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Dear Mr. Chairman:t

By letter dated May 4, 1970, you requested our opinion as to whether
the Office of Rconomic ngortmm (0EO0) can legally fund the Opportunity
Funding Corporation (OFC) under Title I-D of the Boomomic Opportunity Act,
as added by section 103 of Pyplic Law 90~222, approved December 3, 1967,
81 stat. 688, k2 U.s.c. 27637et._seq. (Supp., V) and whether such funding
carries out the intention of the Congress in authoriring and fumding OEO
programs. _

On June 29, 1970, OEO funded OFC by a grant from I-D funds in the
amount of $3,900,000. Earlier, on June 26, 1970, OEQ used $3,500,000 to
fund a Pilot Program for the (orporation out of fumds authorired by sec~
tion 232 of the Beonomic Opportunity Act, 42 U.s.C. 2825"(Supp. V), which
ve understand will finance the administrative expenses of OFC and innova-
tive projects outside of special impact areas. '

The OFC 1z a nationally based not for profit corporation organized
under the laws of Delaware with its principal place of business in
Washington, D.C. It i3 contemplated that through a wide range of projects
OFC will draw on the respurces of the private sector to aid in financing
local economic developuent projects. Specifically, it will undertake
prograns designed to gauge the feasibility of drawing on the fimancial
resources of the private sector to better the lot of low-inccme people
by adapting tools proven in other areas, It proposes to utilize guaren-
tees, rediscounts, incentive arrangements and capital protection devices
to inecrease the flow 2.3 use of privete capital and eredit in low-income
cammmities, The activities of the czorporation are not intended to he
in lieun of or to duplicate any existing private or public services cur-
rently being rendered in the localities selected but will supplement and
complement existing efforts. _

While section 30% of the Govermment Corporation Contrgl Act, approved
December 6, 1945, ch. 557, 59 Stat. 602, 31 U.S3.C. 869{a)*precludes on or
after December 6, 1945, the formation of corporations by agencies of the
Goverrment for the purpose of acting as an agency or instrumentality of
the Uhited States, we have been advised by OEO and a review of the grant
documents show that the legal relationship between OEO snd OFC is that
of grantor and grantee rather than that of an agent. The OFC is wholly
tndependent of OE0 and s not a Govermment corporation or an agent oy
instrumentality of the Govermment. The creation of the OFC for the
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purpose of carrying out OEQ programs ie therefore not in violation of
the Covernment Corporation Control Act’nor of any other provision of
1aw of vhich ve are aware.

In reaching a conclusion ss to the legality of funding OFC under
Title I-D our sole comsideration must be whether OFC 18 designed ¢o
neet the requirements of Title I~D and the intention of the Congressz in
enacting the Economic Opportunity Act,fas amendsd, Matters involving the
wisdom of such funding or the sdministrative practizsalities of such funding--
vhile of legitimate concern to the Congress and appropriate for consideratior
4n the avdit by our Office--will not be determined in this opinion.

The language and legislative history of Title Y-D evidence & ciear
intention that the Special Iwpact progrems authorized to be financed there-
mder are to be directed toward particular commmmities, involve insofar as
practicable the inlabitants of the locations selected and sfford sufficient
financial aid to have an appreciadle impact im arresting tendengies: boward
dependency, chronic unemploynent and rising cormmity teasicas in | oot~
munities chosen. BSubsectiom 152(a) of Pitle I-D, k2 U.5,C. 2765(a)Vopecit-
1cally provides that the Director of 020 shall not provide au!.shnce ror
any Title z-n prmn unless ha determines that:

"(1) At pru:em and related facilities will,
to the maximum fessible extent, be locatod in the
aroa servedj _

"(2) projects vﬂl, vhere fmible, promote the
development of entreprencurial end menagement skills
and the owmership or participation in ownership of
assisted tusinensedbyresidents of the area served;

"{3) projects will be plamned and carried out
with the maximum participation of local businessmen
by their inslusiom on program hoards of directors,
advisory councils, or thm@: othcr ‘appropriate
Beans; :

"(4) the progrem will be mmriatoly coordi.
- pated with locsl plamning under this chapter, the
Danonstration Cities and Metropolitan Pevelopment
Act of 1066, and with other relevent plans for physieal
‘and anan resources of the aross served;
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"{6) preference vill be given to the residents of
the aress uervud in #illing jobs and treining opportunitiesy
and

- ”(T) training progrems financed wndey this part shald,
be designed wherever feasible {9 provide those persons vio
succesafully ocomplete such training with skills which are
also in demand in communities or neighborhoods other than
these for which pregrua are etba‘blished uwaur thig part.”

See also 3. Reph. Wo, 563, ODth Cong. 32*314 and H. Rept. Wo. 1012, ¢0th
Cong. 66-67. ,

Item 25 of the Special Conditioms to the grant roquires that there
must be OBD concurrence with OFC proposed programs and item 26 provides,
with specific annstations to the appropriate sections of Title I.D, that
OFC prograns must meet the requirement of those sectioms in estabuahing
prograge. Thus, the very specific powers snd respoasidilities detniled
for the Director of OB in Title I-D remain with him In hiz comourring
role under item 25, This i3 the asme procedure uzed by 050 with other
Title I«D grantasz in meeting its respoasgibility of administering I-D
fundg. We therefore are of the opinion that the organization of OFC was
not inconsistent with the detailed oversight requivements szet for the
Director of OEO in Title I-D. Heither can we comelude that the programs
here proposed are clearly sutside the scope of the axtremely brosd langunge
used in Title I-D of the (BQ act, The prashioality of OFC meeting all the
requiremants of I-D is anothor matter, it appearing that OPC “projects”
will be geared more to $nducing the involvement of existing private credit
sources than to affording debt free seed capital to impact area bumsinesses.

There is & question howevey as Lo vhether it would not have been more

appropriate to firance these programz with funds authorized for pilot and
denonstrat: projects under sextion 230X0f the OED act, In enacting
saction 232the Congress recognized that new spprosches and wmethods will
be needed €5 be tested and assizbed to odvercome special problems in the
¥ar on Poverty. BSee H. Eept. No. 866, O0th Oong, 52-53; 8, Rapt. Mo, 563,
90tk Cong. 903 sad H, Rept. Ho. 1012, 0tk Cong, 78. It scema to us that
the proposed programs of OPC are the type of programs specifically con-
templated by the ssctiom 232 authority. The folliwing documentation of
the irnovative character of OFC programs supports this poasitiom:
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- (1) The wndated OEQ publication W
an_econamic develomment demonstration pro on page 3

acknowledges that Lhe new program being undertakern (OFC)
* % % gime to test the effect of strengthening the financial
inztitutions of Llow income commmities as a supplement to
the Agency's current economic development activities %7

(2) ORO funded the pilet OFC with section 232 funds

(3) The OFC grent specificnlly states thal its purpose
18 to "gauge the fessibility of draving on the flnancial

- resources of ﬁhe private sector to better the 1ot of low-
income people.™

() In a letter to our Office dated July 9, 1970,
OE0 advised that "These projects ave intended, in additionm
to oupplying immediate Lemefits to the target areas, to
assint in gaoging the effectiveness of different delivery
systoms, different tedtmiques and the results of similar
techniques under varisus circumstances.™

While as hereinabove indicated the uge of Title I.D "unds 1% not
111e@i1, we do believe that the use of section 232"funds would be more
congistent with comgressional inmtent.

- We .nderstand that your Subcommittee contemplates hearings in the
nesr future on fpeciel Tmpact programs of CEO0. We thiak there is 2 real
need for the develogment of ~riteris for determination of the types of
progranz to be Linanced with Title I-D funds and those to be finsnced
vith section 232'funds and suggest that this metter he conzidered during
those heerings. The development o such eriterls is sssentisl to mssure
nompliance with the mendate of subsection 102{b) of the Zconomic Opportunity
‘? of 1969, Public Law $1-177, approved Decamber 30, 1069, %2 u.s.C.
2702(b) Vauthorising specifi: amounte 9 be spent on the variosus OFO
prograns, '

HOT TAZOTOD Bincerely yours,
*_r.’vt"n':s O
gotteatinatsl

(SIGNED) ELMER B. STAATS

Comptroller General
of the United 3tates

The Bonovable Gaylord Melaon, Chairman

Subcomnittee on Employment . Manpower
and Poverty

Conmittee on Labor and Pvhli- Welfare

United 3tates Senate
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