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Executive Summary

Purpose

Background

From fiscal years 1978 through 1987, agencies used $353 billion in
authority to borrow to obtain funds in advance of appropriations. The
Balanced Budget and Emergency Deficit Control Act of 1985 amended
the Congressional Budget Act of 1974 to require GAO to study authority
to borrow and other provisions of law which permit agencies to use
funds or resources when the authority is not provided in advance in
annual appropriation acts. The act also requires GAO to make recommen-
dations on the appropriate form of financing for activities studied. This
report recommends a criterion for determining when authority to bor-
row is an appropriate means of financing accounts. In addition, it pre-
sents the results of GAO’s review of 12 sample accounts with authority tc
borrow.

Authority to borrow is statutory authority that permits a federal agency
to incur obligations and to make payments for specified purposes out of
borrowed monies. It is a form of financing that is relatively uncontrolled
by the Congress because it is available without annual appropriation
action. In some cases, the Congress provided authority to borrow after
congressional committees reported that the authority would give the
agencies a readily available source of funds to make prompt payments.

Thirty-seven of the budget accounts administered by 19 federal agencies
have authority to borrow from the Department of the Treasury or the
public. The authority to borrow these accounts used during the 10-year
period covered by GAO’s study represented 4 percent of the federal gov-
ernment’s total budget authority for the period. Accounts that borrow
can make repayments using collections from users (the public), appro-
priations, or additional borrowing. The Congress can also legislate debt
forgiveness.

GAO's July 1987 reports, Budget Issues: Inventory of Accounts With
Spending Authority and Permanent Appropriations, 1987 (Gao/
AFMD-87-44A) and Budget Issues: The Use of Spending Authority and Per-
manent Appropriations Is Widespread (GAO/AFMD-87-44), identified
accounts with the various forms of financing not provided in annual
appropriation acts and provided summary data on those accounts. Infor
mation in this report covers the accounts with authority to borrow that
were identified and summarized in the above reports.
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Results in Brief

GAOQO’s Analysis

Executive Summary

In GAO’s opinion, the Congress should provide authority to borrow on a
more selective basis. The main criterion it should normally use in pro-
viding authority to borrow is that eligible programs should be able to
generate sufficient revenues from collections to repay their debt.

Agencies with authority to borrow are financing a large portion of their
programs with debt. Most of the repayments agencies make on their
debt come from appropriations and new borrowings. Less than half of
the repayments come from collections. Calling an agency’s financing
“borrowing’ could suggest that its costs are only temporary, because
they will eventually be repaid. In GAO’s opinion, this terminology is mis-
leading and misrepresents program costs when repayments come from
sources other than collections. In addition, it may obscure the extent to
which losses are being funded through borrowing.

Of the 12 accounts GAO reviewed, 8 were not designed to recover their
costs and probably will not be able to generate sufficient collections to
repay their debts. Many of these accounts have no limit on the amount
of debt they can accumulate. The financing for these accounts could
more accurately be described as appropriations instead of borrowing.
Therefore, an alternate form of financing (involving some type of appro-
priation) would better disclose the type of financing being used while
still enabling accounts to make prompt payments.

Criterion for Authority to
Borrow

GAO based its criterion for when authority to borrow is appropriate on
the general concept of borrowing. Borrowing, unlike other financing
methods such as appropriations, implies a future repayment. Therefore,
authority to borrow should be limited to agencies that can repay their
debt. Of the three ways agencies make repayments on their debt—
appropriations, new borrowings, and collections—only collections reim-
burse Treasury for the funds it lent to the agencies. When agencies
repay debt with appropriations or new borrowings, Treasury does not
recover any funds because the repayments come from monies already
held by Treasury, not external sources. Therefore, normally only repay-
ments with collections should be considered meaningful repayments.
and authority to borrow should only be provided to agencies that can
repay their debt with collections.
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Executive Summary

Misrepresenting Costs

Calling an agency's financing “"borrowing’ suggests that the funds it
receives are a cost to Treasury that will eventually be reimbursed. When
an agency borrows but cannot repay with its collections, the nature of
its financing and the costs incurred by Treasury are misrepresented.
This could impair the Congress’ understanding of the costs and ability to
make informed budgetary decisions.

Reasons for Providing
Authority to Borrow

The legislative histories for most of the 12 accounts GAO reviewed did
not indicate whether the Congress considered the accounts’ ability to
generate sufficient revenue to repay their debts when it provided
authority to borrow. In some cases, the legislative histories did not indi-
cate a reason the Congress selected authority to borrow as the form of
financing. In other cases, they indicated that the authorizing committee
chose authority to borrow because the account needed a readily availa-
ble source of funds (borrowings) to make prompt payments.

Authority to Borrow
Sometimes Inappropriate

Eight of the 12 accounts GAO reviewed have borrowed funds they are
unlikely to repay with collections. Two of these accounts do not receive
any collections from the public. Other accounts borrow to finance loan
programs that do not receive sufficient collections from loan repay-
ments or guarantee fees to cover the cost of the subsidies they provide.

Alternative Forms of
Financing

Other forms of financing could meet the needs of accounts that cur-
rently use authority to borrow. For example, to finance subsidized loan
programs, accounts could receive annual appropriations for the esti-
mated subsidy costs of new direct and guaranteed loans. Accounts that
need a readily available source of funds to make prompt payments could
use permanent appropriations or periodic appropriations for a contin-
gency reserve.

Recommendations

GAO recommends that the Congress

provide authority to borrow only to accounts that are able to repay
their debt with collections;

require accounts to repay their debt with collections, limit the time they
can use authority to borrow without renewed congressional approval,
and limit the amount of debt they can accumulate;

repeal or restrict authority to borrow or replace it with another form of
financing for 8 of the 12 accounts GAO reviewed; and
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Executive Summary

Agency Comments

enact legislation requiring annual appropriations of credit subsidy costs
for new direct and guaranteed loans.

GAO also recommends that the Office of Management and Budget study
the accounts with authority to borrow not covered by GAO's review to
determine the appropriateness of this type of financing for those
accounts.

Seven federal departments and agencies provided written comments on
a draft of this report; in addition, the Department of Housing and Urban
Development provided oral comments. The Departments of the Treasury
and Transportation, the Postal Service, the Office of Management and
Budget, and the Export-Import Bank agreed with the report’s general
conclusions. However, the Office of Management and Budget was con-
cerned about accounts omitted from the study. In addition, the Depart-
ments of Transportation and Housing and Urban Development and the
Export-Import Bank disagreed with the application of the report’s con-
clusions to their accounts. The Department of Agriculture and the Fed-
eral Emergency Management Agency did not take a position regarding
the report’s conclusions but gave comments on their use of authority to
borrow. The agencies’ comments are presented and evaluated in chap-
ters 3 and 4. Written agency comments are provided in Appendixes |
through VII
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Chapter 1

Introduction

Background

From fiscal years 1978 through 1987, the outstanding debt federal agen-
cies incurred through the use of authority to borrow provided in
advance of appropriation acts increased from $76 billion to $195 billion.
Agencies with this type of authority to borrow can use funds borrowed
from the Department of the Treasury, the public, or other federal
accounts without first receiving annual appropriation approval. Con-
cern about the use of authority to borrow and other types of financing
available without annual appropriation action led the Congress to enact
section 214 of the Balanced Budget and Emergency Deficit Control Act
of 1985 (Public Law 99-177),' which required that we study the statu-
tory provisions giving federal agencies “‘permanent appropriations’ and
“spending authority” for which budget authority is not provided in
advance by an appropriation act. The act also requires us to recommend
the appropriate form of financing for activities or programs financed by
such provisions. As agreed with congressional committees, we are
addressing the study requirements in phases.

The first phase resulted in two reports issued in July 1987, Budget
Issues: Inventory of Accounts With Spending Authority and Permanent
Appropriations, 1987 (GAO/AFMD-87-44A) and Budget Issues: The Use of
Spending Authority and Permanent Appropriations Is Widespread (Gaoy
AFMD-87-44). These reports identified statutory provisions providing
spending authority and permanent appropriations and summarized data
on the accounts financed by those provisions. The types of spending
authority covered by these reports include authority to borrow, contract
authority, monetary credits, offsetting collections from nonfederal
sources, and entitlements not annually appropriated. (See the glossary
for definitions.)

This third report addresses only authority to borrow, one type of spend-
ing authority. It provides guidelines for when it is appropriate to
finance programs with authority to borrow and makes recommendations
for alternative financing of some programs currently using this
authority.

Generally defined, authority to borrow is statutory authority that per-
mits a federal agency to incur obligations and to make payments for
specified purposes out of monies borrowed from Treasury, the public, or
other federal accounts, such as the Federal Financing Bank (r¥8) The

!Section 214 of the 1985 act was part of an amendment to the Congressional Budget At .t @74
(titles I through IX of Public Law 93-344).
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Chapter 1
Introduction

FFB is an entity within Treasury that makes loans to agencies that other-
wise would borrow from the public at higher interest rates.

For the purpose of our study, we restricted our definition of authority to
borrow to one form of spending authority as defined in the Congres-
sional Budget Act of 1974, as amended.2 This definition excludes any
authority to borrow that is provided in annual appropriation acts as
well as Treasury’s authority to borrow from the public.

The term “‘borrowing’” implies that the borrowing agency will repay its
loans. In contrast, when an agency uses an appropriation to incur obliga-
tions and make payments, there is no implication that Treasury should
be repaid.

The terms “‘authority to borrow” and “‘borrowing’” have slightly differ-
ent meanings. Authority to borrow is a type of budget authority, which
in turn is authority provided by law to enter into obligations that will
result in immediate or future outlays of federal government funds. In
contrast, borrowing describes the actual transaction of obtaining funds
from Treasury, the public, or the FFB under a note or loan agreement.
Agency borrowing from Treasury or the FFB does not directly atfect the
deficit because it only involves a transfer of funds within the govern-
ment. However, when an agency spends the borrowed funds, the result-
ing outlays increase the deficit total.

In fiscal year 1987, agencies used $31 billion in authority to borrow to
incur new obligations. This represented 3 percent of the federal govern-
ment’s total budget authority. During that same year, agencies borrowed
$66 billion from Treasury to make payments on the new obligations or
on obligations from prior years and to repay outstanding debt. Most of
the difference between the authority to borrow used ($31 billion) and
actual borrowings ($66 billion) was due to agencies borrowing to repay
outstanding debt. When agencies borrow to make repayments. they do
not incur new obligations and, therefore, do not record the use of
authority to borrow.

A reason the Congress may have provided some accounts authorty to
borrow was to give them a readily available source of funds with which

>The Congressional Budget Act defines authority to borrow as authority "“to incur indebtestness
(other than indebtedness incurred under chapter 31 of title 31 of the United States Ceuge tor “tier
repayment of which the United States is liable, the budget authority for which is not prov dest .n
advance by appropriation Acts.”
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Chapter 1
Introduction

to make prompt payments. Agencies that borrow from Treasury have to
pay interest at a rate specified in statute.

In most cases, this rate is based on the average rates Treasury is paying
for money it borrows from the public.

The Congress has periodically attempted to subject authority to borrow
to more control through the appropriations process. In 1974, the Con-
gress enacted section 401 of the Congressional Budget Act in order to
limit the creation of new authority to borrow unless it was provided by
appropriation acts. Also, since 1974, the Congress has subjected some
accounts that already had authority to borrow to annual appropriation
limitations, such as limitations on the amount that can be obligated for
direct loans. For example, 13 of the 37 accounts with authority to bor-
row had appropriation limitations in fiscal year 1986. Most recently, the
Balanced Budget and Emergency Deficit Control Act required that we
study such authority.

Our 1980 study of revolving funds’ use of authority to borrow focused
upon budget disclosure issues.’? We reported that the way some agencies
recorded the use of authority to borrow in the budget understated bor-
rowing levels and therefore impaired congressional control of obliga-
tions. Subsequently, the Office of Management and Budget (OMB)
changed the way it presented information on the use of authority to bor-
row in the budget in order to correct this problem.

Ob .] e CtiV es S cope and The objectives of our study were to
’ ’

MethOdOlOgy . obtain statistics on the use of authority to borrow for the most recent

10-year period for which data were available (fiscal years 1978 through
1987),

« develop guidelines for when to provide authority to borrow in the
future, and

« evaluate whether authority to borrow is appropriate for a sample of
accounts and recommend whether it should be replaced with alternative
financing.

Since the Congressional Budget Act’s definition of spending authonty
does not include authority provided in appropriation acts, our study of

SSE“%%' Authority Recordings in Certain Revolving Funds [mpair Congressional Budget ¢ - ntrol
( ~&dd, “JY 4 1 )~
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Chapter 1
Introduction

authority to borrow excludes some types of funding that result in debt
by agencies. For example, our study did not cover authority to borrow
that was provided in appropriation acts or appropriations that include a
stipulation for repayment.

In addition, we did not include in our study a form of debt incurred by
agencies as a result of FFB's authority to purchase agencies’ loan assets.
Because this debt occurred due to FFB's authorizing statute, we did not
believe it could be effectively addressed in a broad review that does not
cover the role and purchasing authority of the FrB.

We identified the universe of 37 budget accounts with authority to bor-
row included in this study in Budget Issues: Inventory of Accounts With
Spending Authority and Permanent Appropriations, 1987, July 1987
(GAO/AFMD-87-44A). The universe was compiled using fiscal year 1987
budget data. Therefore, accounts that either have or previously had
such authority, but had no indication of the authority in the fiscal vear
1987 budget, are not included in this study.

We analyzed data on borrowings from fiscal years 1978 through 1987
for the 37 accounts in the universe. For each account we reviewed Trea-
sury data on borrowings, repayments of principal, and outstanding debt.
We also reviewed data from the fiscal years 1980 through 1989 Budget
of the United States Government—Appendixes on obligations, authority
to borrow, and sources of principal repayments, such as collections and
appropriations.

To develop guidelines for when authority to borrow should be used to
finance an account, we interviewed Treasury and Office of Management
and Budget officials. We also relied on our prior work on congressional
budget control issues and on the premise that, in general usage. the term
borrowing implies a future repayment. Based on the interviews. our
prior work, and our understanding of how the term is commonly used.
we adopted a position on when authority to borrow would be appropri-
ate that considered an account’s ability to repay its borrowings with
collections.

We also conducted case study work on a sample of 12 accounts. We envi-
sioned that the case study work would help us refine or further develop
our initial ideas on when authority to borrow is suitable. In particular.
we were interested in determining why the Congress provided authority
to borrow to particular accounts and what the responsible agency otti-
cials felt about the suitability of authority to borrow for their accounts.
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Chapter 1
Introduction

We therefore reviewed the committee reports in the legislative histories
of the statutes providing authority to borrow to the case study accounts.
The statutory provision for this study requires us to make recommenda-
tions on the appropriate form of financing for activities or programs
currently financed with spending authority, and we applied the criteria
we developed to the case study accounts.

In selecting the 12 case study accounts, we divided the universe of
accounts with authority to borrow into five groups based upon the fre-
quency of borrowing-related and repayment activity. We considered the
following factors:

the number of years the accounts had borrowing-related activity, such
as using authority to borrow, having outstanding debt, or actually bor-
rowing funds and

the number of years in which the accounts made repayments with their
collections.

For example, we composed one group of accounts from those with 5 to
10 years of borrowing-related activity and 5 to 10 years of making
repayments with their collections, while we composed another group
from those with the same years of borrowing-related activity but only 1
to 4 years of repayments with collections. We formed the remaining
groups using other combinations of these factors. We randomly selected
10 accounts from the five groups, choosing at least one from each.

In addition, to make certain our sample included a general fund and a
fund that finances emergency programs, we identified these accounts
from our universe and selected one of each type. This process resulted in
the 12 case study accounts.

We excluded the Federal Financing Bank and the Commodity Credit Cor-
poration from the selection process because the issues involved with
their use of authority to borrow were too complex to be effectively cov-
ered by a broad review. Our sample consisted of the accounts listed in
table 1.1.
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Chapter 1
Introduction

oLl . —— —————— —— ———— |
Reviewed Department/Agency Account(s) Reviewed

Agriculture Agrnicuitural Credit Insurance Fund, Farmers
Home Administration

Rural Telephone Bank, Rural Electrification
Administration

Energy Bonneville Power Administration Fund
Housing and Urban Development Federal Housing Administration Fund

Guarantees of Mortgage-Backed Securities.
Government National Mortgage Association

Transportation Saint Lawrence Seaway Development
Corporation

Office of the Administrator, Federal Railroad
Administration

Ocean Freight Differential

Federal Ship Financing Fund

Feceral Emergency Management Agency National Flood Insurance Fund
Export-Import Bank of the United States Export-import Bank of the United States
United States Postal Service Postal Service Fund

Our evaluation of whether the sampled accounts can repay their bor-
rowings with collections is based on the accounts’ current financial con-
ditions, the sources of funds used to repay borrowings in the past, and
whether the accounts recover their costs from users. If an account has
operated at a loss for several years and does not recover its costs from
users, or if its debt was forgiven or if it has received appropriations to
reduce debt, we concluded that the account probably will not repay its
debt with collections.

Our audit work did not assess whether the sampled accounts were using
authority to borrow for authorized expenditures and prudent
investments.

We conducted our study between June 1987 and March 1988 in accord-
ance with generally accepted government auditing standards. We per-
formed our work in the Washington metropolitan area at OMB; the
Departments of Agriculture, Energy, Housing and Urban Development,
Transportation, and Treasury; the Export-Import Bank; the Federal
Emergency Management Agency; and the United States Postal Service.
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Chapter 2

Trends in Agency Borrowing

Increases in Agencies’
Outstanding Debt

From fiscal years 1978 through 1987, agencies reported the use of

$353 billion in authority to borrow, which was 4 percent of the federal
government's total budget authority for that period. Over the same
period, agencies’ outstanding debt with the public and Treasury
increased from $76 billion to $195 billion. The increase occurred because
agencies with authority to borrow often used new borrowings to repay
debt and, on the whole, borrowed more than they repaid. When agencies
repaid debt with funds other than new borrowings, they often repaid
with appropriations rather than collections from program users.

Over the past several years, agencies have increasingly relied on debt
incurred with authority to borrow to finance their programs. From fis-
cal years 1978 through 1987, outstanding debt with the public and Trea-
sury increased 158 percent, but program levels for the accounts that
held this debt! increased only 76 percent. Program levels are measured
by the total obligations the accounts incurred during the year. The dif-
ference between the growth rates of obligations and outstanding debt
would have been much greater if agencies had not been relieved of some
of their debt by appropriations to reduce debt and debt forgiveness. Fig-
ure 2.1 shows the amount of agencies’ outstanding debt compared to the
amount of new obligations they incurred each year over the 10-year
period.

The difference in the growth rates of obligations and outstanding debt
began to widen in fiscal year 1982 when outstanding debt continued its
rate of increase but the obligation rate leveled off. Qutstanding debt
increased 21 percent from fiscal years 1982 through 1987, while obliga-
tions for accounts that borrowed decreased 2 percent during that period.
This occurred because agencies borrowed more than they repaid and,
possibly, because they used debt incurred through authority to borrow
to replace other forms of financing. Authority to borrow is available
without annual congressional action. Therefore, unless the Congress
imposes significant restrictions on the use of authority to borrow or on
an account’s obligation levels, the account can use authority to borrow
to finance programs when its other funds, such as annual appropria-
tions and collections, are not adequate to meet program needs.

The fiscal year 1985 peak in outstanding debt occurred because the
Department of Housing and Urban Development’s Low-Rent Public

I Twenty-eight of the 37 accounts in the universe had debt outstanding at some time dunng 11~ al
years 1978 through 1987. The remaining nine accounts did not borrow during those vears
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Chapter 2
Trends in Agency Borrowing

Figure 2.1: New Obligations for Agencies
That Borrowed and Total Debt
QOutstanding With Treasury and Public for
Fiscal Years 1978 Through 1987

220 Doliars in Billions
210

Fiscal Years

=mmeua  Total Debt Qutstanding
==u= New Obligations (Program Level)

Housing account borrowed $13.8 billion, an unusually large amount.
Outstanding debt declined in fiscal year 1986 as a result of legislation
(Public Law 99-272, April 7, 1986) forgiving all of Low-Rent Public
Housing’s outstanding debt as of the end of fiscal year 1986 and all
future years.

Outstanding Debt by
Agency

On September 30, 1987, seven departments and six independent agen-
cies had debt outstanding with Treasury, FFB, or the public incurred as
the result of authority to borrow. As seen in table 2.1 the Federal
Financing Bank had the most outstanding debt followed by the Depart-
ment of Agriculture and the Tennessee Valley Authority.
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Chapter 2
Trends in Agency Borrowing

Table 2.1: Agencies’ Outstanding Debt
Incurred Under Authority to Borrow as of
September 30, 1987

Dollars in thousands

Agency Total Owed
Agriculture
Commodity Credit Corporation  $20.969.268
Farmers Home Administration 19632,218
Rural Electrification Administration 2084872
DOD-Military 7.000
Education 2.049.363
Energy 1.843,799
Housing and Urban Development 5,009,434
Independent Agencies
Export-Import Bank 12.463,500
Federal Deposit Insurance Corporation 200.000
Federal Emergency Management Agency 97.000
Nationai Credit Union Administration 111,000
Postal Service 4,603,000
Tennessee Valley Authority 19.740,000
Transportation 569.589

Treasury
Federal Financing Bank
Total Outstanding Debt

105.814,717°
$195,194,760
2All the figures used in this table were obtained from Treasury records. However, in its comments on our

draft report, the Depariment of Agriculture stated that the Rural Electrification Administration’s debt
with Treasury was significantly higher than the figure shown here.

9To avoid double counting, the FFB debt shown does not include $35 billion that FFB borrowed from
Treasury and lent to four other agencies—the Export-import Bank, the National Credit Union Administra-
tion, the Postal Service, and the Tennessee Valley Authority. The $35 billion amount 1s shown as part of
those agencies' debt. The $106 billion FFB debt shown is debt FFB used to make direct loans to the
public based on agency guarantees and to finance a form of iending to agencies referred to as the
"“purchase of loan assets.”” The loan asset purchases represent a form of agency borrowing because
the agencies receive funds from the FFB when they sell the loan assets but must reimburse the FFB i
the loans default.

The amount of an agency’s outstanding debt does not always reflect the
agency'’s borrowing and repayment history. An agency may borrow
large amounts but still have little outstanding debt if it receives forgive-
ness of debt or appropriations to reduce debt. For example, the Depart-
ment of Transportation (DoT) had an outstanding debt of $570 million at
the end of fiscal year 1987, but during the prior 10 years (fiscal vears
1978 through 1987), four DOT accounts? received debt forgiveness or
appropriations to reduce debt totaling $4.7 billion.

2The four DOT accounts are the Office of the Administrator, Settlements of Railroad Lutigation_ the
Federal Ship Financing Fund, and the Saint Lawrence Seaway Development Corporation
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Chapter 2
Trends in Agency Borrowing

How Agencies Meet
Their Repayment
Commitments

When an agency borrows from Treasury, it agrees to repay within a cer-
tain period of time. To satisfy its loan commitments to Treasury an
agency can

repay with collections,

repay with new borrowings,

repay with appropriations, or

have its debt forgiven by statute and, therefore, be relieved of the obli-
gation to repay.

Repayments with collections, repayments with appropriations, and debt
forgiveness all reduce an agency’s debt. Repayments made with new
borrowings, however, do not reduce debt. When agencies borrow to
make repayments, they keep up with their repayment schedules, but the
amount of their repayments is offset by the amount of their new bor-
rowings, leaving their outstanding debt unchanged.

Although agencies frequently make repayments, outstanding debt has
continued to increase because in the aggregate agencies are borrowing
more than they repay. As seen in figure 2.2, from fiscal years 1978
through 1987, accounts met their repayment commitments most often
through new borrowings. Only 18 percent of the amount repaid or for-
given during the 10-year period was derived from collections, which
reimbursed Treasury for the funds it had lent. The remaining 82 per-
cent,® while meeting repayment commitments, did not provide Treasury
with any new funds.

3The 82 percent was computed by combining Treasury and budget data on repayments. Since these
two sets of data contain some inconsistencies, this figure should be viewed as an approximation
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Chapter 2

Trends in Agency Borrowing

Figure 2.2: How Accounts Met
Repayment Commitments With Treasury ) i
During Fiscal Years 1978 Through 1987 Offsetting collections

3%

Forgiveness of debt

+18%
18% New borrowings
4

Appropriations to reduce debt

Agencies can borrow from Treasury to repay their loans as long as they
have not reached their debt limit—the amount of debt they can have
outstanding with Treasury. Some accounts, however, have no limit or a
very high limit. Therefore, they can build large amounts of outstanding
debt and borrow to make repayments without demonstrating any ability
to independently generate revenue to retire borrowings.

Of the three ways of reducing debt—repayments with collections.
repayments with appropriations, and debt forgiveness—only repay-
ments with collections reimburse Treasury for the funds it lends to an
account. Neither appropriations nor forgiveness of debt provide Trea-
sury additional funds to replace those it lends to the account. Figure 2.3
shows the sources of the $214 billion in debt reduction from fiscal vears
1978 through 1987. Fifty-four percent of debt reduction came from
sources providing no new funds to Treasury.

Page 18 GAO/AFMD-894 Agency Authonty to Borrov



Chapter 2

Trends in Agency Borrowing
Figure 2.3: Sources of Debt Reduction
for Fiscal Years 1978 Through 1987
7%
Forgiveness of debt
Appropriations to reduce debt
46%

Offsetting collections

The total amount for the three sources of debt reduction is $214 billion.

The Commodity Credit Corporation, which receives large appropriations
to reduce debt every year, was responsible for 92 percent (or $91.6 bil-
lion) of the total appropriations used to reduce debt over the 10-year
period. Two other accounts, Low-Rent Public Housing and the Saint
Lawrence Seaway Development Corporation, received all the forgive-
ness of debt ($16 billion) during the 10-year period. Repayments with
collections have been made by several different accounts, but most can
be attributed to payments made to Treasury by the Federal Financing
Bank.*

Conclusions

During the past 10 years agencies have been financing a large portion of
their program expenses with debt incurred through authority to bor-
row—funds which are readily available without having to compete tor
them during the annual appropriations process. Some agencies have
reduced their debt; however, most of the debt reduction during the past
10 years can be attributed to appropriations or debt forgiveness less
than half of the debt reduction from fiscal years 1978 through 1987
came from program revenues, that is, collections.

4The exact amount of repayments with collections made by FFB during the 10-year penod - a: 1o
readily be determined because, in recent years, data on repayments by FFB have been rejs st n the
budget appendix combined with data on repayments made by other accounts.
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Authority to Borrow Should Be Provided

More Selectively

Agencies’ increasing outstanding debt and their frequent inability to
repay that debt with program revenues suggest that the Congress
should provide authority to borrow on a more selective basis. Calling an
account’s financing “‘borrowing” implies that the account has the ability
to generate sufficient revenues, that is, collections, to repay its debt.
Therefore, we believe that accounts that receive authority to borrow
should be able to repay their debts with collections. Our case studies of
12 accounts with authority to borrow found that 8 have borrowed funds
they probably cannot repay with collections. If the financing of these
accounts is viewed as a cost that eventually will be reimbursed with the
accounts’ revenues, this could reduce the Congress’ ability to make
informed budgetary decisions.

We believe other methods of financing would be more appropriate for
these 8 accounts. This chapter discusses those accounts and alternative
methods of financing that could be used.

Criterion for
Authority to Borrow

None of the statutes authorizing agencies to borrow specifies why the
Congress chose to provide this form of financing. In our effort to
develop and refine a criterion for when authority to borrow is appropri-
ate for an account, we reviewed the legislative histories of the accounts
in our sample. We found that the histories often did not explain why
authority to borrow was provided as a form of financing. When there
was an explanation, the reasons varied. We also looked at the expenses
of the sample accounts to see if they were uniquely suited for authority
to borrow, but we did not find any unusual aspects of the expenses that
could not be met with another form of financing.

In the absence of any clear guidance from the Congress, we concluded
that the criterion for providing authority to borrow should stem from
the concept of borrowing itself. Unlike other forms of financing, author-
ity to borrow implies the borrower’s ability to repay. Thus, we believe it
should only be provided to accounts which will be able to generate
enough revenue, that is, collections, to repay their debt. Only repay-
ments made with externally generated collections reimburse Treasury
for the funds it lent to the account. Repayments with appropriations or
new borrowings do not reimburse Treasury because the funds involved
are already held by Treasury.
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When borrowing is not fully repaid with collections, the nature of the
account’s financing is misrepresented and the ability of the Congress to
make informed budgetary decisions could be decreased. Authority to
borrow enables accounts to readily obtain funds without making annual
appropriation requests and undergoing congressional review of their
federal funding levels. In addition, it gives the impression that the
account’s costs are only temporary because Treasury will eventually be
reimbursed. As shown in some of the following cases, accounts that use
authority to borrow and do not repay their loans with collections can
finance losses with debt for years without requesting funds to cover the
losses. In such cases, the Congress may not be offered a clear under-
standing of the extent to which losses are being funded by borrowing.

: Seven of the eight accounts that probably will not be able to repay their

Accounts Wlth?llt borrowings entirely with collections were financed with authority to

Clear COngreSSIOHaI borrow for reasons that were either unspecified or unrelated to their

Expectations to Repay ability to generate sufficient revenues to repay borrowings. The legisla-

. . tive histories did not indicate whether the Congress expected the

Wlth Collectlons accounts to repay their borrowings with their collections. Two of the
accounts have no collections and the others have insufficient collections
to repay borrowings.

Accounts Without The Ocean Freight Differential account in the Department of Transpor-

Collections tation’s (DoT) Maritime Administration, and the Office of the Adminis-
trator account in DOT's Federal Railroad Administration borrow trom
Treasury and make all repayments with appropriations or new borrow-
ings. The accounts do not have collections from program users.

Ocean Freight Differential The Ocean Freight Differential account was established to pay the costs

of shipping a statutorily required percentage of agricultural commodi-
ties in certain Department of Agriculture programs on U.S. flag vessels
rather than on foreign vessels, which often have lower shipping rates.
The account borrows all the money it needs to cover the shipping costs.
It does not conduct a business operation and, therefore, has no collec-
tions. During its first year of activity in fiscal year 1987, the account
borrowed $22 million from Treasury and made no repayments. How-
ever, in fiscal year 1988 it received a permanent appropriation to repay
all its past and future borrowings.

The legislative history of this account did not indicate why authonty to
borrow was provided as the account’s form of financing. According to
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Office of the Administrator,
Federal Railroad Administration

Maritime Administration officials, the amount needed to pay shipping
costs is unpredictable because it is based on factors that are unknown in
advance, such as the difference between U.S. and foreign shipping rates
and the number of agricultural shipments that will be made during the
year. Due to the unpredictable costs, the officials believe they need
authority to borrow, which provides a readily available source of
financing.

The Office of the Administrator in the Federal Railroad Administration
has authority to borrow from Treasury any amount needed to pay for
defaults under two programs that at one time guaranteed loans to bank-
rupt railroads. The guarantees were provided to ensure continued oper-
ation of rail services. The programs did not charge guarantee fees, so the
account did not receive collections from the railroads. Over the past 10
years, the account borrowed $135 million and made all its repayments
with appropriations. At the end of fiscal year 1987, it had no outstand-
ing debt. The account’s legislative history did not indicate why the Con-
gress provided authority to borrow to cover the costs of defaults.
According to the Department of Transportation, this account currently
has no loans outstanding. Therefore, it does not need authority to bor-
row to pay for potential defaults.

Accounts With Collections

Federal Housing Administration
Fund

Five of the accounts have collections that are insufficient to repay their
borrowings. These accounts finance programs that are designed to meet
certain national needs, not to recover their costs. The accounts’ legisla-
tive histories did not indicate that the Congress considered the accounts’
abilities to generate enough revenues to repay their debt when provid-
ing authority to borrow. In some cases the legislative histories did not
indicate any reason the Congress provided authority to borrow as the
form of financing. In other cases, the legislative histories suggest
authority to borrow may have been provided to give the accounts a
readily available source of funds for making prompt payments. Some of
the accounts borrowed and incurred losses for many years, and others,
due primarily to changes in the economy, have only recently begun oper-
ating at a loss.

The Federal Housing Administration (FHA) Fund guarantees housing
loans and receives income from insurance premiums. The fund is subdi-
vided into four separate funds: mutual mortgage, cooperative manage-
ment housing, general, and special risk insurance funds. All the funds
have authority to borrow from Treasury any amounts needed to pay
insurance claims. The mutual mortgage and cooperative management
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Agricultural Credit Insurance
Fund

housing funds have not had to borrow because their collections have
been sufficient to pay claims. But the general and special risk funds
guarantee loans for high-risk borrowers, which causes them to incur
losses and borrow frequently.

The FHA fund borrows from Treasury and the public. At the end of fiscal
year 1987, it had an outstanding debt of $3.5 billion with Treasury and
of $178 million with the public. The fund makes repayments with its
collections and appropriations. From fiscal years 1978 through 1987, it
used $997 million in appropriations to repay debt, which accounted for
roughly half of the account’s repayments shown in the budget.

The House Committee on Banking and Currency, reporting on the 1965
bill that provided authority to borrow, indicated that authority to bor-
row would ensure that the account had sufficient funds at all times to
satisfy insurance claims. According to Department of Housing and
Urban Development officials, the amount of funds the account needs
each year to meet its guarantee commitments is unpredictable, so the
account needs the immediate access to funds that authority to borrow
provides.

Although the FHA fund makes repayments with its collections, it also
relies on appropriations to repay its debt. Because the two funds that
borrow sustain losses every year, they will probably not be abie to
repay their borrowings entirely with their current level of collections.

The Agricultural Credit Insurance Fund (ACIF) makes direct loans and
guarantees loans other lenders make to farmers who could not qualify
for loans without federal assistance. Many of the direct loans are at
interest rates lower than what the ACIF pays for the money it borrows
from Treasury. Because of this subsidized interest rate and delinquent
payments from its borrowers, the ACIF sustained losses during every
year covered by this study and borrowed regularly to finance its pro-
grams. According to a Department of Agriculture official, the ACIF makes
repayments with its collections and appropriations. However, from fis-
cal years 1978 through 1987 the account borrowed substantiaily more
than it repaid Treasury. At the end of fiscal year 1987, the ACIF had an
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National Flood Insurance Fund

outstanding debt of $10.8 billion with Treasury. Its statement of finan-
cial condition showed an accumulated deficit of $23 billion' at the end of
fiscal year 1987, which indicates an impaired ability to repay its debt
with collections.

In reporting the bill providing authority to borrow to the acir. the House
Agriculture Committee indicated that this form of financing would
ensure that the ACIF would always have sufficient funds to meet its com-
mitments. The account can borrow to make any authorized expendi-
tures. It has no statutory limit on the amount of debt it can have
outstanding with Treasury; therefore, under its current authority. it can
continue to sustain losses and borrow indefinitely to finance its pro-
grams. Since the ACIF sustains losses yearly and has a large outstanding
debt, it will probably not be able to repay its debt in the future entirely
with collections.

The National Flood Insurance Fund (NFIF) provides flood insurance that
is not available from private insurance companies to property owners.
The account receives insurance premiums from policy holders and uses
them to pay claims. Since some of the insurance rates charged by the
account are subsidized, collections often have been insufficient to pay
claims and the NFIF’s other expenses. To make up the difference. the NFIF
has had to borrow from Treasury. The NFIF relies primarily on appropri-
ations to repay its debt. From fiscal years 1978 through 1987, it
received appropriations of about $1.2 billion to reduce debt. These
appropriations were 94 percent of the repayments shown for the
account in the budget. It did not have any outstanding debt at the end of
fiscal year 1987.

The NFIF’s statute allows it to have up to $1 billion in debt outstanding
at any one time. The House Committee on Banking and Currency recom-
mended providing the account authority to borrow to enable it to
promptly pay claims.

The NFTF did not have to borrow in fiscal years 1986 or 1987. According
to Federal Emergency Management Agency officials, rate increases and
changes in the types of losses covered should enable the NFIF to begin
financing all claims with premium income in years with an average level

The ACIF’s $23 billion deficit is the difference between its assets and its liabilities. Its as~ts are
primarily loans receivable from its borrowers, and its liabilities are primarily its $10 8 tiilion Jdebt
with Treasury and its $28 billion debt with FFB. ACIF’s debt with FFB resulted from a torm o1
borrowing referred to as the sale of loan assets to FFB. The authority for this form of borrowing
comes from FFB’s authorizing statute, not from the ACIF's authority to borrow.
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Maoara CQalastivale
IUIT STrCluvely

Federal Ship Financing Fund

Export-Import Bank of the
United States

of claims. However, the officials s pay
claims even if collections from premiums are not sufficient. so it needs
the kind of immediate access to cash that authority to borrow provides.
Since the NFIF has not been able to repay much of its borrowings with its
collections in the past, has received substantial appropriations to reduce
debt, and provides some subsidized insurance rates, it will probably not
be able to repay future borrowings entirely with collections.

The Federal Ship Financing Fund provides loan guarantees for the con-
struction of vessels in the United States. The fund charges shipowners
loan guarantee fees and uses the income from the fees to pay the lender
in case the shipowner defaults. Prior to fiscal year 1978, the fund bor-
rowed from Treasury several times and repaid with collections. How-
ever, declines in oil prices and the volume of agricultural exports
reduced the demand for vessels in the energy and agricultural markets
and caused a large number of loan defaults. From fiscal years 1985
through 1987, the fund borrowed $1.8 billion to meet its guarantee com-
mitments. In fiscal year 1987, it received an appropriation of $1 4 billion
to reduce its debt, which left it with a $420 million outstanding debt. It
has no limit on the amount of its outstanding debt.

Cognizant congressional committees recommended in 1958 that the
account receive authority to borrow to ensure its ability to make prompt
payments on its guarantee commitments. Department of Transportation
officials said the fund needed authority to borrow because the amount
of money it needed to pay defaulted loans was unpredictable. The fund
operated for many years on a self-sufficient basis until, because ot eco-
nomic decline, it was forced to borrow and was not able to accumulate
sufficient revenues to repay its debt. The fund suffered net losses from
fiscal years 1985 through 1987. Unless economic conditions improve in
the maritime industry and the fund recovers from its recent financial
problems, it will not be able to repay future borrowings with coliections.

The Export-Import Bank (EXIM) makes direct loans, guarantees loans,
and provides export credit insurance to aid and promote U.S. exparts. It
receives collections from loan repayments, loan and guarantee fees. and
insurance premiums. EXIM was created in 1934 and operated for ~everal
decades with a net income.

EXIM has no limit on the amount of debt it can have with the Fris s
main source for borrowings. In fiscal year 1987, EXIM had $12 5 bithon in
debt outstanding with the FrB, $500,000 with the public, and none with
Treasury. It has a history of making repayments with its collections and
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An Account Originally
Expected to Repay
With Collections

has not received appropriations to reduce debt. However, starting in fis-
cal year 1982, EXIM’s financial position deteriorated and, since that time,
it has operated at a loss.? From fiscal years 1982 through 1987, its
reported net loss was $1.9 billion.? EXIM’s practice of providing interest
rate subsidies to its borrowers to keep the price of U.S. exports competi-
tive with the cost of financing foreign exports was one reason for its
losses. As a result, EXIM paid a higher interest rate on the money it bor-
rowed than the rate it charged on the loans it made to foreign purchas-
ers of U.S. exports. In addition, EXIM’s losses can be attributed to some
loans to less-developed countries that have since become uncollectible.

The committee reports on the legislation providing EXIM authority to
borrow do not explain why the committees recommended this form of
financing. EXIM’s authorizing statute does not require it to recover its
costs; however, for many years its operating profits offered some assur-
ance that it would be able to repay its borrowings with collections.
Although EXIM has made substantial repayments with collections in
recent years, its current deficit, uncollectible loans, and the interest sub-
sidies it provides indicate that in the future it will probably be unable to
repay its debt entirely with collections.

In 1954, the Congress provided authority to borrow to the Saint Law-
rence Seaway Development Corporation (SLSDC) to construct two U.S.-
owned locks on the Saint Lawrence Seaway and to finance the SLSDC’s
operations. According to the SLSDC's authorizing legislation and its legis-
lative history, the Congress expected the SLSDC to be able to repay its
debt with revenues from tolls charged to lock users. However, in 1970
the Congress forgave the interest on SLSDC's debt and, in 1982, forgave
the remaining $110 million in principal, most of which had been accu-
mulated when the locks were constructed in the 1950s. The locks oper-
ated by the sLSDC were part of a seven-lock project constructed jointly
by the U.S. and Canadian governments, with the U.S. owning two locks
and Canada owning five. The SLSDC’s authorizing legislation requires

2Prior to this, we reported that EXIM's financial condition was deteriorating and its self-sufficiency
was threatened. See To Be Self-Sufficient or Competitive? Eximbank Needs Congressional Guidance
(ID-81-48, June 24, 1981).

3We have reported in the past that the Export-Import Banks' financial reports matenally understate
the extent of its losses. For additional information see Financial Audit: Export-Import Bank s 1987
and 1986 Financial Statements (GAO/AFMD-88-48, May 1988). For further discussion of the causes
of EXIM's losses, see our letter to the Chairman, Committee on Banking, Housing and ['rban Affairs,
United States Senate, January 29, 1988 (B-197710).
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Alternative Methods
of Financing

that it coordinate its activities with the Saint Lawrence Seaway Author-
ity of Canada. This includes negotiating agreements on tolls assessed on
vessels that use the seaway. According to the legislative history of the
act forgiving the SLSDC’s debt, the SLSDC was unable to negotiate with the
Canadian government for a toll increase that would raise enough reve-
nue to repay its debt. The Canadian government wanted to limit toll
increases and had superior leverage negotiating toll levels because it
operates most of the locks on the seaway.

Since 1982 when its debt was forgiven, the SLSDC has had $3.2 million in
remaining authority to borrow from Treasury. The Senate Appropria-
tions Committee’s report recommending the debt forgiveness suggested
that the Committee did not anticipate any future borrowing by SLsDc.
The report stated that toll revenue would have to cover the SLSDC’s oper-
ations costs and any future capital costs for equipment replacement.

More recently, the Congress enacted the Water Resources Development
Act of 1986 (Public Law 99-662, November 17, 1986), which required
the SLSDC’s toll revenues to be deposited in the Harbor Maintenance
Trust Fund and authorized appropriations from the trust fund for 100
percent of the eligible operations and maintenance costs’ of the seaway
operated by sLsDC. The Congress appropriated $11.1 million for SLSDC’s
operation and maintenance in fiscal year 1989. This suggests that the
Congress expected SLSDC to use its appropriations, not its authority to
borrow, for future operations and maintenance. The Congress’ recent
action to fund SLSDC's operations and maintenance with annual appro-
priations, in addition to the statement by the Senate Appropriations
Committee when it recommended SLSDC's debt forgiveness, indicates the
SLSDC should not use its remaining authority to borrow.

Other types of financing could meet the financing needs of the eight
accounts we reviewed that are not likely to be able to repay their debt
with collections. For these accounts, authority to borrow could be
replaced with an alternative that would more accurately disclose the
type of financing used and would not suggest that the accounts’ costs
will be reimbursed to Treasury. The alternatives include the following:

annual appropriations of credit subsidy costs for new direct and guaran-
teed loans,

periodic appropriations for a reserve for contingencies, and

permanent appropriations.
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Annual Appropriations of
Credit Subsidy Costs

Current proposals made by the Senate Budget Committee, the Congres-
sional Budget Office, the Office of Management and Budget, and cao* all
recommend annually appropriating credit subsidy costs in a reformed
approach to credit program funding. Under these proposals, the Con-
gress would appropriate amounts to cover the estimated losses to be
incurred by direct loans or guarantee commitments to be made during
the year (the credit subsidy costs) before granting authority to issue
those loans or guarantee commitments. Since accounts would receive
appropriations for their subsidy costs, they (or possibly a central
revolving fund that made the loans) would only have to borrow for the
unsubsidized portion of the direct loans. The accounts would be
expected to repay Treasury borrowings with collections received when
direct loan principal and interest are repaid. Accounts that provide ioan
guarantees would have funds from the appropriations of credit subsidy
costs to make prompt payments when defaults occurred. If the subsidy
cost estimate turned out to be too low and the appropriations could not
meet required payments, the guarantee programs would need another
source of funds, such as an appropriated contingency reserve or a per-
manent appropriation.

Appropriations for a
Contingency Reserve and
Permanent Appropriations

Accounts that need a source of funds to make prompt payments under
insurance policies or loan guarantee commitments if their other funding
is insufficient could receive either periodic appropriations to maintain
an adequate contingency reserve or a permanent appropriation. A con-
tingency reserve would include funds from one or more annual appro-
priations to cover future unpredicted expenses. A permanent
appropriation would also provide funds when needed, but those funds
would not require approval during the annual appropriations process. In
either case, appropriated funds would not be used unless the account’s
other funds were exhausted.

Conclusions

Many programs that have authority to borrow do not generate enough
revenue to repay their debt. Calling the financing for these accounts
“authority to borrow” is misleading because it suggests they will have
collections to repay their debts. It also implies that the costs incurred by
the accounts are only temporary because the borrowed funds will even-
tually be reimbursed. This misleading picture of the nature of the

4For further information on GAQO’s proposals see Proposals for Improved Credit Program Huageun
(GAOQ/T-AFMD-87-5, March 4, 1987) and Budget [ssues: Budgetary Treatment of Federal U st
grams (GAO/AFMD-89-42, April 10, 1989).
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accounts’ financing could impair the Congress’ understanding of pro-
gram costs and its ability to make informed decisions on the allocation
of budget resources.

The federal budget should clearly disclose the nature of agencies’
financing and costs. Therefore, another form of financing, such as
appropriations of credit subsidy costs, appropriations for a contingency
reserve, and permanent appropriations, would be more appropriate for
accounts that cannot repay their debts with collections. These other
forms of financing could enable accounts to continue to obtain funds
promptly when necessary.

Determining whether accounts will be able to generate enough revenue
to repay debt would be an important consideration for future congres-
sional funding decisions. Periodic evaluations of accounts with authority
to borrow would identify those that have begun to have difficulties
repaying their debt with collections after being in a strong financial con-
dition previously. These evaluations would also offer opportunities to
change the method of financing.

Many accounts we reviewed have no limit on the amount of debt they
can accumulate and some currently have billions of dollars of debt. Lim-
itations on the amount of an agency’s debt could prevent the accumula-
tion of such debts and protect the government from very large
unanticipated losses.

We recommend that the Congress

provide authority to borrow only for accounts that will probably be able
to repay their debt with collections;

require accounts to repay their debt with collections, limit the number of
years the accounts can use authority to borrow without renewed con-
gressional approval, and limit the amount of debt they can accumulate;
repeal SLSDC’s remaining $3.2 million in authority to borrow in view of
the Congress’ recent action to fund SLSDC’s operation and maintenance
with annual appropriations;

replace authority to borrow with another form of financing. such as a
contingency reserve or permanent appropriation for the following
accounts that cannot repay their borrowings with collections: ( } : the
Office of the Administrator in the Federal Railroad Administration,

(2) the Ocean Freight Differential in the Maritime Administration and
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(3) the National Flood Insurance Fund in the Federal Emergency Man-
agement Agency; and

» enact legislation requiring annual appropriations of credit subsidy costs
for new direct and guaranteed loans and restricting the use of authority
to borrow to the unsubsidized portion of direct loans for the following
credit accounts: (1) the Federal Housing Administration Fund in the
Department of Housing and Urban Development, (2) the Agricultural
Credit Insurance Fund in the Farmers Home Administration, Depart-
ment of Agriculture, (3) the Federal Ship Financing Fund in the Mari-
time Administration, Department of Transportation, and (4) the Export-
Import Bank. If the Congress chooses not to enact such legislation cover-
ing the last four accounts mentioned, an alternative would be to repeal
the accounts’ authority to borrow and replace it with another form of
financing, such as a contingency reserve or a permanent appropriation.

We also recommend that the Director of the Office of Management and
Budget review accounts with authority to borrow that were not included
in this study to determine if they are likely to have sufficient collections
to repay their debt and if their authority to borrow should be replaced
with another form of financing. The Director should report his findings
to the Congress.

Treasury, the Postal Service, OMB, DOT, EXIM, Agriculture, and the Federal

Agency Comments and Emergency Management Agency (FEMA) provided written comments on a

Our Evaluation draft of this report. (See appendixes I through VII.) Treasury, the Postal
Service, OMB, DOT, and EXIM agreed with the report’s general conclusions;
however, OMB, DOT, and EXIM raised some concerns. OMB was concerned
that we had excluded certain programs from the report; DOT and EXIM
disagreed with our analysis of their accounts’ abilities to repay borrow-
ings with collections. Agriculture and FEMA did not comment on the
report’s conclusions but discussed aspects of their use of authority to
borrow.

Treasury concurred with our conclusions and stated that congressional
action on our recommendations would help Treasury administratively.
The Postal Service also agreed with our conclusions but stated that a
limitation on the amount of money that can be borrowed is a more
appropriate way of ensuring periodic congressional review of authority
to borrow than a limitation on the number of years authority to borrow
can be used. We believe that agencies should have a limit on the amount
of debt they can accumulate as well as a limit on the number of years
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they can use authority to borrow, and we added a recommendation on
this matter.

OMB believes that the applicability of our conclusions is seriously limited
because we did not include the Commodity Credit Corporation (ccc) and
FFB, the major users of authority to borrow, in our sample of accounts.
As discussed in chapter 1, we excluded ccc and FFB from our sample
because the issues involved with their use of authority to borrow were
too complex to be effectively covered by a broad review. Because we
excluded FFB and ccc from our study, we make no specific recommenda-
tions regarding them. However, we do not believe that including these
accounts would have changed our general conclusions regarding author-
ity to borrow.

por agreed with the report’s general conclusions but disagreed with our
analysis of the Federal Ship Financing Fund and the sLsDC. DOT stated
that the conditions that caused the Federal Ship Financing Fund's losses
from 1985 through 1987 were abnormal and that it expects the fund to
be able to repay any future borrowings with collections. We continue to
believe that the fund probably will not be able to repay borrowings with
collections in the near future. The fund suffered a $195 million operat-
ing loss in fiscal year 1988 and the Budget of the United States Govern-
ment, 1990— Appendix projects future losses for the fund of $34 million
and $56 million in fiscal years 1989 and 1990, respectively.

DOT also stated that the SLSDC needs a source of funds for emergency
repairs that may be necessary in the future. It stated that if SLSDC uses
its remaining authority to borrow, it will be able to repay its borrowings
over time with collections from nontoll revenues. As stated in the report,
the Senate Appropriations Committee, when recommending debt for-
giveness for sLSDC in 1982, suggested that it did not anticipate any
future borrowing by sLSDC. Since that time, the Congress has begun pro-
viding annual appropriations to SLSDC for operations and maintenance.
Based on these two actions, we believe that SLSDC should use annual
appropriations, not its remaining authority to borrow, for funds to cover
future emergency repairs. If SLSDC and DOT anticipate that annual appro-
priations, together with their other revenues, will be inadequate to
cover emergency repairs, they should consider requesting an appropria-
tion to establish a contingency reserve for this purpose.

EXIM agreed that if, at the outset, a program is not expected to repay its

borrowings with collections, another form of financing might be more
appropriate. However, it stated that authority to borrow is appropriate
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for EXIM, which for many years made a profit and repaid its borrowings
with collections. EXIM also stated that it expects its new loans to be made
at rates which, on average, will cover its cost of funds. We believe that
EXIM’s efforts to improve the yield on its new loans will help reduce
future losses, but that it will continue to suffer losses due to delinquen-
cies and interest rate subsidies on past loans. Therefore, in view of
EXIM's current large deficit, its use of authority to borrow is
inappropriate.

Agriculture did not comment on the report’s conclusions but provided
several comments clarifying different aspects of its use of authority to
borrow. The report has been changed where appropriate to reflect their
comments.

FEMA did not comment on our conclusions but elaborated on its current
method of financing, its financing needs, and congressional oversight of
its expenditures. FEMA stated that, with the Congress’ support, the NFIF
has become self-supporting for the historical average loss year. It also
stated that its expenses vary greatly from year to year due to the low
frequency but catastrophic nature of flooding. We note that, although
NFIF has been self-supporting during the past 3 years (fiscal years 1986
through 1988), a large flood could greatly increase insurance claims
against the fund, which it would then have to pay by borrowing because
its rates have not been set to cover unusually high losses.
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Administration Fund

The remaining four accounts we reviewed will probably be able to repay

their borrowings with collections. Thev include the Pgstal Service Fy
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the Bonneville Power Administration Fund, the Rural Telephone Bank,
and the Government National Mortgage Association’s Guarantees of
Mortgage-Backed Securities. The legislative histories of all these
accounts suggest t that the uuugl ess expected them to be seif- supporting,
According to our criterion, authority to borrow is appropriate for these
accounts as long as their financial conditions indicate a continued ability

to repay borrowings with collections.

Brief descriptions of the four accounts follow.

The Bonneville Power Administration (BPA) is a wholesale marketer of
hydroelectric power in the Pacific Northwest and borrows from Trea-
sury for capital investments, such as new transmission facilities and
energy conservation materials. It receives collections from power sales,
which it uses to finance its operations and to reduce debt. For example,
in fiscal year 1987, Bra received about $2.5 billion in collections from its
power users. It has not received any appropriations to reduce debt. It
has a $3.75 billion limit on its outstanding debt with Treasury, and, as of
the end of fiscal year 1987, BPA had an outstanding debt of $1.8 billion.!

BPA officials told us they need authority to borrow to make long-term
plans and meet financial commitments without the delays that can occur
when funds have to be approved annually by the Congress. The legisla-
tive history of BPA indicates that its congressional oversight committees
expected BPA to repay its borrowings with revenues from electric power
sales. They also expected that by removing BPA's financing from the
annual appropriations process, authority to borrow would enable BPA to
construct transmission facilities when needed and operate more
efficiently.

By law, the BpPA is mandated to set its rates to recover ‘‘the costs associ-
ated with the acquisition, conservation, and transmission of electric
power.” In the 1980s, BPA raised its rates more than 300 percent .- in

!in addition to the $1.8 billion debt with the Treasury that it incurred through authority to borrow,
the BPA had $6.7 billion in debt resuiting from appropriations that are required to be repaid. These
“repayable appropriations” do not fall under the Congressional Budget Act’s statutory definition of
authority to borrow because they were provided in annual appropriation acts. Therefore. we did not
include them in our study of authority to borrow.

>For further discussion of BPA’s rate increases, see Federal Electric Power: Development of Bonne-
ville Electricity Rates for the 1988-89 Period (GAO/RCED-88-126, June 7, 1988).
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Postal Service Fund

part, to help ensure its ability to repay its debt. Since BPA has not
received appropriations to reduce debt and attempts to set its rates at a
level sufficient to recover its costs, it is reasonable to expect that it will
be able to repay its borrowings with collections. Therefore, authority to
borrow is an appropriate means of financing BPA's investments.

The Postal Service is an independent entity within the executive branch
of the federal government that is required to provide mail services to
patrons in all areas and communities. Its main source of income is post-
age fees which are to be set at a level that will enable the Postal Service
to recover its costs. In fiscal year 1987 these fees amounted to

$31.5 billion. The Postal Service also receives annual appropriations
from the Congress for income it forgoes in providing subsidized mail ser-
vices to certain populations, such as blind persons and religious and
charitable organizations.

The legislative history suggests that the Postal Service received author-
ity to borrow in 1971 to enable it to make capital investment decisions
independent of the annual appropriations process and to operate more
efficiently. The Congress expected the Postal Service to be able to repay
its borrowings with collections from postage fees. According to Postal
Service officials, if authority to borrow were not available, the Postal
Service's ability to obtain funds when it needs them and to operate effi-
ciently would be reduced.

The Postal Service can borrow from the FFB or the public and can have
no more than $10 billion in debt outstanding from both sources. As of
the end of fiscal year 1987, the Postal Service had an outstanding debt
with the FFB of $4.4 billion. It also had $250 million in debt with the
public from bonds issued in 1972, which have not yet required principal
repayments. In addition to being able to borrow from the FFB and the
public, the Postal Service has authority to require Treasury to lend it up
to $2 billion. It has not borrowed from Treasury but uses its authority to
do so to secure its outstanding public issue of bonds.

In some years the Postal Service operates at a loss and in others it earns
a profit. Over the 10-year period covered by our review (fiscal years
1978 through 1987), the Postal Service has been able to repay its bor-
rowings to the FFB with its collections and has not received appropria-
tions for debt reduction or had its debt forgiven. Its financial condition
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Rural Telephone Bank

does not show evidence, such as consistent losses, that the Postal Ser-
vice will be unable to maintain its debt repayments. Authority to bor-
row, therefore, remains an appropriate means of financing the Postal
Service.

The Rural Telephone Bank (RTB) makes direct loans to rural telephone
companies. It receives collections from interest and principal repay-
ments and from the sale of its class B and C stock to its rural telephone
company borrowers. It also gets annual appropriations for the govern-
ment’s purchase of RTB’s class A capital stock. When these sources of
funds are not sufficient to make loan advances to its borrowers, RTB bor-
rows from Treasury.

Neither the Rural Telephone Bank’s authorizing legislation nor its legis-
lative history indicate why RTB received authority to borrow as one of
its forms of financing. However, RTB’s legislation requires it to operate
on a self-sustaining basis to the maximum extent practicable. It also pro-
vides that RTB will eventually convert to private ownership.

When RTB began borrowing from Treasury in 1973, it made a loan agree-
ment with Treasury that did not require any principal repayments for
50 years after each amount was borrowed. Therefore, RTB has not made
any principal repayments and will not have to, under its current agree-
ment, until the year 2023. The RTB has a statutory limit of twenty times
the Bank's equity on the amount of outstanding debt it can have at any
one time. As of the end of fiscal year 1987, RTB had an outstanding debt
with Treasury of $759 million.

The Rural Telephone Bank makes loans to rural telephone companies at
rates of interest lower than the interest rate RTB pays Treasury for its
borrowings. However, it has been able to finance the cost of providing
subsidized interest rates because it receives subsidies. These subsidies
are the federal government'’s purchase of RTB's class A capital stock, for
which a 2 percent annual dividend must be paid, and administrative ser-
vices provided without charge by the Rural Electrification Administra-
tion. The RTB uses the funds it receives from the government’s purchase
of its class A stock to make loans to its borrowers, which are eventually
repaid and become collections for RTB. The authorizing statute for RTB
provides for the retirement of the class A stock as soon as practicable
after 1995. Historically, RTB has had financially strong borrowers and to
date has never had a loan default. As of the end of 1987, the Rural Tele-
phone Bank had accumulated profits of $188 million, including a reserve
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for contingencies of $77 million. These factors indicate that RTB will
probably be able to repay its borrowings with collections.

Therefore, authority to borrow remains an appropriate means of financ-
ing RTB's credit activities. However, it would also be appropriate to con-
sider an annual appropriation to cover RTB's credit subsidy costs. This
would provide better disclosure of the cost of RTB’s subsidies than the
present structure which covers the subsidy costs through the govern-
ment’s purchase of class A capital stock and free administrative

services.

The Government National Mortgage Association’s (GNMA) Guarantees of
Guarantees of Mortgage-Backed Securities (GMBS)account guarantees securities backed
Mortgage-Backed by a pool of mortgages. It has authority to borrow from Treasury any
Securities amount it needs to meet its guarantee commitments. The legislative his-

tory of the account does not indicate why authority to borrow was pro-
vided as a means of financing. However, it suggests that the Congress
expects the account’s guarantee fees and other collections to cover pro-
gram costs and a reasonable reserve to meet anticipated costs, based on
actuarial analysis.

The mortgages backing GNMA securities are guaranteed by other federal
agencies, such as the Veterans Administration (now the Department of

- Veterans Affairs) and the Federal Housing Administration. In some
cases, such as mobile home loans, the other agencies only guarantee a
small percentage of the mortgage. The GMBS account receives collections
from guarantee fees and interest payments on investments. As of the
end of fiscal year 1987, it had a reserve of $1.6 billion to cover future
losses on $309 billion in outstanding guarantees on securities.

The GgMBS account has never used authority to borrow because its collec-
tions have always been sufficient to make any required payments. How-
ever, it would have to borrow for this program if economic declines
caused an increase in defaults which the account’s reserves could not
cover. According to GNMA officials, authority to borrow supports the
government'’s full faith and credit guarantee of the GNMA securities. If
the account did not have authority to obtain funds when it needed them
to pay its commitments, potential buyers would not have confidence in
the securities.

The GMBS account’s $1.6 billion reserve and its ability to obtain pay-
ments in case of defaults from other federal agencies that guarantee the
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Conclusions

mortgages backing the GNMA securities indicate that the GMBS account
will probably be able to repay its borrowings with collections.

In general, where it is feasible to do so, we believe a contingency reserve
accumulated from an account’s collections is the best way to provide for
unexpected financial short falls. However, the need to promote the mar-
ket's confidence in GMBS’ securities justifies the present method of back-
ing GMBS’ guarantee commitments with both a contingency reserve and
authority to borrow. Nevertheless, the unlimited nature of GMBS’ author-
ity to borrow exposes the government to the risk of very large unantici-
pated costs. Therefore, the Congress should consider setting a limit on
the amount of debt GMBS can have with Treasury. There are several
options for setting such a limit, including (but not necessarily restricted
to) limiting debt to a fixed percentage of GMBS’ outstanding guaranteed
securities, or to the net worth of the account.

Under their current financial conditions, 4 of the 12 accounts we
reviewed are likely to be able to repay their debts with collections.
Therefore, authority to borrow is currently an appropriate form of
financing for these accounts. When the Congress provided authority to
borrow to the Bonneville Power Administration and the Postal Service,
it specifically considered the accounts’ abilities to set their rates to
recover their costs and to repay their debt. We believe these factors
should be considered before authority to borrow is provided to accounts
in the future.

One of the accounts that is likely to be able to repay its debt with collec-
tions, GMBS has unlimited authority to borrow. Although its current
financial position indicates that its authority to borrow is appropriate,
its ability to accumulate unlimited amounts of debt exposes the govern-
ment to the risk of very large losses. The recent savings and loan crisis
illustrates that federal backing of private transactions can result in very
large, unanticipated costs to the government. We are not saying that
GMBS activities pose a similar risk; this study did not assess the financial
risks that GMBS activities pose to the government. We believe, however,
that the savings and loan problem illustrates the need to (1) consider
carefully Treasury’s exposure to potential loss in federal insurance and
guarantee programs and (2) directly limit authority to borrow to an
appropriate level, taking into consideration anticipated collections and
other available financing.
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We recommend that the Congress place a limit on the amount of debt
GMBS can have with Treasury.

Department of Housing and Urban Development officials provided oral
comments on the discussion of GMBS in a draft of this report. The offi-
cials disagreed with our recommendation that the Congress place a limit
on the amount of debt GMBS can have with Treasury. They stated that
GMBS currently has a de facto limit on the amount it can borrow. The
annual appropriation act sets limits on the amount of commitments to
issue guarantees the account can enter each year. Any further limit on
the amount it can borrow would, in effect, qualify the government's
guarantee of GNMA securities and increase the interest rate on the securi-
ties to an unknown extent. This additional interest cost would be passed
on to home buyers, thereby increasing the cost of housing.

We agree that appropriation act limitations indirectly limit the amount
an account can borrow by limiting the account’s guarantee commit-
ments. However, GMBS is intended to be self supporting through its guar-
antee fees, interest rates, and other collections. Therefore, its authority
to borrow should be viewed as essentially a source of bridge financing to
meet temporary liquidity needs. Thus, we believe that a limit on its total
outstanding borrowings would be appropriate. Qur report notes two
options for setting such a limit. In the unlikely event GMBS needs to bor-
row funds in excess of the limit, GNMA could obtain congressional
approval for that borrowing.

We agree that a direct limit on GMBS’ debt could increase the interest on
GNMA securities by an unknown extent. However, it would not negate the
government’s guarantee of the securities, and we therefore believe it
would not have a substantial impact on the cost of the securities.
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DEPARTMENT OF THE TREASURY
WASHINGTON

ASSISTANT SECRETARY Vi & ) 1983

Memorandum For Frederick D. Wolf
Assistant Comptroller General
General Accounting Office

From: Gerald Murphy o 7
Fiscal Assistant Secretary

Subject: Report on Budget Issues: Authority to Borrow
Should be Granted More Selectively

Secretary Brady has referred your report to me for comment. We
appreciate the opportunity to add our comments.

We would certainly concur with GAO's conclusion that many of the
"authority to borrow" circumstances, misrepresent costs, are
inappropriate or have other alternatives.

Should Congress accept GAO's recommendations it would be helpful
to Treasury, particularly from an administrative position. As is
stated in the report, these "borrowings" are often recorded for
long periocds of time then legislation is passed to wipe the loan
off of our books.

To the extent that there is a realistic possibility of repayment
from collections, it is reasonable to have borrowing authority,
particularly with the limitations you propose. However, the
other circumstances, most likely should have been an appropria-
tion in the first place. It certainly makes no sense to have a
borrowing, as in the Ocean Freight Differential account, which is
forgiven by a subsequent appropriation to repay all past and
future borrowings. In the future it should not be necessary to
go through the borrowing process, before charging it off to the
appropriation. Although a permanent and indefinite appropriation
seems to be a blank check, so also does the borrowing authority
in many cases.

We will certainly support your efforts to have Congress be more
selective in granting agency borrowing authority.
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See comment 1.

See comment 2.

See comment 3.
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THE POSTMASTER GENERAL
Washington. D C 20260-0010

April 3, 1989

Dear Mr. Wolf:

This refers to your draft report entitled, Budget Issues:
Authority to Borrow Should Be Granted More Selectively, on

which you requested our coamments.

We think your report is excellent and agree with the general
approach to granting borrowing authority that the report
recommends. However, in the case of an agency like the Postal
Service that has continuing capital needs, we think a limitation
on the amount of money that can be borrowed is more appropriate
than a limitation on the number of years the borrowing authority
can be used. The Postal Service's debt ceiling assures periodic
Congressional reexamination of its borrowing.

In discussing the Service's borrowing authority, you might wish
to mention that we do have authority to require the Treasury to
lend us up to $2 billion. We have pledged, but not exercised,

this authority to secure our outstanding public issue of bonds.

Since our 1972 bond issue, Treasury has channeled all Postal
Service borrowing through the Federal Financing Bank. The Postal
Service retains its authority to borrow up to $2 billion directly
from Treasury, but has not found occasion to do so.

All our outstanding debt was incurred for capital purposes. Debt
service is assured from our revenues. Postage rate increases
include an increment to pay for depreciation, amortization and
interest expenses.

Thank you for affording us an opportunity to comment on your
report.

Sincerely,

-
Anthony WM. Etank

Mr. Frederick D. Wolf
Assistant Comptroller General
United States General
Accounting Office
Washington, D.C. 20548-0001
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The following are GA0’s comments on the Postal Service's letter dated
April 3, 1989.

1. Discussed in **Agency Comments and Our Evaluation” section of
GAO Comments report.

2. Report changed.

3. No change needed.
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end of this appendix.

See comment 1.

‘31 Yy EXECUTIVE OFFICE OF THE PRESIDENT
iﬂ,{}‘ OFFICE OF MANAGEMENT AND BUDGET
RN WASHINGTON D C 20503

Mr. Frederick D. Wolf
Assistant Comptroller General
Accounting and Financial
Management Division

General Accounting Office

Washington, DC 20548

Dear Mr. Wolf:

This 1is in response to your draft report "Budget Issues:
Authority to Borrow Should Be Granted More Selectively™
(B-227245) on which you requested OMB comments.

The basic thrust of your report 1is that the ability of
agencies to finance their programs from permanent borrowing
authority should be restricted to those situations where an
agency or account is conducting commercial (or wuser charge
financed) activities that require capitalization or other types
of advance funding that are to be fully reimbursed, in principal
and interest, from the agssociated user charges. We do not have
any major disagreements with your twelve-agency analysis as far
as it goes, although we believe that the major recommendation :s
more properly a goal or a gquideline rather than a rule, as
discussed below. Qur major concern is what is leftout. The
applicability of your recommendation is seriously limited by
failing to include in your analysis the financing of the CCC and
the use of the FFB. According to your analysis, the CCC and FF3
borrowing constitute 65 percent of such agency borrowing. we
also note that the logic of your analysis concerning user charge
financing of debt repayment could be extended to borrowirg
authorized by annual appropriations.

As a practical matter, OMB is acting to establish bet-er
controls over the uses of both appropriated and non-appropriated
borrowing authority in several ways.

1. By proposing that the subsidy component of agercy
borrowing be clearly identified in the budget and, to the exten:

discretionary activity is involved, reviewed by tne
appropriations committees before the borrowing activity .s
undertaken. Credit reform is designed to clearly segregate :-e

subsidy aspects of Federal credit activities (both direct loans
and loan guarantees or insurance) from the non-subsidized
components. Enactment of credit reform along the lines propcse:
by the current and the previous Administration would do much -3
resolve the problem of inconsistent use of borrowing authority.
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2. By establishing policies that require full cost
recovery or commercial market rates for Federal commercial
activities. OMB will be issuing an updated OMB Circular A-25

that will reinforce promotion of user charges adequate to achieve
full cost recovery or commercial market rates.

3. By discouraging the use of "backdoor" borrowing
authority that will not be fully reimbursed, consistent with the
Congressional Budget Act requirement, and by recommending the use
of direct appropriations, rather than borrowing authority, when
borrowing cannot be fully repaid.

I hope your report can be modified to take into account
these OMB approaches to controlling the use of borrowing
See comment 2. authority. In so doing, it may be desirable to substitute, in
lieu of the proposed OMB study, endorsement of these approaches,
since they would provide support for practical methods of
achieving the outcomes that the GAO supports.

I am also enclosing a short staff paper that comments on a
few technical aspects of the draft report.

Sincerely,

MOMI’L

David Mathiasen
Assistant Director
for Budget Review

Enclosure
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See comment 3.

See comment 4.

See comment 5.

April 10, 1989

Technical Comments on the Draft

GAO Report (B-227245) Entitled

"Budget Issues: Authority to
Borrow Should be Granted More Selectively"

1. On page 4 the GAO analysis states that borrowings should be
authorized only in cases where agencies have offsetting collections from
external sources adequate to fully repay the borrowings. This is a logical
recommendation, but it is not uncommon for the Congress to enact legislation
that is inconsistent with the proposed policy. For example, the law may state
an intention that a program be fully financed by user charges, yet may embed
fixed formulas for wuser charges that prove inadequate to fully fund the
program. While one could set as a goal the GAO objective, absent generic
legislation allowing for full user charge fees, it is unclear how the proposatl
could be fully implemented.

2. The report confuses authority to borrow with control over that
authority. On page 3 it says that authority to borrow should be confined to
activities that can *"generate sufficient revenues from collections to repay
their debt," whereas on page 11 it says that "for purposes of our study, we
restricted our definition of authority to borrow . . . excludes any . . .
provided 1in annual appropriations acts . . . ." Under the GAQ logic, if any
annual appropriation acts had authorized the use of borrowing authority to
finance a program that was not self liquidating, such a use would still be
inappropriate. The 1logic of this point gets lost in the report because the
report focusses on permanent borrowing authority.

3. The report speaks of the borrowing authority funding mechanism as
being able to "impair the Congress' ability to control these costs," but GAC's
recommended solution is unclear.

(a) On the one hand, GAO appears to be striving toward a change in the
nexus of control within the Congress, shifting more control from the
authorizing to the appropriations committees.

(b) Alternatively, GAQ is proposing permanent indefinite appropriations
in 1ieu of borrowing authority. This might constitute a cleaner division of
types of obligational authority, but it is not clear how such authority could
strengthen Congress' ability to control the programs unless complementary
steps are taken (e.g., credit reform and full cost recovery).

4, The report includes two major sets of data and analyses. One is
aggregate historical data on borrowing authority and internal debt; the other
is analyses of several selected programs. However, the selected samples
bypass the great bulk of the money invoived in the aggregates so it is not
clear that the conclusions from the former are valid for the latter.
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Now on p. 15.

See comment 6.

See comment 7.

See comment 8.

Now on p. 19.

Now on p. 16.

See comment 9.

Aggregate data:

Figure 2.1 (on page 21) is a chart that provides a time series relating
"New Obligations" (Program Level) “"for Agencies that Borrowed" compared with
"Total ODebt Outstanding." The text states that “program levels are measured
by the total obligations incurred during the year." If we understand the
definition, for the Postal Service, for example, the program level (total
obligations before offsetting receipts) 1in 1987 was $34.8 billion, the
permanent borrowing authority was $2.3 billion and actual debt increased by
$1.5 billion. For the CCC fund the 1987 program level was $39.2 billion,
permanent borrowing authority was $19.9 billion, and actual debt decreased by
$3.9 billion. When one combines the data for these two agencies into the data
base for this chart, it doesn't appear to reveal anything meaningful.

Similarly, the significance of figures 2.2 and 2.3 is not clear. Figure
2.2 says that 18 percent of debt repayment between 1978 and 1987 was financed
by appropriations to reduce debt; 18 percent financed by offsetting
collections; 3 percent by debt forgiveness (which, of course, is not
substantively different from appropriations to reduce debt); and 61 percent by
new borrowings.

It seems 1likely to us that the amount of appropriations to reduce debt
other than for CCC was far greater than that shown in the chart. For example,
in 1987 alone the three large Farmers Home Administration loan funds received
$4.6 billion of ‘“current" appropriations in order to meet current financing
requirements. These would appear to be effectively appropriations to reduce
(1.e., restrain the increase in) debt. Since at the top of page 28 the report
states that the CCC accounts for 92 percent of appropriations to reduce debt,
it appears unilikely that these FmHA appropriations were included in the
report's total.

Qur bigger problem 1is with the significance of the data. The data on
page 23 of the report show that well over half (3106 billion out of $195
billion) of the outstanding debt under borrowing authority occurred through
agency use of the FFB to finance loans under agency authority to issue loan
guarantees (f.e., under agency guarantee authority, not borrowing authority).
Yet at the top of page 24 the report states that in the GAO discussion of the
sampled accounts they did not address this borrowing "because it is not
incurred as a result of the accounts' authorities to borrow." To include the
FFB borrowings in the aggregate figures suggests that they are relevant, out
to exclude them from the detailed analyses suggests that they are irrelevant.
We believe that FFB borrowings are relevant to an analysis of borrowing
authority, and should be discussed.

Program by program analysis:

At no place 1n the draft report can one find a table showing an agency
specific use of borrowing authority. We are including such a table under
point § below; we think that such data are helpful the reader's ability to
understand the magniture and nature of the issue.

We note that by far the largest user of permanent borrowing authority ‘s
the CCC. Yet, as previously mentioned, the report does not discuss the CCC tn
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Now on p. 12.

See comment 10.

See comment 11.

See comment 12.

See comment 13.

3

the selected program analyses. As a result, the selected program analyses
ignore both the largest user of borrowing authority (the CCC) and the bulk of
the borrowing (use of the FFB). We do not believe the explanation on page 17
the draft report that "we excluded the Federal Financing Bank and the
Commodity Credit Corporation from the selection process because the issues
involved in their use of authority to borrow were too complex to be
effectively covered by a broad review" 1is adequate. The report has less
credibility if these large activities are excluded.

5. Despite the amount of data in the report, it is not easy for the
reader to get a perspective on the size and composition of the use of
permanent borrowing authority. The components of the permanent budget
authority utilized in 1987 are summarized below from part 6-f of the 1989
budget.

Permanent Authority to Borrow [ncluded
in Budget Authority, FY 1987
(in billions of dollars)

Comnodity Credit Corporation......ceieveiiiiininiiinnennnnnncnnns 19.9
REA, RTB, and Farmers Home loan revolving funds................. 2.1
FHA fund..eeeieecnennes teasscseanenes et encesteenensesrtestensan .4
Low rent housing loan fund grants............ feeseessreaseananns 1.3
Federal ship mortgage financing fund.........cciiveuiieainan... .4
FDIC. e eeivnconeennacancanans vesenes eteescesisretenar s aeeas 1.1
FSLICeuuieveennenooscnannosnoanonns Gesesnneenes eseesreaeaeean 1.6
Postal Service....iivvivieineainenns Cetesiersecetacnatratotannn 2.3
Bonneville pOWer....coveuicerecncenne Ceeeerceeaeeraeerstresasnsas .4
1877 1.2
(01171 T .3

TOtAT e eevaune seacensossoonosaasntosscasssvsnssaasnanssenasenas 31.1

As one can see, the CCC accounts for the bulk of the 1987 transactions,
yet we cannot tell from the report what the GAO is proposing as a substitute
for financing CCC.

For the non-CCC authority, to the extent that the FDIC, FSLIC, Postal
Service, Bonneville, and TVA are authorized to assess user charges adequate to
cover their services or risks, they fit criteria that the GAO recommends. Of
the remaining programs, the REA, RTB, FmHA, and FHA loan and loan guarantee
programs would also meet the GAO criteria if credit reform is enacted. (Tre
report includes appropriating loan subsidies in the recommendations, but tre
implications of this recommendation are not made clear). In sum, aside from
CCC, most of the programs with transactions in 1987 would meet the GAO
criteria if the Congress enacts credit reform and allows the full application
of user charges.

Page 47 GAO/AFMD-894 Agency Authority to Borrow




Appendix [II
Comments From the Office of Management
and Budget

GAO Comments

The following are GAO’s comments on the Office of Management and
Budget's letter dated April 11, 1989.

1. Discussed in “Agency Comments and Our Evaluation” section of the
report.

2. Our report supports credit reform efforts and the use of direct appro-
priations, rather than authority to borrow, when borrowing cannot be
fully repaid. However, since a review of proposed policies requiring full
cost recovery or commercial market rates for federal commercial activi-
ties was not within the scope of this job, we cannot endorse this effort in
this report.

3. No change to report needed.

4. In our study, we used the definition of authority to borrow referred to
in the provision of the Balanced Budget and Emergency Deficit Control
Act of 1985 which required us to study spending authority. This defini-
tion clearly refers to authority to borrow which is not provided in
advance in annual appropriation acts. Although the scope of our study
excluded authority to borrow provided in appropriation acts, we agree
that the same logic used in the report could be applied to this type of
authority.

5. Report changed.

6. Figure 2.1 is designed to give a overall picture of the growth of debt
throughout the federal government rather than in individual programs,
such as the Postal Service.

7. Figures 2.2 and 2.3 show that most repayments and debt reduction
are made from sources other than collections.

8. The data on appropriations to reduce debt used in the figures came
from the program and financing schedules in the Budget of the United
States Government—Appendixes for fiscal years 1980 through 1989. If
some Farmers Home Administration accounts used appropriations to
reduce debt but did not show this use in the program and financing
schedules, we would not have included these appropriations in tigures
2.2 and 2.3. Furthermore, one cannot assume, as OMB does, that the
appropriations an account receives for reimbursement of losses are used
to reduce debt. For example, from fiscal years 1978 through 1987 wIF
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borrowed $10 billion more than it repaid, and its repayments could have
come from new borrowings instead of appropriations.

9. All of FFB's borrowings are relevant to our study because they
resulted from FFB’s authority to borrow provided in advance ot appro-
priation acts. However, our study did not cover a form of debt incurred
by agencies as a result of FFB's authority to purchase agencies’ loan
assets. We excluded this debt from our study because it was incurred
under FFB’s authorizing statute and could not be effectively addressed in
a broad review that does not cover the role and purchasing authority of
FFB. Language quoted from page 24 of draft report was deleted from
final version.

10. Discussed in **Agency Comments and Our Evaluation’ section of
report.

11. No change to report needed.
12. Not within scope of our study. No change made to report.

13. No change to report needed.
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supplementing those in the

report text appear at the

end of this appendix. '
us.o.ponm.ntof Assistamt Secretary 40C Seventn St S W
Transportation lor Budge! and Programs wasningtor D C 2053C
Office of the Secretary
of Transportahon

MAR 27 1989

Mr. Frederick D. Wolf
Assistant Camptroller General
General Accounting Office
Washington, D,C. 20548

Dear Mr. Wolf:
Enclosed in response to your request are the Department of Transportation's

comments on GAO draft report, :

Granted More Selectively.

Thank you for the opportunity to express our views,

Sincerely,

R. A. Knisely
Deputy Assistant Secretary
for Budget and Programs

Enclosure
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GAO DRAFT REPORT OF FEBRUARY 27, 1989
on

BUDGET ISSUES: AUTHORITY TO BORROW SHOULD BE GRANTED MORE SELECTIVELY

Y OF GAO FIN

Agencies with authority to borrow are financing a large portion of
their programs with debt funas which are available without having to
corpete for them curing the annual appropriations process. Most of the
repayments agencies make on their debt comes from appropriations and new
corrowirgs. GAC considers that the four Department of Transportation (DOT)
accounts reviewed were either not designed to recover costs through
collections or will not be able to generate sufficient collections to repay
their deots. Therefore, an alternative form of financing would better
zisclose the type of financing being used while still enanling accounts to
make prompt payments.

Y DEPA NT OF T N

The Department of Transportation is in general agreement with GAC's
recommendations for alternative forms of financing. However, we disagree
with GAO's findings regarding the ability of DOT accounts to generate
collections sufficient to repay debt (specifically the Federal Ship
Financing Fund and the St. Lawrence Seaway Development Corporation), anc on
the applicability to DOT accounts of GAO's recommendations to provide
annual appropriations for credit subsidy costs.

POSITION STATEMENT
Findging:

The Office of the Administrator account in DOT's Federal Railroac
Administration porrows from Treasury and makes all repayments with
appropriations or new borrowings. The account does not have
¢ollections from program users.

00T Pesponse:

See comment 1. This finding does not currently apply to the Office of the
Administrator appropriation account, since the Emergency Rail
Services Act ang Section 211 (h) loan programs are no longer active,
and no loans are currently outstanding.

Page 51 GAOQ/AFMD-894 Agency Authority to Borrow



Appendix IV
Comments From the Department
of Transportation

See comment 2.

See comment 3.

See comment 4.

Among accounts with collections insufficient to repay borrowings fis
the Federal Ship Financing Fund. The fund charges loan guarantee
fees to shipowners, and uses the income from the fees to pay the
lenders in case shipowners default. Prior to fiscal year 1978, the
fund borrowed from Treasury several times and repaid with
collections. However, declines in oil prices and in the volume of
agricultural exports reduced the demand for vessels in the energy and
agricultural markets and caused a large number of loan defaults. The
fund suffered net losses from fiscal years 1985 through 1987. Unless
economic conditfons improve in the maritime fndustry and the fund
recovers from its recent financial problems, it will not be able to
repay future borrowings with collections.

DOT Response:

e w
|

Prior to fiscal year 1985, the fund borrowed from Treasury four times
and repaid with collections. The conditions existing during the
1985-1987 period were abnormal; the Maritime Administration expects
to be able to repay any future borrowing with collections just as it
had in previous years.

Einding:

According to the SLSDC's authorizing legislation and its legistative
history, the Congress expected the SLSDC to be able to repay its debt
with revenues from tolls charged to lock users. However, in 1970 the
Congress forgave the interest on SLSDC's debt and, in 1982, forgave
the remafning $110 million in principal, most of which had been
accumulated when the locks were constructed in the 1950s.

Since 1982 when its debt was forgiven, the SLSDC has had $3.2 million
in remaining authority to borrow from Treasury. The Senate
Appropriations Committee's report recommending the debt forgiveness
suggested that the Committee did not anticipate any future borrowing
by SLSDC. The report stated that toll revenue would have to cover
the SLSDC's operations costs and any future capital costs for
equipment replacement.

DOT Response:

Toll revenues are not currently avajlable to the St. Lawrence Seaway
Development Corporation (SLSDC). Therefore, borrowing authority, a
contingency reserve, or permanent appropriation must be immediately
available for emergency repairs, in order to restore Seaway
operations as soon as possible. If borrowing authority were used for
these purposes, the SLSDC has indicated that non-toll revenues wouild
be sufficient to repay that debt over time.
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See comment 5.

See comment 6.

Recommendations:

GAO recommends that borrowing authority be provided only for accounts
able to repay their debt with collections, that accounts be required
to repay debt with coilections, that borrowing authority be
authorized for a 1imited number of years, that borrowing authority be
replaced with another form of financing (a contingency reserve or
permanent appropriation) for those accounts that cannot repay
borrowings with collections, and that subsidy costs for direct and
guaranteed loans be funded with annual appropriations.

DOT Response:

We agree with the GAQO recommendations, provided that the permanent
appropriations recommended in lieu of borrowing authority must be
indefinite in amount, and 1imited only as to specific use, e.g., loan
guarantee defaults, emergency repairs.

In addition, we do not believe it appropriate to require an annual
appropriation for credit subsidy costs of the Federal Ship Financing
Fund. Under normal circumstances, the loan guarantee fee charged by
the Fund adequately covers the cost of defaults, and no subsidy is
necessary. When an abnormally high level of defaults occurs, as
occurred during the 1985-1987 time frame, the fees may be
insufficient to cover the cost. However, because such anomal fes are
difficult to foresee, annual appropriations for credit subsidy costs
would not have been anticipated or requested. We believe such
appropriations are practical only when the subsidy is ongoing and
predictable and should not be employed to cover unpredictable
shortfalls.
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GAO Comments

The following are GAO's comments on the Department of Transporta-
tion’s letter dated March 27, 1989.

2. Discussed in **Agency Comments and OQur Evaluation” section of the
report.

3. Report changed.

5. We are not recommending permanent appropriations as the financing
alternative to authority to borrow in all cases. The type of replacement
financing should be determined on a case-by-case basis, depending on
the account’s needs. Annual appropriations for a contingency reserve
and annual appropriations of credit subsidy costs should be considered
as possible alternatives to authority to borrow. Neither of these forms
of financing would be indefinite in amount.

6. The difficulty of estimating a program’s credit subsidy costs and the
likelihood that the estimates for a given year will be imprecise should
not exclude the program from credit reform proposals. Default levels
cannot be predicted with certainty for any programs, but should be
based on the best information available at the time.
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.r EXPORT-IMPORT BANK OF THE UNITED STATES

I
T4 WASHINGTON. D.C. 20571

le‘\-‘\‘
April 14, 1989

3

4

CABLE ADDRESS EXIMBANK'
Mr. Frederick D. Wolf TELEX WU an
Assistant Comptroller General
United States General Accounting Office
Washington, D.C. 20548

Dear Mr. Wolf:
This is in reply to your request for comments on the GAO

draft report entitled, Budget Issues: Authority to Borrow Should
Be Granted More Selectively.

Your draft report recommends that authority to borrow be
provided only to accounts that are able to repay their debts with
collections; that accounts be required to repay their debt with
collections; that the time an account can use authority to borrow
without renewed congressional approval be limited; and that
legislation be enacted requiring annual appropriations of credit
subsidy costs for new direct and guaranteed loans.

Further, since you conclude that several of the programs
which you examined, including Eximbank, will be unable to
completely repay their debts with collections, their borrowing
authority should be replaced with another form of financing.

Eximbank has the authority to borrow funds to finance its
operations under the provisions of its Charter. This Charter
has a limited life; over the years Congress periodically has
renewed the Bank's Charter for periods ranging from three to five
years. Currently, the Charter expires in 1992. Consequently,
See comment 1. renewed Congressional approval of the Bank's programs and
operations does in fact occur.

We believe that for a corporation such as the Bank,
borrowing is the appropriate means to fund its operations. For
many years the Bank made a profit on its operations and not only
repaid its borrowings with collections, but also paid more than
$1 billion in dividends to the U.S. Treasury. The costs of
borrowing, for which the Bank pays market interest rates,

See comment 2. together with other operating costs, when matched against revenue
from its operations provide a measure of the profit or loss from
the Bank's loan and guarantee programs which is more readily
understandable than estimated subsidy values.

As you have noted in the report, since 1982 the Bank has
been incurring operating losses. Your report notes that the j
decision to provide loans to support U.S. exports at rates which
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were competitive with loans offered by foreign governments to
assist their exporters during a time when U.S. market rates were
much higher than the rates charged on the Bank's loans was one
reason for the Bank's losses. In fact, it is virtually the only
See comment 3. reason, as loan losses due to long-term uncollectability have
been minimal, and confined to private sector loans.

These losses have reduced the Bank's retained earnings to
the point that they are now slightly negative. If future
earnings should be insufficient to cover these and any future
losses, then some Congressional action might be desirable at
some point to provide additional capital resources.

Although not specifically mandated by legislation, the Bank
since its inception has tried to operate its programs in such a
manner that collections over time would be sufficient to retire
debt. We expect that new loans will be made at rates which, on
the average, will cover the Bank's cost of funds. Consequently,

See comment 4. we believe that borrowing is an appropriate way for the Bank to
fund its activities and we oppose any proposal to eliminate that
authority.

However, we agree that if a program is not intended at the
outset to have collections which could over time repay its
borrowings, then some other form of funding might be more
appropriate. The Bank has, in fact, requested appropriations to
cover the costs of highly concessional mixed credits since it is
known from the beginning that these credits will entail a
substantial grant element.

Thank you for the opportunity to comment on the draft
report.

Sincere yours,
by G—

wil;ié; F. Ryan
Acting President and Chairman
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The following are GAO’s comments on the Export-Import Bank’s letter
dated April 14, 1989.

1. The type of periodic review the report refers to would be more com-
prehensive and include the agency’s borrowings, repayment practices,
and ability to repay borrowings with collections in the future.

2. One of the purposes of estimating credit subsidy costs is to give the
Congress as clear a picture as possible of potential costs before they are
incurred. We believe these estimates can be readily understood by and
useful to the Congress.

3. As we reported in Financial Audits: Export-Import Bank’s 1987 and
1986 Financial Statements (GAO/AFMD-88-48, May 1988), we believe EXIM’s
losses significantly exceed those reported by the bank as a result of the
bank’s failure to properly report losses it is likely to sustain due to the
uncollectability of (a) a portion of its foreign loans, (b) accrued interest
receivable, and (c) estimated recoveries on claims resulting from
defaults under its insurance and guarantee programs. We estimate that,
as of September 30, 1987, such losses were in excess of $3.3 billion. cre-
ating a deficit of over $3 billion. Therefore, a portion of the bank’s losses
has been caused by uncollectable loans.

4. Discussed in “Agency Comments and Our Evaluation” section of the
report.
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DEPAATMENT OF AGRICULTURE
OFFICE OF ASSISTANT SECHETAAY FOR ADMINISTRATION

WASHINGTOM. O C 20250

April 14, 1989

Honorable Frederick D. Wolf

Assistant Comptroller General

Accounting and Financial
Management Division

U.S. General Accounting Office

Washington, 0.C. 20548

Dear Mr. Wolf:

Reference is made to your February 27, 1989, letter in which you
request the Department of Agriculture's (USDA) comments on the General
Accounting Office draft report entitled, Budget Issues: Authority to
Borrow Should be Granted More Selectively.

Enclosed are USDA's comments on the draft report. Thank you for the
opportunity to comment on the draft report,

Sincerely,

JOHN . F ;
Assistant Secretary
‘.fof Administration

Enclosure
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[ GENERAL ACCOUNTING OFFICE DRAFT REPORT ENTITLED “BUDGET ISSUES: AUTHURITY Tu
BORROW SHOULD BE GRANTED MORE SELECTIVELY"

General Comments

GAO should recommend that accounts which have authority to borrow be givon
the authority to set rates as necessary to cover the cost of borrowing.
Although not included in your report, the Rural Electrification

See comment 1. Administration (REA)} can charge only five (%) percent on loans financ.d
through its Rural Electrification and Telephone Revolving Fund., This is
substantially less than REA's cost of borrowing,

The amount of outstanding debt shown for REA in Table 2.1: Agencies'
Qutstanding Debt Incurred Under Authority to Borrow as of September U,
1987, does not agree with REA's figures. The Rural Telephone Bank owed
Treasury $758 miliion as of September 30, 1987. The total amount owed "o
Se - comment 2. Treasury by all REA funds was significantly higher than the $2,084,4/2,uu1
shown in Table 2.1.

Now on p. 36. The second to last sentence on page 55 of the report is incorrect. [t
should read "As of the end of 1987, the Rural Telephone Bank had accumu ¢

See comment 3. profits of $188 million, including a reserve for contingencies of 377
miilion.”

GAQ Recommendation

GAC recommends that the Congress provide authority to borrow only to
accounts that are able to repay their debt with collections.

Departmental Response

The authority to borrow (indefinite) does not equate to current borrowing
needs or even eventual borrowing needs. The budget authority line,
authority to borrow in the program and financing schedule, represcnts ne
additional obligation authority required during a year to sustain the ne:
obligations of the fund during that year. If any of those obligations ar
See comment 4. subsequently cancelled, not all of the borrowing authority shown will e
required; if appropriations are made (for restoration of losses or any o~ -
reason}, borrowing will not be required; when accrued borrower interes: -,
paid on schedule, borrowing won't be required for the amount of accrueg
interest that is received. Since accounts receivable from the public anc
loans receivable are not included in the budget authority computation,
interest payments and loan repayments result in the withdrawing of author -y
to borrow.

A major portion of borrowing authority is needed temporarily to finance

See comment 5. subsidy costs until reimbursed by the Congress 2 years later. These su>s 3,
costs are inherent to Farmers Home Administration (FmHA) programs since -
statute a majority of the loans are made at a rate lower than Treasury s
cost of borrowings.
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GAU Recommendation

GAO recommends that the Congress require accounts to repay their debt withn
collections and limit the time they can use authority to borrow without
renewed congressional approval.

Departmental Response

The apparent insufficiency of borrower repayments to repay borrowings is, to
a major extent, a result of subsequent annual Congressional authorized loan
levels that disburse the cash receipts of the fund before borrowings can be
repaid. As long as the loan portfolio outstanding is increasing because of
new loan advances from Congressionally authorized loan levels, there is a
continuing need for net new borrowings to sustain the growth,
notwithstanding the inherent potential of a program to eventually recover
its borrowed funds. Prior to FY 14986, the budgetary treatment of sales of
Certificates of Beneficial Ownership (CBO) reduced greatly the need for
borrowing authority. These sales of CBUs are now shown as borrowing
authority in the budget.

See comment 6. Congressional and court ordered authorized (mandated) programmacic terms and
conditions governing the loan program can change a program tnat could be
expected to recover its costs (i.e., a program that can properly be funded
with borrowings) into a program that has little prospect of repaying all
borrowings. The ACIF programs were originally authorized as 5 percent loans
when 5 percent was a little above the Treasury borrowing rates. Also, while
the FmHA was always considered the lender of last resort, and forbearance
was allowed during loan servicing, there was not the current myriad of
"borrower rights" which, at the very least, defer, if not substantially
reduce, the Toan program's cash flow back to the fund. Mandated limitea
resource interest rate terms are substantially below current Treasury rates.
Even operating loans made at an originally nonsubsidized rate may be
effectively financed with Treasury borrowings at a substantially greater
rate if the loan is stretched out 7 to 15 years under the terms of the
program.

GAQD Recommendation

GAQ recommends that the Congress replace authority to borrow with another
form of financing for 8 of the 12 accounts we reviewed.

FmHA generally feels comfortable with the current use of borrowing authority
as the funding source for loan programs, while waiting until the actual
losses are sustained, calculated, and subsequently appropriated. Its
flexibility is its greatest attribute. It does not inhibit program

See comment 7. implementation or program evolution as the economic and programmatic
environment changes. While total future costs are not available under this
system, the stream of estimated appropriations required are estimated in the
President's Budget and the Congressional Budget Office's estimates. The
large budget authority amounts that are part of the ACIF programs, as they
are administered now, are not a secret. These estimates are available for
Congressional Committee consideration while deliberating on budgetary
matters.
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See comment 8.

See comment 3.

Now on p. 28.

See comment 10.

In addition, if the agency changed its appropriations for loss calculatian
ro reflect provisions for atlowances rather than only writeoffs, the
appropriation for 1oss would capturz a maximum exposure to future default
coscs rather than actual realized losses. These amounts mignt be in koeping
with GAQ objectives, however, this maximum exposure could possibly overstate
the subsiay case, and the result could be an amount that would not be any
betcer for dnalyzing the "redl" program costs than the current "understired"
COSTS.

GAU Recammendation

GAD recommends that the Congress enact legislation requiring annual
appropriations of credit subsidy costs for new direct and guaranteed loans.

Uepartmental Response

We agree with GAU that the estimated lifetime subsidy cost of a program
could be appropriated when the annual program levels are provided in the
appropriations. However, legislation submitted by the current and past
administrations to appropriate estimated lifetime subsidy costs have not
passed the Congress. It should also be noted that appropriating estimated
lifetime subsidy costs in advance will not necessarily eliminate the need
for borrowing authority to provide rational and orderly financing of
programs, particularly loan programs.

The annual appropriation for credit subsidies as part of credit reform
{cited on page 44) are not the same "subsidies" that are involved when FmHA
administers a loan program with Treasury borrowings as the funding source.
The credit reform subsidy is a more theoretical subsidy that tries to
capture the value of program benefits to the borrower as they compare to the
private sector loan that they would otherwise gqualify for, even if those
loans are never made (because of risk, etc.).
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GAO Comments

The following are GAO's cormuments on the Department of Agricuiture's
letter dated April 14, 1989.

1. Our study did not examine the effect that changing program require-
ments could have on program beneficiaries, therefore, we cannot make
the recommendation you suggest.

2. Note added to table.
3. Report changed.
4. No change to report needed.

5. The Farmers Home Administration needs a source of funds to finance
its loan subsidy costs; however, we believe these funds should come

from annual appropriations of credit subsidy costs, not from autherity

to borrow.

6. The reasons an account cannot repay its borrowings are usually
related to its program requirements, such as the requirerment to make
new loans at favorable interest rates. We recognize that to meet the
needs of the programs, a source of funds must be available. However,
unless the funds will be paid back with collections, they shoulid not be
called “‘borrowings.”

7. Although we agree that the Congress has information that ACIF uses a
large amount of authority to borrow (budget authority), we believe
appropriations of credit subsidy costs will give the Congress a clearer
picture of the program’s potential costs than its current financing
method.

8. Estimates of credit subsidy costs may be overstated or understated in
a given year.

9. No change to report needed.

10. Gao disagrees with the method of calculating credit subsidy costs
described in this comment. See our report, Budget Issues: Budgetary
Treatment of Federal Credit Programs (GAO/AFMD-89-42, April 10. 1989)
for further explanation.
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See comment 1.

Federal Emergency Management Agency
Washington, D.C. 20472

MAR 2 8 1989

'mam(ymfortheoppomtytocmmentmthednftreportentltled
Autho! to Bo dbe G ively. The report's
statedpxrposewastorecaﬂneniwhentheauthontytobormwman
appropriate means of financing accounts. As part of its analysis, the GAD
undertook case studies of several accounts with borrowing authority. one
of these accounts was the National Flood Insurance Fund (NFIF), which is

administered in the Federal Emergency Management Agency (FEMA).

The National Flood Insurance Act of 1968 authorizes the Director of FEMA to
borrow $500 million from the Treasury with an additional $500 million
available with approval of the President and notification to the Congress.
This borrowing authority was recammended by the House Committee on Banking
and Qurrency in its September 1966 report entitled, Insurance and Other
Programs for Financial Assistance to Flood Victims to facilitate the prompt
payment of claims.

The draft report recommends that Congress replace the authority to borrow

with another form of financing. As the report notes, the Fund has received

$1.2 billion in a;propnatxons to reduce its debt. This recommendation is

smular to that made in a Januaxy 3, 1983 report ent:.tled Natjonal Flood
= s To Wi

Federa) Sibeidy. This report tated, in part: %

"GAD believes a congressional decision on program financing needs to
be closely tied to action the Congress takes on contimuing the
Federal subsidy. If the Congress chooses to support the Agency's
efforts to make the program self-sustaining in a relatively short
time frams, GAO believes the revolving fund can be retained, but GAD
recormends that the Congress amerd the National Flood Insurance Act
of 1968 to increase its oversight and control over how the Agency
finances its losses.”

In fact, the Congress has supported FEMA's goal to the point that the
National Flood Insurance Program in 1988 achieved its goal of a self-
supporting program for the historical average loss year. That is, for loss
years equivalent to the historical average, the NFIP should have adequate
premium income to support claims payments. This level of premium incame
has allowed the NFIP to accumulate over $500 million during the less than
historical average loss years of 1986-1988, which earned over $37 million
in income fram investments in Treasury cbligations in 1988 alone.
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See comment 2.

With reference to the 1983 GAO recammendation on increasing Congressiocnal
oversight of the Program's funding, the Commnittees on Appropriations have
included limitations on experditures for operating costs, agents
camissions, and interest on Treasury borrowings in the anmual
appropriations language beginning in 1985. The limitations provide
Corgress with particular oversight of the non-claims expenses of the NFIP
while retaining the flexibility necessary for the Program to expeditiously
settle claims based on our contractual relationship with the policyholders.
Any funding mechanism put in place to increase oversight of the NFIP's
claims expenditures would have to be structured with a recognition that
those expenses will greatly vary from one year to another due to the low
frequency, but catastrophic nature of flooding.

Thank you again for the opportunity to comment on the draft report.
Please do not hesitate to contact us if we can be of any further
assistance.

Sincerely,

H
|
ius W. Becton, Jr.
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The following are GAO's comments on the Federal Emergency Manage-
ment Agency'’s letter dated March 28, 1989,

1. Discussed in **Agency Comments and Our Evaluation” section of the
GAO Comments report

2. Although the Congress places appropriation act limitations on NFIF's
expenditures, the limitations do not affect the NFiF’s use of authority to

borrow to finance its losses and its inability to repay its borrowings
with collections.
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: James L. Kirkman, Director, Budget Issues, (202) 275-9573
A.ccour.ltmg and Clarence L. Jenney, Assistant Director
Financial Management Christine Bonham, Assistant Director

Division, Washington, Kathleen Peyman, Evaluator-in-Charge
D.C Lisa Lim, Evaluator
e Scott McNulty, Accountant
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Glossary

Account

A budgeting unit that (1) records budgetary resources available for obli-
gation and outlay, (2) is shown in the Budget of the United States Gov-
ernment, 1989—Appendix, and (3) is assigned an eleven-digit
identification code.

Appropriations

An authorization by an act of the Congress that permits federal agencies
to incur obligations and to make payments out of Treasury for specified
purposes.

Appropriation Act

A statute, under the jurisdiction of the House and Senate Committees on
Appropriations, that authorizes federal agencies to incur obligations and
to make payments out of Treasury for specified purposes. For the pur-
poses of our study, an appropriation act can only provide budget
authority that becomes available in a specified (and therefore limited)
number of years.

Authority to Borrow

Also called borrowing authority or authority to spend debt receipts. The
statutory authority that permits a federal agency to incur obligations
and make payments out of borrowed moneys. This does not include
Treasury’s authority to borrow from the public or other sources under
Chapter 31 of Title 31, U.S. Code.

Budget Authority

Authority provided by law to enter into obligations that will result in
immediate or future outlays involving federal government funds. It does
not include authority to insure or guarantee the repayment of indebted-
ness incurred by another person or government.

Collections

In this report the term is used to refer to offsetting collections that are
credited to appropriation or fund accounts. These are collections from
government accounts or transactions with the public that are of a busi-
ness-type or market-oriented nature and can be used without appropria-
tion action by the Congress. When these collections are from the public,
they are called offsetting collections from nonfederal sources.

Contract Authority

The statutory authority to enter into contracts or make other obligations
without or in advance of appropriations or in anticipation of receipts to
be credited to a revolving fund or other account.
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Entitlements

Programs under legislation that requires the payment of benefits (or
entitlements) to any person or unit of government that meets the eligi-
bility requirements established by such law. Authorizations for entitle-
ments constitute a binding obligation on the part of the federal
government, and eligible recipients have legal recourse if the obligation
is not fulfilled.

Forgiveness of Debt

The statutory elimination of an agency’s obligation to repay all or part
of its debt with Treasury.

Monetary Credits or
Bartering

The authority to make purchases by giving the seller credits or some-
thing other than money, instead of issuing a check. The holder of the
credits may apply them later to reduce an amount owed the government
in other, sometimes unrelated, transactions. An agency's acceptance of
credits or something other than money as payment results in the agency
forgoing the collection of offsetting receipts or collections.

Obligations

Amounts of orders placed, contracts awarded, services received, and
similar transactions made during a given period that will require pay-
ments during the same or a future period.

Offsetting Collections
From Nonfederal Sources

Collections from sources outside the federal government that are
credited to appropriation or fund accounts. They include such things as
user fees, loan repayments, and proceeds from sales.

Permanent Appropriation

An appropriation that becomes available as the result of previously
enacted legislation and does not require current congressional action.

Spending Authority

As defined by the Congressional Budget and Impoundment Control Act
of 1974, as amended, a collective designation for spending not subject tc
the annual control of the appropriations process. It includes contract
authority, authority to borrow, and entitlement authority for w hich the
budget authority is not provided in advance by appropriation acts. It
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also includes authority to forgo the collection of proprietary offsetting
receipts (monetary credits or bartering) and to make any other pay-
ments for which the budget authority is not provided in advance by
appropriation acts. The latter includes, but is not limited to, authority to
make payments from offsetting collections credited to accounts.
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