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The Eon~ra~!e Rich3~a E. Ictor~ 

Bouse of Rerrese~cacives 

Dear ~. Icho~ci: 

APR 30 1576 

In yo;;~ letter or J=:::I\;a~)' 26. 1976. you as:':'ec C;.O to de,·is. a 
plan w"",e;,:,' CO:::b~"SS cCl!id eiiectively bri c g =cer its cor,LTt'l r,,:::eral 
lOaD b~,~2=:2e prVE~a=s. 

As g general =~:ter, .e belie~e that the F~b!:c C~~ ce ass~:c~ 
th~[ r~~~~: :~s~c~c~s a:~ ~ai~& ;r~;e ::y a::=~::~2 :~~:: ~! t~~:_ .3 

vis:..ti~::: :: :"..;f l::~ ":c:::s:..c:-.. = .... :.::!"-. ci~C"r t:~.C$1;: Go.:...:....:...:.:..::..:.:·:-.....::.. __ . __ _ 
vie-.:, t~. e ~res€:~: :t:.:· ~e[ t,fE::iC=.-=r. ( vi :ec£ral cre~'::':. p:cs:.=..=.:=:
partic~!~::y these in~'~l~:~~ lean &~a=2~teeS--~ces =Cl giy~ 6~~~~=[e 

visi~11i:y to t;-.tSc r:c~~~;;:~. i.car. guarantee ?r,,:')~~~5, I:;: c.: .. 2=;-': .. t::, 
do not cc=~~te for resources within t~e same cpcision i~2~e~~rK as 
8PFlies ~o ~1rcct ?cceral · activities or to £ra~t Frc~ra=s. 

IOe have be!>"" .. ark in th~s area. but the relatively sc . .,:t t~=~ 
fraJ:le for O'..lr res~::,~se li..=:':s :.:'e 2=OU:lt of ir:i:.r=.2tic-o t1":';'I: . \.:o2 c~n 

F:'av1de a=. :t.:.s tii::~ a..r..c p:eclucies our rec.chi:-.S; : i:-=. cC'=ch.:sic-:-:s 0:-.0. 
reco:=e~~at~ons. Ie the 1Dter~st of prcvidi~~ a t:'=ely res;o~~e, ~~ 
have DC-: SCL;.;bt tJ-;~ vi~'s ci the n~ercus afi .:: .::ec agc •. cies \.:it:-:. res?ect 

'- - --to tb~ =...at~ri3.1 co~ta:..t:.ea In '(his letter. nt:.s. our thicki:.g a: tr.is 
!ltase 6o.o'.11c be cc,,-sicicrcc prc1i..tlinary. ace is sI.::'ject to c!u!l;;~ as 
our work proceecs. 

At the outse~. ~~ feel 'it 1=portant to 1~jicate thac for ~ 
'Pro?C'I$e~ 1c...=.':". ~·':2:-.2.:.t.:.C ?~~772.:-_. s:":'?r'.Jrting t: : :~ri2.1 sr.C'ulc Cc..= .: ~ s t!ate 

t.hat t ~-, e l':l..::.r . .! 1..E.:.:::-.:~~ ;.:. r::.e ,:;,??: '..~ ::c:e 

tbe i.o:e~;d~~ ;'i..:::: ·;:;o25 c: rhe le;islaric::l. 
whicb t!'". ~ Ft:c..erzl Cc,·e:rr::cent ca~ i1.chieve a 

,\· i : ;-:l ,:l.:. ;,:c:· ,a,:c':-7:? l:' s ~-. :':-:.; 

The!"C' .ore :l\..:'=E_ .:"CS ==:2.:-. .5 OJ" 

giYe!1 pro;r~ scc.l. Ccr:sid-

erat1o~ CQulc ~e &iva~. :cr ~~a=ple, tc sucn i=cer. r ives as pr::02 
5uppcrts 1 tax c~eGi:s. gran:5, direct loans, ecd protE~t:~~ c : cc=pet!
t.ion fro:::1 1=pcrcs. r.,,,se vehic!es should b~ e'·all.:arec ao;air.s c cri teria 
&uch ilS the ext~!lC of feceral l1zbllity. co=?"cit::" ' e ~pac~. s ·"re:y of 
lC.eet1n& ~,;:atii~:.,,~ &o"ls ilnd ac!::inisctative iec:sib':'licy. Lo~ 
auaraotees sre, ~s, only ODe ceans of achievins a give~ objective • 

.. : ~'fo.-
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These re~rks relate to th~ decisions which ar~ made re;o~ding 
whether a loan guarantee progra= is __ tne best c;eaClS of 2C".::'.·;::'r.; the 
goals of proposec legisl2ticn. :;-he probleJ' of "c"nt:clla::i.:.ity" is 
another ma:ter. Ccntrollability is i~p0rtant as it re:ates tc both 
proposed programs and to the ~yriad of existing progra~s. 

Curren t l,ork 

We are currently engaged in a revie", of Federal c.recit pr.:>gra=. 
This analysis is a long-t"= project, and ... e a!ltici;:>a:c tha: several 
reports on this su~ject uill be issued over the course of t~e ne~t 16 
months. At the preseot til:e, t,.;e envision t1..·O l!lOjor are.as 0: ~EVlel",': 

(1) An analysis of curre~t aDC alternative budget treotc:ent 0' direct 
and gC2ra-:::'cec lea.n p::cgr<!.!:.s a:"!a, (:) 2r: a=-:.:!l.)"slS oi :::c ~:.::..::":'~:es 

icplicit in t:'ES~ pro&r~=:i, -.:':':0 ec-:phasis or. cheir cc::s dr;.~ :::tir 
eff~ciency in ac i·. J.e:v.:....-:.g ;.rogr~ o~jc:ct.:ves. 

We are plar~i~g to conduct a survey of Feder~l abercies responsi
bl~ for ad~Distr~tion of credit progr~s in oreer to sat~cr iniorcation 
on: 

1. The nature of each progra=--specifically isolating the 
beneficiaries of Federal crecit progr~. 

2. The expansion of Federal credit progr~s during the past 
five years. 

3. The default, delinquency and refinancing experience of 
each prcbr~ for the past five years. lor our a~alvsis. 

4. 

it is essential that iniornation on default and deli~quency 
experience be developed iu order to accurately esticate 
IJUbsidies. 

The crecit te~s under which loans are made or guaranteed. 
We ant1ci~3ce th~t analysiS of ~eta O~ credit tercs ~ill 
enable us to answer questions such as the iollo~i~ ; : ~ould 
the ber:efici .. ry of the program have been able to ootain 
financing without the progra~? Does the credit pr"sram 
simply ease the terms under which financ1cg is available, 
and if so, under what te~ would credit hav~ been available 

, _~_vitbout the progrmc • 
.. . . __ _ ~ "\.."":":!;1"~;. 

s. The activities of the Fed~ral Finaocin& Bank as intermediary 
for Federal credit programs. 

~- . 
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7urther Ohei-;atior:s -

Our-"'c"'rx"1s ~r!.ll "iil t~e ~arly ·sta~es. '- ~everthele~s, it seE:t:5 

clear that li=.ite~ ciisclosure 0: acti\tities, particl.;~.:.:-l:: ·_·i~ .-. respect 
to Feder.:l cre~:': ;::.:~:-a::.5 is aver:: tro\..:=-2eso=e cu":,?c.:::ary prc':>le:::l. 
The gro·..;- th 0: lC2:l :;~~:-a~:ee pro:;r2.:-:~ ar:d t~_e le~:513.:e':: r?=~':al ci 
sc~e Gov~~~ec. prcgra=s fro= tte Federal buc~et a~e ?r:~ary ele~:nts 
of thi~ pr~~lc~ . !he re~inoer of tbis letter y:e.ents scce of our 
tboughts an th~ catter. 

lwportB~ce of oud.et Ir.forcation 

The Federal budget and related docUI:leots shoLilc! serVe t"'o general 
Fl!rposcs: 

1. It s!-:ouE cor?letely ar.d accurately disclose all '~jer.l 
activity 50 as :0 ~rc~i~~ a ~.:~n~ ~.:.sis ~:~ E s r2~:~i~~~; 

~be lev~l o~ resc~~ce5 t~at 5ho~i~ ~e ~E~~:~j t~ ~~y gi ':~c 
purpose i~ tr.e cor.:~,t or the total resource requ~re~e~ts 
of the Fec!eral Goverr~ent. 

2. It should ~isclose the totality of Federal activity in such 
• ,.'a;' as to ?rovice a basis for esti::..ati.:-:S; !.he 1::?oci: crf 
goverr...::!e~t acti""ity on t~e e~ono~y as a \"-;'-,ole. 5?ec.ifically, 
the trea~~ent 0: rcjl~al receipts and eX?e~ciit~res snoulci 
be .uch that the buciget surpius or ceficit has ceaning. 

In general, these ~·o p~rposes are not ~t odds with o~e another. 
BC1Jever. 10 the case of Feca~al crec!it prcbr~=5. t:-,ay tenci, in sot:e 
c1rc~star.ces to be 10 conflict. There 1s a c!eiir.ite need to disclose 
fully all receral crec!it ectivities 1n ~be buC&et. buc chis should not 
be acc=plish~ci ,~ tte expanse of diluting the .. ;::alrtical validity of 
the costs aS50cia~ed ~~tn toe programs tbecselves ane of the budget 
aurplus or de.fic1~. 

For ex=?le. t:,e =.ak1r_,; of a gr2ut 2nd the g~arar.teei::.g of a 
loan vill bo:;, "":e an i:Lp:;ct 0:1 the 811ocatioo oi resources. Thus. 
both ~houl~, in f~inci?le. ~e s~ject to tbe C!isci~line 0: tee budget 
process. Dut while both serts of activity have an ~pact. the nat~re 
of the 1z:pects ·-are S1!;nif ica::tly different. The cost to the taJ<:payar 
1a likely to be ~rkedly different; tbe i~?act 00 financial ~rKets 
w11l be d1f!ere~t; and the extent ~o which resource allocations are 

::.ctually altered 1.5 likely to he different. SiJDply to count loan ~ ' -' 
auarantees as if they "'ere the sane as grants (for purposes of che !-, -.. - > 

~~,e~) .would acriously distort the ~n.ing ane significance of the 
Wdget total~ •. ,~ . 

, .' -
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Recomcendations bv the Bud~et Concepts Co~ission 

--The pro'oleo of finding aD appropriate \Jay to treat loan g;.:arantees 
haS been a ~atter of concern for sc=e years. The ~ost recer.~ for--zl 
cODsider2tion of the budgetary treat~e~t of Federal cre~it ~ro~:a=s 
was by the Presieent's Co==is~ion on Budget Concepts in 1~67. "T~e 
Commission's conce"t of a unified bueget ~as adopted in 19t~; ~o~ever, 
some of its other reco~endaticns have not been adopted. 

The most significant of the Co~ssionrs Tecoo=endations regarding 
credit progr"",,,s ,,'ere: 

1. A disaggregation of direct loans from other expeDditure
re=eiFt 1t~~s in t~e budget for ;ur~0ses of 2naly:i~; the 
i...w.pact of "e,x?er:.ciitures" s:...:r;:-luses a!"'.&.C de':ic:ts ,:,n ::"~':::'::::2:S 
a~d err:.ploy:::c;:.r.. 7:-.e presL:=?[!C~ \.",)5 tr.clt c:reC:' 102::""".5 
have difiere.i",:, :.hcu&h unK....j('l\''''D., i;-;co::e r:t.;2.r:t=lier E":::-~cts 

than outright e;.:?er.::iirures. :~E.\'ert~ei.ess, r::e C0::=:ission 
did recOl:;:"nd tha: the budget ""plicitly si.m.: direct !c~r.s 

in a "loar. acccu:"'~t:1 of the b'.Jclg,et. :he Co=z:ission a.i..:.o 
recognized tr.at "highlightit:g" direct loar.s could ca~se the 
complication of pushing ~ore and more expeDdit~re ar.ci direct 
loaD prograos i~to the loaL guarantee area. Altho~.h 

guaranteec loans, under certain circ~stances. ~ght have 
~he same effect as direct loans in ter--s ot inco~e ge~era
tioD, the Coccission concluded that g~aranteeci loans s~ould 
Dot be incluced in the. budget at their ful~ face value 
except, perhaps, as a memorandum item. 

2. The subsidy elet:leDts of all lOBns (both-g·uaranteed anci 
direct) should be included as expenditures in the bu=get. 
Measure>eDt of the subs icy ele.c:ent should, according to the 
CollJllission, "reflect both the iDterest rate 5ut:sidy, 
capitalized at the t~e the loan is made, and the provision 
of adequate allc .... ances for losses." 

Current Bucoet Treat~ent of Credit Prograns 

Direct loans for "on-budget" ageDcies are currently reflected in 
the budget, but the~'are not presented in the budget as a se?srate 
line item (they apFear with direct expenditures). For several years, 
the budget documents made a distinction be tweeD loans and other 
expenditures. This distinction was dropped, ho,",evu, in the IT 1974 '.:Co

:· 

budget. 
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Admin.!stcative ~""ens"s and default losse~ frc", on-b"c:""~: a,.e,",cies 
for both circe: a::.:i g.'...;.!rantccc lOii •. s .=.~e ~;c.iu':ed :in the bU":'~2.t. : .;,;t, 
in a Eiigni£L:.ent ~e~~rt·.;re "fro::l the Co~i~s10:1' 5 'te:co~e!l'::itic::s, t:-.e 
budget still :ces net incorporate an c-sti::z:e ci [ he su::S'iG.~: e..ie...--:",E:-:.t 
of Feder21 creeit p""~L'::S in the bt;c;;et. Tht;s, tl:ere is 5t:.21 a 
serious lack of visiti2i:y for the t,.~~ CCStS cf decisio~s ~ith res?ect 
to direct ane guaracteea 1020 prob~a::s. Ihe i::Flicotior.s zre :::.",. " 
serious regarding guar2nteea loans becacse, u~cer present bcc~ct 
treatccot, a progr~ ~y be crea:co and subst3~tial cor.tinbe~t liabi~i

ties incurred lo,'ithout o:r.e cost implications being consiciereci in the 
context of t~e buc£et process. F~r direct 1~3~s, the prcc!e= is not 
as severe because the ::.~jori:y are still countea ".-i:~io the tucig,et 
totals. "["nus. t!:Ucn of :he acti\-ity 2ssociatec \.lith the actual 
authorizati~~ a~d c~s~~rse=e~t oi ~ir~c~ !oans is s~bject to the bucget 
process. 

The Proble- cf Off-~t;e~et Act~\- it ~es 

Another icportant de~arture froe the Cor-ission's reco~encations 
' has been the dcvelo~c.:-lt or oii-cuc!~et Bber: C::':S . Since t ~ e CC=~2.:iic :1 ·s 
report. legislation hJ.s been ena.cted to re:=ove several Feceral 2:;~::cies 
from the disci?lir.e of the overall budget process; inclucir. . the 
Export-l=.?ort ila.r.k (the fi~st of the o:'f-l:~cget ag,,;,ciEs ... hich ::'OVEe 
back onto the budget for FY 1977), the Postal Service, the Rural 
Telepbooe Baok, the Rural ~lectrificatior. and Tele?r.ooe Fund, t~e 
Rousing for the Elderly cr r.ar.c:'icaF?~d Fund, the FEceral Fir.~r.cin£ 
Bank, the ~nitec States Rail ... ~y ~~sociation, ana the rensioo Beneiit 
Guarantee Cor?o,.ation. 10 &6d1t10,"" ao Energy Inciependeoce Authority 
with ~lOO billion in appropriatio~s ar.d bcrrow1~& au~hority has been 
proposed by t~e Presic!eot with off-budget stafus in -the FY 1977 budget. 

The existence of major Feeeral activities of tbis sort outside tbe 
budget 1.& " ~tter Cor serious co~cern. Progra::s fuoded in t~s ... ay 

' do Dot have to co~?~te for resources ~ithin the &ace oecisioD fr~ork 
as is applie.:! to o~hf:r, ye!~,o?s equ<:!lly \,:orthwhile Frojects. In 
addition, tl",e uagnituce ",f such "oii-D~c£et" activities is sufficiently 
large to unde~ine the credibility 2;:e ar.alytical usefulr.ess ~i the 
unified buo£et coocept. Thus, we have cor.sisten:ly opposed t:,e creatiolO 
of "off-budget" ageocies except in tr.e verv specific and lil::.i:ed 
circumstaoces recognized by the Co.=dssion. These cooditiolOs were, in 
effect, that the activity in question be ol.-ned and controlle" by private 
~1es •.• In the cases ooted above, tbese conditions do not appear to 
'kvc -"een met. .~ 

'- 5 -- ', ' 
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The Nat;ure-ar.c JU6tific3ticn fo-r-(;r-edit -S.absidies 

the isStl!'s vith- _I:esarc to_ the usefulness .and lI:eascr=ent of 
8ubsidies ccr.ta1ncc in Federal crecit prcor~s are hiShly coc?lex. 
Understa~cii~; t~cse issues requires an uncerstz~cing of the rr~cess 
by whlch the :cr~et iicacces invest~~~t Frojects ar.d ehe ratior.ale 
for Gover~e:t iotervention in the process by weans oi loaD s~~aotees 
and direct loans. 

In general, direct and loaD guarantee pr~rams are justifie~ on 
the basis tI'.2t t!-_ere are socially loIorth·.-hile projects which the private 
market eitr.e= ", .. ill Dot fit;ance, or w:'ll ~ot fi:--.ance 00 IIreascn.:ole" 
terms. How do~s the ~rket reach a aeterwio3tioo regarding its cesirec 
rate of re:1:rr:.'? 1= a s:,-'e= =ari<.et S~:: t: 2::':'CDt r:-.e cesi:-ed rate ci ret~rn 
is cietEr::.i~(.: ~y (a.::or.e; o:::cr [i:ir.!,:: : :.:-.e ?::J::a~~lity or ci~i~~lt. :- .. ~ 
the =rket =y r,c ~ act ?er,ectly ie, di~c":in~ caFiLal. In :~.e :~rst 
placE:~ it =...a y :.::';;j!,.;':;~ t~· c ::-...s~ Ci:-.":;, :':-. ::.e S~:~DC yla.:e, i: :.2)' fail to:> 
consider the social va~ue 0; c~c ?=~J€ct. 

Thus, there are circucstances where the Gcve~nt should suarante" 
or make loar.s 00 a particular project at a rate that is lower than that 
required by tte car~et. Fi~st, the Gove~ent ~Sht believe :nat ~he 
market ha~ ~~:erEst~~3ted t~e social returns irac the project -- i.e., 
~he=e are exter~al ~~~e:its which are unperceived by the private capital 
market. Seco=d, the Gcver~ent 15 better capitalized ar.d, there:ore, 
better able to accept risk thaD tbe indiviciual panicipaots 1r. the -carket. 

Default risks are unchanged irres?ective of whether the Gover~ect 
or the marke: uncero~ites invest~ent projects. And, the potential 

__ - east to the _G<>ven:~ex:t tD..at arises irom direct or guarax:teed loans ia 
rou&hly ~he capitalized value of tbe difference berweeo the rate at 
which the Gover~er.t guarantees or ~akes loaDs 8x:cl the rate at ~bich the 
private sector would have unaervritteo the projects. 

But the pot~ntial cost to society as a ~~ole of loan prosra=s may 
be greater t c. a:> tr.e cOSt to Gover=ent. Both guaranteed an" cirect 
loans reallocate resources in tbe private 6ector by encoura£ir.g 
projects th~t would not othervise be uncertaken. Given the fact 
that c.redit progra=s use up resources (whether the budget discloses 
that fact or not) there 15 also 8 reallocation of resvurces in the 
public 6ectQr or becween the public and private sectors. !he cost of 
auaranteed loans can, for exacple, be expressed DDt ~ly in ter~ of 

~the dollar value, but theoretically in the nucher of ~hools or h1&~ays 
.--Gr factories wh1ciJ =st be given up. 

6 -_. ' 
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Thus, it 1s very important to reco~r.ize that the COSts of a lc ~o 
guarantee prograc are not 1l:easun.d 5t~ictly b-y the su~si"j', out also 
include tbe private opportunity costs associa:eci "i:r. alterr,ative 
progr=s. .'heo projects are evaluated in t r,e ~ucigct process, tbey 
IIhould oot be e\-aluated strictly 00 t:,e oa s is of s'.osidy ce, :s 
associated with a 1013:1 guarantee or direct loan pr_ .... :;ra::.. ::c vertheless , 
the subsidy elelLent ill a credit progra.::! sbould be dn i::.porta:-:t input 
into the cecision-making process. 

Measurement of Credit Program SubSidies 

As mentioned, at the present tioe, the subsidy el"",eot io Fecerally 
guaranteed anD direct 1020 progracs i s net inc"uded as ao expEoditure 
in the budget. ~t :: er, losses ar.c c.:.=.i r.:strative E.:':: ~ = :1::oes ar~ ir:c:' ;.;c ..:': 
as e.xpencitures .:is t~ey occur. Fo r ;:; '~rr: CI : c:i .:o f ?: ..:; :-:--.i:-.:; o;-, ~ ..:.::n:trol, 
it ,",'Oule be c o re ':es':'::-,:;:,ie (as the Co:-'; ss i ~ ~ rec c.; :::..= e .... ~ :: ~ ha v e t ne 
cos t S of these pro£,r~s re.c:o g,o i 4:ec. i~ : :-I t!: ~ :.:· ":g~t 2.~ t. r. t!: :i=.c the 
authority is prov~ced , ratner t han a: so~e :atcr t~e ~hen tr.~ CO~bress 

no longer has B,ny choice aoout fucdiog tnee. 

Measure~ent of the subsidy eleceDt ,in Federal credit prosraos 
presents sO=e caocep~tal probl~s . There are, for ~,a~le, dii i iculties 
in estaati,,;;, as one i"oc:get fig ure, tne value of the subsidy to tbe 
borrower and the cost of the subsiDY to the Gover~er.t, Theoretically , 
the value of the subsidy to ' cbe ' borrc"er ,,-auld be i.:seful for =cro
econ01l!ic analysis, But tbe cost of tbe subsidy see=s ,,"ore appropriate 
from a resource allocatioo point of viev_ 

, , -,There are additional difficulties_ Estiotion of the cost of 
~he subsidy to the governceDt involves estimBtion of the capi~lized 
... alue of e.xpectedlosses irom defaulted 103n5. Suc oessiul acco!::pl1 s:-,
ment of this procedure llill depend up on our ability to overc<'me 80r;:e 
aevere problel:s. For e.xaople. FF.A expected los~es \-'oule! be :airly e:l5y 
to measure based upon the historical Gefac l t e~peri~nce of :he preb~~~ 
arW/or data on the Darket clearing ",ortga ;e ra;:e i~, conve"tional lea" 
markets. S1~ilar treatuent oi prog~a:s such as t he Loc khe ec =ersenc:, 
10ao or the proposed Eoergy Independe" ce Authority Froora~ is consiDerably 
~re difficult. For these prcgrans, there is little info~:ion 00 
default experience &nc. io same cases, there 1s no reasonabi~ 10te ~est 
rate at wb1ch ' activities of this sort could obtain iinancing, 

,~~ ,~ ooly existing estimate of the interest rate subsidies 1cplic1t 
in Federal credit programs is contained in Special Analysis i of the 
Federal Budget. Base~ on our prel~ry work, we have sooe reserv.~ 

' ..... ,- .- '. " 
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about the assu~~tions re~ardin~ interest rates and th~ discounting 
factor et:ployed in .til.at ~alys~. , ... _ 

We hope that our survey of Fed~ral credit probrar~ vill result 
in a more accurate estimate oi the subsid y el~~ent oi credit progracs 
and help pave the way for a better treatt:ent oi creeit progr~s in 
the budget. 

Mechan1srs for Con2resslonal Control 

You also asked tbat ~e sug£est an appropriate mechanism by which 
the Congress could gain effective con'trol over federal cre~it progra.=, 
especially t~ose involving lean guarantees. At t"is stabe of our 
analysi::J \...e, C: c roc:. ye:. !12.ve a sufficient b2Sis tor reco=eooa::ior..s 
in this rel e=C.a r:c...,ever, it seeJ:;..:5 to us th2t tr. 2re a~e 5eVerC!~ cevices 
which coulC: be usee for tr,is purpose. 

One approach would be to count the authority to guarantee loans 
as budget authority and treat it as being t he s~e as authcrity to ~Ke 
a grant or authority to purchase gooes and services. Apart rrom the 
fact that this ~~uld require ~e~ding the Congressio~al Bueget Act, 
it involves sericus co r.ceptual proble::ls. As "e noted earlier, the 
costs associat"d vith guarantee progra::lS are not the s=e as t bose of, 
say, a grant prograo. Treating them in identical fashion would 
seriouslY distort the budget totals. 

A second approach ~~uld be to continue the present budget treat-
. .. ment, but require that lean guarantee authority be providea or.ly in 

specific a.::.ouots enacted by tile Congress. A possible variant oi this 
;oould be to require that the use of loan guarantee authority be made 
subject to approval in annual appropriation acts. As a tentative 
conclusion, ve believe that this approach should be explored. 

A third approach ~ould be to treat the subsidy element (not the 
full BJ:lount of the guarantee) as being bucget authority. \,'hetner or 
not this B?prcach is practicable is not yet clear. ~e believe that 
our revie~ cf this area will help resolve· that question. If this 
approach is feasible. we believe that it is the preferable approach 
(or congressional control of loan guarantee programs • 
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X hope you f~d this i~~orcat1on helpful. We ~~ll keep your 
staff appriseo of !:ne prO&rtES .. nO results of o",r analysis as it 
procee<!s. 

cc: Hr. Staats (OCC) 
Hr. Keller (OCC) 
OCR 
Index 10 files 

.Mr. llu&hes (OACG) 
Hr. Havens (OPA) 
Hr. Crcwther (CPA) 
Hr . Dugan (OPA) 
Hr. Si=ons (OPA) 

OPA:bb 1;128/76 
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Sincerely ycnors, 

Cocptroller C~neral 
of the United States 
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