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The General Services Administration obtained
$697 1 million through the sale of 1ts 30 year
participation certificates, issued under four
trust indentures It has experienced problems
complying with the terms of the indentures
relating to (1) the use of market purchases as
a credit against mandatory annual redemp
tions and (2} the incorrect computation of
installments for annual redemptions

In 1979 the trustee issued “‘event of default”
notices for two indentures because about $7
million of certificates were not redeemed to
meet mandatory sinking fund installments in
1976, 1977, and 1978 General Services de
posited funds with the trustee to cover the
shortages disclosed to date in an effort to cure
the claimed defaults /K
o)

In the event of default, the trustee or holders 0
of 25 percent of the outstanding certificates 0
may declare the entire amount of certificates B(’
due and payable immediately As of June 21,

1979, this had not been done

i
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COMPTROLLER GENERAL OF THE UNITED STATES
WASHINGTON DC 20548

B-95136

The Honorable Elliott H. Levitas
Chairman, Subcommittee on Public A
Buildings and Grounds \O
Commilttee on Public Works éo
and Transportation \ 5

House of Representatives

Dear Mr. Chairman:

On March 19, 1979, you asked us to provide information
on the problems the General Services Administration 1is hav-
ing 1n the debt management of participation certificates.
These certificates were sold to finance certain buildings
under the 1972 purchase contract authority, contained in Pub-
lic Law 92-313. You asked specific questions designed to
augment our testimony of February 27, 1979, before the Sub-
committee on this matter. As discussed with your office,
this report does not contain any conclusions about the valid-
1ty of General Services' claims that the trustee improperly
used trust funds to purchase certificates because the matter
1s 1n litigation.

Details on eight of the nine gquestions are included 1in
appendix I; the nineth guestion on our observations and rec-
ommendations 1s discussed below.

OBSERVATIONS

General Services has experienced problems with the
administration of the indentures relating to (1) the use of
open market purchases as a credit against mandatory annual
redemptions and (2) the incorrect computation of installments
for annual sinking fund redemptions. The trustee notified
certificate holders in January and March 1979 that sufficient
certificates were not redeened as required by two 1ndentures.
The combined shortage was $7.215 million. General Services
deposited funds with the trustee to cover this shortage. As
provided in the indentures, 1in the event of default, the
trustee or holders of 25 percent of the outstanding certifi-
cates, may declare the entire principal amount of certifi-
cates due and payaple immediately. As of June 21, 1979,
this had not been done.
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If the $374 million of outstanding certificates that
the trustee declared 1n default were accelerated today and
refinanced, 1t would cost the Government extra interest of
about $7.5 million the first year. Although the Government
does not believe that a right to accelerate exists, 1t would
be beneficial to the certificate holders to have certificates
declared due and payable now at par because certificate
interest rates are about 2 percentage points below the
current Department of the Treasury rates and the certificates
trade at sizable discounts from par.

The 1ncorrect computation of the annual installments
occurred because these computations were based on a percen-
tage of the face amount of certificates rather than on the
principal amount of purchase price, which included certifi-
cate proceeds and 1interest earned thereon. In January 1979
General Services made 1nitial computations of the principal
amount of the purchase price for each indenture, and addi-
tional certificates were redeemed to cover prior year short-
ages based on that calculation. General Services revised
these computations in June 1979 and the principal amount of
the purchase price was 1ncreased about $3 million for the
four indentures. Since there 1s a higher base for calculating
redemptions, additional certificates will have to be redeemed

to cover prior year shortages.

In February 1979 the responsibility for financial man-
agement and accounting for the program was transferred from
the General Services' Public Buildings Service to the Office
of Controller-Administration. This office has expertise 1in
financial management, but 1t has no prior expertise with
security debt management. Future debt management should be
routine for the most part because the problems which have
been 1dentified, when resolved, should not be recurring.

We believe that the overall responsibility for debt
management should be vested 1n one top agency official, such
as the Controller, who would be responsible for transactions
relating to debt management of General Services' participa-
tion certificates. In the past many major declsions were
made by lower level personnel without review and approval by
higher level agency officials. These officials believed
that the trustee was responsible for reviewing transactions
but they did not monitor trustee performance.

General Services can make market purchases to neet
annual sinking fund requirements for certificates 1issued
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under three indentures. When certificates sell below par,
the Government will save money by purchasing the certificates
rather than redeeming them at par. The timing of such pur-
chases 1s an important decision which should be assigned to

a top agency official. Due to the uncertainties and complex-
iti1es of the market, General Services could draw upon the
experience and expertise of the Treasury Department before
making market purchases.

Another procedure that should be adopted 1s a require-
ment for the independent verification of periodic principal
and interest payments. This task could be performed either
by the agency or by the trustee. 1In the past General
Services assumed the trustee made such verifications, but 1t
had no assurance that 1t was being done.

The Farmers Home Administration has a program similar
to General Services participation certificate financing.
Farmers Home Administration acts as 1ts own trustee for 1its
debt obligations. Principal and interest payment computa-
tions are verlfied within the agency. In addition there 1s
an external verification procedure performed by the Bureau
of Public Debt.

RECOMMENDATIONS

The Administrator of General Services should:

--Adopt a procedure providing for the indevendent
verification of principal and interest payments.
This procedure could be accomplished either by the
agency or by the trustee.

--Require that a top agency official be assigned the
responsibility for decisions relative to market
purchases. This official could obtain the advice
of the Treasury Department which has expertise 1n
this area.

AGENCY COMMENTS

This report was not submitted to General Services for
written comment. A draft was discussed with agency officials.
These officials are of the opinion that the recommendations
should be adopted.
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As arranged with your office, we are sending copies of
this report to the Administrator of General Services. Unless
you publicly announce 1ts contents earlier, no further dis-
tribution of this report will be made until 10 days from the

date of the report.

Sincerely yours,

dwa [7.

Comptroller General
of the United States



APPENDIX I APPENDIX I

PROBLEMS RELATING TO COMPLIANCE WITH

THE TERMS OF VARIOUS GENERAL

SERVICES ADMINISTRATION TRUST INDENTURES

INTRODUCTION

Section 5 of Public Law 92-313, dated June 16, 1972,
authorized the General Services Administration (GSA) for 3
years to acquire new Federal buildings through purchase con-
tract agreements with independent contractors which would
finance and construct buildings to GSA's specifications.

GSA would make periodic payments during the contract periods
to amortize construction and financing costs and to pay other
costs, i1ncluding real estate taxes. At the end of the con-
tract period, not to exceed 30 years, title to the buildings
would transfer to the Government. The purpose of this law
was to eliminate a backlog of needed Federal buildings with-
out the necessity for making large 1nitial appropriations

for capital expenditures.

Utilizing this legislation, GSA employed two methods to
obtain about $1.369 billion for the construction of 68 build-

ings containing about 15 million square feet of occupiable
space.

Under a package system, GSA entered 1into agreements with
contractors for the construction and the financing, about
$138.2 million, of 23 small building projects. GSA makes
semiannual payments to the contractors for i1interest, real
estate taxes, and amortization of principal. At the end of
the 30-year contract period, title to the buildings vests
with the Government.

Under a dual system GSA contracted separately for the
construction and the financing of 45 building projects.
Financing of $697.1 million was obtained through the sale
of participation certificates and about $534 million was
borrowed from the Federal Financing Bank. The construction
contracting, under the dual system, was done 1n the same
way as under direct Federal construction using appropriated
funds.

Participation certificates were issued under four trust
indentures at 1nterest rates ranging from 7.15 to 8.2 percent.
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(See app. II.) The indentures cover 10 certificate 1ssues
known as series A through J. Series A through I were pur-
chased by private investors and series J, by the Federal
Financing Bank.

The net proceeds, after discounts of $5.76 million,
from the sale of the certificates were $691.35 million. GSA
invested most of the proceeds, while awaiting use 1n meeting
construction obligations, 1n Treasury Department short-term
notes. These notes were at 1nterest rates which were below
the rate GSA was required to pay on 1ts certificates.

The First National City Bank (Citibank) acts as trustee
under each i1ndenture. It pays interest and principal to
certificate holders and construction costs and other expenses
to contractors.

Certificates are subject to annual redemption. Under a
mandatory sinking fund, a percentage of the certificates 1s
redeemed annually.

The four i1ndenture provisions are similar except that
under three indentures, covering series F through I, 1t 1s
possible to make open market purchases to meet the annual
sinking fund requirements. When the certificates sell below
par, 1t will be to the Government's advantage to make open
market purchases. 1/ This option 1s limited 1n the first
indenture covering serles A through E in that appropriated
funds may not be used for such purchases.

According to each indenture, the proceeds were to be
credited 1nitially to a construction fund and to a debt
service fund which pays project construction, 1nterest
during construction, and other costs specified 1n the inden-
ture. When certain events occurred as described 1n the 1n-
denture, balances not required for construction could be
used by the trustee to purchase certificates 1n the private
market. These purchases could, according to the indenture,

1/This point applies only to market purchases below par to

" satisfy the annual mandatory redemption requirements, as
permitted by three indentures. The Government would not
necessarlly save 1n purchasing certificates below par, when
not required for mandatory redemptions, because the Treas-
ury Department has 1n effect to borrow at a higher inter-
est rate to make these purchases.
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be credited against the next maturing mandatory sinking fund
installments.

The mandatory sinking fund percentage for each inden-
ture was to be based on the *“principal amount of the purchase
price" and not on the amount of certificates sold. The term
principal amount of the purchase price 1s defined 1in the
indentures to mean the amount paid by the trustee from the
construction and debt service funds and any other amount
transferred from the construction fund to the completion
fund.

v

As stated previocusly, most of the proceeds from the sale
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nvested i1n short—-term Treasury
notes and earned interest while awaiting disbursement on con-
struction contracts. This earned 1income was credited to the
construction fund. Therefore, the amounts credited to the
constriction and debt service funds exceeded the amount of
the certificates sold. For example, GSA sold $196.5 million
of certificates under the first indenture, series A through
E, and calculated the principal amount of the purchase price

in January 1979 to be $211.8 million.
Payments from the construction fund $129,646,780.16

Transferred from the construction
fund to the completion fund on
August 12, 1975 42,869,958.37

Deposited to the debt service
fund to pay 1nterest during
construction 39,283,977.92

$211,800,716.45

PROBLEMS WITH THE
ADMINISTRATION OF INDENTURES

GSA has experienced problems with the administration of
the four trust indentures relating to (1) the use of credits
for open market purchases agalnst nandatory redemptions and
(2) the 1ncorrect computations of installments for annual
sinking fund redemptions. In January and March 1979, the
trustee 1ssued notices of "event of default” for two inden-
tures because sufficient certificates were not redeemed to
meet annual sinking fund 1nstallments.
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lst indenture, series A through E

On January 2, 1979, the Puritan Fund, Inc., owner of
$17,640,000 of certificates, series A through E, notified
the trustee and GSA that the Government failed to pay 1its
November 1, 1978, mandatory sinking fund installment and that
the credit claimed for prior purchases could not be applied
against this i1nstallment. The Puritan Fund contended that
the purchases had to be claimed as a credit against the next
sinking fund 1nstallment occurring more than 45 days after
such purchase and cancellation; the credit could have been
applied to the November 1, 1977, installment.

In January 1979 the trustee found that 1n addition to
the question about using credits for prior purchases, the
annual redemptions for series A through E were computed
incorrectly. The trustee notified the holders of the partic-
ipation certificates by letter dated January 29, 1979, that
the Government was not properly entitled to a credit against
the mandatory installment due October 31, 1978, for certifi-
cates previously purchased by the trustee. The trustee also
indicated that the mandatory redemptions were short in 1976
by $190,000 and in 1977 by $225,000. The trustee stated
that each failure to pay installments 1n cash became an event
of default. GSA does not agree that there was a default.

As provided 1in the 1ndenture, 1n the event of default
the trustee or holders of 25 percent of the outstanding
certificates may, by notice 1in writing to the contracting
officer, declare the entire outstanding certificates due and
payable i1mmediately. It would be beneficial to the certifi-
cate holders to have the series declared due and payable at
par because the certificates sell at a sizable discount from
par and pay 1interest that 1s about 2 percentage points below
current Treasury rates.

The trustee did not declare the entire principal amount
of certificates due and payable immediately, but indicated
that he would evaluate information to determine the appro-
priate course of action. The trustee stated that sufficient
cash was deposited with the trustee to make necessary manda-
tory redemptions. GSA transferred $4.1 million to the
trustee 1n January 1979. It 1s GSA's position that 1t
cured the default claimed by the trustee.

On January 31, 1979, the trustee 1ssued a redemption
notice of $3,595,000 of participation certificates as
tollows:*
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November 1, 1978, entire call $3,180,000
November 1, 1977, shortage 225,000
November 1, 1976, shortage 190,000

Total $3,595,000

The shortage 1in 1976 and 1977 was due to an error 1n
computing the mandatory installment on the face amount of
the 1ssue ($196.5 million) rather than on a percentage of

the principal amount of the purchase price ($211.8 million)
as follows:

Annual i1nstallment
Annual Calculated on Calculated on
Year percentage $196.5 nillion $211.8 million

1976 1.25 $2,456,250 $2,647,509
1977 1.50 2,947,500 3,177,011
1978 1.50 2,947,500 3,177,011

Since $5,000 was the lowest denomination for certifi-
cates, the annual redemption 1s the multiple of $5,000
which would most fully utilize the 1nstallment amount.

To meet the mandatory sinking fund redemptions on
November 1 of each year, the following actions were taken.

1976 Redeemed at par $1,255,000
Credit for market purchases

made by the trustee 1,200,000

Total $2,455,000

1977 Redeemed at par $2,950,000

1978 Credit for prior market
purchases made by trustee $2,945,000
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24 i1ndenture, serlies F

On March 14, 1979, the trustee notified the certificate
holders of series F that sufficient certificates were not
redeemed to meet the mandatory sinking fund installments 1n
1976, 1977, and 1978. The combined shortage was $3,620,000.
According to the trustee, failure to pay the installments
became an event of default.

In January, February, and March 1979, GSA deposited
sufficient funds with the trustee to make the redemption.
GSA contends that the redemptions could have been avoided
altogether had the trustee applied funds onhand prior to
October 15, 1976, and made purchases of outstanding certifi-
cates. Purchases made by the trustee prior to October 15,
1976, could have been credited against 1976, 1977, and 1978
redemptions, but the trustee made purchases of $5.28 million

after the deadline.

On March 15, 1979, the trustee 1ssued a redemption
notice for $3.62 million of series F certificates as follows

Dec. 15, 1978, entire call $3,315,000
Dec. 15, 1977, shortage 45,000
Dec. 15, 1976, shortage 260,000

Total $3,620,000

To fully compensate the certificate holders, the Govern-
ment agreed to pay interest on the $3,620,000 at 9.35 percent
from December 15, 1978, to the redemption date. Also, on
series A through E the Government agreed to pay 1nterest on
the $3,595,000 of certificates at 9.3 percent from November
1, 1978, to the redemption date. The rate for the shortfall
periods was based on the yield on Treasury securities with
comparable periods of maturity which was about 2 percentage
points more than the yield on the participation certificates.

GSA contends that the trustee did not comply with the
provisions of the indentures for series F through I. Accord-
ing to GSA, the trustee used about $18.56 million of trust
funds to make market purchases for the Government's account,
instead of applying these funds to redeem participation cer-
tificates at specified premiums. In March 1979 the Govern-
ment filed actions 1in the Southern District Court of New York
to recover any funds misapplied by the trustee.
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Recomputation of financial transactions

The 1nitial computation of the principal amount of the
purchase price made by GSA in January 1979 will have to be
revised for each of the indentures. The amount of Treasury
securilties (short-term notes) 1in the construction fund at the
target completion date was transferred to the completion fund
at cost and not at market value as provided 1n the indentures.

For example, the indenture for the A through E series states
that:

"At the Target Completion Date, 1f the construction

of any Projects has not been completed, the Govern-
ment may by Request direct that some or all of the
moneys or Investment Securities remaining 1in the
Construction Fund be transferred therefrom and
credited by the Trustee to the Completion Fund.

The request under this Section 2.05 shall include

a certification by the Contracting Officer that

the aggregrate amount of moneys or Investment
Securities (at the fair market value thereof) to

be so transferred and credited does not exceed the
maximum amount of moneys then estimated by the
Government 1n good faith to be required to cover
the Construction Costs and Administrative Costs
applicable to completion of construction of Projects
not completed at the Target Completion Date * * *.“

In April 1979 GSA awarded a contract to a certified
public accounting firm to reconstruct the financial trans-
actions under the four trust indentures. The firm was to
recompute the principal amount of the purchase price as
defined 1n each indenture from the GSA and trustee records.
At the completion of our fieldwork in June 1979, the firm had
not completed 1ts work. On June 25, 1979, GSA officials
told us that 1ts revised calculations increased the principal
amount of the purchase price by about $3 million for the
four indentures. As a result of the higher base for calcu-
lating redemptions, additional certificates will have to be
redeemed to cover prlor year shortages.

Our comments on the questions relating to participation
certificates appear below. (See app. IV.)

Questions 1 and 2: Were the selections of the special coun-
sel, the financial advisor, and trustee
made 1n accordance with existlng regula-
tions and practices® In addition, how,
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by whom, and with what criteria were
the selections made?

GSA awarded nine contracts costing about $1.46 million
for legal, financial, and trustee services assoclated with
the four trust indentures. (See app. III.) These contracts
were negotiated pursuant to the authority contained in sec-
tion 302 (c)(4) of the Federal Property and Administrative
Services Act of 1949, as amended (41 U.S.C. 252), which
allows the agency head to negotiate contracts without adver-
tising "for personal or professional services."

GSA records did not provide us with sufficient informa-
tion on all contracts to determine how, by whom, and with
what criteria (other than the legal provision cited above),
the selections were made. In addition, GSA officials associ-
ated with the contract selections, negotiations, and award
are no longer with the agency. One 1ndividual who was 1in-
volved 1n all facets of the purchase contract program 1s
deceased.

Special counsel--$524,392,85

The special counsel was the firm of Reed, Smith, Shaw,
and McClay of Pittsburgh, Pennsylvania. GSA awarded four
contracts, which appear to have been on a sole-source basis,
to the special counsel. GSA's files did not indicate (1) 1f
any other firm was considered for these contracts or (2) who
selected the special counsel.

Financial advisor--$658,120.81

Kidder, Peabody, and Company, Inc., was selected by the
then Administrator, Mr. Arthur F. Sampson, to act as financial
advisor. The contract for series A through E was for a
fixed fee of one-eight of 1 percent of the face value of the
1ssue. The contract was amended to include series F through
I with a reduced fee of one-twelfth of 1 percent of the face
value of each issue. There 1s no evidence that any other

firm was considered.

Trustee--$276,159.58

Four contracts were awarded to Citibank to serve as and
perform the duties and functions of the trustee under the
indentures. The financial advisor recommended several organ-
1zations, 1including Citibank to act as trustee. These organ-
lzations were required to submit proposals In each instance
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Citibank submitted the lowest responsive offer and, there-
fore, was selected. A listing of GSA's analysis of responses
for the first contract follows.

Present wvalue

Initial of annual
Offeror fee fees Total

American Securlity and

Trust Company $ 7,850 $124,694 $132,544
Mellon National Bank

and Trust Company 38,000 111,634 149,634
Citibank 11,950 99,352 111,302
Chase Manhattan Bank,

N.A. 28,250 194,820 223,070
Bank of America

National Trust and

Savings Association 15,050 151,037 166,087

Question 3: Was the trust indenture prepared 1n accordance
wilith generally accepted legal practices for
other types of indentures? Did 1t contain
common or "boiller plate" provisions for (a)
determining principal and interest payments
and (b) determining, notifying, and curing
defaults?

The GSA participation certificate financing has many
features which are similar to revenue bond financing used by
local governments. Both methods use an indenture document
setting forth the conditions under which the securities are
issued. It 1s an accepted practice 1n municipal bond financ-
ing to have a recognized bond counsel prepare an opinion with
respect to bond offering in order to give assurance to 1in-
vestors and investment bankers that the securities being
marketed are valid. The 1977 "Directory of Municipal Bond
Dealers of the United States" lists about 230 law firms that
1ssue oplnions 1n connection with the sale of State and
municipal bonds. The GSA special counsel, Reed, Smith, Shaw,
and McClay, 1s included i1n the 1977 directory.

The four GSA 1indentures were prepared by the special
counsel, with the aid of GSA officials, the financial
advisor and his counsel, and the trustee and his counsel.
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Parts of the 1ndenture were reviewed by the Securities and
Exchange Commission and the Treasury Department. Although
1ndenture provisions vary, many of the covenants contained

in the GSA indentures are 1ncluded 1n revenue bond 1inden-
tures, such as duties and responsibilities of the trustee,
redemption of securities, 1including retirement and refunding
prior to maturity, use of the proceeds, and payment of inter-
est. In some respects, each GSA 1ndenture was a nonstandard

document.

Some revenue bonds are backed by a dual pledge to repay
the indebtedness. The full faith and credit of the 1ssuing
government 1s pledged, as well as the revenues from the
facility financed with the bond proceeds. Likewise, the GSA
certificates contain a dual pledge. They are general obliga-
tions of the United States, backed by 1ts full faith and
credit. In addition, the certificates are secured by the
projects constructed with the proceeds from the sale of cer-
tificates. Title to the projects 1s vested 1n the trustee
for the benefit of the 1nvestors until the certificates are
paid. In the event of default, the trustee may take posses-

sion of the building projects and collect rent.

The GSA 1ndentures were written in such a way that funds
not needed to complete a project would be returned to inves-
tors by redemption of certificates and thereby reduce the
indebtedness so that the Government's liability would not
exceed the cost of the projects. In other words, the face
amount of the 1ndebtedness would be reduced to equal the
purchase price of the capital investment at a collapse date.
To have the value of the projects equal or exceed the out-
standing amount of the bond 1ssue 1s added protection for
investors i1in the event of default.

As stated previously, the cost of acquiring the projects
(purchase price) 1included (1) interest paid (capitalized
interest) during the construction period, (2) payments to
contractors from the construction fund, and (3) transfers
from the construction fund to the completion fund. The con-
struction fund was credited with the proceeds from the sale
of certificates and with 1nterest earned on these proceeds
while awailting disbursement. Since sizable amounts of
interest was earned on all 1ssues and was available to apply
towards the cost of acquiring projects, the purchase price
under each 1ndenture exceeded the face amount of the secur-
1ties sold. The 1indentures did not specifically require
that i1nterest earned be credited to the construction fund.

10
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In the case of revenue bonds, interest earned on
invested funds may be credited to the fund from which
invested, used to retire bonds, or 1included 1n gross
revenues. With respect to 1nterest paid during the construc-
tion period, 1t 1s a common practice to include 1t as part
of the cost of the facility.

Officials at Treasury, GSA, and Securities and Exchange
Commission (SEC) expressed the opinion that the indenture
clauses relating to determining, notifying, and curing de-
faults were normal by industry standards. The deqgree to
which they are spelled out varies. According to the offi-
clals, 1in retrospect, 1t would have been better to have
detalled the cure methods. However, the drafters of the
indentures did not give any thought to the possibility of
the Government defaulting.

According to the Special Counsel (GSA Bond Counsel),
GSA, and SEC, the indentures were complicated because of the
way the law was written.

Several provisions were added to accommodate pledging
the projects as security for the indebtedness. These provi-
sions require expert financial managemnent attention in order
to meet the legal and financial requirements of the inden-
ture.

Question 4: Where, within the GSA, was the daily respon-
sibi1lity for the financial management of the
Purchase Contract program® How was that office
organized and did 1t possess adequate exper-
ience, expertise, and resources to do the job?

Originally the debt management was handled by a special
assistant to the Executive Director, Public Buildings Service
(PBS), who reported directly to the Commissioner's office.
The special assistant was on the task force which set up the
sale of the series A through E and he had helped develop the
indentures related to series A through I. This assistant had
a degree 1n law and had been working 1in budget and financial
planning for about 6 years before assuming responsibility
for financial management of the certificates. He was
reassigned prior to the first scheduled redemption 1n 1976
and, hence, was not 1nvolved in computing any mandatory
redemption anounts.

When the special assistant was reassigned 1in early 1974,
the debt management was delegated to a budget analyst in the

11
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Financial Management Division, Office of the Executive Direc-
tor, PBS. The first analyst 1in the Division was trained by
the special assistant, had a B A, degree 1n mathmatics and

an M.B.A. 1in finance, and had experience 1n the military and
1n GSA financial programs. The second analyst, who took

over 1n September 1977, was trained by his predecessor,

had a B.S. degree 1n business admilnistration and had been a
budget analyst since joining GSA 1in July 1972.

Neither the special assistant nor the budget analysts
had any prior experlence with security debt management.
However, 1t appears that with a background in law and finance
and having aided 1n developing the 1ndentures, the special
assistant was better qualified to handle debt management
+han hie euneccecgnrse

Originally the Commissioner, PBS, approved all requests
for disbursements of trust funds. In September 1973 this
authority was delegated to the Executive Director, PBS, who
in turn delegated 1t to the special assistant. When the
special assistant was reassigned 1n 1974, the Executive
Director resumed approval for a period and then assigned
1t to the Director of the Financial Management Division,
Executive Director's office.

GSA procedures required that principal and 1interest
disbursement requests be processed through the Office of
Finance, Office of Administration--now the Office of
Controller-Administration. However, that organization did
not check the accuracy of the disbursements. ‘“The apparent
reason for the lack of an i1n-house verification of principal
and 1nterest computations was that GSA believed the trustee,
who was considered to have the expertise, would perform an
accuracy check.

Question 5: Was any other unit within GSA better suited
and/or have the experience and expertise to
handle bond repayment administration in 19727

We do not believe that any other organizational unit
was better suited for handling bond administration than the
Executive Director's office, PBS. The logical place to
assign the responsibility for debt management i1n a company
1s to the treasurer or controller's office. In 1972 the
comparable office 1n GSA was the 0Office of Finance, within
the Office of Administration, but the Office of Finance had
no prior experience or expertise in the administration of
securities. It could have assumed the responsibility for

12
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the financial management of the certificates. However, 1in
1972 1t appeared that PBS had more experience since it was
involved 1n the development of the i1ndentures and 1in the
sale of the certificates.

Question 6: Where, within the agency, 1s responsibility
currently placed, and does the unit possess

sufficient experience and expertise to properly
manage the program?

In February 1979 the responsibility for the financial
management and accounting for the program was transferred
from the Executive Director, PBS, to the Office of Controller-
Administration. The task of debt management has been
further delegated downwards within the latter organization
to the Chief, Credit and Finance Branch, Financial Management
Division, Office of Finance. This seems to be a logical change
since the Office of Controller-Administration has expertise
in financial management. However, this organization has no
prior experience with security debt management. When GSA
and the trustee agree on the computation of the principal
amount of the purchase price for each indenture, future debt
management transactions should be routine for the most part.
The availability of excess proceeds for open market purchases
was a one-time event and 1is not recurring.

GSA officials state that while the day-to-day operations
are carried out by the Credit and Finance Branch, signature
authority was not delegated downward. Signature authority
remains with the Director, Office of Finance, Office of
Controller-Administration.

Question 7: What general observations and recommendations
would you make regarding the proper management
of this program?

Qur observations and recommendations are included 1in
the transmittal letter to this report.

SERIES F, G, H, and I

Question 1l: Were series F through I drafted and administered
1n a similar fashion as A through E? If not,
address the differences and whether the Govern-
ment will be faced with future problems with
respect to default.

13



APPENDIX I APPENDIX I

Series F through I were drafted and administered 1n a
similar fashion to series A through E. As stated previously,
one of the principal differences 1s that the Government can
make open market purchases with appropriated funds under
series F through I to meet the annual sinking fund require-
ments. This option 1s not available under series A through
E. This option 1s advantageous when certificates are selling

at a discount.

When GSA and the trustee agree on the computation of
the principal amount of the purchase price and law suits are
resolved, there should be no default problems and future
debt management should be routine.

Question 2 With regards to accusations raised against the
trustee by GSA 1n 1ts press release of March 15,
1979, would you provide an analysis of each
governmental claim and your apprailsal of the
factual reliability of the assertions.

GSA contends that the trustee misapplied $18.56 million
in trust funds by making open market purchases which could
not be credited against mandatory redemptions. The second,
third, and fourth indentures authorize the trustee to trans-
fer funds from the construction fund to make open market
purchases prior to a specified date. However, contrary to
the i1ndenture provisions, the trustee, according to GSA,
used funds after the specified date to make open market pur-
chases. Therefore since the purchases were made after the
deadline, they could not be applied as a credit against man-
datory redemptions. Series F was 1in default because 1nel-
1gible credits were used for mandatory redemptions.

GSA claims the fault lies with the trustee 1in that, 1in
accordance with the i1ndenture, the use of excess funds for
open market purchases was the responsibility of the trustee
without any action required of the Government. The trustee
denles responsibility. He contends that the details of the
transactions and the cancellation of certificates were
reported to GSA.

This matter 1s now 1n litigation. It 1s our policy not

to comment on 1ssues 1in litigation so as to avoid the possi-
bi1lity of prejudicing the outcome.

14
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GENERAL SERVICES ADMINISTRATION

LISTING OF PARTICIPATION CERTIFICATES

Annual
Face Sales price interest
Indenture Date Series amount (net proceeds) Discount rate
First Nov. 6, 1972 A thru E $196,500,000 $194,410,153 $2,089,847 3/7.284
Second Dec. 18, 1972 F 200,000,000 199,059,800 940,200 7.150
Third Mar. 21, 1973 G 126,000,000 124,438,860 1,561,140 7.500
522,500,000 517,908,813 4,591,187
Fourth Aug. 1, 1973 H 71,000,000 70,699,101 300,899 8.100
b/Jan. 23, 1974 I 98,000,000 97,128,780 871,220 8.125
b/Feb 27, 1976 J 5.610,000 5,610,000 - 8. 200
174,610,000 173,437,881 1,172,119
Total $697,110,000 $691,346,694 $5,763,306

a/Weighted average range from 7.125 to 7.4.

b/Series I and J are supplements to the fourth indenture Series J was sold to the
Federal Financing Bank.
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Honorable Elmer B, Staats

Comptroller General of the United States
General Accounting Office

441 G Street, N, W.

Washington, D. C. 20548

Dear Mr. Staats

This w11l confirm the requests made to Messrs. Normile, Maguire and
Smarrells: at our February 27, 1979 hearing regarding the General Services
Administration’s management of Series A through E of the Participation
Certificates 1ssued to finance certain buildings constructed under the
1972 Purchase Contract Authority.

As I mentioned during the hearing, we are holding the record open for
receipt of further material from your staff with regard to an audit of the
expertise and ability of people at the General Services Administration who
were charged with the responsibility of managing this financial arrangement.
Specifically, I would 11ke answers to the following questions provided for

the record
I
1. Were the selections of the Special Counsel, the Financial Advisor ®
and the Trustee made wn accordance with existing government regulations and
practices?

2. In fact, how were the selections made, by whom and with what criteria®

3. Was the trust indenture prepared 1n accordance with generally ac-
cepted legal practices for corporate trust indentures or local governmental
trust 1ndentures? Did 1t contain common or "boiler plate" provisions for
(a) determining the amount of principal on interest on which periodic redemption
1s required, and (b) determining, notifying and curing defaults?

4, Where, within the General Services Administration, was the day-to-
day responsibility for the management of the financial aspects of the Purchase
Contract program? How was that office organized and what experience, expertise,
and resources did that un1t possess or have available 1n handling bond re-
payment administration? Was that adequate to do the job?
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5 Was any other unit within the General Services better suited to
manage this program 1n 19727 Did any other unit within the Agency have
experience and expertise 1n handiing bond repayment administration?

6 Where, within the Agency, 1s responsibility currently placed?
Does this unit possess sufficient experience and expertise to properly
manage the program?

7 What general observations and recommendations would you make
regarding proper management of this program?

Qur discussions at the February 27 hearing addressed only Series A
through £ You w111 find attached a General Services Admimistration press
release dated March 15, 1979, which discusses Series F, G, H, and I Partici-
pation Certificates With regard to these four additional series, would you
please respond to the following questions

1  Were Series F through I drafted and administered 1n a similar
fashion to Series A through E? If not, please address the differerces 1n
both the drafting and administration and discuss whether the Government will
be faced with any future problems with respect to potential defaults?

2 With regard to the accusations raised against the trustee by the
General Services Administration in the aforementioned press release, would
you provide an analysis of each Governmental claim and your appraisal of
the factual reliability of the assertions

We would be most appreciative 1T you could give this request priority
as we need 1t as soon as possible for inclusion in the hearing record In
addition, we may be requesting your staff to present further testimony before
th1s Subcommittee on thi1s program !

/1,

CLIOTT H LEVITAS

Chairman

Subcommittee on Public Buildings
and Grounds

(945169)
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