies eannot be successfully opersted in the public interest
vithin thst framework.

L', Section 202 of 8. 2572 provides for the appointment of incorporators
- 6f the Bank but does not provide for any limit on the nusber to be ap-
. pointed, Also, section 202 is silent as to travel expenses thst mey
"% pald to inmorporators and as to any compsnsabion to which they msy
:0 entitled for carrying out their responsibilities, We believe the
L1 should specify the mumber of incorporators and state to what extent
ghall be sompensated for their services and for travel
;m’- . -

bt Section 203 provides for the appointment of a board of directors
13 silent with regard to the payment of travel expenzes snd of com-
tion. Ve believe the bill showld specify mny such payments that
R¥ Be made to board mewbers,
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Section 204, erronecusiy listed ss 29k, provides for an adviszory
comnittee of not leas than nine persons; however, it provides no
vpper limit on the size of the committee. Also, the section provides
for paynents to committes members for reasonable expenses incurred
on behalf of the Bank but does not specifically provide for sny
compensation for the time deveted by such mewbers to Bank activities,
" de Delieve these matterz should be clarified in ths B111, '

Bection 205 provides for capitaliration of the Bank up to the
sount of $2 billiom, through the aale of corporstion stodk to the
gecretary of the Treasury., This saction elso provides authority to
the Secretary of ths Treamury $6 cbtain the funds for the stock pure

: chase by borrowing from the public., This arrangesswt authorizes the -
go-called “back door™ fimaneing method and circumvents the sppropris-
tion process. The Caneral Accounting Office has genarally favored

the finmolng of Govermment programs through direet sppropriations
decause of the periodic congressional scrutiny and affirmative congres-

- sions)l action provided by tha sppropristion proeess. Such scrutiny

'i% not %o resdily svailable to the Congress through "back door” finsncing
i “mm‘- . ’

Section 205(b){1), which comcerns the subscription of stock by
the Secretary of the Treasury, states thst such subscription "shall be
peid ot the time of subscription” gnd then states "shall be available
a8 needed by the Benk,” We construs the first quoted clause as con-
trolling, and therefore funds may be made availadle to the Bank before
s need develops. If premsture purchass is made, interest costs would
! be incurred by the Treasury to cbtain funds for transfer to the corpora-
{ tion prior to a need for the funda by the corporstion. To cbviate these
umnecessary costs, we suggest deletion of the words "paid at the time
of" on line 22 of page 10, and the substitution of the words "payable
&t anty time after dste of.” This change in languasge would make clear
that funds are to be made aveilable to the corporstion dy the Treasury
{ Unl’ as neoded, .

U It is noted 4in section 2 (page 2, line 3) that it iz a purpose of

Lo the act, in contrituting to the elimination of poverty, to provide p
: financing "on attractive terms.” Sectiom 201 states that "“Thare is
bareby authorized to be created a corporation for profit # # %, (Line
17, paga 5; underseoring supplied.) Purther, séction 206(a) authorizes
the corporation to make, participate in, or guarantee loans, and to

insure loans or plan, initiate, own, and menage facilities. Wa Delleve

it appropriste that this section of the bill express the fatent of




A~ aq

s as to the range of interest rates which mey be charged on
WE”“, indieating the general circumstances when each rate wounld
, and %0 indicate interest rate guides on guarantesd and inaured

17 the corporation is to break even or have s profit as stated
the second line of section 201 then it would be necessary to estsb-
Jash the interest rate structure so ss to achieve wn overall rate
‘pigher than the retes paid on the corporation borrowings. If guides
“on intereat rates are not provided by the Congress, then the corpars~
"$ion might be guided priuarily by the “attractive terms” provisiom an
‘gage 2, Line 3, snd the corporation would incur losses rather than
sve & profit.

... Bection 206 euthorizes the Bank to issue bouds, dshentures, and
Fother certificates of indebtedneas but does pot limit suth issuances
to & maximum dollar smownt o ratlo of indebtedness to cspifal invest-
ment. We believe that it would ba desirable for the bill to include
s limitetion on tha Bank's borrowinge. The effsct of this section
would be to authorive the Bank to borrov funds directly from the
gdlic through the issuance of bonds, debentures, and other certifi-
. ogtes of indebtedness, under subsaction 1 aud through the sale of its
seeuritios wnder subsection 3. As mentioned above, we have generally
favored the financing of Government programs through direct appropria-
tions because of the periodic copgreasional scrutiny and affimmstive
esngresaional action provided by the sppropriation process that iz not
20 Teadily available to the Congress through "beck door™ financing
teehniques. ' '

. Sseurities issued pursuant to section 206(b) would be issued on a .o

competitive or negotisted Dasis st the discretion of the Ecard of
, Divectors of the proposed Bank, We have observed over the years that
- Literast rates ca money obtainsd from the private seator through
agencies other than the Treasury Depariment, are gensrally higher than

‘ on finds obtained through yegniar pudlic debt obligationa with comparsble
miuritigs {ssued by the Treasury Depertment. See enclosed ntatement
presented by the Assistant Comptzoller Gensral on April k, 1966, vefore
the Committes on Banking and (urrency, House of Ropresentstives, tha
Report of Awlit of the Export-Import Benk for fiecal year 1566;
B-114823, april 3, 1957, snd-the Report of Awiit of the Export-Import
Bank for fiseal year 1964, B~114833; March B, 1565, o j

Azmming that the Congress decides mot to finance this program
through direct appropristions and thet the fimencing contewmplated upder

o
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section 206(b) should not be done through the Treasury, it is sug-
gasted that the activities contemplated by that ssction smight more
economically ‘be performed by existing Government parsonnsl with brosad
experience in this highly techmicel field. Ve therefure recommend
thet the financing transactions wnder section 205(b) be handled by
the Yedaral Nationel ¥ortgsgs Awsociation in e mennsy similer to that
provided in the Participation Sales Act of 1966, Pub. L. 89-429, for
certain obligstions acquired by other Federsl agencles.

, We note that under section 2035(b) paynent of the ssaription of
" 'the United States to the Bank and repaymerts thereof shall de trested
as public-debt trensactions. We bolleve that all capital trangactions
:of the Bank, including those aubborized wnder section 206(b), should
“pe included as a part of the publie debt. o

Section 208, gubsection 1, of the Bill limits finsncing when other
pudlic or private financing is not available on reasonsdle terms and
conditions. Similar provisions are included in the statutes suthorizing
loan programs of various exscutive sgencles Buch as the Farmem Home
_ Aduinistrstion, Rconmmic Development Administration, and Small Buginess
Administration. Thus, it i3 not clear whether the Bank'a loan funds
will become available only after a datermination has been made that
thase other agencies will not provide fixds on raasonable terms and
conditions. -

¥e note also that the objectives to be attained by the bill appear
to be pimilar to the objectives outlined in existing legislation govern-
ing loan progrems of the Departments of Coemerce, Agriculture, and
Bousing and Urban Development, sud the Small Businass Adwrinistration.
Tims, aside from our question sbove az to the order of gvailability of
funds under some losn progrems, we questlon wwler vhet circumstances
finmeing should be obfained from the Bank rather than from presently
existing programs. Yurthermore, laws applicable to loan programs of
the othar agencies, unlike the lomns to be made by the proposed Bank;
speaify msximum loan periods, We beliove it may be deairable to pro-
vide nigo for ¢ Maximm loan pericd in the bill,

Saction 210 of the proposed act provides for snnusl muiits by the
Genaral Accounting Office and a report to the Congress on the results

_ theveon, Tha language of this section is similar to language fourd in
the Govermment Corperstion Control At (31 U.8.C. 850, 851) with the
exception that it does not reguire a statement of incope and expense
OF o roport on ony noted impairment of espital. We belleve that, to
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' rgnént 8 moaningful repart on the overall finamial condition of the
Bank, gsutenm‘b of income end expense and & report on sny noted
qmpadrent of capital should be included and ve suggest that the

: also be reviged to clesxly ztsta that the Comptroller Geseral
‘will recder an oyiniou on the finsnolsl statements wvhich sre to be

Section 211 requires the Pank to subuit an gural report to the
presidext end to the Comgraes but 48 not specific as to the contents
of the report. ¥e believe this ssciion should specifically require

that the report inmelude g statement of assets, liabilities, capital
fmamlmoraeﬁcitmﬂaztatmnt of income snd expense; and
statement of sources snd Epplication of fuds, Also, it iz not cleer
fyrom this saction what shall be the Pigeal year of the Bank. Ve sug-
geit that thig gecticn should be smended to show that the operating
ﬁnulmofthé*nmkmwthemutha fizeal yesr of the
Yedersl Govermment since our audit of the finanuia‘l transactions of -
the Bank i required by section 210{s) to "cover t:he fiacal yoar cor-
~ respending to that of the United Jtates Uovermment.” The period of
. our awdit zhould corrvespand to the opersting fiseal year of the Rank,
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anptroller Genaral
of the United States

Bnclosm\es

The Homorable John Sparkman, Chairman
. Committes on Banking and Surrency
w5 United States Sanate B
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yenguage in the bil) be revised sccordingly. ' The language of the bill






