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BY THE COMPTROLLER GENERAL

Report To The Congress

OF THE UNITED STATES

N
Examination Of Ffé Export-lmport Bank’s

““““

A%ri’d Related Issues

GAO is unable to express an opinion on the
adequacy of the Export-Import Bank's re-
serves for contingencies and defaults in its
fiscal year 1981 financial statements. This
reportdiscusses the basis of GAO's qualified
opinion on the financial statements and how
Eximbank’'s reserves have deteriorated in
re¢ent years.

Eximbank has entered into a unique and
costly agreement with the Private Export
Funding Corporation to support $1.1 billion
of loans financed by the Corporation and
guaranteed by Eximbank. Under this agree-
ment Eximbank pays the interest spread
batween the cost of funds to the lender and
the interest cost charged the borrowers.
Eximbank will incur increased costs of $89.4
mjllion for the $210 million disbursed on
these loans as of September 1982.
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Request for copies of GAO reports should be
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Document Handling and Information
Services Facility

P.O. Box 6015
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Telephone (202) 275-6241

The first five copies of individual reports are
free of charge. Additional copies of bound
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There will be a 25% discount on all orders for
100 or more copies mailed to a single address.
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out to the ‘‘Superintendent of Documents’’.




COMPTROLLER GENERAL OF THE UNITED STATES
WASHINGTON D.C. 20848

B-197710

ro the President of the Senate and
the Speaker of the House of Representatives

; This is our report on the examination of the Export-Import
Bank's financial operations, including the financial statements
for fiscal years 1980 and 1981 and on related issues.

We qualified our opinion on the financial statements because
we were unable to express an opinion on the adequacy of Eximbank's
reserves for contingencies and defaults, Our examination was made
pursuant to the Government Corporation Control Act (31 U.S.C. 9101
et sea.), in accordance with generally accepted government auditing
standards and, accordingly, included such tests of the accounting
records and such other auditing procedures as we considered neces-
pary under the circumstances. We previously examined and reported

n the Export-Import Bank's financial statements for fiscal year
980.

We are sending copies of this report to the Director, Cffice
of Management and Pudget; the fecretary of the Treasury; and the
President and Chairman, Export-Import Bank.

U P iy

Corptroller General
of the United States






COMPTROLLER GENERAL'S EXAMINATION OF THE EXPORT-IMPOKT
REPORT TO THE CONCRESS BANK'S FISCAL YEAR 1981 FINANCIAL
OPERATICNS AND RELATED ISSUES

The Export-Import Bank of the United States
(Eximbank) provides financing support for U.S.
exports. It does not currently receive aprro-
priated funds, but uses an initial $1 billion
Treasury capitalization, retained earnings, and
public borrowings to sustain its lending orera-
tions.

Traditionally, Eximbank has been self-sustaining.
For the period 1934 to 1966 it was able to
charge more interest on loans than it paid on
Lorrowings. Although it has generally had a
negative spread between the average interest
rate on its loan portfolio and the average rate
on outstanding debt since 1966, it has continued
to show a profit through 1981 because earnings
on its $2.2-billion reserve and $l-billion cap-
ital were sufficient to offset losses due to

the negative spread.

Eximbank's self-sufficiency is now being jeopar-
dized by continued concessionary lending. Exim-
bank's borrowing rate has consistently been
higher than its lending rate for the rast
severel years. Earnings on Eximbank's reserves
are no longer able to offset the widening nega-
tive interest rate spread on outstanding dekts
and loan investments. As a result, Eximbank's
first orerating loss is projected for fiscal
year 1982. (See p. 2.)

CCMMENTS ON FINANCIAL STATEMENTS

In our report dated June 15, 1982, GAC gualified
its opinion on Eximktank's financial statements
because GAC was unable to express an opinion on
the adequacy of Eximbank's reserves for contin-
gencies and defaults in its fiscal year 1981
financial statements. Although the reserve at
the end of fiscal year 1981 was sufficient to
cover possible loan losses resulting from bor-
rowers whose loans were delinquent or in default,
it is uncertain whether the reserve is adeguate
to cover possible losses on loans and guarantees
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that have not yet matured. The amount reserved
for contingencies and defaults has been the
basis of GAC's qualified opinions on Eximbank's
financial statements since fiscal year 1975.
The capacity of Eximbank's reserve to absorb
potential losses has been reduced in recent
years because Eximbank's

--increased lending operations have not been
accompanied by corresponding increases in
income to its reserve for contingencies and
defaults,

--risk of incurring possible future losses on
delinquent loans and obligations arising from
purchases and guarantees of loans made by pri-
vate creditors has increased to a larger
extent than the increase in its reserves,

--lending below the costs of funds has resulted
in projected operating losses beginning in
fiscal year 1982 which could impair the Bank's
reserve for years to come. (See p. 4 and
app. I.)

INTEREST RATES COF GUARANTEED
LOANS SUBSIDIZED BY EXIMEANK

In September 1980, Eximbank formed an arrange-
ment with the Private Export Funding Corpora-
tion (FEFCC) to discharge certain of its loan
commitments. PEFCO is a Government-sponsored
commercial corporation which raises funds to
finance exports in the private market using
unconditional Eximbank guarantees.

While such guarantees normally do not require

an Eximbank financial outlay unless a borrower
defaults, the PEFCO arrangement is unigque in
that it obligates Eximbank to reimburse PEFCO
for the interest rate differential between
PEFCO's cost of funds and the interest rate to
the borrower. PEFCC made $210 million of dis-
bursements on loans under this agreement during
fiscal years 1981 and 1982. 1Increased costs to
be incurred by Eximbank due to the interest rate
differential for these disbursements are approx-
imately $89.4 million. (See p. 13.)
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GA0O believes that the PEFCO agreement, requiring
Eximbank to subsidize interest rates of guaran-
teed loans, is costly and that such agreements
should be avoided in the future. (See p, 16.)

Eximbank is also experiencing a substantial
increase in its borrowing requirement from the
Treasury resulting from a procedure under the
agreement which requires Eximbank to make dis-~
buresements for PFFCO's portion of loans under
the agreement and provides for PEFCO to reim-
burse Eximbank several months later. (See p. 15.)

AGENCY COMMENTS AND
GAO'S EVALUATION

Eximbank acknowledged that there is an additional
cost associated with the loans that it guaran-
tees under the PEFCC agreement. However, Exim-
bank stated that this cost, compared to the cost
Eximbank would have incurred if it had made the
loan, is the difference between PEFCO's cost of
funds and Eximbank's borrowing costs to fund the
credit as a direct loan. The difference between
PEFCO's cost of funds and Eximbank borrowing
costs has averaged about three gquarters of one
percent. .

GAO believes that while Eximbank's comparison
provides for a smaller increase in costs, it is
not appropriate. GAO maintains that the addi-
tional cost to Eximbank for the loans that it
guarantees under the agreement is the interest
differential between the cost of PEFCO funds and
the interest costs to the borrower. This
interest differential was 8.1 percent for the
first $100 million PEFCO disbursement and 6.18
percent for the second $110 million disburse-
ment. (See p. 17.)

Eximbank did not agree with a proposal in a
draft of this report that in the future it
obtain the necessary funds from PEFCC in
advance so that it would not have to make dis-
bursements on PFFCO-financed loans from its own
funds. It also did not agree with an alterna-
tive proposal that if there are cases in which
such advance of funds are infeasible, Eximbank
should request prompt reirbursements for dis-
bursements it makes on PEFCC loans (See p. 18.)
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Eximbank stated that the procedure in which it
makes disbursements on PEFCO loans under the
agreement and receives reimbursement several
months later when such amounts reach $100 mil-
lion minimizes the costs to Eximbank under the
agreement. It borrows the money that it disbur-
ses for PEFCO in advance from the Treasury and
pays a lower rate on the funds than PEFCO would
have required had it made the disbursement immed-

iately.

GAO agrees with Eximbank that, in this case,
this procedure is less costly to Eximbank than
to either obtain the necessary funds from PEFCO
in advance in order to make disbursements on
PEFCO loans, or to request more prompt reimbur-
sement from EEFCO for disbursements by Eximbank
on PEFCO loans under the agreement. Therefore,
we deleted our proposals. (See p. 18.)

iv



LIGEST
CLAPTER

1

APPENDIX

I

II

III

Eximbank
GAO
PEFCC

CCNMNTENTS

INTRODUCTION
Prior reports on the financial condition
of Eximbank
Cbjective, scope, and methodology

COMMENTS ON FINANCIAL STATEMENTS
Measurement of reserve adequacy difficult
Net income not keeping pace with increased
risk
Caracity to absorb losses from current
income reduced
Conclusion

SUBSILDIZING PRIVATE FINANCING IS COSTLY

Interest rates of guaranteed loans
suksidized by Eximbank

Increased costs may exceed prior estimate

Additional korrowing requirements for PEFCC
loan disbursements

.Conclusions

Agency comments and our evaluation

Comparative statement of Eximbank financial
condition September 30, 1981 and 1980,
including GAO or.inion

Letter dated June 18, 1982 from Eximbank

Letter dated September 17, 1982 from Eximbank

AEBREVIATICNS

Export-Imprort Bank
U.S. General Accounting Cffice
Private Export Funding Corporation

b b b sy b b

wH =

W

10
11

13

13
14

15

16
17

19
34

36






CHAPTEPR 1

INTRODUCTION

This report is to inform the Congress of the results of our
examination of the financial statements of the Export-Import Bank
(Eximbank) for fiscal year 1981 which was performed pursuant to
the Government Corporation Control Act, as amended (31 U.S.C. 9101
et seg.). Other matters concerning the financial condition of
Eximbank are also addressed. Our opinion on the financial state-
‘ments, issued June 15, 1982, is included as appendix I to the
report.

The Eximbank, originally created in 1934, was made a wholly-
owned U.S. Government corporation by the Export-Import Bank Act
of 1945. 1Its purpose is to provide financial support to aid U.S.
exports sales. 1Its financial programs include direct loans,
financial guarantees to private lenders, and commercial and poli-
tical risk insurance.

Traditionally, Eximbank has been self-sustaining. It does
not receive appropriated funds but originally received $1 billion
in capital from the Treasury and mainly uses Federal Financing
Pank borrowings to sustain its lending operations, For the period
1934 to 1966 it was able to charge more interest on loans than it
paid on borrowings. Although it has generally had a negative
spread between the average interest rate on its loan portfolio and
the average rate on outstanding debt since 1966, it has continued
to show a profit through 1981 because it has been able to utilize
its $2.2 billion reserve and $1 billion capital. Earnings on
these amounts were sufficient to offset losses due to the negative
spread.

Fximbank's self-sufficiency is now being jeopardized by con-
" tinued concessionary lending in the face of historically high
interest rates. Eximbank's borrowing rate has consistently been
higher than its lending rate for the past several years. The
average cost of Eximbank's debt exceed the rate earned on all out-
standing loans by 2.9 percent at the end of fiscal year 1981 and
had increased to 3.3 percent as of March 31, 1982. Earnings on
Eximbank's reserves are no longer able to offset the widening
negative interest rate spread on outstanding debt and loan invest-
ments resulting in Eximbank's first operating loss, projected for
fiscal year 1982.

PRICR RFPORTS CN THE FINANCIAL
CONDITION OF EXIMBANK

We annually examine Fximbank's financial statements and since
1975 our report on the statements have included a gualification
on the adequacy of its reserve.



In three prior reports since 1975, we have emphasized that
Eximbank's continuing expansion of operations without a corre-
sponding increase in income has reduced the capacity of Eximbank's
reserve to absorb potential losses. This continues to be the
case.

In our October 17, 1975, report 1/ we concluded that until
Eximbank's income is materially improved, its capacity to absorb
potential losses will continue to shrink. However, we stated that
the prospects for materially improving income in the near future
are not encouraging. The decline in income has been caused by the
need to borrow funds to make loan disbursements and by paying more
interest on these funds than the loans earned. We pointed out
that because Eximbank will have a continuing need to borrow,
future interest rates will be a controlling factor in determining
future income.

In our April 30, 1980, report 2/ we stated that Eximbank's
average lending rate was 8.35 percent or 2 full points below its
latest borrowing cost of 10.56 percent from the Federal Financing
Bank in December 1979. We also expressed concern that:

"Continued high borrow1ng costs, which depend on
the market rates for Government securities, will
adversely affect Eximbank's income and weaken its
financial position if its lending rates remain
stable or it tries to consistently match lower for-
eign rates. Eximbank estimates that if its aver-
age borrowing rate increases more than one—elghth
of one percent per year and lending rates remain
constant, it could be operating at a $65 million
net loss by 1988. Since the Bank's accumulated
income is also its reserve against loan defaults
and claims, it cannot use accumulated income to
subsidize its lending rates and to absorb such
losses without jeopardizing the adeguacy of its
reserves."

In our June 24, 1981, report, 3/ we stated that the increased
risk of losses from Eximbank's expanding loan portfolio continues
to outpace current net income added to the reserve. We reported

1/"Weakened Financial Condition of the Export-Import Pank of the

United States," (ID-76-17.)
2/"Financial and Cther Constraints Prevent Eximbank from Consis-

~ tently Offering Competitive Financing for U.S. Exports," (ID-

81-16.)
3/"To be Self-Sufficient or Competitive? Eximbank Needs Congres-

sional Guidance," (ID-81-48.)



that the interest rate spread between Eximbank's lending and bor-
rowing costs at December 31, 1980, was a negative 4 percent and
that operating losses were projected to commence in fiscal year
1982 and continue throughout the decade unless lending rates are
brought into line with current borrowing costs. W%e also projected
that lending rates of approximately 2 percent or more below cur-
rent borrowing will deplete the income reserve by the end of the
decade.

We also reported in our June 1981 report that the difference
between Eximbank's borrowing and lending rate may be further
aggravated as a result of a September 1980 agreement between
Eximbank and the Private Export Funding Corporation (PEFCO), a
Government-sponsored commercial corporation which raises funds for
export financing in the private market using unconditicnal Exim-
bank guarantees. Under this agreement Eximbank agrees to pay the
difference between the borrower's interest payments and PEFCO's
interest charges on $1.1 billion of loans financed by PEFCO and
guaranteed by Eximbank. We estimated that this arrangement could
tesult in increased costs to Eximbank of over $300 million,

QBJECTIVES, SCCPE, AND METHODOLOGY

Our examination of Eximbank's financial statements for fis-
cal years 1981 and 1980 were made in accordance with generally
accepted Government auditing standards and included such tests
of accounting records, internal accounting controls, compliance
with the terms and provisions of law and regulations, and other
audit procedures as we considered necessary under the circum-
stances. In addition, we analyzed Eximbank's reserves for con-
tingencies and defaults in order to determine its capacity to
absorb potential loan losses. This included comparing the ratio
of Eximbank's reserves to its outstanding commitments, analyzing
the composition of the reserves and commitments and evaluating
the potential effect that continued lending below the cost of
borrowing can have on Eximbank's net income and reserves in future
years.

We also focused our review on the disbursement procedures
and costs incurred by Eximbank in executing its September 1980
agreement with PEFCO, the effect it has on Fximbank's borrowing
requirements, and the effect it has on the negative spread bet-
ween Fximbank's borrowing and lending interest rates. We inter-
viewed Fximbank and PEFCO officials, reviewed the Eximbank-PEFCO
agreement and related documents, and records of financial trans-
actions made under the agreement.

We performed our audit work in Washington, D.C., between July
1981 and April 1982.



CHAPTER 2

COMMENTS ON FINANCIAL STATEMENTS

We are unable to express an opinion on the adequacy of the
reserves for contingencies and defaults in Eximbank's fiscal year
1981 financial statements. Although the reserve at the end of
fiscal year 1981 is sufficient to cover possible loan losses
resulting from borrowers who were presently in financial difficul-
ties, it is uncertain whether the reserve is adequate to cover
possible losses on loans and guarantees that have not yet matured.
The amount reserved for contingencies and defaults has been the
basis of our qgualified opinions on Eximbank's financial statements
since fiscal year 1975.

The capacity of Eximbank's reserve to absorb potential losses
has been reduced in recent years because Eximbank's

~--increased lending operations have not been accom-
panied by corresponding increases in income to
its reserve for contingencies and defaults,

--risk of incurring possible future losses on
delinguent loans and obligations arising from pur-
chases and guarantees of loans made by private
creditors has increased to a larger extent than
the increase in its reserves, and

--lending below the costs of funds has resulted in
projected operating losses beginning in fiscal
year 1982 which could .impair Eximbank's reserve
for years to come (Eximbank's projections of the
size of such losses and how long they will occur
is dependent on what interest rates will be and
what policies it pursues).

MEASUREMENT OF RESERVE ADEQUACY DIFFICULT

Due to the uncertain nature of foreign economic and political
considerations, the size of the reserve needed to cover future
losses on loans, guarantees, and insurance cannot be realistically
predicted. It is difficult to measure the adegquacy of Eximbank's
income reserve because there is no accertable standard and no com-
parable U.S. lending institution. However, the following schedule
shows how Eximbank's retained income reserve has deteriorated
relative to outstanding commitments between 1971 to 1981.



Patio Comparison of Reserve to Qutstanding Commitments
(Loans, Guarantees, and Insurance)

Retained Comparison
Fiscal income Outstanding expressed
year reserve commitments as ratio
————— (millions) - - -

1971 $1,315 $ 7,128 1:5.4

| 1972 1,413 7,990 1:5.7

f 1973 1,503 9,275 1:6.2

j 1974 1,563 11,241 1:7.2

5 1975 1,624 13,118 1:8.1

| 1976 1,719 14,640 1:8.5
1977 (note a) 1,850 15,443 1:8.4
1978 1,954 15,443 1:7.9

j 1979 2,078 16,777 1:8.1

‘ 1980 | 2,187 19,861 1:9.1

J 1981 2,200 22,641 1:10.3

I

/Includes transition cuarter when end of fiscal year
was changed from June 30 to September 30.
| In our June 1981 report, we reported that despite this deter-
ioration Fximbank has maintained that its ratio of reserve to out-
standing commitments remains well below that of a comparably sized
commercial bank. A May 1979 Eximbank study of capital adequacy
showed that the largest U.S. private banks typicaelly had ratios
ranging between 1:15 to 1:18. The study concluded that Eximbank's
reserve was fully adequate by private sector standards. We
believe one reason why Eximbank has fared so well is its extremely
low loan losses, which the study showed as amounting to only about
10 percent of the lowest losses experienced by any of the top 10
banks.

'Its low loan losses may be explained in part however, by its
management policy as to loan write-offs which is different than
'the policy followed by banks of the private sector.



Loans written-off only after outstanding

balance determined uncollectible

. . .
Locans are wr en off and cha ainst incom
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Eximbank officials determine that the outstanding balance is
uncollectible. Such determinations have been rare. No loans were
written off in fiscal years 1980 and 1981, and only $8 million in

. :
loans has been charged off against income since 1934, For

example, no determinations of uncollectibility have been made for
delinguent loans of $26.4 million made in 1946 to the then recog-

nized government of China, and $36.3 million made to Cuba before
1961 when a prior government existed, In addition, Eximbank had
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accrued for record purposes, but ceased to place on its books,
interest of $36.4 million for loans it deemed to be of doubtful
collectikility but had not written off.

only after
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Commercial banks, which seek to maximize profits, would write
off similar loans for tax reasons. We see no particular advantage
for Eximbank to charge off loans of doubtful collectibility against
the reserve, but the effect of not doing so tends to keep its
reserve-to-commitment ratio lower than that of commercial banks.

Accounting treatment effects

composition of reserves

The composition of Eximbank's reserve and outstanding commit-
ments as of September 30, 1981, is shown below.

Composition of Reserve and Outstanding Commitments
(As of September 30, 1981)

Retained income reserve Millions

Per financial statements $2,200

Less uncollected interest
and fees 583

Adjusted loss reserve, net of
uncollected interest and fees $1,617

Qutstanding commitments

Qutstanding loans:

Current, nonrescheduled $13,954
Current, resecheduled 715
pelinguent loans 888
Purchased guarantees and insurance 245
$15,802
Guarantees and insurance in force:

Contingent liability, subject to claims 6,569
Outstanding purchase agreements 270
6,839

Total (note a) $22,641

und
an Y31

a/Fxcludes
rantees

[y

sbursed loans and assocjated contingencies for gua-
ngurance of $9.1 hillion (see D. 8).
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Eximbank's reserves net of uncollected interest and fees on
September 30, 1981, amounted to $1.6 billion. Total outstanding
commitments consisted of §22.6 billion in diskbursed loans, guar-
antees, and insurance in force; $15.8 billion was for loans out-
standing with the remaining $6.8 billion representing repayment
assurance to private lenders and exporters requiring no Eximbank
outlays except in the case of default or loss. Since guarantees
and insurance, like loans, constitute a potential charge against
the reserve, it is appropriate to include them in a comparison of
the reserve to outstanding commitments. Differences in Eximbank's
accounting treatment are reflected in its composition of reserves
and outstanding commitment in the following ways.

Uncollected interest and fees

The income reserve included $582.5 million of earned but un-
collected interest and fees receivable on loans and guarantees.
Of this amount $313.1 million was attributed to current non-
rescheduled loans, $96.1 million to current rescheduled loans,
and $173.3 million to delinquent loans. (See p. 3; also note 5
of the financial statements.)

Delinguent loans

A delinquent loan is one for which any installment of princi-
pal or interest is past due 90 days or more. As of September 30,
1981, the outstanding principal amount of delinquent loans included
in loans receivable was $887.7 million. This amount included
$398.1 million past due installments of 90 days or more of which
'$305.5 million represented an acceleration of repayment of loans
gmade to the Government of Iran. (See note 4, financial state-
ments. )

Rescheduled loans

Eximbank sometimes reschedules the repayment date of some or
all principal installments of a loan. It does so in cases where a
borrower or country has encountered temporary financial difficulty
and when it determines that providing such relief will aid collec-
tibility and enable continued debt servicing. Since Fximbank's
inception, loans totaling about $2.1 billion (or 4.1 percent of
loans disbursed) have been rescheduled. The aggregate value of
such outstanding rescheduled loans at September 30, 1981, amounted
to $715.4 million. This represents an increase of $80.7 million
over the prior year.

Purchased guarantees and insurance

Guarantee and insurance claims paid have only partially been
charged.against income, thus postponing possible future loss char-
ges agalnst the reserve. Since 1934, such chargeoffs have amounted



to $76 million. With our concurrence, Eximbank modified its prac-
tice in 1977 of deducting payments on guarantee and insurance
claims from net income when unusally large payments were reguired
on defaulted commercial loans to Zaire, It now treats the amount
that it pays to purchase loans under the guarantee agreement as a
loan receivable asset in those cases justified by the amount and
prospects of repayment, As of September 30, 1981, net loans pur-
chased pursuant to Eximbank guarantee and insurance agreements
amounted to $245.1 million., Still outstanding was $270.3 million
in prospective additional purchases. (See note 6, financial
statements,)

NET INCOME MOT KEEPING PACE

WITE INCREASED RISK

In our June 1981 and prior reports, we have stated that cur-
rent net income added to the reserve is not keeping pace with the
increased risk of losses from Eximbank's expanding loan portfolio.
This continued to be the case for fiscal year 1981 in that the re-
serve increased by only $12.1 million compared with increased out-
standing commitments of $2.8 billion, yielding an annual ratio of
1:231. This is more than 22 times the overall ratio for fiscal

year 1981 of 1:10.3. (See p. 5.)

There are indications that Eximbank's outstanding commitments
will continue to increase rapidly. 1In addition to the $22.6 bil-
lion of outstanding commitments at September 31, 1981, there were
$9.1 billion in approved but undisbursed loans and $6.5 billion
in contingent liabilities for associated guarantees and insurance.
Therefore, Eximbank's overall commitments and contingencies at the
end of fiscal year 1981 totaled $38.4 billion.

The $9.1 billion of approved but undisbursed loans, which
amount to 57.6 percent of those already outstanding, are expected
to be disbursed over the next 3 to 5 years. 1In addition, Exim-
bank's commitment authority for fiscal year 1982 was set at
$4.4 billion for loans and $9.2 billion for guarantees and insur-

ance,

In contrast, net income added to the reserve remained stable
between fiscal years 1977 and 1980 but declined drastically in
fiscal year 1981 as shown below.

Fiscal year
1977 1978 1979 1980 1981

————— (millions) - - - - - =~
Net income $137 $139 $159 $110 s12.1
Lividends paid -35 =35 -35 -0- -0~

Additions to reserves $102 $104 $124 $110 $12.1



As shown in the table above, Eximbank omitted its customary
dividend payment to the Treasury for fiscal years 1980 and 1981.
As a result $110 million was added to the reserve in 1980 which
was comparable to prior years. However, due to the drastic
reduction in net income in fiscal year 1981 only 12.1 million was
added to the reserve. Future losses are predicted beginning in
fiscal year 1982 and, if this happens, then Eximbank's reserves
will be further impaired.

The schedule below compares the reserve to possible losses

arising from loan delinquencies as well as defaults to private
creditors that had been identified for the past 5 fiscal years.

Fiscal year
1977 1978 I§7§ 1980 1981

———————— (millions)= = = - = =
Retained income reserve
Per financial statements $1,850 $1,954 $2,078 $2,187 $2,200
Less uncollected interest
and fees =303 -316 -376 -468 -583

Adjusted loss reserve, net of ‘
uncollected interest and fees $1,547 1,638 $1,702 $1,719 $1,617

Delinquent, purchased loans
and outstanding loan agreements

Delinguent loans ' $ 328 $ 468 S 620 S 736 S 888

Purchased guarantees and

Insurance 18 50 106 191 245

Qutstanding purchase agreements 186 260 236 213 270
$1,140 $1,403

Difference in net reserves and

$ <
Totals $ 532 $ 778 $ 96
known possible losses $1

»015 $ 860 $ 740 $ 579 § 214

The schedule shows that Eximbank's reserve was adequate for
the S-year period to cover possible losses arising from current
loan delinquencies as well as defaults to private creditors that
had been identified. However, the favorable difference between
the reserve and known possible losses decreased drastically from
$1.0 billion in 1977 to only $214 million in 1981. At Sertember 30,
1977, the reserve, adjusted for uncollected interest, amounted to
$1.5 billion compared with $532 million of delinguent ($328 mil-
lion), purchased ($18 million), and prospective-purchase loans re-
lating to existing agreements ($186 million). However, as a result
of the disproportionate increase in reserves to possible losses,
the adjusted reserve amounted to only $1.6 billion compared with
$1.4 billion of delinguent ($888 million), purchased ($245 mill-
ion), and prospective~-purchase loans relating to existing agree-
ments ($270 million) at the end of fiscal year 1981.



It cannot be predicted whether the delinquent, purchased, and
prospective-purchase loans discussed above will eventually be paid
or become losses. However, if these continue to increase at a
faster pace than Eximbank's net income, Eximbank's reserve will
soon be inadequate to cover these prospective losses.

CAPACITY TO AESORE LOSSES FROM

CURRENT INCCME REDUCED

Since fiscal year 1977, when Eximbank began recording pur-
chases of gquarantees and insurance claims paid as loan assets
rather than as expenses against income, its capacity to finance
such loan purchases out of current income collections has been
reduced. If Eximbank cannot finance its loan purchase commitments
from current income proceeds, it must apply its reserve funds or
obtain additional borrowings to cover this shortage.

As explained on page 7, Eximbank credits interest on loans
to income when it is earned, as opposed to when it is collected.
In recent years, delinguent loan interest has become increasingly
significant in relation to net income. Coincidental with this
increase has been the rise in Eximbank's loan purchases, as shown
below.

Fiscal Year
1978 1979 1980 1981
-~ - - - (millions) - -~ -

Net income added to reserve $104 $124 $110 $12.1
less: Increase of delinguent
loan interest in reserve -11 -25 ~-93 -28.3
difference ‘ 93 99 17 (16.2)
Loan purchases (net of repayments) 32 56 85 54

As the table indicates current net income after adjusting for un-
collected delinguent loan interest was not sufficient to finance
Eximbank's loan purchase commitments for fiscal years 1980 and
1981].

Operating losses projected for

fiscal years 1982 to 1986

Eximbank's borrowing rate has been consistently higher than
its lending rate for the past several years, Fximbank periodi-
cally calculates the potential impact of this continued negative
interest rate spread on net income and the reserve. 1In cur June
1981 report, we stated that Eximbank projections made in January
1981 showed a reduced profit or small loss for fiscal year 1981,
a prokbable loss for fiscal year 1982 and possible exhaustion of
Fximbank's reserve as early as fiscal year 1986.
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As projected, Fximbank did show a greatly reduced profit for
fiscal year 1981 of $12.1 million and a loss is predicted for
fiscal year 1982. FEximbank has reported a loss of $49.6 million
for the first half of the fiscal year ending March 31, 1982, and
predicts that the loss for the year can be as high as $130 million.

The size of future losses and how long these losses will
occur depends mainly on the spread between Eximbank's lending and
borrowing costs. In our June 1981 report, we concluded that with
a negative spread of 2 percent or more between lending and borrow-
'ing costs losses will commence in fiscal year 1982 and Eximbank's
‘reserve will be depleted by the end of the decade.

J Fximbank took steps to reduce its spread between borrowing

[and lending by raising its direct lending rate for non-aircraft
'transactions from 8,75 percent to 10.75 percent in July 1981, and
again to 12 percent in November 1981. However, between September
1981 and March 1982, interest paid by Eximbank on funds from the
'Federal Financing Bank, its borrowing source for medium- and
long-term needs fluctuated between 14 and 15.7 percent. As a re-~
sult a negative difference in lending and borrowing cost of 2 to
4.8 percent existed during this period. We believe that while the
3.25 percent increase in Eximbank's lending rate has reduced the

‘negative spread between lending and borrowing cost to 2 more favor-

' able level, the spread has not been reduced sufficiently to pre-

‘clude prOJected losses and the possible depletion of the reserve

' by the end of the decade.

As stated in our June 1981 report the difference between

Eximbank's borrowing and lending rate may be further aggravated

as a result of a September 1980 agreement between Eximbank and the
| Private Export Funding Corporation. This agreement provides that
| Eximbank and PEFCO will share in providing $1.35 billion of export
- financing at fixed rates of interest quoted by Eximbank to foreign
' borrowers., Under the agreement Eximbank guarantees to make up the
' difference between the borrowers' interest payments and PEFCO's

interest charges on $1.1 billion of loans financed by PEFCC and

guaranteed by Eximbank. All loan disbursements and repayments

under the agreement are made through Eximbank.

Eximbank disbursed the first $100 million on PEFCO loans
under the agreement over a 8-month period between February and
October 1981. To reimburse Eximbank for disbursements made on
its behalf, PEFCO borrowed and transferred $100 million to Exim-
bank on September 29, 1981, Since Fximbank has disbursed only

- $95.6 million on PEFCO loans as of that date, Eximbank gave PEFCO

- a note for 4.4 million for the unutilized balance. PEFCO held the
note until its amount was fully disbursed by Eximbank on PEFCO
loans on October 13, 1981. However, the $4.4 million unutilized
balance is not shown as a notes payable on the balance sheet in
its financial statements but is included in the liability account

11



"other credits" on the balance sheet. (See note 8 of the finan-
cial statements.)

Also, the increased cost to be incurred ty Eximbank on PEFCC
disbursements under the agreement as of September 1982 is approxi-
mately $89.4 million. This matter is discussed in Chepter 3. :

CONCLUSICN

Fximbank's reserve for contingencies and defaults as shown
in its fiscal year 1981 financial statements is sufficient to
cover possible losses resulting from borrowers who were presently
in financial difficulty. However, we qualified our opinion on the
adequacy of the reserve because due to various contingencies it
is uncertain whether the reserve is adeguate to cover losses on
loans and guarantees that will mature in future years.

It is difficult to measure the adequacy of Eximbank's
reserve, PRecause of the uncertain nature of foreign, economic,
and political conditions, the size of the reserve needed to cover
future losses on loans, guarantees, and insurance cannot be real-
istically predicted. However, the capacity of the reserve to
absorb potential future losses has steadily declined over the past
several years and indications are that this trend will continue in
future years.

The capacity of the reserve to absorb potential future losses
has declined because net income from operations added to the
reserve has not kept pace with the increased risk of losses from
Exirbank's expanding loan portfolio and loan purchase commitments,
A small net profit of only $12.1 million was added to the reserve
in fiscal year 1981. 1In contrast, Eximbank's outstanding commit-
ments increased by $2.8 billion or at a ratio of 1:231 when com-
pared with net income. Eximbank has reported a loss of $49.6 mil-
lion for the first half of fiscal year 1982 and predicts that the
loss for the year can be as high as $130 million,.

Fximbenk's borrowing rate has consistently teen higher than
its lending rate for the past several years. Eximbank took
action to reduce the negative spread between its borrowing and
lending rate by raising its direct lending rate for non-aircraft
transactions from 8.75 percent to 10.75 percent in July 1981, and
again to 12 percent in November 1981. Eowever, since that time
and March 1982, Eximbank's borrowing costs have continued to remain
at a high of 14 to 15.7 percent. 1If interest rates continue to
remain high with a negative spread of 2 percent or more between
lending and borrowing costs, Eximbanrk will continue to face proj-
ected losses and the depletion of its reserves by the end of the
decade.
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CHAPTER 3

SUESIDIZINC PRIVATE FINANCING IS COSTLY

In September 1980, Eximbank entered into a unique agreement
with PEFCO to guarantee $1.1 billion of PEFCO-financed loans.
while such agreements normally do not require an Eximbank outlay
unless a borrower defaults, this arrangement is unique in that it
obligates Eximbank to make up the difference between PEFCO's costs
of funds and the interest rate at which the loans are committed.

As of September 1982, PEFCO has made $210 million of disbur-
sements under this agreement. Increased costs to be incurred by
Eximbank for this amount are approximately $89.4 million. The
total increase costs to Eximbank under this agreement will depend
on the trend in interest rates during the time the remaining $890
million of PEFCO loans under the agreement are disbursed.

Eximbank is also experiencing a substantial increase in its
borrowing requirement from the Treasury resulting from a procedure
under the agreement which requires Eximbank to make disbursements
for PEFCO's portion of loans under the agreement and provides for
PEFCO to reimburse Fximbank several months later. '

INTEREST RATES OF GUARANTEED LOANS
SUBSIDIZED BY EXIMEANK

The PEFCO agreement grows out of Eximbank's use of supplemen-
tal fiscal year 1980 direct loan ($251 million) and financial
guarantee ($274.75 wmillion) authority granted in August 1980 to
discharge $1,350 million in prelimipary loan commitments. The
‘guarantee authority enabled Eximbank to support PEFCO~financed
~loans of $1,099 million for which no direct credit authority
" remained. The Eximbank guarantees, combined with Eximbank's dir-
ect loan share of $251 million, financed 16 loan transactions with
a total value of $1,350 million. The loans carried fixed interest
rates to the borrower ranging from 8 to 10.7 percent and repayment
terms of from 8.5 to 19.5 years, averaging on a weighted basis
about 9 percent interest and 14.6 years maturity (12 years for
the portion financed by PEFCC). All loan disbursements and
repayments are being made through Eximbank.

Eximbank guarantees normally do not reguire it to make a
financial outlay unless a borrower defaults. The September
arrangement is unigque because Eximbank has agreed to reimburse
PEFCO for the difference between the latter's interest charges
and the rates at which the loans were committed. Py doing this,
Eximbank is in effect subsidizing the interest spread between
PEFCO's cost of funds and the interest rate charged the borrower.
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This is fundamentally the same as if it had made the loan di
instead of merely guaranteeing repayment of the loan by the
rower,

We stated in our June 1981 report 1/ that the increased co
to be incurred by Eximbank through the use of this arrangement
with PEFCO cannot be determined until the loans are disbursed and
the interest rates that PEFCO will pay to acquire funds to make
the loan disbursements are known. However, for illustrative pur-=
poses and to show the potential increase in budgetary costs, we
estimated that the increased costs based on PEFCO interest rate

charges at that time to be about $313.2 million. Since that time

e Qg9
and acyucmuc; 1982 PEFCO has disbursed $210 million under the

agreement, and the increased costs to Eximbank resulting from
these disbursement can now be more accurately calculated. This
calculation shows that the actual increased costs for these disbur-

ﬁnmﬁn.-n AaveaanAd Anry n©n
semenits exdeeld our yricr estimates.

TOTAL INCREASED COSTE MAY

EXCEED PRIOR ESTIMATE

The increased cost to be incurred by Eximbank under the PEFCO
agreement can be viewed as the difference in the interest rate

charged by PEFCO for its portion of loans under the agreement and
the interest rate at which these loans were guaranteed to the bor-
rowers by Eximbank. Our estimate, shown in our June 1981 report
that Eximbank will incur increased costs of $313.2 million under
the agreement, was based on the then current cost of borrowing by
PFFCO of 13.75 percent. On this basis we calculated that Eximbank
would subsidize an interest differential of 4.75 percent between
PEFCO's cost of funds (13.75 percent) and the 9-percent average

interest rates that the loans were made to the borrowers.

PEFCO made its first $210 million disbursement under the
agreement in two payments. The actual interest cost to PEFCO
for its first $100 million disbursed under the agreement was 16.7
percent, and the average interest rate charged the borrower on the
loans for which this disbursement was made was 8.6 percent, an
interest rate differential of 8.1 percent., This rate is 70 per-
cent higher than the interest rate differential of 4.75 percent
used to calculate our estimated increased cost to Eximbank under
the agreement in our June 1981 report. As a result the actual
increased costs to Eximbank for the first $100 million loan dis-
bursements under the agreement is $20.1 million more than our
previous estimate, as calculated below.

1/"To be Self-Sufficient or Competitive? Eximbank Needs Congres-
sional Guidance," (ID-81-48.)
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Estimated Actual

Amount disbursed $100 million $100 million
Interest differential x .0475 x .081 )
$4.75 million $§8.1 million

Average number of years

PEFCG loans outstanding X 6.0 Xx 6.0 (1/2 of
12 years)
Increased cost to Eximbank $28.5 million $48.6 million

The actual interest cost to PEFCO for its second payment of
$110 million disbursed under the agreement in May 1982 was 14.68
percent, and the average interest rate charged the borrowers on
the loans for which this disbursement was made was 8.5 percent.
This means that Eximbank is subsidizing an interest rate differ-
ential of 6.18 percent (14.68 percent minus 8.5 percent), for
this disbursement which is 30 percent higher than the 4.75 percent
differential used to compute our prior estimate. Using the same
method as demonstrated akove for the first payment, we calculated
that the increased cost to Eximbank for this $110 million disbur-
sement under the agreement was $40.8 million or $9.5 million more
than our previous estimate.

‘ Therefore, the actual increased costs to Eximbank for the
"first $210 million disbursements under the agreement was $89.4
'million ($48.6 million for the first $100 million and $40.8 mil-
" lion for the next $110 million of PEFCO disbursements). This
| increased cost exceeds our previous estimates by $29.6 million

' ($20.1 million for the first $100 million and 9.5 million for
next $110 million of PEFCO disbursements). However, whether the
total actual increased cost to Eximbank under the agreement will
exceed our prior estimate of $312 million will depend on the trend
in interest rates while the remaining $890 million under the
agreement is disbursed.

ACDITICNAL BORROWING RECUIREMENTS
FOR FEFCO LOAN DISBURSEMENTS

The loan agreement reguires that all PEFCC loan disbursements
as well as repayments by the borrower be made through Eximbank.
It provides for Eximbank to make disbursements on PEFCC loans upon
request by the borrower and to request reimbursement from PEFCO
when such disbursements equal, or are projected to equal, $100-
million which can occur several months later. Under this proce-
dure Eximbank can incur a substantial increase in its borrowing
requirements because it must make loan disbursement for PEFCO
from its own funds which it must borrow and pay interest cost.
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Eximbank disbursed $95.6 million on PEFCO loans under the
agreement over a several month period between February and Sep-
tember 1981, before it received reimbursement from PEFCC (see note
8 of the financial statements in app. I). Between October 1981
and May 1982, Eximbank disbursed an additional $110 million on
PEFCO loans before it was reimbursed by PEFCO. By making these
disbursements from its own funds, Eximbank placed a further burden
on its borrowing requirements until the disbursed amounts were
reimbursed by PEFCO. Eximbank borrows funds for its short-term
needs from the Treasury at the prevailing 90-day Treasury bill
rate.

Although the procedure used by Eximbank to make disburse-
ments on PEFCO-financed loans is in accord with the agreement, it
demonstrates another unique aspect of this agreement. Normally,
loan guarantees are desirable in providing export loan assistance
because they do not require Eximbank to make a financial outlay
unless a borrower defaults, i.e., all loan disbursements are made
by the lender. 1In the above case, however, Eximbank used its own
funds to make disbursements on PEFCO loans that it guaranteed
which substantially increases its borrowing requirements.

CCNCLUSIONS

In our June 1981 report, we reported that Eximbank would incur
additional costs of $313.2 million as a result of its unique
September 1980 agreement with PEFCO to support $1.1 billion of
PEFCO loans. These increased costs will be incurred because under
the agreement Eximbank will not only guarantee these loans but
will reimburse PEFCO for the interest differential between the
latter's costs of funds and the interest cost to the borrower.

Since then, the first $210 million disbursements under the
agreement have been made, and due to rising interest rates, the
actual increased cost to Eximbank to subsidize the interest dif-
ferential for these disbursements is $89.4 million or $29.6-
million more than we previously estimated. Whether the total
increased costs to Eximbank under this agreement will reach or
exceed our prior estimate of $313.2 million will depend on the
trend in interest rates during the time the remaining $890 million
under the agreement are disbursed. Regardless, we believe that
the PEFCO agreement is costly and that such agreements should be
avoided in the future.

Eximbank is also experiencing a substantial increase in its
borrowing requirements resulting from the procedure in which it
makes loan disbursements for PEFCO under the agreement. The
agreement requires Eximbank to make all loan disbursements and
provides for PEFCO to reimburse Eximbank for disbursements made
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on its portion of the loans at a later date. Following this pro-
cedure Eximbank uses its own funds which it borrows from the
Treasury to make loan disbursements for PEFCO. 1In fiscal years
1981 and 1982, Eximbank made disbursements of $95.1 million and
$110 million, respectively, on PEFCO loans under the agreement
over 7-month periods before reimbursement was obtained.

Although the above procedure is in accord with the agreement
and does not result in increased costs to Eximbank, it demonstrates
another unigue aspect of this agreement in that Eximbank does not
normally make financial outlays on loans that it guarantees,
unless a borrower defaults. However, in this case Eximbank makes
disbursements on the PEFCO loans that it guarantees from its own
funds, which substantially increases its borrowing requirements.

AGENCY COMMENTS AND
OUR EVALUATION

Eximbank furnished us written comments on a draft of this
report and a copy of these comments are included as appendix II.

While acknowledging that there is an additional cost
associated with the loans that it guarantees under the PEFCO
agreement, Eximbank stated that this cost, compared to the cost
Eximbank would have incurred if it had made the loan, is the
difference between PEFCO's cost of funds and Eximbank's borrowing
costs to fund the credit as a direct loan. The difference between
PEFCC's cost of funds and Eximbank borrowing costs has averaged
about three guarters of one percent. Eximbank further stated that
the fact that using its guarantee authority in this manner would
increase costs to Eximbank more than making a direct loan was
explained to the Congress prior to the passage of the supplemental
loan and guarantee authority.

While Eximbank's comparison provides for a smaller increase
in costs, it is not appropriate. We maintain that the additional
cost to Eximbank for the loans that it guarantees under the agree-
ment is the interest differential between the cost of PEFCO funds
and the interest costs to the borrower (8.1 percent for the first
$100 million disbursements and 6.18 percent for the second $110
million disbursement). Although Eximbank did discuss the addi-
tional costs of using guarantee authority to subsidize PEFCO
loans in this manner at congressional hearings, the purpose of
this chapter is to show the extent of such costs to Eximbank,
and the impact the agreement has on the Fank's borrowing re-
quirements.

In our draft, we stated that Fximbank is incurring a substan-

tial amount of imputed interest cost resulting from the procedure
of making disbursements on PFFCO-financed loans under the
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agreement and receiving reimbursement from PEFCO several months
later when such disbursements reach $100 million dollars. Under
this procedure Fximbank uses its own funds that it borrows from
the Treasury and incurs interest costs to make loan disburse-
ments for PEFCC. We stated that there are stipulations in the
agreement which provide that Eximbank may request PEFCO to prefund
loan disbursements made by Eximbank on its behalf. Accordingly,
we proposed that in the future Eximbank obtain the necessary funds
from PEFCO in advance under this provision of the agreement so
that it would not have to make disbursements on PEFCO-financed
loans under the agreement from its own funds. We proposed that

if there are cases in which such advance of funds are not feasible,
Eximbank should request prompt reimbursement from PEFCO for dis-
bursements it makes on PEFCO loans.

Eximbank did not agree with our proposals. It stated that
the procedure in which Eximbank makes disbursements for PEFCO on
its share of loans under the agreement and receives reimbursement
several months later when such amounts reach $100 million mini-
mizes the costs to Eximbank under the agreement. To advance the
funds initially for PEFCO, Eximbank borrows from the Treasury and
pays a lower interest rate on the funds than PEFCO would have
required had it made the disbursement immediately. Thus, for the
time prior to the PEFCO reimbursement, Eximbank is incurring less
costs than it would under an immediate reimbursement procedure,

As we stated previously, it is not a normal practice for
Eximbank to use its own funds to make disbursements on loans that
it guarantees, and such practice results in an increase in its
borrowing requirements. However, we agree with Eximbank that, in
this case, this procedure is less costly to Eximbank than to
either obtain the necessary funds from PEFCO in advance in order
to make disbursements on PEFCO loans, or to reguest more prompt
reimbursement from PEFCO for disbursements made by Eximbank on
PEFCO loans under the agreement. Therefore, we deleted our pro-
posals.

We still believe that the PEFCO agreement, by requiring
Eximbank to subsidize interest rates of guaranteed loans, is
costly and that such agreements should be avoided in the future.
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APPENDIX I
9’)'\.‘ o "";" COMPTROLLER GENERAL OF THE UNITED STATES
" - :¢ ol B WASHINGTON D.C. 20848
N4
June 15, 1982
B-114823

To the Board of Directors
Export-Import Bank of the United States

We have examined the statements of financial condition of the
Export-Import Bank of the United States as of September 30, 1981
and 1980, and the statements of income and analysis of reserve for
contingencies and defaults, and of changes in financial position
for the years then ended. Our examination was made pursuant to
the Government Corporation Control Act (31 U.S.C. 841-870) and in
accordance with generally accepted Government auditing standards,
and accordingly included such tests of the accounting records, in-
ternal accounting controls, compliance with the terms and provisions
of law and regulations, and other audit procedures as we considered
necessary under the circumstances.

The Bank states its income before providing a reserve for
losses that may be sustained on loans, guarantees, and insurance.
However, it retains accumulated net income after dividends as a
reserve for such losses. Although the reserve increased in fiscal
year 1981, the risk of incurring possible future losses increased
to a larger extent. This increased risk is due primarily to loan
purchases, outstanding purchase agreements, and principal and in-
terest delinquencies. The adequacy of the reserve cannot be
realistically assessed because of the uncertain nature of future
foreign economic and political conditions. (See Statement of
Financial Condition and notes 4, 6, and 8.)

Any losses the Bank may incur on purchases of defaulted com-
mercial loans covered by Bank guarantees or insurance and resche-~
duled under countrywide debt consolidations also are chargeable
against the reserve. In fiscal year 1981 the Bank purchased loans
totaling $52.2 million. Cumulative loan purchases since fiscal year
1977 have been $275.6 million, while cumulative repayments have
been $30.5 million. Under existing agreements, the Bank may be
called upon to purchase additicnal loans totaling as much as
$270.3 million. (See note 6.)

In addition, the reserve is subject to impairment because the
Bank's current funding rates are higher than its lending rates.
As a result the Bank's average cost of borrowed funds as of Septem-
ber 30, 1981, exceeded its interest income from outstanding loans
by about 2.9 percent. This represents a 1.2 percent increase over
the 1.7 percent interest rate differential as of September 30, 1980.

GAO/ID-82-34
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Based on data we obtained subsequent to the balance sheet date the
differential had increased to about 3.3 percent as of March 31,
1982, and if this trend continues the Bank will suffer a loss in
fiscal year 1982 and possibly future years that would have the
direct effect of reducing the amount of the reserve. Because of
the various contingencies, we are unable to express an opinion on
the adequacy of the reserve.

In our opinion, except for the amount reserved for contingen-
cies and defaults, the accompanying financial statements present
fairly the financial position of the Export-Import Bank at Septem=-
ber 30, 1981 and 1980, and the results of its operations and
changes in its financial position for the years then ended in con-
formity with generally accepted accounting principles applied on a
basis consistent with that of the preceding year. Our evaluation
and tests of the Bank's system of internal accounting controls dis-
closed no material weaknesses. Also, our tests showed that the
Bank was in compliance with terms and provisions of laws and regu-
lations that could have materially affected its financial state-

Hoth BA,

Comptroller General
of the United States
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(A

LIABILITIES, RESERVE, AND CAPITAL

Borrowings (Notes 2 and 3):
Notes Payable to Federal

Financing Bank.ceceveeenvrscacnnss
Notes Payable to U.S. Treasury.....
Notes Payable to U.S. Institutiors.
Certificates of Beneficial

Interest Payableeeccovoeceasecnces
Participation Certificates
Payablesceeacacecsasersorcanvanane

Other Liabilities:
Accrued Interest Payable.ceseaveins
Other CreditS.isescessssesasvonssice

Deferred Fee INCOMEessescnsssvroves

Reserve for Contingencies and
Defaults (Notes 3,4,5,7 and 8):
accumulated from income -

includes delinquent interest and
delinguent capitalized interest of
$173.3 million at 9-30-81 and
$165.0 million at 9-30-80 ceuvescns

Capital Stock Held by U.S. Treasury
(NOte 3Jecececsocnoncnonssncacanans

Total Liabilities, Reserve,
and Capitaleseeccescccceccarencnans

September 30, 1981

$12,409,300,000
19,000,000
118,000,000
77,800,000

250,000,000

113,200,000
10,800,000

$12,874,100,000

124,000,000
11,600,000

2,199,500,000

1,000,000,000

$16,709,200,000

September 30,

$10,066,900,0(
79,000,0(
251,200,

160,100,0t

250,000, 01

81,900,0

4,100,0

Notes to Financial Statements on pages 1 through g are an integrai part of this statement.



A

COMPARATIVE STATEMENT OF INCOME AND ANALYSIS OF RESERVE FOR CONTINGENCIES AND DEFAULTS

Revenues:

Interest On Loans'l..l."....-...l.'.I...Q.I.ICIIOI"
Insurance Premiums and Guarantee Fee€Sieuevecocorncnee
Commitment and Application FeeScesceccncecnsccsanssee
other !ncm.II!.......-..I.'II........l‘lllll'..l.'.'

Tota] Revenues...I'Il"'.l.....lllIll'lI...'..Il..-..
Expenses:

Interest on U.S. Government BorrowingSesesassscescess
Interest on Participation

Certificate BorrowingSecesecsocsccsesccscscsscccesnes
Interest on Certificates of Beneficial Interest
BorrowingSI.‘..I.IlllII.--I.....I'.III.-‘I-III.IIOII
Interest on U.S. Institutional Borrowings..eecesscces
Administrative ExpenseScescescecrvescsarsncsssaccsces
Claims Paid, net of recoveries (Note 7)ceecccccscnnas
Other Expenses, principally Interest

On Letters Of credit [ X EEXEREE RS EERREN AN AR N RN NN L &

TOta] EXpenSGS....--.---------o--.--..---.--.-...-.-o

Net Incme (NOte 3).l.."‘...IIl'lll..'.'l..l'.lll..l

Fiscal Year
Ended
Septemher 30, 1981

$ 1,121,900,000
36,600,000
35,400,000
1,500,000

1, 195,400,000

1,128,200,000
12,800,000
10,500,000
11,900,000
13,800,000
3,300,000

2,800,000

1,183, 300,000
3 12,100,000

Fiscal Year
Ended
September 30, 1980

$ 927,700,000
30,000,000
31,400,000

200,000

989, 300,000

793,200,000
12,800,000
15,700,000
22,700,000
13,900,000
16,100,000

5,200,000

879,600,000
$ 109,700,000

Analysis of Reserve for Contingencies and Defaults:

Balance at Beginning of Fiscal Yearseseesesosecseeese
Addition.to Reserve..lllIl..'I'I"I.ll'l..ll..l'l'...
Balance at End of Fiscal Yeareecceeseseossssasscssness

Notes to Financial Statements on pages 1 through g are an integral part of this statement.

$ 2,187,400,000
12,100,000
500,000

$2,077,700,000
109, 700,000
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COMPARATIVE STATEMENT OF CHANGES IN FINANCIAL POSITION

Funds Provided:

Net INCOMEeveecessoncscstsrssnsncsovansscnsosssccanssasnoresnss
Borrowings from the Federal Financing Bank

(NOLE 2)cueeennencassanssososevesrasssssscnasonrsonese
Borrowings from U.S. Treasuryeeecececossscecacacervecsncns
Repayments of Loans Receivableiiecereerercacnsrocescsens
Repayments of Loans Purchased Pursuant to

Guarantee and Insurance AgreemeniS.ccessssssssscrsscse
Sales of Certificates of Beneficial Interest.iscececeress
Accrued Interest Payable.eesesosscosssecorsncenccscssncs

Other - Net.evecevecvroocvoosenesascecrsoscsonsscnsvasonses

Total Funds Providedeecesessssssosncrccnsesssscnsensnnsens

Funds Applied:

Loan Disbursements (includes Capitalized Interest FY 1981,

$38.7 million; and FY 1980, $55.7 million)esesscvscanes
Loans Purchased Pursuant to Guarantee and Insurance

Agreements (includes Capitalized Interest

FY 1981, $5.9 Mmil1iON)eeccesvarvoassoaannssnncnnvnase
Accrued Interest and Fees Receivableseecevsesscsaraseese
Repayments of Federal Financing Bank BorrowingSeeseeeees
Repayments of U.S. Treasury BorrowingSceeescsscecsccssess
Repayments of Private Export Funding Corporation

BOrrowinQeeeecescesevosssessassarsoscsoncsassncesasans
Repayments of U.S. Institutions BorrowingS.eecceesecssss
Redemptions of Certificates of Beneficial Interest......
Payment of Dividend to U.S. Treasury (FY 1979)ccscacsss

Total Funds Appliedessassescesscssnasssvescossavscnsrcss

Notes to Financial Statements on pages 1 through g are an

Fiscal Year
Ended
September 30, 1981

$ 12,100,000

3,953,000,000
2,184,200,000
1,470,600,000

4,300,000
200,000
31,200,000
6,900,000

$7,662,500,000

$3,454,100,000

58,100,000
79,900,000
1,610,600,000
2,244,200,000

-0-
133,200,000
82,400,000

$7.662,500,000

integral part of this statement.

Fiscal Year
Ended
September 30, 1980

$ 109,700,000

3,704,100,000
2,160,400,000
1,377,100,000

4,700,000
-0-
9,300,000
(400,000)

$7,364,900,000

$3,197,500,000

90,400,000
48,200,000
1,590,100,000
2,131,400,000

50,000,000
145,500,060
76,800,000
35,000,000

$7.364,900,000
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Note 1: Enabling Legislation and Basic Accounting Principles

Eximbank is an independent corporate agency of the United

States. The primary legislation governing its operations

consists of the Export-Import Bank Act of 1945, as amended
through November 10, 1978, and the Government Corporation

Control Act.

Eximbank's accounting records are maintained on an accrual
basis with the exception of write-offs of loans and payment
of claims on guarantees and insurance policies. Loans are
written off and charged to income when Eximbank determines
that the outstanding principal balance is uncollectable.
Interest on delinquent loans receivable is accrued until
such time as Eximbank determines on a case-by-case basis
that a particular delinquent loan should be nonaccruing,
Claims, except for purchases of assets (see footnote 6),
are charged to income in the year paid. Later recoveries of
amounts written off or of amounts which have been paid as
claims are treated as income in the year received. The
figures in the financial statements on pages 21 through

4 are rounded to the nearest one hundred thousand
dollars,

The commitment authority of Eximbank under the Export-Import
Bank Act to lend, guarantee, and insure is limited to $40
billion outstanding at any one time., Loans are charged
against the $40 billion limitation at 100 percent of their
authorized amount. Guarantees and insurance are charged
against the $40 billion 1imitation at not less than 25
percent of Eximbank's contractual liability, with the

proviso that the aggregate amount of guarantees and insurance
so charged may not exceed $25 billion outstanding at any one
time. Thus, Eximbank's contractual commitments outstanding
at any one time could reach $58.75 billion, consisting of

$25 billion of guarantees and insurance outstanding, resulting
in a $6.25 billion charge against the $40 billion limitation,
and $33.75 billion (additional commitments) charged at 100
percent against the limitation.
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At September 30, 1981, the committed and uncommitted authority to lend,
quarantee, and insure was:

($ Millions)

Category Charge
Loans $24,949.4
Guarantees $ 6,702.7
Insurance 6,754.1

$13,456.8 @25% 3,364.2
Committed 28,313.6
Uncommitted 11,686.4
Total Statutory Authority 40,000, 0

Note 2: Borrowings from the U.S. Treasury and the Federal Financing Bank
Tximbank does not receive any appropriated funds. It has authority, under
its Act, to borrow directly from the U.S. Treasury and to ‘have outstanding
at any one time up to $6 billion of such borrowings. Eximbank avails
itself of this authority for its short-term needs on a daily basis at a
91-day Treasury bil) rate. Excess cash is used to reduce these borrowings
on a daily basis. The average rate for such short-term borrowings, for
the quarter ending September 30, 1981, was 15.91 percent.

In previous years, Eximbank borrowed to meet its medium-term needs through
the issuance of debentures and participation certificates. One certificate
for $250 million with an interest rate of 5.10 percent is still outstanding
and matures in 1982,

Since May 1975, Eximbank has borrowed from the Federal Financing Bank (FFB)
for its medium- and long-term needs. During the year ending September 30,
1981, Eximbank borrowed the following from the FFB:

($ Millions) Final

Date Amount Rate Maturity
12/01/80 5 715.0 ] 13.003% 12/01/90
12/01/80 247.0 12.645 12/01/90
3/02/81 264.0 13,333 3/01/91
3/02/81 820.0 13.570 3/01/91
6/01/81 715.0 13.715 6/01/91
6/01/81 285.0 13.401 6/01/91
9/01/81 604.0 15.701 9/01/91
9/01/81 303.0 15,245 9/01/91

As Eximbank is usually a net borrower of funds, net short-term borrowings from
the U.S. Treasury are repaid quarterly by borrowing from the FFB on a medium-

and long-term basis at a U.S. Government agency borrowing rate appropriate to

the term of the borrowing.
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Note 3: United States Government Investment in Eximbank '
e Tnvestment of the U.S. Government in Eximbank consists of the following:

($ Millions)

September 30, 1981 September 30, 1980
Capital stock held by
U.S. Treasury $ 1,000.0 $ 1,000.0
Reserve for Contin-
gencies and Defaults 2,199.5 2,187.4

Notes Payable to Fed-

eral Financing Bank 12,409.3 10,066.9
Total AERCLAS KL

No dividend was declared from FY 1981 net income.

Note 4: Delinguent Loans

Toans with any installments of principal or interest past due 90-days or
more are classified as delinguent on the Statement of Financial Condition.
The outstanding principal amount of delinquent loans is summarized on a '
comparative basis (see table below).

Delinquent interest of $89.3 million has accrued and is carried as a
receivable. Of this amount $4.3 million is delinquent interest on loans
purchased (see footnote 6). The difference between the $89.3 million
figure and the $130.6 million shown in the table represents mainly interest
on loans which are non-accruing for financial statement purposes.

The delinguent loans to China were made in 1946 to the then recognized
government of China. The delinquent loans to Cuba pertain to loans made
before 1961, when a prior government existed.

In FY 1981, Eximbank rescheduled principal and interest installments of
$97.5 million (see footnote 5§). At the time of the reschedulings, $21.7
million ($11.7 million principal and $10.0 million interest) was past due
90-days or more.

Since December 21, 1979, Eximbank has accelerated certain Toans totaling
$305.5 million and guarantees of $4.8 million which had been made to

or guaranteed by the government of Iran. These loans were accelerated
in FY 1980 on the basis of defaults on scheduled repayments to Eximbank
or loans with cross-default clauses.

In an action subsequent to the date of the financial statements, in
February 1982, Laker Airways Limited (Laker) went into receivership. At
that date, Eximbank's total outstanding exposure on loans to Laker for
five DC-10-30 aircraft totaled $147.2 million ($86.0 million direct loans
and $61.2 million of guaranteed loans).
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(NOTE 4 Continued)

The Eximbank exposure was secured by chattel mortgages on the five
DC-10-30 aircraft. Eximbank has taken possession of the aircraft.
At this time it is not possible to accurately estimate the sale value
of the aircraft., However, it is possible that a loss will be incurred

by Eximbank from this transaction.
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($ Thousands) ($ Thousands)
Total Delinquent Installments Delinguent Installments
Qutstanding September 30, 1981 September 30, 1980

Country Principal Principal Interest Total Principal Interest Total
Brazil $ 29,259.5 $ 823.9 § 202.9 1,026.8 $ 2,834.3 $ 439.4 $ 3,273.7
Cen. Afr. Rep. 2,825.9 1,803.0 906.6 2,709.6 1,121.0 736.4 1,857.4
China 26,386.0 26,386.0 25,790.3 * 52,176.3 26,386.0 24,997.3 51,383.3
Cuba 36,266.6 36,266.6 42,921.0 79,187.6 36,266.6 40,932.4 77,199.0
Iran 305,718.3 305,718.3 42,327.3 343,045.6 305,718.3 10,636.4 316,354,7
Jamaica 3,349.2 1,544.5 502.7 2,047.2 565.8 302.3 868, 1
Liberia 1,314.1 1,314.1 .6 1,314.7 1,917.9 36.7 1,954.6
Mexico 1,571.0 1,126.4 650.4 1,776.8 1,082.2 619.7 1,701.9
Nicaragua 13,844,7 2,415.1 2,104.8 4,519.9 610.8 1,024.9 1,635.7
Uganda 1,818.6 1,818.6 273.8 2,092.4 1,653.8 382.4 2,036.2
Zaire 360,856.7 14,994,2 11,381.4 26,375.6 2,715.6 5,537.9 8,253.5
Other 104,454.9 3,922.5 3,528.3 7,450.8 16,778.4 10,657.0 27,435.4
Total 8 .5 §398,133.2 $130,590. 1 $528,723.3 $397,650.7 $96,302.8 $493,953.5

The countries listed above are not necessarily the obligor of the delinquent loans. Some of the loans are to private
parties in those countries.

*Eximbank actually ceased to accrue interest on its books in 1960. At that time, interest amounted to $9,325,442.59.
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Note 5: Rescheduled Loans

From time to time Eximbank must extend the repayment date of some or
all principal instaliments of a loan to a new schedule because the
obligor or country has encountered temporary financial d1ff1culty and
the Directors of Eximbank have determined that providing relief in
this manner will aid collectability and enable the obligor ultimately
to service the debt,

A1l loan maturities which were previously rescheduled in this manner

are current at September 30, 1981, except for 17 loans with an aggregate
outstanding principal balance of $300.5 million as to which principal
and interest installiments amounting to $29.3 million are 90-days or
more past due. These 17 loans are included in the delinguent classi-
fication on the Statement of Financial Condition. In FY 1981, Eximbank
rescheduled principal and interest installments totaling $97. 5 million.
Included in this total is $18.2 million ($12.3 million principal and
$5.9 million interest) of rescheduled loan purchases. The outstanding
principal balance under the FY 1981 reschedulings is $134.0 million.

Some reschedulings include capitalized interest, which has been

previously credited to the Reserve for Contingencies and Defaults. At

September 30,1981, the Reserve of $2,199.5 million includes $180.1 million

of such outstanding capitalized interest of which $84,0 m1ll1on is
90-days or more past due. The Reserve also includes past due interest

on delinquent loans totaling $89.3 million.

Note 6: Loans Purchased Pursuant to Eximbank Guarantee Agreements

TTaim payments under Eximbank's medium- and short-term guarantee and
insurance programs are treated as purchases of assets and recorded as
loans receivable when, in the opinion of the Board, the prospects of
repayment and other factors, including materiality and country- wide debt

consol1dat10n conswderat1ons, justifies such treatment.

The $15,802.4 million of loans receivable at September 30, 1981 includes
$245.1 million of purchased loans and the $13,765.1 million at September

30, 1980 includes $191.3 million. As of September 30, 1981, delinquent

loan purchases totaled $9.8 million ($5.5 million principal and $4.3 million
interest). At September 30, 1981, cumulative purchases of loan installments
totaled $275.6 million and cumulative repayments totaled $30.5 million,

In accordance with the terms of existing guarantee and insurance agreements,
Eximbank may be called upen to purchisz some or all of the remaining $270.3

1%

million of instaliments relating to these loans.

Loan purchases as of FY 1981, and FY 1980 are summarized in the table
below., Repayments in FY 1981 totaled $16.6 million and $4.6 million in

FY 1980.
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{3 Thousands)
FY 1981 FY 1980
Loan Loan
Country Purchases Purchases
Madagascar $ 1,808.4 $ -0-
Mauritania 1,222.4 436.3
Nicaragua 1,904.4 1,149,5
Sudan 365.3 2,997.7
Togo 817.6 889.3
Turkey 16,407.0 19,824.7
Zaire 29,649.9 65,088.3
Total P 52, 175.0 3 90,385.8
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Note 7: Losses, Claims and Reserve for Contingencies and Defaults
Losses, claim payments and recoveries for ry 1381 and FY 1980 are:

($ Thousands)

FY 1981 FY 1980
Loans written of f $ -0- $— -0-
Guarantee claims paid 3,758.3 8,082.1
Guarantee recoveries {3,034.6) (2,889.0)
Insurance claims paid 5,844.8 16,158.4
Insurance recoveries (3,268.3) (5,208.1)
Claims Paid, net of
recoveries $3,300.2 $16,143.4

The risk to Eximbank from potential losses and claims is not susceptible
to accurate measurement because of the unpredictable nature of future
worldwide economic and political conditions. Eximbank's entire Reserve
is available to cover such losses, claims and contingencies. Eximbank
has a Reserve for Contingencies and Defaults of $2,199.5 million which is
13.9 percent of outstanding foans and 5.7 percent of world commitments.
This Reserve, coupled with Eximbank's $1.0 billion Capital, amounts to
20.2 percent of outstanding loans and 8.3 percent of world commitments.

Note 8: Commitments and Contingent Liabilities

Eximbank™s worldwide commitments, shown beliow, include contingent
1iabilities totaling $13,456.8 million at September 30, 1981, and
$11,749.0 million at September 30, 1980,

|
|
{ ($ Millions)

FY 1981 FY 1980

Outstanding Loans $15,802.4 $13,765.1
Undisbursed Loans 9,147.0 7,647.5
Guarantees Contingent

Liability 6,702.7 6,178.2
FCIA Insurance

Contingent Liability 6,754.1 5,570,8
Total 038,406, 2
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In FY 1980, Eximbank and the Private Export Funding Corporation
(PEFCO) agreed to share in providing a total of $1,350.0 million of
U.S. export financing for 16 export credits at current fixed rates
of interest quoted by Eximbank to foreign borrowers. Eximbank's
share of the total is $251 million and PEFCO's share is $1,099.0
million. Under the arrangement, Eximbank will meet any shortfall
or retain any excess between. the borrowers' interest payments and
PEFCO's interest charges.

During FY 1981 disbursements totaling $123.4 million were made in
connection with credits under the arrangement. PEFCO's share of the
total is $95.6 million and Eximbank's is $27.8 million. To reimburse
Eximbank for the disbursements made for their account, PEFCO borrowed

and transferred $100.0 million to Eximbank. The unutilized balance of
$4.4 million at September 30, 1981 was held in a liability account by
Eximbank until it was fully applied on October 13, 1981, when PEFCO's
share under the arrangement totaled $100.0 million. In accordance with
the arrangement, the interest rate charged by PEFCO on their share of the
disbursements was determined by their borrowing cost at the time of
borrowing and for this $100 million was 16.7 percent. The average
interest rate to the foreign borrowers on the $123.4 million of disburse-
ments is 8.575 percent. The average cost of Eximbank's Treasury borrowings
for the last quarter of FY 1981 was 15.91 percent.

Note 9: Maturity Schedule of Qutstanding Loans Receivable

As of September 30, 1981, about 62.7 percent of the outstanding loans
receivable balance of $15,802.4 million is projected to be due over
the next five years and the remaining 37.3 percent is estimated to be
due thereafter, as indicated below:

Fiscal Percent
Years of Amount of
Maturities ($ Millions) Total
1982 $ 1,791.1 11.4%
1983 1,963.1 12.4
1984 1,992.1 12.6
1985 1,948.7 12.3
1986 2,212.4 14,0
[ . 62.7
1987-2002 5,895.0 37.3

315,802.4 100.0%

In addition to the $15,802.4 million of outstanding loans there are
undisbursed loans totaling $9,147.0 million most of which are
expected to be disbursed over the next 3-5 years.
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Q(mﬂ/, EXPORT-IMPORT BANK OF THE UNITED STATES
@ ¢ WASHINGTON, D.C. 20571

June 18, 1982

CABLE ADDRESS “EXIMBANK"
TELEX 89-461

Mr. Frank Zappacosta

Assistant Director

International) Division

United States General Accounting Office
Trade and Finance - Room 4148

441 G Street, N.W.

Washington, D. C. 20548

Dear Mr. Zappacosta:

Eximbank 's management is responsible for the integrity of the
financial data included in the Bank's Annual Report whether audited
or unaudited. The financial statements have been prepared in
accordance with generally accepted accounting principles consistently
applied in all material respects and reflect some estimates where
necessary. Where acceptable alternative accounting principles exist
management has used its best judgment including, when material, prior
consultation with the independent auditors in selecting those
principles that, in the circumstances, reflect fairly the results of
operations and changes in the financial position of Eximbank.

Eximbank maintains a system of internal accounting controls
designed to provide reasonable assurance at reasonable cost that
assets are safeguarded, that transactions are processed in accor-
dance with management's authorization and are properly recorded,
and that the accounting records are reliable for preparing financial
statements and other financial information.

In an action subsequent to the financial statement reporting
date, Eximbank discovered that a relatively small amount of funds
belonging to the Bank may not have been properly handled. The Bank's
management immediately notified both its external auditors and the
Federal Bureau of Investigation of our suspicion. Subsequent inves-
tigation leads us to believe that the amounts involved were insigni-
ficant in relation to the financial statements and would have no
effect on the statements as presented. Additionally, an internal
review of the situation leads us to believe that the Bank's accounting
controls were adequate, with the exception of a single area where
the incident occurred. Action was taken immediately to address and
correct the situation. An independent investigation is currently
being conducted by the appropriate authorities.
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We believe that the Bank's policies and procedures, including
its system of internal accounting control, provide reasonable assur-
ances that the financial statements are prepared in accordance with
generally accepted accounting principles.

Sincerely yours,

NNy 7

“James K. Hess
Acting Treasurer-Controller
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E{ﬁ,} EXPORT-IMPORT BANK OF THE UNITED STATES
il WASHINGTON, D.C. 20871

“4"‘“:;"_“\‘-

CABLE ADDRESS "EXIMBANK
TRLEX 885481

September 17, 1982

Mr. Frank C. Conahan
Director

U.S. General Accounting Office
44] G Street, N.W.

washington, D. C. 20548

Dear Mr. Conahan:

Thank you for the opportunity to comment on GAO's draft report on the
examination of Eximbank's financial statements for FY 1981,

The draft report discusses the Bank's special arrangement with PEFCO
to participate in financing a specific $1.1 bil1lion of export loans. This
arrangement, entered into with PEFCO in September 1980, was the result of
a particular set of budget circumstances. In 1980, Congress passed supple-
mental direct loan authority of $251 million and guarantee authority of
$274.75 million for Eximbank. This authority, with guarantees charged at
the usual 25% of the related contractual liability, enabled Eximbank to
authorize $1,350 mi1lion in export financing support -- $1,099 million of
PEFCO loan guarantees and $251 million in direct credits from Exim.

The arrangement between Exim and PEFCO provides for Exim to make all
disbursements for both the Exim and PEFCO share of the loans and to be
reimbursed by PEFCO once a quarter, but only when at least $100 million has
been disbursed. This procedure was adopted both for ease of administration
of the credits and to enable PEFCO to be in a position to issue debt to
fund their credits with maturities approximating the maturities of the
specific loans disbursed. Additionally, this procedure minimizes the cost
to Exim under the arrangement, since to advance the funds initially for
PEFCO, Exim borrows from the Treasury and pays a Jower rate on the funds
than PEFCO would have required had it made the disbursement immediately.
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The GAQ analysis identifies two elements of additional cost as a
result of the PEFCO arrangement. The first are costs resulting from the
difference between the cost of PEFCO funds and the interest rate charged to
the borrower. Assuming that PEFCO's cost of funds is above the rate
charged to the borrower, then there is a cost associated with this
situation. However, the additional cost, compared to the cost Exim would
have incurred if the Bank had made the loan, is the difference between
PEFCO's cost of funds and the rate Exim would have paid to borrow the money
to fund the credit had it been a direct Exim loan. The difference between
PEFCO's cost of funds and an equivalent Exim borrowing cost has varied from
time to time but has averaged about three quarters of one percent. The
fact that using guarantee authority in this manner would increase costs to
‘ Exim more than making a direct credit was explained to the Congress prior
to their passage of the supplemental Toan and guarantee authority.

! The second cost element cited by GADO is the interest cost related to

! Eximbank's making loan disbursements from its own funds with PEFCO's reim-
bursement occuring some time later. Eximbank does not agree that this
practice results in increased costs to the Bank; in fact it is less costly
to the Bank then asking PEFCO to reimburse immediately since the rate PEFCO
would receive would be a higher rate than the Bank pays to Treasury. Thus,
for the time prior to the PEFCO reimbursement, Exim is incurring less costs
than it would under an immediate reimbursement procedure.

: Consequently, we do not agree that Exim should either obtain the funds
! from PEFCO in advance or routinely request reimbursement for less than $100
| million. To do so would both increase costs to Exim and would substan-
tially impact PEFCO's ability to properly fund its operations.

//?incerely,

|

! - .

: / L /é&w«;
~James K. Hess

Acting Treasurer-Controller

(@87075)
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