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NOTES

Unless otherwise indicated, all years referred to are
fiscal years. For 1376 and before, fiscal years ran from July 1
through June 30 and were referred to by the years in which
they ended. The Congressional Budget Act of 1374 changed
the fiscal year to begin on October | and end on September 30.
The interim between the old and new fiscal years, July 1
through September 30, 1974, is called the transition quarter;
fiscal year 1977 began on October 1, 1976.

Details in the text, tables, and figures of this volume
may not add to totals because of rounding.




PREFACE

In August 1978 the Congressional Budget Office published Loan
Guarantees: Current Concerns and Alternatives for Control, a study
prepared at the request of the Senate Budget Committee. In the course of
developing that paper, four staff working papers were prepared. These
papers are here compiled and published to support the analysis and
conclusions of the paper on loan guarantees.

Alice M. Rivlin
Director

January 23, 1979
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INTRODUCTION

At the request of the Senate Budget Committee, the Congressional
Budget Office prepared a background paper on the use and growth of loan
guarantee and insurance programs, current concerns about the appropriate-
ness of their use, and alternative methods for controlling them. That paper,
Loan Guarantees: Current Concerns and Alternatives for Control, was
released in August 1978. This volume contains four staff working papers
that develop in further detail portions of the research and analysis contained
in the background paper.

The first paper, Federal Credit Programs: A Statistical Compilation,
compiles data on federal credit programs for fiscal years 1950 to 1979. It
combines in one place the annual data on credit programs included in the
special analyses on credit that have accompanied the Budget of the U.S.
Government since fiscal year 1952. The compilation was undertaken to
facilitate understanding of the many types of credit assistance offered by
the federal government, their relative magnitudes, and their growth over
time.

The second and third papers in this volume discuss two complexities
in the financing of federal credit programs: the sale of loan assets and
certificates of beneficial ownership (CBOs) by lending agencies and the
financing of federal credit programs through the Federal Financing Bank.
Both practices cause the unified budget totals to be understated because
they exclude certain types of activities from counting in the totals. As a
result, these practices pose problems in terms of determining the total
levels of federal credit activity and allocating credit resources among
competing needs. Loan Asset Sales: Current Budgetary Treatment and
Alternatives considers the controversy surrounding the sales of loan assets
and CBOs by federal agencies. The Federal Financing Bank: A Primer
explains the operations of this nearly anonymous off-budget entity and their
effects on the budgetary process.

~The final paper in this volume stems from concern about the
impossibility of obtaining data on defaults in loan guarantee and insurance
programs that can be compared from program to program and agency to
agency. To assess the extent of this problem, CBO asked Peat, Marwick,
Mitchell & Co. to survey the accounting and data collection practices of 22



major loan guarantee or insurance programs. Their report, Loan Insurance
and Guarantee Programs: A Comparison of Current Practices and
Procedures, demonstrates that differences in the definitions used by agen-
cies and in their data collection and reporting procedures make it impossible
to compile estimates of defaults declared and claims paid. The lack of such
data impairs the ability of Congressional committees to conduct oversight
of guarantee and insurance programs effectively.
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PREFACE

Although the Budget of the United States Government has included
annual data on credit programs since 1952, this annual data has not yet been
compiled in a single place. This paper has been prepared in response to a
perceived need for an historical compilation of such data.

The paper was prepared by John D.Shillingburg of CBO's Budget
Process Unit, with the assistance of Barbara J. Gluckstern. David K,
Gillogly of the Office of Management and Budget provided technical
assistance. The author wishes to acknowledge the helpful comments by
Richard P. Emery, Jr. and John W. Ellwood of CBO. The paper was typed
by Kathryn A. Quattrone and Susan L. Bailey. Patricia H. Johnston edited
the manuscript.

Alice M. Rivlin
Director

Qctober 1978
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CHAPTER I. INTRODUCTION

Federal credit programs have been established over the years,
one-by-one, with each program designed to solve a specific national
problem. As a result, federal credit assistance has been gradually
extended to a number of sectors in the economy: housing, agri-
culture, transportation, health, education, small business, and
foreign aid.

There are three distinct types of federal credit assistance:
direct loans, guarantees of loans and other credit, and secondary
market activities of federally sponsored credit enterprises.
Often, two or more of these forms are combined in a single program
because of the complex financial and institutional arrangements
that have evolved in response to specific problems.

In this paper, data on individual credit programs since 1950
have been brought together to show the relative magnitudes of these
programs over time. This chapter discusses the measures of credit
activity used and the limitations of the data. The next chapter
presents a brief overview of federal credit assistance in the
post-World War II era. The final chapter presents the data com-
piled since 1950 for each type of federal credit activity.

MEASURES OF LENDING ACTIVITY

There are four different measures of lending activity used by
the federal government: new commitments, new loans disbursed or
new guarantees extended, net lending or net loans gquaranteed, and
loans or guaranteed loans outstanding.

New Commitments. The federal government makes a commitment
for a loan or a quarantee by agreeirg with a prospective borrower
to lend directly to him or to guarantee his borrowing from a third
party, contingent on his fulfillment of specified conditions. Time
often elapses between the extension of the commitment, the satis-
faction of the conditions, and the conclusion of the loan or exten-—
sion of the gquarantee. 'This is particularly true when credit
financing is used for construction projects, which have long
planning and financing lead times.
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The volume of new commitments for a fiscal year provides an
advance indication of trends in the impact of federal credit
programs—that is, changes in the level of new commitments pre—
cede corresponding changes in the volume of loans disbursed by the
federal goverrment and in the volume of purchases of goods and
services by the ultimate borrowers. New cammitments are, thus,
the best single measure of short-run trends of credit programs.

New Loans Disbursed or Guarantees Extended. This measure
records the actual volume of direct loans disbursed or guarantees
extended by the federal government during a fiscal year. New
disbursements or extensions are usually smaller than new cammit-~
ments, since new commitments in a given year do not always result
in new loans made or guaranteed, because of the camplexity of the
financing process. In some years, however, new loans disbursed or
new guarantees extended may be greater than new commitments,
because of loans made or quaranteed as a result of cammitments
made in previous years.

New loan disbursements or guarantee extensions are equi-
valent to outlays for direct spending programs. The levels of new
disbursements or new extensions are, thus, the best measures of
the impact of each type of federal credit assistance on the credit
markets in a fiscal year.

Net Lending or Net Guarantees. Most federal expenditures
are "exhaustive"-—-that is, once the money is disbursed by the
federal government, none of it is recovered. Grant programs, for
example, disburse funds to recipients who then spend the money
themselves. Direct loans, on the other hand, are not exhaustive;
instead, they represent an exchange of assets., The federal
govermment lends the funds in exchange for a pramise of future
repayment. During anv year, the federal government is receiving
repayments on loans made in previous years at the same time that
it is making new loans. The repayments received are deducted fram
new loan disbursements to arrive at a net lending figure, which
‘accurately depicts the net change in the government's financial
position during the fiscal year. This net lending figure is the
amount charged for direct lending in the wnified budget totals.

Accounting for guaranteed lending operates in a similar
fashion. During any year, loans guaranteed in a previous year are
repaid and the guarantees cancelled at the same time that guaran-
tees on new borrowing are issued. Therefore, the net change in
the govermment's guaranteed lending liability is calculated as the
difference between new guarantees issued and guarantees cancelled.

14



Loans or Guaranteed Loans Outstanding. This last measure of
lending activities indicates the cumulative total of direct or
guaranteed loans that have been made and not completely repaid.
The outstanding totals are useful indicators of the level of credit
programs over time. Changes in the volume of loans or gquaranteed
loans outstanding from year to year equal net lending or net loans
guaranteed each year. Thus, if the outstanding volume remains
fairly constant, then new loans are being made or gquaranteed only
in amounts equal to repayments or cancellations (that is, net
lending or net guarantees equals zero). On the other hand, if the
volume of outstanding loans or gquarantees is increasing over time,
then the total volume of lending is Increasing.

LIMITATIONS OF THE DATA

The data on program levels in this paper have been taken from
the special analyses on credit that accompany the Budget of the
United States Government each year. 1/ These supplements, prepared
for each budget since the fiscal year 1952 budget, contain three
years of data: actual data for the fiscal year just completed and
estimates for the fiscal year currently in progress and for the
fiscal year about to begin--the year for which the budget is being
submitted. To construct historical data since 1950, this paper
uses the actual year data in each special analysis, except for
fiscal years 1978 and 1979, for which only estimates are available.

Reliance on the special analyses as a data source poses two
major problems:

o Refinements of Data Collection and Reporting. Since 1951
the Bureau of the Budget and its successor, the Office of
Management and Budget (OMB), have refined the collection
ard recording of credit data many times. These refine-
ments pose problems of data comparability over the
thirty-year period. Whenever possible in this paper,
adjustments have been made when practices have changed in
order to maintain data comparability. Notes to indivi-
dual tables explain the details for each adjustment.

1/ In most years the special analysis on credit is designated
Special Analysis E. In the budgets for fiscal years 1957,
1958, and 1979, it was designated Special Analysis F.
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o Problems of Aggregation. In several cases, two or more
entries previously recorded separately are combined in
one or more years, Lacking the raw data, it has not been
possible to disaggregate the combined entry. Rather than
create a separate stub entry for only a few years, the
combined entry is included in an "Other" category,
leaving blanks in the table for one or more programs for
one or more years. Again, when possible, such instances
have been identified and explained in footnotes.

While these and other problems affect the accuracy of the data
for some programs for some years, by and large the data can be
relied upon for the purpose of showing relative magnitudes of
credit activities and their growth in the post-World War II era.

16



CHAPTER II. FEDERAL CREDIT PROGRAMS: AN OVERVIEW
OF THE POST-WORLD WAR II ERA

Federal credit programs have grown rapidly and became an
important part of federal assistance since the end of World
War II.

AGGREGATE GROWTH

In the seven years after the end of the war, the outstanding
volume of direct loans tripled, while guarantees outstanding in-
creased five-fold. On June 30, 1952, direct federal loans account-
ed for 5 percent of the private debt outstanding, and federal
guarantees accounted for another 10 percent, for a cambined total
of 15 percent. 1/ During the late 1950s and early 1960s, the
proportion of the total private debt outstanding that was advanced
under federal auspices declined slowly to about 10 percent by the
close of fiscal year 1966, This reduction of the federal propor—
tion was not, however, indicative of a slowdown in federal credit.
Instead, it reflected the explosive growth in total credit. The
$290 billion of private debt outstanding on June 30, 1952, grew to
just over $1 trillion by the end of fiscal year 1966, a growth of
256 percent over the period. 2/ 1In contrast, federal direct loans
outstanding for the period grew only 135 percent, while guaranteed
loans outstanding grew by 307 percent (see Tables 5 and 11 at the
end of Chapter III).

The rapid growth of federal credit programs continued during
the late 1960s and early 1970s, as shown in Table 1. 3/ With the

1/ Fiscal year 1952 actual data from Budget of the United
States Government, Special Analysis E, Fiscal Year 1954.

2/ Fiscal year 1966 actual data fram Budget of the United
States Government, Special Analysis E, Fiscal Year 1968.

3/ The reader should note that the discussion above of credit

- growth from 1950-1966 was based on data on outstanding vol-
umes of federal lending and gross private debt. In the
special analysis for fiscal year 1976, OMB began using flow
of funds analysis and net lending data for trend
discussions. The following discussion on credit growth fram
1968-1979 is based on that analysis.
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TABLE 1. FEDERAL PARTICIPATION IN DOMESTIC CREDIT MARKETS: BY
FISCAL YEAR, IN BILLIONS OF DOLLARS

1968 1969 1970 1971 1972

Total funds advanced in U.S.

credit markets a/ 97.0 96.9 93.6 124.9 164.3
Funds advanced under Federal
auspices d/ 14.9 15.0 17.4 16.5 22.8
Federal participation rate
(percent) 15.4 15.5 18.6 13,2 13.9
(Continued)

SOURCE: Budget of the United States Government, Fiscal Year 1979,
Special Analysis F, Table F-1, p. 121.

a/ On a flow-of-funds basis, including equities.
b/ Estimates.

exception of fiscal year 1970, credit advanced under federal aus-
pices (including the loans of federally sponsored credit inter-
mediaries) was within a narrow range of 13-16 percent of total
credit. 4/ Although the size of the federal "share" of the credit
advanced remained relatively constant during this period in absolute
terms, total federal credit assistance grew rapidly, almost keeping
pace with the growth in total credit. During this period (fiscal
year 1968 to fiscal year 1976) total funds advanced in the credit
markets grew 227 percent. Federal credit programs grew 145 percent,
the increases coming both from the expansion of existing programs
and the initiation of new ones.

ﬁ/ In fiscal year 1970 credit assistance for housing increased
sharply, causing the overall federal percentage to increase
also.
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TABLE 1. (Continued)

1973 1974 1975 1976 0 1977  1978b/ 1979b/
205.4 193.1 180.9 242.6 67.3 317.5 (74 74
26.7 26.6 26.9 26.9 6.5 36.6 51.8 55.4
13.0 13.8 14.9 11.0 9.7 11.5 [74 (74
</ Not estimated.

d/ 1Includes direct lending by on—- and off-budget agencies, guar-

anteed 1lending, and lending by federally-sponsored credit
enterprises, all on a net basis.

Federal credit growth "paused" in fiscal year 1976, remaining
constant in absolute terms. 5/ As a result, federal credit as a
percent of total credit dropped to 11.0 percent from 14.9 percent,
since total credit continued to grow—34.1 percent during fiscal
year 1976, Although federal credit growth resumed in fiscal vyear
1977, the pause was sufficlent to keep the federal share in the
11 percent range.

THE RELATIVE IMPORTANCE OF FEDERAL, CREDIT PROGRAMS

Although federal credit programs as a whole have accounted for
only 10 to 20 percent of total credit during the postwar era, the
relative importance of individual credit programs during this time

5/ The "pause" was even more pronounced in the transition quarter,
when federal credit actually declined. This may have been
partly due to changes in the timing of agency actions caused by
the shift to the new fiscal year.
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has varied according to the problems they aim to solve. For in-
stance, during the early 1950s business lcans made or insured by
the federal govermment accounted for about 1 percent of outstanding
corporate obligations. 6/ On the other hand, 40 percent of
mortgage debt was insured or guaranteed by federal agencies. Also
direct or guaranteed federal lending represented a large share of
all international loans made by this country. This relationship
continued to hold true in the 1960s. 7/

THE FEDERAL CREDIT PROGRAM TODAY

Table 2 summarizes the extension of credit under federal
auspices for fiscal years 1977 to 1979. Including the loans of
off-budget agencies and of the gdovernment-sponsored, privately
owned credit enterprises, the total volume of credit extended is
estimated to grow from $122.2 billion in fiscal year 1977 to $159.4
billion in fiscal year 1979.

As shown in Table 2, the estimated value of new gquarantees
extended is roughly twice that for on-budget direct federal loans
made in each year given in the table. A two-to-one ratio of
guarantees to direct loans has been the proportional mix of guaram
teed and direct loans throughout the post-World War II era. This
long-standing preference for duaranteed financing as opposed to
direct federal financing reflects a policy to use private credit
whenever it can be made available on reascnahle terms.

In recent years the budget has become less useful in planning
for, controlling, and measuring the impact of federal credit. For
example, some new credit programs have been set up off-budget or as
government-sponsored, but privately owned enterprises. Also, the
preference for gquaranteed loans, another activity outside the
budget process, instead of direct extensions of federal credit,
further reduces the utility of the budget as an indicator. The

6/ Budget of the United States Govermnment, Special 2Analysis E,
Fiscal Year 1952.

7/ Budget of the United States Government, Special Analysis E,
Fiscal Year 1965.
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TABLE 2. NEW FEDERAL CREDIT EXTENDED, BY TYPE, FISCAL
YEARS 1977 TO 1979: IN MILLIONS OF DOLLARS

Type of Credit Assistance 1977 1978 a/ 1979 a/
Direct Loans, On-budget 21,854 29,361 26,575
Direct Loans, Off-budget 13,558 16,871 17,575
Guaranteed Loans b/ 40,794 44,669 53,354

Loans of Government-sponsored
Credit Intermediaries ¢/ 46,021 56,580 61,874
Total 122,227 147,481 159,378

SOURCE: Budget of the United States Government, Special Analysis F,
Fiscal Year 1979.

a/ Estimates.

b/ Primary guarantees, adjusted.
¢/ Primary lending, adjusted.

only credit activities currently included in the budget totals are direct
loans by on-budget agencies, and they are included only on a net basis.
As a result, of the $159.4 billion of federal and federally sponsored credit
activity estimated for fiscal year 1979, only $4.3 billion, the net direct
lending, is included in the budget totals.
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CHAFTER IIT. DATA ON FEDERAL CREDIT ACTIVITIES

This chapter focuses on the three major types of federal credit
activity and sets out the data compiled for each since the early
1950s. The activities of the Federal Financing Bank, a relatively
new federal credit institution, are also discussed.

DIRECT LENDING

The federal goverrment's most direct form of credit assistance
is to lend its own funds directly to individuals, businesses,
nonprofit organizations, and local governments. These loans are
made for a wide variety of purposes, among them:

o The Commodity Credit Corporation (CCC) lends to producers
to finance next year's crops.

o The Veterans Administration provides loans to veterans for
home purchases in rural areas amd small towns when other
credit is not available.

) The Small Business Administration 1lends to small
businesses for expansion.

o The Economic Development Administration in the Commerce

. Department lends to local governments for public works and

to businesses for commercial expansion in economically
distressed areas.

o The Export-Import Bank lends to businesses to assist them
to campete in overseas markets.

These loans by federal agencies are included in the unified budget
totals on a net basis. As Chapter I noted, this is calculated as
the difference between new loans and repayments.

Several off-budget agencies have been established in recent

years to lend federal funds to further various policy goals, such
as: '
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0 The U.S. Railway Association (U.S.R.A.) lends funds to
railroads as part of the reorganization and consolida-
tion of rail lines.

o The Rural Electrification Administration (REA) 1lends
money to rural utilities to expand their service areas.

o) The Federal Financing BRank (FFB), by purchasing agency
securities and agency-guaranteed obligations, in effect
makes direct loans for a wide variety of purposes. 1/

The off-budget status of these agencies means that these programs
are not included in the unified budget totals at all.

Data on Direct Lending

Tables 3 to 6 provide historical data on new cammitments,
disbursements, and outstanding loans by on-budget agencies arnd new
comitments by off-budget agencies. 2/ 1In each table, the steady
agrowth of direct lending programs in the post-World War IT period
can be seen.

While the year-to-year growth for individual programs shown
in Tables 3, 4, and 5 was relatively steady with no severe fluctua-
tions, the year-to-year darowth in the totals was more erratic,
These fluctuations have two sources. First, year-to-year totals
would increase rapidly for one or more years after the inception of
a major new program, such as the direct loans made by the
Government National Mortgage Association (GMMA) under its FHA and
VA tandem plans. This program started in fiscal year 1968 and had
new comitments that vyear of $1.7 billion, accounting for
57 percent of the $2.9 billion increase in the total over fiscal
year 1967.

A second source of fluctuations in the year-to-year growth of
the totals for direct lending stems from changes in the budgetary
status of programs. For example, when the Federal WNational
Mortgage Association (FNMA) was converted fram mixed-ownership to
fully private ownership in fiscal year 1969, its direct lending was
removed fram the budget totals. As a result, Tables 3, 4, and 5

1/ Various issues surrounding the operations of the FFB will be
discussed later in this paper.

2/ Tables 3 through 14 appear at the end of this chapter.
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display sharp drops in lending by FMMA in fiscal year 1969 and no
activity in subsequent years., 3/ These drops in part explain the
decreases in the totals for new commitments, new disbursements, and
loans outstanding for fiscal year 1969.

Growth in direct loan totals would be even greater in the
1970s than that shown in Tables 3 to 5 if the lending activities of
of f-budget agencies were included. Various lending programs have
been placed outside the budoet totals during the 1970s; the
Export-Import Bank, U.S. Railway Association; and the HUD Housing
for the Elderly and Handicapped Fund, among others, were excluded
form the budget totals. These direct federal loans, however, are
identical to those by omr-budget agencies. The effect has been to
understate direct lending in the budget substantially, especially
in the last several years, as the Federal Financing Bank, another
of the off-budget entities, has expanded its operations.

The Net Treatment of Direct Lending

The treatment of direct loans on a net basis in the federal
budget underestimates the magnitude of direct federal lending by
understating the amount of new loans made each year. By deducting
repayments on loans made in previous years fram new lending in a
fiscal year, it is possible to calculate the net change in the
government's financial position during that fiscal year. This
calculation is not useful, however, in trying to understand the
magnitude of federal credit intervention. Current practice results
in the deduction of $22.3 billion of estimated repayments in fiscal
year 1979 fram the estimated $26.6 billion of new direct loans.
The resulting $4.3 billion for net lending is shown in the budget
totals. New lending by budget agencies——including CCC crop loans,
VA home loans, SBA business expansion loans——is understated by
$22.3 billion.

Sales of Loan Assets

Current budgetary practices further complicate the under-
standing of direct lending by treating as repayments the sales to
third parties of loans held by federal agencies. These loan asset
sales play an important role in the federal credit program: they

3/ The fiscal year 1969 figures reflect that portion of FNMA's
activities prior to its change of status. For data on its
activities as a federally sponsored credit enterprise, see
Table 14.
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increase private participation in federally encouraged activities,
and they play an intermediating, or at times countercyclical role,
by providing greater liquidity of funds. The transfer of the loan
asset from the federal govermment to a private owner does not
change the economic effects of the loan transaction. It does,
however, affect the budgetary totals. -

It is possible for agencies to lower their budget totals by
selling off their direct loan portfolios since sales of loan assets
are counted as repayments and deducted from new lending. By
selling all its new loans extended in a given year, an agency could
create a net budget entry of zero for its lending program, giving
the picture of no activity. Conceivably, by selling additional
holdings from its loan portfolios, the agency could reduce its net
lending to a negative figure and thus reduce the budget deficit.
For instance, new loans extended by the Farmers Home Administration
in fiscal year 1979 are estimated to be $8,421 million. After
deducting $9,644 million of repayments, the net lending charge in
the budget is minus $1,264 million. Of the $9,644 million in
repayments, $7,369 million, or 74 percent, represent loan asset
sales. While the negative outlay figure of $1,264 million is an
appropriate picture of the government's cash flow position, it 1is
not a valid representation of the level of federal lending activity
for the fiscal year. ‘

This manipulation of the budget totals has caused concern in
recent years, as loan asset sales have increased in proportion to
repayments, Of the $22.3 billion of repayments estimated for
fiscal year 1978, $10.3 billion, or 46 percent, are sales of loan
assets. Table 7 shows the growth of loan asset sales by agency
since their beginning in the 1960s. Table 8 shows asset sales as a
proportion of all repayments. Note that they have reached as high
as 70 percent of repayments in recent years.

GUARANTEED LENDING

Through its direct loans the federal govermment can directly
allocate credit to specific purposes. Loan gquarantees, in con-
trast, are a way for the federal govermnment to influence the
allocation of private credit. For 1lenders, the federal govern-
ment's guarantee of the safety of their investment makes guaran-
teed loans attractive, despite their slightly lower yields. For
borrowers, the guarantee by the government serves to provide them

access to credit, by encouraging lenders to make credit available
to them on affordable terms.
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loan guarantees have been a useful policy tool since the
Depression. The federal government has guaranteed billions of
dollars of loans, enabling countless families to buy their own
homes, farmers to buy their own famms, and even fisherman to buy
their own boats.

As Figure 1 illustrates, the annual growth of new guarantees
was relatively steady through the 1950s and 1960s. This steady
annual growth, however, caused the amount of total guarantees
outstanding—that is, the total amount of 1loan principal the
government has pledged to repay in case of default or its con-
tingent liability—to grow rapidly. Annual growth since 1970 has
sharply accelerated; in fiscal year 1979 the federal government
will guarantee an estimated $53.4 billion of loans, an increase of

Figure 1.
Growth of New Commitments and Total Qutstanding Guaranteed Loans®
for Fiscal Years 1952-1979°
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19 percent over the previous year. i/ These rapid increases have
caused an even sharper acceleration in the amounts outstanding.
Total guarantees outstanding will increase by $23.1 billion during
fiscal year 1979, from $200.3 billion at the close of fiscal year
1978 to $223.4 billion by September 30, 1979.

Until recently the largest shares of the resources allocated
through loan guarantees have been in the housing field. These
programs have been designed to allow individual bhorrowers to
finance their own homes with credit. As Figure 2 illustrates,
housing programs in the Veterans Administration and the agencies
now collected in the Department of Housing and Urban Development
(HUD) —principally the Federal Housing Administration
(FHA)—-accounted for 97 percent of the new commitments for
guarantees in fiscal year 1950. While the housing programs have
continued to grow in absolute volume, the lower panel of Figure 2
illustrates that they have declined in terms of relative shares of
credit allocated through the guarantee mechanism. Numerous new
guarantee programs have caused the allocation of guaranteed credit
to a wider variety of purposes.

Tables 2 and 11 present data on new commitments for guarantees
and gquaranteed loans outstanding, respectively, since the early
1950s. In both tables the unadjusted totals include two kinds of
double counting: secondary quarantees and gquaranteed obligations
acquired for direct loan portfolios. In the first instance, an
agency grants a gquarantee of a security that is itself based on
other guaranteed securities, For example, HEW grants a secondary
guarantee when it guarantees a Student Loan Marketing Association
(SLMA) debt issue, which is in turn backed by a pool of guaranteed
student loans. In the second instance, the purchase by an agency
of an obligation guaranteed by another governmental agency in
effect converts the guaranteed loan into a direct federal loan,
since the federal government becomes the source of the funds as
well as the provider of the guarantee. This happens quite often
when the FFB purchases guaranteed obligations. OMB practice in the
last few years has been to deduct the full amount of secondary
guarantees and guarantees acquired for direct loan portfolios from
total gquarantees to avoid double counting. If this were not done,

4/ Data is for new quarantees granted or disbursed for fiscal year
1979, Disbursement data for guarantees was not kept
historically.
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Figure 2.
Relative Shares of New Commitments for Guaranteed Loans,

by Agency, Fiscal Years 1950 and 1979°: In Millions of Dollars

Fiscal Year 1950

Housing and

gt;;: ' Urban Development®
$5,684
K 67.5%
Veterans
Administration
$2,518

29.9%

Fiscal Year 1979

Health, Education and Welfare
$2,135

Veterans
Administration

$16,704

Other
$3,155 ~ 15.6%
Small Business Administration Housing and
$3,530 - Urban Development
' Agriculture
SOURCE: ) $13314 $54,415
Budget of the United States y 5 0.8 o /o

Gavernment, Fiscal Year 1852,

1 2-40/0 EXPOft'

Import
Bank

$13,791

12.9%

Special Analysis E; and Budget
of the United States Gavern-
ment, Fiscal Year 1979,
Special Analysis F.

3Data for 1979 are estimates.

b Comprised of those agencies
now included in the Depart-
ment of Housing-and Urban
Development.
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secondary guarantees would be counted twice in the guarantee
totals, and guarantees acquired for direct loan portfolios would be
counted both as direct and gquaranteed lending. Tables 10 and 12
provide the detailed adjustments to the totals in Tables 9 and 11
respectively.

FEDERALLY SPONSORED LENDING

A third form of federal credit activity is the lending by
various federally sponsored credit enterprises. Included in this
group are the Farm Credit System, the Federal Home [oan Bank
System, the Federal National Mortgage Association (FNMA), and the
Student [oan Marketing Association (SIMA). 5/ All of these
organizations have been chartered by the federal govermment for the
purpose of creating secondary markets for direct and guaranteed
loans. These secondary markets serve to encourage private
participation in federally encouraged activities and to provide
greater 1liquidity of funds in these sectors by buying loans or
providing advances in times of tight money conditions. 1In recent
years, however, these institutions have expanded their roles by
seeking to draw new funds into the lending markets. By borrowing
additional funds themselves, they can provide more funds to the
basic lending institutions in the mortgage markets, Table 13
displays data on the loans outstanding from these sponsored
enterprises since fiscal year 1950, The dramatic increases in the
totals are evidence of their expanding role.

Although they are all completely privately owned now, they
began with federal capital as well as federal charters. The
federal capital stock has since been retired. The agencies,
however, are still subject to various kinds of federal super-
vision, 6/ consult the Treasury in planning their operations,
and frequently include federal officials on their boards of
directors. Because they are given special tax preferences and can
point to their federal relationship, the securities of these
enterprises receive a preferred position in the capital markets,
enabling them to borrow money at rates only moderately above the
Treasury's own borrowing rate.

5/ For a detailed explanation of these agencies see Off-—budget
Agencies and Government-Sponsored Corporations: Factsheets,
Committee on the Budget, U.S. Senate, March 23, 1977.

¢/ Witness the recent HUD-FNMA imbroglio over the ceiling on FNMA
indebtedness and the composition of FNMA's borad of directors.

30



THE FEDERAL FINANCING BANK

No discussion of credit activities would be complete without a
discussion of the important new actor in the c¢redit field—the
Federal Financing Bank (FFB), established in 1973 as an off-budget
agency operating under the Treasury Department The principal
purpose of the FFB is to coordinate and assist agency borrowing from
the public. Instead of individually entering the securities
markets, agencies now borrow from the FFB, which in turn borrows
from the Treasury or the public. 7/

More important to this analysis than its lending to agencies is
its activities in the credit field. Under its charter FFB can
purchase not only securities issued by government agencies, but also
securities guaranteed by govermment agencies. It is this activity
that has caused some concerm. When FFB buys a guaranteed security
it substitutes direct federal lending for private participation.
FFB purchases have grown until they now account for 20 percent of
all guaranteed obligations. Table 14 displays FFB activity since
1976, While the economic effects of FFB providing the funds are not
substantially different from those resulting from a completely
private transaction, there are questions of policy about the
appropriateness of this activity. 8/

7/ With the exception of one public borrowing in its early days,
FFB has borrowed exclusively from Treasury. The memorandum
portion of Table 15 displays net lending by FFB to on— and
off-budget agencies.

8/ The controversy surrounding FFB activities is discussed in
greater detail in the background paper entitled The Federal
Financing Bank: A Primer.
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TABLE 3. NEW COMMITMENTS FOR DIRECT LOANS, FISCAL YEARS 1950-1979:
IN MILLIONS OF DOLLARS

Program 1950 1951 1952 1953 1954 1955

Funds Appropriated
to the President
Military Assist./
Int'1 Security
Assistance -— — —- - _— —
Economic Assist./
Int'1 Dev.
Assistance - —-- ——— _— . o

Agriculture
Farmers, Home

Administration --- 129 155 164 182 235
Commodity Credit
Corporation - 135 324 509 35h5 483
Rural Elect.
Administration 379 260 206 201 242 217
Other 139 21 - 44 93 -—
Commerce

Economic Dev.
Administration - - — - —— -
Other --- -—- - -— -——- [

Health, Education
& Welfare - --- --- - — -

Housing & Urban
Development

FNMA 1,784 1,018 836 914 710 14
FHA - --- 27 8 11 15
Public Housing 186 518 257 402 275 300
GNMA - -
Other 64 47 31 114 g6 90
Veterans Admin. - 142 52 89 12 158
Export-Import
Bank 379 395 551 570 139 4406
Small Business
Administration --- - - -—-- 13 32
Other 611 376 737 378 132 202
Total 3,543 3,012 3,171%  3,3932  2,360° 2,152°
———————————————————————————————————————————————————————————— (Continued)--—-

SOURCE: Budget of the United States Government, Special Analyses on Credit,
Fiscal Years 1952-1979,

aThe Special Analyses on Credit for fiscal years 1953-1957 and 1969-1971
included data for the Banks for Cooperatives and the Federal Intermediate
Credit Banks in the totals for direct lending. For purposes of consistency,
data for these two agencies have been excluded from this table.
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TABLE 3. {Continued)

1956 1957 1958 1959 1960 1961 1962 1963

248 320 301 322 290 364 483 592
507 545 772 543 256 220 465 572
274 382 331 276 325 417 353 427
- — 59 225
4 2 1 - 12
- - --- 32 41 107 75 87
306 1,265 1,652 1,184 1,252 291 297 177

45 28 30 23 32 130 158 292

89 202 307 296 130 288 370 131

164 308 315 337 292 466 591 826

174 169 206 205 305 213 335 417

372 1,067 811 913 773 1,189 1,003 680

102 141 186 233 182 281 367 325
215 413 393 1,249 703 1,208 1,864 1,984

2,496 4,840 5,308 5,615 4,581 5,175 6,510 6,747
R GEGCE P EEEEEE R PEERE S PER PR (Vo1 A L VI DREEEE

bSeparate data on public housing Toans were not reported in the fiscal years
1970 and 1971 Special Analyses on Credit. Data for public housing loans
are included in the Other Housing and Urban Development item for fiscal
years 1968 and 1969,

CThe Special Analyses on Credit for fiscal years 1973, 1974, and 1975 reflect
changing policies in the accounting for GNMA purchases of FHA/VA mortgages
under the tandem plan., The fiscal year 1973 Special Analysis (the source
for fiscal year 1971 actual data) excluded entirely GNMA commitments to
purchase FHA/VA mortgages under the tandem plan, The fiscal year 1974 and
1975 Special Analyses (actual data for fiscal years 1972 and 1973) report
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TABLE 3, NEW COMMITMENTS FOR DIRECT LOANS, FISCAL YEARS 1950-1979:
IN MILLIONS OF DOLLARS (Continued)

Program 1964 1965 1966 / 1967 1968 1969 1970

Funds Appropriated
to the President
Military Assist./

Int'l Security

Assistance -—- --- -—- 65 74 226 70
Economic Assist./
Int'1 Dev.
Assistance -—- -—- --- 1,190 1,084 723 807
Agriculture
Farmers, Home
Administration 540 569 477 505 495 489 451
Commodity Credit
Corporation 781 9 14 1,694 2,605 2,868 3,093
Rural Elect.
Administration 351 477 413 472 470 470 470
Other - -—- - - - -— -
Commerce
Economic Dev.
Administration 155 44 B6 75 64 76 61
Other 9 9 7 ——- ——- 1 —
Health, Education
& Welfare 110 265 312 429 388 2398 238
Housing & Urban
Development
FNMA 166 673 644 2,436 2,662 782 -—-
FHA 228 135 364 676 637 355 -
Public Housing 97 17 169 23 ---b ---b 169
GNMA -—— -—- --- -— 1,701 2,557 995
Other 695 786 735 591 816 726 804
Veterans Admin. 516 481 412 630 565 509 501
Export-Import
Bank 778 852 1,149 2,661 2,526 1,298 2,209
Small Business
Administration 358 462 507 357 449 248 452
Other 2,104 1,838 1,906 1,123 1,414 437 252
Total 6,888 6,717 7,195 12,9883 15,9483 12,0058 10,571
-------------------------------------------------------------------- (Continued)----

such commitments as memorandum items, below the totals, In this table, they
have been included in the totals, consistent with the practice in the. Special
Analyses beginning in fiscal year 1976 budget.

dThe Export-Import Bank was excluded from the budget totals by statute on
August 17, 1971. It was returned to on-budget status effective October 1,
1976 (for fiscal year 1977). See Table 6 , New. Commitments for Direct
Loans by Off-Budget Agencies for Export-Import Bank data for fiscal years
1972-1976 and the Transition Quarter.
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TABLE 3. (Continued)

1971 1972 1973 1974 1975 1976 TQ 1977 19787 1975f
588 330 332 878 437 780 684 1,079 1,316 1,095
718 632 675 522 478 460 96 365 436 471
463 378 58 3,329 4,481 4,594 1,420 8,051 8,853 8,684
2,166 3,172 2,609 1,554 1,101 1,754 675 4,376 7,935 6,018
487 63 4208 —- _—
558 514 49 566 747 615 318 738 728 863
60 47 52 18 15 53 20 165 52 103
——— 5 — - 138 114 1
329 393 726 530 543 419 61 568 780 874
17 ——- - 521 ——- 60 20 319 365 294
17 166 62 32 82 68 a4 232 343 290
537¢ 7,160 4,778¢ 3,027 11,779 5,112 1786 2,091 2,300 2,300
698 776 508 899 508 60 6 4569 4039 1,089
362 375 0Nz 507 524 525 136 571 599 651
2,362 3194 d d 4 d =4 1221 3,413 4,300
572 365 1,313 604 520 a1 165 892 2,313 853
241 348 535 256 1,831 2,249 1,144 3,210 2,162 1,054

10,451 15,642 13,527 13,252 23,044 17,162 4,965 24,462? 32,109 28,942

€Effective January 1, 1973, REA direct loans for electrical and telephane service were
discontinued. They were replaced by loans fram the Rural Development Insurance Fund
in the Farmers Home Administration.

fData for fiscal years 1978 and 1979 are estimates.

9The Housing for the Elderly oriHandicapped Program was returned to the budget
totals for fiscal year 1979. OMB retroactively included $850 millien for

“fiscal year 1977 and §750 million for fiscal year 1978 in the totals for

new commitments for direct lending. These ampunts have been excluded here

gnd 1qc1uded instead in Table 6, New Commitments for Direct Loansi by 0ff-Budget
gancies.
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TABLE 4. DIRECT LOAN DISBURSEMENTS AND REPAYMENTS, FISCAL YEARS 1951-1979:
IN MILLIONS OF DOLLARS

Program

1951 1952

1953

1954

1955

1956

Funds Appropriated,
to the President
Military Assist./

Int'l Security
Assistance
Economic Assist./
Int'l Dev.
Assistance

Agriculture
Farmers Home
Administration
Commodity Credit
Corporation
Rural Elect.
Administration
Other

Commerce
Economic Dev.
Administration
Other

Health, Education
& Welfare

Housing & Urban
Development
FNMA
FHA

. Public Housing
GNMA
Other

Veterans Admin,

Export-Import
Bank

-Small Business
Administration

Other
Gross Total
Less Repayments

Net Total?

128 160
135 324

268 235
21 ---

1,018 605
--- 40
227 622

59 84

226 243

365 590

165
1,785

232
44

h86
38
824

30
104

519

360

182
2,640

210
93

481
44
526

59
127

504

3
215

539
19
215

62
145

201

25
336

372
45
237

54
93

185

61
268

2,519 2,011 4,701® 5,084"

-1,660 -1,552

-3,182

-5,847

6,4580
-5,081

5,107
-4,186

859 1,359

1,609

-763

1,377

921

-------- e memmiemmemmmecmmmecemoemmma—e——————--(COnt inued) - ----
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TABLE 4.  (Continued)

1957 1958 1959 1960 1961 1962 1963 1964

309 334 350 311 369 587 760 739
2,512 1,993 3,741 1,580 1,365 2,366 3,137 3,235
259 288 305 321 291 293 332 330
- - --- - .- 1 24 47
- 4 2 - 1 -- 12 9
- --- 31 42 58 75 91 110
963 848 1,372 1,369 221 208 137 136
28 35 33 56 87 158 292 211
250 204 149 132 132 171 379 457
131 217 275 350 339 439 512 537
118 210 269 380 339 329 405 546
231 823 779 441 526 903 508 398
94 126 178 143 190 348 293 292
211 418 1,979 530 801 1,273 1,631 1,731

5,106 5,500 9,462 5,655 4,719 7,151 8,513 8,778
-4,917 -4,531 -4,349 -5,583 -3,307 -4,218 -6,930 -6,597

189 969 5,113 72 1,412 2,933 1,583 2,181
----------------------------------------------------------- (Continued)-----
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TABLE 4. DIRECT LOAN DISBURSEMENTS AND REPAYMENTS, FISCAL YEARS 18951-1879: f
IN-MILLIONS OF DOLLARS (Continued) ;
Program 1965 1966 1967 1968 1969 1970 1971
Funds Appropriated
to the President
Military Assist./
Int'l Security
Assistance -—- - 43 44 77 136 513
Economic Assist./
Int'1 Dev.
Assistance --- -—- 1,169 1,036 957 899 890
Agriculture
Farmers, Home v
Administration 8728 1,068 1,231 1,670 1,765 2,105 2,279
Commodity Credit
Corporation 2,103 1,537 1,663 2,574 2,841 3,071 2,116
Rural Elect.
Administration 381 361 412 495 402 492 627
Other -—- - - - _— - 560
Commerce
Economic Dey,
Administration 57 45 34 62 50 65 61
Other 1 8 -——- -3 1 ~—= ---
Health, Education
& Welfare 146 255 310 284 301 308 312
- Housing & Urban
Development
FNMA 203 2,131 1,766 2,217 249 -—- ———
FHA 157 365 662 583 297 91 190
Public Housing 176 199 154 - -t T 710,
GNMA -~ --- --- 1,134 2,439 816 536
Dther 641 732 1,135 921 830 969 801
Veterans Admin. 529 575 668 520 477 464 377
Eiport—Import
Bank 403 685 1,167 1,646 1,668 1,569 1,306
Small Business
Administration 444 510 280 406 208 342 481
Other 1,951 1,441 - 1,115 1,342 482 330 214
Gross Total 8,020 9,912 11,799P 14,8380 13,104" 12,375 12,074
Less Repayments -6,188 -8,123 -7,091 -7,227 -9,567 -9,413 -10,035
Net Total 1,832 1,789 4,70R 7,611 3,537 2,964 2,039 .



TABLE 4. (Continued)
1972 1973 1974 1975 1976 TQ 1977 1978 1979
236 473 430 624 484 60 541 1,084 1,091
677 584 646 530 555 117 404 385 352
3,140 3,125 3,893 5,579 5,302 1,476 7,121 8,741 8,42
3,112 2,563 1,550 1,101 1,754 675 4,376 7,935 6,018
551 siof - cee e e e —-
524 690 578 747 615 318 738 728 863
53 45 32 23 30 9 7 4 103
1 S — - —-- 28 5 15
355 349 478 576 542 163 454 766 650
249 432 361 914 1,073 70 319 365 294
716, 625 623 645 278 50 238 600 600
5899) 1,4159 1,533 3,664 7,596 1,178 927 1,660, 2,450
754 913 921 639 460 164  A4ah  36ah 1,008
360 401 469 524 53] 137 568 596 649
1278 cem e -e= === =e= 1,787 1,627 1,788
357 955 493 684 665 164 687 1,759 1,229
317 _ 437 _ 247 1,745 2,241 1,257 3,126 2,245 1,045
12,119 13,526 12,254 17,995 22,129 5,838 21,835 29,006 26,575
-9,376 13,209 -10,325 -13,744 -18,859 -5,019-19,300 21,422 ' -22,246
2,13 7 1,9 3,200 819 2,53 7.581 4,39

4,251
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SOURCE:  Budget of the United States Government, Special Analyses on Credit,
Fiscal Year 1952-7979.

3Through the fiscal year 1967 Budget, OMB adjusted the net disbursements
of direct loans to reflect the lending expenses actually included in the
administrative budget totals. After the fiscal year 1967 Budget, this
adjustment was not computed. For purposes of consistency, totals in this
table are not adjusted. The net totals reflect only the arithmetical
difference of gross disbursements and repayments, as is current practice.

bThe Special Analyses for fiscal years 1953-1957 and 1968-1971 included data
for the Banks for Cooperatives and the Federal Intermediate Credit Banks in
the totals for direct lending. For purposes of consistency, data for these
two agencies have been excluded from this table.

CSeparate data on public housing loans were not reported in the fiscal year
1370 and 1971 Special Analyses on Credit. Data for public housing loans are
included in the Other Housing and Urban Development item for fiscal years 1968
and 1969,

dThe Special Analyses for fiscal years 1973, 1974, and 1975 reflect changing
policies in the accounting for GNMA purchases of FHA/VA mortgages under the
tandem plan. The fiscal year 1973 Special Analysis (the source for fiscal
year 1971 actual data) excluded entirely GNMA purchases of FHA/VA mortgages
under the tandem plan. The fiscal year 1374 and 1975 special analyses (actual
data for fiscal years 1972 and 1973) report such purchases as memorandum
items, below the totals. In this table they have been included in the totals,
consistent with the practice in the Special Analyses beginning in fiscal year
1976 Budget.

€The Export-Import Bank was excluded from the budget totals by statute on
August 17, 1971. It was returned to on-budget status effective October 1,
1976 {for fiscal year 1377). .

fEffective January 1, 1973, REA direct loans for electrical and telephone
service were discontinued. They were replaced by loans from the Rural
Development Insurance Fund in the Farmers Home Administration.

Ypata for fiscal years 1978 and 1979 are estimates.

hThe Housing for the Elderly or Handicapped Program was returned to the

budget totals for fiscal year 1979. 0OMB retroactively included estimates

for the program in its fiscal years 1977 and 1978 totals in Special Analysis F.
They have been excluded in the following amounts from this table to maintain
consistency with the legal status of the program:

Disbursements Repayments Net Lending
Fiscal year 1977 ., . . . . 21 6 15
Fiscal year 1978 . . . . . 355 8 347
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TABLE 5. DIRECT LOANS QUTSTANDING, FISCAL YEARS 1952-1979;
IN MILLIONS OF DOLLARS

Program 1952 1953 1954 1955 1956 1957

Funds Appropriated
to the President
Military Assist./
Int'1 Security
Assistance ——- —— - _— —— —
Economic Assist./
Int'1 Dev.
Assistance - --- - — —_ o

Agriculture
‘Farmers’ Home
-Administration 551 588 647 767 779 815
Commodity Credit
Corporation 331 875 360 1,151 1,733 1,634

Rural Elect.
Administration 1,831 2,013 2,164 2,285 2,412 2,586

Other 55 104 -= -- ———
Commerce

Economic Dev.

Administration -—-- -—- - ——- - ——-

Other ——- —— -— - -— -—
Health, Education

& Welfare - - -— - - -—--
Housing & Urban

Development

FNMA 2,068 2,498 2,301 2,584 2,657 2,505

FHA 113 138 166 207 257 284

Public Housing ' 605 604 198 99 93 94

GNMA ——— - - --- - -—

Other 9 37 81 118 153 259
Veterans Admin. 132 245 348 431 512 628
Export-Import

Bank 2,396 2,514 2,672 2,639 2,645 2,605
Small Business

Administration ——- -— 2 35 84 155
Other 5,984 6,088 5,697 5,772 5,791 5.938

Total 14,0208 15,6568 14,7408 16,0888 17,116 17,503

-------------------------------------------------------------- (Continued)-----

SOURCE: Budget of the United States Government, Special Analyses on Credit,
Fiscal Year 1952-T979.

AThe Special Analyses on Credit for fiscal years 1953-1957 and 1969-1970
included data for the Banks for Cooperatives and the Federal Intermediate
Credit Banks in the totals for direct lending. For purposes of consistency,
data for these two agencies have been excluded from this table and in-
cluded instead in Table 13, Direct Loans Outstanding of Federally,

Sponsored Credit Enterprises.

42



TABLE 5. (Continued)

1958 1959 1960 1961 1962 1963 1964 1965

858 914 972 1,087 1,293 1,551 1,759 1,990
1,172 2,251 1,191 97 1,353 1,768 2,437 2,115
2,774 2,974 3,187 3,367 3,525 3,694 3,869 4,072

1 25 7 126
207 181 154 131 126 13 109
31 73 131 206 296 410 551

2,503 3,440 3,559 3,416 3,324 2,883 2,623 2,121

295 318 360 448 556 633 596 527
91 89 92 97 97 94 48 60
455 656 877 1,159 1,484 1,809 2,132 2,465

852 1,053 1,366 1,618 1,804 1,630 1,694 1,649
2,987 3,47 3,262 3,369 3,569 3,296 2,706 2,490

232 339 392 481 694 817 924 1,147
6,235 6,715 7,067 7,688 9,227 10,837 11,944 13,632

18,454 22,458 22,579 23,932 27,264 29,459 31,326 33,054
-------------------------------------------------------------- {Continued)-----

' bSeparate data on public housing loans were not reported in the fiscal years
1970 and 1971 Special Analyses on Credit. Data for public housing Toans
are included in the Other Housing and Urban Development item for fiscal
years 1968 and 1969.

€The Export-Import Bank was excluded from the budget totals by statute on
August 17, 1971. It was returned to on-budget status effective October 1,
1976 (for fiscal year 1977).
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TABLE 5. DIRECT LOANS OUTSTANDING, FISCAL YEARS 1952-1979:
IN MILLIONS OF DOLLARS (Continued)

Program 1966 1967 1968 1969 1970 1971 1972
Funds Appropriated
to the President
Military Assist./
Int'l Security
Assistance --- 43 19 77 134 617 795
Economic Assist./
Int'l Dev.
Assistance --- 6,074 8,919 7,837 8,633 9,401 9,975
Agriculture
Farmers Home
Administration 2,142 2,229 2,371 2,694 2,659 2,440 2,705
Commodity Credit
Corporation 1,376 1,379 2,601 3,504 5,046 2,497 3,068
Rural Elect.
Administration 4,274 4,506 4,797 5,026 5,343 5,795 6,160d
Other -— -— - - -—- 2,241 2,697
Commerce
Economic Dev.
Administration 162 191 244 286 343 394 433
Other ; 110 101 89 82 73 64 57
Health, Education
& Welfare 789 1,123 1,398 1,686 1,985 2,287 2,606
Housing & Urban
Development
FNMA 1,722 7,403 6,624 -—- ——- -—- -—
FHA 633 635 688 708 641 794 1,011
Public Housing 58 68 - ---b. 90 90 65
GNMA -— -—- 3,758 4,256 4,847 5,091 5,056
Other 2,893 3,386 3,858 3,813 4,409 4,582 4,687
Veterans Admin. 1,013 2,959 3,265 3,518 3,722 3,599 3,270
Export-Import
. Bank 2,227 - 4,151 5,059 5,421 5,714 5,665C ---¢
Small Business
Administration 972 1,373 1,549 1,531 1,658 1,882 1,987
Other ] 14,626 6,583 6,560 6,414 5,772 5,716 5,575
Total ' 32,997 42,2082 51,799 46,856 51,078 53,156 50,149
S T e (A LT

dEffective January 1, 1973, REA direct loans for electrical and telephone

service were discontinued.

Development Insurance Fund in the Farmers Home Administration.

€Data for fiscal years 1978 and 1979 are estimates.
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TABLE B.  (Continued)

1973 1974 1975 1976 Tq 1977 1978¢€ 1979®

1,211 1,469 2,387 2,610 2,568 2,854 3,669 4,501

40,432 10,994 10,830 11,181 11,245 11,235 11,350 11,406

1,998 3,217 1,8&2 1,893 Z,250 2,366 2,315 1,060
2,720 1,708 1,262 1,440 1,887 4,513 7,485 8,282

3,149 3,438 3,954° 4,449 4,746 5,333 5,954 6,693

462 476 49} 493 493 545 662 727
_— --- - - —-- 55 62 73

2,940 3,364 3,856 4,328 4,483 4,855 5,524 6,033

1,359 1,686 2,328 3,248 3,162 3,259 3,306 3,359

50 7 29 42 58 32 32 32
3,761 3,482 5,485 5,441 4,962 3,498 3,201 3,048
4,705 4,600 4,035 4,043 4,091  4,083f 4,750¢ 5,873

2,870 2,859 2,923 2,823 2,780 2,806 2,530 2,460

2,677 2,871 3,005 3,072 3,113 3,260 4,520 5,180
5,55 5,897 7,302 8,341 8,382 7,606 8,579 9,249

43,891 46,132 49,777 53,404 54,220 67,637 75,221 80,420

FThe Housing for the Elderly or Handicapped Program was returned to the budget
totals for fiscal year 1979. OMB retroactively i1ncluded $523 miilion for
fiscal year 1977 and $870 million for fiscal year 1978 in the totals for
outstanding direct loans. These amounts have been excluded here to maintain
the consistency of this table with the legal status of the agencies included
in the budget totals.
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TABLE 6. NEW COMMITMENTS FOR DIRECT LOANS BY OFF-BUDGET AGENCIES a/: BY
FISCAL YEARS, IN MILLIONS OF DOLLARS

Agency 1972 1973 1974 1975 1976 ™ 1977 1978b/ 1979b/

Agriculture

Rural Electrifi-
cation and Tele-
rhone Revolving

Fund -— 479 758 900 1,000 250 1,083 1,017 985

Rural Tele-

phone Bank — 14 163 160 180 27 160 185 230

Housing and Urban

Development

Housing for the

Elderly or

Handicapped - - - — * o 850 750 —

Treasury

Federal Financ-

ing Bank — — 128 6,958 13,130 2,635 19,042 19,770 21,349

Export-Import

Bank 2,967 4,053 4,905 3,813 3,492 448 —_ — -

U.S. Railway

Association - — - 34 375 11 223 100 27
TOTAL 2,967 4,546 5,954 11,865 18,177 3,371 21,358 21,822 22,591

SOURCE: Budget of the United States Government, Special Analyses on Credit,
Fiscal Years 1974-1979.

* Less than $0.5 million,

a/ For more information on the off-budget status of these agencies, see
Off-budget Agencies and Government-Sponsgred Corporations: Factsheets,
Committee on the Budget, U.S. Senate, March 23, 1977,

b/ Data for fiscal years 1978 and 1979 are estimates,
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TABLE 7, SALES OF DIRECT LOAN ASSETS BY BUDGET AGENCIES, FISCAL YEARS 1963-1979:
IN MILLIONS OF DOLLARS o C

Agency 1963 1964 1965 1966 1967 1968% 1969 1970 1971

Agriculture ;
Farmers, Home b
Administration -—- 46 35 55 600 675 1,625° 1,668 2,005

Health, Education
& Welfare ——- -— —— —— 100 115 —- - —-

Housing & Urban
Develapment

FNMA 307 144 464 611 740 605 T
Other 34 104 33 11 680 1,525 * 98 ---
veterans Admin. 460 342 427 990 260 765 1 38 244
small Business
Administration 5 5 3 470 520 315 — - 30
Export-Import
Bank 336 436 574 824 1,329 1,300 378 106 269
Treasury
New York City Seasonal
Financing Fund — _— _— — I - ——- _— _—
Other -—- o — —_— — oa- - —— ——-

Subtotal, Budget
Agencies Excluding ;
Tandems - 1,142 1,077 1,564 2,961 4,229 5,300 2,005 2,210 2,548

HUD:GNMA Tandems ceeemm e e e aen s mmmaen

Total, Budget
Agencies --- -—- -—- —_—— --- -—- -—- --- ---

SOURCE: Budget of the United States Government, Special Analyses on Credit, Fiscal
Years 1965-1979,

*Less than $500 thousand.

3No actual data were available for fiscal year 1968, Estimated data for fiscal year
1968 included in Special Anmalysis E for fiscal year 1969 are used here.
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TABLE 7.  (Continued)

1972 1973 1974 1975 1976 TQ 1977 1978 1979

2,429 3,325 2,171 6,408 4,247 871 5,445 6,301 7,367

--- - 28 55 55 - 51 55 91

211 1,194 --- -— 9 - — _—— -
381 489 209 163 291 96 393 320 364

mee === e === 1,260 1,075 2,050 950 -

1 cmmmemmme oo e 49 —ee  —e-

3,032 5,008 2,408 6,626 6,053 2,042 7,989 8,225 7,822
324 1,246 1,503 1,296 7,259 1,592 2,080 1,760 _2,450

3,356 6,254 3,911 7,922 13,312 3,634 70,068 9,985 10,272

bIncludes $667 million in net Toan sales by Commodity Credit Corporation.

CThe Federal National Mortgage Association converted fully to private ownership
during fiscal year 1969.

dThe Export-Import Bank was placed off-budget during fiscal year 1972.
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TABLE 8. LOAN SALES AS A PERCENTAGE OF LOAN REPAYMENTS

Loan Loan Sales, Loan Sales

Fiscal Repayments On-Budget as Percentage
Year (In millions) b/  (In millions) c/ of Repayments
1963 6,930 1,142 16.5
1964 6,597 1,077 16.3
1965 6,188 1,564 25.3
1966 8,123 2,961 36.5
1967 7,091 4,229 59.6
1968 7,227 5,300 73.3
1969 9,567 2,005 21.0
1970 9,413 2,210 23.5
1971 10,035 2,548 25.4
1972 9,376 3,094 33.0
1973 13,209 6,133 46.4
1974 10,325 3,911 37.9
1975 13,744 7,922 57.6
1976 18,859 13,312 : 70.6

TQ 5,019 - 3,634 72.4
1977 19,300 10,068 52.2
1978 a/ 21,422 9,985 46.6
1979 a/ 22,246 10,272 46,2

SOURCE: Budget of the United States Government, Speclal Analyses
on Credit, Fiscal Years 1965-1978.

a/ Estimate.

b/ Including adjustments to balances, write-offs, etc.

¢/ Including GNMA tandem plans.
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TABLE 9. NEW COMMITMENTS FOR GUARANTEED LDANS, FISCAL YEARS 1950-1979:
IN MILLIONS OF DOLLARS

Program? 1950 1951 1852 1953 1954 1955 1956

Funds Appropriated
to the President
Military Assist./
Int']l Security
Assistance _— I - — — ——— _—
Fconomic Assist./
Int'1 Dev.
Assistance —— _— _—— — —_ ——— —-

_ Agriculture
‘Farmers Home

Administration - 18 11 12 10 48 51
Commodity Credit

Corporation - 636 625 1,620 3,001 1,895 2,516
Rural Elect.

Administration -—- - ~-- -— --- --= -~

Commerce --- -—- - —-- - — 18

" Health, Education
& Welfare - - - - - -— ---

Housing & Urban
Development
FHA 5,684 3,552 3,817 4,308 4,637 5,960 6,034
GNMA - - - - --- -—- -
Public Housing - 1 73 309 435 485 357
Other -—- ——— — _— —— _— -

Veterans Admin. 2,518 3,693 3,315 2,838 3,395 6,053 6,801

Export-Import
Bank 16 -— --- --- m 215 7

Small Business
Administration _— _— _— — 15 3z 24

Other 205 B2 1,203 426 . 128 120 132

Total, Gross 8,424 8,462 9,702 9,513 11,792 14,808 15,934

Less Adjustmentsb Crie- _— ——— T as — - S

Total Guarantees,
Adjusted - - -— - - - ——-
---------------------------------------------------------------- (Continued)--

SOURCE: Budget of the United States Government, Special Analyses on Credit.,
Fiscal Year 1952-1979.

3guarantees by off-budget agencies have been included in this table.

PSee Table 10 for a detailed display of the components of the adjustments.
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TABLE 9. (Continued)

1957 . 1958 1959 1960 1961 1962 1963 1964

35 29 40 19 28 109 200 202
1,900 1,363 3,003 1,247 1,594 2,197 2,497 2,452

77 143 48 253 31 8 43 53

5,421 7,945 8,753 10,570 10,457 11,850 11,930 12,973

308 230 110 435 mn 439 648 859
58 115 313 292 194 312 280 401

5,207 2,173 2,633 2,376 1,702 2,286 2,879 3,157
32 91 L - 146 268 850 1,326

3 26 48 14 18 a 57 23
157 167 151 159 173 172 9 70
13,226 12,342 15,099 15,365 14,654 17,682 19,475 21,516

—_— - —— —— ——— - td

------------------------------------- ememmmeooeccceoo----—(Continued)---)

Cseparate data on public housing loans.were not reported in the Special
Analyses on Credit for the fiscal year 1970 and 1971 Budgets. Data for
public housing ioans for fiscal years 1968 and 1969 are included in the Other
Housing and Urban Development item.

dThe Special Analyses for fiscal years 1972-1975 reflect changing‘po1191es
in the accounting for GNMA guarantees of mortgage-backed securities. The.

following adjustments have been made to the actual data for fiscal years
1970-1973 to conform to later (post-fiscal year 1975) QMB practice:
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TFABLE 9. NEN COMMITMENTS FOR GUARANTEED LOANS, FISCAL YEARS' 1950—T979
IN MILLIONS OF DOLLARS {Continued)
Pragrama 1965 1966 1967 1968 1969 1970 1971
Funds Appropriated
to the President
Military Assist./
Int'l Security
Assistance -— -—- 289 190 55 - 46
Ecanomic Assist./

Int'l Dev.

Assistance --- —-- 59 100 7216 51 56
Agriculture

Farmers Home

Administration 201 550 822 803 895 1,138 1,898
Commodity Credit

Corporation 2,093 1,521 166 —-—- 666 -—- ---
Rural Elect.

Administration --= -—- - —-— -—- -—- ---
Commerce —--- 101 111 132 152 110 281
Health, Education

& Welfare - --- -—- 436 687 959 1,644
Housing & Urban

Development

FHA 14,414 14,133 9,991 13,455 14,429 16,324, 22,629

GNMA — — L - -2 389 3.p0od

Public Housing 474 567 443 -—-€ € 1,517 1,709

Other 859 2,636 777 1,300 1,987 846 |,4D4
Veterans Admin. 3,030 2,619 2,831 3,829 4,017 3,720 4,356
Export-Import

Bank 1,645 1,953 1,160 1,226 1,723 2,280 3,507
Small Business

Administration 68 147 132 314 470 446 863
Dther 137 41 104 66 6 93 155

Total, Gross 23,021 24,268 16,885 21,891 25,303 27,520 38,547

Less Adjustments

Total Guarantees,
Adjusted

b

—_

-438 -3,000

27,482 35,547

---------------------------------------------------------------- (Eontlnued)—--—

The fiscal year 1972 Special Analysis excluded such secondary guarantees
from the total but gave the 1970 actual data in a footnote.

The fiscal year 1973 Special Analysis also excluded GNMA secondary
guarantees but gave no actual data for fiscal year 1971.
guarantees outstanding increased by $3.0 billion during fiscal year 1971,
That figure is used in this table as a proxy for the amount of new
conmitments for secondary guarantees by GNMA for fiscal year 1971.
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TABLE ¢, (Continued)

1972 1973 1974 1975 1976 TQ 1977 19788 1979¢

220 218 518 616 1,411 484 1,383 1,584 1,585

110 85 B 26 17 -—- 168 187 165
2,35 3,609 2,392 7,171 4,913 1,116 5,965 8,146 B,494

-—= —-- 974 1,406 1,423 416 3,986 4,555 4,820
277 966 1,266 699 899 85 1,493 2,119 815

1,900 - 1,847 1,924 1,388 1,685 404 1,628 1,740 2,135

2,739 19,776 20,262 24,709

20,824, 9,307, 5,638 11,22 16
gg 2,600 17,019 16,000 15,500
610
15

B,
3,518 3,607 4,125 5,905 8,
2,071 560 289 741
1.717 1,058 101 a1 1

3
9
271 11,003 12,932 14,110
31 26 95 96

8,242 8,847 7,760 8,436 10,868 2,930 15,412 16,513 16,704
5,563 6,637 7,879 8,708 8,507 1,595 7,254 10,704 13,791

1,37 2,029 1,803 1,365 2,057 481 2,724 3,170 3,530
187 °1,247 - 600 1,978 - 1,759 1,152 2,335 1,551 589

48,326 40,018 35,276 50,172 51,578 14,302 950,172 99,557 107,044

-3,518 -3,607 -11,727 -24,271 -31,073 -6,343 -44,032 -43,636 743,905

44,808 36,411 23,548 25,901 20,505 7,959 46,140 55,921 63,139

In the fiscal year 1974 and 1975 Special Analyses, GNMA secondary‘guaréntéei
were excluded from the totals, but shown as memorandum items below the tota]s
(fiscal year 1972 and 1973 actual data).

Ppata for fiscal years 1978 and 1979 are estimates.
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TABLE 10. ADJUSTMENT TABLE -- LOAN GUARANTEES AND NEW COMMITMENTS,
F1SCAL YEARS 1970-1575 ANTEES ARD NEW LURMR THERTS,

1870 1971 1872 1973 1974
Total, Gross 27,920 38,547 48,326 40,018 35,276
Less: Secondary quarantees
GNMA guarantees of
FHS/VA poals , 438 3,000 3,518 3,607 4,125
HEW guarantees of
SLMA obligations -—= -—- -—- --- 250
DOT guarantees of
Less: Guaranteed loans --- --- --- - 1,532

held at direct loans
7 by budget agency: GNMA

Total, Primary Guarantees 27,482 35,547 44,808 36,411 29.369

Less: Guaranteed Loans
Held as Direct Loans
by: '
0ff-Budget Agency - FFB --- --- --- --- 102
Federally Sponsored
Credit Enterprises

SLMA -— -—- --- - 144
FNMA -—- -—— -—- --- 5,282
FHL Banks --- -—- - --- ---
FHLMC -—- --- -—- -—- 292

Total, Guaranteed
Loans, Adjusted --- - -—— -—- 23,549
------------------------------------------------------- (Continued)--------

SOURCE: Budget of the United States Government, Fiscal Years 1572-1979, Special
Analyses on Credit.
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TABLE 10.  (Continued)
1975 1976 TQ 1977 19788 19798
50,172 51,578 14,302 90,172 99,557 107,044
5,905 8,999 2,600 17,019 16,000 15,500
- 160 5 105 95 130
-—- 29 4 131 1 ---
6,802 3,113 176 2,092 2,300 2,300
37,425 39,277 11,517 70,826 81,161 89,114
6,958 13,130 2,635 19,042 19,770 21,349
144 227 12 225 205 196
4,239 5,362 902 5,362 5,265 4,427
30 24 6 - 1 2
153 28 2 56 - —--
25,901 20,505 7,959 46,140 55,921 63,139
aEstirna‘ct-':s..
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TABLE 11. LOAN GUARANTEES QUTSTANDING, FISCAL YEARS 1952-1979:
IN MILLIONS OF DOLLARS

Programd 1952 1953 1954 1955 1956 1957

Funds Appropriated
to the President
Military Assist./
Int'1 Security
Assistance -—= -—- - --- --- -——-
Economic Assist./
Int'1 Dev.
Assistance -—= --- --- --- --- -—-

Agriculture
Farmer, Home

Administration 47 54 62 54 135 156
Commodity Credit
Corporation 58 288 2,008 ag7 586 360
Rural Elect.
Administration --- -—- -=- -—- -—- -—-
Commerce --- — --= --- 13 36

Health, Education
& Welfare - - . - — .-

Housing & Urban
Development

FHA 14,961 16,399 17,861 18,703 19,899 21,013

GNMA —— - —- - --- -

Public Housing 1,129 1,604 2,429 2,735 2,818 2,799

Other —--— -—- 17 31 49 108
Veterans Admin. 7,450 15,634 17,318 22,308 27,145 30,960
Export-Import

Bank -— 33 90 98 36 28
Small Business

Administration e -— 3 2z 31 43
Other 7139 948 672 414 395 440

Total, Gross 24,384 35,0592 40,460 45,332 51,097 55,939

Less Adjustmentsb ——— —_— —- _— - _—

Total Guarantees, .
Adjusted -—- -— -—- -— - -

SOURCE:  Budget of the United States Government, Special Analyses on Credit,
Fiscal Years 1954-1979,

3Guarantees by off-budget agencies have been included in this table.

bSee Table 12 for a detailed display of the components of tne adjustments.
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TABLE 11. (Continued)

1958 1959 1560 1961 1962 1963 1964 1965

172 169 168 182 316 474 578 727
428 230 156 606 902 834 377 419
79 191 314 355 395 419 446 419

23,408 28,414 32,341 35,726 39,278 42,447 45,474 49,042

3,110 3,335 3,487 3,739 4,125 4,387 4,718 5,033
131 273 480 713 843 1,038 1,180 1,682

30,727 30,300 29,863 29,864 29,584 30,055 30,484 30,951

56 2 1 165 1,083 1,336 1,936 2,617
48 64 56 50 62 89 81 104
352 359 397 449 379 382 371 420

58,515 63,337 67,263 71,849 76,967 81,461 85,645 91,414

T e e mmmm e ae (Contlnued)

Cseparate data on public housing loans were not reported in the-Special
Analyses on Credit for the fiscal year 1970 and 1971 Budgets. Data for
public housing loans for fiscal years 1968 and 1969 are included in the
Other Housing and Urban Deve]opment item.
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TABLE 11. LOAN GUARANTEES OUTSTANDING, FISCAL YEARS 1852-1979:
IN MILLIONS OF DOLLARS (Continued)
Program 1966 1967 1968 1969 1970 1971 1972
Funds Appropriated
to the President
Military Assist./
Int'l Security ) X
Assistance - 218 251 366 448 365 348
Economic Assist./
Int'l Dev.
Assistance - 237 338 389 227 178 462
Agriculture
Farmers, Home
Administration 1,009 1,636 2,339 2,679 4,952 5,361 6,917
Commodity Credit
Corporation 855 1,021 923 1,590 --- --- -—-
Rural Elect. B
Administration --- -— -— --- - —-— -—
Commerce 456 573 662 647 644 896 1,11
Health, Education
& Welfare ———- -—- 762 1,394 1,952 2,61 3,844
Housing & Urban
-Development
FHA 52,967 54,197 58,634 63,001 67,594 77,214 85,017
GNMA -—- - - - 438d 3,431 6,800d
Public Housing 5,413 5,772 ---C ---¢ 8,072 9,463 10,718
Other 3,770 1,921 8,482 9,806 2,962 3,338 ;,le
Veterans Admin. 30,970 31,537 33,369 34,927 36,040 37,597 42,002
Export-Import
Bank 3,168 1,790 1,600 2,039 1,200 1,531 2,121
Small Business
Administration 159 355 441 603 808 1,038 2,014
Other - 458 244 271 263 177 526 398
Total, Gross 99,225 99,500 108,071 117,703 125,514 143,549 165,713
Less Adjustments® --- —-- -—- -438  -3,431  -6,800
Total Guarantees,
Adjusted --- —-- --- --- 125,076 140,118 158,913
------------------------------------------------------------------- (Continued)----

dThe Special Analyses for fiscal years 1972-1975 reflect changing policies
in the accounting for GNMA guarantees of mortgage-backed securities. The
following adjustments have been made to the actual data for fiscal years
1970-1973 to conform to later (post-fiscal year 1975) OMB practice:

‘ The fiscal year 1972 and 1973 Special Analyses excluded such secondary

guarantees from the total but gave the 1970 and 1977 actual data in
" footnotes.
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TABLE 11. (Continued)
1973 1974 1975 1976 TQ 1977 1978€ 1979%
244 298 1,047 2,345 2,787 4,036 5,487 6,932
473 519 585 157 153 788 9714 1,054
9,436 9,759 14,867 17,847 18,413 21,940 27,255 32,991
-~ —_— 255 1,114 1,514 2,923 5,979 9,298
1,260 1,666 2,366 3,591 3,772 4,885 5,891 7,033
4,83 6,709 7,672 7,910 7,954 9,509 10,041 10,840
86,877 85,312 85,424 88,988 88,8390 93,754 98,486 105,965
9,219d 12,879 17,723 25,610 27,500’ 42,932 55,000 64,3900
11,783 12,441 13,153 13,607 13,727 14,203 15,556 17,837
4,551 4,869 4,366 3,348 3,021 1,926 1,346 1,007
47,165 52,895 57,983 64,116 64,763 71,923 79,803 87,878
2,749 . 3,443 4,464 5,273 4,927 5,324 6,889 9,468
3,105 4,019 4,112 4,979 5,096 5,780 6,856 8,101
1,596 2,331 4,258 4,329 5,299 4,367 3,878 4,543
183,292 197,159 218,273 243,213 247,816 284,289 323,381 367,848
-9,219 -43,977 -59,608 -73,385 -78,059 -100,366 -123,i01 -144,432
174,073 153,182 158,665 169,828 169,757 183,923 200,280 223,416
In the fiscal year 1974 and 1975 Sbecia] Analyses, GNMA secondary

guarantees were excluded from the totals, but shown as memorandum items

below the totals (fiscal year 1972 and 1973 actual data).

®Data for fiscal years 1978 and 1979 are estimates.



TABLE 12, ADJUSTMENT TABLE -- LOAN GUARANTEESkOUTSTANDING{'
FISCAL YEARS 1970-1979

1970 1971 1972 1973 1974
Total, Gross 125,514 143,549 165,713 183,292 197,159
Less: Secondary Guarantees
GNMA Guarantees of ‘
Mortgage-Backed Securities 438 3,431 6,800 9,219 12,879
HEW Guarantees of
SLMA QObligations --- -—- --= -—- 250
DOT Guarantees of ;
USRA Debt _— —— ——- - —_—
Less: Guaranteed Loans
Held as Direct Loans I
by Budget Agency: GNMA -—- - - - 3,482
Total, Primary Guarantees 125,076 ]40,118 158,913 174,073 180,548
Less: Guaranteed Loans
Held as Direct Loans
- hy: '
Off-Budget Agency -- FFB --- -—- --- --- 102
Federally Sponsored
Credit Enterprises
SLMA ~—- -— -— -— 144
FNMA _— - -— - 25,251
FHL Banks -— -— ———— - -
FHLMC -——- 1,869
Total, Guaranteed Loans,
Adjusted --- -— -— --- 153,182
-------------------------------------------------------- (Continued)-=-==-m~=cm=au-=

SOURCE: Budget of the United States Government, Fiscal Years 1972-1976, Special
Analyses on Credit.
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TABLE 12. (Continued)

1975 1976 TQ 1977 19782 1979a

218,273 243,213 247,816 284,289 323,381 367,848

17,723 25,610 27,500 42,932 55,000 64,900

240 400 405 510 605 735
--- 33 39 316 388 396
5,062 4,030 4,368 3,348 3,201 3,048

195,248 213,140 215,504 237,183 264,188 298,769

6,282 12,413 15,036 23,123 33,793 46,392

225 408 401 519 615 752
27,900 28,691 28,548 28,061 28,122 26,994
244 68 74 58 58 53

1,934 1,733 1,688 1,499 1,319 1,161

158,665 169,828 169,757 183,923 200,280 223,416

3Estimates.
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TABLE 13. LOANS OUTSTANDING FOR FEDERALLY SPONSORED CREDIT ENTERPRISESa
FISCAL YEARS 1950-1979: IN MILLIONS OF OOLLARS

Agency 1950 1951 1952 1953 1954 1955 1956 1957 1958 1959

Farm Credit Admin.

Banks for T
Cooperatives 245 311 342 319 305 322 349 384 408 526
Fed. Inter. Credit )
Banksb --- -—- 904 830 792 855 899 999 1,227 1,547
Fed. Land Banks 931 974 1,046 1,136 1,242 1,408 1,638 1,868 1,989 2,262
FHLBB
Fed. Home Loan
Banks 443 . 816 653 718 675 1,017 1,173 1,079 929 1,537
Fed. Home Loan
Mort. Corp. -—= -—- -— ~—- -—- - --- ——- -—- ---
FNMA - -——- -—- -—- -—- - 233 1,248 1,394 1,574
SLMA --- -——- -—- -—= -—- -—- -—- - -—- ---

Total, unadjusted 1,618 2,101 2,945 3,003 3,014 3,602 4,292 5,578 5,947 7,446

Less adjustments® - -—- --- - --= --- -=- --~ ~=- ~==

Total, adjusted -— -—- —— - --- - --- -—- - ---
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TABLE 13. (Continued)

1960 1961 1962 1963 1964 1965 1966 19679 1968 19699 1970

551 595 692 701 758 931 1,095 1,298 1,457 1,594 1,749
1,698 1,831 1,998 2,293 2,504 2,687 3,069 3,544 3,940 4,349 5,091
2,487 2,728 2,98 3,198 3,516 4,058 4,725 5,304 5,973 6,557 6,995
1,770 1,869 2,767 3,270 4,769 5,586 6,783 4,302 4,889 6,452 10,275
2,600 2,522 2,871 2,138 2,021 2,069 3,718 4,592 6,624 8,003 13,405
9,106 9,545 11,296 11,600 13,568 15,331 19,390 19,040 22,883 26,955 37,515
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TABLE 13. LOANS OUTSTANDING FOR FEDERALLY SPONSORED CREDIT ENTERPRISES?,
FISCAL YEARS 1950-1979: IN MILLIONS OF DOLLARS (Continued)

Agency 1971 1972 1973 1974 1975 1976 TQ 1977 1978¢ 19798
Farm Credit Admin.
Banks for :
Cooperatives 2,036 2,061 2,725 2,733 3,371 4,412 4,466 5,235 6,060 6,749
Fed. Inter. Credit
Banks 5,903 6,374 6,952 8,481 10,021 11,192 11,582 13,286 15,204 17,405
Fed. Land Banks 7,580 8,431 10,118 12,400 15,437 18,010 18,607 21,548 24,521 27,865
FHLBB
Fed. Home Loan
Banks 7,280 6,113 11,179 17,703 20,462 19,198 19,942 19,575 23,748 27,643
Fed. Home Loan
Mort. Corp. 567 1,720 2,770 3,871 6,027 6,584 6,680 8,720 12,381 16,535
FNMA 15,573 18,623 21,072 25,828 29,092 30,984 31,917 33,018 35,303 35,758
SLMA --- -—- --- 144 225 408 401 519 615 752
Total, unadjusted 38,939 43,322 54,816 71,160 84,635 90,788 93,598-101,902 117,832 132,767
Less adjustmentsf --- -—- --- =100 -5,069 -5,858 -5,776 -2,974 -2,595 -2,625
Total, adjusted -—- - --~ 71,060 79,566 84,930 87,822 98,928 115,237 130,082
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SOURCE: Budget of the United States Government, Special Analyses on Credit,
Fiscal Years 1952-1979.

3Does not include Toans by the Federal Reserve to member banks.

bon January 1, 1957, the Federal Intermediate Credit Banks became mixed-
ownership institutions and were excluded from the budget expenditure totals. °
Data for the banks during fiscal years 1952-1955 were included in the direct .
lending tables in the Special Analyses on Credit. They are shown in this
table to maintain consistency of the data.

CData come from Special Analysis E, Fiscal Year 1970.

dDuring fiscal year 1969, the Federal National Mortgage Association (FNMA), the
Banks for Cooperatives, and the Federal Intermediate Credit Banks were converted
to fully private ownership. The data for fiscal year 1949 include an adjustment
factor not reported in the Special Analyses on Credit. B

EEstimate.

fAdjustments include deductions of Toans between two sponsored agencies and
between a sponsored agency and a federal agency:

{In mi11ions of dollars)

1974 1975 1976 1q 1977 . 1978 1979

Total, unadjusted 71,160 84,635 90,788 93,598 101,902 117,832 132,707

Less: Loans Between
Sponsored Agencies
Federal Home Loan
Banks to
FHLMC --- -3,537 -3,924 -3,881 -2,464 -1,990 -1,890
Federal Home Loan
Bank Interbank
loans - -45 - _— - ——— ——

Less: Loans from
Federal Agencies

FFB to SLMA -100  -240  -400  -405 -510 -605 -735
FHLBB to FHL :banks _ --- =-1,247 -1,534 -1,490 --- - -
Total, adjusted’ 71,160 79,566 84,930 87,822 98,928 115,237 130,082
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TABLE 14. NEW PURCHASES OF THE FEDERAL FINANCING BANK, FISCAL YEARS

1976-1979 a/:

IN MILLIONS OF DOLLARS

Agency

1976

TQ

1977

1978

1979

Purchased from Direct Loan

Portfolios:
Agriculture
FMHA
REA CBOs
Health, Education, and
Welfare
Medical Facilities
and HMO loans

Treasury

New York City
seasonal financing
Small Business Admin.

Guaranteed Loans
Originated by FFB
Defense
International
Security Assistance
Agriculture
Rural Electrification
Mministration
Health, Education,
and Welfare
Guarantees of
SLMA obligations
Transportation
Small Business Admin.
Other b/

Total
FFB Purchases as

Percentage of New
Guarantees ¢/

3,800
166

57

1,260
179

1,411

693

160
227

24
899

850
187

1,075

484

212

42

20
=23

4,965

51

2,050

1,383

1,222

105
347
85
2,170

6,575
455

55

950

1,584

2,500

95
255
84
3,073

7,180
720

91

1,585

2,500

130
228
46
3,680

8,876

2,859

12,379

15,626

16,158

— e = mm em mm e em wm mm em mm e e e e am mm e me e cw me mm e wm mm mm mm e = = o =

(Continued)
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TABLE 14. (Continued)

Agency 1976 TQ 1977 1978 1979

Memorandum: Net Purchases of
Agency Debt Obligations

TVA 745 555 1,145 1,165 1,460

Export-Import Bank 936 =216 1,155 996 1,559

U.S. Postal Service 1,248 500 -1,067 933 246

U.S.R.A. 51 ll 214 79 _—

Total 2,980 853 1,447 3,173 3,265

SOURCE; Budget of the United States Government, Special Analysis
on Credit, Fiscal Years 1978-1979.

a/ 'The Federal Financing Bank was established December 29, 1973,
and commenced operations during fiscal year 1974. For fiscal
years 1974 and 1975 OMB reported only net purchases by FFB and
did not disaggregate these purchases by agency and program.
These net purchases have grown rapidly: in fiscal year 1974
they totalled only $102 million but grew to $6.2 billion by the
end of fiscal year 1975.

b/ Applies to both categories.

¢/ Computed as the percentage of FFB purchases of all primary

guarantees extended. Primary guarantees are adjusted subtotals
of the totals for guaranteed lending. Prior to the fiscal year
1979 budget, the adjustment for secondary guarantees was
deducted from total guarantees extended to arrive at primary
guarantees extended. Beginning with the fiscal year 1979
budget, OMB began including in the adjustment for secondary
guarantees the purchase by GNMA of guarantees for its direct
loan portfolio. This change was made to distinguish between the
purchase of gquarantees for direct loan portfolios by on-budget
agencies (only GNMA) and by off-budget agencies and federally
sponsored credit intermediaries. Since this table is concerned
with the relationship of FFB purchases as a part of primary
guarantees before other adjustments have been made, the data for
fiscal years 1977, 1978, and 1979 have been adjusted to reflect
the pre-1979 budget practices.
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PREFACE

Among the changes in budgetary scorekeeping contemplated in the
control of federal credit activities are changes to the treatment of sales of
loan assets to the Federal Financing Bank (FFB) and of certificates of
beneficial ownership. This paper discusses the sale of loan assets generally,
the distinctive nature of asset sales to the FFB and of CBO sales, the
problems resulting from the current treatment of such sales, and proposals
for changing that treatment. Because the FFB purchases most assets now
sold, this paper is closely related to the third paper in this volume, The
Federal Financing Bank; A Primer.

This paper was written by John D. Shillingburg and Benjamin Mark
Cole of CBO's Budget Process Unit under the direction of Richard P. Emery,
Jr. The authors wish to acknowledge the helpful comments by Brent G.
Shipp and Robert E. Schafer of CBO. The paper was edited by Patricia H.
Johnston and was typed by Kathryn A. Quattrone and Nancy E. Wenzel.

Alice M. Rivlin
Director

January 15, 1979
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CHAPTER L INTRODUCTION

WHAT LOAN ASSETS ARE

When the federal government lends money to a borrower, a loan asset
is created. This asset most often takes the form of a bond, debenture, or
promissory note. Whatever its form, the asset is a promise by the borrower
to repay to the lending agency the principal borrowed, usually with interest.
This asset, or promise of repayment, may be sold to the private sector,
either by itself, or grouped with other loan assets in a pool, shares of which
are then sold to private investors. These shares are variously called
certificates of participation, certificates of beneficial interest, or
certificates of beneficial ownership. 1/

WHY THEY ARE SOLD

Federal agencies sell their loan assets because their basic function is
more that of a broker than that of an investor. Investors use their cash
resources to acquire real or financial assets. Typically, an investor lends
money to a borrower, in exchange for a note. In a sense, the lender buys the
note; the borrower sells it. Brokers, on the other hand, act as
intermediaries between buyers and sellers (lenders and borrowers) of
financial assets.

If federal agencies operated in the investment mode, they would lend
out all their available capital and then hold the loans to maturity. After
receiving payments of interest and principal for several years, they could
rebuild a body of capital with which to begin making new loans, in effect

1/ Certificates of participation (PCs) were the first form of this
mechanism, Certificates of beneficial interest (CBIs) were used only by
one agency for a brief period. Certificates of beneficial ownership
(CBOs) are the current form in use. In this paper, the terms
participation certificates and certificates of beneficial interest will be
used as they occurred historically. The term certificate of beneficial
ownership will be used both to discuss the current form of this
mechanism and as a generic term for all such devices in the discussions
of control alternatives and problems.

79



reinvesting their annual income. If the agencies operated in the broker
mode, instead of holding a loan to maturity, they would hold the loan
. temporarily. while arranging a sale to a permanent investor. By selling their
loans, the agencies could exchange the future income stream of repayments
for cash now, in effect refinancing or "rolling over" their loan portfolio.
With the funds from the asset sale, the agencies could then make new loans,
starting the process all over again.

LOAN ASSET SALES AND THE FEDERAL BUDGET

The federal budget has four primary purposes: to determine the
share of national output that should be devoted to federal programs, to
allocate that share of resources among competing federal programs, to
determine how the federal government affects the distribution of resources
among individuals and businesses, and to determine how much the federal
. government stimulates or restrains the economy. These four purposes can
best be achieved if the unified budget includes all federally funded activities
at their full costs.

Budgetary practice offsets loan repayments against new lending
within a fiscal year to compute net lending for that fiscal year. Sales of
loan assets are considered to be repayments of the original lending, and, as
such, are offset against new lending. Currently, the sale of a loan note to
the private sector, the sale of a loan note to the Federal Financing Bank,
and the sale of a CBO to anyone, federal or private, are treated identically
in the budget. They are, however, quite different transactions.

When an agency sells a loan note to a private investor, it transfers
ownership of the asset to the buyer. The loan note completely leaves the
government's hand, and the new owner assumes the responsibilities for
servicing the loan. Private financing of the loan is effectively substituted
for public financing.

The effects are different if the note is sold to the Federal Financing
Bank (FFB) or if the note is pooled with others and CBOs are sold. A loan
asset sold to the FFB, an off-budget federal entity, does not result in the
substitution of private financing for government financing, it merely
substitutes off-budget financing for on-budget financing. When an agency
pools a group of loans and sells CBOs, ownership of the loan assets is not
transferred. The government retains the loan asset and continues to service
the loan, passing on to the certificate holder payments of interest and
principal. Through the years, federal agencies have improved the
marketability of their certificates such as CBOs by guaranteeing the
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repayment of the certificates, by substituting good loans for bad ones in a
pool, and by offering better interest rates than are being paid by the loans in
the pool. Such actions tend to establish an agency liability to the buyer,
that is, to hold the buyer riskless while the agency absorbs any losses on
loans in the pool.

The treatment of sales of loan assets to the FFB and of CBOs
generally as asset sales has sparked controversy. First, federal budget
totals are understated. Second, allocations of budget authority and outlays
by function are made with the actual program levels of some functions being
understated. And third, because of the lack of procedural controls on asset
sales, their volumes are difficult to predict, resulting in their contributing
to the outlay shortfall problems.

Although the issues surrounding sales of CBOs and loan assets are
accounting in nature, they have far-reaching policy implications, particu-
larly for the effectiveness of a Congressional budget process based on
setting targets and ceilings for the unified budget totals to fulfill the four
purposes stated above. This paper discusses the accounting issues and
explores the policy implications of changing the treatments of assets sold to
FFB and of CBO sales. The next chapter looks at the history and procedures
of loan asset and CBO sales. The third chapter presents the accounting and
control problems. The final chapter examines alternatives for accounting
for and controlling sales of loan assets and CBOs.
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CHAPTER 1L LOAN ASSET SALES: HISTORY AND
PROCEDURES FOR SALES

A BRIEF HISTORY

A history of the sale of loan assets must be incomplete because the
Bureau of the Budget did not begin regularly reporting data on sales of loan
assets until January 1964 in the special analysis on credit accompanying the
Budget of the United States Government for fiscal year 1965. Knowledge of
asset sales prior to that time is sketchy.

It is known that in the 1930s the Commodity Credit Corporation
(CCC) financed commodity loans, particularly for cotton, by pooling cotton
loans and selling participation certificates to commercial banks. It is also
known that the first large-scale use of participation certificates outside of
the CCC occurred during the liquidation of the Reconstruction Finance
Corporation (RFC) in 1954. Many of RFC's small loans were pooled and
certificates of participation sold to banks. Participation certificates were
also sold by the Export-Import Bank (Eximbank) in 1962 and by the Federal
National Mortgage Association (FNMA) and the Veterans Administration
(VA) in 1964.

The Committee on Federal Credit Programs: A Limited Endorsement

In 1962 President Kennedy appointed a Committee on Federal Credit
Programs to review legislation and administrative practices for federal
credit programs. Committee members were Secretary of the Treasury
Douglas Dillon, Director of the Bureau of the Budget David Bell, Chairman
of the Council of Economic Advisers Walter Heller, and Chairman of the
Board of Governors of the Federal Reserve System William McC. Martin, Jr.
The committee submitted its report to the President in November 1962.

Among the topics included in the report was a discussion of the sales
of assets as a source of financing for credit programs. The committee
concluded that assets sales could be "an appropriate source of funds for new
loans." 1/ It expressed the hope that sales of direct loans to private
institutions would encourage the eventual substitution of private for govern-
ment credit in the primary lending operation. It noted that, "if necessary to

1/ Report of the Committee on Federal Credit Programs to the President
of the United States, (February 11, 1963), p. 33.
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foster development of a private market," it would be appropriate for
agencies selling loan assets to guarantee or insure the loans sold. It
tentatively approved the sale of certificates backed by loans as collateral:

In exceptional cases involving the handicaps of unknown
names and credit and where coinsurance is impracticable, it
may be feasible, possibly as an interim procedure, to issue
collateral trust certificates backed by a pool of Government
loans.

The committee concluded its analysis of loan asset sales by recommending
that the loan sales policies of the Federal National Mortgage Association be
consistent with those of the Veterans Administration and the Federal
Housing Administration (FHA), especially in terms of price and timing.

The Participation Sales Act of 1966: Wider Usage

In the spring of 1966 the Congress passed the Participation Sales Act
of 1966 (Public Law 89-429). A response to the earlier participation sales by
the RFC, Eximbank, and VA and by the recommendations of the Committee
for Federal Credit Programs, the Participation Sales Act was set up "to
promote private financing of credit needs and to provide an efficient and
orderly method of liquidating financial assets held by federal credit
agencies." 2/ It authorized federal agencies to enter into trust agreements
with FNMA, whereby FNMA would manage and coordinate the pooling of
assets held by the agencies and sell certificates of participation in such
pools. The act further authorized appropriations for supplementary
payments by the agencies to the trustee agency to cover the difference in
interest paid on below-market-interest-rate loans and the rate paid by the
participation certificates. Under this authority the Farmers Home Admini-
stration (FmHA), the Office of Education, the Department of Housing and
Urban Development (HUD), the Veterans Administration, as the Small
‘Business Administration (SBA) set aside loans for pooling by FNMA and the
sale of certificates of participation in such pools.

The Federal Financing Bank: A Federal Buyer

This arrangement continued until 1968 when FNMA was reorganized
as a privately owned, government-sponsored corporation. A new govern-
ment agency, the Government National Mortgage Association (GNMA), was

2/ The Participation Sales Act of 1966, Report accompanying H.R. 14545,
Committee on Banking and Currency, U.S. House of Representatives,
89:2 (1966), p. I.
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created to carry out various subsidy programs formerly operated by FNMA.
No agency was designated as FNMA's successor as trustee for participation
sales, however. Consequently, after the divestiture of federal ownership of
FNMA, agencies returned to the practice of selling their loan assets
separately in the markets. This uncoordinated selling of assets continued
until 1974 when the Federal Financing Bank (FFB) was established.

The FFB is an off-budget entity, under the supervision of the
Treasury Department, whose purpose is the coordination of agency
borrowing in the securities markets. 3/ By buying agency debt securities
and borrowing in turn from the Treasury, the FFB is able to lower borrowing
costs for federal agencies. :

In 1974 the FFB began purchasing all CBOs offered to it by the
FmHA and the Rural Electrification Administration (REA) of the
Department of Agriculture. Those agencies now sell their assets almost
exclusively to the FFB. The FFB also purchases loan assets of the
Department of Health, Education, and Welfare, the Small Business
Administration, and the Overseas Private Investment Corporation. In
contrast, GNMA and the Veterans Administration continue to sell their loan
assets directly to the public.

PROCEDURES FOR SALES

The procedures for selling loan assets vary greatly, depending on
whether the assets are sold to the private sector or to the FFB.

Sales of individual loan notes or of certificates of beneficial owner-
ship to the FFB are simple in procedure. The FFB, as a nonprogrammatic
financing agent, makes a policy of purchasing all fully guaranteed agency
assets offered to it. Such sales are conducted in an atmosphere of
continuous communication and cooperation among agency officials and the
FFB. For example, FmHA generally sells enough CBOs to the FFB to cover
its cash needs for the thirty days following the sale. Its monthly sales have
ranged from $350 million to $820 million. The Rural Electrification
Administration carries on the same continuous exchange of informations and
plans with the FFB regarding sales of CBOs by the Rural Electric and
Telephone Revolving Fund.

3/ The FFB is the subject of a separate paper in this volume, The Federal
Financing Bank; A Primer.
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In contrast, GNMA and the Veterans Administration both sell their
assets directly to the private sector. GNMA groups together loans with
similar characteristics into dollar blocks large enough to draw favorable
offers, The loans are grouped by interest rates, geographic area (usually
states), lending institution, and maturity date. These pools of loans are then
sold in public auction, with no bids accepted below a predetermined cutoff
or minimum price. VA uses similar procedures. Both agencies aim to "sell
what we buy"--in essence, trying to achieve net lending of zero each year.
They may, however, hold onto loans for short periods, awaiting better
interest rates or market conditions.
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CHAPTER III. SALES OF LOAN ASSETS: CONTROVERSY
AND PROBLEMS

Sales of loan assets, including participation certificates, were
endorsed in the early 1960s as an appropriate source of credit financing.
Since then the interpretation and treatment of participation certificates,
certificates of beneficial interest, and CBQOs as repayments has been
questioned. Also questioned is the treatment of sales of loan notes to the
FFB as repayments. This chapter discusses the controversy that results
from these interpretations and treatments.

THE CONTROVERSY: WHAT IS CREDIT AND WHAT IS DEBT?

Accepted accounting practices for credit programs consider a sale of
a loan asset by the original lender to be a repayment to that lender of the
funds borrowed.  Repayments, according to accepted practices, are
deducted from new lending in a given fiscal year to compute net lending for
the year. Because this net lending figure is indicative of the change in the
federal government's financial picture, it is the amount charged in the
budget totals for budget authority and outlays for federal direct loan
programs.

Selling individual loans has been encouraged for two reasons. First, if
the loan is sold to the private sector, then private credit is being substituted
for federal credit. And second, by selling an asset, the selling agency is able
to offset the receipts from the sale against its new lending, lowering its
total budget authority and outlays. Not all loans, however, can be easily
sold to private investors. The differing amounts, maturities, interest rates,
originating agencies, and borrowers make it difficult for the securities
markets to evaluate federal loans as investments. In an effort to improve
the marketability of their loan assets, agencies began pooling loans with
similar maturities and terms and selling certificates of participation as
shares in such pools. These certificate sales were considered to be the same
as sales of the underlying loans and, thus, were counted as repayments.

Gradually, the certificates of participation were "sweetened" in
efforts to liquidate loans of inactive programs, loans made at interest rates
below the going market rate, and loans of more doubtful quality. The
sweeteners took the form of federal guarantees of the payment of interest
and principal, subsidies by the agencies to make up the interest
insufficiencies for below-market-interest-rate loans, and full federal
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responsibility for servicing the loans. Often the agency pledged to replace
defaulting loans in a pool with good loans of equal value. These steps, while
necessary to make the certificates attractive to investors, created a
liability by the agency to the buyer. Under those circumstances, some asked
if it is proper to consider the transaction a sale of an asset--that is, a credit
transaction--or borrowing by the agency--that is, a debt transaction.

The Issue Joined: The Participation Sales Act of 1966

The issue was directly joined in 1966 during the Congressional
deliberation on the Participation Sales Act. This bill proposed to expand
greatly the sales of participation certificates by simplifying the
administrative arrangements for such sales. Proponents of certificate sales,
led by the Director of the Bureau of the Budget and the Secretary of the
Treasury, argued that the sale of participation certificates was a logical
extension of the federal government's policy to substitute private for public
credit whenever feasible. They noted:

Given the desirability of drawing in greater private
participation in the Federal credit programs, the sale of
interests in pools of assets is the most satisfactory and
economical means that has been devised to meet this end. 1/

Opponents argued that the sale of a participation certificate is not a
real sale of an asset, because ownership is never transferred to the buyer of
the certificate. This difference formed the basis of the minority views in
the House Banking Committee's report on the bill:

This program is supposed to be a "sale of assets"
program. In place of outright sales of individual assets, it is
claimed that a pool of Government-held financial assets or
loans will be sold through selling beneficial interests or
participations therein. ' A

The participation "sale" is fiction. Under a sale, title
passes, the purchaser acquires possession, the purchaser
assumes the burdens of servicing the loan acquired, and he also
assumes any risks of default. '

I/ Memorandum for the President prepared by Secretary of the Treasury

~ Henry Fowler and Director of the Bureau of the Budget Charles
Schultze in support of the President's transmission of the Participation
Sales Act of 1966, attached to White House Press Release dated
April 20, 1966.
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This does not happen under the participation sale
device. The purchaser of the participation does not acquire
title to the pooled asset. He does not even acquire a pro rata
interest in the assets pooled. All he acquires is the right to
have his investment repaid with interest at the rate stated in
the participation certificate. The agency pooling the loans
retains the right to any excess payments that may be received
in the trust on account of principal or interest from the loans
pooled. The agency pooling the loans retains possession of the
assets. The agency pooling the loans continues to bear the
responsibility and burden of servicing the loans. The agency
pooling the loans remains exposed to the risks of default. 2/

The Issue Resolved: The President's Commission on Budget Concepts

The issue surfaced again during the deliberations in 1967 of the
President's Commission on Budget Concepts. One issue that President
Johnson specifically requested that the Commission study was the "receipts
from sale or other disposition of loans.” One of the staff papers prepared
for the Commission's consideration noted that,

. . treatment of the now sizeable PC sales as a
reduction in budget expenditures and budget deficit has
perhaps done more to undermine public and congressional
confidence in the integrity of budget totals than any other
single issue. 3/

Treasury Secretary Fowler and Budget Director Schultze, both
members of the Commission, argued that sales of participation certificates
should be treated as repayments and deducted from new lending. They
reasoned,

To the extent that its credit programs finance
themselves through participations agency issues, sales of
individual assets, or loan repayments, the Federal Government
does not call upon the revenues of general borrowing of the
Treasury. It is the call upon the Treasury revenues or
borrowing which the net lending figure should equal. 4/

2/ Participation Sales Act of 1966, H.Rept. 1448, 89:2 (1966), p. 8.

3/ President's Commission on Budget Concepts, "Loans, Participation
Certificates, and the Financing of Budget Deficits" in Staff Papers and
Other Materials Reviewed by the President's Commission {1967), p. 292.

4/ Report of the President's Commission on Budget Concepts (1967), p. 55,
" footnote 1.
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Their views did not, however, prevail, as the Commission, after studying the
issue, concluded that sales of participation certificates should not be
treated as repayments on a loan:

The Commission is firm in its conviction, therefore,
that participation certificates, regardless of their advantages
and disadvantages on other scores, represent a means of
financing the budget deficit rather than an offset to
expenditures in determining the amount of the deficit to be
financed. 5/

A Recommendation Circumvented

The recommendations of the President's Commission on Budget
Concepts were implemented, with one or two exceptions, in the Budget of
the United States Government for fiscal year 1969, including treating sales
of participation certificates as borrowing. In comparing the old and new
budget concepts, Special Analysis A estimated that treating sales of
participation certificates as borrowing accounted for $3.1 billion of the
$38.7 billion difference between the old administrative budget and the new
unified budget. 6/

In spite of this announced policy, three agencies--the Export-Import
Bank, the Farmers Home Administration, and the Rural Electrification
Administration--sought and gained relief from the stricture. The Eximbank
ceased using participation certificates and adopted instead certificates of
beneficial interest (CBIs). These non-negotiable certificates supposedly
transferred an ownership interest in a pool of loans to the buyer, and could
thus qualify as a sale of an asset. The General Accounting Office, however,
did not agree with this interpretation of a CBI. In 1971, legislation was
passed to put the Export-Import Bank off-budget. In its report on the
legislation, the House Banking Committee, noted that this would exclude
Eximbank from the budget totals obviating the bank's need to resort to CBIs
to keep its outlay totals low:

Since the adoption of the unified budget concept,
however, borrowings from the private market through issuance
of the Bank's own obligations, such as debentures, are
considered as borrowings and not receipts, and therefore

5/ Report of the President's Commission on Budget Concepts (1967), p. 55.

6/ Budget of the United States Government, Fiscal Year 1967, Special
Analysis A, Table A-1, p. 466.
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cannot be accounted for as budget offsets. Thus, the Bank in
order to have the proceeds from such sales credited as budget
receipts, has been compelled to use a complicated and costly
form of asset sale (certificates of beneficial interest), which is
difficult to market because it is non-negotiable and not a
familiar instrument to investors. In fact, the low net budget
outlays attributable to the Bank in the last 2 fiscal years were
realized only through this procedure.

With emactment of H.R. 8181 as reported, the Bank
would no longer need to utilize this procedure because there
would be no ensuing net budget outlay attributable to its
operations calculated in the overall Federal budget. 7/

The Farmers Home Administration and the Rural Electrification
Adm1n1strat1on found themselves in similar situations. Unable to count sales
of participation certificates as repayments, FmHA responded by increasing
its sales of individual loans. As this became increasingly impractical on a
large scale, it undertook to sell block notes, which are groups of loans to
single investors. In 1973, the Nixon Administration requested, and the
Congress provided, authonty to count sales of certificates of beneficial
ownership (CBOs) as sales of assets. The relevant language stated:

Any sale by the Secretary (of Agriculture) of notes or
of beneficial ownership therein shall be treated as a sale of
assets for the purpose of the Budget and Accounting Act,
1921, notwithstanding the fact that the Secretary, under an
agreement with the purchaser or purchasers, holds the debt
instruments widening the loans and holds or reinvests
payments thereon for the purchaser or purchasers of the notes
or of the certificates of beneficial ownership therein. 8/

Since receiving this authority, both agenc1es have sold large volumes of
CBOs, FmHA selling as much as $7 billion in a single year (estimate for
fiscal year 1979).

7/ Export Expansion Finance Act of 1971, H. Rept. 92-303, 92:1 (1971),
p. 4.

8/ Titlell, Agriculture, Environmental and Consumer Protection
Appropriation Act of 1974, Public Law 93-135 and Section 304, Rural
Electrification Act of 1936, as amended by Section 2, Public Law 93-32,
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Sales of Loans to FFB: Credit or Debt?

Another facet of the controversy over treating some asset sales as
debt sales instead of credit sales involves the sale of whole loans to the
FFB. For example, the Department of Health, Education, and Welfare
(HEW) routinely sells Health Maintenance Organization (HMO) loans to the
FFB. - If such loans were sold publicly, without guarantees or other
sweeteners, the transactions would legitimately qualify as sales of assets.
When the FFB buys a HMO loan, HEW holds the note "in trust" for the FFB
and guarantees the note's repayment 100 percent. Furthermore, there is no
substitution of private credit for public, since the payment comes from the
FFB, an off-budget federal entity. Instead, off-budget financing is substi-
tuted for on-budget financing. In addition, the FFB does not assume
responsibility for servicing the loans; HEW retains all such responsibilities.
Therefore, it is not clear that this is a credit transaction; it strongly
resembles collateralized borrowing by an agency.

The Situation Today

The estimated volume of sales of assets or CBOs by federal agencies
during fiscal year 1979 is shown in Table 1. Of the $10.3 billion total sales,
just over $3.0 billion will be sold to the public and is appropriately deducted
from new lending as repayments. The other $7.3 billion will be sold to the
FFB. The $9! million of Health Maintenance Organization (HMO) loans sold
to FFB are treated as bona fide sales, since individual loans are sold in their
entirety. As noted above, such sales to the FFB are more like borrowing
than they are like asset sales. If the HMO loans had been sold to the public,
they would have qualified as bona fide asset sales. The $7.2 billion of FmHA
CBO sales constitutes borrowing in all aspects save its budgetary treatment.
This $7.2 billion is deducted from the estimated $8.4 billion in new lending
by FmHA in computing its net lending. Along with other repayments, the
deduction of CBO sales gives a net lending figure of minus $1.3 billion. If
the CBO sales were treated as borrowing, FmHA net lending would equal
$5.9 billion, instead of minus $1.3 billion. Coupled with the $91 million in
HMO loans sold to FFB, the effect is to reduce total budget outlays by $7.3
billion. What problems result from these actions?

THE PROBLEMS: ALLOCATION AND ESTIMATION

Treating sales of CBOs as repayments and selling loan assets to the
FFB lower an agency's outlay totals as well as total federal outlays. This
results in two problems. First, those programs able to sell CBOs or assets to
FFB may hold an advantageous position in the allocation process. Secondly,
because the sale of CBOs and assets is a matter left to the discretion of the
executive branch, and it is very difficult to estimate the volume of asset
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sales in a fiscal year with any precision, because there are a number of
factors that influence the timing and amount of such sales. Both of these
problems affect the Congressional budget process.

TABLE I. ESTIMATED SALES OF LOAN ASSETS AND CBOs, FISCAL
YEAR 1979: IN MILLIONS OF DOLLARS

Sales to the Sales to FFB
Public Loan

Agency (Loan Assets) Assets CBOs " Total
Farmers Home

Administration 188 - 7,179 7,367
HEW~-HMO

Loans -_— 91 -— 91
HUD~--GNMA .

Tandem Plan 2,450 — _— 2,450
Veterans

Administration 364 — L e 364

Total 3,001 91 7,179 10,272

Memorandum:
Rural Electrification

and Telephone Revolving

Fund (off-budget entity) 720

SOURCE: Budget of the United States Government, Fiscal Year 1979,
Special Analysis F, Table F-3, pp. 130-131.
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Impact on the Allocation Process

Treating sales of assets to the FFB or sales of CBOs as offsetting
collections means that the selling agency enjoys a special position in the
allocation of federal resources, at least for those programs from whose
portfolios the sales are made. Allocation decisions are made by the Congress
through the budget process. After setting targets for total budget authority
and outlays, the Congress allocates, or divides up, that authority and outlays
among its major activities. This allocation process occurs through the func-
tional classification structure, in which all expenditures are assigned to
a budget account in the appropriate function.

The practice of offsetting CBO and FFB asset purchases means that
the allocations of budget authority and outlays made by the Congress under
the targets of the concurrent budget resolutions do not completely reflect
the extent of federal spending for a function. For example, its allocations
to functions 350 (Agriculture), 370 (Commerce and Housing Credit), and
450 (Community and Regional Development) are understated by $1.9 billion,
$4.2 billion, and $1.1 billion, respectively, because of sales of CBOs to the
FFB. Obviously, to the extent that certain activities can be made to appear
to have lower budgetary costs, there may be less pressure to hold down
the levels of these programs in a period of budgetary constraints. By off-
setting the receipts of such sales, agencies like FmHA can make it appear
cheaper to finance a project by direct loans than by direct federal expendi-
tures.

The Estimation Problem

The ability of certain agencies to lower their outlay totals by selling
CBOs or loan assets not only complicates the allocation of resources through
the Congressional budget process. It also complicates the process of esti-
mating total federal outlays for a fiscal year. The sensitivity of such sales
to changing economic conditions, coupied with the discretion allowed agencies
to sell CBOs or assets to the FFB at any time, causes the planned timing
and amount of such sales to change frequently.

Accurate estimates of outlays are needed in the Congressional budget
process to maintain the credibility of the controls on additional spending
after adoption of the second concurrent resolution. Section 311 of the
Congressional Budget Act of 1974 (Public Law 93-344) provides that a bill
would be subject to a point of order if it is estimated that its outlays would
cause total budget authority or outlays to be pushed above the ceiling set
in the second concurrent resolution on the budget for a fiscal year. 9/

9/ Or, if the floor on revenues were to be breached.
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During the last several fiscal years, however, actual outlays have
fallen significantly short of the ceiling set in the second concurrent reso-
lution. This poses the possibility that a proposal for a new program or increase
to an existing program could be turned down by the Congress on the grounds
that the additional spending might exceed the first resolution targets and
the second resolution ceilings. If, however, during the course of the fiscal
year a shortfall developed, the sponsors of such additional spending could
feel frustrated at having been denied their program unnecessarily. For
example, while a $400 million program might be too large to fit under the
ceiling as estimated in September prior to the start of the fiscal year, it
might easily be accommodated in a $4 billion shortfall. If this situation
occurred regularly, the Congress might be tempted to "spend the shortfall,"
thereby undermining the discipline of the budget resolutions. Already it
is causing some lowering of confidence in the procedures established by
the Congressional Budget Act of 1974. During hearings on the status of
the new budget process, Chairman Carl Perkins of the Committee on Education
and Labor in the House of Representatives submitted a statement for the
record, saying, in part:

On the subject of the level of Federal spending, I con-
tinue to be skeptical about the practicability of Budget Act
provisions (section 311) that restrict spending measures on
the grounds of their outlay estimates in the short run.

The estimating of outlays is an art in which for many
years there has been known to be ample room for improvement.
Sizable discrepancies are neither new nor unusual. But a
spending bill could be subject to a point of order if its estimat-
ed outlays were to breach the total congressional outlay ceiling,
a ceiling that itself is derived from estimates whose accuracy
would be applauded if within 1 percent. One percent of $400
billion is $4 billion. Yet the breaching of an outlay ceiling
by $4 million would occasion a point of order. An estimate
of total outlays cannot be produced to the degree of accuracy
necessary for small shortrun Budget Act decisions. To attempt
to apply the outlay restrictions envisaged in the budget process
at a significant program level would be to attempt neurosurgery
with a meat axe.

To avoid any possible misunderstanding, may | emphasize
[ am not suggesting that because outlay estimates are imprecise,
they should not be part of the budget process. Obviously,
they are fundamental to budgeting both in the short run and
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in the long run. [ am suggesting that it would be insensate
to base a point of order on a breach of the concurrent resolu-
tion's total outlay number. 10/

Sales of CBOs or other assets contribute to this shortfall problem
because of the volatility of estimates of their volume during a fiscal year.
This volatility has two sources. First, the volume of sales may go up or
down depending on changes in the economic situation after the initial estimates
are made. This is especially true of bona fide asset sales to the public,
such as those conducted by GNMA or VA. If interest rates are higher than
was expected, both agencies may stop selling their assets and wait for a
more favorable market situation. This would cause sales to drop and outlays
to increase (because of lower offsetting collections). On the other hand,
if interest rates fall below expected levels, these agencies may sell more
notes from their portfolios than anticipated, causing sales volume to increase
and outlays to decrease.

The second factor affecting the volatility of CBO and asset sale
estimates is the discretion left to the agencies to determine the timing
and amounts of their sales. While GNMA and VA try to time their sales
to fit market conditions, FmHA sales of CBOs to the FFB generally occur
monthly. Occasjonally, however, OMB and agency budget officials juggle
the timing and amounts of sales to keep outlays high or to lower them,
depending upon the desired circumstance.

As a consequence of these factors, sale volumes may fluctuate errat-
ically, For example, GNMA sold $7.3 billion of loans in fiscal year 1976,
liquidating a sizeable inventory accumulated during the 1975 recession.
During fiscal year 1975 loan asset sales had been much smaller--only $1.3
billion. Appendix A presents data on the fluctuation of estimates of loan
asset sales from the initial estimate presented in the President's budget
until the actual amount is determined nearly two years later,

The Congress does not directly control the level of asset or CBO
sales for any federal program. Estimates of sale volumes are scrutinized
by the appropriations subcommittees as they review the programs under
their jurisdictions. For some programs a measure of indirect control is
achieved: by setting the volume of new loans that can be disbursed during
a fiscal year, the Congress limits sales of loan assets by that program to
an amount equal to the new loans disbursed plus the old loans in the agency's
portfolio or inventory. The Congress is not, however, consulted about changes
in asset sales plans as a fiscal year progresses.

10/ Oversight of the Congressional Budget Process, Hearings before the
Task Force on the Budget Process of the Committee on the Budget,
House of Representatives, 95:1 (1977), p. 157.
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SUMMARY--THE NEED FOR CHANGES IN TREATMENT

The sale of loan assets held by federal agencies is an appropriate
method of refinancing federally made loans. When sold to the public, the
budgetary treatment of the receipts of such sales as repayments is appro-
priate and beyond question. Controversy arises over the interpretation and
treatment of sales of loan assets to the FFB and sales of certificates of
beneficial ownership to anyone, federal or private, as asset sales. In the
former case--sales of assets to the FFB--often there is no real transfer of
equity; never is there a transfer of servicing responsibility. Furthermore,
the sale to FFB, an off-budget entity, distorts the totals of the unified
budget by counting the receipts from the sale, but not the outlays to
purchase it. The FFB's off-budget status does not change the fact the
refinancing is federally-done, not privately-done.

In the latter case--the sales of CBOs--the "sweetening" of the CBO
by fully guaranteeing repayment of principal and interest and by subsidizing
the sale--in the form of making up insufficiencies in the interest rates of
below-market rate loans--constitutes a direct liability by the selling agency
to the buyer. The buyer assumes no risk since the risks of the pool of loans
are borne by the selling agency. Such a transaction represents borrowing by
the agency, even though the borrowing is collateralized by the pool of loans.
Therefore, the sale of CBOs should be treated as borrowing, according to
the recommendations of the President's Commission on Budget Concepts.
The next chapter will outline the budgetary effects of treating such
transactions as borrowing and an alternative that would leave the budgetary
treatment unchanged, but that would achieve the necessary changes for
control purposes.
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CHAPTER 1V. ALTERNATIVE TREATMENTS OF ASSET SALES

Concerns about the budgetary treatment of loan asset sales boil down
to two related issues: the treatment of sales of CBOs and the treatment of
sales of assets to the FFB. This chapter will discuss two approaches to
treating these transactions that would result in alleviation of some or all of
the current concerns.

TREATING SALES AS BORROVWING

The first alternative is to reaffirm the recommendation of the
President's Commission on Budget Concepts and to treat the sales of CBOs
as borrowing, not repayments. Also treated as borrowing would be sales of
asset loans to the FFB. This alternative would mean that direct lending by
the federal government would be fully reflected in the unified budget totals.
Consequently, outlay totals might increase by as much as $7.3 billion. The
possibility of distortions in the allocation process, because of the artificially
low outlay totals for agencies selling CBOs, would be eliminated. Further-
more, there would be no outlay estimation problems, since borrowing by
agencies through the sales of CBOs would not affect the outlay totals.

Implementing this alternative would require repealing the provisions
of law permitting treatment of CBO sales as repayments. It would result in
increases in the unified budget outlay totals by -as much as one-half or more
of the current volume of CBO sales ($7.2 billion estimated in fisca! year
1979). Presumably, FmHA might not wish to absorb the full outlay impact
and would restructure its portfolio liquidation policies to begin selling to the
public those loan assets that are marketable. As a result, private credit
would be, in fact, substituted for federal credit, as the rationale for loan
asset sales implies.

This alternative would also require changing the definition of loan
asset sales to the FFB from repayment on lending to borrowing by the
agency. This would affect sales of HMO loans by HEW to the FFB. Whether
HEW would attempt to sell HMO loans in the market to avoid the $91
million outlay increase is not known.
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CONTROL WITHIN CREDIT SECTION OF BUDGET

The second alternative would leave the budgetary treatment of CBO
sales and asset sales to the FFB unchanged. It would not change the outlay
totals of the unified budget, as now determined. Steps could be taken to
remedy the two problems resulting from the current treatment: distortions
in the allocation process and the outlay estimation.

Distortions in the allocation process could be partially alleviated by
controlling the levels of gross lending for programs selling CBOs through a
separate credit section in the concurrent resolutions of the budget process.
In this credit section, the Congress would adopt targets for total gross
lending and for gross lending by functional category. Targets would also be
set for total extensions of gross new guarantees issued.

The Appropriations Committees already include limitations on new
lending by the three revolving funds in FmHA, as well as a number of other
programs. Under this alternative this practice would be extended across the
board to all direct loan programs. With targets for all programs, it will be
possible to make allocation decisions among them, an exercise currently not
possible.

The outlay estimation problem remains if no changes to the current
treatment are implemented. Again steps could be taken to alleviate this
problem partially. If it is deemed necessary to control absolutely tihe
volume of sales, a limitation on the amount of CBOs or assets that could be
sold during a fiscal year could be included in the agency's appropriation act.
Alternatively, procedures could be set up requiring notification of and
approval by the appropriate Congressional committees of major changes, up
or down in the volume of loan assets or CBOs to be sold. This procedure
would be similar to that used for review and approval of reprogrammings of
appropriated funds. This alternative would be less restrictive and more
flexible than enacted limitations on sales volume. It has the advantage of
allowing Congressional committees to distinguish between GNMA and VA
sales of assets to the public, which will vary with economic conditions, and
FmHA and others' sales of CBOs and assets to the FFB, which vary by
executive discretion. It is the latter that should receive the closest scrutiny
in terms of effects upon the outlay estimation problem.

SUMMARY AND RECOMMENDATION

Neither of these alternatives considers radical suggestions, such as
abolition of the FFB and direct borrowing from Treasury by agencies. Given
the existing institutional arrangements, the Congressional Budget Office
recommends that sales of CBOs and sales of assets to the FFB be treated as

100



borrowing, in accordance with the recommendations of the President's
Commission on Budget Concepts. This would remedy the distortion in the
allocation process. CBO furthers recommends, as it did in Loan
“Guarantees: Currents Concerns and Alternatives For Control, that the
Congress add a section to the concurrent budget resolutions to set targets
for gross lending and gross guarantees issued. The Congress would then be
able to compare allocations of resources between direct and guaranteed loan
programs and between credit and expenditure programs.
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APPENDIX. FLUCTUATION OF ESTIMATES OF
LOAN ASSET SALES

Estimates of the volume of sales of loan assets, including sales of
loans or CBOs to the FFB, during a fiscal year are quite volatile. The
amount of assets sold during a fiscal year can be considerably higher or
lower than was estimated when the budget totals were first proposed in the
President's budget or first determined in the Congressional budget resolu-
tions. Two factors account for this volatility. First, the timing of asset
sales in the securities markets is sensitive to economic conditions, If
interest rates are high, agencies may refrain from selling loans in their
portfolios, awaiting lower interest rates and "easier" money conditions.
Second, the timing of asset or CBO sales to the FFB is largely a matter of
executive discretion.

Estimates of loan asset sales for a given fiscal year are f{first
announced in the President's budget for that fiscal year, almost 10 months
before the beginning of the fiscal year and nearly 22 months before the end
of that fiscal year. These estimates are again revised before the beginning
of the fiscal year in revisions of the President's budget required by April 10
and July 15 of each year. The ceiling on estimated outlays set by the
Congress in the second concurrent resolution on the budget for a fiscal year
is based on estimates of the volume of loan asset sales. After the fiscal
year begins, the volume of loan asset sales is reestimated three additional
times: in January in the President's budget for the next fiscal year, and in
.the April and July revisions.

Following are tables comparing initial and revised estimates of the
volume of loan asset sales with the actual volume by fiscal year for the
three largest agencies (in terms of sales volume) and for total asset sales.
For these tables, the initial estimate is defined as the estimate in the
President's budget for fiscal year in question. The revised estimate is
defined as the estimate contained in the President's budget for the following
fiscal year, prepared during the course of the fiscal year in question.
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TABLE A-1.

FLUCTUATION IN THE ESTIMATES OF SALES OF

LOAN ASSETS BY THE VETERANS ADMINISTRATION

Estimated Sales
Fiscal (in millions of dollars)

Actual Sales
Volume
(in millions of

Percent Increase
or Decrease(-)

Actual over Actual over

Year Initial Revised dollars) Initial Revised
1963 a/ a/ 460 — —
1964 a/ 372 342 - -8.1
1965 563 537 427 -24.2 -20.5
1966 1,228 1,145 990 -19.4 -13.5
1967 630 260 260 -58.7 0.0
1968 900 765 a/ — -
1969 600 a/ 1 -99.8 —-
1970 a/ 61 38 — -37.7
1971 526 300 244 -53.6 -18.7
1972 432 427 381 -11.8 -10.8
1973 475 603 489 2.9 -18.9
1974 417 417 209 -49.9 -49.9
1975 390 568 163 -58.2 -71.3
1976 378 378 291 -23.0 -23.0
TQ a/ 42 96 — 128.6
1977 705 524 393 -44.3 -25.0
1978 31l 320 a/ - -
1979 364 a/ a/ — —
SOURCE: Budget of the U.S. Government, Special Analyses on Credit,

Fiscal Years 1965-1979.

a/ Data not available,
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TABLE A-2.

FLUCTUATION
LOAN ASSETS

IN THE ESTIMATES OF SALES OF
a/ BY THE FARMERS HOME
ADMINISTRATION

Estimated Sales

Actual Sales
Volume

Percent Increase
or Decrease(-)

Fiscal (in millions of dollars) (in millions of Actual over Actual over
Year Initial Revised dollars) Initial Revised
1964 b/ b/ 46 -—- -—-
1965 b/ 135 35 — -74.1
1966 165 40 55 -66.7 37.5
1967 615 772 600 -2.4 -22.3
1968 9%1 675 b/ - ——
1969 500 b/ 958 91.6 -—
1970 b/ 1,598 1,668 -— 4.4
1971 2,914 2,219 2,005 -31.2 -9.6
1972 2,571 3,001 2,429 -5.5 -19.1
1973 3,822 4,105 3,325 -13.0 -19.0
1974 2,874 3,850 2,171 -24.5 -43.6
1975 4,354 5,792 6,408 47.2 10.6
1976 3,481 4,743 4,247 23.4 -10.5
TQ b/ 1,222 871 - -28.7
1977 6,298 6,618 5,445 -13.5 -17.7
1978 4,89 6,901 b/ -— -—
1979 7,367 b/ b/ - -—
SOURCE Budget of the U.S. Government, Special Analyses on Credit,

Fiscal Years 1966-1979.

a/ Including sales of CBOs.
b  Data not available.

A58 O - 79 - 4
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TABLE A-3. FLUCTUATION IN THE ESTIMATES OF SALES OF
LOAN ASSETS BY THE GOVERNMENT NATIONAL
MORTGAGE ASSOCIATION

Actual Sales Percent Increase

‘ Estimated Sales Volume or Decrease(-)
Fiscal (in millions of dollars) (in millions of Actual over  Actual over
Year Initial Revised dollars) Initial Revised
1972 a/ a/ 62 — -—-
1973 a/ 1,852 1,125 — -39.3
1974 1,100 1,973 1,503 36.6 ~23.8
1975 3,952 4,972 1,296 -67.2 -73.9
1976 6,550 5,525 7,259 10.8 3.4

™ a/ 1,703 1,592 — 6.5
1977 687 1,651 2,080 202.7 26.0
1978 2,338 1,760 a/ — —
1979 2,450 a/ a/ — .

SOURCE: Budget of the U.S. Government, Special Analyses on Credit,
Fiscal Years 1974-1979.

a/ Data not available.
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TABLE A-4. FLUCTUATION IN THE ESTIMATES OF SALES OF
LOAN ASSETS BY ALL AGENCIES

Actual Sales Percent Increase
Estimated Sales Volume or Decrease(-)

Fiscal (in millions of dollars) (in millions of Actual over  Actual over
Year Initial Revised dollars) Initial Revised
1963 a/ a/ 1,142 —- —-
1964 a/ 1,593 1,077 -— -32.4
1965 2,274 2,227 1,564 -31.2 -29.8
1966 3,108 3,307 2,961 -4.7 -10.5
1967 4,739 3,922 4,229 -10.8 7.8
1968 5,275 5,300 a/ — —
1969 4,000 a/ 2,005 -49.9 -—
1970 a/ 2,093 2,210 -_— 5.6
1971 4,040 2,946 2,548 -36.9 -13.5
1972 4,138 3,703 3,094 -25.2 -16.4
1973 5,032 7,995 6,133 21.9 -23.3
1974 5,713 6,280 3,911 ~-31.5 -37.7
1975 9,112 11,485 7,922 -13.1 -31.0
1976 10,544 10,881 13,312 26.3 22.3
TQ a/ 4,092 3,634 — -11.2
1977 8,928 11,085 10,068 12.8 -9.2
1978 &,710 9,985 a/ — —_—
1979 10,272 a/ a/ —- —

SOQURCE: Budget of the U.S. Government, Special Analyses on Credit,
Fiscal Years 1965-1979.

a/ Data not available.
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PREFACE

The Federal Financing Bank has become an important element in the
financing of federal programs, particularly federal credit activities.
Because of its off-budget status and the anonymity with which it
operates, however, it is relatively unknown and only partially, if at all,
understood. As the Congress and the Administration consider credit control
proposals in the coming months, the need to understand the FFB's
operations, particularly its conversion of guaranteed loans into off-budget
direct loans, will increase. = CBO has prepared this brief guide to
understanding the FFB as a staff working paper to supplement its
background paper on loan guarantees.

This paper was prepared by John D. Shillingburg and Patricia M. Early
of CBO's Budget Process Unit, with the assistance and supervision of
Richard P. Emery, Jr. The authors wish to acknowledge the helpful
comments of Brent G. Shipp and Jane L. Gilbert of CBO's Budget Analysis
Division, Rodger O. Schlickeisen of the Senate Budget Committee, and
Thomas J. Cuny and Robert W, Kilpatrick of OMB. Patricia H. Johnson
edited the paper, and Kathryn A. Quattrone and Nancy E. Wenzel typed it.

Alice M. Rivlin
Director

December 1978
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CHAPTER L. THE FEDERAL FINANCING BANK: WHAT IT IS
AND HOW IT WORKS

INTRODUCTION

At present it is not possible to account for and control federal credit
activities through the Congressional budget process. 1/ The unified budget
totals--which are the points of control of the concurrent budget
resolutions--include an understated figure for direct federal loans and
exclude federally guaranteed loans altogether. Major credit programs
operated by off-budget entities are entirely outside the controls possible
through the budget totals. As a result, the Congress cannot perfectly
exercise its function of allocating federal credit resources. This imperfect
allocation does not arise from a lack of information--the detailed schedules
in the appendix to the Budget of the U.S. Government provide all the
information needed. Rather, the current methods of treating credit
activities in the budget totals do not reflect their full levels. For example,
financing federal credit programs through the Federal Financing Bank (FFB)
results in the exclusion of nearly $15.5 billion of activity from the totals of
the unified budget. Therefore, that activity escapes the discipline imposed
by the controls on budget totals exercised through the targets and ceilings
of the concurrent budget resolutions.

This chapter reviews the FFB's establishment and its current
operations. The second chapter describes the budgetary effects of the FFB's
operations and the problems they pose for budgetary accounting and control.
The third chapter suggests alternatives to current budgetary practice--
alternatives that would make needed improvements in recording and
controlling FFB's operations.

A BRIEF OVERVIEW OF THE FFB

The Federal Financing Bank, a wholly owned government corporation
within the Department of the Treasury, was created by the Federal
Financing Bank Act of 1973 (Public Law 93-224; 12 U.S.C. 2281). Its budget
authority and outlays are by law not included in the unified budget totals.

l/v It should also be noted that federal credit activities are not
systematically reviewed in any other way.
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The bank's management is vested in a board of directors, consisting of the
Secretary of the Treasury as chairman and four members appointed by the
President from among the officers and employees of the bank or any other
federal agency. President Nixon appointed four officers of the Treasury
Department as the first board on May 6, 1974. The bank uses the Treasury's
facilities and staff, primarily on a part-time basis, to conduct its
operations.

Purposes

The FFB was established to centralize and reduce the cost of federal
agency borrowing and to coordinate such borrowing with the overall
economic and fiscal policies of the government. By acting as a source of
funds for agencies (by purchasing securities they would have otherwise sold
in the private markets), the FFB can reduce the number of types of federal
securities entering the money markets and act as a coordinator of all agency
borrowing.

This coordination and centralization function can reduce the cost of
borrowing in two ways. First, federal agencies no longer need to maintain
financial staffs to issue and service debt obligations; they can borrow all the
funds necessary from the bank. Second, the FFB can obtain funds at the
Treasury's rate of interest, a lower rate than agencies could obtain by
issuing their own securities. These interest savings are then passed on to
the agencies.

Operations

The Federal Financing Bank Act authorizes the bank to purchase and
sell any obligation that is issued, sold, or guaranteed by a federal agency.
Based on this authority, the FFB purchases three kinds of securities: agency
debt issues, loan assets, and guaranteed loans.

Since the FFB was intended to be only a financial clearinghouse, it
was believed that its activities would have practically no impact on the
budget and, thus, there would be little need for it to be included in the
budget totals. This is true of purchases of agency debt securities by the
FFB. It is not true, however, of FFB's purchases of loan assets and
guaranteed loans. These purchases do affect the budget totals, undermining
the contention that the FFB is only a "neutral financing mechanism."

Purchase of Agency Debt. When the FFB purchases an agency debt
security, it is, in effect, lending the agency the dollar value of the
security's purchase price. In so doing, the FFB is fulfilling its originally
intended purpose: to function as a central coordinator of agency borrowing.
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For example, on June 1, 1978, the FFB lent $38.8 million to the
Export-Import Bank (Eximbank) by buying a note in that amount. This note
matures in ten years and bears interest at an annual rate of 8.422 percent.
Prior to the establishment of the FFB, Eximbank could have borrowed the
funds in the government securities market by issuing its own securities.
Although its debt securities would have been backed by the full faith and
credit of the federal government, just like Treasury securities, the
securities markets would have charged a higher interest rate than for
similar Treasury securities. The higher interest rate would result from the
market's unfamiliarity with the Eximbank instrument and from the added
costs of doing business with the Eximbank as compared to the routine
Treasury channels.

Consider this example of the FFB's ability to obtain lower interest
rates for agency borrowing. The FFB's loan to Eximbank, concluded June 1,
1978, had a term of 10 years and an interest rate of 8.422 percent. On that
same day a Treasury note of similar maturity (due May, 1988) yielded 8.41
percent when sold in the market. Eximbank's cost of 8.422 percent is, thus,
only 0.01 percentage point above Treasury's cost for a new ten-year note on
that day. In contrast a Federal National Mortgage Association (FNMA)
security of comparable maturity (due October, 1987) yielded 8.56 percent.
FNMA is one of the privately owned but government-sponsored credit
enterprises. Despite its private ownership, the government sponsorship of
FNMA causes the securities markets to view its borrowing as similar to
Treasury borrowing. As a result, it can borrow at rates below the best grade
corporate securities and only marginally above Treasury's rates.
Presumably, an Eximbank security sold in the market on June | would have
had an interest rate between 8.4| percent and 8.56 percent, probably closer
to the high side of that range. Eximbank, thus, gets a lower interest rate by
borrowing from the FFB.

Table 1 provides data on FFB lending to agencies since its inception
late in fiscal year 1974. Its clients have been two on-budget agencies,
‘the Tennessee Valley Authority and the Eximbank, and two off-budget
agencies, the Postal Service and the U.S. Railway Association.

The importance of the FFB's role is underlined by the fact that in
recent years agency borrowing from the public has practically ceased.
During fiscal year 1977, new agency borrowing from the public totalled $281
million.  This new borrowing was overshadowed by $1.66 billion in
repayments by agencies on previous borrowing from the public. At the same
time new borrowing by agencies from the FFB totalled $1.4% billion.
Agency borrowing from the FFB has thus substantially replaced borrowing
by agencies in the securities markets.
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TABLE . FFB PURCHASES OF AGENCY DEBT: BY FISCAL YEAR, IN
MILLIONS OF DOLLARS

1974a/ 1975 1976  TQ 1977 1978 b/ 1979 b/

Net Purchases 500 6,518 2,980 850 1,447 3,173 3,265

Loans
Outstanding 500 7,018 9,998 10,848 12,294 15,468 18,733

SOURCE: Budget of the [Jnited States Government, Fiscal Years
1976-1979, Special Analyses on Credit.

a/ Part year only. The FFB commenced operations in May, 1974.
b/ Estimated.

Purchase of Agency Loan Assets. The second major category of FFB
activity is its purchases of loan assets. Although, strictly speaking, the
term loan assets means the individual loan notes themselves, it also is used
to refer to shares of ownership in a pool of loans. These shares are most
often called certificates of beneficial ownership (CBOs).  Agencies
refinance their portfolios by selling loan assets as a way of exchanging the
nonliquid loan note for cash and by selling CBOs as a way of borrowing
against the future repayments of a pool of loans. 2/ With the receipts from
such sales, they may make more loans.

For example, on June 2, 1978, the Farmers Home Administration
(FmHA) sold a CBO to the FFB in the amount of $820 million. The
certificate will mature in five years and pays an interest rate of 8.62
percent, If FmHA had not sold the certificate, it would have been left with
the loan notes and their future income stream (from repayments) but with
no current cash. By selling the CBO, FmHA is able to exchange the future
income stream for cash today, in effect borrowing the cash to make new
loans, And, by selling the CBO to the FFB, FmHA saves money through the

2/ The distinction between sales of loans and sales of CBOs, while technical,
is important in determing their budgetary impact. [t is discussed
in Chapter II.
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lower interest rates the FFB is able to charge. For example, one week after
FmHA sold its CBO to the FFB at a yield of 8.62 percent, the Federal Home
Loan Mortgage Corporation sold participation certificates in the market,
paying yields between 9.18 percent and 9.24 percent, depending on their
delivery dates.

Because of the more favorable terms available, most federal agencies
are now selling their loan assets primarily to the FFB. Only the Government
National Mortgage Association (GNMA)} in HUD relies exclusively on sales to
the public in its tandem programs. Table 2 shows the volume of FFB
purchases and holdings of loan assets since its inception.

TABLE 2. FFB PURCHASES OF LOAN ASSETSa/: BY FISCAL
YEAR, IN MILLIONS OF DOLLARS

1974 b/ 1975 1976 TQ 1977 1978 ¢/ 1979 c/

Net Purchases 2 5,107 4,140 2,115 5,117 . 5,911 7,971
Loans
Outstanding 2 5,109 9,249 11,365 16,486 22,397 30,368

SOURCE: Budget of the United States Government, Fiscal Years
1976-1979, Special Analyses on Credit.

a/ Includes certificates of beneficial ownership.
b/ Part year only. The FFB commenced operations in May, 1974.
c/ Estimates.

Purchases of Guaranteed Loans. The final type of FFB activity is its
purchase of loans or other obligations guaranteed by a federal agency. In
practice this activity is an efficient, economical way for the federal
government to channel credit resources to a particular purpose that has
been selected for assistance.

For example, on June 15, 1977, the Federal Railroad Administration of
the Department of Transportation agreed to guarantee a loan of $12 million
to the Missouri-Kansas-Texas Railroad (MKT). Simultaneously, it arranged
for the FFB to make the loan--that is, for the FFB to purchase the fully
guaranteed loan note. Since June, 1977, MKT has been drawing down the
loan balance in amounts ranging from $700 thousand to $2 million, at
interest rates ranging from 7.565 percent to 8.540 percent. If MKT were
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forced to borrow the funds in the market, it would have to pay at least | to
2 percentage points more in interest costs, if not more. Therefore, by
granting the guarantee and financing the loan through the FFB, the federal
government is able to provide credit to MKT to make desired improvements
at a lower cost.

Purchases of guaranteed loans have become a major part of the FFB's
operations. Table 3 shows the growth in the purchases of guaranteed
obligations by the FFB. Guaranteed loans accounted for 8.8 percent of the
FFB's holdings at the end of fiscal year 1975, the first full year of operation,
compared to 52.8 percent for agency debt and 38.4 percent for loan assets.
In fiscal year 1979, it is estimated that guaranteed loans will account for
24.6 percent of FFB's holdings, while agency debt securities will account for
23.8 percent and loan assets for 46.6 percent.

TABLE 3. FFB PURCHASES OF GUARANTEED OBLIGATIONS:
BY FISCAL YEAR, IN MILLIONS OF DOLLARS

1974 a/ 1975 1976 TQ 1977 1978 b/ 1979 b/

Net Purchases 100 1,074 1,991 508 2,970 4,759 4,628

Loans
Outstanding 100 1,174 3,165 3,672 6,637 11,39 16,024

SOURCE: Budget of the United States Government, Fiscal Years
1976-1979, Special Analyses on Credit.

a/ Part year only. The FFB commenced operations in May, 1974.
b/ Estimates.

Financing

To finance its activities, the FFB may either sell its own securities
directly to the public, or it may borrow from the Treasury. Although,
according to the bank's charter,the FFB may borrow only $15 billion from
the public at any time, it may, with the Secretary's approval, borrow
without limits from Treasury. Originally, it was thought that the FFB would
borrow from Treasury on an interim basis, repaying these borrowings
periodically through the sale of its own securities in the market. It was
assumed that the bank's securities would pay the same low interest rates
paid by Treasury on its own obligations.
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This did not turn out to be the case. On July 23, 1974, the bank
auctioned $1.5 billion of its own bills and paid an average of 8.048 percent
interest. One day later, in one of its regular weekly auctions, the Treasury
was paying only 7.836 percent, or 2] basis points lower. After that, the FFB
began borrowing directly from the Treasury. In 1975, this practice became
policy when the FFB's Board of Directors adopted a resolution stating that
the FFB would borrow all its funds from Treasury, matching the terms and
conditions of its borrowings from Treasury with the terms and conditions of
its own loans.

Typically, to arrange financing for an agency, the FFB allows the
agency to specify the terms of the loan with respect to amount, maturity,
and payment dates. The FFB then borrows the necessary funds, paying
interest at rates only slightly above the rate Treasury would have to pay to
borrow the funds in the market. The FFB then executes the loan for the
agency, charging it one-eighth of a percent more than the rate it is paying
to the Treasury. The difference is used to cover the FFB's administrative
costs and pay dividends to the Treasury. Risk is not a factor in these pricing
decisions; the determining factor is the Treasury's current cost of money.

Besides providing lower interest costs, the FFB's policy of borrowing
all funds from the Treasury has the advantage of being practically
unlimited. This has enabled the FFB to increase greatly the scope of its
operations. For example, at the end of fiscal year 1977, the FFB had totals
holdings of $35.4 billion of agency debt, loan assets; or guaranteed loans,
totally financed by borrowing from the Treasury. This is over twice what
the FFB could have financed, had it been limited to its $15 billion borrowing
from the public.
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CHAPTER II. PROBLEMS ASSOCIATED WITH THE FFB'S OPERATIONS

The budgetary treatments of the three types of FFB activity describ-
ed in Chapter I are entirely different. As a result, it is difficult to
determine the budgetary impact of the FFB's operations. While this problem
is accounting in nature, it has important consequences for decisionmaking in
the budget process. The current budgetary treatment of FFB's purchases of
loan assets and guaranteed loans enables these activities to enjoy special
advantages in the competition for federal resources. This chapter discusses
the problems of accounting for the FFB's activities and the associated
problems that face decisionmakers in the process of allocating resources.

THE BUDGETARY TREATMENT OF FFB'S ACTIVITIES

An understanding of the difference, in terms of budgetary treat-
ments, between borrowing and. lending by the Treasury or other federal
agencies is the key to discerning the differing treatment of FFB's activities
in the budget. The Office of Management and Budget (OMB) has stated this
difference quite simply:

The Government borrows money to the extent that it
intends to spend more than will be financed by its income and
its other means of financing such as decreases in cash
balances. Such borrowing should not be called income. If it
were, the budget would be balanced simply by definition.
Similarly, the repayment of past borrowings is not counted as
an outlay; it is a debt reduction. Therefore any Federal debt
transaction--borrowing or repayment--is a means of
financing the budget, not an income or an outlay.

In contrast, when the Government lends money to a
non-Government entity this transaction is recognized as
being a budget outlay. A loan is not the reverse of a means
of financing the budget but instead is a direct governmental
operation in itself and counts as budget outlays. By the same
reasoning, loan repayments are offsets to budget outlays. 1/

1/ Office of Management and Budget, The Federal Financing Bank and the
Budget, Technical Papers Series BRD/FAB 76-1 (January 26, 1976), p. 6.
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Agency Borrowing: No Impact on Budget Totals

According to these rules, agency borrowing from the FFB (through
the sale of debt securities) is not considered an expenditure transaction and
thus is not included in the unified budget totals. Counting such transactions
with the FFB would result in double-counting. Consider the chain of
events: in order for an agency to borrow from the FFB, it must have
borrowing authority, a form of budget authority. By borrowing from the
FFB, the agency draws down its budget authority. Disbursements from the
borrowed funds are counted as outlays by the agency. Thus, borrowing from
and repayments to the FFB are simply the means of financing a program.

Agency borrowing from the FFB is not reflected in the budget totals,
because it does not need to be counted. The agency's expenditures from the
borrowed funds are fully counted in the totals as outlays and the volume of
'its activity is subject to limits on its authority to borrow. Borrowing from
the FFB, thus, does not obsure any agency activity, nor does it affect the
controls on budget authority and outlays.

Loan Asset Sales: Repayments or Borrowing?

The principles quoted earlier state that repayments on lending by a
federal agency are to be counted as offsets to budget outlays. The
repayments are deducted to present an accurate picture of the government's
financial position. Although it may make $100 million of new loans, if an
agency receives $75 million in repayments on its loans outstanding, then the
net change in its financial picture is $25 million.

This practice of offsetting repayments may result in a distorted
picture of government finances when the agency, instead of holding the loan
note to maturity, sells it to a third party to refinance its portfolio. If the
loan note is sold to the private sector, the effect is the same as if the
borrower had fully repaid the loan early. Offsetting the receipts from the
asset sale is appropriate because the government is being repaid for the
loan. If, however, the loan note is sold to the FFB, an off-budget federal
agency, the picture becomes clouded. Although the agency has been repaid
for its lending, the federal government has not. The agency's outlay total is
reduced by the receipts of the loan sale, but although the FFB's outlays
increase by the amount of the purchase, total federal outlays are reduced
since the FFB's outlays to purchase the asset are off-budget. Thus, there
appears to have been a net reduction in federal activity, when no such
reduction has in fact occurred.
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The confusion is compounded even further by differences in the
treatments of sales of loan notes themselves and sales of participation
certificates or CBOs. The budgetary practices formulated by the
President's Commission on Budget Concepts consider a sale of a loan note to
a third party to be a repayment of that loan (to the original lender), which
should be offset against new loan outlays. In contrast, the sale of a CBO or
participation certificate is considered to be borrowing, since the note itself
is never transferred by the agency to a new owner. Instead, the agency
merely borrows against the future income stream of the loan repayments.
Therefore, sales of CBOs, according to the principles of the Commission on
Budget Concepts should be treated as a means of financing, like agency
borrowing, with no effects on budget authority or outlay totals. 2/

FmHA and the Rural Electrification Administration (REA), however,
have special statutory authority to count sales of CBOs as repayments, and
to offset such sales against their outlay totals. 3/Thus, sales of CBOs by
these two agencies to the public or to the FFB cause the outlay totals for
these agencies to be understated, For fiscal year 1979 the outlays of FmHA
are understated by an estimated $7.2 billion and those of REA by $720
million, accounting for $7.92 billion of the $7.971 billion in assets that it is
estimated the FFB will buy.

The budgetary impact of these two understatements differs because
FmHA is on-budget and REA is off-budget. The $7.2 billion understatement
of FmHA outlays causes total budget outlays to be understated by the same
amount. The understatement of REA outlays by $720 million is cancelled
out in the total for off-budget outlays by FFB's $720 million i outlays to
purchase the REA CBOs.

The total impact of FFB purchases of loan assets or CBOs on the
unified budget totals is to understate outlays by $7.27 billion, $7.18 billion
for purchases of FmHA CBOs and $91 million for purchases of direct loans
by HEW to health maintenance organizations. In both cases, if the purchase
by the FFB of the asset or CBO were counted as a means of financing rather
than a loan repayment,the budget outlays and budget deficit would increase
by $7.27 billion, and federal lending activity would be more fully recorded in
the unified budget totals.

2/ The controversy surrounding the accounting for sales of CBOs is
discussed in detail in the accompanying paper Loan Asset Sales; A
Problem.

3/ See Public Laws 93-32 and 93-135 and Loan Asset Sales: A Problem.
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Guaranteed Loans: Credit or Debt?

Two aspects of the loan guarantee mechanism contribute to its popular-
ity among policymakers as a tool for federal action: its ability to provide
support for a goal potentially at no cost to the government and its ability to
leave intact the risk-evaluating processes of the marketplace. On both
counts, however, the purchase by the FFB of a guaranteed loan creates
results exactly opposite to those intended.

When the FFB buys a guaranteed loan, it in effect becomes the lender,
and the loan becomes a direct federal loan. The FFB's off-budget status,
however, means that these direct loans do not show up in the budget as
government outlays. As a matter of policy, the FFB will buy only fully
guaranteed loans. Because it bears no risk of loss, it does no screening of
the project being financed or of the borrower's ability to repay, both
normally tasks of the lender in a guaranteed loan program.

In effect, an FFB purchase of a guaranteed note is no different from an
FFB purchase of an agency debt security, except for their budgetary
treatment. In the latter case, an agency sells its own note to FFB and lends
directly to a private borrower for a specific purpose. The loan is counted as
outlays by the agency. In the former case, the agency guarantees a note by
a private borrower, which is then purchased by the FFB. In both cases the
government stands all the risks, since both the agency security and the
guaranteed loan are backed by the full faith and credit of the United States.
In both cases the determination to undertake a loan to a private borrower is
up to the agency administering a program. The only difference is that in the
debt case, the agency incurs the outlays for the loan, outlays that are
counted in the unified budget totals. In the case of the guaranteed loan,
outlays are recorded for the FFB's purchase of the obligation, but these
outlays are not included in the budget totals because of FFB's off-budget
status.

For fiscal year 1979, it is estimated that the FFB will purchase $8.2
billion of guaranteed obligations. Had these direct loans been financed as
agency debt, the outlay totals and deficit for fiscal year 1979 would have
increased by that $8.2 billion. As it is, the $8.2 billion is treated as
guaranteed credit and does not appear in the unified budget totals.

Summary of Budgetary Impact

Sales of agency debt securities to the FFB are a means of financing an
agency's regular activities. As such they are properly not counted in the
unified budget totals, because to do so would cause double-counting. Selling
loan assets or CBOs to the FFB and offsetting the receipts of such sales
against outlays as loan repayments understates outlay totals by $7.27 billion
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for fiscal year 1979, Similarly, FFB purchases of guaranteed obligations
understates outlay totals by $8.2 billion for fiscal year 1979. In essence,
over $15 billion of federal credit activity is made to appear as if it didn't
exist. This can interfere with the process of allocating federal resources.

IMPACT ON THE ALLOCATION PROCESS

One disturbing fact about the FFB is that the different and confusing
treatments of activities make its budgetary impact hard to determine,
particularly its impact on the budget totals. More fundamentally disturbing
is the fact that these different treatments mean that certain activities
enjoy a special position in the allocation of federal resources.

The Congress makes allocation decisions through the budget process.
After setting targets for total budget authority and outlays, it allocates, or
divides up, the authority and outlays among the major government
activities, This allocation process occurs through the functional classifica-
tion structure, in which all expenditures are assigned to a budget account in
the appropriate function. The greater the importance attached to a
particular function, the higher the priority that function enjoys relative to
other functions in the competition for federal funds. Obviously, to the
extent that certain activities can be financed outside the unified budget and
are not subject to the constraints of competing for part of a total "pie,"
they stand a better chance of being fully funded. This was one of the
reasons various agencies were put off-budget during the early 1970s.
Similarly, to the extent that one activity appears to have lower budgetary
costs than another, it stands a better chance of increasing its budgetary
allocation than an activity whose budgetary costs are fully recorded.

The latter advantage accrues to FFB purchases of loan assets or CBOs.
By offsetting the receipts from asset or CBO sales, agencies reduce their
budget authority and outlays. Thus, it appears cheaper to finance a project
by direct loans than by direct federal expenditures. If, however, the loans
are refinanced by the federal government through the FFB and not by the
private sector, as the offsetting of receipts implies, then the outlays by the
government are the same, although some are on-budget and some are
off-budget. &4/

4/ The costs are not the same, since the direct loan may be repaid by the
private borrower. The requirements in a given year for federal dollars
to be spent or lent are the same.
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Likewise, the choice between a direct federal expenditure and a
federal guarantee of private credit to accomplish a particular objective
seems obvious: guarantees of private credit are not counted in the federal
"pie," whereas direct loans are. If, however, the guaranteed loan is financed
by the FFB, then the budgetary requirements are the same, although the
loan by FFB is not included in the budget totals.

As a result of these practices, the Congress does not allocate budget
authority and outlays, under the targets and ceilings of the concurrent
budget resolutions, in a manner that completely reflects the extent of
federal spending for a function. For example, its allocations to functions
350 (Agriculture), 370 (Commerce and Housing Credit), and 450 (Community
and Regional Development) are understated by $1.9 billion, $4.2 billion, $1.1
billion respectively because of the sales of CBOs to the FFB. Similarly,
over $4.6 billion of net guaranteed loans by FFB are not included in the
allocations by function. At the level of the individual function or program
these noninclusions become significant. For fiscal year 1979, the Carter
Administration requested budget authority of $672.5 million for the Foreign
Military Credit Sales Program. It stated that $155 million would be used as
backing for guarantees of $1.55 billior in loans to other countries to
purchase military equipment. It was planned for the FFB to buy the entire
$1.55 billion of guaranteed notes. If that $1.55 billion were added to:the
$7.7 billion in outlays estimated for function 150 (International Affairs), it
would increase the function by 20 percent to $9.2 billion. That figure would
be a more accurate estimate of total federal outlays in function 150.

Besides not being fully reflected in the process of allocating federal
resources, FFB purchases of loan assets, CBOs, or guaranteed loans can
enable some activities to continue apace during a period of overall fiscal or
budgetary constraints. Furthermore, as budgets begin to tighten, all
programs start to feel pinched and this may be an incentive for program
advocates to redesign their programs to take advantage of FFB financing.

To reflect fully the extent of federal activity and to enable
previously unaccounted for activity to be allocated in the budget process,
the activities of the agencies financing their programs through the FFB
must be controlled. The next chapter discusses various alternatives that
have been suggested.
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éHAPTER III. CONTROLLING FFB FINANCING

The purchases of loan assets, CBOs and guaranteed loans by the FFB
cause an understatement of the totals of the unified budget and distort the
allocation of federal resources within the Congressional budget process.
Currently, the volume of these activities is, for the most part, not
controlled. Controlling such activities can be accomplished in either of two
ways: by putting the FFB on-budget or by changing the budgetary treatment
of transactions with the FFB. Most attention has been focused on the first
approach. This chapter demonstrates that, while this approach would
remedy the understatement of the budgetary totals, it would not necessarily
alleviate the distortions in the allocation process. The alternative
approach--changing the budgetary treatment of transactions with the
FFB--has two elements: changing the treatment of sales of CBOs and
controlling the purchase of guaranteed loans by the FFB. Both elements
would remedy the understatement of budget totals and the distortion of the
allocation process.

THE ON-BUDGET APPROACH

Does off-budget status confer on a program or agency absolute
protection from budgetary controls? While in theory it does not, in practice
it does seem to confer such protection. A recent study noted:

Off-budget status by itself offers only limited escape
from budgetary controls. An off-budget agency can be
subjected to the same authorization and appropriation controls
as are applied to other Federal agencies. 1/

Conceivably, authorization limits on new purchases by the FFB and appro-
priations control of FFB's budget authority could be enacted annually. The
same report also noted, however:

The Congressional Budget Act has had the effect of
significantly enhancing the value of off-budget status.
Off-budget agencies are not covered by the new Congressional
process and they are not included in the aggregate or
functional amounts set forth in Congressional budget resolu-
tions. 2/

1/ Congressional Control of Expenditures, House Budget Committee
(print), 95:1 (January 1977), p. 83.

Z/ @c, po 77-
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So, the off-budget status does, in fact, contribute to loss of the control
available in the target--and ceiling-setting processes of the new budget
process. A brief review of the evolution of off-budget agencies underscores
this finding.

Off-Budget Status: Protection Against Impoundments

In 1967 the President's Commission on Budget Concepts set forth the
concept of the unified budget--an integrated and comprehensive statement
of federal government accounts. The Commission's report stressed the
importance of a comprehensive budget as an information and reporting
system and as an indispensable tool in making allocation decisions. Towards
this end, the Commission recommended:

The budget should, as a general rule, be comprehensive of the
full range of federal activities. Borderline agencies and
transactions should be included unless there are exceptionally
persuasive reasons for exclusion, 2/

Despite this strong recommendation, a number of agencies were excluded
from the budget totals in succeeding years. 4/

One of the motivations for conferring off-budget status on particu-
lar agencies or programs was to exempt them from ceilings on federal
outlays or debt. This exemption was thought to be an advantage in a period
when President Nixon, in an effort to slow down inflation, was impounding
funds to keep federal spending below various ceilings. By keeping programs
out of the budget totals and, thus, "out of sight," advocates hoped to keep
their programs "out of mind" when impoundments were considered.

The status of off-budget agencies was one of the issues raised during
the consideration of the Congressional Budget Act of 1974. Noting that "in
terms of their impact on the economy, there is no difference between an
outlay (or a loan) provided through the budget or one that is outside the
budget,"” the Senate Rules Committee included a provision returning six of
the off-budget agencies to the unified budget in its version of the bill. 5/

3/ Report of the President's Commission on Budget Concepts, (October
1967), p. 25

4/ See Off-Budget Agencies and Government-Sponsored Corporations,
Senate Budget Committee, Committee Print, 95:1 (March 23, 1977).

5/ Congressional Budget Act of 1974, S. Rept. 93-688, 93:2 (1974) p. 13.
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The Committee explained its action in terms evoking the concept of the
unified budget:

Since one of the purposes of the Congressional Budget
Act of 1974 is for Congress to determine each year the
appropriate level of Federal revenues and expenditures, the
Committee decided that these off-budget agencies should be
included in the Federal budget considered by Congress. 6/

In conference, this provision was deleted and substitute language was
adopted, requiring the Committees on the Budget to conduct continuing
studies of the off-budget status of various agencies. 7/

Returning the Off-Budget Agencies to the Budget: Different Proposals,
Different Views of FFB

Since the passage of the Congressional Budget and Impoundment
Control Act of 1974, four proposals for the return of one or more off-budget
agencies to the budget totals have been developed. Each of these proposals
treats the FFB somewhat differently. 8/

First, on September 30, 1976, the House Budget Committee responded
to the requirement of Section 606 of the Congressional Budget Act with a
report that recommended placing the off-budget agencies on-budget. 9/
The committe, however, specifically exempted the FFB from this recom-
mendation, because it concluded that simply. including the FFB in budget
totals would not necessarily provide effective Congressional control of the
activities of the bank's clients. This reluctance to change FFB's budget
status stemmed from a concern that agencies and instrumentalities that use

6/ Congressional Budget Act of 1974, S. Rept. 93-688, p. 66.

7/ Congressional Budget Act of 1974, Section 606.

8/ This paper will not undertake a detailed explanation of these proposals,
nor will it discuss the ad hoc returns to unified budget status of the
Export-Import Bank and the Housing for the Elderly and Handicapped
Fund. It will focus on the proposal vis a vis the FFB, since that is the
question under consideration.

9/ Off Budget Activities of the Federal Government, H. Rept. 94-1740,
9%:2 (1976), p. 5.
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the bank would return to the securities markets for their financing in the
event the bank's operations went on-budget. This would defeat the
objectives the bank was originally established to promote. This recommen-
dation to return off-budget agencies to the budget totals was repeated in
the report accompanying the First Concurrent Budget Resolution for Fiscal
Year 1978. 10/ ~

Chronologically, the second proposal involving the budgetary status
of the FFB was a bill submitted on January 11, 1977, to the 95th Congress
by the outgoing Ford Administration. 11/ The bill proposed to return
off-budget agencies, except the Postal Service, to the unified budget totals.
The bill, however, was never introduced and did not receive any attention
during either session of the 95th Congress.

Third, the General Accounting Office (GAQ) released a study in
August, 1977, that focused specifically on the problems associated with the
off-budget status of the FFB and its borrowing relationship with Treasury.
It concluded that neither aspect is crucial to the bank's role, but that both
result in real costs and inefficiencies. GAO recommended that the receipts
and disbursements of the FFB and its client agencies be included in budget
totals, that sales of certificates of beneficial ownership be treated as
borrowing, and that the bank's growth be monitored to assess the indirect
costs of the current borrowing arrangement with Treasury. 12/

Finally, a group of bills were introduced during the 95th Congress to
control FFB's activities, particularly its purchase of guaranteed loans.
13/ These bills focused on three aspects. First, the FFB's operations would
be put on-budget. Second, purchases of obligations by the FFB in any fiscal
year would be limited to such amounts as might be provided in appropria-
tions acts. Finally, guaranteed obligations that would otherwise be financed
in the securities market would have to be bought by the FFB for the

10/ First Concurrent Resolution on the Budget for Fiscal Year 1978,
H. Rept. 95-189, 95-1 (1977), p. 135.

11/ Letter from James T. Lynn, Director, OMB, to the Speaker of the
House of Representatives, January 11, 1977.

12/ Comptroller General, Government Agency Transactions with the
Federal Financing Bank Should Be Included on the Budget, PAD-77-70,
August 3, 1977.

13/ H.R.s 7416, 7597, 7918, 10416, 11124, and 11177.
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guarantees to remain effective. During the 95th Congress, two committees
held hearings on these proposals. The Subcommittee on Oversight of the
House Ways and Means Committee held hearings on H.R. 7416 in September
1977. The full committee held hearings in February 1978 on H.R. 10416.
Hearings on H.R. 7918, an identical bill, were held July 19 and
September 15, 1977 by the Subcommittee on Economic Stabilization of the
House Banking, Finance, and Urban Affairs Committee. The House Budget
Committee endorsed the bills in 1978 when they repeated their call for
legislation to put off-budget agencies on-budget. 14

Shortcomings of the Change in Stafus Approach

There are several shortcomings to the proposals to control the
activities financed by the FFB through changing its status from off-budget
to on-budget. If the FFB were simply included in the unified budget totals,
the problem of understating the extent of federal activities in the budget
totals would be rectified, since FFB purchases of guaranteed loans and CBOs
would require budget authority and outlays. The problem of allocation of
resources would not, however, be solved. Instead of such purchases showing
in the budget function for the agencies in which the activities originate,
they would be counted in the allocation for FFB, the financing agent.

A second problem with simply putting the FFB on-budget is that
those agencies now selling CBOs and guaranteed loans to FFB might seek
financing elsewhere. In the case of guaranteed loans, this is not really a
problem. The principal purpose of the loan guarantee mechanism is to
induce private credit to finance a socially desirable project. If the cheap
off-budget financing of FFB were eliminated and agencies sought private
financing, guarantee programs would operate as intended. Selling CBOs in
the private market might, however, create a problem. = Sales of CBOs to
private parties should be counted as a means of financing, according to the
recommendations of the President's Commission on Budget Concepts. If,
however, they were counted as repayments and offset against outlays, then
the lending activity of an agency would still be understated in the budget
totals. Furthermore, higher expenditures would result from the higher
interest rates that would be charged in the private market.

A different set of problems is encountered if the approach of H.R.s
7416, 7918, and others is adopted. First, the proposed legislation does not
deal with the other off-budget entities. Putting the FFB on-budget had
previously been recommended in the context of including all off-budget
agencies in budget totals. While the FFB constitutes a large part of all
off-budget activity, consistency dictates that all off-budget agencies should
be included in the unified budget totals, if one or more is.

14/ First Concurrent Resolution on the Budget for Fiscal Year 1979,
H. Rept. 95-1055, 95:2 (1978), p. 23.
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Second, limiting FFB purchases of guaranteed obligations to amounts
included in appropriation acts might force the bank to ration credit if
agency requests exceeded the limitation set on the bank's activity. This
could put the bank in the unfortunate position of establishing program levels
and allocating resources through what was intended to be a financing device.

Third, the proposed legislation does damage to the concept of a
guaranteed loan as a financing mechanism because it prohibits private
participation in many of the transactions. 15/ The FFB would continue to
convert guaranteed loans into direct loans. Its inclusion in the budget would
mean these outlays would be included in budget totals. They would not,
however, be counted in the same function as direct loan or expenditure
programs serving the same national need. As a result, the Congress would
not improve its ability to make allocation decisions for all federal activities.

Finally, the legislation addresses solely the FFB, which is only part of a
much larger problem. There is no mechanism for overall Congressional
review of credit programs, for allocation of credit resources within a budget
ceiling, or for encouraging well-designed credit assistance programs.
Improved Congressional control cannot result from changing the status of
the FFB; rather, a comprehensive credit control proposal is needed.

CHANGING THE BUDGETARY TREATMENT OF TRANSACTIONS
WITH THE FFB

A second approach to the problems posed by financing activities
through the FFB is to change the budgetary treatment of transactions with
the FFB. This approach has two elements: changing the treatment of sales
of CBOs and controlling purchases of guaranteed loans by the FFB.
Combined, these two elements would remedy both the problem of under-
statement of the budget totals and the distortion of the allocation process.

Changing the Treatment of Sales of CBOs

If the sales of CBOs by agencies were changed from repayments to
borrowing, as the President's Commission on Budget Concepts recommended
in 1967, it would not be possible to deduct sales of CBOs from agency outlay
totals. The understatement of agency budget totals would be eliminated;

15/ The FFB would be required to finance all government-guaranteed
obligations now traded in the securities markets. Only smaller loans,
such as home mortgages, would be exempt from this requirement.
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and, therefore, both the determination of federal budget totals and alloca-
tion of resources within that total to agencies would be made on the basis of
full and complete accounting for agency outlays. This is the treatment
recommended in the accompanying staff working paper, Loan Asset Sales:
Current Budgetary Treatment and Alternatives.

Controlling Purchases of Guaranteed Loans by the FFB

The purchase of guaranteed loans by the FFB poses a knottier problem.
Guarantees of the repayment of indebtedness on the part of an individual
are excluded from the definition of budget authority by Section 3(a}2) of
the Congressional Budget Act of 1974. Therefore, controls on guarantees of
loans that are sold to the FFB cannot be imposed through the agency
budget authority totals. As noted earlier, it is not desirable to control such
activity through limits on FFB budget authority and outlays, because that is
not where the allocation of federal resources takes place. The control must
then be on the agency's ability to guarantee loans that may be subsequently
sold to the FFB. Three alternatives are possible.

Prohibit Purchases Qutright. Legislation could be enacted to prohibit
all purchases by the FFB of guaranteed loans. This is consistent with the
original concept of a loan guarantee, that is, a leverage on private credit.
Guaranteed loans would have to be financed by the private market and could
not be hidden in the off-budget FFB. If this approach were adopted, in
connection with the establishment of a credit section and a change in the
treatment of CBOs, the bank would revert to its originally conceived
function of a financial passthrough. It would provide a source for agency
financing, either through purchase of debt issued under agency borrowing
authority or through the purchase of agency assets. Thus, its activities
would be purely financial and would have no impact on budget totals.

Limit Purchases to Amounts Provided in Appropriation Acts. If this
approach were adopted, the bank would still be able to convert guaranteed
loans into direct loans, but the amounts would be controlled through the use
of limitations in appropriation bills. In order for a loan guaranteed by an
agency to be bought by the FFB, the agency would have to seek additional
authority in the form of a limitation on the amount of new obligations
guaranteed under that program that could be purchased by the FFB. FFB's
budget authority for all such purchases would be determined by summing the
amounts that agencies would be authorized to sell to the FFB. To remedy
the understatement problem, the FFB would have to be put on-budget to
record its purchases in outlay totals. By placing the limitation on the
agencys' abilities to issue new guarantees, the credit allocation decision
could then be made in the appropriate budget functions. Thus, the Congress
would make allocation decisions by function and agency, and the FFB would
have no role in rationing credit.
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Treat Purchases of Guaranteed Loans as Means of Financing. A third
option would treat FFB purchases of guaranteed loans as a means of
financing, just like the treatment recommended for purchases of CBOs.
Under this approach, FFB purchases of guaranteed loans would be recorded
as an FFB loan to the agency issuing the guarantee and as a loan originating
from the agency to the private borrower. This has the advantage of showing
the direct FFB loan as a cost in the agency budget. The agency's budget
authority and outlay totals would include the loan, instead of it being
consolidated with all other such loans in FFB's budget authority and outlays,
as the previous option would do. Although the previous option did have the
allocation made at the agency level, through the limitations on purchases by
the FFB of obligations guaranteed by that agency, it was not counted in the
budget authority and outlay totals. Therefore, it was in a sense still a
"separate" pile of money. By treating it as a direct loan, it would be
counted in the regular expenditure schedules.

SUMMARY

The Congress could achieve comprehensive control of credit activities
by combining changes in the treatment of CBOs and guaranteed loans with a
credit section in the budget. The credit section of the budget, recommend-
ed by the Congressional Budget Office in Loan Guarantees: Current
Concerns and Alternatives for Control, would provide a framework within
which to record and allocate gross levels of direct and guaranteed lending.
The expenditure section of the budget would continue to monitor outlays and
receipts of such programs. Sales of CBOs to FFB would be treated as a
means of financing and would not offset outlays. As in the third alternative
above, FFB purchases of guaranteed lending, would be counted as lending to
the agency and outlays by the agency. These tools, therefore, would enable
the Congress to approve, review, and control both the level and the
allocation of federal credit activity.
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PREFACE

In preparing the CBO background paper Loan Guarantees: Current
Concerns and Alternatives for Control, an attempt was made to assess the
number and cost of defaults in federal loan guarantee and insurance
programs. It quickly became apparent that little or no relevant data were
available, particularly for comparisons among agencies and programs.
Differences among programs in the definitions of default, delinquency, and
other loan conditions and variations among programs and agencies in the
collection and reporting of such data are the principal reasons for the lack
of default data. To assess the extent of this problem, CBO contracted with
the firm of Peat, Marwick, Mitchell & Co. to conduct a survey of the
practices and procedures of a sample of loan guarantee and insurance
programs. This paper is the report of that study. Peat, Marwick, Mitchell &
Co. assumes full responsibility for the accuracy of the findings and
conclusions presented in this report.

Richard P. Emery, Jr. and John D. Shillingburg of the CBO's Budget
Process Unit were the project officers for this effort. Questions concerning
the report should be directed to them.

Alice M. Rivlin
Director

January 1979
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EXECUTIVE SUMMARY

This report responds to recent concerns about the growth
and control of federally insured and guaranteed loan programs.
Its purpose is twofold: to present and compare information
about key aspects of loan guarantee and insurance programs;
and to integrate findings from the study to address issues of
current Congressional interest. The analysis contained within
is based on a sample of 22 programs chosen to represent the
universe of approximately 160 federally insured and guaran-
teed loan programs.

Three major conclusions emerged from this study:

. The liability of the U.S. Government, as a result
of these credit activities, is difficult to assess be~
cause of significant variations in agency definitions
of contingent liability and the inconsistent applica-
tion of differing degrees of government commitment
to meet claims experience,.

. The ability to monitor the progress of individual
programs and compare activity across programs
is restricted because of limited data availability
and comparability.

-« Congressional oversight and control of insured and
guaranteed programs is impaired severely, as a
consequence of the first two conclusions. Moreover,
reliance on traditional mechanisms of budgeting and
the appropriations process does not appear to be
sufficient for Congress to exert control over pro-
gram growth and monitor program activity.
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U.S. GOVERNMENT LIABILITY

The extent of U.S. liability is uncertain for a number of rea-
sons. First, a variety of definitions of contingent liability are
currently used by the different agencies. While many agencies
define contingent liability as the net amounts of guaranteed or
insured loans outstanding, others define it as the extent of re-
serves for losses or the cumulative amounts of commitments
issued. To eliminate this uncertainty, we recommend the crea-
tion of one standard definition of contingent liability to be used
by all agencies.

The extent of U.S. liability is also unclear because of the
variation in the terms and conditions of both insurance and guar-
antee programs. A number of examples are provided in the text
of insurance programs that pledge the Government's full faith
and credit as backing. Therefore, the extent of U.S, liability
for these programs exceeds the liability normally associated
with insurance programs. Similarly, other insurance programs,
which were designed to limit the U.S. liability to reserves for
losses, have access to interfund transfers, appropriations, or
Treasury borrowing. To the extent that supplemental funding
is used to replenish exhausted reserves, the U.S. liability may
be increased beyond the limits designed for these programs. It
is therefore recommended that consistent models of insurance
and guarantee programs be developed to reflect Congress' de-
sires and intentions concerning the level of government liability
for each program type.

DATA AVAILABILITY AND COMPARABILITY

The availability of key financial and program data varies
from agency to agency although most data items are available
in some form. Significant variations were also found in the
frequency and timeliness of published reports containing the
data and in the comparability of data elements. Comparability
is limited because of differences in definitions used by the agen-
cies. In addition, some agencies report data only at the fund
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level, and this obscures the program detail required to perform
program level evaluations.

Because of the variations in data collection and reporting, it
appears that Congress will require well-informed staff to expend
significant portions of their time to understand and interpret data
presented by the agencies. Uniform requirements for program
and financial data should be developed to alleviate some of these
problems. Standard report formats and formal reporting inter-
vals should also be considered.

CONGRESSIONAL OVERSIGHT AND CONTROL

Both of the above conclusions point to the reduced ability of
Congress to adequately perform its oversight and control func-
tions, Furthermore, original authorizing legislation has not
proven an effective control mechanism but has provided agencies
with much flexibility in administering their respective programs
and has made them relatively immune to control through the ap- -
propriations process. Moreover, the size of an agency's out-
standing commitments in relation to its available funding is pri-
marily a function of the risk associated with its loan portfolio.
This, in turn, depends on the legislative intent of the programs,
the quality of risk assessinent performed by the agency, and the
quality and nature of collateral securing the loan. These latter
two considerations are areas of agency judgment over which
Congress has little control. This element of judgment and the
problems associated with the uncertainty regarding the extent
of U.S. liability and insufficiency of program and financial data
make Congressional oversight and control through its traditional
approaches tenuous.

RECOMMENDATIONS FOR FUTURE ACTION

Based on these conclusions, it is recommended that an Ex-
ecutive branch agency (e.g., OMB) develop a manual for use by
agencies conducting loan guarantee and insurance programs.
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This manual should specify Congressional goals and objectives
for each program type (insurance or guarantee) and require-
ments which must be implemented by agencies conducting pro-
grams of this nature. A statement of goals and objectives can
serve as the foundation on which to structure specific programs.
Requirements can specify data needs, reporting conventions,
and other activities needed to make the current system more
uniform. The development of a Congressional handbook can
serve as a major tool for making program types consistent, im-
proving agency management, and providing appropriate control
and oversight mechanisms for Congress to operate these credit
activities.
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I. INTRODUCTION

This report responds to recent concerns about the growth and
control of federally insured and guaranteed loan programs. It
analyzes the diversity and, in some cases, inconsistency among
insurance and guarantee programs. The analysis is based on a
sample of 22 programs chosen to represent the universe of ap-
proximately 160 federally insured and guaranteed loan programs.
(See Appendix B for the methodology used to select the 22 pro-
grams and to collect and analyze the data.)

This section of the report is divided into six parts:

. Report Structure and Format;

. Background on Federal Credit Activities;

. Current Concerns About the Use of Federally In-
sured and Guaranteed Loan Programs;

. Purpose and Scope of the Study;
« Related Research Activities; and

. Description of Programs Surveyed.

REPORT STRUCTURE AND FORMAT

This report has two purposes: first, to present and com-
pare information about key aspects of loan guarantee and in-
surance programs; and second, to integrate findings from the
study in order to address issues of current Congressional con-
cern. The report is thus analytical as well as descriptive.
Section I provides an introduction to the background for this
report and some of the current concerns regarding federally
insured and guaranteed loan programs.
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Section II synthesizes the information collected in terms of
critical issues facing Congress with respect to loan guarantee
and insurance programs. Three major areas of concern evolved
in the course of the study as having special significance:

« The extent of the U.S. Government's liability
under loan guarantee or insurance programs,
and what steps the agencies are taking to con-
trol and assess the extent and riskiness of
guarantee and insurance commitments.

. Availability of data needed by Congress to evalu-
ate effectively the benefits and costs of programs.

» If and how program oversight and control is ex-
ercised within the agency, by Congress, and by
other executive agencies.
Although the information gathered in the brief course of
thig study cannot be used to address these issues in depth, a
preliminary assessment can be made and areas for further

research identified.

Section III describes the findings of this study in terms
of eight program characteristics, including:

- a typology of programs;

. financing mechanisms and control:

» definitions of key program terms;

. accounting procedures and conventions;
. availability of program activity data;

» reporting;

» program adminisfration: and

» program evaluation.
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The discussion in Section III is organized according to a set
of matrices that present information on each of these charac-
teristics for all 22 programs. The narrative accompanying
the matrices highlights key points presented in tabular form
and makes cross-program comparisons. Inconsistencies,
both within and across programs, are examined for implica-
tions for program management and Congressional oversight.

BACKGROUND ON FEDERAL CREDIT ACTIVITIES

It is not widely recognized that the Federal Government's
credit and credit-related programs have expanded dramatically
in recent years; but, in fact, they have increased so much that
the contingent liabilities of the various "'insurance'' and "guar-
antee' programs will exceed $223.6 billion in fiscal year 1979.
However, neither federal policy makers, members of Congress,
nor the general public seem to fully understand the extent of the
effect of the Federal Government's intervention in the nation's
credit markets. For example, while the government's role on
the demand side of the markets - i.e., as a borrower - is gen-
erally recognized, its role on the supply side - i.e., as a pro-
vider of credit or guarantees of the resultant liability - is far
less known. Furthermore, this rapid increase in government
intervention in the nation's credit markets has generally been
unplanned, and it has been relatively uncontrolled since it takes
place outside the traditional federal program planning and bud-
geting activities.

In response to a growing awareness of this situation, a
number of analytical studies have recently been conducted to
arrive at a better understanding of the Government's current
role in these activities and provide a basis for assessing al-
ternative credit policies and procedures. Both Congress and’
the Executive Branch are seeking to document current pro-
grams and their impact, in order to provide a data and ana-
lytical basis for developing rational policies and policies that
at least take into account current credit and credit-related
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programs. This study, funded by the Congressional Budget

Office, is one aspect of the overall policy development pro-

cess and attempts to document the wide variety of loan guar-
antee and loan insurance programs that currently exist.

CURRENT CONCERNS ABOUT THE USE OF FEDERALLY
INSURED AND GUARANTEED LOAN PROGRAMS

The underlying cause of the rapid increase in the Federal
Government's credit and credit-related activities is related to
the perception that such participation can be relatively econom-
ical and efficient. Specifically, programs of federal guarantees
or insurance of loans, mortgages, and other debentures are
seen as a means for the Federal Government to influence credit
allocation in the United States economy to achieve particular
policy and program objectives without actually entering into
the money and capital markets as a source of credit or having
too great an impact on agency budgets.

‘Diminishing - or even completely eliminating - the lend-
er's risk in making loans obviously alters the traditional
""valance' between credit demand and supply, as interpreted
by the lender's assessment of risk and structure of the loan
package. Generally, this study and others have shown that,
from a federal policy and programming perspective, this in-
tervention mainly occurs under three types of circumstances:

« When the Federal Government believes that lenders
are unwilling to provide credit because they cannot
estimate default rates and costs in the normal man-
ner on the basis of past experience. (The FHA
Basic Home Mortgage Insurance program is an ex-
ample.) '

« When greater than ordinary risks of default exist

for certain classes of marginal borrowers, such
as college students and small businesses.
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. When the venture to be financed is a discrete project
of great magnitude (such as industrial development
in a developing country or subway construction) and
lenders are unwilling to extend credit without some
form of government involvement and sponsorship.

Federal loan guarantee credit programs targeted for one or
more of these objectives have been increasing steadily in recent
years. About $53.4 billion of private loans will be guaranteed in
fiscal year 1979, as compared with less than $9 billion in fiscal
year 1950; and total guarantees outstanding will exceed $223.6
billion in fiscal year 1979. Exhibit I-1 presents the contingent
liabilities or other appropriate activity measures for the 22 pro-
grams comprising this study.

The insurance and guarantee programs are particularly at-
tractive to Federal Government program planners for a number
of reasons:

. Substantially larger private sector loan amounts
can be guaranteed, and consequently leveraged for
a relatively small amount of federal dollars.

. The amount of Congressional oversight of credit
activities is far less than that of other federal
program activities, particularly with respect to
the amount of contingent liabilities involved.

. The Federal Government can target its intervention
activities relatively directly to specific program-
matic areas.

In light of this recent - and often unplanned and unregulated -
growth, the Federal Government's intervention in the nation's
credit markets, and particularly the federal guarantee and in-
surance programs, has emerged as a source of concern to Con-
gress. Among the reasons for this increased recent concern
are the following:
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EXHIBIT I-1

CONTINGENT LIABTLITY AND INSURANCE IN FORCE

Concingent Liasblllcy (CL)

Agency Program Nuzber of Loans or_Ina IF)  Effegti Dage Comments
" FoHA puainess and lndustry Loane 1,011 $431,531,000 (CL} 9/30/77 Husbar of borrouscs rather than ausher of logns
Paild m;n!ll‘y Facilitles Loans 831 $295,940,000 9/30/77 g:::c':q:;:::r ::: ::-’:l:;::t‘lhl‘?bﬂnletvl.oml
PrHA Enmergeucy Liveatock loans nnd Line of Credit Guarantees 4,812 497,912,000 {CL) 9/ WHTY Wumber of boprovers rather than musber of loams.
FmHA Recreation Facllites Loans I -_— ————— Frogram not luplegented.
PmHA Rural Houslng Guaranteed Loans 75 1,726,000 (CL) 9/30/77
FalA Rural Houaing lnsured Loans 851,533 12,064,634 ,000 9/30/77 Dicect Loans, ot cootingent 1iability.
HARAD Federal Ship Flmsncing 476 5,027,146,080 (C!. 12/31/73 ]
HEW Federally Insured Student Loana 4,093,399 2,187,000,000 (cCL) 12/31/76 for both WEW proprace, the nusber of loams ls an
HEY Cuarantee Agency Loans 5,295,989 3,266,000,000 (L) 12/31/76 askimare for B 1977, The Sonitgent lisbillcles
D Basic Home Morcgage Insurance (2038) 1,742,113 49,988,571,511 (1F) 9/10/76 Insurance In farce = aotimated Insufance cutatanding,
[[1h1] Single Family Colnsurance (244) 56 not available 9/30/76
HUD Mortgage Insurance for Beotal Rousing for Low 1,115 1,404,328,000 (1F) 12/31476 Insurance in force = estimated 1nSurAnce outstemding.
and Moderate lncome Pamilies (221 D3 MR)
) MorLpage Insurance for Rental Housing for Bow 1,030 1,832,389,000 (1F) 12/31/76 lnsurance in force = estimated Insurance outstanding.
and Hoderste Income Famillies (211 0) BHIR) .
HUP Mortgage Inaurance for Rentel Eousing for poderate 1,062 3,042,5933,000 (1F) 12/11476 Insursnce in force = estimated Insurance outstanding.
Sucome Famillen (221 P4) ’
HUD property Tapravenent and Mobile Home Loans 31,698,555 15,187,4D08,615 9/30/76 cumlattva dats only. .
(Title I, Section 2]
aup Mortgage Iusurance for dospitels (242) 1n: 1,166,002,993 (1F} 9/30/76 Insurance in force = setlmated insurence ouestanding.
FAR Alccraft Loan GuaTantes Proscem 12 101,651,000 (1) 5/10/76 ContIngent 11ability = guaranteed portion cutsranding.
oFic Investment Guarsntges 17 - 135,677,566 (CL) 2/8/78
SEA Regular Pusinesa Loans (7A) 71,338 4,461,002,976 (C1) 9430777
SBA LGana to State and Local Development (111 6],{”‘1)0 (cL) 9730471
‘Companies (502}
SBA Spall Buslness Investment l;n-pmieﬂ (ERIC) 396 362,128,000 {CL)} 9/10/77
VA Home Loan Guarentee Fropram 3,933,700 31,912,385 (cL) 9/30/17 Contingent lisbility amount mlua includes
woblle homek.



These are often ""off -budget'' activities, not con-
sidered a direct part of ongoing Congressional
budget~setting and oversight activities.

. The contingent liabilities outstanding have grown
so much that serious difficulties may result if
provisions for possible losses are insufficient
and the Government actually has to pay insurance
and guarantee claims.

Highly publicized problems regarding losses on
certain guarantee programs (notably the Guaran-
teed Student Loan Program administered by the
U.S. Office of Education) have drawn attention to:
difficulties in administering the programs; the
wide variety of standards used to assess the risk
of loans guaranteed or insured; and the lack of
sound program and financial data on which to base
management and policy decisions. These proh-
lems have increased uncertainty as to whether
the Federal Government will need to make major
outlays to pay claims.

. Some indications suggest that the Executive Branch
intends to expand the scope of loan guarantee and
insurance programs as a way to direct private in-
vestment into areas consistent with administration
policy goals without actually spending federal dol-
lars (e.g., through direct loan or grant programs).

PURPOSE AND SCOPE OF THE STUDY

According to the House Banking Committee, there are cur-
rently over 160 loan guarantee or insurance programs admin-
istered by the Federal Government or by federally sponsored
private corporations. These programs range widely in the size
of loans guaranteed or insured, in the purpose of the loans,
in the loan activity, or in sophistication of the borrowers and
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lenders with respect to debt financing. For example, in FY 1976,
the program of guaranteed loans to displaced businesses run by
the Small Business Administration involved only two loan guar-
antees, totaling $20, 894, while HUD insured $9, 807, 468, 403.

More important than the range in size of the individual loan
program is the sheer magnitude of both the total contingent lia-
bilities of the Federal Government and the range of program
areas encompassing the credit intervention activities of the Fed-
eral Government. Generally, however, this growth in inter-
vention and program size has not been subject to the traditional
Congressional oversight mechanism. Consequently, the lack of
solid information on the operations and effectiveness of existing
guarantee and insurance programs has made Congress wary of
permitting their expansion before the situation can be studied in
more detail.

An outgrowth of the Congressional concern was that the U.S.
Senate Budget Committee requested the Congressional Budget
Office (CBO) to prepare a report summarizing current knowledge
about loan guarantees and insurance. In seeking to assess the
extent of actual defaults under various loan guarantee programs,
the CBO began to realize that little or no relevant data were
available across agencies and programs. Furthermore, there
was the growing awareness that little, if any, documentation
existed or was uniformly collected on many aspects of the oper-
ations or activities of loan guarantees or insurance programs.
This was further complicated by:

. the limited accuracy of existing OMB and Treasury
data; ‘

. differences among programs in definitions of critical
cost factors such as default, delinquency, and subsi-
dies; and

. variations among programs in the collection and re-

porting of information on program performance and
costs.
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In order to provide useful information to assess these prob-
lems, Peat, Marwick, Mitchell & Co. (PMM&Co.), in a com-
petitive selection process, was asked to conduct the present
study. PMM&Co.'s specific task was to assess variations in
program definitions, accounting reporting, and other adminis-
trative practices in a sample of loan guarantee and insurance
programs.

RELATED RESEARCH ACTIVITIES

Paralleling the increasing size and magnitude of the Fed-
eral Government's involvement in the nation's credit markets
has been increased attention to the programs and mechanisms
involved in the intervention activities. Several recent studies
have addressed this aspect of the situation:

. The Congressional Research Service has compiled
a basic ''fact file' of each identified loan guarantee
and insurance program and is continuing its over-
all review of the various programs.

The Office of Management and Budget of the Execu-
tive Office of the President is intensively assessing
alternative strategies designed to increase the
Administration's oversight of the various credit
and credit-related programs.

« Many government agencies and departments are
conducting similar internal reviews of loan guar-
antees and insurance programs, e.g., HUD (Sec-
tion 242, Hospital L.oan Guarantee Program) and
HEW (Federally Insured Student Loan Program).

+ The General Accounting Office (GAO) is conducting
a series of program and financial audits of a num-
ber of programs.

. Congress has requested that the Congressional
Budget Office conduct a series of analytical and
policy-level reviews on the subject.
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The PMM&Co. study, which documents and analyzes admin-
istrative and reporting procedures as well as the broader as-
pects of diversity, is designed to extend and complement the
above studies. In particular, it is clear that since the varia-
tions in character of the many different programs - as formu-
lated in the legislation, in administrative regulations or pro-
cedures, and in practice - can produce significant variations
in performance and risk, a better understanding of these varia-
tions is vital for appropriate policy analysis and is the underly-
ing rationale for this effort.

The scope of the study specifically included the following:

. documentation of the meaning of common adminis-
trative terms (default, forbearance, subsidy, etc.)
as used in the legislation and in practice within
each program;

. analysis of variations in risk assessment and moni-
toring;

. assessment of the degree to which the extent of
loan guarantees or insurance is bound by premi-
ums or other fees; and

. evaluation of the nature and extent of adminis-

trative and Congressional oversight.

DESCRIPTION OF PROGRAMS SURVEYED

The 22* programs surveyed are listed in Exhibit I-2 with
brief descriptions of their purpose and indications of their stat-
utory authorization. The programs are diverse; they range

*Although listed as a single program, the HUD/FHA program
of Mortgage Insurance for Rental Housing for Low and Moder-
ate Income Families has two components which are actually
separate programs. These programs are the 221(D3) pro-
gram with market interest rates and the 221(D3) program of
below-market interest rate loans.
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Agency

Department aof
Agriculture

Department of
Agricultare

Department of
Agriculture

Department of
Agriculture

Department of
Agrlculture

EXHIBIT I-2

DESCRIPTIONS OF PROGRAMS SURVEYED

~ Sub-Agency

Farmers Home

Administration

Farmers Home
Administration

Farmers llome
Administration

Farmers Home
Administration

Farmers Home
Administration

Program

Business and
Industrial Loana

Community
Facilities Loans

Emevgency Live-
stock Line of
Credit Guarantees

Recreation
Facilities
Loans

Rural Rental
lousing loans

Statutory

Authorization

P.L. 92-419, Sectiom
J10t, Consolidated
Farm and Rural Devel-
opment Act, as amended.

P.L. 92-419, Section
306.

P.L. 93-357. Emer-
gency Livestock

Credit Act of 1974, as
amended by P.L. 94-15.

P.L. 92-419, Sub-
title A, Section
304.

P.L. 8i-171, Housing
Act of 1949, as
amended, Sections
515-521.

Description
(Purpose)

Permit rural resi-
dents to acquire
small business
enterprises.

Construct, enlarge,
extend or otherwise
improve community
facilities providing
essentlal services
to rural residents.

Provide emergency
lines of credit to
farmers and ranchers
engaged in agricul-
tural production tao

Program Type:
Guarantee or
Insuraunce

Guarantee

Insucance

Guarantee

flonance normal farming
or ranching operations.

Assist individual
farmers Lo convert
farms into outdoor,
income-producing
recreation enter-
prises.

Provide rental or
caoperative housing
and related facili-
ties for rural resi-
denty with low and
moderate lncome or
persons aged 62 ot
alder.

Guarantee
(not implemented)

Guarantee
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EXHIBIT I-2 (Continued)

Frogram Type:

Statutory Description Cuarantee or
Agency Sub-Agency Program Authorization (Purpose) Insurance
Department of Farmers Home Rural Rental P.L. 81-17)1, Housing Provide rental eor Insurance
Agriculture Administration Housing Loans Act of 1949, as cooperative houaing
amended, Sections and telated facili-
515 and 521, ties for rural resi-
dents with low and
woderate income ot
persons aged 62 ot
older.
pepartment of Maritime Federal Ship P.L. 74-385, The Fromote growth and Cuarantee
Conmerce Administration " Financing Herchant Marine modernization of
. (MARAD) Guarantees Act, 1936 amended, the U.S. Herchant
49 Stat. 1985. Marine by financing
construction of
vegsels in the 1.5,
Department of Office of Education,¥ Cuaranteed Student P.L. 89-329, Higher Provide low-interest Insurance

Health, Educstion
and Welfare

Bureau of Student
Financial Assistance

Loan Program
(Federally Insured and

. Reinsured Loans

originally insured
by Cuarantee Agencies)

Education Act,
Section 421, as
amended .

loans to students
for education
expenses,

(Re—-1nsurance)

Department of
Housing and Urban
Development

Federal Housling
Adwinistration

Basic Home Mortgage
Insurance (Section
2038)

P.L. 73-479, (National
Houging Act), as amended
by P.L. 91-192 (Housing
and Community Develop—
ment Act of 1569) and
P.L. 93-383 (Housing and
Copmunity Development

act of 1974),

Asaist eligible
participants to
undertake home
ovaership

Insurance

*Uncil 1977, the Guaranteed Student Loan Program (GSLP) was administered by the office of Guaranteed Student Loans (OGSL), an office

within the office of Education, DHEW.

programs.

In December 1977, the OGSL was combined with other offices running OE-sponsored student aid
The resulting amalgsmation is mow called the Bureau of Student Financial Assistance (BSFA).
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enc

Departwment of
Housing and Urban
Deve lupment

Department of
llousing and Urbap
Development

Department of
Housing and Urban
Development

Department of
Houeing and Urban
Development

Sub-Agency

Federal Housing
Administration

Federal Housing
Administration

Federal Housing
Administration

Federal Housing
Administration

Program

Single Family
Colnsurance
{Section 244)

Mortgage Insurance
for Rental Housing
for Low and Moderate
Income Families (gt
Market Interest Rates
and at Below-Market
Interest Rates)
(Section 221 D3)

Mortgage Insurance

for Rental Houelng

far Moderate Income
Familieg

{Sectlon 221 D4)

Property Improve-
ment Leoan Insurance
for Improving all
Existing Structures
and Building of New
Non—Restdential
Structures and Moblle
Home Loan Insurance
(Title 1, Section 2)

EXHTBIT I-2 (Continued)

Statutory
Authorization

P.L. 93-383
(National Housing
Act), as amended by
the Housing and
Community Develop-
ment Act of 1974
P.L. 94-375 (Housing
Authorization Act of
1976.

P.L. B3-560, as
amended. FP.L. 88-
560. P.L. 89-769.
P.L. 90-4B8.

P.L. 94-375,

P.L. B6-372. P.L.
87-70. P.L. 93-383.
P.L. 93-37s5,

P.L. 73-479, Title
I and P.L. 83-560,
P.L. 84-1020 P.L.
90-448. P.L. 93-383.

Description

(purpose}

Hake avatlable
realdential finan-
cing for prospective
homeowners through
joint insurance of
mortgage loans by
lending institutions
and the Federal
Gavernment .

Provide good
quality rental or
cooperative housing
within the price
range of low and
moderate lncome
families.

Provide good
quality rental
housing within the
range of moderate
income families.

Make possible
reasonable finan-
cing for mobile
home purchases; and
facilitate the finan-
cing of lmprovements
to homes and other
exlsting structures
and the erection of
new non~residential
structures.

Program Type:
Guarantee ox

Ingurance

Insurance

Insurance

Insursnce

Insurance
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EXHIBIT I-2 (Continued)

Program Type:

Statutory Description Guarantee or
Agency Sub-Agency Program Authorizatian (Purpose) Insurance
Department of Federal Housing' Mor tgage Insurance P.L. 90-448 Assist in Insyrance
Housing and Urban Adaministration for Hospitals (National HAousing financing of
Development {Section 242) Act}. P.L, 93-38) hospitals,

(Housing and

Community Develop-

ment Act of 1974).
Department of Federal Alrcraft Loan P.L. 85-307 Facilitate loans for Guarantee
Transportation Aviation Guarantee Program {Alrcraft loan the purchase of

Administration Guaranty Act). mwodern aircraft and

equipment.

Overseas Private
Investment Corpora-
tion

Investment
Guarantees

P.L. 91-175 (Foreign
Assistance Act of
1961), as amended.

Mobilize and
facilitate the
participation of
private U,S5. capital
and skills in the
economic and social
develppment of Friendly,
leas daweluped ruountrlea.

Guarantae

Small Business
Administration

Small Business
Administration

Regular Business
Loans (Section
7a)

Loans to State and
Local Develapment

Companies (Section
502)

P.L. HB5-536 (Swall
Business Investment
Act.

P.L. B53-699 (Small
Business Investment
Act of 1958}, as
amended ,

Ald small ficma
which have
difficuley in
pbtaining private
financing.

Gharantee

Finance neighbor- CGuarantee
hood development
efforts of state

and local develop-
ment companles
established for the
explicit purpose aof
furthering local
economic development
through small busi-
uess.
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Small Business
Adwministration

EXHIBIT I-2 (Continued)

Sub-Agency Program

Small Business
Investment
Company (3BIC)
Program

Statutory

Authorization

P.L. B5-699 (Small
Business Investment
Act of 1958), as
amended.

Program Type:
Description Guarantee or

(Purpose} Insurance

Stimulate aod
supplement the

flow of private
equiry capital and
long-tern loan
funda which are not
available in ade-
quate supply to
swall businesas ’
through guarantees
of debentures of
Small Business
lnvestment Companies.

Veterans
Administration

Department of Veterans
Vetersns Benefits Housing Loans

P.L., 78B-346
{Servicemen's
Readjustment Acr),
a8 amended.

Asaist veterans, Guarantee
service persons,

and certain unmarried
widows and widowers
of veterans 1in
obtaining credit

for the purchase,
construction ot
improvement of

homes on more

literal terms than
generally avail-

able to non-
velterans.



from small ones, with few loans in relatively small amounts
(e.g., State and Local Development Company Loans - SBA) to
very large ones, in terms of both number of loans (e.g., VA
Housing Loans) and size of individual loans guaranteed or in-
sured (e.g., OPIC). Insurance and Guarantee programs are
each represented by 11 programs. Besides loans, a number
of programs surveyed guarantee debentures or other financial
instruments (e.g., SBA's Small Business Investment Company
Guarantees and FmHA Rural Housing Insured Loans). Many of
the programs guarantee loans made to individuals (e.g., GSLP,
FHA programs), while others guarantee or insure those made
to business enterprises (e.g., SBA and MARAD programs).
The programs also vary in length of time they have existed

and sophistication of support systems required to administer
them (e.g., OPIC's Investment Guarantee Program, which in-
volves so few loans that it has not been cost-effective to com-
puterize the accounting for the program).

An attempt was made to examine representative programs
so that the findings might be extrapolated to other loan guaran-
tee and insurance programs. While extrapolation must be done
carefully, with the full understanding that each program is
unique in at least some ways, the diversity of programs studied
should make it possible to generalize findings so that the infor-
mation presented in this report applies to more than the 22 spe-
cific programs examined.
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I, AREAS OF CONGRESSIONAL CONCERN

Congressional oversight over federal loan insurance and
guarantee programs has become a source of major concern to
Congress for three main reasons:

. A great deal of uncertainty exists regarding the size
of the U.S. Government's probable liabilities under
loan guarantee and insurance programs.

. Because of variations in terminology, data collec-
tion, program administration, and reporting among
agencies administering loan programs, a mix of con-
flicting information is being sent to Congress; this
information is not only difficult to compare across
agencies, but also confusing and sometimes even of
dubious validity. In addition, variations in program
statutes minimize the effective level of Congressional
oversight and control.

. Congress cannot generally obtain from the agencies
timely and accurate information to use in evaluating
programmatic and financial conditions of the programs.

These three concerns are presently heightened because of appar-
ent interest within the Executive branch in expanding the use of
‘loan guarantees and insurance to achieve policy objectives with-
out on-budget, direct outlays of federal funds.

The motivation for this study was the increasing recognition
by Congress that it needed additional data and information in
order to carry out its oversight function. In the course of this
study, specific information was collected about three major as-
pects of program finance and administration:

. how program terms and related costs are defined, re-
corded, and reported by program staff;
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. what administrative and financial/accounting proce-
dures are used in the programs; and

. what factors influence the extent of the U.S. Govern-
ment's probable costs under these programs.

The objective of the study was to document the information
for a variety of insurance and guarantee programs and provide
a comparative analysis of these characteristics as reflected by
the different programs. The information was obtained from such
sources as program legislation and regulations, program mate-
rials and agency records, and in-~depth interviews with persons
responsible for program administration.

Since the large amount of detail presented in the next section
may be overwhelming to the user, particularly one without solid
background in the area of finance, accounting, or loan adminis-
tration, this section highlights significant aspects of the study.
These reflect, in particular, three major concerns of Congress:

. the extent of the U.S. Government's liability under
loan guarantee and insurance programs;

. the availability and interpretation of program data; and

. the degree to which program oversight and budgetary
control is exercised.

For each area of concern, relevant findings reported in Section
III will be presented and then discussed as they bear on the is-
sues under consideration. In some cases, when the information
collected is insufficient to address these concerns definitely,
topics for continuing study are suggested.
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THE. EXTENT OF POTENTIAL OR ACTUAL
U.S. LIABILITY IS UNCERTAIN

A great deal of uncertainty currently exists regarding the mag-
nitude of the U.S. Government's contingent liabilities under loan
guarantee and insurance programs. This uncertainty has three
components. First, it is often difficult to obtain an estimate of
how many guaranteed or insured loans are likely to result in
claims against the U.S. Government. Second, it is nearly im-
possible to obtain an accurate estimate of total outstanding con-
tingent liabilities. Third, the widely varying interpretations--
both within and among agencies, and between the agencies and
Congress--of what a ''guarantee'’ or "insurance' program is may
result in confusion about how to assess the extent of liability,
even if agency estimates are available. This lack of information
and variation in interpretation result in potentially weakened bud-
get and program planning, unmanageable legislative oversight,
and great difficulty in enforcing accountability.

The findings of this study may be used to respond to three ques-
tions that arise in connection with an agency's ability to provide es-
timates:

. How do agencies define ''contingent liability," "insurance, "
and '"guarantee' and account for guaranteed and insured
loans so that clear, accurate information on the extent of
contingent liabilities can be provided? '

. How do agencies assess risk in guaranteeing or insuring
loans ?

. How are loans monitored so that potential problem loans
may be anticipated?

Definitional Problems in Measuring Contingent Liabilities

The terms contingent liability, insurance, and guarantee vary
considerably in usage among agencies. Key findings from the
study include the following:
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. At least three different definitions for contingent
liability are used by the agencies interviewed in
this study.

. At the aggregate level of all programs surveyed,
the terms insurance and guarantee are often used
interchangeably and little clear distinction is made
as to the differences these terms should denote
concerning the extent of U.S. liability.

« The agencies do not distinguish clearly between gua-
rantee fees and insurance premiums; therefore no
clear understanding exists of the relationship of
fees and premiums to claims payments and other
program costs. Fees and premiums collected under
the programs are frequently not designed to cover
estimated losses in full; in fact, few agencies set
premiums or request appropriations to cover claims
payment on the basis of actuarially or historically
estimated loss rates.

The three definitions of contingent liability differ significantly.
Most agencies define it as the net amounts of guaranteed or
ingsured loans outstanding. That is, the agencies recognize that
contingent liabilities are reduced when borrower payments on
loans are made and when federal outlays are made to meet claims.
In the latter case, the contingent liability becomes an actual ex-
pense. However, one agency defines its contingent liability under
one program as equal to the extent of its reserve for losses.

The reserve is established on an actuarial basis, and lenders
are informed that the Government's liability is limited. Another
agency, however, defines contingent liability as the total amount
of loans guaranteed (including repaid portions) and in this way,
overstates the actual contingent liability of the Federal Govern-
ment. It is difficult for Congress to know, on the basis of non-
detailed financial statements, just what definition an agency is
using, and this makes cross-agency comparisons hazardous.

An examination of program legislation and regulations and in-
terviews of agency staff did not clearly reveal whether Congress
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has any specific intention in distinguishing between insurance and
guarantee programs. Much imprecise use of the two terms exists
in the agencies, and thus there appears to be little regard for the
differences in U.S. liability that these words should denote. In
explicit and publicly accepted usage, the term insurance is used
to characterize a program under which government liability is
limited to a reserve for losses supported by premiums paid by
the lenders. The reserve and the size of the premiums should
be determined actuarially on the basis of risk - either the aggre-
gate riskiness of the entire loan portfolio or the risk involved

in an individual loan. Guarantees, on the other hand, are pre-
sumed to be used in cases where the risk element cannot be de-
termined and where the Government is willing to pledge its ''full
faith and credit' in support of private lending.

In the agencies interviewed for this study, a number of insur-
ance programs use the Government's full faith and credit as back-
ing and do not collect fees and premiums to cover potential losses.
Not only are these programs not truly insurance, but their inaccu-
rate label can be misleading when an attempt is made to determine
their budgetary impact. Furthermore, most insurance programs
h‘a\'re access to federal appropriations and Treasury borrowing
as sources of funds to pay claims under the program. The Federal
Government's liability is clearly unlimited in most of these cases.
If Congress has established these programs with the idea that, as
insurance programs, liability is limited, and if Congress inter-
prets data from the agency with this presumption, then consider-
able problems may arise.

Inconsistent Risk Assessment

An agency can only provide information on the extent of lia-
bilities under its programs, if it has some idea of the amount
of risk involved in loans in its portfolio. Thus, some procedures
are needed in order to assess the risk. The following study find-
ings support the view that risk assessment is not strongly devel-
oped and implemented in the agencies:

+ Eight of the 22 surveyed programs had no formal proce-
dures for assessing the risk involved in a particular loan
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and/or left it to the lender to assess the risk by whatever
criteria the lender wished to use.

. The criteria established to determine borrower eligibility
under the program provided few objective standards for

controlling risk.

Difficulties in Anticipating Problem Loans

Agencies should be able to anticipate, on the basis of either
individual loans or an aggregate portfolio, the extent of future
liabilities and claims. Estimates of claims for the total portfolio
are typically based on statistical risk measurement procedures
which, as described above, are not established in many of the
agencies. Alternatively, an agency could attempt to anticipate
problem loans through a combination of communication with lend-
ers and accurate record keeping.

The study found that:

. for the majority of programs, little communication ex-
isted between the lender and the sponsor agency concern-
ing loans which had not gone into default. No "early
warning'' system was available to or existed within the
agencies, which, in turn, could only react to problems
that had already occurred rather than enforce under-
writing standards, for example, or change policy to
ensure that credit allocation was accomplished in a
a manner consistent with Congressional intent.

most agencies do not account for changes in the status
of a loan in the event of delinquency, default, or for-
bearance.

The lack of an early warning system for problem loans makes
the agencies vulnerable to ''shocks'' as groups of problem loans
are reported after the problem is likely to be correctable. Most
agencies must wait until a loan defaults before being notified;
even then, there may be a lag of several months before the lender
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is required to notify the agency that a loan is no longer in current
repayment status. The problem is compounded by the fact that
problem loans are usually not recognized as such in the agencies'
accounting systems. In many cases, the only existing record that
a loan has, with agency approval, gone from current status into
some period of forbearance is a handwritten note on the loan
folder in the agency's regional office. At any point, most agen-
cies could not even readily assemble information about these
problem loans that are much more likely to result in claims.

It thus seems apparent that a number of agencies have neither
the necessary agency-lender communication channels nor record-
ing procedures that would allow them to provide timely, accurate
information regarding the extent of potential U.S. liabilities.

PROGRAM DATA ARE AVAILABLE
BUT NOT NECESSARILY COMPARABLE

To exercise appropriate oversight, the agencies and Congress
need timely and accurate information about what is being done by
agencies to carry out their programs. Information of three main
types is required:

. program financial data:

. financial statements;

. fund balances;

. contingent liabilities; and
. loans terminated;

program activity data:

. origination;
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. servicing; and
borrower characteris';tics.
. program effectiveness dafa:
. inputs vs. outputs; and
. costs vs. benefits.

Program financial data include financial statements, records
of changes in fund balances, and the extent of contingent liabili-
ties and of claims paid and loans liquidated. Financial data also
include budgetary information showing how the agency's program
costs compare with amounts appropriated each year by Congress.
Financial data should also reflect agency risk assessments. Spe-
cifically, they should compare expected future claims and the
sufficiency of current reserves for losses.

Program activity data include information about the number
of loans originated, serviced and compromised, the types of bor-
rowers, and the program achievements. These data elements
are retrospective in nature and should provide Congress with in-
formation to support additional legislation and the appropriations
process.

Program effectiveness data can be generated by combining
certain program financial and activity data elements. Effective-
ness measures can be developed to compare program outputs and
related federal costs. Ratios can be used, for example, to mea-
sure the stimulus created by specific programs in terms of the
volume of private sector lending or production levels resulting
from these credit programs. While these measurement activities
are currently used infrequently, they provide a mechanism for
reviewing program operations and can furnish useful information
on which Congress can base its decisions concerning the future
direction of individual programs.
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Policy Concerns

Three questions regarding data availability should be answered from
a policy perspective:

. Can accurate and timely data be obtained from the agen-
cies administering the program ? ~

. Is the data in a form that is readily understandable to
persons not involved in the programs on a daily basis ?

. Are data comparable and consistent among agencies ?

The policy implications of the first question are clear: if ac-
curate and timely data are not available, then the agency is not ac-
countable to organizational bodies elected to oversee the agency's
programs. The thrust of the second question is equally clear:
unless the data can be interpreted by persons not involved in the
agency's daily operations, they are not useful in the exercise of
oversight. Reams of computer printout filled with numbers are no
substitute for a few, carefully chosen report tables displaying the
financial and programmatic status of the program.

The third question needs some clarification. In order for
Congress to make responsible decisions about trade-offs among
programs (e.g., in terms of appropriations), it is vital that the
information reported by agencies be comparable. If the defini-
tions, formats, and time periods used in reports vary widely,
it will be nearly impossible for Congress to compare the relative
strengths or weaknesses of the programs. It is, of course, un-
necessary for programs serving very different kinds of clienteles
to have exactly the same types of reports but some modicum of
consistency must be established.

To a large extent, the issue of comparable data may be re-
solved by the use of standardized forms for all federal agencies;
indeed, efforts have been made to require that all agencies re-
port to certain monitor agencies (e.g., GAO, OMB) on the same
forms. However, even on these forms the agencies may use wide
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discretion in defining terms. Thus, standardized forms are not
a panacea, nor should we expect them to be. After all, program
variations must be accommodated with parallel administrative
variations when necessary. Moreover, to the extent that disag-
gregated data are required in addition to the standard financial
statements and reports of contingent liabilities, agencies are left
with a great deal of discretion in the way they report to Congress.

Findings From the Study

Without a more extensive analysis of particular methods used
by the agencies to store and report data, it is difficult to make
strong statements about the adequacy of the data available. Sev-
eral particular findings may be highlighted:

. The availability of key financial and program activity
data varies among agencies, but most data are avail-
able in some form,

. Definitions of key terms such as delinquency, default,
forbearance, and contingent liability vary significantly
among agencies; thus, certain types of data may not
be comparable.

. The loss of program- or fund-specific data reported
on standard Treasury forms (e.g., annual report -
Data on Federal Credit Programs) clouds the inter-
pretation of the data by the agency Secretary, Con-
gress, and the Executive oversight agencies.

One agency program (OE/Guaranteed Student Loan
Program) and one independent federally-~sponsored
corporation (OPIC) had financial statements in 1976
for which GAO rendered a qualified opinion. In the
case of the GSLP, the problems occurred in report-
ing procedures, in the computer system used to main-
tain financial data, and in certain practices used by
GSLP that did not conform, in GAO's opinion, with
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legislative requirements. In OPIC's case, the diffi-
culty arose in assessing the adequacy of reserves to
cover potential claims. These problems may not be
unique to GSLP and OPIC, but no such examples were
found in the other 20 programs surveyed.

In general, Congress should not expect any difficulties in ob-
taining most important types of data from the agencies. The time-
liness, reliability, and comparability of the financial and program
activity data may be expected to vary considerably from one agency
to another.

A more comprehensive analysis of the agencies' financial man-
agement information systems and of the specific data element defi-
nitions they use is necessary to assess the comparability of data
included in agency reports. Moreover, a closer look at agency
administrative procedures is needed to evaluate the reports re-
quired of lenders which form the basis of agency summary reports.

It seems clear from the findings presented here that Congress
will require very well-informed staff persons to understand and in-
terpret data presented by the agencies. Without a thorough knowl-
edge of the particular procedures, accounting conventions, report-
ing periods, and methods of servicing loans that exist in an agency,
the financial statements and other data provided to Congress--even
on standard U.S. Treasury or other forms--cannot be properly
put into perspective.

CONGRESSIONAL OVERSIGHT
AND CONTROL OF PROGRAMS IS UNCERTAIN

Through its power to make appropriations and formulate legis-
iation, Congress has responsibility to oversee federal loan guar-
antee and insurance programs and control the level of actual and
potential liabilities under the programs. Currently, Congress is
concerned about what real power it may have over programs. This
study contains evidence that mechanisms Congress may use to
exercise oversight and control should be strengthened.
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Congress can exercise oversight and control over programs
in several ways:

. Absolute limits may be set on the amounts of guaran-
tees an agency may issue; or a ''fractional reserve for
losses'' percentage may be established.

. Program legislation and regulations may be made suf-
ficiently explicit and detailed to control both the finan-
cial and administrative aspects of the program.

. Program and financial reports may be required at suf-
ficiently frequent intervals to give Congress an oppor-
tunity to take corrective action if necessary.

. Congress may delegate or utilize other agencies (e. g.,
GAO, OMB) to exercise oversight through audits of fi-
nancial and administrative procedures.,

. Congress may conduct or commission evaluation stud-
ies related to administration, financing, or overall
program effectiveness of a particular program.

These methods for overseeing and controlling programs fall into
two general categories: methods of foreseeeing and preventing the
agency from overreaching its authority or overcommitting (in terms
of Congressional budget priorities) the U.S. Government's pledges
to redeem problem loans; and methods of exercising control over
the ongoing process of program administration.

Preventive Control Measures

Preventive measures to control program operations mainly
include legislative strictures concerning such aspects as:

whether the program is to be an insurance or a guar-

antee program (as a way of defining, in a general way,
the scope of the U.S. Government's liability);
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+ who is eligible to obtain government guarantees or in-
surance;

. what funds are to be created to account for program
finances, and how the program will be financed (e.g.,
fees, premiums, authorizations for appropr1at1ons or
agency borrowing); and

. what financial limits the program has (including abso-
lute levels of contingent liabilities under the program,
limits on the amounts of individual contingent liabili-
ties, and loss reserve requirements) for the agency
making the guarantee or writing the insurance.

These guidelines, which are used as the basis for program regu-

lations and standard operating procedures, are a critical means

of ensuring that program goals are achieved within financial limits

determined by Congressional budget priorities.

Several findings from this study raise doubt as to whether exist-
ing legislative mechanisms to solidify Congressional control over

programs have been effectively used:

. The terms insurance and guarantee are infrequently de-
fined in program legislation, and no standard meaning
exists for these terms on a practical level. The termi-
nology for loan guarantee and insurance programs varies
considerably not only among agencies, but even within
many agencies; for example, terms such as guarantee
and insurance are used loosely or even interchangeably.

. While legislation does include specification of program
fees or premiums, these often seem only vaguely re-
lated in a consistent way to whether the program is of
the insurance or guarantee type. Furthermore, speci-
fication of which types of fees may be used to cover
which types of expenses (e.g., administrative fees for
administrative costs, premiums for claims payment)
is rarely made in the legislation.
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. With respect to control over the size of contingent lia-
bilities, nine of the 22 programs surveyed had no limits
at all to the amount of loans that could be guaranteed or
insured.

. Ten of the 22 programs had unlimited authority to bor-
row from the U.S. Treasury to cover claims payments.

. In 14 programs, the extent of the U.S. Government's
liability was not limited by the size of the reserve fund
used to cover losses; rather, the ''full faith and credit'
of the U.S. Government was pledged for payment of
claims.

Not using the legislation in a thorough way to set program limits
has given the agencies much flexibility in administering their pro-
grams and has made ongoing program oversight more crucial as
a way of controlling programs.

Not controlling programs through legislative means has re-
sulted in loan guarantee programs that are relatively immune to
control through the appropriations process. Although the legisla-
tion may authorize funds for the program only up to a certain
amount, the authorization (and appropriations under the authoriza-
tion) frequently cover only administrative expenses and reserves
for claims payments. The contingent liabilities the agency is will-
ing to allow may be very large or very small relative to the appro-
priated amounts, depending on the agency's assessment of how
risky its loan portfolio is. This, in turn, depends on how care-
fully the agency analyzes the risk involved in particular loans and
on how well secured the loans are. These are all areas of agency
judgment over which Congress has little control. This judgment
element and the agencies' authority to request supplemental appro-
priations or borrow from the U.S. Treasury to cover program
costs make program control by means of legislation and the appro-
priations process generally inadequate for avoiding federal outlays
of funds to pay claims that were not intended in the authorizing
legislation.
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A general impression from the interviews is that oversight
exercised only through the appropriations process is more ori-
ented to problems that have arisen in the year preceding the ap-
propriations hearings than to problems on near term horizons.
The data available to Congress are difficult to interpret and may
not provide a thorough picture of what is happening or expected
to happen within the agency.

Methods of Ongoing Program Oversight and Control

While preventive measures may be preferable, as a means of
minimizing actual liabilities, to control through review of past op-
erations, it is difficult to anticipate all eventualities in connection
with a program. To cover all possible (or even all major) prob-
lems, program legislation and regulations would have to be com-
plex, and this might have detrimental effects on program adminis-
tration. Consequently, Congress may have to institute procedures
that will ensure ongoing review of programs. Since, as described
above, preventive methods are not being effectively used, the need
for ongoing monitoring and control is especially important.

With regard to reporting, program evaluation, and delegation
of oversight responsibility to non-Congressional groups, some key
findings of the study are as follows:

. Financial reports prepared by the agencies for external
oversight groups (including Congress) often present ag-
gregate data on a fund basis rather than disaggregate
costs by program within the fund. That is, when a fund
is used to finance multiple programs, it is often impos-
sible to obtain program-level financial data for evalua-
tion purposes (e.g., FmHA).

. Although external oversight agencies (e.g., GAO, OMB)
are involved in evaluating the financial aspects of pro-
grams (typically a GAO annual audit), the programmatic
and administrative procedures of the majority of pro-
grams were not evaluated by outside agencies.
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« The agencies' internal evaluations of their programmatic
and administrative activities were typically performed on
an ad hoc basis (usually when problems arose) and not on
an ongoing, recurrent basis.

- Further study is required of how reports and evaluation studies
are used as a means of controlling programs. It does seem, how-
ever, that given the strong need for ongoing oversight, what is cur~
rently being done is scanty and inadequate.

POTENTIAL PROGRAM DEVELOPMENT AREAS

In the course of this study, we identified several topics that
would be valuable to pursue in subsequent research efforts. The
suggested topics are intended to provide an improved mechanism
for Congressional oversight and agency management of the various
insurance and guarantee programs currently in force and soon to -
be initiated.

To implement these suggestions, we recommend that Congress
undertake a study to:

. develop uniform standards for insurance and guarantee
programs;

. clarify common program terms and agency practices;
and

. establish requirements for program development.
These topical areas are specified in greater detail below.

As part of this study, it would be advisable to undertake a
more specific needs assessment and definition of intent for Con-
gressional oversight. Upon completion of a more extensive Con-
gressional needs assessment and integration with existing agency
practices and data baes, an Executive branch agency (e.g., OMB
and GAQ) or, perhaps, the Congressional banking committees
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should develop a handbook or manual for the use of agencies con-
ducting insurance and guarantee programs.

The handbook could state the goals and objectives of each pro-
gram type (insurance or guarantee) and the Congressional re-
quirements which must be implemented by agencies conducting
programs of this nature. The statement of goals and objectives
could serve as the foundation on which to structure specific pro-
grams. Further, specification of Congressional requirements
would provide a mechanism for Congressional control of the var-
ious programs. This handbook would serve as a major tool for
making program types consistent, improving agency management,
and providing appropriate control and oversight mechanisms for
Congress to operate these credit activities.

The areas recommended for further development and inclu-
sion in the above mentioned handbook are as follows:

. The formulation of uniform standards for insurance
and guarantee programs. These standards should
consider the characteristics of program types dis-
cussed in Section III and be sensitive to private sec-
tor usage of the terms ''insurance'' and ''guarantee.

. The clarification of common terms across programs
and agencies. Although programs that differ in scope
and substance may require unique usage of terms
(e.g., default, forbearance), the practical applica-
tion of terms should be clearly specified in agency
regulations.

. The creation of consistent definitions of '‘contingent
liability"” so that Congress can compare similarly
defined program activity levels.

. The methods used to set fee and premium levels.

. The practice and reporting of risk assessment of loan
portfolios and the related determination of loan loss
reserve size.
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The requirement for accounting recognition of changes
in loan status.

The standardization of program and financial data re-
gquirements, at the program level, so that each agency
collects common types of data to facilitate external
program comparisons.

The development of standard report formats and for-
mal reporting intervals to allow simultaneous external
reviews of common or similar data in similarly con-
structed formats.

The development of common evaluation practices con-
ducted by the agencies for internal and Congressional
use. These practices should include measures of
program effectivenes, program adminigtration, and
financing.
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III. PROGRAM AND AGENCY ANALYSES

In this chapter, the data collected are discussed within a
matrix framework used to present, analyze, and correlate the

data.

The matrices, contained in Appendix A, describé the data

for each of the following topics:

typology of insured and guaranteed loan programs
(Matrix 1);

. program financing control and mechanisms (Matrix 2);

program definitions (Matrix 3);
accounting characteristics and conventions (Matrix 4);
availability of selected program data (Matrix 5);

reporting program and accounting information (Ma-
trix 6);

program administration (Matrix 7); and

program evaluation (Matrix 8).

The discussion based on the matrices provides specific compar-
isons of programs within and across agencies,
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TYPOLOGY OF INSURED AND
GUARANTEED LOAN PROGRAMS

Introduction

This section presents descriptions of the 22 programs ex-
amined in terms of their programmatic characteristics. First,
the following characteristics are described for each program:

. types of coverage provided;

« methods of determining interest rates;
. existence of subsidies; and

« hature of required collateral.

The specific program descriptions are then generalized to de-
termine whether program types typically have certain program-
matic characteristics, and similarities and differences between
programs within one agency and across the eight agencies ad-
ministering the programs are identified.

The next question addressed’is that of internal program and
agency consistency. Do the characteristics of individual pro-
grams support their classification as insurance or guarantee
types ? Are different programs of one agency with similar char=-
acteristics consistent with the program type ? Finally, are the
program types and characteristics consistent across agencies ?
For this discussion, additional program type characteristics
are introduced:

. extent of U,S, liability;
. existence of fees and premiums;
» sources of funds for administration and claims; and

. program fund control mechanism.,
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Matrix 1 (Appendix A) illustrates the key elements for each

program.

Program by Program Description

The following listing references the description of each pro-

gram and corresponding agency.

Farmers Home Administration (FmHA)
Business and industrial guaranteed loan program
Community facilities insured loan program
Emergency livestock guaranteed loan program
Recreation facilities guaranteed loan program
Rural housing guaranteed loan program
Rural housing insured loan program
Maritime Administration (MARAD)
Federal ship financing program
Department of Health, Education and Welfare (DHEW)
Federally insured student loan program
Guarantee agency program
Department of Housing and Urban Development/
Federal Housing Administration (DHUD/FHA)
Basic home mortgage insurance program (203B)
and single family coinsurance program (244)
Low and moderate income (221D3 MR and BMIR)
and moderate income (221D4) mortgage insurance
programs for rental projects
Property improvement and mobile home 1nsurance
program (Title 1, Section 2)
Mortgage insurance for hospitals (242)
Federal Aviation Administration (FAA)
Aircraft loan guarantee program
Overseas Private Investment Corporation (OPIC)
Investment guarantee program
Small Business Administration (SBA)
Regular business loan guarantee program (7A)
Program of guaranteed loans to development
companies (502)
Small business investment company program (SBIC)
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FmHA

Page
Veterans Administration (VA) 199
Home loan guarantee program 199

Farmers Home Administration (FmHA)

The study covered six FmHA programs. FmHA considers
two of them insurance programs and four guarantee programs.,
The main difference between insurance and guarantee programs
at FmHA is that FmHA provides a direct loan for the insurance
programs.

Business and Industrial
Guaranteed Loan Program

This program covers claims for up to 90 percent of losses
of principal and interest and requires an equity contribution by
the borrower of at least 10 percent of the project cost. The in-
terest rate for the program is established in the market through
negotiations between lender and borrower. There is no explicit
subsidy. Collateral is required in most instances but partial
security is often accepted.

Community Facilities Insured Loan Program

This program covers losses of up to 100 percent of project
costs.* The interest rate is pre-set at a maximum of 5 percent.
Although this rate is technically a ceiling, in practice the ceiling
is usually charged. An explicit interest rate subsidy is not rec-
ognized by FmHA for this program; however, at current govern-
ment borrowing rates, there appears to be an effective subsidy
built into the program. All loans are secured. The collateral

*Insurance programs at FmHA appear to be direct lending pro-
grams. FmHA makes a direct loan to a borrower and then sells
a pool of loans in the form of certificates of beneficial ownership
to the Federal Financing Bank. FmHA also has a number of
programs which are called direct lending programs.
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may range from bonds or notes pledging expected revenues to
real estate or personal property.

Emergency Livestock Guaranteed Loan Program

This program covers 90 percent of losses of principal and
interest for either a specified loan amount or the used portion of
a line of credit. The interest rate is negotiated in the market
between borrower and lender, and there is no explicit interest
rate subsidy. At least partial security is required for all loans
and may consist of first liens on livestock, real estate, or other
property of the borrower.

Récreation Facilities Guaranteed Loan Program

This program has not been implemented, apparently because
of its lack of appeal to lenders. It is designed to cover losses of
up to 90 percent of principal and interest. The interest rate is
pre-set at 5 percent but, unlike the community facilities in-
surance program, the explicit subsidy is recognized by FmHA.
According to the regulations for this program, the explicit sub=-
sidy equals the difference between the interest charged to the
borrower and any higher per annum rate prevailing in the mar-
ket for similar loans at the time the guarantee is made. This
difference (currently 3 percent) is paid by FmHA to the lender.
Collateral for this program is a function of the loan amount and
term of the mortgage. If the loan amount exceeds $60, 000 or
the term is greater than 20 years, then a first mortgage is re-
quired. For loans of smaller amounts and shorter maturities,
other security (liens on chattel or equipment) may be substituted.

Rural Housing Guaranteed Loan Program

This program guarantees 90 percent of the losses of princi-
pal and interest and requires a down payment whose size is a
function of the age of the house. For homes less than one year
old, a 10 percent down payment is required. For homes one
year or older, the down payment is 3 percent of the first $25, 000
and 5 percent of the remainder. There is, therefore, an element
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FmHA/MARAD

of risk sharing in the guarantee program that is not present in
the rural housing insured loan program (discussed below). In-
terest rates for the guarantee program are negotiated by the
borrower and lender, and there is no explicit interest rate sub-
sidy. Collateral for guaranteed loans is usually a first mort-
gage on the real estate. Smaller loans may be secured'by a
second mortgage.

Rural Housing Insured Loan Program

This program involves direct lending and may cover losses
equal to 100 percent of the FmHA appraised value of the real
estate. The interest rate varies from 1 to 8 percent, depending
on the borrower's income, and is determined by formula. For
those families earning between $10, 000 and $15, 600 annually,
the maximum rate of 8 percent is charged; for those earning
less than $10, 000, the rate is set so that the sum of principal
and interest payments does not exceed 25 percent of the annual
family income. A minimum interest rate of 1 percent is also
specified. FmHA does not recognize any explicit interest rate
subsidy for this program. However, an effective subsidy would
accrue to the program if rates charged to borrowers were less
than the rates paid by the Federal Financing Bank after purchas-
ing and reselling certificates of beneficial ownership.

The Maritime Administration (MARAD)

Federal Ship Financing Program

This program guarantees the bonds issued by shipowners to
construct or reconstruct ships. Prior to 1972, it was an insured
mortgage program in which the private lender held the mort-
gage. It was changed to free up the funds of the participating
lenders. A small component of the current program guarantees
commercial bank loans for the stated purposes of the program.
This component is used infrequently and presently accounts for
about 2.5 percent of the program's guarantees. The ship financ~
ing guarantee program covers 100 percent of the bonds issued.
However, the bonds issued may not exceed 75 to 87.5 percent of
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MARAD/DHEW

the actual costs of the ship, The range of the debt to value ratio
is a function of the size and type of the ship. Interest rates are
negotiable, subject to approval by the Secretary of Commerce,
Rates are usually set at about 30 basis points above the average
Treasury rates for obligations with similar maturities, Collat-
eral is the ship whose construction is being financed.

Department of Health, Education and
Welfare (DHEW) - Office of Education (QE)

Federally Insured Student Loan Program

This program involves the Federal Government as the in-
surer of lenders making student loans. It covers 100 percent of
losses of principal and interest, Interest rates are pre-set by
Statute at 7 percent., However, the statute provides for a "spe-
cial allowance' which enables the agency to increase interest
rates so that they are more comparable with other bank lending
rates, The ''special allowance'' increase is based on a formula
that is calculated quarterly, Consultation with the Secretary
of the Treasury is required before the ''special allowance'' in-
crease can be set, The Department of Health, Education and
Welfare recognizes an explicit interest rate subsidy for the pro-
gram, Students meeting a family income-based needs test are
eligible to receive a subsidy. This subsidy is the Federal Gov-
ernment's payment of interest on the loan while the student is
attending school and during periods of authorized deferment.
Usually no collateral or security is required, although in some
cases the lender may require that the student's parents co-sign
the loan, '

Guarantee Agency Program

This program for student loans is similar to its companion
insurance program except that the Federal Government insures
guarantee agencies for 100 percent of losses of principal and in-
terest for those agencies with default rates lower than 5 percent.
Guarantee agencies experiencing default rates in the range of §
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DHEW/FHA

to 9 percent receive coverage benefits of 90 percent of principal
and interest. Agencies with default rates above 9 percent are
covered for 80 percent of losses of principal and interest.

Department of Housing and Urban Development
(DHUD)/Federal Housing Administration (FHA)

Basic Home Mortgage Insurance
Program (Section 203B)x

This program covers principal, interest, and allowable
lender expenses. Coverage is a function of the permitted loan
to value ratio and is equal to the sum of 97 percent of the first
$25,000, 90 percent between $25, 000 and $35, 000, and 80 per-
cent of the value in excess of $35, 000. The interest rate for
the 203B program is negotiated by the lender and borrower but
cannot exceed the maximum limit (currently 8, 5 percent) set by
FHA. Although there is no explicit interest rate subsidy, the
low down payment required for the program may be considered
a form of subsidy. Further, a longer maturity (35 years) is
available and also may be considered a form of subsidy. Nei-
ther form was recognized as a subsidy by those interviewed.
Collateral for this program is a first lien on the real estate for
which a mortgage has been issued.

Low and Moderate Income (221D3 MR
and BMIR) and Moderate Income (221D4)
Mortgage Insurance Programs for
Rental Projects

These programs are considered jointly because their ad-
ministration is based on the same set of regulations. Coverage
for the three insurance programs includes principal, interest,

*Section 244, single family coinsurance, is included as part of
the discussion of 203B.
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and allowable lender expense. The claim payment is calculated
as follows:

For assigned properties, coverage equals the sum of
the unpaid principal balance of the mortgage--com-
puted as of the date of the default, allowable lender
expenses, allowance for reasonable payments by the
mortgagee for completion and preservation of the
property, and an amount equal to the debenture in-
terest which would have been earned on the portion
of the benefits paid in cash. This sum is then re-
duced by any mortgagor payments made after the
date of default, any net income received by the mort-
gagee after the date of default, the sum of cash items
held by the mortgagee, and an amount equivalent to 1
percent of the mortgage funds advanced to the mort-
gagor and not repaid as of the date of default.

. For conveyed properties and for 221D3 BMIR prop-
erties, the 1 percent is not deducted.

The interest rates for the 221D3 MR and 221D4 programs are
negotiated in the market place. For 221D3 BMIR, the negotia-
tion process is used but the interest rate can be reduced to as
low as 3 percent. There are no explicit interest rate subsidies
for the two market rate programs, but one is recognized for
the 221D3 BMIR program. Down payments range from 0 to 10
percent, depending on the type of mortgagor, and may be con-
sidered a subsidy. Furthermore, no mortgage insurance pre-
mium is charged for 221D3 BMIR, and program officials rec-
ognize this as a subsidy. The first lien on the real estate is
required as collateral. In addition, the regulations for these
programs provide for insurance of a loan to cover operating
losses if the project has operated at a loss for the first two
years after project completion. The regulations, however,

do not specify the programmatic characteristics of the pro-
gram; nor did the various officials interviewed.
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Property Improvement and Mobile Home
Insurance Program (Title 1, Section 2)

This program provides for the insurance of lenders making
loans for property improvements, mobile homes, fire safety
equipment in health care facilities, combination mobile homes
and lots, and historic preservation activities., The study re-
viewed characteristics of the property improvement and mobile
home programs. Coverage provisions for the two programs are
calculated by adding:

. 90 percent of the net unpaid amount of the loan or the
purchase price, whichever is less;

. 90 percent of the uncollected interest earned up to
the date of default; and

. 90 percent of the interest, at 5 to 7 percent, on the
outstanding balance computed from the date of de-
fault to either the date of the claim application or 9
months and 31 days after the default, whichever is
less, ‘

A distinguishing feature of this program is that coverage is lim-
ited to the extent of the lender reserve account at HUD, The
reserve account is established for each lender and equals 10
percent of the aggregate amount advanced on loans originated
by the insured lender. Once each year the account is adjusted
for maturing loans, but it may not be reduced below $15, 000,
Thus, coverage is not only a function of the allowable percent-
age amounts described above, but actual claim payments cannot
exceed the amount available in the lender's reserve account,
This element of the two programs therefore introduces an ele-
ment of risk sharing between HUD/FHA and the lender.

Interest rates for the program are effectively pre-set at a
maximum of 12 percent, Although lower rates could be nego-
tiated, HUD officials suggested that the majority of loans in-
sured under Title 1, Section 2 carry the maximum interest rate.
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FHA/FAA

The program does not have an explicit interest rate subsidy.
Collateral for the property improvement component is a func-
tion of the loan amount. For loans of $7,500 or more, a first
lien on the property is required. Smaller loans are secured by
the borrower's personal liability. Mobile home loans, on the
other hand, are not collateralized, but the lender is required to
repossess and sell the mobile home prior to making a claim.
The claim payment is then reduced by the amount of proceeds
from the sale.

Mortgage Insurance for Hospitals (24 2)

This program is administered by the Department of Health,
Education and Welfare, Its coverage provisions are based on
the same regulations as the 221D3 and 221D4 programs, The
provisions for assigned properties include the unpaid principal
amount computed as of the date of default plus special expenses
and an amount equal to the debenture interest which would have
been earned on the portion of the insurance benefits paid in
cash, as of the date of payment. This sum is then reduced by an
amount equal to any payments or income received by the mort-
gagee and an amount equal to 1 percent of the mortgage funds
advanced to the mortagor and not repaid. For conveyed prop-
erties, the same coverage applies except the 1 percent is not
deducted. Interest rates are negotiable between borrower and
lender as in the other HUD insurance programs, with the excep-
tion of the Title 1, Section 2 program. There is no explicit
interest rate subsidy. Collateral is the first lien on the entire
project, including any equipment financed with the proceeds of
the mortgage. '

Federal Aviation Administration (FAA)

Aircraft Loan Guarantee Program

This program covers losses of 90 percent of the unpaid prin-
cipal and 100 percent of the interest. Interest rates are nego-
tiable and there is no explicit interest rate subsidy. A distin-
guishing feature of the interest rate structure is that two rates
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FAA/OPIC/SBA

are set: one for the guaranteed portion of the loan, and one for
the non~-guaranteed portion, Typically, higher rates are estab-
lished for the non-guaranteed portion to compensate the lender

for the added risk. A first lien on the aircraft is the collateral,

Overseas Private Investment Corporation (OPIC)

OPIC Investment Guarantee Program

This program provides coverage of up to 50 percent of the
total project cost. The guarantee covers principal and interest
on only the debt portion of the project financing. The actual per-
centage of project costs that OPIC will guarantee varies from
project to project and is specified in a detailed investment
agreement ""package' for each project. Interest rates on the
guaranteed portion of the debt are negotiated by the lender, the
borrower, and OPIC within a range established by OPIC. The
range is specified by the OPIC Finance Committee and is based
on the prevailing conditions in the money markets. OPIC offi-
cials suggested that the interest rate is not a chief determinant
of the decision to guarantee. Rather, OPIC is concerned pri-
marily with project viability and its effect on the development
of the host country. There is no explicit interest rate subsidy.
A first mortgage is usually required for collateral, but other
forms of security may be acceptable.

Small Business Administration (SBA)

Regular Business Loan Guarantee Program (TA)

This program covers 90 percent of the balance of the loan
outstanding, as stated in the legislation. SBA officials indicated
that up to 90 percent of principal and interest is covered by the
guarantee program. The interest rate is pre-set quarterly by
the program director, who uses a formula as a guide. There
is no explicit interest rate subsidy provided by the program.
Collateral typically takes the form of real property or accounts
receivable, but a loan cannot be rejected because of lack of col-
lateral.
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SBA/VA

Program of Guaranteed Loans
to Development Companies (502)

This program covers up to 90 percent of principal or
$500, 000, whichever is less. The interest rate is pre-set an-
nually, and rates aré set to be consistent with the regular busi-
ness guaranteed loan program. There is no explicit interest
rate subsidy. Collateral is required to ""reasonably assure re-
payment.' The security typically consists of a lease, first or
second mortgage, or personal guarantee,

Small Business Investment Company Program

This program guarantees 100 percent (timely payment) of
principal and interest. The interest rate for the program is set
at 3 percent or determined by formula, whichever is greater.
The formula used by the Department of Treasury sets the rate
as the average market yield on outstanding U.S. Government
obligations that are comparable in terms of maturity structure
to SBIC debentures, adjusted to the nearest 1/8 percent, less
3 percent. The program does not provide for an explicit inter-
est rate subsidy. Collateral is the credit worthiness of the bor-
rower and the project's financial viability.

Veterans Administration (VA)

VA Home Loan Guarantee Program

This program covers principal, interest, lender expenses,
and advances made by the lender to borrowers that are delin-
quent in paying taxes, The guarantee may not exceed 60 per-
cent of the original principal amount or $17, 500, whichever is
less. Interest rates are negotiated between the lender and bor=-
rower within a framework set by the administrator and based on
market conditions, Although the regulations state that 8 1/2
percent is the maximum allowable rate, the VA official inter-
viewed said there was no longer a maximum rate., In general,
coordination of rates for the VA and HUD 203B programs is en=-
couraged; VA rates are frequently the maximum allowable FHA
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COVERAGE PROVISIONS

interest rates. There is no explicit interest rate subsidy for
this program. The down payment requirements, however, are
often nominal and may be considered a subsidy. A first lien on
the realty is required as collateral,

Program Descriptions

The descriptions of each program illustrate that program
characteristics vary from program to program. The purpose
of this section is to determine whether or not insurance or guar-
antee programs typically have certain program characteristics.
The 11 insurance and 11 guarantee programs are analyzed, in
aggregate by type, across the same set of characteristics.

Coverage Provisions

The coverage provisions of the programs sampled vary in
the percentage of coverage and also in the elements (principal,
interest, and expenses) they contain. No uniformity of coverage
provisions seems to exist at the aggregate level of either insur-
ance or guarantee types. For example, of the 11 insurance pro-
grams, 6 cover 100 percent of either the outstanding principal
balance at the time of default plus interest (4 of the 6) or the
outstanding principal balance plus interest and allowable lender
expenses (2 of the 6 programs). The remaining 5 insurance
programs cover less than 100 percent of the outstanding loan
amount. The coverage provisions for these programs range
from 99 percent of the outstanding principal balance to 90 per~-
cent of the outstanding principal balance or the extent of the
lender's reserve account (HUD Title 1, Section 2), whichever
is less, Of this group, only 1 program covers the outstanding
principal balance plus interest. The remaining 4 programs
cover the outstanding principal balance plus interest and allow-
able lender expenses.

The 11 guarantee programs can also be classified by whether

or not 100 percent of the loan is covered by the guarantee, and
by the elements the guarantee covers. The guarantee programs
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appear to be more uniform in terms of which elements are cov-
ered. Two of the programs provide 100 percent guarantees and
cover only principal and interest. Of the 9 programs providing
guarantees of less than 100 percent, 7 cover principal and in-
terest. Of the remaining two, one covers only principal and the
other covers principal, interest, and allowable lender expenses.

Method of Interest Rate Determination

Interest rates are established in one of three ways for all the
programs studied; they are: pre-set by the agency, related to
a formula, or negotiated between borrower and lender. In the
third case, there is often a maximum interest rate permitted by
the agency. There appears to be no pattern of determining in-
terest rates as a function of program type (i.e., insurance or
guarantee), program substance (e.g., housing, small business,
education), or presence of interest rate or other subsidies.

The majority of insurance and guarantee programs either
pre-set interest rates or rely on the negotiation process to es~
tablish them. Of the 11 insurance programs, 4 pre-set rates
and 6 use the negotiation process. Similarly, of the 11 guaran-
tee programs, 4 pre-set rates and 5 set rates through negotia-
tion., One insurance program and 2 guarantee programs use a
formula to set interest rates.

Although program substance does not appear to be a basis
for establishing interest rate setting procedures, in a.few cases
groups appear to exhibit some uniformity. The 22 programs can
be divided into five substantive groups: housing, business, edu-
cation, agriculture, and discrete ventures.

Of the nine programs in the housing group, seven permit the
negotiation process to set interest rates. Five of the seven are
HUD/FHA insurance programs and the sixth is the VA guarantee
program., The sixth HUD/FHA housing insurance program stud-
ied pre-sets the interest rate. As for the remaining two housing
programs, the FmHA insured rural housing program relies on a
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formula to set rates, and the FmHA guaranteed rural housing
program allows the rate to be negotiated between borrower and
lender.

There appears to be less uniformity among the group of four
business programs, consisting of three SBA programs and one
FmHA program, than among the housing programs. Of the three
SBA guarantee programs, two pre-set interest rates and one
uses a formula. The FmHA guarantee program permits the ne-
gotiation process between borrower and lender to establish the
interest rate.

The two HEW programs, comprising the education group,
pre~-set interest rates. However, one program is an insurance
program, while the other is a guarantee program. (The ambi-
guity of HEW program classifications as insurance or guarantee
is discussed in the following subsection, ''Definitions.")

- Of the three programs in the agriculture group, two pre-set
interest rates, but one is an insurance program and the other is
a guarantee program. The third program uses the negotiation
process. '

The discrete venture group consists of the FAA aircraft
guarantee program, the MARAD guaranteed ship financing pro-
gram, the HRA insured hospital program, and the OPIC guar-
antee program. There appears to be more uniformity in this
group, perhaps because of the types of ventures being insured
or guaranteed. "All four programs use the negotiation process.
OPIC, however, does pre-set a range of interest rates for a
given type of investment.

The relationship between interest rate setting methods and
the presence of interest rates or other subsidies* is also ambigu-
ous and apparently bears no relationship to the type of program.

*Qther subsidies include but are not limited to lower down pay-
ments, longer maturities, or suspension of premiums.,
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Of the four insurance programs with pre=-sete interest rates,
two have interest rate subsidies and two have no subsidies. Of
the four guarantee programs that pre-set rates, only one has
an interest rate subsidy and three have no explicit interest rate
subsidies.

Similar apparent randomness is exhibited by programs with
negotiated rates. Of the six insurance type programs, one (HUD
221D3 BMIR) has both an explicit interest rate subsidy and an-
other subsidy form (no mortgage insurance premium is charged).
Three have other forms of subsidies, and two were designed
without subsidies. However, of the five guarantee programs
with negotiated rates, one provides a non-interest rate subsidy
and the other four were designed with no subsidy components.
For the one insurance program and two guarantee programs that
use formulas to determine interest rates, no explicit subsidy
form exists. ‘

Types of Collateral Required

In the overriding majority of cases, physical collateral (e.g.,
a first lien on the insured property) is required as security.
Nine of the 11 insurance programs require some form of physi-
cal collateral. The remaining two programs, both student loan
programs, require no form of security. Eight of the 11 guar-
antee programs require physical collateral. Of the remaining
three programs, one requires personal gsecurity and two require
either physical or personal security.

Conclusions

The first two parts of this section have described the sam-
ple of insurance and guarantee programs selected for this study
at both the program-specific and the more general program-type
levels., The first part illustrates, by the specific descriptions of
each program, the wide variety of programs and related charac-
teristics. The second part shows that at the general level of ei-
ther insurance or guarantee type, there do not appear to be uni-
form patterns of characteristics associated with a specific type
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of program. The following section addresses the question of in-
ternal program and agency consistency.

Internal Program and Agency Consistency

Internal consistency is a significant concern because of the
connotations associated with the term "'insurance.’ Specifically,
insurance suggests a program designed to generate sufficient
revenues from fees and premiums to cover actuarially deter-
mined future claims experience and, in many cases, the admin-
istrative expenses of the programs. Such expressions as '"self-
sufficiency, ” "'self-sustaining, " and "adequate reserves’’ are
often used in reference to the term insurance.

Asg for the term ''guarantee, ' it usually suggests a program
designed to require appropriations or other sources of govern-
mental funding to meet claims payments. These programs may
have fees but usually do not have annual premiums designed to
cover future losses. Expressions such as "'self-sufficiency' or
"self-sustaining'' are normally not associated with the term
guarantee.

In order to analyze the 22 programs in terms of these com-
mon associations with the terms ''insurance' or "guarantee, "
four additional characteristics are introduced:

. extent of U,S, liability;

. presence of fees and premiums;

. sources of funds for administrative expenses and
claims payments; and

. program fund control mechanism.
These characteristics are compiled for the 22 programs in Ma-
trix 1 (Typology of Insured and Guaranteed Ioan Programs) and

Matrix 2 (Program Financing and Control Mechanisms) (see Ap-
pendix A). Insurance programs are analyzed in terms of these
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characteristics, and guarantee programs are examined to de-
termine whether they may have characteristics normally asso-
ciated with insurance programs. Further, programs within the
same agency and possessing common characteristics are exam-
ined to see if they are consistently called either insurance or
guarantee programs. Finally, programs are examined across
agencies for consistency.

Insurance Versus Guarantee

The most consistent insurance program (used as a model in
the course of this discussion) appears to be the HUD/FHA 203
basic home mortgage insurance program. In this case, the U.S.
liability is limited to the reserves of the Mutual Mortgage Insur-
ance Fund. Historically, premiums and fees have provided suf-
ficient income to meet the claims experience of the Mutual Mort-
gage Insurance Fund, which has maintained a surplus position.
As of September 30, 1976 (date of the most recent available HUD
financial statement), neither appropriations nor Treasury bor-
rowing was required to operate this fund. Furthermore, there
is no statutory control over the size of the program, according
to HUD officials, because the program ''pays its own way."

The VA home loan guarantee program is a good model of a
guarantee program. The program recognizes that the liability
to the government is the amount of outstanding guarantees. Nei-
ther fees nor premiums are charged. After an initial capitaliza~-
tion of the loan guarantee revolving fund, the majority of claims
have been paid by income generated from past loan and property
sales. Appropriations are used for administrative expenses and
are authorized for claims but have not been used to meet claim
payments, according t6 the VA official interviewed. The same
official stated that program size is limited only by the demand
for its use.

At the aggregate level of 22 programs, the terms insurance
and guarantee are often used interchangeably, and in many in-
stances, the terms are not related to their program character-
istics. In general, insurance programs are less consistent than
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guarantee programs in terms of these characteristics. For ex~
ample, the FmHA rural housing insurance program, for which
a direct loan is made, does not charge fees or premiums. The
U.S. liability for this program is the government's full faith and
credit, Although there is a $2.675 billion dollar limit on the
aggregate insurance outstanding, the program has access to the
appropriations process and to the Treasury (either directly or
through the sale of certificates of beneficial ownership to the
FFB) to cover losses and to finance the program.

A second FmHA example is the community facilities insur~
ance program, for which a direct loan is also made. Although
the U,S. liability is limited by the funds in the Rural Devel-
opment Insurance Fund (RDIF), the program does not charge
premiums or fees and therefore does not contribute to the re=-
serves for logses. Furthermore, appropriations are used to
cover losses and administrative expenses of the program. Be-
cause program fund sources are merged in the RDIF, additional
sources of funds for claim payments may include premiums and
fees collected for other programs that are contained within the
RDIF or Treasury borrowing, for which the program has unlim-
ited borrowing authority. Additional financing from the Trea-
sury may take the form of sales of certificates of beneficial
ownership to the Federal Financing Bank.

Similarly, the two student loan insurance programs are
backed by the full faith and credit of the Federal Government.
Annual premiums are included as part of the program; but for
the federally insured student loan program, they are normally
collected once, at the time the insurance is provided. Program
officials also stated that an insurance approach to the program
(using premiums based on the estimated default rates) was de-
liberately not chosen in order to avoid the possibility of good
borrowers being penalized for bad risk borrowers. The spread-
ing of risk across all borrowers, however, is normally consid-
ered a feature of insurance.

The two student loan programs deposit the premiums col-
lected into the student loan insurance fund, but the collections
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have not been adequate to cover losses. Both programs require
appropriations to cover losses and have limited borrowing au-
thority ($25 million in FY 78) at the Treasury. Although the
appropriations process sets a theoretical limit on the program,
supplemental appropriations have been requested and provided
for both programs. '

A last example provides additional evidence that the term
insurance does not always represent its usual connotations. A
number of HUD programs that are part of the General Insurance
Fund do not have the self-sustaining characteristics that nor-
mally define insurance. For example, the 221D3 BMIR program
does not charge insurance premiums and, therefore, does not
contribute to the insurance reserves for losses. Although the
government liability for this program is designed to be limited
to the insurance reserves in the fund, and the fund was designed
to be actuarially .sound, this is not the case. The General In-
surance Fund has access to three external sources of funds: the
Mutual Mortgage Insurance Fund; appropriations; and Treasury
borrowing. Each source has been tapped to provide funds for
claims experience. Moreover, one HUD official suggested that
in the early 1980s, additional appropriations will be required to
pay off part of the maturing debt owed to the Treasury.

Most guarantee programs are consistent with respect to
their recognition of the government's liability, their need for
appropriations and Treasury borrowing, and their understanding
of the limitations on the size of the program. A number of pro-
grams, however, charge fees or premiums that are similar to
charges normally associated with insurance programs. Although
it does not appear to be a critical problem, the incorrect label-
ing of fees as premiums or premiums as fees may contribute to
the confusion regarding the classification of programs as insur-
ance or guarantee type.

A fee is normally a one-time charge to the borrower or
lender and is usually a percentage of the loan amount. An exam-
ple is the one-time fee of 1 percent charged by the SBA 7A pro-
gram to the banks originating the loan. The FmHA recreation
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facilities guarantee program also charges a one-time fee of 1
percent of the principal amount of the loans. Other programs,
however, have annual guarantee fees that are charges against
the outstanding principal balance of the loan. These charges
are normally associated with insurance programs. For exam-
ple, both the Maritime Administration and the Federal Aviation
Administration charge annual guarantee fees. Similarly, OPIC
has an annual guarantee fee which ranges from 1 3/4 to 3 per-
cent of the outstanding balance of the loans.

One exception to the general consistency of guarantee pro-
grams is the FmHA business and industrial loan guarantee pro-
gram. For this program, a guarantee fee is charged once.
However, according to an FmHA official, it is designed to cover
losses accruing to the program. The liability to the government
is its full faith and credit, and appropriations are available to
replenish the fund if it is not self-sustaining. This program,
therefore, charges a fee (which sounds like an insurance pre-
mium) that is supposed to make the program self-gustaining.
However, both the appropriations process and unlimited bor-
rowing authority are available to the program in times of need.

In summary, there appears to be more consistency among
guarantee programs (with the exception of the FmHA business
and industrial loan program) than among insurance programs,
as illustrated by the various examples of insurance programs
that do not comply with the generally accepted characteristics
of insurance. Although examples of incorrect labeling of fees
or premiums exist for guarantee programs, this may not be a
critical problem except as a possible contributing factor to the
general confusion about program types.

Internal Agency Consistency

Four agencies--FmHA, HEW, HUD, and SBA--contain more
than one program sampled for this study. These agencies thus
provide the opportunity to determine whether program types and
characteristics are consistent at the agency level.
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FmHA Programs

A number of inconsistencies exist across FmHA programs.
The full faith and credit of the government is pledged for the
four guarantee programs and for one of the two insurance pro=-
grams. Neither insurance program should be backed by the
government's full faith and credit if it is to be considered in-
surance in the pure sense of the word.

The rural housing insurance program, which is backed by
the government's full faith and credit, does not charge fees or
premiums and requires appropriations to cover losses. The
community facilities insurance program, which limits the liabil-
ity of the government to the amount available from the Rural
Development Insurance Fund, does not charge fees or premi-
ums either and does not, therefore, contribute income to cover
losses. This is particularly significant because both programs
make and "insure’’ their respective loans. Neither of these
programs meets the requirements normally associated with the
term insurance.

While neither insurance program charges fees or premiums,
three of four guarantee programs do. The emergency livestock
guarantee program does not charge its borrowers. Two of the
three remaining programs (the rural housing and recreation fa~
cilities guarantee programs) charge an appropriate one-time
guarantee fee. The business and industrial loan guarantee pro-
gram also has a one-time fee which, according to one FmHA
official, is supposed to cover ultimate losses; yet this program
can rely upon appropriations if necessary.

In terms of access to alternative sources of funds for claims
payments, the FmHA programs function independently of the
normal boundaries of insurance or guarantee assumptions. Re-
gardless of type, all programs can (at the fund level) request
appropriations or borrow from the Treasury to cover losses.

In summary, the six FmHA programs have some common
characteristics regardless of the program type. Although the
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emergency livestock program most closely resembles a pure
guarantee type, the remaining guarantee programs have charac-
teristics of both insurance and guarantee types. The two insur-
ance programs are the least consistent and probably should be
considered guarantee programs or direct loans. The insurance
status of both programs appears only to facilitate the use of the
Federal Financing Bank for additional liquidity.

HEW Programs

Both student loan insurance programs have the same char-
acteristics. Each is backed by the government's full faith and
credit and each collects one-time premiums. Both programs
have access to appropriations and limited Treasury borrowing
to cover losses since the premiums charged are not designed
for this purpose. In summary, while both programs are inter-
nally consistent within the agency, they share more common
characteristics with guarantee types than with insurance types.

HUD Programs

The seven programs conducted by HUD are considered in-
surance operations by the agency. The two programs contained
within the Mutual Mortgage Insurance Fund, 203B and 244, ap-~
pear to be the best examples of insurance. * Another example is
the property improvement and mobile home program, Title 1,
Section 2. This program has a unique feature called the lend-
er's reserve-account. Insurance coverage for this program is
ultimately limited to the reserves of this account. The reserve
is established initially as 10 percent of the aggregate loans made
by an insured lender. The account is adjusted periodically to
reflect changes due to maturing loans, but it cannot be reduced
to less than $15, 000. Although there was some confusion among
HUD officials regarding the length of time an account must exist

*The 244 program is only one year old, and it is therefore diffi-
cult to determine whether it will be actuarially sound over its
lifetime.
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before the first adjustment can be made, the system apparently
has operated successfully. The program has made a positive
contribution to the insurance reserve for losses of the General
Insurance Fund.

As previously mentioned, the 221D3 BMIR program, which
is part of the General Insurance Fund, does not collect an insur-
ance premium. The elimination of the premium is recognized
as a subsidy and implies that the program was not intended to be
actuarially sound. The inconsistency, therefore, is at the fund
level because the fund was initially designed to be actuarially
sound but it contains a program that is not. '

The three remaining programs, 221D3 MR, 221D4, and 242
(hospitals), possess the characteristics typically associated with
insurance. Each collects normal fees and premiums and limits
the government's liability to the insurance reserve. The incon-
sistency, however, is again at the fund level because the fund's
liability is not limited to its reserves. Rather, it has access to
appropriations and Treasury borrdwing which, therefore, ex=
pands the government's liability beyond the reserves of the fund.

One further point is that the regulations for the programs an-
alyzed, except for Title 1, Section 2, permit payment of claims
in either cash or debentures. The decision concerning which
method to use is partly a function of how attractive HUD wants
to make a program to the lenders. If a payment is made in de-
bentures, additional liquidity is provided to the fund or program
because the reserves have not been diminished by the size of the
payment. When debentures are used, the government's liability
is extended further.

SBA Programs

The three SBA programs are guarantee types and appear to
be internally consistent. Each program is backed by the full
faith and credit of the government. One program charges a one~
time guarantee fee to the lender. The other two programs do
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not charge fees or premiums. All three programs have similar
access to the appropriations process, and none has authority to
borrow from the Treasury.

Consistency Across Agencies

Consistency across agencies for the full set of 22 programs
is very limited., Although guarantee programs are more con-
sistent across agencies than insurance programs, when incon-
sistency occurs at the agency level it re-occurs across agencies.
Comparisons for insurance programs reveal a similar pattern.
Without internal agency consistency, it appears to be difficulf to
obtain consistency across agencies.
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As shown in the previous section, federal loan guarantee
and insurance programs display a variety of definitions for key
terms such as '"guarantee, " "insurance, " "delinquency, ' ''de-
fault, "' "forbearance, " "subsidy, "' and ''contingent liability, "
and the variations occur not only among programs administered
by different agencies but among programs administered by the
same agency, These differences sometimes result from differ-
ences in legislative language, in cases where terms are defined
in the legislation; but most of the differences are due to the way
in which "working'' or "operational'' definitions evolve from be-
ing used on a daily basis by the persons who actually adminis=-
ter the programs and service the guaranteed or insured loans,
While such "working'' definitions are useful to those who use
them, two major problems may result,

First, "working' definitions may become so loose that they
no longer reflect~-or may even obscure~-Congress' initial in-
tent in establishing a particular program. A prime example in
this study is the guaranteed student loan program administered
by the Office of Education., Ignoring special cases for which the
term guarantee is mentioned, the legislation establishing and
detailing the provision of the guaranteed student loan program
does not refer to a guarantee program at all, Instead, the leg-
islation constantly refers to a program of ''federally insured'
loans to students, As will be explained below, the terms guar=~
antee and insurance may be given precise definitions, Yet the
guaranteed student loan program uses the terms almost inter-
changeably through all the levels of units actually administering
the program, If Congress intended that the program be funded
from insurance premiums paid into a reserve for losses which
was determined actuarially so that the reserve could in fact
cover claims, the intentions of Congress have not been realized,
If, however, Congress wanted a guarantee program, with the
loans secured so as to ensure repayment and the risk involved in
the Federal Government's contingent liability kept to a pre-
scribed level, then why the emphasis in the legislation on ''fed-
erally insured' loans?
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One possible result of the confusion in terms is that the pro-
gram now is neither a true insurance program nor a controlled
guarantee program but a program in which, for a small fee, the
Federal Government will assume the risk for almost any student
loan a lender is willing to make. The fact that extensive defaults
occurred under the program may not be related to the points
made here regarding definitions, but a clearer conception of the
program's objectives (reflected in more careful legislative lan=
guage) might have helped to avoid the recent difficulties,

A second problem arising from the wide variations in defini-
tions is the difficulty in interpreting information about the pro-
grams provided by the agencies, This is especially true with
regard to definitions of delinquency and default. If Congress
is told that a particular guaranteed or insured loan is 90 days
""past due, "' that information could mean many things, If the loan
guarantee was extended under the Maritime Administration's
federal ship financing guarantee program, then the loan has been
"in default' for 80 days and extensive remedial efforts are prob-
ably underway. If the loan was guaranteed under the Veterans
Administration program for housing loans, then the default has
just become ''reportable' since the VA definition of reportable
default is a loan on which three monthly payments have been
missed, Until recent regulations were proposed to require that
all lenders report defaults within 90 days, a loan 90 days past
due under the guaranteed student loan program would probably
not even have been reported to the OE regional offices by the
lender, The definition of default for the GSLP, as specified in
the legislation, even goes so far as to require that the Commis-
sioner of Education make some judgment that a "borrower no
longer intends [emphasis added] to honor his obligation to re-
pay.'" Thus, unless Congress knows the specific operational
definitions of default used in the agencies administering the pro-
grams, it cannot judge the extent or severity of a loan reported
by an agency as ''defaulted, " The case is made a fortiori with
respect to the term delinquency, which is used extensively in
the agencies but rarely defined clearly or uniformly,
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The combined effect of these two problems resulting from
confusion in definitions is that Congress loses its power to con-
trol and monitor programs in an effective way. Without clear
knowledge of what a particular word, such as default, means
operationally within and across agencies, Congress cannot eval-
uate the effectiveness of programs or accurately estimate the
contingent liabilities of the Federal Government under a partic-
ular program. If Congress has no clear definition of guarantee
and insurance, it cannot control the basic thrust of a program
and agencies have relatively free reign to implement programs
in ways that may be inconsistent with Congress' intentions.
These issues will be highlighted below as specific attention is
given to cross-agency comparisons among definitions.

Guarantee and Insurance

The terms guarantee and insurance may be given precise
definitions. The term insurance, in private sector finance, has
come to mean commitment of one party (the ingurer) to bear the
rigk, for a fee (premium), of a venture undertaken by the in-
suree or policyholder. The premium varies according to the
risk of the venture and is set by the insurer on an actuarially
determined basis to cover claims that may result. In certain
government insurance programs (e.g., HUD 203B), the liability
of the Federal Government is limited to the amount maintained
in a particular insurance reserve which collects the premiums
paid. By contrast, the term guarantee indicates a commitment
in which unlimited liability of the Federal Government (usually
expressed in terms of a '"'full faith and credit” backing) is typi-
cally involved, but the absolute amount of any particular contin-
gent liability (i.e., loan) and/or the total aggregate contingent
liability is usually controlled (e.g., a certain percent of total
contingent liabilities must be kept in the form of guarantee re-
serves for paying claims=--as in the case of OPIC investment
guarantees).

The terms guarantee and insurance as used in the programs
studied are not used in nearly as precise a way. Matrix 3
(Appendix A) presents an overview of definitions used by the
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agencies. The first point to be noted is that none of the agen-
cies is working on the basis of definitions for guarantee or in-
surance specified in the legislation establishing the program.
However, several guarantee programs (FmHA, OPIC) do have
definitions of guarantee which can be found in the regulations or
in other documents prepared by the agencies; and the GSLP does
have a definition of 'insurance premium'' in its FISLP lenders
manual (the GSLP will be discussed in greater detail below),

Beyond the lack of legislatively defined terms, there is little
to say about the definitions of guarantee and insurance; the ma-
jor discrepancies occur in the relationship between the types of
programs and the types of fees or premiums collected and the
extent of U, S, liability, as discussed in the section on program
typology. These discrepancies demonstrate the confusion about
the precise intentions of Congress in creating the programs,
The differences in definitions shown in Matrix 3 are fairly triv-
ial and relate more to emphasis than to substantive variation.
For example, MARAD and FAA refer explicitly to some terms
of the loan agreement; OPIC stresses the irrevocability and
complete protection afforded by the agreement; and SBA and the
VA provide simple generic descriptions of a guarantee. In the
case of definitions that were provided in the course of inter-
views, the variations may be due as much to the perspective of
the interviewee as to significant differences in wording.

With the exception of FmHA, the variations in definitions of
insurance are equally minor, No definition was found in legisla-
tion or regulations or offered by program officers for the HUD/
FHA property improvement loan insurance program, Apart
from this program, OE and other FHA insurance programs em-
phasize the premiums collected as part of the program; and the
FmHA community facilities program ''assures payment'' of the
agency's obligations to the Federal Financing Bank for repay-
ment of the certificates of beneficial ownership issued under the
program., '

The guaranteed student loan program (GSLP) is a special
case with respect to definitions, but one that may illustrate
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possible difficulties for other programs if terms are not well~
defined. The legislation creating the guaranteed student loan
program--as it is widely known--refers to both the federally
insured student loan program (FISLP) and the guarantee agency
program {GA) under the heading ''low interest loan to vocational
students and students in institutions of higher education.’’ Fol-
lowing this legislative title, the program is called a program of
"federally insured' student loans, and even the guarantee agency
sub-program is discussed in terms of re-insurance rather than
loan guarantees. Except at the legislation level, the terms in-
surance and guarantee are used interchangeably. Even in the
regulations (CFR 177,1(1)), "guarantee agency' is defined as
"the state agency or private non-profit institution or organiza-
tion administering a student loan insurance [emphasis added]

program."’

In practice, the GSLP is viewed as the umbrella term for
the two programs mentioned above: the FISLP, which involves
the Federal Government as direct insurer of lenders who make
student loans; and the GA program, which involves the Federal
Government as re-insurer (or guarantor) of student loans guar-
anteed (insured) by state agencies or other organizations. In-
fact, neither program is a formal insurance program, as de-
fined above, since insurance premiums are not collected to be
used as a reserve for paying claims. Program personnel in the
Bureau of Student Financial Assistance stated that an "insur-
ance'' approach to the program (i.e., involving premiums set on
the basis of estimated default rates) was deliberately not chosen
in order to avoid good student borrowers being penalized for bad
risk student borrowers. Guarantee fees (insurance premiums")
are collected, but these are more like administrative fees paid
by lenders to the Federal Government or guarantee agencies.
Moreover, there is no statutory reserve requirement (either
dollar or percent) against which OE may make guarantees or
insurance commitments. (In recent years, discussion of insur-
ance or guarantee reserve requirements has been academic,
gince claims paid have far exceeded fee revenues.)
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The GSLP is probably the best example of a program in
which the terms are confused. It is not certain that this confu-
sion has contributed to the defaults incurred under the program.
However, it seems clear that lack of sufficient clarify in the
legislation about the nature of the program (i.e., insurance or
guarantee~--but not merely "getting money in the hands of stu-
dents'') caused a situation in which definitions and derivative
methods for administering the program were left in the hands
of agency personnel who were less concerned about the precise
financial thrust of the program than about making college ac-
cessible to students.

Default, Delinquency, and Forbearance

The area of problem loans involves significant differences
among agencies in definitions of key terms. In many cases, the
circumstances that determine whether a loan is in default are
specified in the legislation or regulations; however, these con-
ditions vary considerably even among the small sample of pro-
grams reviewed in this study. The terms delinquency and for-
bearance are typically unspecified in the legislation or regula-
tions although they are used widely by program managers.

Default is usually defined as resulting from two types of con-
ditions. First, if the borrower violates any terms of the loan
agreement or contract, the loan may be declared in default.
Second, most agencies specify a period when a loan may be past
due without going into default, and default is defined to occur
when a payment on a particular loan is not received within this
"grace' period, The key to understanding default, however, is
not to assume that default is an "objective"” condition that oc-
curs when a contract is breached or a grace period exceeded.
Rather, it is most often a 'management decision'' that declares
a loan is in default. At least one agency, SBA, explicitly re-
serves the right to pay its share of principal and interest at any
time based on its own judgment about the viability of a loan (for
the 7A and 502 programs). That is, if SBA anticipates a prob-
lem with a particular loan, it may take immediate action in pay-
ing a claim rather than wait for the loan to reach and exceed the
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grace period for repayment (which would involve some additional
interest payment to the lender), A second example is the OPIC
investment guarantee program, under which a borrower is re-
quired to report every month directly to OPIC as well as to par-
ticular private investors. In OPIC's case, problems on invest-
ments are usually anticipated several months in advance, and
OPIC has some leeway in taking steps to remedy a potential
problem, If an investment goes into "default, "' it is because
OPIC has determined that conditions are so bad that the situation
cannot be remedied and has decided that it would be better to pay
the guarantee commitment than to attempt alternative action.

The ""management decision' aspect of default is less strong--
though not absent--when there is a specified period within which
payment must be made. In the case of the GSLP, default occurs
after 120 days for loans being repaid in monthly installments and
after 180 days for loans being repaid in less frequent install-
ments, However, the Commissioner of Education is mentioned
in the legislation as involved in some determination that the bor=
rower does not intend to repay. This gives some discretion to the
agency to forbear in collecting on a particular loan., If, for in-
stance, a loan is past due for 60 days and a lender reports that
non-payment is due to extraordinary circumstances that will be
cured within three months, then the loan will not be reported as
in default even though no payment is received during the 120-day
period,

Similarly, in cases involving a breach of contract which
could be objectively considered default, an agency usually has
some discretion in classifying the loan as such. Again, in the
case of SBA, the covenants of the loan guarantee agreement of-
ten specify that the borrower will maintain a particular debt/
equity ratio. On.the basis of monthly financial statements, it
would be possible for a lender to determine whether this ratio
was being maintained and, thus, whether the borrower was in
default under the terms of the agreement. However, the defini-
tion of default includes some provision that violations of certain
agreement covenants must be indicative of an adverse change in
the borrower's ability to repay. This, of course, is a manage-
ment decision that either the lender or SBA must make.
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Thus, default is whatever, within certain bounds, the agency
or lender chooses to call default. As a practical matter, it is
usually acknowledged that default has occurred when a lender,
operating within the bounds of his authority to judge the terms
of a contract and allowable grace periods for repayment, files
a claim with an agency which the agency is required to pay.

The term delinquency, which was not defined in the legisla-
tion or regulations of many of the program surveyed, has little
precise practical definition for most of the agencies. In some
cases (e.g., FHA property improvements, FHA home insurance,
GSLP, and MARAD), delinquency is identical to default (i.e.,
any loan that is past due) or is a general classification of which
default is a special case (because of additional restricting con=
ditions involved for default). In a number of cases, no defini-
tion for delinquency exists or the term is not used, In practice,
little distinction is made between loans that are past due (i.e.,
delinquent) and loans in default, As described in the section on
accounting procedures, usually no explicit accounting distinction
is recognized between a delinquent loan and a defaulted loan for
which a claim payment is made. On the other hand, the term
delinquency is used extensively as a general designation for a
loan past due in most of the agencies visited.

Forbearance is a term that is rarely defined explicitly, but
various forms of forbearance or loan compromise are frequently
used by the agencies, Methods of forbearance may range from
simple grace periods for making payments (e.g., MARAD) to
a number of methods for easing the burden on the borrower,
These methods may include one or more of the following:

. Deferral - agreeing to delay subsequent payments on
the loan until some specified future time when the
borrower's circumstances will have improved.

. Refinancing - repackaging the balance of the loan, or

combining several loans, into a new loan with new
terms of payment,
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. Rescheduling - agreeing to make payments at a dif-
ferent rate over the life of the loan or extending the
amount of time or number of payments to be allowed,

. Forgiveness - allowing the borrower to pay less than
the initially agreed upon amounts of principal plus
interest,

In addition, agencies have developed other forbearance mech-
anisms that are agency-specific, FmHA and MARAD have an
option to assume the borrower's payments or to make advances
to the borrower so that payments to holders of the borrowers'
securities are not missed, The FHA hospital mortgage program
legislation permits the Secretary of HUD to declare a morator=
ium on borrower repayment of principal and interest,

In all cases of forbearance, the agency responsible for ad-
ministering the program requires notification from the lender
and borrower of any changes in the terms of the original con-
tract and reserves the right to approve or disallow the proposed
forbearance provisions. Again, as in the case of delinquency,
practically no special accounting record is kept of loans on which
forbearance has resulted in changed loan terms,

Subsidz

There are explicit interest subsidies in only three of the
programs examined--GSLP, HUD 221D3; and the FmHA recrea-
tion facility guarantee program. The GSLP subsidy involves the
payment by OE of interest on a student loan during the period the
student is in school or during other approved deferment periods
(e.g., military service), In order to qualify for these interest
payments, a student must report a family income of less than
$25, 000 or otherwise demonstrate the family's need for the sub-
sidy, In the HUD 221D3 program (below-market interest rate
portion of program), HUD pays lenders the interest difference
between the maximum interest rate permitted under the program
and a 3 percent interest charged to the borrower, A similar
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mechanism would be used for the FmHA program if it were im-
plemented, These are explicit interest subsidies and are de-
scribed, but not defined, as such in the legislation for most
programs, In FmHA programs, the term subsidy is defined in
the respective regulations,

Contingent Liability (Insurance in Force)

Definitions of the contingent U, S, liabilities under programs
vary significantly from one agency to another, Several agencies
(MARAD, GSLP, HUD/FHA--except Title 1, Section 2 and 242,
FAA, SBA, VA) define contingent liabilities as total outstanding
liabilities, i,e,, the total amounts guaranteed by the agency less
any repayments made and less any actual liabilities (claims paid)
under the program, They thus represent an amount that is guar-
anteed but on which the government is uncertain as to how much
it will actually have to pay in claims,

In contrast, the six FmHA programs include the full amount
of guarantees, including those guaranteed portions of loans al-
ready acquired by FmHA, on which payments have been made,
The rationale for including actual liabilities as contingent liabil-
ities under these programs is not clear, HUD programs in the
Mutual Mortgage Insurance Fund operate as pure insurance pro-
grams, In the General Insurance Fund, HUD property improve-
ment insured loans stand out as the only insurance program that
operates as an insurance program insofar as it views its contin-
gent liabilities as limited by the size of its aggregate reserve
accounts maintained for lenders,

With the exception of the six FmHA programs, guarantee
programs appear to be consistent in their definition of contingent
liability, To the extent that insurance programs view their con=-
tingent liabilities as more than their reserves for losses, it is
not clear what distinguishes them from guarantee programs,

Not only do these discrepancies for the insurance programs lead
to confusion, at the agency and Congressional levels, about the
meaning and financial designation of a particular program, but
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the different ways contingent liabilities are calculated in various
programs make it difficult to determine with accuracy the total
contingent liabilities of the Federal Government under loan guar-

antee and insurance programs,
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ACCOUNTING CHARACTERISTICS AND CONVENTIONS

This section examines the accounting practices and conventions
of the different agencies conducting loan guarantee and insurance
programs. Specifically, it discusses the systems used, the level
of detail and format of accounting data maintained, and the pro-
cedures for estimating administrative costs and loan loss reserves,
It also addresses the question of whether or not accounting proce-
dures accurately reflect risk as a function of loan status, and dis-
cusses liquidity effects of payment methods and recognition of sup-
plemental financing, Finally, information is provided for the way
in which each agency accounts for acquired loans or property.
Matrix 4, Accounting Characteristics and Conventions (Appendix
A), summarizes the information avajlable for each agency,

Accounting Systems, Detail, and Format

All but one (FmHA) of the eight agencies surveyed use exclu-
sively, the accrual basis of accounting. FmHA also uses the
accrual basis in most instances, but it occasionally uses the
cash basis of accounting to account for non-recurring expendi-
tures and rental income from properties in inventory.

While, for the most part, the eight agencies use a compar-
able basis of accounting, the level of accounting detail and the
format of financial data available differs from agency to agency.
The degree of detail of accounting data can be measured at either
the fund or program level, The difference is significant if the
fund contains more than one program because of the potential
loss of program-related financial data, The format of financial
data may vary from formal financial reports to practically no
publication of financial information. This variability is thus also
significant because of the potential loss of information,

"Two agencies maintain financial records only at the fund
level. At FmHA, accounting data for each of the six programs
is merged into the appropriate fund. The result is that pro-
gram level financial data is not generally available, and it
becomes difficult to attribute the sources and uses of funds to
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a specific program. At SBA, loan disbursement and payment
information is maintained on a program basis. It is then aggre-
gated at the fund level for reporting purposes. Until recently,
administrative costs were accounted for in the Business Loan
Revolving Fund., In fiscal year 1978, a salary and expense fund
was created to account for administrative costs. Still, the di-
rect costs of each program are not allocated by program and
are available only at the fund level.

HEW also maintains its financial data at the fund level, but
data is tracked by program as well. It is therefore possible
to generate direct costs at the program level. Indirect costs or
overhead allocations are not available at the program level.

The remaining five programs maintain data at the program
level, but significant variations do exist. Both MARAD and the
VA have only one program in their respective funds which sim-
plifies data maintenance. FAA has no fund, so accounting rec-
ords are kept for the aircraft loan guarantee program.

OPIC's financial records are maintained at the general pro-
gram level for OPIC financing activities. This category includes
both direct loans and investment guarantees, Financial informa-
tion is not maintained separately for each component of OPIC's
financing activities.

A similar problem exists at HUD., Although information is
available at both the fund and program levels, it is not available
for program components. For example, data is maintained, in
aggregate, for the multi-family components of the 221 multi-
family program, Data is not kept at the level of 221 D3 MR, 221
D3 BMIR, or 221D4. These programs are targeted at different
population groups and therefore have different program-objec-
tives. But the lack of financial data at the component level pre-
clude s the opportunity to evaluate the operations of each compo- -
nent from a financial standpoint. Further, it is difficult to deter-
mine the net contribution of each component to the insurance fund
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in which it is contained. Similarily, financial data is not avail-
able for the two components of Title 1, Section 2: property im-
provements and mobile homes. * Comparable difficulties exist
for evaluating each component's financial results or contribution
to its insurance fund,

Formatting of information is important because of potential
information loss and comparability of financial reports across
the eight agencies., Each agency produces some form of finan-
cial statement of program or fund condition, But the contents
of the reports vary from agency to agency. A number of agen-
cies (FmHA, MARAD, HUD, OPIC, SBA, and VA) produce finan-
cial statements that vary in form. MARAD, for instance, pro-
duces the financial form required by the Treasury Department;
HUD produces a formal, annual, financial statement of all mort-
gage insurance activities; FmHA, OPIC, SBA, and VA provide
balance sheets, an income and expense statement, and a state-
ment of contingent liabilities, In some cases, the contingent lia-
bility report is not part of the published financial data but is con-
tained in a separate report,

FAA's financial data is limited. Since there is no fund for the
program, balance sheets and income and expense statements are
not maintained, FAA publishes an annual financial report of which
one page is devoted to the guarantee program. The report contains
data on the number of loans guaranteed and the amount of the gua-
ranteed portion of each loan., Since no defaults and subsequent pay-
ments have occured, this level of information may be sufficient.
According to one FAA official, however, legislation is currently
being considered to increase the number of eligible carriers from
19 to approximately 200, If this increas occurs, the present for-
mat and level of detail may not be adequate to properly reflect
the financial operation of the expanded program.

*Title 1, Section 2 contains other components (listed in the sec-
tion on typology) for which data is also not available.
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HEW produces the normal complement of financial statements,
including balance sheets and income statements. However, GAO
refused to 'issue an opinion regarding the validity of the 1876 re-
ports. Although program officials stated that remedial action has
been taken in response to GAO!s report, the changes were not im-
plemented in time for the FY 1977 reports, It is, therefore, dif-
ficult to comment on the validity or merit of the financial data
presented in those reports. The issue of format or level of detail
may not be relevant until such time as GAO can offer an opinion
on the financial reports of the two student loan programs.

Procedures for Estimating Administrative Expense

The procedures or mechanisms for determining administrative
expenses of program-related activities range from direct charging
of hours by program personnel to various allocation techniques.
At MARAD, for example, both MARAD and Department of Com-
merce employees charge the number of hours spent on program-
related activities to the ship financing program. At FAA, the
program director charges 90 percent of his time and 10 percent
of his secretary's time to the aircraft loan guarantee program.
Time spent by employees on work related to the VA home loan
guarantee program is charged directly to the program.

A number of allocation methods are used by the remaining five
agencies. Although approximately one-third of the FmHA county
offices charge the number of hours spent on program-related ac-
tivities directly to the appropriate insurance fund, proration is
used to allocate personnel costs of the remaining offices. The
proration formula used is based on the loan volume of each fund.

Administrative costs for the HEW student loan programs are
estimated according to program officials, on the basis of admini-
strative cost experience of prior years. The reason given for this
estimation procedure is the difficulty of maintaining cost data and
allocating costs among program activities. This method is inade-
quate partly because allocated costs do not necessarily reflect cur-
rent loan activity.
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- HUD is currently using a method which more accurately re-
flects current administrative activity and expense. Salary and ad-
ministrative expense estimates are made each year by insurance
fund and allocated on a monthly basis to each fund. The allocation
process for each fund is based on the maintenance of three cost
centers: loan origination, loan maintenance, and loan liquidation.
Salary and administrative expense data are accumulated by cost
center and distributed to the insurance funds based on activity fac-
tors for the three centers. These factors are:

. for origination - the number of applications per
fiscal year, by section of the act;

. for maintenance - the total outstanding insurance in
force; and

. for liquidation - the total number of homes or multi-
family projects acquired or notes assigned.

At year end, actual costs are calculated based on time and expense
reports, and appropriate adjustments are made to previously allo-
cated amounts for each insurance fund,

Although this system reflects current activity, two problems
are apparent., First, the allocation and calculation of actual costs
creates a time lag of about 9 months, which necessitates large ad-
justments at year end., Second, all recoveries of salaries and ex-
penses for each program are pooled and then allocated by the above
formula to each fund, regardless of the actual costs contributed by
the program. These problems suggest that actual costs by fund
are not available until the end of the year and that cost data is not
absolutely accurate. )

SBA estimates costs which are then charged to the one fund for
the three programs. SBA estimates the costs using workload fac-
" tors based on historical levels of loan volume. Once a direct labor
estimate is made, additional standard factors for benefits, travel,
and other administrative costs are computed. The sum of direct
labor and associated costs is then charged to the fund. A salary
expense fund was established in FY 1978 to pay these costs.
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OPIC maintains major categories of actual direct costs at the
program level, Other costs are estimated ''roughly' and then
allocated at the program level. Since no special fund is main-
tained, costs are paid out of OPIC's general revenues.
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Procedures for Estimating Loan Loss Reserves

Four agencies - MARAD, VA, FAA, and HEW - do not es-
tablish loan loss reserves for their respective programs. MARAD
and the VA consider the total dollar amounts available in.their
respective revolving loan funds as reserves for the payment of
claims. This concept seems consistent with the type (guarantees)
of each program because appropriations are used to cover the ad-
ministrative expenses of both agencies.

Reserves are not estimated for the FAA aircraft loan program
because it has no revolving loan fund., Rather, claims {of which
there have been none to date) would be made from Congressional
appropriations. This procedure is also consistent with the gua-
rantee nature of the program.

Although reserves for the HEW student loan programs are not
currently estimated, attempts have been made in the past to de-
velop a loan loss estimation model on which to base reserves.
Changes in legislation, however, have made some of the model's
assumptions irrelevant and therefore the model cannot be used.
The model is being revised, but there is no definite schedule for
its completion. Meanwhile, no formal procedures are applied
for estimating losses or the size of reserves.

Three agencies - HUD, OPIC, and SBA - require reserves
for losses, but they establish them in different ways., At HUD,
the Mutual Mortgage Insurance Fund has two reserves: the in-
surance reserve and the participating reserve. The insurance
reserve is used to cover losses, and its size is actuarially deter-
mined based on the outstanding insurance in force. Income gen-
erated from fees and premiums is first allocated to the insur-
ance reserve to ensure sufficient funds to cover estimated future
losses. Additional income is then allocated to the participating
reserve. Because of the mutual nature of the insurance fund,
participating reserves are used to pay dividends to policy hold-
ers, i,e., mortgagors. Dividend size is based on two factors:
relative share and participation. The relative share factor de-
termines the amount of total dividends available each mortgagor
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is eligible to receive. It is actuarially based, and it is a function
of the number of years a mortgage has been outstanding and the
dollar amount of mortgage payments. The participation factor is
the dollar share per $1,000 of premiums paid into the fund; it is
calculated in the following manner. After calculation of the rela-
tive share factor, each mortgage is placed in a mortgage pool
according to insurance endorsement dates (date on which insurance
is put in force) and loan maturity dates. The pools are then com-
bined and the participation factor is calculated based on the rela-
tive share factor, the number of cases in each pool, the amount
of insurance in force, and the interest rates on the mortgages.
This calculation determines the total dividend payment and the
amount each policyholder receives.

The General Insurance Fund, which is not a mutual fund, has
only one insurance reserve, The reserve is used to cover losses
which are determined actuarially. Although the fund was designed
to be actuarially sound, HUD officials suggested that actuarial es-
timates for this fund are not as accurate as the estimates for the
203B program and, consequently, for the Mutual Mortgage Insur-
ance Fund. One reason for the inaccuracy is the unexpected losses
from the 221 program and, in particular, from 221 D3 BMIR (for
which no premium is charged). One HUD official further stated
that the 221 program is keeping the General Insurance Fund in a
deficit position and that the fund wlll consequently never generate
sufficient reserves to cover its future losses.

The procedure for estimating loan loss reserves for the OPIC
investment guarantee program is set by statute. Specifically, a
reserve requirement must be maintained which is equal to 25 per-
cent of the outstanding guarantees at the time the guarantee is
issued,

SBA estimates its loss reserves by performing an annual com-
prehensive loss study to review past loss experience. A flat per-
centage amount for loss reserves is then calculated based on his~-
torical data on loan guarantee volume,

Information concerning the FmHA loan loss estimation pro-
cedure could not be obtained from the officials interviewed in
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the FmHA national office, Those officials said this information
should be available from the FmHA finance office in St. Louis,
Missouri. FmHA officials in St. Louis stated that loss history and
current economic conditions form the basis for estimating loan
loss reserves. Although it is not a requirement that program
officers in the national office have a complete understanding of

the estimating procedures, it would seem that a working under-
standing would benefit those involved in the current operation of
the various programs,
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Accounting for Changes in Loan Status

The status of a loan may change over its life cycle., Whether
it is current, in forbearance, delinquent, or defaulted, the status
is indicative of the risk associated with the loan at a certain point
in time. Furthermore, as loan status changes, the exposure to
risk of the agency providing the insurance or guarantee also
changes. Failure to record a change in loan status during peri-
ods of forbearance, delinquency, or default is a failure to accu-
rately reflect the level of risk to which an agency is exposed.

Most agencies do not account for changes in status when a
loan is in forbearance, delinquency, or default, These agencies
recognize a.change in loan status, in an accounting sense, only
when an actual claim is made or paid. At FmHA, two programs
account for refinancing decisions. ''Subsequent loans' made by
the community facilities program and the rural housing insured
loan program are recorded in the same manner as the original
loan, Delinquent or defaulted loans are not reflected in account-
ing records for the two programs. Accounting changes are not
made for the remaining four programs when loans are in forbear-
ance, delinquency, or default, FmHA has four programs in which
an accounting change is made to recognize a claim upon receipt
of the lender's request for claim payment:

. the emergency livestock guarantee program;

. the recreation facilities guarantee program;

. the'business and industrial guarantee program; and

. the rural housing guarantee program.
Upon receipt of a request for claim payment for any of the four
programs, the claim due is recognized and accounted for in ac-
counts payable and in the reserve for potential losses. For the
community facilities program and the rural housing insurance
program, there are no claims or payments made because the
loans are made by the agency and then pooled and sold as Cer-

tificates of Beneficial Ownership. According to FmHA officials,
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since CBOs are not backed by specific loans, there is no need
to replace a loan if it is defaulted or foreclosed or to pay off a
portion of the CBO. This practice appears troublesome because
of the possible lack of accountability at FmHA for troubled loans
and potential loss experience.

Loan status changes at HEW, HUD, FAA, and VA are not re-
flected in the accounting records until a claim is made or paid.
At HEW, if a forbearance or refinancing decision is made, it
is noted in the loan records maintained by the regional office.
But the account remains in the long~-term loan category which
does not reflect the change in status. If a forbearance agree-
ment results in a reduction or compromise, in principal or in-
terest payments, the difference between what is due and what is
paid would be written off to either a principal or interest receiv-
able account. No accounting entry is made for delinquent or de-
faulted loans. Losses are written off against the revolving fund.

The HUD accounting system does not reflect the difference
between current and non-current loans. It does however, ex-
plicitly recognize claims and ultimate losses in the following
manner, Upon foreclosure and claim payment, a loan loss pro-
vision is charged to income., For multi-family projects, the
loss provision is the difference between HUD's net investment
(the claim amount plus expenses) and the estimated recovery
value HUD expects to receive upon disposition of the property.
For single family homes, the loss provision is based on the
sales experience of the past year. A loss rate is calculated
and applied to the balance of the acquired securities account for
the single-family home program. The actual loss to the insur-
ance fund is not recognized when the property is acquired and
the claim is paid. Rather, a charge to income, through the
loss provision, is made annually to estimate current losses.
When a property is sold, the loss or gain is realized and re-
corded as reflected in the income and expense statement for
the appropriate fund.

Three agencies - MARAD, OPIC, and SBA - recognize

either a forbearance decision or a status change due to a de-
linquency or default. MARAD establishes an asset account for
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advances made to help a borrower avoid delinquency. A similar
procedure is not necessary if the loan is defaulted because MARAD
pays bondholders' claims immediately upon default and a charge

is made to the Federal Ship Financing Fund.

At OPIC, a memorandum record for claims being negotiated
or litigated but not yet paid is kept, and a footnote to the finan-
cial statement provides details of the loan status. Upon payment,
the claim is written off against the guarantee reserve. «

SBA maintains records of status changes for forbearance, de-
linquency, and default when a problem loan is acquired through
payment of a claim to the lender. The acquired loan is placed into
an "'in-liquidation' account receivable, where it remains until ef-
forts to solve the problem (forbearance, refinancing) result in the
loan's regaining its current status., Recognition of the claim pay-
ment and resulting loss are charged against the Business Loan
Investment Fund.
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Payment Method and Supplemental Financing

Seven of the eight agencies studied pay their claims in cash
(usually a check drawn on the U.S. Treasury). HUD regulations
for the sampled programs, except Title 1, Section 2, permit pay-
ment of claims in cash, debentures, or both, As alluded to earl-
ier, the use of debentures may circumvent the control mechanism
of the reserve process, That is, when debentures are issued,
fund reserves are not reduced. Rather, the government's liabil -
ity shifts from a contingent liability (the insurance agreement) to
a real liability (the debenture),

Supplemental financing, in most instances, appears to be
appropriately identified in the respective agency financial state-
ments. Appropriations to HEW, FmHA, and SBA, however, are
added to the fund and do not appear to be attributable to specific
programs. The potential loss of information concerning program
performance may result because of the inability to assign appro-
priations to a particular program. In contrast, HUD accounts for
appropriations at the program level. Although the problem of the
level of detail surfaces in the case of HUD (one cannot tell if an
appropriation is due to 221 D3 MR or 221 D3 BMIR), it is possible
to determine that appropriations were required for the 221 multi-
family programs.

Treasury borrowing is recognized in one of two ways. Four
of the agencies - FmHA, HEW, SBA, and VA - identify the amount
borrowed from the Treasury as a liability. MARAD established
an equity account to reflect funds received from the Treasury.
HUD groups such Treasury borrowing with other supplemental
financing and it appears in the financial statement in an account
labeled appropriations, reserves, and borrowing from the Trea-
sury. From an accounting standpoint, the group serves as an
equity account for the purpose of satisfying the accounting identity
(i.e., assets = liabilities + equity) necessary for a balance sheet.
Neither OPIC nor FAA have required supplemental financing. Ex-
cept for the potential benefits derived from standardized agency
accounting practices, the different classifications of Treasury
borrowing do not seem to be a serious concern. Of more import-
ance is that agencies do recognize their use of external financing
sources.
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HUD is the only agency examined where interfund transfers
may occur periodically and where special accounting procedures
are therefore required to reflect the transaction. Legislation
permits interfund transfers to the HUD General Insurance Fund.
Accounting records are maintained to reflect the borrowing and
lending funds., The balance sheet for the lending fund, in case
the Mutual Mortgage Insurance Fund, shows a ''contra-liability"
account on the liability side of the balance sheet. In the MMIF
Statement of Income and Expense and Changes in Reserves, the
insurance reserve shows a "capital contribution' to the General
Insurance Fund, Corresponding accounts are also established for
the borrowing fund, in this case the General Insurance Fund. On
the balance sheet for the GI Fund, a liability, ''accounts payable
interfund, " is shown to record money owed to other funds. On the
Statement of Income and Expense and Changes in the Insurance
Reserves and Borrowing for the GI Fund, the capital contribution
from the MMIF is shown,
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Recording of Loan Acquisition and Liquidation

All of the agencies examined account for loan or property ac-
quisitions in similar ways. Each establishes an asset account
to represent the acquired security. FmHA calls its asset ac-
count an "acquired security' or an "investment in guaranteed
loans, "' depending on whether property or a loan is acquired.
HEW's asset account is called a ''long term receivable" in the
Student Loan Insurance Fund. Similar titles are given to the
asset accounts at the various agencies. OPIC also maintains
a memorandum record of each acquired security until recovery
is made.

For the most part, liquidation of acquired security is also
accounted for in similar ways across the agencies. Normally,
the acquired security asset account is reduced and a correspond-
ing account is increased, for example, to reflect the receipt of
cash. Then, the gain or loss on the transaction is reflected
either as income to the fund or as an expense of the fund. At
HUD and VA, where "paper'' reserves are established as a loss
provision for each acquired security, the reserve is eliminated
upon liquidation.
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The types of data available from program officials on such
key points as applications received and approved, default rates,
claims paid, and the Federal Government's contingent liability
under a particular program are of critical concern to Congress.
Matrix 5 (Appendix A) summarizes the availability of these and
other data.

In order to exercise its control over a program, Congress
requires data on three of its aspects:

. program effectiveness in achieving intended goals;
. quality of program administration; and
. potential and actual program cost.

The data categories arrayed in Matrix 5 are divided into three
sections which correspond roughly to these program aspects.
The data categories included under 'Loan Origination" would
indicate how active a program has been, (by implication) how
many people have benefitted from the program, how much those
people are willing to pay - and lenders to accept - in participat-
ing in the program; and what type of project is being financed
(in terms of average size). The data categories included under
""Loan Servicing' could be used to assess the problems the pro-
gram is facing in terms of number of delinquencies and defaults
and acquired loans. Some indication of the cost and potential
cost of the program is given by the data categories listed under
"Loan Liquidation." While a more exhaustive list of the data
provided and disseminated by program personnel is provided in
the following section on reporting, the data categories discussed
in this section represent summary data or indicators which give
a quick overview of the programs! administration and financial
condition.

The data are available in a variety of forms, ranging from

summary statistical data presented in management or financial
reports to data collected and stored but not readily accessible
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because caluclations would have to be performed on the raw data
available or because the data are on data files that would first
have to be searched or reformatted. In some cases, these data
files are maintained in the agency's regional or area offices.,
Where special arrangements would need to be made in order to
obtain a certain piece of information {e.g., ''number of loans per
lender" from FmHA emergency livestock line of credit loans),
this information is noted in Matrix 5.

The '"'not available' designation is used to cover two situations.
First, it may signify that the data are not collected according to a
particular category or a very similar category. This is the case,
for example, for both the GSLP and SBA programs as regards
applications received. In these programs, no record is made of
rejected applications--only approved applications are recorded,
Second, ''not available' may designate information maintained on
manual records that are kept in regional offices or are otherwise
inaccessible. For instance, the interest rates for home loans
charged by the VA are clearly recorded on the approved loan
agreement; but these original records are kept in the VA regional
offices, and the regional offices do not summarize the interest
rate information in reports to the national office.

The designation "'C" (for calculable) is used for situations in
which the particular data described are not themselves available
but data are available from which the information is readily calcu-
lable. One example is the FmHA rural housing program, which
maintains data on the numbers of loans made and on the total
amounts guaranteed. From this information, it is easy to com-
pute the average amount of a loan insured under the program,
even though the average is not automatically calculated for inclu-
sion in FmHA reports.

fro1t 1

The designations ''available, "' ''not available, '" and ''calcula-
ble' were not all assigned on the basis of an explicit question to
program personnel as to whether the particular item was avail~-
able. In some cases, agency reports were examined and particu-
lar data items located. In other cases, a judgment was made,
based on a detailed discussion of an agency's computer system
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and the data it contains, as to whether or not a certain piece of
information could be calculated. Thus, some items designated
"available' may actually have to be calculated. - However, all data
categories marked "available' or ''calculable' should be readily
available to legislators interested in a particular program.

Matrix 5 does not show how certain data items are defined or
calculated., As explained in the section on definitions, for in-
stance, contingent liability is defined in several different ways by
the agencies. Thus, while all agencies could provide the dollar
amount of their contingent liabilities, these amounts are not nec-
essarily comparable across agencies. The same is true for other
data categories - in particular "default rate,' which may vary
widely because of the differences in agency definitions of default
and the "management decision'' aspect of default. The only way to
interpret the data is on an agency by agency basis, and caution
must be exercised in comparing the data of one agency with that
of another.

Two other points may be made with respect to data availabil-
ity. Both points are made here in reference to particular agen-
cies, but they may also apply to other programs not surveyed in
this study. First, some programs are within the legislative pur-
view of one agency but administered by a separate agency. For
example, the HUD hospital mortgage program is administered by
the Health Resources Administration of HEW. As shown in Matrix
5, some of the data are collected and stored in the computer sys-
tem of one agency, while other program data are kept by the part-
ner agency. In this instance, HEW/HRA maintains files of data on
origination and loan servicing, while HUD has financial oversight
of the program and thus maintains joint records of defaults and
claims and keeps track of the program!'s contingent liabilities.
This division of record keeping responsibilities parallels the divi-
sion of labor; but the lack of centrally stored data may make the
data more difficult to obtain and interpret.

The second point concerns the guality of the computer systems
used for storing data. The computer system used by the guaran-
teed student loan program is a case in point. Theoretically, nearly
all types of data on the program are retrievable from the computer

241



system. However, for a variety of reasons (including poor rec-
ord keeping, problems with system software development, and -
changes in program legislation that necessitated redefinition of
certain terms), some data available from GSLP are of questionable
validity.* In fact, several interviewees reported that the dollar
amount of claims paid--which is used in calculating the default
rate--varied by 100 percent, depending on whether the information
was obtained from the computer system kept by the Bureau of Stu-
dent Financial Assistance or from the OE Finance Division's fi-
nancial computer system. The GSLP may be an aberration among
loan guarantee and insurance programs (although similar problems
were discovered at FmHA); but in assessing information on pro-
grams, Congress should take into account the quality and reliabil-
ity of the computer system generating the data.

Little further comment is required with respect to Matrix 5.
Most data are available. Non-available data are generally of two
types: information kept by lenders or agency regional offices that
is not readily available to the agency's national office (e.g., ''ap-
plications received'); or information which is not kept because
terms are not used. (e.g., ''delinquency rate' several agencies
have no explicit definition of delinquency, as opposed to default
and do not calculate a rate.

*In an attempt to bring into operation a computer system capable
of generating reliable data, OE/BSFS has issued a request for
proposals from private contractors interested in developing and
maintaining a revised system.
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REPORTING PROGRAM AND ACCOUNTING INFORMATION

Matrix 6 illustrates the diversity of reports published by the
various agencies sampled for this study. While each agency pro-
duces reports concerning its level of obligations, considerable vari-
ation exists in the number of other substantive reports produced
and the frequency and timeliness of report publication,

FmHA maintains what appears to be a complete but complex
reporting system. It produces five categories of reports:

. all programs;

. all insured loan programé;

. all guaranteed loan programs;

. programs with loans to individuals; and
. individual programs.

According to program officials, FmHA is in the process of devel-
oping a Unified Management Information System (UMIS) which will
replace many of the reports in the first category.

FmHA prepares six reports at the aggregate level of all pro-
grams. Two of the reports are generated weekly and/or monthly
and provide data on the status of obligations and the number of
loans made. The status of obligations report is prepared weekly
and monthly and is available 1 week after the close of the report-
ing period. The report on the number of loans made is prepared
monthly and has a time lag of 3 weeks from report preparation to
availability. Both time lags are considered short or marginal in
comparison with other reports.

Two reports, the FmHA Quarterly Report and Semi-Annual
Caseload Report, summarize activity data presented in the first
two reports. The time lag for the two summary reports is 3
months and 45 days, respectively, which is considered reasonable
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for the effective use of aggregate reports for management pur -
poses, A similar 45 day time lag exists for the semi-annual Con-
gressional Summary, prepared to assist FmHA in responding to
Congressional information requests. The last aggregate level re-
port is the annual local Work Unit Report, which is used by the
national office personnel division to aide in planning future staff
requirements.

At the aggregate level of insurance or guarantee programs, nine
insurance reports and one guarantee report are prepared. The in-
surance reports contain data on newly acquired properties, the ex~
isting inventory, liquidations, payment status, delinquency, com-
pliance with the Civil Rights Act, loans satisfied, cumulative col-
lections, and refinancing, The one guarantee report provides loan
loss data. Although additional reports (described below) are avail-
able for individual programs, sufficient information does not seem
to be available for the aggregate level of guarantee programs.

The nine insurance reports are prepared at regular intervals
and have time lags ranging from 20 days to 2 months, These time
lags are considered marginal for reporting data at the aggregate
level. Similarly, the one guarantee report, prepared monthly,
has a 1 month lag from preparation to availability.

FmHA prepares two reports which classify program partici-
pants and obligations by race. Each report is prepared annually
with an associated 2 month lag. The ''program participants by
race'' report is used to determine participant access to equal.op-
portunity laws and is non-programmatic in use. The ''obligations
by race' report is used by the MIS staff and is contained in FmHA
publications.

At the individual FmHA program level, ¥ reports vary in terms
of number per program, substance, frequency, and timeliness.
Three reports are prepared for the emergency livestock program:
a report on refinancing, a characteristics report, and a status

*There are no reports for the recreation fac1l1t1es program be-
cause it has not been implemented.
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report. The characteristics report classifies the number of borrow-
ers by loan amount and credit ceiling, financial and demographic
characteristics, state, and type of livestock. Similar classifica-
tions are made for the number and dollar volume of loans made.

The status report is of greater concern because of its fre-
quency of publication and associated timeliness. This report pro-
vides data on the status of loans in the program. It is prepared
semi-annually and requires an additional 2 months before it is
available to program personnel. The frequency and timeliness
of this report suggests that a maximum of 7 months may pass be-
fore the national office is aware of a change in loan status. This
delay may reduce the effectiveness of program management,
particularly in terms of quick response to problem loans.

One set of reports contains data for both the community facili-
ties insurance program and the business and industry guarantee
program. An additional set of reports is produced only for the
business and industry program. The seven combined program re-
ports contain data on the mumber of preapplications and applica-
tions in process, obligations to associations and organizations,
organizations receiving advances of a least $1 million, rural
community projects, delinquent loans, and uses of funds.

The frequency of preparation of the seven reports ranges from
monthly to semi-annually, and their timeliness ranges from 1
week to 3 months, For most reports, these arrangements appear
suitable for management purposes. The frequency and timeliness
of two reports, however, appear inadequate. The delinquent loan
report is prepared semi-annually and requires an additional 45
day turnaround period. The timing of this report appears to make
it less useful for solving delinquent loan problems. Similarly, the
practicality of the use of funds report is reduced because it is pro-
duced only once a year and has an associated 3 month time lag,

Seven reports are prepared only for the business and industry
loan program. The data included in these reports cover the status
of loans, defaulted loans, and the guarantees issued and obligations
by SIC code, loan size, and area population. For the purposes of
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day-to-day program operations, the two most important reports
appear to be the loan status and defaulted loans reports. Both are
prepared monthly and require only 15 days for preparation. Their
frequency and timeliness are appropriate for the effective use of
the data they contain.

Twelve reports are prepared for the two FmHA housing pro-
grams, These contain data on loan delinquency, foreclosures and
voluntary conveyance of property, loans by interest credit type,
borrower characteristics, and uses of funds. Frequency of publi-
cation ranges from monthly to annual, and most reports are avail-
able within a reasonable time after the close of the reporting period.

MARAD's reporting system seems less complex than that of
FmHA., Two types of reports are prepared: program and finan-
cial, Program reports are prepared by either the shipowner or
MARAD, The shipowner is required to prepare three reports, all
of which provide data on his financial condition. These reports are
prepared either semi-annually or annually (with a short lag period)
and distributed to the regional and national offices of MARAD for
analysis.

Internal program reports are prepared at the regional and na-
tional levels. The regional office makes a site visit, after which
it submits an early warning report to the national office if a prob-
lem has been identified at the site. Other internal reports are
prepared at the national level. Two reports, one on contracts in
force and one listing new guarantees, are used regularly to moni-
tor program activity. The reports are prepared quarterly and
monthly, respectively, and are available shortly after the close of
the reporting period. The frequency and timeliness of these re-
ports appear to make them effective management tools,

Accounting data is submitted internally and transmitted to the
Treasury Department on a form required by the Treasury. This
report is prepared quarterly, with some schedules produced 7
monthly, The time lag of 45 days appears long given the frequency
of report preparation, but it is still timely for management pur-
poses. This accounting report is the only one prepared and dis-
tributed internally and on a regular basis,
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A number of financial and program-related reports are pre-
pared for the two student loan programs administered by HEW.
Four regular financial statements are prepared by the Office of
Education Finance Division. Two statements, the balance sheet
and the statement of income and expense, are prepared quarterly.
The remaining two reports, a statement of financial condition and
a statement of income and retained earnings, are prepared semi-
annually. According to program officials, these reports are avail~-
able shortly after the close of the reporting period,

A number of supporting financial documents are also prepared
on a regular basis. For example, an aging schedule (prepared
gquarterly) of loan receivables, a claims collection report (pre-
pared monthly) and a report on obligations (prepared monthly) are
available to provide data on collection efforts and new guarantee
activity.

Most of the financial reports are used to monitor financial and
program activities. In addition, two program management reports
are prepared specifically to evaluate progress. The report on
budget execution is generated monthly and measures actual versus
- budgeted costs. A monthly report on program objectives is used to
measure whether or not program goals are being achieved. These
reports are distinguished from other program reports in that they
are evaluative in nature.

Although the HUD reporting system includes numerous reports,
it seems to have serious time lags and is also informal in terms of
report distribution. HUD produces an annual financial statement
for its mortgage insurance activities. Although this statement is
complete, a time lag of at least 6 to 12 months occurs before the
report is published. The most recent annual financial statement
available contains data through the period ending September 30,
1976. This time lag renders the information contained in the state-
ment less meaningful for evaluative purposes.,

Program activity data are available from numerous sources,
as illustrated in Matrix 6. The most comprehensive program data
report is the Office of Loan Management (OLM) Data Book. It is
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prepared manually about every 6 months (with a 3 to 6 month time
lag) and includes data at the sub-program level (e.g., 221 D3
BMIR). The OLM Data Book is considered superior to other re-
ports because of this feature. It is distributed formally to the
Deputy Assistant Secretary for Insured Loans and is otherwise
available upon request. According to the author of the Data Book,
most requests for it are made by the Office of Policy Development
and Research, Although other program reports are prepared more
regularly, their distribution appears less formal. The OLM Data
Book does not contain information on the Title 1, Section 2 pro-
gram. Data is available from program personnel, but it is dis-
tributed primarily to those associated with the program.

HUD is currently generating two new management reports:
the Current Status of Major Programs and the Executive Manage-
ment Report. Both provide operations data at the aggregate level
and are therefore not particularly useful at the program level,
Additionally, HUD produces a statistical yearbook which summa-~
rizes the contents of the reports described in Matrix 6, The
yearbook's usefulness is limited, however, because of the 1 year
lag from preparation to publication.

In general, the HUD reporting system is comprehensive and
provides program information about the various facets of insurance
activity. It is difficult, however, to determine the usefulness or
practicality of the data because of the informal distribution network
and the serious time lags associated with the reports.

FAA produces a series of reports on program activity and
finances. A compilation of loans guaranteed since 1972 and a
statement of outstanding guaranteed loans by carrier are updated
monthly. An additional list of loans guaranteed since program in-
ception is available but updated less frequently., An annual finan-
cial statement indicates the number of loans guaranteed and the
dollar amount of the guaranteed portion of the loan outstanding.
The annual statement covers all FAA activities and has limited
value to program officials because it contains data they have al-
ready gathered in program reports. A mimeographed statement
of the amount of guarantee fees collected and deposited in the
Treasury is also maintained,
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Although the reports generated by FAA are manually prepared
and generally one page long, they appear to be adequate for the
number of eligible carriers in the program. However, if pending
legislation to increase the number of eligible carriers is passed,
the program may require a more sophisticated reporting system
than that currently available,

The OPIC reporting system provides the normal complement
of reports. Two financial statements are generated, one quar-
terly and one semi-annually. The latter report is audited. An
additional financial report, the Report of Investments, summar-
izes earnings from investments but does not disaggregate the in-
formation at the program level, Program data is contained within
a number of reports. A report on the outstanding balance of gua-
rantees is generated quarterly, This is the OPIC contingent lia-
bility report, The Guarantee Claims Report provides data on
claims registered and paid and the extent of claim recoveries,
This report is prepared whenever a change in the status of a claim
occurs and at year end. A Past Due Report details fee payments
not received. The Status of L.oans Report is prepared annually
and monitors each investment guarantee.

SBA also provides reports on the management of program op-
erations. The Management Information Summary is the primary
status report on agency activity, It documents activity to date for
the fiscal year and compares it to the prior fiscal year. Although
the report is prepared for internal use, informal distribution ex-
tends to OMB and Congress. The report is prepared monthly and
is available shortly after the close of the reporting period.

SBA field activity is reported monthly to the central office.
The Report of Selected Loan Servicing and Liquidation Statistics
is prepared monthly at the district or branch office level and con-
tains data on the borrower!'s financial status, field visits to lend-
ers and borrowers, and loan regulations and compromises. A
loan status change is reported upon occurence by the district or
branch office in a report of modification or administrative action.
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The SBA central office provides a monthly listing of its loan
inventory by servicing office, SBA considers this report its most
current source of data. Additional reports including loan reim-
bursements and loans outstanding by program are prepared less
frequently but constitute supporting documentation of program ac-
tivity. SBA also produces an annual financial statement including
a balance sheet and income statement,

The VA's reporting system is automated and generates monthly
financial statements and program activity reports. The financial
report package generates balance sheets, income statements,
funds flow statements, and a budget report. The package, there-
fore, describes the effect of program transactions on the revolving
fund, The report on VA Loan Guarantee Highlights provides both
monthly and year -to-date activity data. This report is the pri-
mary record used for monitoring program operations and for pro-
gram budgeting. A contingent liability report is prepared annually
for distribution to OMB and the Treasury.,

As part of its evaluation process, the VA also produces
monthly and quarterly Statistical Quality Control Reports. Each
regional station is responsible for verifying that a random sample
of guaranteed loan cases is in compliance with the program regula-
tions. In general, the VA reporting system appears to be well de-
signed, timely, and effectively used for management purposes.,

In addition to internal reports prepared by each agency, OMB
requires that each agency submit an annual report, Data on Fed-
eral Credit Programs (Exhibit 42). One problem appears to make
these reports less useful: -data is often aggregated for those agen-
cies with more than one guarantee or insurance program. In some
cases, the aggregation does not correspond to program or fund
operations. For example, HUD reports to OMB at the aggregate
level of "all homes' or "all multi-family." There is no distinc-
tion for the insurance funds used by the agency. The lack of dis-
tinction by fund reduces the opportunity to examine fund operation
which would be consistent with the operation of HUD's insurance
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activity., Although this may not be OMB's intent, the loss of pro-
gram- or fund-specific data clouds the results at the agency level
for Congress and the Executive branch of the government. The
opportunity to exert control over agency activity is consequently
reduced.

Comparable aggregation problems were found for other agen-
cies reporting to OMB. For example, SBA submits a report at
the appropriate fund level, but no data is provided at the program
level, Similarly, OPIC combines its insurance and guarantee ac-
tivities in one submitted report.
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PROGRAM ADMINISTR ATION

Selected aspects of program administration were surveyed to
provide a background for interpreting other data and to explore
five areas of interest to Congress as it exercises its program
oversight responsibility. These five areas are:

. measures taken to achieve program objectives (i.e.,
make capital available to designated groups) while
controlling risk;

. agency efforts to monitor loans and maintain open
communications with lenders;

. forbearance mechanisms and the extent of their use;

. control of claims--claims process characteristics
that serve to minimize claims, and delays in report-
ing claims; and

. methods of liquidating loans for which claims have
been paid.

Matrix 7 presents these five areas within three major classifica-
tions: loan origination, loan servicing, and loan liquidations. A
brief overview of administrative procedures is given below, fol-
lowed by a discussion of each of the five areas identified above in
terms of the data presented in Matrix 7.

Overview of Program Administration

Programs fall into two main categories with respect to pro-
gram administration; programs administered centrally from the
agency's national office (usually in Washington, D.C.); and pro-
grams for which major operations are carried out in regional or
area offices with the central office exercising supervision and
providing certain support services (e.g., accounting function),
The centrally administered programs tend to involve loan gua-
rantees or insurance for large discrete ventures and include
MARAD's ship financing program, OPIC's investment guarantee
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program, FAA's aircraft loan guarantee program, and SBA's
program of debenture guarantees for small business investment
companies (SBICs). Other programs surveyed focus on the gua-
rantee or insurance of smaller loans to businesses or individuals
and are administered out of geographically dispersed offices,
which helps keep decjsion making closer and more accessjble

to lenders and borrowers under the program.

Although no data were collected on the number of loans gua-
ranteed or insured by agencies, it became apparent during inter-
views that the programs financing large, discrete ventures gen-
erally had fewer loans to oversee than agencies handling small
loans. In addition, the records kept on agency involvement in
large discrete ventures were typically more extensive. The
GSLP had literally thousands of loans to keep track of, each sup-
ported by a fairly short application requiring basic information
about the borrowers' standing in school and family financial situ-
ation. By contrast, each OPIC investment guarantee was part of
an extensive investment agreement invelving several lenders and
investors and articulated in a document of several hundred pages.
A copy of the investment agreement for every OPIC guarantee was
readily available in the office of OPIC's treasurer.

The large variation in volume of transactions between pro-
grams with many borrowers and programs with just a few large
borrowers had several effects on program administration. First
of all, information on the large loans guaranteed was very acces-
sible and in many cases a single individual with general program
oversight was able to provide detailed answers to questions on
general program operation and particular guarantees or insur-
ance extended. Where the volume of loan guarantees or insur-
ance was great, operations were typically divided among several
units and information on administration had to be obtained from
the individuals responsible for particular functions. The division
of labor in agencies which process many transactions will be dis-~
cussed in greater detail below.

A gsecond effect of the difference in the size and number of

transactions was that communications between agency personnel
and borrowers and lenders tended to be much more extensive for
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programs with just a few large guarantees, These communica-
tions began with the guarantee approval process and extended
through all phases of servicing and (when necessary) forbearance
and liquidation. Often the agency was heavily involved in arrang-
ing the conditions of loans it was willing to insure or guarantee--
including interest rate setting, forms and extent of collateral,
reporting requirements, and even financial management require-
ments (e.g., the borrower's debt structure). Once the guarantee
or insurance was approved, monitoring was extensive., In almost
every instance, problems could be anticipated and resolved be-
fore the loan became delinquent or defaulted and negotiations
could be arranged to cure the difficulties, By contrast, when
there were many transactions to process, lenders were relied
upon to do almost all of the servicing, communications between
borrower and the agency were mediated by the lender (i.e., com-
munications were not direct), and problems with particular loans
were reported to the agency (often with delays of up to 4 months)
only after the loans had become delinquent or defaulted.

In agencies processing many transactions, administrative
tasks were most frequently divided along functional lines into:
program policy, portfolio management, budget and finance, and
accounting and reporting., Program policy personnel had general
oversight for the programs, were active in setting regulations
and improving management systems, and occasionally became
involved in approval of loan guarantees or insurance when there
were special conditions. Portfolio management personnel had
responsibility for all phases of servicing the loan guarantees and
insurance agreements, They maintained contact with lenders,
processed lender reports and borrower applications, worked with
borrowers and lenders in curing problem loans, and processed
and liquidated claims arising under the program, Budget and fi-
nance personnel managed the funds for the program, prepared
appropriations requests for Congress, developed procedures for
estimating necessary fund reserves for losses and for allocating
agency costs among programs, and handled all borrowing from
other govermment agencies. Accounting and reporting personnel
maintained the accounting system and prepared periodic internal
and external financial reports.
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In most cases, these four groups of program personnel were
able to function successfully in a coordinated way. In two cases,
however, the division of labor had resulted in some difficulties.
FmHA's accounting and financial information is kept in the St.
Louis regional office rather than in the Washington, D, C., na-
tional office. It became clear in the course of interviews at
FmHA that answers to particular questions regarding reports
prepared and data available could only be answered by personnel
in the St. Louis office. Program people in Washington were, in
some instances, unable to answer questions about these program
aspects. In this case, the division of labor also involved a geo-
graphical separation of functions. Since, however, key decisions
are made in Washington, it seems a weakness of the arrangement
that no one in the Washington office is sufficiently knowledgeable
about St. Louis office functions to be able to provide basic author
itative information.

The second program in which the division of labor presented
problems was the GSLP. Although OE regional offices handle
most of the program's paperwork, oversight of all functions is
centralized in the Washington, D. C., national office. The GSLP's
difficulties had to do with the timely reporting of transactions be-
tween the program office in the Bureau of Student Financial As-
sistance and the Finance Division of the Office of Education which
handles the program's accounting function. Loan status reports
from lenders are channeled through the program office before
reaching OE Finance. In some cases, delays in document trans-
mittal have resulted in significant variations in the program sta-
tistics reported to Congress by the program office and the OE
Finance Division. This may be partly due to inadequacies in re-
port handling procedures; however, another contributing factor
seems to be that accounting procedures are ranked far below
achievement of program goals in the priorities of the program
personnel. With the reorganization of the Office of Guaranteed
Student Loans into the Bureau of Student Financial Assistance,
all procedures will be reviewed and reevaluated; and changes
may be made that will eliminate the problem identified here,
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Program Administration and Congressional Oversight

The five areas of Congressional concern identified at the be-
ginning of this section in regard to program administration will
be discussed here sequentially.

Achieve Program Objectives while Controlling Risk '

The objective of all loan guarantee or insurance programs is.
to make funds available to particular groups of borrowers who
might not otherwise be able to obtain financing. In many cases,
such borrowers are ''risky'' from the private financial institu-
tions' viewpoint; and there is a fine line that federal program ad-
ministrators must negotiate between getting funds to those the
program was dlesigned to serve and ensuring that some control
is maintained over the Federal Government's potential liability.
Three ways of maintaining control are: to assign the final deci-
sion for issuing the guarantee or insurance to a level where ad-
ministrators can be held closely responsible for outcomes; to re-
quire formal assessments of the risk involved; and to establish
borrower eligibility standards that control for risk.

For the programs surveyed in this study, decision making
about who should receive loan guarantees or insurance was kept
at the level of the regional office or lower, An exception oc-
curred in agencies handling large individual transactions (e.g.,
MARAD, OPIC, FAA). In these cases, the national office staff
was responsible for the origination function, Typically, whether
the decision was made at the national or regional level was deter-
mined by the size of the loan, with larger loans requiring approv-
al by higher ranking administrators, For example, in the FmHA
rural housing insured loan program, the FmHA county supervisor
was authorized to approve loans under $35, 000, while the district
director had to approve loans between $35,000 and $37, 000, and
the state diréctor was required to approve loans greater than
$37, 000,

Formal risk assessment prdcedures varied widely among the
agencies., Inh many cases, the risk assessment was left to the
lender and no standardized procedures wereequired. This was
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the case for all the FmHA programs and for the GSLP. At the
other end of the spectrum, MARAD and OPIC required extensive

studies of the commercial feasibility of the projects to be financed
~ and of the financial condition of the firm undertaking the project.
Between these two extremes, and particularly where standard
techniques for evaluating the soundness of a loan have been well-
developed in the private financial sector (i.e., for loans to busi-
nesses and mortgage loans), government agencies conduct a risk
assessment that might include standard financial ratios, credit
checks for individuals, and some appraisal of the collateral that
secures the loan. This middle course is followed by FHA, SBA
and the VA in all of their programs that were examined.

Criteria for borrower eligibility are presented for each pro-
gram in Exhibit [II-1. An examination of these criteria suggests
that they are used less to control risk than to specify general
characteristics of borrowers who are entitled to guarantees or
insurance under a program, Conditions of UUnited States citizen-
ship, control of a business in the hands of United States citizens,
specific program objectives (e.g., to assist farmers and ranch-
ers), and broad designations of classes of borrowers (e.g., vet-
erans, students, small businesses) are all designed to identify
broad groups but pay little attention to risk differences of bor-
rowers within the groups. In some cases, the character or man-
agement ability of the borrower is listed as a criterion; but pro-
cedures for assessing these factors are subjective and not well -
defined,

Monitor Loans and Maintain Communications with Lenders

Communications between lenders and federal agency person-
nel are rarely on a direct personal level except in programs
where large discrete ventures are being guaranteed or insured,
In most programs reviewed, the only communication requirement
was an annual ''call" report in which the lenders reported the
status of all guaranteed or insured loans which they were servic-
ing, In several cases (MARAD, FmHA emergency livestock
guarantees, FmHA rural housing gu'arantees), monthly or semi-
annual reports were required. In general, though, communica-
tions between agency and lender had two characteristics, First,
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EXHIBIT III-1 (Continued)
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communications were in writing and typically in the form of re-
ports submitted on standard government forms. Second, there
was practically no contact between agency and lender or borrower
from the time of approval of the guarantee or insurance until the
loan was either paid in full or became delinquent. When a loan
became delinquent or defaulted, the frequency of agency-lender
communications increased (usually monthly reports were re-
quired); but it seems clear that for most loans, the Federal Gov-
ernment's ability to anticipate problems is very limited because
of infrequent reporting required of lenders.

Forbearance Mechanisms

The mechanisms used by lenders and agency administrators
to resolve problem loans have been described in the section on
definitions. What is important to note here with respect to gov-
ernment oversight of programs is the extent to which forbearance
is used and the level at which forbearance decisions are made.
This study found that the extent of forbearance depends on the
number of problemsg that occur in a program and on the agency's
policy with respect to forbearance. In programs such as MARAD's
ship financing program, FHA's hospital mortgage insurance pro-
gram, OPIC's investment guarantees, FAA's aircraft financing
program, and SBA's program of guaranteeing SBIC debentures,
forbearance is rarely used because it is rarely needed. In those
programs, agency administrators can usually anticipate problems
and work out solutions before a loan defaults. If the problem is a
serious one, then there is usually little the agency can do to help
the borrower or lender, and the loan is liquidated and claims paid.

In programs where the loans made are riskier (e.g., loan
guarantees for small businesses, most FHA and FmHA programs),
forbearance is used much more frequently. In these programs
agency personnel regard it as their mission to do all that can be
done within reason to save the loan and avoid foreclosure or liqui-
dation. There is general recognition that the program's purpose
is to assist groups who are "'high risk'' borrowers; so problem
loans are expected and there is greater willingness to compro-
mise the repayment of the loan in order to avoid foreclosure,
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The GSLP approach to forbearance is somewhat atypical of
programs designed to help high risk borrowers. In the past,
forbearance was discouraged as a matter of program policy. In-
stead, problem loans went into default, claims were paid, and
then the Federal Government (for the FISL program) or the Guar-
antee Agency (for the GA program) would attempt to collect on the
loan. One result was that the number of claims was very high and
the OE regional office claims that examiners who were required
to perform the collection were faced with staggering caseloads.
Recent legislation makes new provisions to reduce the burden of
the loans on student borrowers (e.g., by allowing repayment
terms that involve lower initial payments and then gradually in-
creasing payments as students' earning power increases); and
this may be viewed as a kind of forbearance. Also, the Bureau
of Student Financial Assistance has adopted new policies that en-
courage the use of forbearance (including debt forgiveness) in or-
der to reduce the backlog of claims awaiting collection and reduce
the number of new claims to be paid,

In practically every case, agencies allow the lender to arrange
the forbearance provisions to be used for a particular loan. One
type of exception is loans which finance large, discrete ventures.
For such ventures, forbearance is usually the result of extensive
negotiation involving national agency personnel, and the forbear-
ance decision is made at the central office level. Another excep-
tion is the GSLP, for which the regional office is the locus of de-
cision making according to policies described above, For all
programs, even when the lender is relied upon to arrange for-
bearance, agencies reserve the authority to approve the terms.

Control of Claims

Claims control is presented in Matrix 7 under three headings:
criteria for claim acceptance; time from default to lender notifi-
cation to agency; and government action after notice of default.

There is relatively little variation among agencies as regards
the criteria for claims acceptance. The vast majority of claims
are processed and paid as long as lenders have complied with the
regulations governing lender activity, These regulations usually
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involve proof that the lender made the loan and that no fraud or
misrepresentation is involved. In one case (GSLP), the lender is
required to have shown ''due diligence' in attempting to collect
the loans for which claims are submitted. Due diligence is de-
fined in the program legislation as ''collection practices at least
as extensive and forceful as those generally practiced by financial
institutions for the collection of consumer loans.' This definition
leaves considerable room for interpretation, and interviews pro-
duced no evidence that any claim was refused because due dili-
gence was not exercised. Nonetheless, the requirement may
serve as an additional inducement to lenders to make a slightly
greater attempt to cure a problem loan themselves before filing

a claim, SBA also differed slightly in its criteria for claims ac-
ceptance in that it reserved the option to foreclosure loans (and pay
off lenders) at its own discretion. If SBA foresees a particular
loan going into default because of poor management on the part of
the borrower, it may step in and pay the claim immediately in-
stead of waiting while the lender tries to cure the loan through
exercise of some forbearance mechanism. Finally, FAA was
distinctive in requiring that the lender attempt to cure a problem
loan before the agency would pay a claim.

Much greater variation occurred among agencies with regard
to the time allowed for lenders to report a default on a particular
loan. OPIC was unusual in making no provision for a grace peri-
od, but this is because OPIC works very closely with both borrow-
ers and lenders for each venture guaranteed and is usually able
to anticipate when a loan will become delinquent. Thus, no time
elapses between a missed payment and the time OPIC is informed.
For most other agencies, the grace period before a lender was
required to report a delinquent loan varied from 10 days, for the
FAA program, to 120 days for the GSLP and certain FHA pro-
grams. The elasped time is allowed in order to give lenders a
chance to solve whatever problem may be delaying loan repay-
ment. Another reason the grace period varies is that for loans
to individuals (e. g., student loans) delay in payment may be due
to the individual's having changed address; the period is thus used
to allow the individual to notify the lender of a change of address,
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The FHA property improvement program stands out for having
no required period within which lenders must report delinquent
loans. This arrangement results from the way in which the pro-
gram is administered. For each lender, FHA's liability for
claims is limited to the size of the reserve account maintained in
the lender's name. The reserve account is limited to 10 percent
of the lender's total loans outstanding, Thus, there is a strong
incentive for the lenders to control the quality of loans under the
program, and the claims paid by FHA under this program have
been extremely low,

SBA controls the time allowed lenders to report a default by
penalizing late reporters. For all SBA loans, a percent of both
principal and interest is guaranteed. If a lender fails to report a
delinquent loan within the specified time, the lender forfeits the
right to collect the interest that accrues after the reporting limit,
According to SBA personnel in portfolio management, this penalty
has helped decrease the time for reporting defaults. New regula-
tions proposed for the guaranteed student loan program would in-
stitute a similar approach with a 90-day limitation for lenders to
report problem loans.

After a claim has been filed by a lender and the government
decides to accept the claim for payment, it is paid immediately
by every agency except FAA; FAA reserves a 90-day period be-
fore paying the claim, during which it may attempt to cure the
loan, Once the claim is paid, all agencies make some attempt to
make the loan current through the use of forbearance procedures.
If forbearance is not used or if it is not successful, then the agen-
cy moves into the loan liquidation stage.

Loan Liguidation

The criteria for ending forbearance practices and foreclosing
on a particular loan are not well-defined in most of the agencies.
Foreclosure and liquidation are usually the result of a judgment
made by agency personnel at either the regional or area office or
the national level, depending on the type of loan guaranteed or in-
sured. The VA does require that some attempt be made to for-
bear on the loan before it is foreclosed, but it does not vary sig-
nificantly in this respect from other agencies which do not require
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forbearance but routinely practice it. In only two cases is fore-
closure automatic, The most extensive case is the MARAD ship
financing program, in which the loan is foreclosed upon default,
During the 90 days permitted for lenders to cure the loan, a wide
variety of forbearance mechanisms may be tried; but if the loan
goes into default at the end of the 30 days, the vessel financed by
the loan is sold and the claim is paid. The second case of auto-
matic foreclosure occurs in the SBA, where the declaration of
bankruptcy by a borrower firm results in immediate attempts at
liquidation of the loan and payment of the claim,

The collecting agent for loans that have been foreclosed often
depends on the type of security pledged as collateral, If the se-
curity is in the form of major capital equipment (e.g., a ship
under the MARAD program, or mining equipment under certain
OPIC-financed ventures), then national office personnel will usu-
ally conduct liquidation activities, If the collateral is a home or
real estate, then some office within the agency, at either the na-
tional or regional level, will manage the sale. If, however, the
collateral pledged is some form of accounts receivable or other
hard-to-liquidate collateral, then an agreement will typically be
worked out between the agency and the lender to share the collec-
tion effort and the proceeds therefrom. In some cases, an auction
firm will be engaged to handle the ligquidation, ‘

The guaranteed student loan program differs from the other
programs reviewed in this study in that it consists mainly of un-
secured loans. For the GSLP, foreclosure simply means that
some form of collection activity will take place. The assignment
of responsibility for the collection of bad loans is determined in
the program's legislation. The Office of Education, through its
regional offices, will make attempts to collect on loans made un-
der the federally insured student loan program (FISL), For loans
made under the guarantee agency program, the Federal Govern-
ment is legally forbidden to collect. Thus the guarantee agency
is required to do its own collection and then reimburse the Fed-
eral Government for the majority of the claim which the Federal
Government paid to the guarantee agency., The guarantee agency
is currently permitted to keep up to 30 percent of any proceeds
collected on a loan to help cover its costs of collection, Because
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of the poor collection record of the Office of Education and the
enormous backlog of defaulted loans awaiting collection, OE has

recently requested bids from private collection agencies to serve
as collectors for the FISL program.
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PROGRAM EVALUATION

Internal evaluations may occur at different levels of an orga-
nization and be aimed at various substantive activities performed
by the organization., This section describes the nature of the in-
ternal evaluation process for each agency in terms of the source
(who performs the evaluation) and the substance (prograinmatic,
financial, or administrative) of the evaluation. Matrix 8 summa-
rizes the data collected for this part of the report. In general,
each agency examined performs evaluations for its programs.
However, the form, frequency, and substance of the evaluations
differ from agency to agency. Furthermore, the incidence of
program effectiveness measurement is very limited.

FmHA conducts numerous studies at the agency and program
levels, At the agency level, the Management Systems and Orga-
nizational Planning staff (MSOP) has examined the rural housing
programs but not the other programs included in this study. Most
of their analysis covers financial and administrative activity. For
example, it has conducted studies on the use of loan servicing
systems for tax and insurance payments,

At the FmHA program level, an agency level program evalua-
tion staff is responsible for conducting program analysis. For
most programs, this group reviews program, financial, and ad-
ministrative activities, For instance, it analyzed the character-
istics of housing loans which resulted in the FmHA acquisition of
properties, Other studies include a conceptual framework of cash
flows created by FmHA activities and the development of an FmHA
budget cycle,

In general, FmHA evaluations occur irregularly based on
identified problems. Furthermore, there do not appear to be any
program evaluations comparing the products of the insurance or
guarantee programs to the costs associated with those programs.
FmHA officials suggested that if the resources were available, the
evaluation staff would monitor individual programs on an ongoing
basis, and review operating statistics and perform impact analy-
ses every two years., These types of evaluations are currently
performed only -sporadically.

266



At MARAD, program evaluations also oceur irregularly and
are in response to identified problems or special requests, Fre-
quently, a change in the market place or suggestions by shipown-
ers or financial institutions stimulate the demand for a review of
program operations or alternatives. There is also no formal
evaluation staff. Rather, as the need arises, the national office
staff (MASFP), with support from MARAD and the Department of
Commerce, form a task force to evaluate a specific problem,
Program effectiveness does not appear to be evaluated, according
to program officers interviewed. Furthermore, most of the eval-
uative work is focused on the project (i.e., the ship) rather than
on the overall program. The financial status of the project is re-
viewed semi-annually and whenever a regional site visit reveals
a specific problem.

The HEW Bureau of Student Financial Assistance does not per-
form internal evaluations of the two student loan programs, Other
evaluation sources do, however, perform various studies. The
Office of Planning, Budget, and Evaluation (OPBE) has recently in-
itiated a series of evaluations which will encompass several areas
of concern. This evaluation process is based on a sequenced
schedule of discrete studies that will occur on an ad hoc basis but
continue for several years. A second source is the HEW Secre-
tary's Office, which uses a ''"Management Initiative Tracking Sys-
tem'' to evaluate a specific program. For the past few years, this
system has been evaluating the guaranteed student loan programs.
In addition, GAO has published a number of external evaluations of
the student loan programs.

A number of evaluative studies are performed by various
groups at HUD. The Office of Organization and Management Infor-
mation tracks mortgage insurance activity for all single-family
home programs, in aggregate, on a monthly basis. ‘Actuarial anal-
ysis is performed on an ongoing basis. This type of analysis fo-
cuses on fund reserves, claims experience, estimated future lia-
bilities, and dividend payments (when appropriate). The Office of
Policy Development and Evaluation performs special analyses up-
on request by the FHA Commissioner or other Secretaries. These
studies usually focus on the administrative aspects of the pro-
grams. For example, the group is about to undertake an analysis
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of single~family -home assignment procedures. In general, HUD
does not appear to perform either program effectiveness or pro-
gram impact evaluations on a formal continuous basis,

At FAA, two types of program evaluations occur. A review of
program operations is made irregularly. A review of financial
operations, however, is made regularly for the purposes of moni-
toring activity and developing program and department budgets.,

The extent of evaluation activity at OPIC varies by evaluation
substance. For example, OPIC does not evaluate the programmatic
aspects of its investment guarantee program, According to OPIC
officials, the overall evaluation of program benefits is a subject
for Congressional debate, Similarly, financial evaluations are not
performed at the program level. However, specific investments
are analyzed in detail, With respect to financial evaluations, GAO
performs an annual audit and provides an opinion of OPIC's finan-
cial statements. In 1976, OPIC received a qualified opinion be-
cause GAO could not evaluate the likelihood of certain contingent
liabilities resulting in claims and, thus, could not evaluate the ade-
quacy of reserves. Administrative activity is evaluated at the di-
vision level on an ongoing basis. Operating statistics are key in-
puts for the evaluations, which are used to support the OPIC budget
request to the Treasury,

Evaluations at SBA focus primarily on financial and adminis-
trative activity. Program activity is not evaluated internally, ac-
cording to officials in the SBA budget office. A major part of the
financial evaluation is the Comprehensive Loss Study, performed
annually and used to measure the adequacy of reserves for losses,
Administrative evaluations range from regional office operations
to portfolio management procedures. The subject of evaluation is
generally chosen on an ad hoc basis, but evaluation activity is con-
tinuous.

The VA conducts two types of formal evaluation, The first is
called "'Statistical Quality Control." Its purpose is to determine
whether a randomly chosen sample of cases is in compliance with
the requirements of the program statutes and regulations. This
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activity is performed daily by the regional office and every 18
months by the central office, The second evaluation type is a
management audit of regional office activity. Its purpose is two-
fold: first, to evaluate the quality and timeliness of case process-
ing; and second, to determine whether procedures for origination,
servicing, and termination are being carried out in compliance
with regulations and other VA handbooks and manuals, This eval-
uation is conducted by the central office for each region at 18-
month intervals,

In summary, practices and procedures for internal evaluations
vary among the eight agencies examined, Although each agency
performs evaluations, the nature, substance, and frequency of
these evaluations is not consistent across agencies, Furthermore,
none of the agencies conducts formal evaluations of program effec-
tiveness or impact on a regular basis,
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APPENDIX A

CROSS-PROGRAM COMPARISONS
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MATRIX 1: TYPOLUGVVUFAINSI.IHED AND GUARANTEED LOAN PROG RAMS
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MATRIX 1: (Continued)

AATE DETEAMINATIDN

EXPLICIT INTEREST

TYPE OF LOAN
COLLATERAL DR

Community Facifities Loans
Emargency Livestock Loan
Guarantees

Recreation Facilities Loans
Rural Housing Loans
{Saction 502) Guar.

Rural Housing Loans

Not Applicable

Not Applicable

Not Applicable

Not Applicable

1% to 8%, depending on hosrower§

Not Applicable

Negotiated hetween borrower and
{ender

Not Applicable

Negotiated between borrower and
lender

Not Applicable

Not Applicable

Difference hetween interest
rato cherged end prevailing
market rate

None

Not Applicatile

PADGRAM FORAMULA NEGOTIABLE RATE SUBSIDY OTHER SECURITY
Dept. of Agriculture/FmHA
Business and Industrial Loans Not Applicable Negotiated betwsen horrower and lender None Some Form of Security

Bonds, resl estate, personal
property, ate.

Liems on livestock, resl estate
or other property of borrower
First mortgage or othes security

First mortgage in most cases

Mortgage

{Section 502} Ins. income level
Dapt. of Commerce/MARAD
Federet Ship Financing Not Applicable Approved by Secretary of Commerce None Vessel whose construction being

finenced

HEW/Dffice of Education

Faderally Insured Student
Loens

Guarantee Agency Ae-
insured Student Loans

Spacial allowance set quarterly
in consultation with Secretory
of Tressury {up to 5%)

Specisl allowance set querterly
in consultation with Secretary
of Treasury {up to 5%}

Not Appliceble

Not Applicable

OE pays interest during in-
school period, depending on
family income of borrower

DE pays interest dusing in-
school period, dapending on
femily income of horrower

Unsecured

Unsecured

HUD/FHA

Basic Home Mortgage
Insurenca [203B]

Singla Family Colnsurance
[244)

Mortgage Insurance for
Aental Housing for Low
and Moderate lncoms
Fenilies (morket rate
and below market rate)

Not Applicable

Not Applicable

Not Applicable

Negotiated between borrower and
fender within limit set by FHA

Negotiated hetween borrower and
lender within limit set by FHA

Market rate: negotiated between
borrower end lender; Bel ow-market
rate: mey be reduced by HUD Secre-
tary es low as 3%

None

Market rate: None.
Below-merket rate: difference
between interest rate chargad
and prevailing market rate

First lien on real estate

First lien o reat astote

Firstlien on resl estata

Guarantee Program

Negotieble, coordination of rete
with HUD 2038

[221¢d) (3))
Mortgage Insurance for Not Applicatle : Negotiated hetween borrower end None First lien on real estate
Aente! Housing for lender
Moderate Incoms Fam-
ilies [221{d)(4)]
Property Improvement Not Applicable Not Applicable None Mobile homes: not collster-
and Mohile Home Lonny alized. Property/improve-
{Tide 1, Section 2) ment: first lien on property
Mortgage Insurance for Not Applicable Negotiated batween borrower and None First lien on property (includ-
Hospitals [242) lender within maximum set by HUD ing eguipment financed with
. Secretary. mortgage proceeds)
ODT/FAA
Aircraft Loan Guarantee Not Applicable Negotieted hetween horrower end None First lien on aircraft
Pregram lender
DPIC
Investment Guaruntes Not Applicable Negotiatad by OPIC, lenders and None First mortgage on property or
horrowers within ranges set by some other form of security
OPIC Finance Committee
SBA
Regular Business Loans Not Applicatile Not Applicatile None Collaterel typically includes:
[7(AN property, accounts receivahle
State and Local Develop- Not Applicable Not Appliceble None Loans must be secured “so as to
mant Company Loans reasonably assure repayment’”
[602]
Smell Business Invest- Greater of 3% or average Not Applicable None Pledge of SBIC
ment Companies market yield on outstanding
{SBICY U.S. government obligations
of comparable maturity
less 3%
VETERANS ADMINIS-
TRATION
VA Home Losn Not Applicable None First lien on real estate

273
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MATRIX 2: PROGRAM FINANCING AND CONTROL MECHANISMS

SDURCES OF FUNDS FOR CLAIMS AND
ADMINISTRATIVE EXPENSES PROGRAM FUND
FROGRAM FUND CONTROL
PROGRAM APPROPRIATIONS PREMIUMS/FEES BORROWING AUTHORITY IDENTIFICATION MECHANISM
FmHA
Business snd Industrial Loans Apprapriations ta ROIF, d ined | Dneti fee of 1% of RDIF unfimited borrowing authority ROIF $1 hillion aggregate maximum (includes hoth
bry Losses, with s lag pringipal quarantess and insared BX1 loans)
Community Fagilities Loams Appropriations ta RDIF, d ined None ROIF wrlimited horowing suthority. RDIF $250 millioo sggregate maximum
by losses, with alag Also may sell Certifizates of Bane
fisial Owmership (CBO's) to FFB
Emergency Livestoch Loan A iations to ACIF d fned Qnly & 1% fee charged to lenders ACLF unlimited borrawing suthority ACIF $1.5 billion maxirqum for lines of credit,
Guarantees by losses, with a lag for conversion of finencial instru- “obligations”
ments
Recrestion Facilities Loans App to ACIF d ined One-time gusrantee fen of 1% of ACIF unlimited borrowing suth ority ACIF $2 million i (incudes both
by losses, with a Ing principal and insured losns)
Rural Hoysing Loans Appropriatians to RHIF, d ined | Fees paid inta RHIF RHIF ualimited borrowing avtherity RHIF $900 million aggregate maximam
(Section 502} Gunr. by losses, with a lag
Rurel Housing Leans Appropriations to RHIF, ined Mene RHIF unfimited borrowing suthority. RHIF $2.675 hillien aggregate meximum
(Sextion 502) Ins, by losses, with a lag Abo may sell CBO's to FFB
MARAO
Federal Ship Financing Mone. Program self ined FY1973-| | igation fee end annual Up to $7 billion FSFF $7 billion aggregate maximum
FY1977. Claims recaveries poid inte | guarantee fees paid inte FSFF
revolving fund (FSFF)
HEW/Oftfice of Education
Federally Insured Student Appropriations for defeuls to SLIF. Insurence premiums $25 million for SLIF SLIF-Revolving Fund No statutory limits. Appropriations have also
Loans Appropriations for tlaims due to HEW-Higher Education been inadequste to cover clsims
desth end permanent disahility to Fund
Higher Education Fund. Appropria- HEW-Salaries and Ex-
tions for salaries and expenses to pensa Fund
HEW salaries and expense fund
G Ageney Rei Appropriations for defaults to SLIF. Insurence premiums $25 milliun for SLIF SLIF-Ravolving Fund No statutory limits. Appropriations have also
Student Loans Approprizations for clsims due to HEW-Higher Education been inadequate to cover elaims
death and permanent disability to Fund .
. Higher Education Fond. Apgropriz- HEW-Salaries and Ex-
tions for salaries and expemes to pemse Fund
HEW salanies end exgense fund
HUD/FHA
Basic Home Mortgage Not used Fremiums to pay clzims. Fees tn MMIF hes unlimited borrowing MMIF No controls set sinca program self sustzining
Insurance |203B] caver adminitrative authority
EXpRASES
Single Famiy Co-insarance Not used Premiums to pay claims, Fees MMIF het uslimited borrowing MMIF No controls set since program sedf-sustaining
[234) o cover administrative authorty
EXpenses
Mortgage | nsurance for Remtal Aveilabls when revenues do not Premiums aud fees imsufficiem GIF has unlimited borrowing GIF Apgropriztions for GIF limited to $500 mil
Housing for Low snd Moderate cover claims and sxpenses o cover clrims and expanses sutharity
Income Families (Market rate
and below market rate) [221(d}
L))}

Continued
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MATRIX 2 (Continued)

PROEAAM

SOURCES OF FUNDS FOR CLAIMS AND

ADMINISTRATIVE EXPENSES

APPRDFPRIATIONS

PREMIUMS/FEES

BOAROWING AUTHORITY

PROGRAM FUNTD
IDENTIFIEATION

PROGRAM FUND
LONTROL
MECHANISM

HUD/FHA (Cantinued)
Mortgage Insursnce for Reatsl

Avnilablz when reyepae do pot

Premitms and tees s utfideant

GIF hes unlimited barrowing

GIF

Appropristions for 61F [imired w $500 miflion

Howsing for Moderete |ngome caver claiza wad enpemen o cover clwiney end expense sathority
Families 1221{d}4]]
Property Improvement and APQropsiati pm to start prognifa, Premiums and fees to pay cleiow Program hes authority to baryow, GIF-Tie | &5 tremted i [ inngl atharity to incare ated amoUNts
Mabily Moma Loans (Tide 1, Ko eppropriations or FY1978 but an cumert debit existy separate grogrem within
Section 2) tfuad
Mortyage Inyuresze for Approgrintices Lo sower clims Premiurm rmd fees paid into &1F Undimitad how owing aathority GIF Ravervesin GIF required but imumnee wiittea
Hoapitsls |242] madz tp &IF 10 cover daims End udministre- through &IF nee limited by reserve
G
DOT/FAA
Aircraft Loan Guarsmiss Claima paid friom DAT apprapn- Gearintes fees cradited ta mis- W legisintve nuthority to bomow No fund used 530 millivr gurren tess maximum par enrrier
Program gtism. Administrative costs. paid exlonpoas receipts of Oept of
fom Depl of Trexsary appro- Tressury
priatices
[1]14
[nvestment Gueremiee Initiel funds far veserves and Investtment guarantee fees No harrawing authority No particulas tand esed. $750 millinn limét on cuistanding contingent
DPIE yaid-in capitel npprogn- OPFIC aperstst x5 private linhilitizs G oarantee reserve must aqusl 25 percant

ated. DPIE since ssif-sustaining

tarporation and moxt in-
comn can be wied for any
progam

af outstanding guarintaes st time of uew mamnty

SBA

Business Loany
iran

State and Local Develnp-
ment Company Loans [502]

Appropristions 1or clxims and ex-
panas to BLIF. Beginning in FY
1978, sepavitn appropristiens to
he made for elaims gnd For salaries
and expemes

Appropristions for elaims and ex-
penses to BLIF. Beginning in FY

Dne-time, ¥% guarantes {ee charged
o len fer

Dnz-time, 1% guarentes fes chargad
o lendar

No horrowing autharity

Nao borrowing suthority

BLIF - e revalving fupd

BLUF - e revolving fuad

Statutory limit on amount of |oans pusrantsed snd
on emounts of totad guaraniees made

Statatery [imit on amoant of loans puerantesd and
oo amsants of tntal guarentees mada

1978, ssparate appropriations ta
be made for eleirs and for
salaries and expentas
Swall Business | Appropri far chaimes and ex- {ine-time, 1% tarentes fee chargad Ho borrawing autharity BLIF . a revolving fund Stawmtury |imit an amount of loaws guaeatesd and
Campanies (SBICY) pensas 1o BLIF. Buginning in FY LT an amstnt of total guersntee mads
5 1978, separate apnraprigtions by
be made for cigims and (ar salsriey
snd expenses
VETERANS ADMINISTRATION
¥A Home Loga G A intions cover Hane Legitlation mite, bal bdgaze VA Loan Guareates Re- N Timits ur contyols
Program tive expenses. Appropristism for shewt shows $530 mdlian wobving Fand covers &l
clsims suthorized bat nons meda.

Sales of lowns provids additional
revenue

abilivy for Tressury bormow-
g

cxsts excepl admingxtre-
tive
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MATRIX 3: DEFINITIONS

5

SUBSIDY

CONTINGENT LIABILITY

defauit. (1)

g {1

dey grace period. (I}

2. Assigtanca may include: Ad-
vaneces to shipoweers to cover
principal payments tn beud-
holders. {1}

PROGRAM GUARANTEE INSURANCE DELINQUENCY DEFAULT FDRBEARANCE {INSURANCE IN FDRCE}
FmHA Loan made and sarvicad by 8 Not applicable No definftion Breach of contrest No definition — may includer Kot applicable Full amount of quarantees {incl.
Business and Indus-  |Tender for which FmHA has DEF, REF, RESCH, Transfer and quarantaed partians ezquired by
tridl Laans ewtered inTo. ., & ‘Lenders Agree assumption of loan to/by FmHA. FmHA) {1}

ment’ and for which FmHA had al

issued ... "Loan Note Guarsnitee’

{R}
Community Farlitiss N m applicable FFB assared thet CBQ's be  |More then 15 days past due in Term not used (1} No forecdosures. FmHA helps Not applicable Full amount of insuraace (princi-
Loans repaid regardless of borraw- | payment. (1} ‘arrange for mergers instead. pal + intenest)

*1 payment OF nan-payment
oo foan, (1)

E y Lit k |G d Losn — See FmHA Nt epplicable Na definition Breach of cantract See FmHA pragrsm (1} above N ae applicable Sez FmH A progrem (1} above
Losn Guarantees program (1), Gaorentead Line of

Credit — Lnan edvances made and

serviced hy lander subect tn

agresd npon maximum amavat

and specified in an FMHA “Con-

. tract Gearantee.’ (R)
Recreation Ferdlities |See FmHA progrem (1) shove Not spplicable No definitian Brezch of contract See FmM A progrem {4] above. [“Paymeats medz by FmHA | See FmHA progrim (1] shove.
Loms o lenders ya induce them ta
make . . . loans.”
Rural Housing Loans | Sew FmHA pragram (7] above. Not applicable No definition Breach of comtract See FmH A progrem (1) above. Net applicable See FmHA program {1} abowe,
(Section 502)
Rural Housing L aans Not spplicable See FmHA pragram (2) More than 15 days pest dus in| Failure ta pay when due. . . a7 Sseretary authorized t grant Nut applicabla Full smount of issurases {princi-
(Section 502} ahove paymest, () perform any covenant or merataorium en payment of pal + imerest)
agreament. (R) principal and interest, (L)

MARAD
Federal Ship Finane- | 100% payment of principsl sad Nt Any pay when due. 3. Bresch of contrct. 1. 30-day grace period when ship Not applicahie Tatal eutstanding guaranteed
ing nterest in cose of bond ismar’s {Term rarely used in pro- 2. Delinguency beyond 30- owner may cure delinguency, daln abligetions, ((}

HEW/DFFICE DF

minad actuarially. {1)

martgage obligations. (L)

beyond bomowers control. May
intude: DEF, RESCH, RED, or
recasting fi.e,, change in omerti-
zetion period). (1)

EQUCATION -
Federslly insured No definitian Amouat charged to lendar by Any lezn on which paymant  Failure (o make pay Revision of ¥ terms — No definition Total cammimments net of repay-
Snudeat L oars BSFA for insuring Jander past due, (1) whaa dog ur somply with may inchadez DEF, RESCH, meats. {11
sgainst loss. i) other terms of note such that | FDA {I)
BE Commissioner finds rea-
Yé to conclude b
no tanger intends to honor
inn, (L)
Guaramee Agency Re N o definition Amgunt cherged to lender by Any lean an whick payment | Failure to make pay ment Revision of repaymenat terms — No definitinn Total commitments net of repey-
insured Student L ozans BSFA far insuring lender past dua. {1) when due or comgly with mey inglude: DEF, RESCH, ments. (1)
against loss. {0) other terns of note such thee | FOR (1}
DE Commissioner finds res-
spasble to condude borrawer
w0 longer intends to honor
obfigatien. (L)
HUD/FHA
Basic Home Mortgage Not applicable Premiums paid to cover Any pecount an which pay- | Acenunt mora than 30 days | Revision of repayment termsif de- Not epplicall E sti di wag
Insuranzz [203E8] pnticipated claims deter- ment pest due. () past due. Any breach uf linguency dug o circamstancss balances. (I}
mined actuarially. {1} mortgege obligations, {L) beyend borrgwers cantrol. Mey
inciude: DEF, RESCH, RED, ar
recasting [i.a., change in smorti-
ration peried). {l)
Single Famity Co- Nt applieable Premiums paid w cover Any atcount on whizh pay- | Account more than 30 deys | Rewisien ofrepay ment terms it de- Not applicabl Estimatad Jage
fasureace [284] anticipated clefms deter ment past due, {I] past due. Any breach of linquency due to circumetances balanees. {1}

Continued
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MATRIX 3 (Confinued)

memts missad. (1}

. | CONTINGENT LIABILITY
PROGRAM GUARANTEE INSLURANCE DELINQUENCY DEFAULT FDRREARANCE SUBSIDY § {INSURANCE IR FDRCE]
HUQ/FHA {Continued)
Morigage Imsursnee fur Kut applicabls Premiums paid to covar Account up to 30 days pest | Any deficiency in sggregae | Agreement hetween mortgagee Na definition Giutstanding liahilfties
Pentzl Heusing for Low anticipated elaims deter- due. (1) monthly peyment. (1) and mortpagor to revise tarms of
& Moderaty Incame mined actuarigly. {1} mortgage. May inciude: RED,
Families {market rte DEF. (1)
and below-market raty
[z21(d(3))
Morigage Insurance for Not applicable Premiums paid to cover Account up to 30 days pest | Any deficiency in aggregate | Apeement between mortgagen Nau definition Dutstanding liabilities
Rentzl Housing for snticipeted clgims deter- dae. {1} monthly payment (i} #nd MortgEgor 1o reviss terms of
Moderats Income mined ectwariglly. (() mongage. May include: RED,
Families [221(d)(8)) DEF. {1
Proparty krprovement| Not spplicable No definition Account on which payment | A on which pay defini — mey include: No spplicable Aggregsts individual reserve
& Mobila Home Loans payment past due. {1} past due. {L} DEF, REF. {1} wecounts of landers. (1)
{Tide 1, Section 2)
Mortyage Insurance for Not spplicable See HUD/FHA program (1) No definition Failure to make payment No definition Not applicable No definition
Hospitals (242) above when due or perform any
ather covenant of mongage
agreement. {L)
DOT/FHA
Aircraft Loan Guaran. | Agreement bevwoen FAA pnd Not applicable Na definition Account more then 7 deys | Attempt to cure default during Neot spplicabla Dutstanding empunt of guaren-
e Program lender to cover all interest and past due, (I} B0-day pre-claim period and 60- tee 81 a partieular time, {1)
90% of principd in event of 90 dey post-clsim period befors
borrawer non-payment. {1} claim peyment by FAA. (1}
oPiC
t Guaran- | fr bl i ta Naot applicshle Term nat used Foiture ta make payment Term not used Not epplicahiz Totsl amount gogran xed nex
tee lander that OPIC pay prifcipal when due or hanar cove- ol regayments (1)
and intérest iF barrower Feds ta ngnts of loan sgreement.
pay sccording to laan agreement ]
for any rsesom, (D)
SBA
Regular Busi Ag that SBA h Rol applizabla Any Ioan more than 30 dsys | Nan-payment of principal Measures taken ta prevent de- Not spplizabl Totsl d portions of owt-
Loans [7{A)] quaranteed portion of loan in pert due. {1} and interest on due date (1. | favk of o probiem oan. May standing oans bass pryments
¢ase of bgmower defaull. (1) Bresch of |oan covenant inclade: DEF, RED, REF, SBA mede, il
which landar detenmines ta | tsking over repayment fore
be adverse change in bor- perind. (1)
rownr's ebility to repay. (L)
State & Local De- Agregmant thet SBA purchass Mat applicebls Any loan more \han 30 dzys | Noa-payment of principsl Measures taken to prevem de- N bl Totad g d portions of ot~
A Company d portian of toen in past due, (1} and iwterest on Auw date (1), | fauh of & problem lese. May stending Jaams las payments
Laans (5021 rase of barrower defauit. (1) Ereach of loen covenamt: inchode: DEF, RED, REF, SBA mede. {1}
which lander determines lo | taking owes repsyment fora
be gdversa change m bor- period. {1}
rawer’s ability 10 repay. (L}
Smell Brsiness Invest- | Asuranee thet SBIC debentors Not applieabla Any Ioan mare than 30 doys | Noa-psyment of principel | Measures taken Wn prevent de- Nol appiicabl Totdl g dp af om-
ment Compenies be repaid ey tp prinzipd and port dun. {1} and inwrest on due date (). | fsult of ¢ prablem Yoan. May stzading loms less psyments
(SBIC™s} interext. (1) Hreach of lszn covenem include: DEF, RED, REF, 3BA mede. 1)
which lender detarmines to | tzking over repsymeat fara
be adverse change in bar- period, (1)
rower’s ahility ta repay. (L)
VETERANS
ADMINISTRATION
VA Hame L oen Dbligation of U.S. to repsy Not Hon-payn of prmcipsl Faflure of borrower to com- | Wittea aresment betweea Mot egplicabl Cumul, e utand-
Guarantee Program | specified percentage of loan el imteres] mhen doe. (1) gy with terms of loen agree-  Jender end bormower 10 revise ing. 1)
upon defeall of primary ment. Dnfault not "Repon: | repgyment rerms, {1}
debror, {1} ehle” until 3 monthly pay-

SOURCE DF DEFINITIONS:

R = Rem

1 = interview
L = Legiiation
D =

Other Documents published by Agency/Prognm

CODE FOR FURBEARANCE ACTIVITIES
OE = Defermem of repaymanm.

RESCH =
FDR =
REF =

Hitterem trom iha inki

Reschaduling repsyment.
Fargiwness of el of pet of principal or immrec

Refunding or refinancing: making a new oan with terms

gl loan in mder tp pay off the inftial lown.

in pay

fore il

d poricd,
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MATRIX 4: ACCOUNTING CHARACTERISTICS AND CONVENTIONS, PART 1

TYPE OF ACCOUNTING

FUNOS USED FOR EACH

FUND OR PROGRAM
BASIS FOR ACCOUNTING

FORMAT OF OATA

PROCEDURES FOR ALLO-
CATING ADMINISTRATIVE

PROCEDURES FOR ESTI-
MATING RESERVES FOR

insurance [244]

Fund.

PROGRAM SYSTEM PRDGRAM SYSTEM? AVAILABLE COSTS LOSSES
FmHA
Business and Industrial ACCRUAL ROIF Fund Financial statements and work| AHl d based on timesh or|Not available from Washing
Loans {Cash Basis at Times) sheets. Additional reports on formula, office.
printed by computer
Community Facilities ACCRUAL ROIF Fund Fi iat and work | All d based on timesh or|Not available from Washington
Loans (Cash Basis at Times) sheets, Additional reports on formula. office.
printed by computer
Emergency Livestock ACCRUAL ACIF Fund Financial statements and work|All d based on timesh or|Not available from Washington
Loan Guarantees (Cash Basis at Times) sheets. Additional reports on formula. office.
printed by computer
Recreation Facilities ACCRUAL ACIF Fund Fi ial and work | All i based on timesheets or|Not available from Washington
Loans {Cash Basis at Times) sheets. Additional reports on formula. office.
printed by computer
Rural Housing Loans ACCRUAL RHIF Fund Financial statements and work | Allocated based on timesheets or|Not available from Washington
(Section 502) Guar. (Cash Basis at Times) sheets. Additional reports on formula. office.
printed by computer
Rural Housing Loans ACCRUAL RHIF Fund Financial statements and werk |All d based on timesh or[Not available from Washington
{Section 502) Ins. (Cash Basis at Times) sheets. Additional reports on formula. office.
printed by computer
MARAD
Federal Ship Financing ACCRUAL FSFF Both Standard Treasury format for |Actual costs No reserves (entire fund)
financial statements (Form
SF 220).
HEW/ Office of
Education
‘Federally Insured ACCRUAL SLIF, Higher Education, Sala- |Kept by fund but tracked by | Oata kept on one of three Extrapolate from prior years. Use GSLP loss estimation
Student Loans ries & Expense [SLIF and HE.|program computer systems — OE FMIS |Oetailed cost data not kept. model (computer model).
combined in SLIF in FY 1978 GSLS, GSLP loan estimation
for Student Loan Appropria- model.
tions] .
Guarantee Agency Re- ACCRUAL SLIF, Higher Education, Sala- |Kept by fund but tracked by | Data kept on one of three Extrapolate from prior years.  |Use GSLP loss estimation
insured Student Loans ries & Expense [SLIF and HE |program computer systems — OE FMIS |Detailed cost data not kept. model (computer model).
combined in SLIFin FY 1978 GSLS, GSLP loan estimation -
for Student Loan Appropria- model.
tions] .
HUD/FHA
Basic Home Mortgage ACCRUAL MMIF Both Std. Fi ial St ts for |Allocation based on formula,  |Actuarial basis
Insurance [203B] Fund. with annual adjustments based
on time and expense reports.
Single Family Co- ACCRUAL MMIF Both Std. Financial Statements for |Allocation based on formula, Actuarial basis

with annual adjustments based
on time and expense reports.

Continued
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MATRIX 4: PART'1 (Continued)

TYPE OF ACCOUNTING

FUNDS USED FOR EACH

FUNO OR PROGRAM
BASIS FOR ACCOUNTING

FORMAT OF DATA

PROCEDURES FOR ALLO-
CATING ADMINISTRATIVE

PROCEDURES FOR ESTI-
MATING RESERVES FOR

PROGRAM SYSTEM PROGRAM SYSTEM? AVAILABLE COSTS LOSSES

HUD/FHA (Continued)

Mortgage [nsurance for ACCRUAL GIF Bath Financial by fund |All based on fi la, |Actuarial basis

Rental Housing for Low and program [but not sub- with annual adjustments based

and Moderate Income program for 221], on time and expense reports.

Families (Market rate

and below-market rate

[221(dK3)]

Mortgage Insurance for ACCRUAL GIF Both Financial statements by fund |Allocation based on formula Actuarial basis

Rental Housing for and program [but not sub- with annual adjustments based

Moderate Income Fami- program for 221]. on time and expense reports.

lies {221(d)(4))

Property Improvement ACCRUAL GIF Both Fi | All based on formula,  [Statutes require lender reserve

and Mobhile Home with annual adjustments based |equal 10% of total loans ad-

Loans (Title 1, on time and expense reports. vanced.

Section 2)

Mortgage Insurance for ACCRUAL GIF At HUD — Both Financial statements. HEW estimates then bills HUD | Actuarial hasis

Hospitals [242] At HEW — Program

DOT/FAA

Aireraft Loan Guarentee ACCRUAL No fund Program Financial statement. 90% of Director's time and 10% |Na reserves

Program of Secretarial time.

oPIC

Investment Guarantee ACCRUAL No special fund. Program levet — (OPIC financ{ Only manual records of all Direct costs kept by program.  |Statutes require reserve of 25
ing program) but not subpro- | transactions. Other costs allocated by rough |of total guarantees outstand-
gram {investment guarantee) estimate. ing.
level.

SBA

Regular Business Loans ACCRUAL BLIF Fund Fi Tal btained |Based on workload factors de- |Annual Comprehensive Loss

[7(A)] from computer FMIS, rived from historical experience |Study prepared by Planning

and loan volume level. Research unit.

State and Local De- ACCRUAL BLIF Fund Fi ial b d | Based on workload factors de- |Annual Comprehensive Loss

velopment Company from computer FMIS. rived from historical experience |Study prepared by Planning

Loans [502] and loan volume level. Research unit.

Small Business Invest- ACCRUAL BLIF Fund Fi ial ts ob d | Based on workload factors de- |Annual Comprehensive Loss

ment Companies from computer FMIS. rived from historical experi Study preparad by Planni

{SBIC's) and loan volume level. Research unit.

VETERANS

ADMINISTRATION

VA Home Loan ACCRUAL GLRF Both Financial statements. Actual costs kept by program.  |Reserves not kept. Entire

Guarantee Program

GLREF available for claims.
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‘MATRIX 4: ACCOUNTING CHARACTERISTICS AND CONVENTIDNS, PART 2

ACCOUNTING CONVENTIONS FOR PROBLEM LOANS AND CLAIMS

ACCOUNTING FOR ACCUIRED LOANS

RECORDING OF FORBEAR- | PAYMENT METAOD FOR| RECOGNITION OF SUPPLE- RECORDING OF GA
AMCE AND CLAIMS CLAIMS: CASH OR MENTAL FINANCING RECORDING OF LOAN OR LOSS ON
PROGRAM REFINANCING PAYMENT NDTES (tnterfund, FFB, Treas, Approp) ACOUISITION LIOUIOATION
FmHA . . .
Business ond Industrill | No specia) recoagnition. Recorded a< " Acet, Peyable™ Cash No interfund transfers, Approp. || in “Acquired Segurities” | of d in “Gain
Lpans and in “Res. for potential sdded 1o aperating fund assat  [or “Investment in Guaranteed  |or Loss on Sale.”
Lopsses” sccount Borrowing recorded  [Loans”
Community Faeiliti A ing far “sub i =3 linbility. X .
ommunity Facilities wng N Not applicable — no claims. Nt applicabie Sale of CBO's to FFB is a lie- Not applicable Nnt applicable
Loant loans™ similar to accounting bility
for initial leans. .
Emergency Livestock | No special recagnition. Same as FrHA (1). Cash Same as FmHA (1), Same as FmHA (1), Same ss FmHA (1),
Loan Guarantees
Recreation Faciltes No special recognitian, Same as FmHA (1), Cash Same as FrnHA (1), Same as FmHA (1). Same xs FmHA (1),
Rural Hoosing Loans No entries to record delin-
{Section 502) Guar, quencies. Same as FmHA (1. Cash Same s FmHA (1). Sams as FMHA (1), Same as FmMA (1)
Rurel Housing Loans Same a3 FmHA (2}, Not epplicable — no claims. Not applicable Same as FmHA (2). Increase in “Aequired Securities” Same as FmMA (1),
[Section 502) Ins. asset et
MARAD p (
Federal Shig Financing | Advences to foresizll delin- Immediste full payment nf " . g . .
. . . N F .
auency shown as pssets claim, Cotingent liatdity Cash ot applicate Auouired vescals ars “Fixad | Racarnd W8 axpomie aeet. T
“vig 6 nswly establiched rea Losses.”
liability.
HEW/Offize of
Education - .
Federally Insured Note made on {oen recards in Pa - ) . . 3
) yment written-off ta SLIF, Cash Supplamental Approp. added |Increase in “Long Term Recsiv- | Collection goes into SLIF.
Student L am tegiona) affice. to revolving fund. Treas.bar-  |ables” in SLIF.
rowing recorded bs nate pay-
able.
Guarantee Agency Re- | Wote made an laen racards in Payment written-aff ta SLIF, Cash Supplemental Approp. added | Incresse in “Lang Term Receiv- | Collection goes inta SLIF.

insured Student Loans

regional office.

ta revalving fund. Treas, bor-
rawing recorded as nate pay-
able.

sbles” in SLIF,

HUDO/FHA
Basie Home Mortgage
Insursnee [2038]

Singlz Family Co-
imsurence [234)

Ko special recognition.

No special n;cngnhinn.

Payment written-aff to MMIF.

Payment written-aff to MMIF,

Cash or dehentures

Cesh or detientures

Interfund transfers from MMIF
shown es ““contra-diability”
account. Ne other supple-
mental financing.

Interfund transfers from MMIF
shiown es “contra-inbHity™
actountl. Mo ather supple-
mental finansing.

Recorded as psser: *recaiv-
able.”

Recorded as asset: “receiv-

abie,”

Increase cash, decreases recefv-
able.

Increase cash, decreases receiv-
able.

Continued
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MATRIX 4: PART 2 (Continued}

ACCOUNTING CONVENTIONS FOR PROBLEM LOANS AND CLAIMS

RECORDING OF FORBEAR-

ACCOUNTING FOR ACGUIRED L DANS

PAYMENTMETHOD FOR

RECOGNITION OF SUPPLE-

RECORDING OF GAIN

Moderate Income Fami-
lies [221(d}{(4))

Property improvement
and Mobile Home
Loans (Title 1,

Section 2)

Mortgage Insurance for
Hospitals [242)

No special recognition.

No special recognition,

Written off as GIF expense.

Written off as GIF expense.

Cash

Cash or debentures

Other supplemental financing
shown in balance sheet and
statement of income and ex-
pense.

Interfund transfers to GIF
shown 2« Capital Contribution,
Other supplemental financing
shown in balance sheet and
statement of incorne and ex-
pense.

Interfund transfers to GIF
shown as Capital Contribution,
Other supplemental financing
shown in balence sheet and
statement of income and ex-
pense,

Inerease in **Acquired Securi-
ties” asset acct.

Increase in *Acquired Sacuri-
ties” asset acct

ANCE AND CLAIMS CLAIMS: CASH OR MENTAL FINANCING RECOROING OF LOAN OR LOSS ON

PROGRAM REFINANCING PAYMENT NOTES (Interfund, FFB, Treas, Approp) ACQUISITION LIGUIDATION
HUD/FHA (Continued)
Mortgage Insurance tor No special recognition. Payment writtzn-off to GIF. | Cash unless dehentures re- | Interfund transfers to GIF 1 in “Acquired Securi- |1 cash, d receiv-
Rental Housing for Low quested. shown &5 Capital Contribution. |ties” asset scet. able,
and Modeme Incame Other supplemental financing
Families (Mar ket rate showm in halance sheet and
:;:Ibtzl;z(:)-rnrm rate statement of income and ex-

pense.

Mortgaﬁ Insurance for No special recognition. Payment written-off to GIF. | Cash unless debentures re- | Interfund transfers to GIF | in “Acquired Securi- |1 cash, d feceiv-
Rental Housing for quested. shown as Capital Contribution, |ties” asset acct. able.

Increase cash, decreases receiv-
ahle.

Increase cash, decreases receiv
able.

Guarantee Program

volving fund.

as asset, Subsidiary acct set up

{or each acquired property.

DOT/FAA
Aircraft Loan Guarantee |No special recognition, Na claims paid. Cash Not nsed, Nat applicebie Mot applicable
Program
oPIC
Investment Guarantee  {Notused. Memorandum record made. Cash Not used Memaorandum Record Collection added to Guarentse
Claim payment written off to reserve.
guarentee reserve.

SBA PN
Regular Business Loans ;‘:E:':,s,n(“‘{::: a;enh; Ligui- | oyim written off to BLIF. Cash No interfund transfers. Approp.|Loan carried as “Receivable — In| Collections added to BLIF.
{7(a)l - ec. added to BLIF, Barrowing re- | Liquidation,” Contingent liabili-

o corded as liability. ties are decreased.
State and Local De- :::i:"rﬁn(“::f 'R‘ul)" Linui- | 1aim written off to BLIF. Cash No interfund transfers. Approp.|Loan carried as “Receivahle — In| Collections added to BLIF.
velnpmentzl]:omplnv e, el added ta BLIF, Barrowing re- | Liquidation,”” Contingent liahili-
Loans [50 o corded g liability. ties ore dacreasad.
S anmess.lmlen- ::‘tii:nrs':&"::i ::w:l;‘ Liaui Claim written off to BLIF. Cash No intesfund transfers. Approp.| Loan carried as *Receivable — In| Collections added to BLIF.
mant Fﬂ“viﬂl“ v TRl added ta BLIF. Borrowing re- | Liquidation.” Contingent fiabili-
(5B1C’s) corded as liahility. tias are decreased.
VETERANS
ADMINISTRATION ) .
VA Home Loan Na special recognition. Payment written off to re- Cash Borrowing recorded as liability | Reserve sat up. Loan recorded | Collections recorded as income.

Reserve eliminated and any
losses written off.







MATRIX §: AVAILABILITY OF SELECTED PROGRAM DATA

PROGRAM

APPLICATIONS RECEIVED

LOANS INSURED OR

wree peR vean |

GUARANTEED FER YEAR

LOAN ORIGINATION

AVERAGE INTEREST
RATE CHARGED

AVERAGE SIZE OF INSUR-
ANCE OR GUARANTY

DELINOQUENCY RATE

FmHA

Business and |ndustriel
Loany

Community Fecilitias
Loans

Emargency Livestock
Lean Guarantees

Racreatlon Facilities
Loans Program Not
[mplemantsd

Rural Housing Losns
(Section 502} Guar,

Aural Housing Loens
(Saction 502} Ins.

Aveilable
Availsbla

Availabla

Availahie lor aggregate Section
202 loaris,
Available for aggragate Section
202 loans,

Availeble
Availabla

Availebla

Availsble for aggregate Section

202 Joans.

Available for aggragate Section

202 loans.

Not aveitable

Availabla

Avsilshla

Not evailabla

Avsilalde only within ranga

Aveilable

Availabla

Avsilabla

Calculable*

Calculable

' Available
Available

Available

Availabla

MARAD
Faderal Ship Financ-
ing

NA — Can ba compilad on re-
quest,

Availabla

Availabla

Availabla

NA — Can be compilad on re-
quest

HEW/0Hice of Edu-
cation

Faderally Insured
Student Leans

Guarantaa Agency Re-
insured Studant Loans

Not availabla

Not availeble

Available

Available

Avallable

Available

Equals avarage siza of loans -

can be ealculated.

Equals average size of loans—

can ba ealculated,

Thaoretically availabla but
problems with computar system
cast doubt on validity of deta,

Available

HUD/FHA
Basic Homa Mortgage
Insurance [2D38]

Single Family Co-
insurance [244)

Mortgage Insurance for
Aental Housing for Low
& Modareta Incoma
Families (markat rota &
balaw-market rase)
[227(a)(3]

Mortgage Insuranca for
Rantal Housing for
Modemsts Incoma Fami:
lias [221(d)i4)]

Eroperty Improvamant
& Mobile Home Loans
(Title 1, Section 2}

Mortgage Insumanca for
Haspitals [242]

Avsilsbla

only on “§
for Endorsament,”

Avaitable

Avaitabla

Not applicabla

Availgble only from regienal
offices.

Availabla

Availsbte

Avsilabla

Available

Aveilebla

Available;

HUD or HEW.

Availsble

Not evailebla

Aveilable

Availabla

Aveilabla; HEW.

Availsble

Not evailable

Avalfeble

Available

Availabla

Availabla: HUD ar HEW.

Calculaida
Celculabla

Lalculsbla

Availabts anly from tanders.

Available: HEW

FAA
Aircraft Loen Gubran-
tee Program

Mot availsble

Available

Not svailable

Avaligble

aric
Investment Guarantee

Avaitabla

Availabla

Aveiletla

Availabla

Availsbla

$BA

Reguler Business Loans
{7(A)]

State & Local Davelop-
mant Company Laans
|502]

Small Business Invest-
mant Companies
(SBIC)

Not mvailsble

Not availabla

Not sveilable

Availebls

Available

Availebla

Available

Aveilsble

Available

Available

Available

Aveilable

Not availabla

Not available

Not availabla

VETERANS
ADMINISTRATION
VA Home Loan Guaren-
28 Progrsm

Awailable

Availabla

Not availeble

Available

Not epplicable — Tarm net used.

aCateiloble =  Caleu!

ble from ovsilak

a3-660 O - 73 - 19

data but not kapt in this dasignation,

283

Continued



MATRIX 5: (Continued)

LOAN SERVICING

NUMBER OF LOANS PER NUMBER AND AMOUNT
PRDGRAM DEFAULT RATE ACQUIRED LOANS LENDER OF CLAIMS

FmHA
Business and Industrial Available Available Availebla on request (cherga for | ”Lasses Paid” are eveilable.
Loens sarvice).

Enmmunily Farilities Not epplicable Mot epplicable (FmHA is lander} Not epplicabla
oans

Emargency Livestock | Data on “Toswes” am evail- Not aveilable Sama a3 for FmHA (1), Dotq on “lossas” are aveil-
Loan Guerantess abla. able,

Recreation Facilities )
Loans Progrem Mot - - - -
Implementad
Rural Housing Loens Aveileble Not evaileble Sama as for FmHA (1). Not evailable
(Section 502) Guer.

Rurd Housing Loens Aveilehla Loans era made by FmHA — {FmHA is lander) Not applicable
{Section 502} Ins. not ecquired. Date is eveil-
abla on Praparty Acquirsd.

MARAD
Fadaral Ship Finene- Avpilshle Available Availslile Aveilable In total for life ot
ing program but not on yearly
basis.

HEW/0ftice of Edu-
cation Not raadily eveilebla but col- Aveilable
Federslly Insured Th ically evalleble but | Available — but deta of quas- | lscted.
Studant Loens lams with 1ys- [tionahle validity.
tem cest doubt on velidity of
tata, Not readily evailsble but col- Pwailghla
Guarantee Agency Re- Available Aveilable — but deta of ques- | lacted,
insured Student Loans tionebla vatidity.

HUVFHA Mot available axcapt from ragion Available
Basic Home Mortgege Availebie Available offica.

nwranea (2038) Not svaileble excapt from region Avafllhla
Single Family Co- Available Availebla otfics,

insuranca [244] Not available except from region Aveileble
Mortgage Insurance tor Aveilshle Availeble office.
Renisl Housing for Low
& Modoerats [ncoms
Femilies {merket rate &
below-market rats)

(221)3)] Naot availeble except from rsgion Avsileble
Mortgage Insurence for Aveilable Available otiica.
Rantel Housing ter
Muderats Incoma Fami-
lies [220(d)(31]
Pragarty improvement | Availeble only from lenders. Availebls
% Mobile Home Loans
{Ttde 1, Section 2) Not readily evailsbla but collec- | Avilshle: HUD or HEW,
Mortgage Insurance for | Aveilable: HUO or HEW Aveilehle: HUD or HEW. ted.

Hospitals 12421
FAA Not aveilabla Not relevant
Aircraft Loan Buaren- | There have not heen eny de- | Not relevant.
o8 Program faults.
oPIC Avnilabla Aveileble
Investmant Guarantee Aveilable Availehla
SBA Available Available
Regulor Business Loans Availsble Availeble
(rian Avlable . Available
State & Local Develap- Availehle Available
ment Company Loens
(02| Aveilsble Avsileble
Small Business Invest- Availsble Avnilable
ment Companies
(S8IC's)
VETERANS
ADMINISTRATION Avsilable by class of lender. Avsilabla
VA Homa Loen Gueren- Availeble Avnilshla
tee Progrem

Available Aveilebla

Continued
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MATRIX 5: {Continued)

PROGRAM

LOAN LIQUIDATION

AGING SCHEDULE OF

LOANS PAST DUE

OTHER LOAN
TERMINATION

CONTINGENT LIABILITY

FmHA

and |nd

ilable for aggragats B&I}

Laans

Community Facilitiss
Loans

Emergency Livastock
Losn Guarantees
Recrestion Fecilities
Losns Program Not
Implemented

Rural Housing Losns
(Section 502} Guar.
Rural Housing Losns
(Section 502) Ins,

loens.
Aviilsbls

Not available

Available

Availabls

Available by fund, not

Numbsr and smaunt of “De-

obligations.”

PRy

ilable by fund, net prag;

Not

Avsilable

Avsilable

ilabls by fund, not prog

Same o3 for FmHA (1),

Samo os for FmHA (1),

MARAD
Faderal Ship Financ-
ing

Not aveilabls

Availeble

Avaliable

HEW/Dffice of Edu-
catlon

Fedsrally Insured
Student Losns

Guerantee Agency Re-
insurad Student Loans

Not svailable

Not svaileble

Not applicable

Not applicable

Available

Available

HUD/FHA

Basic Home Mortgage
Insurance [203B]
Single Femily Co-
insurance [244]

Mortgage Insurance for
Rental Housing for Low
& Moderate Income
Familios {merket rate &
helow-market rats)
[224(a)(3)]

Mortgage Insurance for
Rental Housing for
lies [221{d){8)]

Proparty Improvemant
& Mobile Home Loans
{Titte 1, Section 2}

Mortgage Insurance for
Hospitats (242]

Moderate Income Fami-|

Available
Not aveilable

Available

Available

Available

Not readily available but col-
fected by HEW.

Availeble *

Available

Available

Available

Not availsble

Available: HUD.

Availeble

Available

Availsble

Available

Availsble

Availabls: HUD.

FAA
Aircraft Loan Guaren-
tee Program

Not ralevant

Not relevant

Availsble

oPIC
Investment Guarentee

Available

Not eppliceble

Availsble

SBA
Ruegular Business Loans
[7A))

State & Local Davelop-
ment Compsny Loens
[§02]

Small Business Invest-
ment Companies
(SBIC’s)

Not available

Not availeble

Not available

Not applicable

Not appliceble

Not applicable

Available

Availabls

Available

VETERANS
ADMINISTRATION
VA Home Losn Guaren-
tee Program

Not avsilsble

Available

Calculable
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MATRIX 6: REPORTING: PROGRAM AND ACCOUNTING INFORMATION

98¢

CHARACTERISTICS IMEUHESS'
AGENCY OF OATA |REPORY OISTRIBUTIO USE OF REPORT
. REPORT NAME FREQUENCY PREPAREOD BY: SOURCE OF 0ATA | )
PROGRAM
oFmHA
Program Reports
All Progrems* RC205-Stetus of Obligations  |Weekly and Month | St. Louis Finsnce Office | St Louois Finance Office deta files| 1 week | Program personnel Program manapement
RCS06-Loans Made Monthly St. Louis Finance Office | St Louis Finance Office deta files| 3 weeks | Primardy MIS staff — for | Primarily MIS staff — for
preparing a pablication | preparing @ pablication
RC666-FmHA Quarterdy . Ooartedy St Louts Finance Dffice | Forms FmHA492-3, 4925 3months | Primarily MIS staff — for | Primarily MIS staff — for
Report preparing 2 publication | preparing a publicrtion
RC705-Semisnnual Caseload Semi-annually | St Louis Finence Office | St Louis Finance Office data files| 45 days | Primasily MIS staff — for | Primarily MIS staff — for
Report preparing a publication | preparing a publication
RC734-Coogressional S y| Semi th St Lonis Finance Office | St Louis Finance Dffice data files| 45 days | Primerdy MIS staff — for | For responding to Congres-
preparing & publication | sional imformation reqnests
RC895-Local Work Unit Re- Annually St. Louis Finance Office | St Louis Finance Office data files| 3 moaths | N.O. Personnel Oivision | Personnel planning
ports and MIS datz
Insured Loan
Programs RC592-Activity of Acquired Monthly $t. Louts Finaoce Office | St Louis Finaace Office data files| 20 days | Budget, proparty manage- | Program Mansgement
Propecty ment {$) program person-
nel
RCT23 y of Acrui Semi ity | St Lowis Finance Office | St Louis Finance Office data files| 45days | Program personnel Program nmwagement
Praperty
RC833-Loans Liguidated A fi 51, Louis Finance Office | St Louis Finance Dffice datn files| 2 months | Property management Property management
throngh Transfer
RC752-Payment Status of Semi-annuelly | St Louis Finance Office | St. Louis Finance Dffice data fites| 45 days | Program persanpel Program management
Leans
RCG16-Active B Oe- ] y St. Louis Finance Office | St Louis Finance Office data files| 45 days | Program personnal Program managemant
linguent .
RC739-Lnans Suhject to Semi-aonually | St Louis Finance Office | St Louis Finance Office dsta files| 1 month | Civil rights staff Check compliance with
Civil Rights Act Civil Rights Act
RCE52-Loans Satisfied ($} Annuelly St Lopis Finance Office | St Louis Finance Office duta files{ 2 months | MIS steff Foar pregaring a publication
Borrowers Reclessified to
Collestion Qnly
RCB15-Camulstive Collections Anunally St Louis Finsace Office | St Loais Finance Dffice data files| 1 month | MIS staff For preparing a publication
RCB813-Refinanciogs Anuuaily St. Louis Finence Office | St Louis Finente Office deta files| 2 munths |MIS stoff For preparing o publication
All Gusranteed
Loan Programs RC576-Gosranteed Loen Monthly St Lonis Finance Office | St Lowis Firance Office dota files| 1 mosth | Emergency loan division | Prograrm managemant
Lesses {Report of Losses)
Pragrams [nduding .
Loans to Individuals RCB33-Program Perticip A iy S1. Louis Finance Dffice | St Lowis Finance Office data files| 2 hs | Eqaal opp ity staff | Equal opportunity program
by Race + target data from §.0.
RC891-Obligatinns by Race Annuelly St. Louis Finance Office | St Loois Finance Office data files| 2 months | MIS staff For preparing & publication
*0uta are nnt necessarily disaggregated hy &ll progrem categories. For example, husiness and indastry .
f way be combined with business and industry insured leans. Continued
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MATRIX 6 {Continued)

CHARACTERISTICS TIMELINESS| REPORT
AGENCY OF DATA DISTRIBUTION USE OF REPORT
PRDGRAM REPORT NAME FREQUENCY PREPAREOD BY: SOURCE OF OATA
FmHA (Continuad} Canversion and Refinancing Monthly State Oirectors State Office files 2 or 3 weeks| EL program personnel Pragram management
Emergency Livestock RCG33-Charactsristics Report. Quarterly St Louis Finence Office | St Louis Finance Offica date files | 15 days | EL program persannel Progrsm management
Loan Guarantees ’ {$) Fa48-31
RC753-Status Report Semi-annually | State office staff State office files, Form 320.2 2 months | EL program parsannel Program management
Recrestion Facilities Loans No reports include dsta on this - Nareportsincinde data | No reparts incindn dsta on this - No'reports include dsta | No reports intlude deta on
(guarenteed, not implemanted) | program, as it has not been on this program, as it has | pragram, as it has not been on this program, s it has | this program, as it has not
implemented. not been implemented. | implsmented. not been imph d beea impl d
Business and Industry Loans RC563-Prespplications and Ap- Monthly St. Lonis Finance Office | Form FmNA 43828 1 week |MIS staff For preparing n publication
(gueranteed) and Commnnity | plicationt on Hend-Awaiting far wse by Commnnity Ser-
Facilities Loars {Insurad) Funds vices Division.
RC570-Obligations to Assns. & Monthly St. Louis Finence Office | St Louis Finance Dffice dma files | 1 week | Progmam personnel Program management
Drpnizations
RCG36-Preapplications & Ap- Qusrtedy St. Lowis Finance Office | Form FmHA 32048 1week | Program personaoel Program management
plications in Process .
RC718-Rural C Semi lly | St. Louis Finaoce Office | Form FmHA 340-48 3 months | Pragram persoonel Progrsm management
Projects
RC721-Delinquent Laans Semiannuelly | St Louis Finence Office | St. Lovis Finencs Office dota files | 45dzys |Pragram personnal Program mansgement
RCBO4-Use of Funds Annuelly St. Louis Finence Office | Form FmHA 342-14 3 months |Program parsonned Pragrem managemsnt
RC701-Organizations Recoiv- Semi-annuvally | St Lnuis Finence Office | St Louis Finance Offics data files | 20 days | Financial S Financial macagement
ing Advances nf $1,000,600 Division
or More
Bosiness and lodustry Loans ARacation List Wealdy St Louis Fingnce Office | S Louis Finamce Dffice data files | 1 week | Progrem personnsl Program mgnagement
{arentezd) Table 1 Status Report Monthly | N.0.B&Iloansiaff | dota from Stete Offices 15days | Progrem persannel Program mansgement
Table 3 Obligatiens, by SIC Annuxlly N.0. B&I loan staff deta from State Offices 3 months | Program personnel Progam meanagement
Code {approx)
Tabts & Ollijgstinns, by Lean Annnally N.0. BRI Inen staff deta from State Offices 3 months | Pragram personnel Program management
Size and Arca Populstion {npprox.)
Table 5 Guarantees lssued, by Amually N.0. B&1 loan staff deta from State Offices 3 months | Program personnel Program manngement
SIC Code {approx.)
Toble 6 Guarantees Issued, by Annually R.0. B&I loan staff data from State Difices 3 manths | Pragram personnel Program management
Loan Size and Area Population {apprax.)
Defaulted Loans Report Moothly N.0. B&) loan staff data from State Offices 15days |Progrem personnal Program management
Cammunity Facility Loans Report on Applicztion and Monthly CFL program staff MIS reports and phonn calls to ddays |Program personnel Program menagement
{insured) Preapplications on Hand > Combined State offices and raports from
Funs Obligatad Report Weekly state offices
(Weekly Activity Repart)
Use of Funds Annuath CFL progrem staff Written reports from state offices | Atlesst |Program personne Program nasagement
3 months
I!nml Housing L cans RC566-Planned Use of Loans Monthly St Lowis Financa Office | Fares svailable in St. Louis 13days |Program persannel Progrem management
{insared) RC531-Monthly Pmt. Delin- Monthly | St.Louis Financa Office | St Louis Finance Office data files | 1week |Program personnel Pragram management
quencies

Continued
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MATRIX 6 (Continued)

CHARACTERISTICS TIME- REPORT
AGENCY LINESS DISTRIBUTION USE OF REPORT
PROGRAM REPDAT NAME FREQUENCY PREPARED RY: SOURCE OF DATA OF DATA
FmHA (Continard) ‘
Rural Housing Loans RC583-fanual Pevt. Delin- Momthly $t. Loais Fimaner (Oifica | St. Lonis Fimoece OFfice data files | 1 week | Program persoonsl PFrogram manngememt
{guErentesd) quenties
RC683-Mamatoria on Loans Quarterly St. Lowis Finsnce Dffice | Letisrs from county offices 1 week | Progrem persannel Progsem meanagenaent
RCTA3 Avy. Family lacame Semi-anounlly | St Loais Finmce Office | 5. Louis Finance Office data files | 2 mogths | Progmm persaunel Progrem manzgement
ACT10 Usa af Fands Semi-ansualy | Si Loois Finance Othce | Forms weilahia in St. Leaks 2 moaths | Program pestoansl Prgrem management
RC711-Laans by Interest Semi-annuelly | St Lowis Fimance Oifice | St Louis Fieaece Qffice deta files | 2 months | Program personnal Program management
Credii type
RC¥25-Loans on Nen-farm Semi-ermugdly | St Lonis Finance Bffice | St. Louis Finance Office data fles | 2 months | Progrmam persoaroet Progrem manageorent
Traces by [nterest Credit Type
RCT27-Favedlosares and Semi-ennunlly | St. Lons Firance Oifice | St Louis Finance Dffice daty files [2% months | Pmgmm persannel Frogmm management
Volowtary Conveyances
RC812-Interest Credits Anngally St Louis Fisance Office | St. Louis Finance Dffce date files | 2 moaths | Progrem personnel Progrim managemsant
RC832-Use of Funds Annpally St Lowis Finance Office | Farms mveillabka in St. Louis 2 months | Program personnel Program menagenrent
RCB71-Chenges in Intevest . Annoally St. Louis Finance Office | St Louis Finance Office data files | 3 months | Program personnel Program management
Cendits
Acconming Repoeris RC3D2 Payroll Cost Infor- Biweskly St Loais Finence Bffice | St Loais Finance Office data filex | 3weeks | St Louis Finence Office | Accoanting and bodget
mution sad N.D. Budger Staff
RC502 Allatmeat Accounmts Mnothly St. Lonis Finance Office | St Louis Finance Office duta files | 2 weskxy | St. Louis Fivance Office | Arccounting snd budget
and N.0. Budget Steff
RCS05 GNMAE Distributions Monthly St Louis Finance Office | St Loais Finance Office duta fites | Z weakt | St Louis Fingace Office | Acconnting and budget
: wd memos sad N,0. Budget Steff
RC511 Transoctinns Sammary Maonthly St, Louis Flrance Office | RE523 2 manths | St. Louis Finance Office | Accounting and finsnce
gad N.0. Finance
RC523 Benerd Ladger Trial Momthly St. Leais Finence Oifice | St L owis Finance ifice dia files 2t03 | St Luuis Finance Office | Acroomting ond budget
Balsnce weeks | and N.O. Budget
ACSZS Participation Pools Monthly St. Louis Finspce Office | St Louis Finencs OFfice deta fles | 1 week | N.O. Fiscal Oiwision Financial marmagemeat
RAC533 Sales of Financial Monthty St. Louis Finance Office | St Louiz Finanee Office data files | 2 weeks | St. Louis Finance Ofiice | Acpounting end hodgn
Assts " | und N.D. Budget
RC549 Admintstrative Expernse Monthly St Louit Finance (fice | St. Louis Finamce Office data files | 1 wesk | St Louis Fingnce Offics | Accouming end hudget
. and reports and N.O. Budger .
RC558 Camulative Dutiay Manthly St. Lounis Finmee Office | Reports m St. Loyis Finance Office| 2 weeln | St. Lowuit Finance Office | Accounting and budget
ond N.O. Budget
RCE06 Personnol Roster Quarterly St. Louis Finance Office | St. Louis Finance Office datafiles | 1week | St Louis Fipance Office | Accounting and hodget
: nnd N.O. Budget
RC613 Time Spent for ALD. Duarterty St Louis Fingnee Office | 5v Louis Finance Office data files | 3 weeks | 1. Louis Finance Dffice | Accounting and budget
- snd N.O. Budget .
RC722 Liah#ity for Premium Sembannually | St Lonis Finspee Difice | St Louis Fiaance Office dats files | 2 weelc | St. Louis Finance Office | Accpumting and badget
Interest and N.O. Budpget
ACTST Allvwance for Losses Semi-gnouslly | St Louis Finance Dffice | Reports in St Loaks Finance Office] 5 weels | St. Louis Finance Office | Accouming end budget
end N.0. Badpet

Continued
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MATRIX 6 (Continued)

CHARACTERISTICS

TIME-

LINESS REPORT
AGENCY OF DATA DISTRIBUTION USE OF REPORT
PROGRAM REPORT NAME FREQUENCY PREFARED BY: SOURCE OF DATA
FmHA J
Accounting Reports (Cont.) RC763 Lease Aceount Trial Semi-annuelly | St Louis Finance Office { St Louis Finence Dffice data fil 1 month | St. Louis Finance Office | Accounting end hudget
Balance and N.0. Budget
RC765 Financial S S lly | St. Louis Finance Office | St. Louis Finance Offica reports | 2 months | St Louis Finance Office | Aceounting and hudget
for Insured Loan Programs and N.0. Budgst
RCBDY Peyroll Expenditure Annually St. Louis Finance Offica | St Louis Finance Office data file Varishle | St. Louis Finance Office | Accounting and bodget
and N.0. Budget
RCB18 Budget Stetements Annually St. Lonis Financa Dffiez | St. Louis Finance Office repurts Verishle | St Louis Finence Office | Accounting and hndget
. and N.0. Budget
RCB34 Consolidated State- Annuafly St. Louis Finance Offica | St. Louis Financa Dffice reports | 2% months | St. Louis Finance Office | Accounting and hudgst
ments and N.0. Budget
RCBA7 Qutlays hy Geographic Annually St. Louis Financa Dffiee | St. Louis Finance Dffice reparts | 1% months | St. Louis Finance Offica | Accounting and hudget
Area . and datz files and N.D. Budget
RC854 Insured Loans and Annually St. Loujs Finance Office | St. Louis Finence Office data files 1 mooth | St. Louis Financa Office | Financial manegemant
CBO's Held hy Ynvestors . and N.D. Fiscal Division
RCB56 Admiuistrative Costs Annuelly St. Louis Financa Office | St. Louis Finance Office reports | 2% months | St Louis Finance Offica | Accounting and bndget
and N.0. Budget
RACB58 Man-Years Distrihution Anunally St. Louis Finance Offics | St Louis Finance Office data fite§ 2 months | St Louis Finance Office | Accounting and hudget
; end N.0. Budget
RC859 Status of A A Y St. Louis Finance Dffice | St. Louix Finance Office reports 2 months | St. Louis Finance Offics | Accounting snd hudget
and N.D, Budget
RC86Y Recsipts to Treasury Annually St. Louis Finance Office | St. Louis Financa Office reports | 1% months | St. Lonis Finence Office | Accounting and budget
. and N.0. Budgst
RC8B2 Stepping Stons, Un- Annnalty St. Louis Finance Office | St. Louis Finence Office reports 2 weeks | St, Louis Finence Office | Accounting and budget
liguideted and Vouchered Data and N.D. Budget
RC883 Trial Belance of Annually St. Louis Financa Dffica | St. Louis Finence Office reports 3 weeks | St Louis Finance Office | Financial management
Employee Accounts and N.0. Fiscal Division
eDept of Commerce/MARAD
Federal Ship Financing
Progrem
Progrem Reports MA-172 <includes shipowner’s  |Semi-annually and | Shipownar Shipowner's financial records Current - with | MASFP natinaal office | Determina compliance with
balance sheet, incoma state- audited annuslty slight lag for |and copy to regional fi ial requi of
mant and back-up schedules processing | office contraet
Statoment of Canformance Semi-annually | Shipowner Shipownar’s financial records Eurrent - with| MASFP natienel office | Confirm complience with
dlight lag for (and eopy to regional contract
processing |gffice
Statemant of smount an de- Annually Shipowner Shipownar’s financial records Current - with|MASFP national office | Cheek reserva fund balnnee
pasit in reserve fund (re- slight lag for |and copy to regional .
stricted fund) processing |pffice
Early warning report Irregular MARAD regional offica | Visit to site of ship construc- [Current - with (MASFP national office | Alert national office to poten-
tion, reconstruction or reno- slight Jag for tial problems at ship con-
vation processing struction sits

Continued
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'MATRIX 6 {Continued)

CHARACTERISTICS TIMELINESS REPORT
AGENCY OF OATA OISTRIBUTION USE OF REPORT
PROGRAM REPORT NAME FREQUENCY PREPARED BY: SOURCE OF DATA
Oept of Commerce/MARAO Report on contracts in foree Quartedy MARAO SFP national | MASFP internal Current - with MarAd, which may pass | Monitor status of Ship
Program Reports (Cont.) office operating data slight lag for it an ta Commerce Finanting Program
pracessing
Listing of new guarantees Monthly MARAD SFP national | MASFP intemal Current - with Federd) Financing Bank, | Monitor status of SFP Finan-
office operating data slight leg for U.S. Oept. of Treasury cing mechanism
processing
Major status report Every 2 or 3years | MARAD S¥P national MASFP intemal Current - with Congress Decide whether or not ceil-
office operating data slight lag for ing should be increased
pracessing
Accounting Reparts SF220 Statement of Finan- | Quarterly - with | MARAO finance office | Accounts of the 45-day lag Treasury Oept., as re- Internal wse to inform MASFP
cial Condition, and actom- ~ jsome schedules pro- revolving fund quired in their Circuier p | about ind j
panying sthedules. Includes dnced monthly 966 being given ta Treasury De-
halznce sheet, income state- partment.
ment.
oHEW/Office of Education
Program Reporis Report on budget execution Monthly OE Finance Division OEFMIS Curvent at time of re- | HEW Bud pet Office Assess actual program costs
part for period covered against hudpeted.
R in regort,
Call report — Lenders annual re-| | Annuaily Lenders Lender’s records Varies - report sum- | (BSFS) To OGSL Program: | Confirm BSFS records. Provide
port on guaranteed student marizes transactions | Office. Stays within sammary of status of B5FS
Jaans cutstanding. throughout the year. | Bureau. abligations.
Monthly report on program Maonthly BSFA BSFA records Current. Internal — Commissioner |Evaluate sttainment of pro-
objectives of Education gram goals.
Accounting Reports Statement of income and Quarterly Accounting Operstions | OEFMIS Current at time of re- | 0GSL/OE Budget Division| Determina loss (profit) on
expense Branch/OE Finonce part for period covered program
Oivisian in repari.
Balence sheet Quartery Acvounting Operations | QEFMIS Curvent et time of re- | 0GSL/OE Budget Division|
Branch/OE Finence port for perind covered |
Division in report.
Loans eccrued and interest Quertedy OE Fingnce Oivision BSFA records and Current at time of re- | OE Finance Division use.
receivable report OEFMIS port for period covered
in repart
Aging schedule an regular Quartery BSFA Guaranteed Student Current ot time of re- | 0GSL, regional offices, |Determine which defauited
loans receivehle Loan System (GSLS} | portfor period covered| committes for write-offs [loans may be written off.
— computer system. in report of defealted {cans.
OGSL receivahla report Quartery BSFA GSLS Current at time of re- | OE Finance Division {for |Subsidiary records for accounts
port for period covered | input into OEFMIS) receivable {i.e., loans rec.,
in report. accrued interest rec, end ins.
premiums bilted.
Statement of financial Semi-annually  |OE Finance Oivision OEFMIS Current gt time of re- | Congress, GAO, Traasury,
condition port for puriod covered | AMB
in repari.
Statement of income and Sami-annually  |OE Finance Oivision OEFMIS Current et time of re- | Congress, GAO, Treasury,
reteined eamnings portfor period covered| OMB
in report.

Continued
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MATRIX 6 {Continued)

HARACTERISTICS
AGERLY TIMELINESS
AND PROGRAM REPORT NAME FREDUENCY PREPARED BY: SDURLE DF DATA OF OATA EPGRT DISTRIBUTION| USE OF REFORT
HEW/O#fice o Educati S of Manthly DE Finencu Division GEFMIS Cument st ime of re- | Intemd — OE Fioanca
Accounting Regorts [ConL.} portfor period coversd| Divition
in reparn.
Repart on aldfipstions Manthly OE Finenca Dwisicn DEFMIS Cumeot it tima of re- | DE Fiaznes Divisian Depaty Commisionar
port for peviod covered |
n mpan.
Claims colleetion repart Monthly BSFA GSLS Curmmt interoel — Depaty Com- | Monitoe claims activity
misshoner .
SHUO/FMA
Prognm Ragorts
All Programs Current Status of Majar Monthly Asst. See. for Admiristre- | Ofien of At snd of menth (nternal regort emishin | Records numbar af losm inzared for st progeams
Programs tion, Bffice of the Bod- | Adminbtration to each Asst. Sec, end re-
. ot picaal Emmbtten .
Executiva Mamsgement Rs- Moathly Ofﬁnofor’uiuﬁwmdj MIS recartds 2to & months afeer | Asst S s and | & y of duta d in ather regoity
part Mana information dlosa of pariod athers apan ragiest
Axst. Sae_ tor Administre-
tion
HUD Statistical Yearhoak * Annoally Office of Orgenizaian and | Offies of Finance snd :'Zmnnhs aftar close | Avaiabis apon mquest | Geweral sourcs of information
: M Infarastion | A ing year
2038 Naotice of Delinquancy Re- Menthly Lender Lozn meords Raquired submitted | Arex and tontrel offims, | Repont of momgeges 910 or more Says defisquent of re-
pant maathly Lcan Manegament ported i previowy month’s repan,
Field Dffics Vishativa to Attar site viit | Fizld Difico — Losn Lender's records Submitted ston after | HUD Cemrd = Loen |nsures Isader zompliance with regulstions, and reisw of
Martyeges Rapon flanagament site wisit Manzpwent coltection etforts.
DLM Dsta Bopsk Every 512 months | Asst. to Director, Dffics | OLM and OF A records | Reports svailstia 36 | Gepaty Asst, Sec for In- | Comtred recard of progrem activity: imursaca written
of Laan Mana perent months after close srd Loaa Program and | tm dmis, ;o regages exigned, tithes s0d scipuired
of period othars upon raquest i inatad, in foree, i writ-
ten in years, in defatt, fored immi
EVeTEGE MOTIEADES.
Status gf Home Mortgage Angranlly MI$ Dividon MAI3 recards snd Officn | 1-1 manthy sfter close| Diveclor, Singla Family | Recom ot applicati it net in-
Dpsoations of lasured sad Dimet | of panied Insintecs Pragrams sared, it in force, and it
Loan Drigination by type for number nf casex, doflar smouats, snd numbar
of enits.
*Hama Morcgage Insarents Monthly MIS Divisiun MI5 reconds 1-3 moathy rior closs| Director, Single Family | Recard of cumuletivs number af morrgages writtsn and
Clzims of paricd Insurence Progrems nambar with intareaca io furce, number and percout ot
and Offire of Lom chrims during period snd cumuletive, other noa-clsim
WMansgement tereninstions.
*“FHA Homn Morrgege io- Quarterdy MIS Diisicn MIS recands Awnilabls nfter dese | Qirector, Singla FamZy | Sama x4 ahove plus number snd percant of dafanlts,
surence Writtea, DefasR of period Insurmncs Pragrams asd
Tarminstions snd Mortgages OMice of Lesn Masge-
in Dybmly mem
*Termiogtion af FHA Home Anpasily M5 Ohdsica MIS records 36 moanths after close | Direcvor of Single Fardly | Tracks ectivity frore insurence writteo thnregh wrewine
Martgegy Imumace of period Insungsce Pregrams, OF- | den.
. Fea ol Lozn Management
md (Hfics ot Propeny
Dispesition.
Summary of Morgege In- Monthly DFA, Finsncisl Anelysis | DFA records 3 months shtsy clasa | Al relswant pervonnd Tracks all sctivity. Lvarence written sad in force,
mrtace [psestions and Goo- aml Jmrestment Division of period - p d quired pertias sofd and aates
Treet Autharity iquidnted y bield i Toxsm

wni nstimated future losses,

*Thesz reports elsu cantzin pragram dets on 284,

Continued




262

MATRIX 6 {Continusd)

CHARACTERISTICE —
AGENCY TIMELINESS
AND PROGRAM REPDRT HAME FREQLENCY PHEPARED BY: SOURECE DF DATA OF 04TA 'REPORT DISTRIBUTION USE OF HEPORT
HUE/FHA [Coarnued)
284 Moathly Summary of Cain- Monthly {[ffice of Housiag — MIS | Difice of Insured snd | Soen after doss of QOffics of Insured mnd Recond of bmissions and et
carsnce Astivity Bivisinn Single Family Direct Loen Origination | period Direct Loan O rigingti icals, starts, to full i , and
marigags credit only.
221 03 BMIR and MR, 221 D4 | OLM Dtz Book Every 512 montis  |Asst. to Oisector, Dffice | OLM end OFA recards | Aveilabla 3.5 montks | Ooputy Aca. See, far (n- Cemtral recard of program sctivity. See 2038 for con-
end 2-yeer nparating ios loasy f Loen Manaement after clom of period  |suesd Losa Pragrams tents of OLM Data Book
(Dria does not appear i ba and athers apon raquast
l""'l'“ far :;Y;; 1"]""“"" FHA Masthly Regon of Monthiy, but bes of Huning, MIS | WIS and Office of la- | Awmiteble 13 monthy | Oirector, Mti-Family Rezard of stages of spplisation provess throagh pro-
orss {oams ancer Dprretioas, Project Mort- not haen primted  (Division sursd and Oirect Loan | mfter closa of paripd.  [Inserance Programs posed and existing intursd marigages, Alsn include
e Insurmnce Programs for every mpath Originaian oumbar of and units zad amount of inzuranca
from begiwning 0f each program to date,
Summury of Projesn Annusly Otfice of Reusing, MIS | MIS, DFfica of Insured | 3-6 months after dosa | Sirector, Muln-FamBy Annual record of spplication pracess, mn s in-
Opertions Divition — Mt lsurad | and Direct Loan Origin- | of period Insuranice Programs sured and 1etal in forca, and terminavions by type for
- Braneh stion, snd O of - 221 1gtal, 221 MR ned BMIA Mate: 221 MR is not
Loan Mamagesmem - braksn owt by 221 O3 MR and 221 D4.)
Dafautt Stetos of HUD In- Manthly Office of Housisg, MIS | DFfcn of Lesn Mansge- | Aveilahls shardy wfter | Director, Malti-Family Record of mortgeges in dafaul, in pmces of acdign-
sured Multi Family Howing Division — Multi Incrad | mant clag of peried ] Progrem and maot or lareciosare, defzults terminated and halanes
Mortgages Branch others upon request of mestgages.
Multi-Fam3y Housing Mort- Monthly Office of Hooring, MIS | DHico of Ingirad and | Availabin shordy after bie upon request Recurd of ot e s,
vages Inred, Tnmminared, Division — Mofti Inswed | Direct Loen Origination | clowe of period with insursnce in force, total teyminetions, ssign-
and Disposition of Assigned Brauch and Qffies of Loan ments and famcpores on » comulstive end par
forugags . . Mans painant periad hasis.
Sumnrery of Mortgage lo- Mouthly OFA, Finential Anstys | OFA reeards 3 months sfter closs | All refevant personnel Tracks &l uctivity bot 2t 221 muyltl level dor comtznts.
surencs Dperating and Con- and hmeestment Divisian aof peried
tract Authority
Tide 1, Sec. 2 Lender Report Upon requext by  |Leader Lendor gezounting and | Available up on reguest|C issi or desi Verifies liance with mgu-
FHA Commissioner {gan meords representative lations
Aanyel Cell Annually Lender Lender recards At clese of yaar Title 1 Divigion — Ligai Odlinquency/Oetaht dsta, and
Repont gatinns aging shaduls for ech lendsr
Fact Ghent Random Division of Reszarch and | Office of Finsnce end | Last one was 1/29/7D |Titie 1 Oivision — Opers- Resard of tremaictinns
Suwtisties Accountingand Lendey tions and Liguidations
Cail Reperts .
Activity Oats (mimeo- Wonthly Mansgemest Informetion | Office of Finsnce snd | At end of month Title 1 Oivisipn — Opara- Retord of estivity far progecty
aghed cheets) Systems Oiwision, Mort- | Rccounting tions and Tiquidation. Aveil- | imp end mobilz homa
. . gage Activities Branch able to others upon request | progmrex
HUOMRA 242 Monthly Loan Statas Report | Only 1 formal, cont-|Central Office, Loan Pro- | Regionsl Dffice Loan | 1 to Imontis after  |Central ;d Ragiond Offics | Record of insured (oams, indud-
{1l in dsbugging stuta) prehmnyive voport |gram Anslysis Strff Admiirtretion peran- | dom of parind Losn Administration par- ing commitmant and cloting
prepared to deta nel sonnel dates, type of loan, Genx, and
termy, risk catagory, bnterest
rtes, morigage emounts, and
payment bistory,
Sev HUD 221 Matrix for .
HUD reports that include
242 grogrem setivity
Accountiog Reporty
AR Progremes Fimmncinl Statemant Anpually {ffice of Finenca and OFA records B-12 monts stter Available upon request Uttimpte record of financizl
Aceounting dlose ot period trsnsaction

Continued
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MATRIX 6 {Continued)

HARACTERISTICS

from documents. Hand
posted.

AGENCY TIMELINESS
ANO PROGRAM REPORT NAME FREQUENCY PREPARED BY: SOURCE OF DATA OF DATA REPORT DISTRIBUTION USE OF REPORT
®FAA
Program Reparts B quarterly financs n Ry B Corporate records Immedintely, follow- | Office of Avintion Policy | Moaitors b r’s financial
statement ing end of quarter condition — analysis of quarter-
ly eamings.
Busrentead ioans by carrier Maonthly Otfice of Avixtion Poficy | Loan agreements Avaitsble at end of Avsilable upon request. | Reconds afl loans guaruntesd,
since 1972 month Interned report used by | by name of carrier and out-
program officer. standing balance.
Guarantesd loans and aquip- Upon request | Office of Avistion Policy | Loan agreements List updated whenever | Available upon raquest. | Records loan amount,
ment porchased since its in- new guamntes is issued |interasl report wsed by | amounnt and typa of equipment,
ceptioa in 1957 program officer. Yemr guarentee approvsd, and
CarTinr.
Outstanding gaarenteed 1nans Monthly Office of Avixtion Policy | Loan sgresments and | Available st end of Available apon reguest. | Recurds originsl losn smoznt
— totals by carvier Lender’s records month Internal repert used by | end effective date and out-
pragram officer. stmrding bafanes for sach car-
rier. Provides monthly record
) of contingent liabilities.
Accounting Reports Annuat financial report Anouslly FAA A g Office | Program records FY 1976 report most | Genevatly available Numbar of laans and amount
recont avadlshle outstanding of muarsnteed
portiou,
mnum of quarsmteed loan Upon mquest | FAA Accounting Office | Collection records Available mpularty Office af Aviation Policy | Records fees depasited in
Tressury
oQPIC
Pragram Reports Dutstanding halsnce of Duarterty DPIC Treasurer's Office | All report data direct | Corrent OMB
. anatees from documonts. Hand
posted,
Status of losas report Annnally OPIC Treasurer's Office | AHl repart data direct | Cumrent AlD, internsl
fram documents, Hand
posted.
Guarantee clsims Whenever a changs | OPIC Tressurer's Office | All report data direct | Current Internal, Board. In-houss
occurs and at end from documents. Hand {Treasury Dept.)
of year posted.
Personnel staffing Monthly internal Internsl
Accounting Reports Financial statsments Quartery OPIC Tramsurer's Office | All rmpart date direct | Current Board, mternal, Published
from docoments. Hand
pastzd.
Financial statements Semi-annually | OPIC Trassarer’s Offics | All report dats direct | Curment Treasury
and annually from documents, Hand
posied.
Budget exetution report Monthly OPI Treasurer's Office | All report data direct | Cormemt ams Evaluate hudget program.

Continued



6¢

MATRIX B (Continued)

summary

_ |tion System

parison with previous

FY

» Loan numbers and
volume

« Stetus of portfolio

© Loans made

« Management assis-
tantz to borrowers

= Trouble lpans

HARACTERISTICS
AGENCY TIMELINESS
AND PROGRAM REPORT NAME FREQUENCY PREPARED BY: SOURCE OF DATA | OF DATA REPORT DISTRIBUTION USE OF REPORT
OPC Treas. report on grants, laans, Quarterly DPIC Treasurer’s Office | All report data direct Current Tressury, Congress
Actounting Reports (Cont.} credits and contingent lis- from documents. Hand
bilities (foreign credits) posted.
Report of investments (of fea | Monthly (data not | OPIC Treasure:’s Office | All report data direct | Current Internal and Presidant
fund) segragated by from documents. Hand
pragram) posted,
Past due report Monthly Includes fees past dua. Internal Internal
oSBEA
Program Reports Report of sstected loan ser- Monthly District and branch offices] District and branch To arvive st SBA Cen- |Regionsl office, SBA Cen- |Evaluate portfolio servicing and|
vicing and liquidation office internal opera- | trui Office within §  |tral Dffice Bctivity.
statistics (473B) tions files working days of end
of month
 Financisl sistements
received from bor-
rowers
= Figld wisits to lenders
and borrowers
® Loan Liguidatiun
* Loan Compromises
Maodification or admin. Whenever a change | Qistrict and branch offices| District and branch Current Ragional office, Centra?  [Record changes in loan status.
action (327) oceurs in &n indi- office internal opera- office (including budget
vidual loan status tions flles land finance dept.)
Partfolio listing by servicing Monthly Central office Loen Accounting Sys- | Curreat Official inventory of laans pnd
office tem source of most current data, in-
cluding loan bslance
List of cutstanding past due Semi-snnually  |Central office Loan Collectian System | Current Regional and Central and {Manitor past due loens.
fee billing on guarantee District office.
loans
Management information Monthly Reports Division, Loan Accounting Sys- | Reports date for FY- |Central Dffice — but many [Main status repart on agency
Centrsl Office tem and Loan Collec- | to-date totals and com-|copies obtained by per-  [activity.

sons gutside SBA (e.g,
Congress, OMB, etc.)

Continued
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MATRIX 6 (Continued)

CHARACTERISTICS

AGENCY TIMELINESS

AKD PROGRAM REPORT NAME FREQUENCY PREPARED BY: SOURCE DF DATA OF DATA REPORT DISTRIBUTION USE DF REPORT

SBA (Continued)

Accounting Reparts Income strtsment, belance Annually Aceosnting, Dp Loan A ing Sys- | Carrent Central Offica, ointside | Finaneial end program

sheet Pivision {Central tem Imonitoring agencies eveluntion

Office)

Others, 0.5, Freq waies |A ing Op Loan A ing Sys- | Curramt Intarnal SDA distribution | Finmnsial menitoring.

® | tan Disbursamsnts [monthly, quartady, | Division {Central tem haries. .

» L gans wnd Recnbvalles annusity) Office)

charge off

» | gens amistanding by pro-

shm
SVETERANS ADMIRISTRATIDR

VA Home Lom

Gugranted Program -

Pregram Reports L oem report Dnce, within 30 days | Loader Lender’s necands Must be submitted Administrator Lonfums lendar’s dharsemant

. uf [oen drbe reenvent within 30 days of loan | — Direstur, Lomn

Saryi
Reportsble dafauhts Whenever a repont- | Lendes Lender’s records Within 15 days sfter | Administratoer Provides oppertunity for VA
able defeult gecurs vepurtable defeuit ~ Qirettor, Losn 1o cantaet borrower to help
Guarmntes Service surs defruit.

Statistical quality comtral Monthly end | Regional Dffice Random sample of Qata collectad on on- |- Dirsetor, Loen Examines regiona! office activity

reports qrarterly s gaing basis. Reports Guanmtes Seryice 1o datarmizne compliance with

transmitted st end of statutes and regulstions.
reporting peniod.

VA loan gusmnies high- Momhly Cemral Office Field Stations repont | Reporis pablshed ~ Oirattor, Loan Monitors progmam activity. Cea-

fights infarmation to Cea- shortly siter end of Gnarantee Ssrvice trad record of program ppamtions,

el Offce momh. Yearie-date Al ysed far budgeting.
informatian included.

Contingent lisbifity repart Anmuelly Centrdl Office Central resands Avaftable npon reg; Treasary, OMB Records total contingest abifity,
workdpad artivity, loan portfslia,
and fiow of funds,

Aczounting Regarts Financial report package Manthly Central Nffica Central mnd Figld Ste | Avallshlo soon after  |— Director, Loan Monitors revalviag fand, flow of
tan records atcquired | end of esxch month Enamatos Service fands balance chect and iucoma
logns snd proporties; and VA Finance statements, and bedgeting.
payments snd mceigts Division
compurterized through
systom |ncated in
Austin, Texsx.




MATRIX 7: PROGRAM ADMINISTRATION

PROGRAM

DRIGINATIDN

BEAVICING

GOVERNMENT LEVEL
MAKING DECISIDN

PRESENCE DF RISK
ABSESSMENT

COMMUNICATIONS 8E-
TWEEN LENDER AND
DOVERNMENT ADENCY

FOABEARANCE POLICY

MECHANIEM

LooUS OF
QECIZION
MAKING

FmHA

Builnay sad Industrid Loan FmHA 3uis Oirerar, FmHA Shoald bw done by londer-no formal | Financial statement {at lesst anmually) DEF, RESCH, REF reorganination, Lander
Ceunty Suparvitar prosadurs traneler nf loun to FmHA
Eommunity Fecllitle Loam Suts draetor 8o formal procedure Not applicatle FmHA provides manayament FmHA
mijiunce
Emargency Livestack Losn County Gupervisor No formal pregedune Seml-annua rsport 1o county DEF, REF, RESCH renrgani- Lander
Duanmen office zatlnn, trenafer of lotn to FmHA
Rareston Fagllities Losm County Supmrviror Mo Il pragedurs Annual report. Morw fraquent for DEF, REF, REBCH ranspenina- Lender
prakiem leam tion, tnsfer of loan to FmHA
Rursl Howtlng Loams County sl Ne lomal pracedare HMonthly reports 10 coanty affiee OEF, REF, RESCH ruoypanlaation, Lender
{Geetion 502} Guer, ek of loan 1o FmHA
Ruml Hewlng Loses Caanty Bagenvhoovaries de He formal prosadure Net spphicable Psyment momtarium, Cancallation FmHA
{Sactica 5024 lm. peading an losa Hae of Inarmt
MARAD
Fidaral 30D Finsucing Nstonsl afficy Uz of farmdl protsduim Semi-annusi cepors 10 nalionsl Gracy parfnd, Cuah advanes @ thip- MASFP Netonal Oifics
Tsgional of camer
HEW/0ffice of Edusation .
Fugarally Insured Student OE Replonel Dffie Luby ta landew Annaral call eaport 1o aational DEF, FOR, REF, RESCH OE Rugianal OHics
Losm affice
Dusrinten Agenoy Rs- OE Ragional Difice Lehy 1o londs Aanual cell coport 1o matlonal OEF, POR, REF, RESCH DE Aegiom! DHice
imused Seudent Loam offics
HUD/FHA
Basic Homs Morighge Insuring atfice or area oftics Tachnical underwriting Monthly delinquenty caport ta Regmting of moripage tarmy Lender
Tosarance (2036] sunduech e office
Einple Family Co- Insuring offitr or srea offies Tachnical undervrifing Monthly dalinquancy report to Resasting of mart@p termy. Lendsr
Insummnce [244] underds area offlce
Martgags Ingaranca lor Rental “ Inwring aHfiks or eres pifiee Tachpdcsl undarweriting Ares affics st tima af spplication, DEF, RESCH Lander with HUD spproval
Housing for Low snd Modenate standards defauiy, claims
Intemn Fomille (market rata
and balow-merket mu)
1zl
Meortgags Intarnca lor Ren- Imiuring otites or ares office Tmtnled underwriting Aren offics 1t time of applieation, OEF, RESCH Lender with HUD approval
&l Howaleg lor Madwete 1anderdh defaulr, tisims
Inzoms Femilies [221{d)
L]
Propuny |mprovement 1nd Nrtloasl offics Cnmmpreial cradit egont Anneal csH repurt to natioml REF Lender
Mablle Hosia Loam effire
[Trie 1, Smttion 2
Moripsge inwrancs lor Aaglons affigy Teghnical ungerewitiog Anazal Apart pregaind et 1dird Crsu-by-eme determination National offies approvia glonal
Hrmplesh (242] undsrs porty teimbareement pernonnal aifine’s negotisted plans
DOT/FAA
Aireraft Loan Duargntes Hatiam| offica Stndard fnsnsls) cradit Nrgotistiom at tiaa ol approval FAA parm |ty I Lender
Progrsm evalustion and tima aof defouft barrevet to mia paymink—
“Walyat df Defaudt*
DAt
Invastmént Guamnte Nadarsi Difie Commareial end financlel Monthly pragress repart irem DEF, REF, RESCH, athar OPiCAear/botrower confersnce]
viatiiiy of vanture horvower muladly sgresable U
assesned wing aianderd
ratlo anadyakt ind sonomk
grojectings
88A
Rapuler Businms Loans Reginnal nHies Teebinlasd and finencial Annval rapern to regionsl DEP, REF, RESCH, SBA myy Lendery — with S8A sppeoval
[3an oHices ks ovar peymeaty for & time
Stte aud Local Qevelop- Rugionsl oHlcy Annual raports to reglonal DEF, HEF, HESCH, 3BA mey Lunders — wAth SBA spprovel
munt Compsny Loam offices ka over paymants for x timx
[CE
Bmall Buplnecs [measimant Natlonsl otfice Tuwchieal and Anansied Annust repnrss to sationdl OEF, REF, RESCH, 8BA miy SBA nationsl oHise
Crmpsales {3B1E4} spprebal ruquired alfice taka over psyments for a tlma
VETERANS ADMINISTRATION
VA Homa Loan Gusrmntse Argian station Steadard finsnelal cradit Only formal conpact sher RESCH, reamortiration Londsr
Program sdustion ariginatkon b in evant of
defyut
DEF - Daturmant of rapaymam.
RAESCH - Reszhedaling rapaymank
DR - Forgivenest af ol or part of pRotlpsl or
inferest
REF - Aafunding or refisarzing; making a ame .
Ieen with temn difarent from It
toen in order 10 pay off cha infial Con t'IHUEd
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MATRIX 7 (Continued)

Viry antentive

Vory extamive

Abserea of lander Faud and
mhrepresentation

Alzanes of landes frayd and

Variet 1 landuy’s ditsretion

Virios at lender’s discretion

Invertipation aad prompr payment

Invettigation and promgt paymant

Lender-bayed an FmHA appraved
plin

Lender-besad on FmHA spproved

SERVICING LIDLIDATION

FORBEARANCE POLICY CLAIMS PROCESSING GOVEANMENT ACDUIRED LDANS
CRITERIA FOR FIME FROM DEFAULY CRITERIA FOR
EXTENT OF CLAM TD LENOER NOTIFICA- GOVERNMENT ACTION WHO HANDLES FORECLOSING

USE ACCEFTARCE TION TO AGENLY AFTER NDTICE COLLECTION LOANS
Very entumive Alnanca of Lendor fraud and Vaties at [en dars disgretion Isnstigation and prompt payment Leade-hased an FmMA approved At lender’s disretion

misrepretintation plan
Very extansive Not spplicabla Kot spplicable Net applicable Not spplicatie Natapplieabls

At landary discretion

Atleadar's disgration

misrepfeientation plan

Very enlemive Alnzace of lendar trmud and Vuries atlengers dhcintion Invmtigation sad prompl paymani Lender-betad on FnHA eppraved At Igndac’s discration
misrepresantation plen

Very antamive. Covnly Not spplizable Notapplicable Kot apoticable Nat spplicabla Not epplicuble

tats polisy

Hot extentive AN ghaima aceepled Up 10 90 deys Claime prid. Vessal sotd Nalieng! aHiza Foreclotare apen detfault

Not mxismive

“Quy dilippncs” of lender in

Within 020 deyy

Lender prid. Clxim axsiged to e-

Ragicnal office

No criteria toy absndoning

discretion el SBA

poy clalm .

sHem pting to collett gional affics 1of collectina cdlleelion effors
Ned oxtantive “Due diligance™ of lendur in Withia 120 days Gulmatre sgeney paid. Guaranty Gusranlee apuacy Ne ceileria for abandoning
aWempling to eollect ngenty thes alfect collection sHort
Extsanive Regulations sumplisnse Within 120 duys Furbmreacs & eagouraged. Dikar- Arau oflica iitiflly, then If martgagor esnnol e doea nol
wiva, HUD respnth to marngagar natianst intand 0 ramiin current
reqest lar claing
Entansive Regulationt compllanca Within 128 dayt eatince is anceureged. Dthar- Auna offte initially, then It man@gar sunngt ur does not
wite, HUD respands to mo/tgagar arions imnemd tc remain currant
ragaest for clalm
Eotaraiva Tide evidence Within 60 days Can aneournps intbessance ar help Area oflice Initially, then 0 morighgot canfnt o7 dow ot
cite 1230 aGonel Intend to 1@ wirant
Extentive Titla evidones Witbin B0 dmvy Can ancourage forbearange or help Aren aftice initiwly, then I morgagor eannat ar doew not
£urs foan natio intand to femain sureal
Eiqmm- Regulstior complience No notiss raquired. Wit Arwseng! 10 corréct loan Uiguidstion sieH of Title No eritatia
8 manths af final im ol 1 proagnm
mant due dete
Thres timas in progmm”y Kany Withie 80 dan Encourepe tasbearence ot honns HRA divition of Fezilities No eriterin
History im Development Pragram
Dnce In pragman’s history Attampt Ip core defant 10 dayn FAA hes 8D daya 10 oure loan be- The a been no vellpetions Thare heve bren no {arectosunn
iy premgaitile tore paying claim
Not axtemive Independanl evauation for Usully anticipated—nn OFIC does alt it can to ture Hautioned oHica Dapenth on perticular cicamatanem
oach projest elapsad lima prablam, than paye deim of vanture
Vety sxumive Ragulatinns complianca or at Wilhin 45 davs Major atiempl (o cura losn, then Landwr or SBA, st S6A"s Boramer bankruptoy foress foreciasurs,
dierotian of SBA pay claim dicration Otharwise ot diserntion af 38A
Extsmira Regulatiors enmplisnce or at ‘Within 43 dwwt Mgjar sttempt (0 gurn loa, then Leadsr or EBA, a1 $BAT Bartower banhruptey farcm fotecloture.
distretinn of SBA - pay chaim disretion Otherewina ot diseretion of 564
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MATRIX 8: PROGRAM EVALUATION

PRUOGRAM ACTIVITY EVALUATION FINANCIAL EVALUATION ADMINISTRATIVE ACTIVITY EVALUATION
REGULARITY GF REGULARITY OF REGULARITY OF
EVALUATIDN EVALUATION EVALUATION
EVALUATION | EVALUATION GROUP | (interal evalugtion | EVALUATION| EVALUATION GROUP | (imemal evalustion | EVALUATION | EVALUATION GROUP (internal evaluation
PROGRAM SCOPE NTERNAL|EXTERNAL only) SCOFE lHYEBNALIEXTERNAL only) SLOPE INTERNAL| EXTERNAL oaly)
FmHA
Business and Industriat CG,SG,SP | AP, - Ad Hoe CG, 56 AP EE Ad Hoe CG, SG, CP AP, PP EE Ad Hoe
L oans
Community Facilities LG, SG AP - Ad Hoe LG, S6 AP EE Ad Hoe CG,SG,CP AP, PF EE Ad Hoe
Loans
Emergency Livesteck CG,SG,CP | AP - Ad Hoe CG, 56 aF EE Ad Hoe LG, SG,CP | AP,PP  |EE Ad Hoe
Loan Guaranteas
Recregtion Fecilities Loans| Program not - - - - - - - - - -
implemented
Rural Howsing Lagns CG,S6, SP| AP - Ad Hoc CG,56 AP EE Ad Hoo C6, 56, CP,SP | AP, PP EE Ad Hoe
{Section 502), Guar.
Rural Housing Loans CG,SG, SP| AP - Ad Hoc CG,SG AP EE Ad Hoe CG, SG, P, SF | AP, PP EE Ad Hoc
{Section 502), Ins.
MARAD
Fedoral Ship Finencing SP PTF EE-Assi Ad Hoe CP PP EE Ongoing sP PTF - Ad Hoe
HEW/Otfice of Education
Federally Insured LG,SG, CP, | AP - Ongeing CG,SG, CP 5P | AP EE {GAQ) Onpoin/Ad Hoe CP AP EE (GAD) Ad Hoc
Student Loans sP
Guarantes Agency Rein- CG,SG, CP, | AP - Ongoing CG,SG, 5P, CP | AP EE {GAQ) Omngoing/Ad Hoc | CP AP EE(GAQ) Ad Hoe
sured Stadent Losns SP
HUD/FHA
Basic Home Mortgage sp PP - Ongoing cP AP EE (BAD) Ongaing 5P AP - Ad Hoe
Insurance [2038]
Single Family Coinsursnce | SP PP - Dngging ce AP EE (GAD) Dngping sP AF - Ad Hoc
(2441
Martgage Insurance for Nome - - - cP AP EE (6AD) Dngging SP AP - Ad Hac
Remtsl Housing for Low &
Moderste Income Families
{market rate & below-mar-
ket rate}(22114)@)] .
Mangage Insarence for Noas - - - P AP EE (GAD) Ongoing SP AP - Ad Hot
Rentsl Mousing for -
Moderetw lnzome Fami-
ties [221(a)8)]
Property Improvement & cP AP - Ad Hex CP PP Onpoing
Mobile Home Lozss CP EE Ad Hot SP AP - Ad Ho
{Tide 1, Section 2}
Mortgage (nsurence for N ane - - - SP PP Dngaing None - - -
Huospitals [242]

. Contipued
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MATRIX 8: (Continued)

PROGRAM ACTIVITY EVALUATION

FINANCIAL EVALUATION

ADMINISTRATIVE ACTIVITY EVALUATION

. REGULARITY OF REGULARITY OF REGULARITY OF
EVALUATION EVALUATION EVALUATION
EVALUATION | EVALUATION GROUP | (i | evsluati EVALUATION EVALUATION GROUP | (imternal evaluation | EVALUATION | EVALUATION GROUP i ] eval uati
PROGRAM SCOPE INTERNAL|EXTERNAL only) SCOPE INTERNAL(EXTERNAL only) SCOPE INTERNAL| EXTERNAL anly)
FAA
Aircraft Logn Guarantes cP AP - Ad Hoc CP AP Onpgoing { None - - -
Progrem
oPiC
Investment G perentee Nane -~ - - cP - EE {GAD) Oangoing cP, SP PTF - Ongoing
SBA
Regular Business Loans None - - - CG,CP, sP AP EE (GAO) Ongoing, Ad Hot | SP AP - Ongaing
[7{A)]
State & Local Develop- None - - - CG, CP, 5P AP EE (GAO} Onguing, Ad Hoe | SP AP - Ongaing
ment Gompany Loans
(502
Small Business Invest- None - - - CG,CP,SP AP EE [GAD) Ongoing, Ad Hot | 5P AP - Ongoing
ment Companies (SBIC'S)
VETERANS
AOMINISTRATION
VA Home Loan Guaran- cP AP, PP - Ongoing - - - - SP AP - Qngaing
tee Program
Code
1. EVALUATION SCOPE
CG — Comprehensive, general review of agency ar division programs ar p that includes the d program.
§6G — Speciel study of an espect (e.g., }oan monitoring progedures) of agency or division operations or progmms thet includes but is net limited to the specific referenced progrem,

CP - Comprehensive reviaw of a particuler pragram.

SP — Special study of a perticular aspect of the referanced program.
. EVALUATION GROUP

~

AP — Agency planning group {(e.5., HEW Office af the Assistant Secretary far Planning and Evaluation).
ATF- Agency-appointed special task forca,
PP — Program, unit or divisien planning group (a.9., Bureau of Student Financial Assistance/OE, planning brench).
PTF — Program, unit or division special task farce.

EE — External Evalvation Group (e.g., GAD, DME).

w

. REGULARITY OF EVALUATION

, reqular, rap

“AdHoc" - Discrets

*Mona”

ar discrete studiss performed sccording to master plan.
, non-repeated, ovaluation studies.
- No evaluation conducted.







APPENDIX B

METHODOLOGY

A taxonomy of program characteristics was developed to en-
sure the selection of a representative sample of the ground cov-
ered by federal insurance and guarantee programs. Exhibit B-1
illustrates the approach.

The taxonomy classifies the programs by type (i.e., market
imperfections, marginal borrowers, and discrete ventures), and
then by the following categories:

« government level of delivery;
« percent of coverage; and
. presence of interest rate or other subsidies.

Approximately 55 insurance or guarantee programs were placed
in the taxonomy matrix cells corresponding to the specific pro-
gram characteristics. To a certain degree, placement was ar-
bitrary if a program had more than one characteristic within the
same category. For example, the HUD Multi-Family Housing
Program (221D3) has one component with and one without an in-
terest rate subsidy.

Once all programs were placed in the appropriate cells of
the matrix, program selections were made based on the need
to generate a representative sample of programs. The sample
22 programs=--11 insurance and 11 guarantee programs with
varying categorical characteristics--were selected jointly by
PMM&Co. and CBO staff. Exhibit B-2 illustrates the placement
of each program within the taxonomy framework.

The data collection instrument was developed at the same
time as the program selection process. It took the form of an
interview guide (see Appendix C) in order to reflect the nature
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EXHIBIT B-2

€0t

PROGRAM TAXONOMY
TYPE 1 TVPE 2 TYPEY
Cormect Marginal Dherets
fmporfections Barrowers } Vanteree
Fedaral Nea-Fadersl Federal Noa-Federal Faderd Noa-Fodend
Dalhvary Delbvery Delivary Dstivery Dallvery Dallrery
intarest Hats NUD 271 03 BaIR HEW Student Loan FmHA Recraation
Sobsidy Insurence Facilitios '
HUD 221 D3MA
tomx Dther Subsidy HUD 221 DA
Ro Subsidy .F"'" Heusiog $BA S8IC :"“‘ Community HUD 242 Hospltals
lotarest Raty HEW Siudeat Losa
Sobsidy Guanntes
HUD 703 B
100% | Other Sabsidy HUD 284
' YA Homs Loan Guarsntsr
FoallA Busioess and .
FralA Howusloy Buarantse Indestry MARAD Ship ;:"‘c"‘:""' "";:."::
No Subsidy HUYD Titfe 1, Sec. 2 FmHA Enstgency Financing SBA M'M“mumn" to.
Livstock SBATA g




APPENDIX B (Continued)

of the data collection process (which relied primarily on inter-
views). The interview guide was divided into several sections:
program description, definitions, operating statistics, program
administration, cost/revenue recording, and reporting.

The data elements contained in the interview guide, particu-
larly operating data, were largely based on the existing litera-
ture on insured and guaranteed loan programs. Upon completion
of the guide, it was tested at the Department of Housing and Ur-
ban Development to determine whether its contents, especially
the operating statistics, were consistent with the agency's pro-
gram experience and data base, Since many differences were
found to exist between the literature and the types of data main-
tained by the agencies in practice, the interview guide was modi-
fied to reflect more accurately existing agency data bases.

Once the study programs were chosen and the interview
guide pre-tested, the fact finding and interview process began.
PMM&Co,, together with CBO staff, identified contacts within
several agencies who were able to direct PMM&Co, interview-
ers to agency personnel with the necessary information for the
study. In several agencies, it was possible to obtain the needed
data from a single person who had oversight of operations for
an entire program. In other cases, particularly when several
programs within an agency were being reviewed or the program
was so large that it was administered out of several offices,
many interviews were required to obtain data. In one case, the
Guaranteed Student Loan Program, an HEW contact advised that
GAOQ personnel with audit responsibility for the program were
probably the best source for specific data., However, sources
outside the agencies operating the programs were not relied
upon for information in any other cases.
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APPENDIX B (Continued)

Interviews were conducted with three main classes of per-
sonnel within the agencies. These classes represented a stan-
dard division of program responsibility within the agencies:

. Program personnel - provided information about leg-
islation, regulations, characteristics of borrowers
and lenders, and conditions for loan guarantee or in-
surance origination,

. Portfolio management personnel - provided informa-
tion about procedures for loan servicing, monitoring
of lenders, liquidation procedures, approaches to
risk assessment, forbearance and compromise pol-
icies, and program administration structure,

. Financial and accounting officers - furnished infor -
mation concerning accounting conventions, financing
mechanisms and financial controls, and financial
data and reporting requirements.

In almost all cases, the interviewees were most helpful in
providing time for interviews and supplying written information
about procedures, reports prepared on the programs, and ac-
counting and financial data; and their assistance is gratefully
acknowledged.

As the data collection activities progressed, a set of ma-
trices was developed to correspond to the various sections of
the interview guide. These matrices form the analytical basis
for this report. :
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APPENDIX C

INTERVIEW GUIDE
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INTERVIEW GUIDE — PROGRAM EXPERIENCE (PART 1)

1. Program Description

A&. Type of program

1.

Guarantae voa. insuranrce
a. 100%
b. <1002
c. nature of guarantee or imsurance
1) percent of primcipal
2) pripecipal
3) principal and intaerest
4) principal, interast, and othar expensas
d. if iosurance, extent of U.S. Governmant liabilicy
e. if guarantea, extent of U.5. Govaroment liability

Subsidy .
a. interast rate

b. othar

Ca apna

Fee or premium (or neither)

a. what activities are coverasd
b. what ere dollar amounts

€. impact on borrower's commitment
Intarest rate

a. praset

b. negotiable

Nature of collateral

a. titla/physical

b. personal liabiliry

¢. other

d. oone

Control over program siza

a. lagislation

b. ability to horrow

c. other

d., no limit
Financing mechanism
a. Lype

1) reserxve
2) A4nsurance fund
3) appropriations for losaas
4) beckstop authoriky
a) limited
b) unlimited
5) federal financilag bank buys papar
6) 1individuvals buy paper
a) track record
b) how ara they keyed inte the agency
7) other :
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b. agource of funds for claima payments
1) fees/premiums ()
2) appropriations (%)
J) faederal financing bank (%)
4) other ’
8. Origination and servicing (by whom)
2. fedaral ageocy :
b, stata
c. financial institution
d. other inatitution
9, Marketing (by whom)
4. dirsct by agency
b. pgovermment sponsored secondary market agency
c. atate agency
d. finaneial ingtitucion
e, other inatitution

B, Operational Definitions
l. Guarantee versus insurance
2. Default versus delinquency
3. Grosa guarantees cutstanding
4.  Net guarantees outstanding
5. Toral guarantees outstanding
6. New guarantees axtended
7. Primary guarantes
8. Secondary guarantee
9, Program coats — direct federal costs
a. administrative
b. default
¢. delinquancy
d. opportunicy
10. Feea versus premium
11. Bisk
12, Subaidy
13, Payback

1I. Program Adminiseration

A. Underwriting atandards
1., Explanation of criteria
2. Process of creacion
B. Rejection aexperience
1. Criteria
2. History
C. Forabearance policy
l. Criteria
2. History
3. Effect on default rate
4. Effect on cash flow and claims
5. Clasgificiacion of lf{abilicies during delinquency periods
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ITI.

D. Loan snalysia
1. Risk asgassment
2, Availabiliry of private financing
E. Training of program administratora and underwriters
F. Administrative structure and monitoring
1, Guarantee review process
@, individual sign-off
b. approval by committee
2. Monicoring process
a. frequancy
b. criceria
3. Haelacionship of agency and intermediary
a. responsibilities
b. comunication
G. Intarnal program evaluation
1. Who parforma evaluarion
2. Who receives evaluation results
3. Frequancy of evaluations
4. Content of evaluation
a. data used
b. presence of effectiveness measures
Reporting
A. Information format
B. Information content
C. Informstion flow
1. Interual to program
2. Intermediary to agency
3. Recipient to intermediary or program
4, Program to OMB
5. Program or OMB tc Congress
D. Frequency of information flow
E. Definiticna used in reporcing
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INTERVIEW GUIDE ~— COST AND OPERATING STATISTICS (PART 2)

1. Cost/Revenue Recording

A. Timing of recognition of losses from default
1. Cash basis
2. Modified accrual basis
B. Cost definiticns
€. Functional cost/ravenue breakdown
1. Originatiom
a. ravenues
1) premfums/fees

2) other
b. costs
1) personnel costs - wmderwriting, approval, cradit
determination

2) other direct costs
3) 1indirect cpats
2. Servicing

a. revenuas
1) premiums/fees
2) other

b. costs
1) perscunel costs - delinquency follow-up, normal

payment processing, monitoring
2) other direct costs
1) indirect costs
3. Liquidacion

a. revenues
1) disposition recovery
2) appropriations
3) other

b. costs
1) peronnel costs - default/foreclosures processing,

collection follow-up

2) claim payments
3) interest
4) other direct costs
5) indirect costs

II. Operating Statistics

A. New guarantees extanded (nuwmber of new loans per year)
1. Primary guarantees
2. Secondary guarantees
3) Net guarantees extendad
4) Gross guaraptees outstanding
5) Net guarantees cutstanding
6) Total guarantaes outstanding
B. Number of loans made annually
C. Average size of loan
D. Avarage outstanding loan voluma
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Delinquency rataes

1. Numbar of delinqueat loans
2. Lloas amounts

Dafault rates

1. Number of defaulted loans
2. lgss amounts

Avarage interest rate charged
Payback period (ava)

Resarve glzae
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