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MEMORANDUM FOR THE PRESIDENT

FROM: JIM CANNON//?W

SUBJECT: H.R. 12207 - Rural Electrification Act

Amendments

Attached for your consideration is H.R. 12207, sponsored by
Representative Bergland and three others.

The enrolled bill amends the Rural Electrification Act of

1936 to increase the authorization of the Rural Electrification
and Telephone Revolving Fund and to limit eligibility for
special 2 percent financing through the fund.

A detailed explanation of the provisions of the enrolled
bill is provided in OMB's enrolled bill report at Tab A.

OMB, Max Friedersdorf, Counsel's Office (Kilberg), Bill
Seidman and I recommend approval of the enrolled bill and
the attached signing statement which has been cleared by
Doug Smith.

RECOMMENDATION

That you sign H.R. 12207 at Tab B.
That you approv, signing statement at Tab C.

Approve Disapprove



EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE OF MANAGEMENT AND BUDGET
WASHINGTON, D.C. 20503

0CT 12 1376

MEMORANDUM FOR THE PRESIDENT

Subject: Enrolled Bill H.R. 12207 - Rural Electrifi-
cation Act Amendments
Sponsors - Rep. Bergland (D) Minnesota and
3 others

Last Day for Action

October 20, 1976 - Wednesday

Purpose

Amends the Rural Electrification Act of 1936 to
increase the authorization of the Rural Electrifi-
cation and Telephone Revolving Fund and to limit
eligibility for special 2 percent financing through
the fund.

Agency Recommendations

Office of Management and Budget Approval
Department of Agriculture Approval

Farm Credit Administration Approval
Department of the Treasury No recommendation
Discussion

Under the Rural Electrification Act of 1936, as
amended, the Secretary of Agriculture is authorized
to provide insured loans from the Rural Electrifi-
cation and Telephone Revolving Fund to eligible
electric and telephone utilities for the purpose

of furnishing electric and telephone service to
persons in rural areas. Pursuant to amendments
adopted in 1973, such loans may be at either a
standard rate of 5 percent per annum or a special
rate of 2 percent per annum. Generally, a



qualified borrower is eligible for the special 2 per-
cent rate when (a) it has an average consumer or sub-
scriber density of two or fewer per mile, or (b) it

has an average gross revenue per mile which (1) for

the electric utility borrower is at least $450 below
the average of all other REA-financed electric systems,
or (2) for the telephone utility borrower is at least
$300 below the average for other REA-financed telephone
systems.

Under this formula, only 19.5 percent of all REA-financed
electric systems were eligible for the special rate

in 1973. Eligibility among telephone utilities was

23.4 percent. However, as a number of electric sys-
tems have been forced to seek substantial rate increases
to offset sharply higher fuel costs, the average gross
revenue per mile for REA-financed systems has increased
significantly. As a result, a number of other utili-
ties relying on hydroelectric power have become eli-
gible for special 2 percent financing as their revenues
have not increased in proportion to the national average.
Accordingly, eligibility for the special rate among
electric utilities has grown in fiscal year 1977 to

40.3 percent. Similar cost pressures have contributed
to an increase in the eligibility of telephone utilities
to 48.7 percent.

The enrolled bill would eliminate the gross revenue

per mile test to provide for a more equitable system

of allocation. Under the new formula, a telephone
utility would normally become eligible for 2 percent
financing only if it had an average subscriber density

of three or less per mile at the end of the most recent
calendar year ending at least six months prior to approv-
al of the loan.

An electric utility would qualify for 2 percent financ-
ing if it had at the end of the most recent calendar
year ending at least six months prior to approval of
the loan, an average customer density of two or less
per mile, or an average adjusted plant revenue ratio

of over 9.0. This ratio would be computed as a

rolling three year average of the value of a company's
physical plant facilities divided by its net annual
revenue.



Using these criteria, the number of utility borrowers
eligible for the special 2 percent financing would

be reduced to approximately the 1973 levels. The
Department of Agriculture estimates that this would
result in savings to the Federal Government of $42 mil-
lion over the next five years.

In addition to revising the REA special financing
criteria, the enrolled bill would transfer to the
Rural Electrification and Telephone Revolving Fund,
an off-budget account, approximately $455.6 million
in unobligated appropriations remaining from the REA
direct loan program terminated in fiscal year 1973.
At that time, the prior Administration's proposal to
rescind remaining unobligated budget authority was
rejected by the Congress. This transfer would reduce
the need to replenish the cash balances of the fund
through outside borrowing.

In committee hearings on H.R. 12207, the Department
of Agriculture generally supported the bill, suggest-
ing several technical amendments to the formula used
to determine electric utility eligibility for special
REA financing which have been incorporated in the
enrolled bill. In its attached enrolled bill letter,
Agriculture recommends approval as it cites the sub-
stantial cost savings to the Federal Government that
it anticipates the bill would provide.

7"

James T. Lynn
Director

Enclosures



DEPARTMENT OF AGRICULTURE
OFFICE OF THE SECRETARY
WASHINGTON, D. C, 20250
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Honorable James T. Lynn
Director, Office of Management
and Budget

Dear Mr. Lynn:

In reply to the request from your office, the following report is submitted
on the enrolled enactment H.R. 12207, "To amend the Rural Electrification
Act of 1936, as amended, to correct unintended inequities in the interest
rate criteria for borrowers from the Rural Electrification Administration,
and to make other technical amendments." The bill would amend sections
301(a)(4) and 305(b) of the Rural Electrification Act of 1936, as amended.

This Department recommends that the President approve the bill.

The amendment in section 301 provides for the transfer of the unobligated
balance of the Rural Electrification Administration appropriation for
fiscal year 1973 to the Rural Electrification and Telephone Revolving
Fund. Using the Revolving Fund, an off-budget entity, for loans and
advances instead of making such loans and advances under section 4 and
section 201 of the Rural Electrification Act would prevent a corresponding
increase in the Federal budgetary deficit without depriwving REA electric
and telephone borrowers of the use of these funds, subject to any limita-
tions imposed by the Congress for loans to be made in any one year.

The amendment to section 305 will eliminate the revenue per mile criteria
for electric and telephone borrowers and change the density criterion for
telephone borrowers. These criteria are used to determine eligibility for
2 percent financing. The revenue per mile criteria were largely instru-
mental in increasing the number of electric borrowers eligible for 2 percent
loans from 181, or 19.5 percent of the total in fiscal year 1973, to 373,
or 40.3 percent in fiscal year 1977; and the number of telephone borrowers
eligible for 2 percent financing from 191, or 23.4 percent of the total in
fiscal year 1973, to 422, or 48.7 percent in fiscal year 1977. This result
was not anticipated when the Rural Electrification Act was amended in 1973
to establish these criteria.

H.R. 12207 establishes new criteria to be used in this regard. A telephone
borrower would qualify for 2 percent financing if it had an average sub-
scriber density of three or fewer per mile at the end of the most recent



Honorable James T. Lymn 2

calendar year ending at least six months before approval of the loan,
An electric borrower would qualify for such financing if it had, at the
end of the most recent calendar year ending at least six months before
approval of the loan, an average consumer density of two or fewer per
mile or an average adjusted plant revenue ratio of over 9.0. The ratio
used for this purpose would be a simple average of the ratios obtained
by dividing the sum of the borrower's distribution plant and general
plant by its annual gross revenue less cost of power for the calendar
year described above and the two immediately preceding calendar years.

This legislative proposal to correct unintended inequities arising from
the 1973 amendments to the Rural Electrification Act was forwarded by
the Administration to the Congress more than a year ago. Even with
amendments approved by the Congress, this Department believes that
enactment of this enrolled bill will have the effect of saving $42
million in interest subsidies over the five-year period of 1977-1981.

Sincerely,

WILLIAM H. WALKER, I
Assistant Secretary



STATEMENT BY THE PRESIDENT

The Rural Electrification Administration ("REA") was
established forty-one years ago. At that time only 10
percent of the farms had eléctricity. Now 99 percent of
America's farms enjoy the convenience and use of many
electric labor-saving devices in the production of food
and fiber for all our citizens. Productivity increases
in American agriculture and the reversal of the rural to
urban migration are testimony to the beneficlial change
that rural America has experienced -- which to a large
extent is attributable to the improved availability of
electricity.

In helping to electrify rural America since 1935, REA
has made and guaranteed $18 billion in loans. Significantly,
during this current fiscal year REA expects to make $3.5
billion in electric loan guarantees. The fact that only
$44,000 has been written off over these four decades is
indicative of the conscientious effort not only to administer
the program soundly but to assure that the taxpayer's money
is secure.

The REA revolving fund and guaranteed loan program,
established in 1973, is also being used effectively to help
alleviate the energy shortage through the participation of
REA borrowers along with the investor—-owned utilities in
the construction of new electric generation plants.

Today, I am signing H.R. 12207, the Rural Electrification
Act Amendments. This Act corrects some inequities that crept
into the comprehensive 1973 changes in the Rural Electrifica-
tion Act. The combined efforts of my Administration, the
national associations of electric and telephone borrowers
and the Congress in developing badly needed corrective
legislation is a demonstration of the kind of cooperation
and leadership that can make a program responsive to the

needs of our people and the Nation.
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The bill I have signed today will save the U.S.
Treasury $42 million in unnecessary interest subsidies
in the five~year fiscal 1977-1981 period by changing the
criteria establishing eligibility for two percent elec-
tric and telphone loans. The Act also transfers some
5456 million of unobligated funds from the 1973
appropriation into the Rural Electrification and Telephone
Revolving Fund where it can be used for insured loans,
subject to limitations established by the Congress.

These amendments to the REA legislation will help

make a good program even more effective.
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OFFICE OF MANAGEMENT AND BUDGET
WASHINGTON, D.C. 20503

0CT 12 1976

MEMORANDUM FOR THE PRESIDENT

Subject: Enrolled Bill H.R. 12207 - Rural Electrifi-
, cation Act Amendments

’ Sponsors - Rep. Bergland (D) Mlnnesota and
-3 others

Last Day for Action

October 20, 1976 - Wednesday

Purpose

. Amends the Rural Electrification Act of 1936 to
increase the authorization of the Rural Electrifi-
cation and Telephone Revolving Fund and to limit

: eligibility for special 2 percent flnanc1ng through

’ - the fund.

Agency Recommendations

Office of Management and Budget _,Approvélv
- Department of Agrlculture ﬁfgkA <§fjApprova1
; : Farm Credit Administration . .Approval

Department of the Treasury NoArecommendation

.- . . Discussion

OUnder the Rural Electrification Act of 1936, as
. amended, the Secretary of Agriculture is authorized

i to provide insured loans from the Rural Electrlflé
cation and Telephone Revolving Fund to eligible -
electric and telephone utilities for the purposef'
of furnishing electric and telephone service to -
persons in rural areas. Pursuant to amendments
-adopted in 1973, such loans may be at either a
standard rate of 5 percent per annum or a special
rate of 2 percent per annum. Generally, a

Attached document was not scanned because it is duplicated elsewhere in the document



THE WHITE HOUSE

ACTION MEMORANDUM WASHINGTON LOG NO.:
Date:  ctober 12 G AT Y
FOR ACTION: paul Leach Y cc (for information): 334k Marsh
Max Friedersdorf 4%+ Ed Schmults
Bill Seidman s« Steve McConahey
1t /@27 g

FROM THE STAFF SECRETARY

DUE: Date: October 15 Time: 500pm

SUBJECT:
H.R. 12207-Rural Electrification Act Amendments

ACTION REQUESTED:

For Necessary Action For Your Recommendations

Prepare Agenda and Brief Draft Reply

— X TFor Your Comments Draft Remarks

REMARKS:

please return to judy johnston,ground floor west wing

PLEASE ATTACH THIS COPY TO MATERIAL SUBMITTED.

If you have any questions or if you anticipate a
delay in submitting the required ‘material, please K. R. COLE, JR.
telephone the “iafi Secretary immediately. For the President

S
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/\ON - g STATEMENT BY THE PRESIDENT UPON SIGNING
JJ} 3 H.R., 12207 INTO LAW

The Rural Electrification Administration ("REA") was

established forty-one years ago. At that time only 10 percent
of the farms had electricity. Now 99 percent of America}s
farms enjoy the convenience and use of many electric labor-
saving devices in the production of food and fiber for all

our citizens, Productivity increases in American agriculture
and the reversal of the rural to urban migration are testimony
to the beneficial change that rural America has experienced

-- which to a large extent is attributable. to the improved

availability of electricity.

In heipiné to electrify rural America since 1935, REA has

made and guaranteed $18 billion in loans. And significantly,
-during this current fiscal year REA expects to make $3.5
billion in electric loan guarantees. The fact that only $44,000
has been written off over these foug, decades is indicative of
the conscientious effortadminister the program
soundly @to assure that the taxpayer's money is secure.

In 1973, the REA revolving fund and guaranteed loan program
were established by Public Law 93-32. The guarantee program

is being used quite effectively to alleviate the energy shortage
through the participation of REA borrowers along with the
investor-owned utilities in the construction of new electric

generation plants,
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Today, I am signing H.R. 12207, the Rural Electr;;;;;:;;;i7

Act Amendments,

Phis—Aet corrects some inequities that crept
AL y2207

into the comprehensive 1973 changes in the Rural Electrification
Act. As frequently happens in the development or revamping

of prograﬁs, some areas neea to be reevaluated after the law

has an opportunity to be tested. [prlic Law 93-32 enacted in —*—
May of 1973 is such a CifgjitThe combined efforts of my
Administration, the national associations~of electric and
telephone borrowers and the Congress in developing badly

needed corrective legislation is a demonstration of the kind

of cooperation and leadership that can make a program

responsive to the needs of our people and the Nation. The

bill I have signed today will save the U.S. Treasury $42 million

Wt
in unnecessary interest subsidies in the, five yeagjféscal.

}\ bd\

}¥997-1981 period by changing the criteria{stablishing

_ \ - S
eligibility for 2 percent electric and telephone loans, %he—
#et also transfers some $456 million of unobligated funds from

\

the 1973 appropria%?n into the Rural Electrification and
Telephone Revolving Fund where it can be used for insured loans

subject toLlimitations established by the Congress.

These amendments to the REA legislation will help make a good

program even more effective,

8 gt - - 9 . T Sona s o



AUIIUN MEMUORANDUM WASHINGTON 1.OG NO.:

Date:  otober 13 Time: 830pm

FOR ACTION: paul Leach cc (for information): 150k Marsh
Max Friedersdorf Ed Schmults
Bill Seidman ‘ Steve McConahey

FROM THE STAFF SECRETARY

DUE: Date: October 15 - . Time:  500pm

SUBJECT:

H.R. 12207-Rural Electrification Act Amendments

' ACTION REQUESTED:

For Necessary Action e FOT Your Recommendations

— Prepare Agenda and Brief * e Draft Reply
— - XFor Your Comments | e Draft Remarks
REMARKS:

please return to judy johnston,ground floor west wing

PLEASE ATTACH THIS COPY TO MATERIAL SUBMITTED.

If you have any questions or if you anticipate a
delay in submitting the required material, please Janes M. Caanon
telephone the Staff Secretary immaediately. L Yor the Pres fdend




AullUN MEMUKANDUM ) WASHINGTON LOG NO.:

e October 13 - - . 830pm
FOR ACTION: paul Leach cc (for information): 750k Marsh
Max Friedersdorf Ed Schmults
Bill Seidman Steve McConahey
FROM THE STAFI_‘ SECRETARY
DUE: Date: Qctober 15 | o Time: 500pm

SUBJECT:
H.R. 12207-Rural Electrification Act Amendments

ACTION REQUESTED:

For Your Recqmmendationa

For Necessary Action
Prepare Agenda and Brief —— Draft Reply
—XFor Your Comments ——— Draft Remarks
REMARKS:

please return to judy johnston,ground floor west wing

FPeove
LW

PLEASE ATTACH THIS COPY TO MATERIAL SUBMIT'I'ED.

If you have any questions or if you anticipate a
delay in submitting the required material, please Jemes M. Camnon
telephone the Staff Secretary immediately. L .Jor the Pres idend




cama sy LVIVRAINDUM WASHINGTON LOG NO.:

Date:  otober 13 | hpw 830pm
FOR ACTION: paul Leach cc (for information): Jack Marsh
Max Friedersdorf Ed Schmults

Bill Seidman J Steve McConahey

FROM THE STAFF SECRETARY

DUE: Date: October 15 ' : . Time: 500pm

SUBJECT:

H.R. 12207-Rural Electrification Act Amendments

ACTION REQUESTED:

For Necessary Action For Your Recommendations
! _...Pre?ure Agenda and Brief ——— Draft Reply i
—XFor Your Comments ' Draft Remasks
REMARKS:

please return to judy johnston,ground floor west wing.

g feprnet

PLEASE ATTACH THIS COPY TO MATERIAL SUBMITTED.

If you have any questions or if you anticipate a .
delay in submitting the required material, please Janes M. Cannon
telephone the Staff Secretary immediately. L Yor th_‘ Preaident

——-




FAM GREDIT ADMINITIATION 490 L'ENFANT PLAZA, S.W. WASHINGTON, D.C. 20578

October 7, 1976

Director, Office of Management and Budget
Executive Office of the President
Washington, DC 20503

Attention: Assistant Director for
Legislative Reference

Subject: Views on enrolled bill H.R. 12207

This is in response to your request for the views of the Farm Credit
Administration on enrolled bill H.R. 12207, "To amend the Rural
Electrification Act of 1936, as amended, to correct unintended
inequities in the interest rate criteria for borrowers from the
Rural Electrification Administration, and to make other technical
amendments."

H.R. 12207 would make two changes in the Rural Electrification Act
of 1936. First, it would eliminate the revenue per mile criteria
now in the Act, and substitute revised criteria which would be used
as a basis for making insured loans to both electric and telephone
borrowers at the special rate of 2 percent. Second, it would trans-
fer the unobligated balance of the REA appropriation for fiscal year
1973 to the Rural Electrification and Telephone Revolving Fund. The
bill also would insure that no electric or telephone borrower which
filed an application with the Rural Electrification Administration
prior to the date of enactment of the bill would be adversely affected
by its enactment.

H.R. 12207 would eliminate the gross revenue per mile test and provide
for a more equitable allocation of the special 2 percent rate of
financing in order that it will be available only to those systems
most critically in need of this kind of special assistance.



-2 -

The Farm Credit Administration recommends that H.R. 12207 be approved
by the President.

Sincerely,

W . /JZ,LD



THE GENERAL COUNSEL OF THE TREASURY
WASHINGTON, D.C. 20220

0cT 5 1976

birector, Uffice of Management and budget
Executive Uffice o1 the President
wasnington, . G. 20503

Attention: Assistant Director for Legislative
keference

S5ir:

this report responds to your request for the views of this Department
on the enrolled enactment of h.K. 12207, "10 amend the Rural klectrifi-
cation Act of 1936, as amended, to correct unintended lnequities in the
interest rate criteria tor borrowers from the Kural Electrification
aAdministration, and to make other technical amendments."

Section Z of the enrolled enactment would transfer the $456 million
unobligated balance of the kural klectritication Administration appropria-
tion for tiscal year 1973 to the kural Electrification and Telephone ke-
volving Fund. Section 3 would amend the eligibility requirements for «
percent loans under section 305 of the Rural Electrification Act of 1936,
as amendea. We have no objection to section 3.

The Department's report to your oftice dated September 25, 1975 on a
similar Agriculture draft bill notea that the purpose of the transter of
the unobligated balance of tne KREA appropriation to the fund was to
excluage the $450 million from the budget and permit KEA to avola restrictions
on budget outlays which would result in their relying on other funds on
wiich tney would have to pay interest. The Lepartment 18 not aware of
any justification for providing kiA interest-free capital.

ihe legislative history of H.K. 12207 retflects that Agriculture
supported its enactment. In the circumstances, the ULepartment has no
recommendation to make concerning the enrolled enactment.

Sincerely yours,

' bgnera?réour:se
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STATEMENT BY THE PRESIDENT UPON SIGNING
' H.R. 12207 INTO LAW

The Rural Electrification Administration ("REA") was
established forty-one years ago. At that time only 10 percent
6f7the farms had electricity. Now 99 percent of America}s
farms enjoy the convenience and use of many electric labor-
saving devices in the production of food and fiber for all

our citizens. Productivity increases in American agriculture
and the reversal of the rural to urban migration are testimony
to the beneficial change that rural America has experienced

-- which to a large extent is attributable to the improved

availability of electricity.

In helping to electrify rural America since 1535, REA has

made and guaranteed $18 billion in loans. And significantly,
during this current fiscal year REA expects to make $3.5
billion in electric loan guarantees. The fact that only 544,000
has been written off over these four decades is indicative of
the conséientious effort not only to administer the program

soundly but to assure that the taxpayer's money is secure,

In 1973, the REA revolving fund and guaranteed loan program
were established by Public Law 93-32, The guarantee program
is being used quite effectively to alleviate the energy shortage
through the participation of REA borrowers along with the

.

investor-owned utilities in the construction of new electric

generation plants,
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STATEMENT BY THE PRESIDENT UPON SIGNING
H.R. 12207 INTO LAW i
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The Rural Electrification Administration ("REA") was
established forty-one years ago.- - At that time only 10 percent
of the farms had electricity, Now 99 percent of America}s
farms enjoy the convenience and usé of many electric labor-
saving devices in the production of food and fiber for all

our citizens. Productivity increases in American agriculture

and the reversal of the rural to urban migration are testimony

to the beneficial change that rural America has experienced
-~ which to a large extent is attributable to the improved

availability of electricity.

In he;::;;:ing to electrify rural America since 1§35, REA has —
made and guaranteed $18 billion in loans, 1§§§:§;gnificantly,
during this current fiscal year REA exp‘ec\ts to make $3.5'
billion in electric loan guarantees. The fact that only'$44,000
has been written off over these four decades is indicative of

the conscientious effort not only to administer the program

soundly but to assure that the taxpayer's money is secure.

FrIITS, ;;e REA revolving fund and guaranteed loan program,

n 1973 ' :
=T es tablishedAhy_mjl!J-bew-SWMOgram

- isA'being used ‘gﬂ::E effectively to,,alleviate the énergy shortage
through the participation of REA borrowers along with the

investor-owned utilities in the construction of new electric

generation plants, ) -
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Today, I am signing H,R. 12207, the Rural Electrification
Act Amendments. This Act corrects some inequities that crept

ipto the comprehensive 1973 changes in the Rural Electrification

Act.1]Et:32gﬂRnﬁﬂ3Phappene—ia—tha.deualepmonb«mrqmnumping

of pragrams, some areas need +6--be xeevaluated after—tire- law

has an opportunity to be tested. Public Law 93-32 emracted in

May of 1973 is such a Cfffiﬂ The combined efforts of my
Administration, the national associations of electric and
" éelepﬁéﬁé<g;££;we;§ and'fhe Congéesg<1;“6é§éioé1ng_bééi§ e
needed corrective legislation is a demonstration of the kind
of cooperation and leadership that can make a program
responsive to the needs of our people aﬁd the NationC*(The
bill I ha&e signed today will save the U.S. Treasury $42 million
in unnecessary interest subsidies in the five year fiscal
1977-1981 period by changing the criteria establishing
~eligibility for percent electric and telephope loans. The
Act also transfers some $456 million of unobligated funds from
the 1973 appropriaton info the Rural Electrification and

Telephone Revolving Fund where it can be used for insured loan§7

subject to limitations established by the Congress.

These amendments to the REA legislation will help make a good

program even more effective.

Bh i SR B i o b gt S — ” —E — S —— n—— S ——— s o— S——



STATEMENT BY THE PRESIDENT

The Rural Blectrification Administration ("REA") was
established forty-one years ago. At that time only 10
pexcent of the farms had Oiocuicity. Now 99 pearcent of
America’s farms enjoy the convenience and use of many
slectrxic labor-saving devices in the productioa of food
and fiber for all our citizens. Productivity increases
in American agrioulture and the reversal of the rural to
urban migration are testimony to the baneficial change
that rural America has experisnced -~ which to a large
extent is attributable to the improved availability of
electricity.

In helping to electrify rural America since 1935, REA
has made and guaranteed $18 billion in loans. Significantly,
during this current fiscal year REA expects to make $3.5
billion in electric loan guarantees. The fact that oanly
$44,000 has been written off over these four decades is
indiocative of the conscientious effort not only to administer
the program soundly but to assure that the taxpayer's money
is secure.

The REA rewvolving fund and guaranteed loan program,
established in 1973, is also being used effectively to help
alleviate the snergy shortage through the participation of
REA borrowers along with the investor-owned utilities in
the construction of new electric generation plants.

Today, I am signing H.R. 12207, the Rural Electrification
Act Amandments. This Act corrects asome inequities that orept
into the comprehensive 1973 changes in the Rural Elsctrifica-
tion Act. The combined efforts of my Administration, the
national associations of electric and telephone borrowers
and the Congress in developing badly needed corrective
lsgislation is a demonstration of the kind of cooperation
and leadership that can make a program responsive to the
needs of our people and the Hation,




94tH Concress | HOUSE OF REPRESENTATIVES RePorT
2d Session No. 94-1025

RURAL ELECTRIFICATION ADMINISTRATIO’N TECHNI-
CAL AMENDENTS ACT OF 1976

AprIL 9, 1976.—Committed to the Cbmmittee of the Whole House on the State of
the Union and ordered to be printed

Mr. Forey, from the Committee on Agriculture,
submitted the following

REPORT

[To accompany H.R. 12207]

The Committee on Agriculture, to whom was referred the bill (H.R.
12207) to amend the Rural Electrification Act of 1936, as amended, to
correct unintended inequities in the interest rate criteria for borrowers
from the Rural Electrification Administration, and to make other
technical amendments, having considered the same, report favorably
thereon with an amendment and recommend that the bill as amended
do pass. .

The amendment is as follows: T :

Page 1, line 3, strike out all after the enacting clause and insert the
following: : '

That this Act may be cited as the “Rural Electrification Administration Teéhni-
cal Amendments Act of 1976”.

SEC. 2. Section 301(a) (4) of the Rural Electrification Act of 1936, as amended,
is amended to strike the semicolon at the end thereof, and add the following :
“and the unobligated balances of any funds made available for loans under the
item ‘Rural Electrification Administration’ in the Department of Agriculture and
Agriculture-Environmental and Consumer Protection Appropriations Aect;”.

SEC. 3. Section 305(b) of the Rural Electrification Act of 1936, as amended, is
amended— o

(1) by striking the words “meets either of the following conditions™;
(2) by striking out all of paragraph (1) thereof and inserting in lieu
thereof the following:

“(1) in the case of a telephone borrower, had at the end of the most
recent calendar year ending at least six month before approval of the
loan, an average subscriber density of three or fewer per mile; or”;

(3) by striking out all of paragraph (2) thereof through and includ-
ing the words “telephone borrowers” and inserting in liéu thereof the
followling : ) :

“(2). in the case of an electric borrower, had at the end of the
most recent calendar year ending at least six months before ap-
proval of the loan, an average consumer density of two or fewer
per mile or an average adjusted plant revenue ratio of over 9.0, such
ratio being a simple average of the ratios obtained by dividing the

57-006
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sum of its distribution plant and general plant by its annual gross
revenue less cost of power for that calendar year and the two
immediately preceding calendar years. As used in this subsection
the sum of distribution plant and general plant shall be the total of
the amounts shown in accounts numbered 360 through and includ-
ing 899 of the uniform system of accounts approved, as of the ef-
fective date of this amendment, by the Administrator, for use by
Rural Electrification Administration borrowers; gross revenue shall
be the amount 'shown in account numbered 400 of said system of
accounts; and the cost of power shall be the total of amounts shown
in accounts numbered 500 through and including 573 of said system
of accounts as the same is constituted”;

(4) by inserting the words “to a telephone or electric borrower”
following the words “make a lodn” in the proviso to paragraph (2)
thereof.

Puorrose axp NEeEDp

H.R. 12207, as reported by the Committee, makes two technical
changes in the Rural Electrification Act of 1936, as amended. First, it
climinates the revenue per mile criteria and substitutes revised criteria
to be used as a basis for making insured loans to both electric and tele-
phone borrowers at the special rate of 2 percent and, secondly, it trans-
fers the unobligated balance of the REA appropriation for FY 1973
to the Rural Electrification and Telephone Revolving Fund.

Under the Rural Electrification Act, as amended 1n 1973, insured
loans bear interest at either the special rate of 2 percent per annum
or at the standard rate of 5 percent per annum. The Act requires the
special rate to be made available to an electric or telephone borrower
which meets either of the following conditions: (1) If it has an aver-
age consumer or subscriber density of two or fewer per mile, or (2)
if it has an average gross revenue per mile which is at least $450 below
the average gross revenue per mile of REA-financed systems, in the
case of an electric borrower, or at least $300 below the average gross
revenue per mile of REA-financed telephone systems, in the case of a
telephone borrower. .

At the time of enactment of the 1978 amendment, under the density
and gross revenue per mile test there were eligible for 2 percent financ-
ing 181 or 19.5 percent of all electric borrowers and 191 or 25.4 percent
of all telephone borrowers. The number of borrowers eligible for the
special rate based on a density of two or fewer per mile has remained
approximately the same since enactment of the 1973 amendments.
There has, however, been a substantial increase in the number of bor-
rowers eligible for 2 percent loans based on the revenue per mile cri-
teria. The result has been that the number of electric borrowers eligi-
ble for the special rate has increased to 300 or approximately 32.3
percent-of the total in F'Y 1976 and the number of telephone borrow-
ers has increased to approximately 350 or 41.2 percent of the total in
fiscal year 1976. The reason for the increase was that some systems
have sharply increased their rates and their revenues, thereby increas-
ing the national average revenue per mile while a greater number of
systems have operated with significantly smaller increases in revenue,
thus resulting in more systems whose revenues lack at least $405 of
equaling the national average in the case of electric borrowers and $300
in the case of telephone borrowers.
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Many borrowers which were above the national average in 1974
fell below that average in subsequent years despite a substantial in-
crease in their gross revenues. Some electric cooperatives have had to
double electric rates because of substantial increases in their fuel
costs while other electric cooperatives obtaining wholesale power from
hydroelectric plants have had no need to increase their retail rates. As
a result, many electric cooperatives with low wholesale power costs
have suddenly become eligible for 2 percent financing because their
gross revenue per mile is so much lower than the escalating national
average revenue per mile of all systems.

The Committee has acted to eliminate the gross revenue per mile
test to provide for a more equitable allocation of the special 2 percent
rate of financing so that it would be available only to those systems
most critically in need of this kind of special assistance. It is believed
that in the case of electric borrowers the ratio between revenue and
investment is a more equitable type of criteria than the low revenue
criteria. Under the Committee amendment, the ratio would be estab-
lished by adding investment in distribution facilities and the invest-
ment in general plant to determine the investment side of the ratio and
subtracting the cost of power from the operating revenue to obtain the
revenue side of the ratio. An electric cooperative would be eligible if
the ratio resulted in a figure higher than 9. It is believed that approxi-
mately 196 electric borrowers would be eligible for the special rate
under the revised formula. This number is very near the 19.5 percent
of borrowers eligible for the special rate at the time of enactment of
the 1973 amendments and represents a decrease of 104 from the 300
currently eligible. This figure should not change much from year to
year in view of the fact that both plant revenue ratio and consumer
density are relatively stable. ) '

In adopting the plant to revenue ratio test, the Committee provides
for use of a simple average of the ratios for the three preceding years.
Data supplied to the Committee indicates that the ratio may change
significantly from year to year for many borrowers and that the use
of a three-year average would provide a more stable test and reduce
the effects of delaying warranted rate increases.

In the telephone program, a similar situation exists. Many systems
have become eligible for 2 percent financing because of an increase in
the national average gross reveneu per mile due to an increase in
the revenues of a small number of systems in very rapid growth areas.
By raising the density criteria to three or fewer subscribers per mile
and deleting the revenue criteria, approximately 177 of present bor-
rowers would be eligible for 2 percent financing—a decrease of 173
from 350 currently eligible. The number that would be eligible under
the revised test would be approximately the same number eligible at
the time of enactment of the 1973 amendments.

To provide adequate time for the receipt of accurate reports and
at the same time avoid delays in processing applications in the pipe-
line, a uniform date at least six months after the close of the calendar
year has been established for determining eligibility of electric and
telephone borrowers based on new data. . )

Finally, the Act transfers to the Rural Electrification and Tele-
phone Revolving Fund amounts appropriated by Congress which re-
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mained unobligated on December 29, 1972, when REA stopped mak-
ing direct loans under the Rural Electrification Act. This amounts to
a total of $455,634,525. The transfer of this sum to the Revolving Fund
would reduce the need to replenish the fund through borrowings or
sales of insured notes or certificates of beneficial ownership. In order
that these certificates of beneficial ownership would be salable to in-
vestors they must bear interest at rates considerably higher than the 2
percent and 5 perecnt rates REA receives from its borrowers result-
ing in the fund incurring substantial interest subsidy costs. By trans-
ferring the balance of the 1973 appropriation to the Fund, it will be
possible to suspend, for a time, the sale of beneficial ownership cer-
tificates by REA. The appropriation was made originally to fund di-
rect loans by REA. In 1974, after the Revolving Fund was established,
the President proposed that the available budget authority be re-
scinded but Congress refused to agree and the appropriation is still
available for expenditure.

SECTION-BY SECTION ANALYSIS

Section 1. This section cites the title of the Act as the “Rural Elec-
trification Administration Technical Amendments Act of 1967”.

Section 2. This section provides for the transfer to the Rural Elec-
trification and Telephone Revolving Fund of unobligated balances of
the Rural Electrification Administration appropriation for fiscal year
1973, which is reported to be in the amount of $455,634,525. The Re-
volving Fund is used, among other things, for making insured loans
and advances. ,

Section 3. This section changes the criteria for determining whether
an electric or telephone borrower is eligible for an insured loan at the
special rate of 2 percent per annum. A telephone borrower would qual-
ify for 2 percent financing if it had an average subscriber density of
three or fewer per mile at the end of the most recent calendar year
ending at least six months before approval of the loan. An electric
borrower would qualify for such financing if it had, at the end of the
most recent calendar year ending at least six months before approval
of the loan, an average consumer density of two or fewer per mile or
an average adjusted plant revenue ratio of over 9.0. The ratio used
for this purpose would be a single average of the ratios obtained by
dividing the sum of the borrower’s distribution plant and general
plant by its annual gross revenue less cost of power for the calendar
year described above and the two immediately preceding calendar
years.

CoMmmiTTEE CONSIDERATION

The Subcommittee on Conservation and Credit conducted hearings
on H.R. 12207 and related legislation on March 17, 1976, at which
time testimony was received from representatives of the United States
Department of Agriculture, the National Rural Electric Cooperative
Association,- the National REA Telephone Association, and the Na-
tional Telephone Cooperative Association. The witnesses unanimously
supported the legislation as providing a means of allocating total
resources more equitably among eligible borrowers. They recognized
the need to change the criteria for 2 percent financing in view of the
sharp increase in the eligible horrowers under the revenue per mile
criteria a$ the result of events that transpired after enactment of the
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1973 amendments not anticipated at the time the criteria were provided
in the Act. They also supported the transfer to the Revolving Fund of
unobligated balances of funds made available for direct loans under
the USDA Appropriation Act for FY 1973. )

The Subcommittee then proceeded to consider the bill for markup.
Two amendments were adopted upon motion of a member of the Com-
mittee to incude suggestions made by the Department of Agriculture.
One provides for the use of a rolling 3-year average for the plant
revenue test in connection with loans to electric cooperatives. It was
believed by the Subcommitte that this should provide a more stable
test than the use of data for a single year. The second provides for
a uniform date of six months after the close of the calendar year as a
basis for determining eligibility for 2 percent financing to electric
and telephone borrowers. This amendment was adopted in order to
provide time for receipt of accurate reports needed for making deter-
minations. The bill was then ordered to be reported to the Committee
by a voice vote in the presence of a quorum. ]

“The bill was considered by the full Committee on April 1, 1976, and,
after discussion, voted to be reported together with the amendments
adopted by the Subcommittee by a unanimous roll call vote of 33-0
in the presence of a quorun.

ADMINISTRATION PosiTion

Set forth below is a letter received from the Department of Agri-
culture recommending enactment of H.R. 12207, and a supplement to
the letter making adjustments in the projection of savings that would
result from enactment of the proposed legislation. The Committee
adopted two of the recommendations contained in the Department’s
letter as discussed in the Committee Consideration portion of this
report.

DePARTMENT OF AGRICULTURE,
(OFFICE OF THE SECRETARY,
Washington, D.C., March 17, 1976.
Hon, Tuomas S, Forey, .
Chairman, Committee on Agriculture,
House of Representatives

Drar Mr. Cramymax : This is in reply to your request for a report
on LR, 12206 and H.R. 12207, bills to correct unintended inequities
in the interest rate criteria for borrowers from the Rural Electrifica-
tion Administration and to make other technical amendments. These
bills are identical except for minor differences in the titles and in the
preambles. o

This Department recommends such legislation be enacted, prefer-
ably with an additional modification as discussed herein. These bills
represent modifications of the legislation submitted by the Adminis-
tration in September 1975 and introduced as H.R. 12195.

A1l three bills provide for the transfer of the unobligated balance of
the Rural Electrification Administration Appropriation for fiscal
vear 1973 to the Rural Electrification and Telephone Revolving Fund.
Using the Revolving Fund, an off-budget entity, for loans and ad-
vances instead of making such loans and advances under Sec. 4 and
Sec. 201 of the Rural Electrification Act would prevent a correspond-
ing increase in the Federal budgetary deficit without depriving REA
electric and telephone borrowers of the use of these funds, subject to
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any limitations imposed by the Congress for loans to be made in any
one year.

All three bills also eliminate the revenue per mile criteria for deter-
mining eligibility for 2 percent financing. These criteria were largely
instrumental in Increasing the number of electric borrowers eligible
for 2 percent loans from 181, or 19.5 percent of the total in fiscal year
1973, to 800, or 32.3 percent in fiscal year 1976 and the number of tele-
phone borrowers so eligible from 191, or 234 percent of the total in
fiscal vear 1973, to 850, or 41,2 percent in fiscal year 1976, ITn addition,
H.R. 12206 and H.R. 12207 propose other changes in the criteria for 2
percent loans not considered in the Administ ration bill.

Under these bills, telephone borrowers with three or fewer subscrib-
ers per mile, instead of two or fewer per mile, would become eligible
for 2 percent financing. This change would make 177 of the present
borrowers eligible for such financing, a decrease of 14 from the number
eligible in fiscal year 1973 and of 173 from the 350 currently eligible.

. For electrie borrowgrs, the change is in the form of an additional
alternate test—the ratio of general and distribution plant investment
to revenue less cost of power. A borrower would be eligible for the
special rate if the ratio of this plant to revenue was greater than nine.
Under either the density test, which remains at two or fewer, or the
plant to revenue test, 196 electric borrowers would be eligible for 2
percent loans. This number of borrowers is very near the 19.5 percent
of all borrowers eligible for the special rate at the time Congress
passed the legislation creating the Revolving Fund. It represents a
decrease of 104 from the 300 currently eligible.

If the plant to revenue test is enacted, we strongly recommend using
a simple average of the ratio for the three preceding years to deter-
mine eligibility. We believe that this would provide a more stable test
by reducing the effects of delaying rate increases.

We also believe it would be desirable to clarify the phrase “for
which all such information is available.” To provide adequate time
for the receipt of accurate reports and at the same time avoid delays
in completing the processing of applications on hand, a uniform date
about six months after the close of the calendar year should be estab-
lished for determining eligibility based on new annual data, Sec. 305 of
the Rural Electrification Act could be further modified as indicated in
the attachment to achieve this result. '

- Set forth below for five fiscal years is a projection of savings result-
ing from enactment of the proposed legislation, in millions of dollars:

1977 1978 1975 1980 1981 Totat

Eleetrie. oo e e 1.5 4.7 9.5 A,
Telephone.. oo 1.2 3.6 6.6 13'% ig% g:g
Total o e 2.7 8 3 16.1 23.% 29.5% 80.5

The Office of Management and Budget advises that there is no oh-

jection to the presentation of this report from the standpoint of the
Administration’s program.

Sincerely,
Jorr~ A, Kweprr,

A L3
Aeting Secretary.
Attachment. 7 4
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U.8. DEPARTMENT OF AGRICULTURE,
RURAL ELECTRIFICATION ADMINISTRATION,
Washington, D.C., April 8,1976.
Hon. Trnomas S, Forey, '
Chairman., Committee on Agriculture,
House of Representatives.

Drear Mg, Crameyax: In our March 17 letter from Acting Secre-
tary John A. Knebel we estimated savings due to the proposed legisla-
tion discussed in that letter totaling $80.5 million over the 5-year
period required. Due to an error in our calculating, which caused some
duplication in the estimate, the amounts shown in that letter should

be changed as follows:

1877 1978 1379 1980 1981 Total

EI8CIIC PrOGIAM . eoecnm o mme e $1.2 3.5 $1.1 $10.6 $14.2 $36.5
Te!ephcge grogram .................. .5 1.5 3.0 4.5 6.0 15.5
Totalu v cemccamm e 17 5.0 10.1 15.1 20.2 52.0

‘We deeply regret this miscaleulation and feel that you need the

correct figures for your analysis.

Sincerely,
Davip H, ASKEGAARD,

Acting Administrator.

CrerrENT aND Five SUBSEQUENT FISCAL Yrar Cost Ksrivmare

Pursuant to clause 7 of Rule XIII of the Rules of the House of
Representatives, the Committee estimates that H.R. 12207 should re-
duce costs incurred by the Federal Government on insured loans to
electric and telephone borrowers under the Rural Electrification Act
by shifting eligibility of certain of the borrowers from loans at the
special rate of 2 percent to the standard rate of 5 percent. The Con-
gressional Budget Office has estimated that the savings will be at a
level of $1.6 million in FY 1977 and should increase each year there-
after to a level of $15.1 million in FY 1981, for a total savings in the
five-year period of $42 million (CBO estimate appears under the
Budget Act Compliance portion of this report). The USDA has esti-
mated even higher savings, i.e., at a level of $1.7 million in FY 1977
increasing to $20.2 million in 1981 for a saving of $52 million in the
five-year period (USDA estimate appears under the Administration
Position portion of this report). The Committee is of the view that
the saving would not exceed the amount estimated by USDA and
most probably would be closer to the figures estimated by the Con-
gressional Budget Office.

INPLATIONARY IMPACT STATEMENT

Pursuant to clanse 2(1) (4) of Rule XT of the Rules of the House of
Representatives, the Committee estimates that enactment of H.R.
19207 will have no inflationary impact on the economy. To the con-
trary, it should have a salutary effect on the economy by reducing in-
terest costs to the Government in connection with financing of insured
loans under the Rural Electrification Act.
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Bupeer Acr ComprLiaNce (Secriox 308 aNp SEcTION 403)

The provisions of clause 2(1) (3) (B) of Rule XI of the Rules of the
House of Representatives and section 808(a) of the Congressional
Budget Act of 1974 are not considered applicable since the bill does not
provide new budget authority or new or increased tax expenditures.
The estimate and comparison prepared by the Director of the Con-
gressional Budget Officer under clause 2(1) (3) (C) of Rule XTI of the
Rules of the House of Representatives and section 403 of the Con-
gressional Budget Act of 1974 submitted to the Committee prior to
the filing of this report are as follows:

CONGRESSIONAL BUDGET OFFICE COST ESTIMATE

Avppit 8, 1976.

1. Bill Number: H.R. 12207.

2. Bill Title: Rural Electrification Administration Techni-
cal Amendments Act of 1976.

3. Purpose of Bill: H.R. 12207 would transfer the unobli-
gated balance of the Rural Electrification Administration
appropriation for FY 1973 to the Rural Electrification and
Telephone Revolving Fund, an off-budget account, In addi-
tion, the bill would make more stringent the criteria used in
establishing eligibility for 2 percent financing. The legisla-
tion would replace the existing revenue per mile test with
criteria related to population density or the ratio of plant in-
vestment to revenue. As g result, the proportion of REA elec-
tric and telephone loans made at 2 percent would decrease and
the share earrying 5 percent interest would increase.

4. Cost Estimates: Outlays associated with the REA loan
program are the difference between the cost of federal bor-
rowing and the interest paid by the utilities receiving the
loans. Because enactment of H.R. 12207 would increase the
proportion of 5 percent loans relative to 2 percent, loans, the
level of interest repayments would rise and net outlays would
decrease. The magnitude of these outlay reductions during
the next five years is shown in the table below.

COST SAVINGS
IBillions of doliars}

Fiscal year—
1977 1978 1979 1980 1981 Total

Fleetric. .o eaee 1.2 3.0 5.5 7.2 9.1 26.0
Telephone. . o 4 16 3.0 5.0 6.0 16,0
Total e L6 4 85 12.2 15.1 42,0

5. Basis of Estimate : The most important items in this cal-
culation are the loan levels approved, the actual loans dis-
hursed each vear, the cost of borrowing funds from the
Treasury (Federal Financing Bank) and the interest paid
by the utilities, In this analysis, it was assumed that the FY

“
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1977 level of loan approvals are maintained between FY

1977 and FY 1981. The levels used for the existing system are

based on' the figure assumed for FY 1977 in the President’s

most recent budget. The loan levels for the proposed program

ia,)r(f based on USDA estimates.* These estimates are presented
elow, :

Existing program Propased program

2 pergent 5 percent Total 2 percent 5 percent

Total

................ 225 526 750 130 500

Telephone.o.. e .. 130 120 250 80 170

1730
250

1 The $20,000,000 decrease reflacts an increase in concurrent financing from nonFed eral sources,

These numbers should not be confused with the actual levels
of loans disbursed in any one year. According to the budget
office of REA, about one-third of the total level of loang ap-
proved in any one year is disbursed in that year, one-third is
paid out during the second year and one-third in the third
year. In FY 1979, for example, the existing electric power
program would disburse §75 million ? of the 2 percent loans
approved that year, $75 million of the loans approved in FY
1977, the $75 million of those approved in FY 1978, or a
total of $225 million. :

These actual loan disbursements were used in calculating
the change in interest outlays under the existing system and
the proposed program. The interest cost was estimated by
multiplying the loan disbursement in each year by the long-
term cost of Treasury borrowing (assumed to be 8.25 per-
cent). The interest paid by the utilities was calculated by
multiplying the sum of the %Ven year’s loan disbursements
and all outstanding loans by the interest rates charged for the
loans (2 and 5 percent). The interest outlay is the difference
between the borrowing costs and interest payments. The re-
duction in the interest outlays under the proposed program is
the cost savings associated with HLR. 12207.

6. Estimate Comparison: The budget office of the Rural
Electrification Administration estimated the cost savings as
follows:

[Millians of doliars]

) Fiseal year—
1977 1978 1979 1880 1981

Total

1.2 a5 7.1 10.6 14.2
. X 4.5 60

36.8
15.5

i.7 5.0 10.1 15.1 20.2

52.0

The USDA estimates larger cost savings in the electric
program.

1 Budget Office, Rural Electrification Administration.
2 One-third of $225 million.
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7. Previous CBO Estimate : None.

8. Estimate Prepared By : Robert M. Gordon. .

9, Estimate Approved By: James L. Blum (for Assistant
Director for Budget Analysis).

OVERSIGHT STATEMENT

No summary of oversight findings and recommendations made by
the Committee on Government Operations under clause 2(b) (2) of
Rule X of the Rules of the House of Representatives was available
to the Committee with reference to the subject matter specifically ad-
dressed by H.R. 12207, as amended. ]

No specific oversight activities, other than the hearings accompany-
ing the Committee’s consideration of H.R. 12207, as amended, and
related bills were made by the Committee, within the definition of
clause 2(b) (1) of Rule X of the House.

Cumaxces v Exysring Law

In compliance with clause 3 of Rule XIII of the Rules of the House
of Representatives, changes in existing law made by the bill are shown
as follows (existing law proposed to be omitted is enclosed in Dblack
brackets, new matter is printed in italic, and existing law in which no
change is proposed is shown in roman) :

RURAL ELECTRIFICATION ACT O‘F,1936
& * ® % * ® #*

Sec. 801. Ruran Errcrrirication axp Terepmone Revorvine
Fuxp~—{a) There is hereby established in the Treasury of the United
States a fund, to be known as the Rural Electrification and Telephone
Revolving Fund (hereinafter referred to as the “fund”), consisting
of:

(1) all notes, bonds, obligations, liens, mortgages, and property
delivered or assigned to the Administrator pursuant to loans
heretofore or hereafter made under sections 4, 5, and 201 of this
Act and under this title, as of the effective date of this title, as
revised herein, and all proceeds from the sales hereunder of such
notes, bonds, obligations, liens, mortgages, and property, which
ghall be transferred to and be assets of the fund;

(2) undisbursed balances of electric and telephone loans made
under sections 4, 5, and 201, which as of the effective date of this
title. as revised herein, shall be transferred to and be assets of the
fund;

(3)? notwithstanding section 3(a) of title I, all collections of
principal and interest received on and after July 1, 1972, on notes,
bonds, judgments, or other obligations made or held under titles I
and IT of this Act and under this title, except for net collection
proceeds previously appropriated for the purchase of class A
stock in the Rural Telephone Bank, which shall be paid into
and be assets of the fund; . )

(4) all appropriations for interest subsidies and losses required
under this title which may hereafter be made by the Congress[ :J
and the unobligated balonces of any funds made availoble for
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loans under the item “Llural Electrification Administration” in the
Department of Agriculture and Agriculture-Environmental ond
Consumer Profection Appropriations Acts;

(5) moneys borrowed from the Secretary of the Treasury pur-
suant to section 304(a) ; and

(6) shares of the capital stock of the Rural Telephone Bank
purchased by the United States pursuant to section 406(a) of this
Act and moneys received from said bank upon retirement of said
shares of stock in accordance with the provisions of title IV of this
Act, which said shares and moneys shall be assets of the fund.

Sec. 302, Lrapivitivs axp Uses oF Fryxp.—(a) The notes of the
Administrator to the Secretary of the Treasury to obtain funds for
loans under sections 4, 5, and 201 of this Act, and all other liabilities
algamst the appropriations or assets in the fund in connection with
electrfication and telephone loan operations shall be liabilities of the
fund, and all other obligations against such appropriations or assets in
the fund arising out of electrification and telephone loan operations
shall be obligations of the fund.

(b) The assets of the fund shall be available only for the following
purposes: ;

{1) loans which could be insnred under this title, and for
advances in connection with such loans and loans previously
made, as of the effective date of this title, as revised herein, under
sections 4, 5, and 201 of this Act;

(2) payment of principal when due (without interest) on
outstanding loans to the Administrator from the Secretary of the
Treasury for electrification and telephone purposes pursuant to
section 3(a) of this Act and payment of principal and interest
when due on loans to the Administrator from the Secretary of
the Treasury pursuant to section 304 (a) of this title;

(3) payment of amounts to which the holder of notes is en-
titled on insured loans: Prowided. That payments other than
final payments need not be remitted to the holder until due or
gntil the next agreed annual, semiannual, or quarterly remittance

ate; '

(4) payment to the holder of insured notes of any defaulted
installment or. upon assignment of the note to the Administrator
at his request, the entire balance due on the note;

(5) purchase of notes in accordance with contracts of insur-
ance not entered into by the Administrator;

(6) payment in compliance with contracts of gnarantee;

(7) payvment of taxes, insurance, prior liens, expenses neces-
sarv to make fiseal adjustments in connection with the application,
and transmittal of collections or necessary to obtain credit reports
on applicants or borrowers, expenses for necessary services,
including construction inspections, commercial appraisals, loan
servieing, eonsulting business advisory or other commercial and
technieal services, and other program services, and other expenses
and advances anthorized in section 7 of this Act in connection with
insured loans. Such items may be paid in connection with guaran-
including construction inspections., commercial appraisals, loan
or security thereof after default, to the extent determined to be
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necessary to protect the intervest of the Government, or in connec-
tion with any other activity authorized in this Act;
(8) payment of the purchase price and any costs and expenses
. incurred m connection with the purchase, acquisition, or operation
of property pursuant to section 7 of this Act.

Sec. 303. Drrosit or Fuxp Moxeys.—Moneys in the fund shall
remain on deposit in the Treasury of the United States until disbursed.

Sec. 304, Finawcian Traxsacrions ofF THE Fusxp—(a) The Ad-
winistrator is authorized to make and issue interim notes to the
Secretary of the Treasury for the purpose of obtaining funds neces-
sary for discharging obligations of the fund and for making loans,
advances and authorized expenditures out of the fund. Such notes
shall be in such form and denominations and have such maturities and
be subject to such terms and conditions as may be agreed upon by the
Administrator and the Secretary of the Treasury. Such notes shall
bear interest at a rate fixed by the Secretary of the Treasury, taking
into consideration the current average market yield of outstanding
marketable obligations of the United States having maturities com-
parable to the notes issued by the Administrator under this section.
The Secretary of the Treasury is authorized and directed to purchase
any notes of the Administrator issued hereunder, and, for that pur-
pose, the Secretary of the Treasury is authorized to use as a public
debt traunsaction the proceeds from the sale of any securities issued
under the Second Liberty Bond Act, as amended, and the purposes for
which such securities may be issued under such Act, as amended, are
extended to include the purchase of notes issued by the Administrator.
All redemptions, purchases, and sales by the Secretary of the Treasury
of such notes shall be treated as public debt transactions of the United
States: Provided, however, That such interim notes to the Secretary
of the Treasury shall not be included in the totals of the budget of the

Jnited States Government and shall be exempt from any general
limitation imposed by statute on expenditures and net lending (budget
outlays) of the United States.

(b) The Secretary of the Treasury is authorized and directed to
purchase for resale obligations insured through the fund when offered
by the Administrator. Such resales shall be upon such terms and con-
ditions as the Secretary of the Treasury shall determine, Purchases
and resales by the Secretary of the Treasury hereunder shall not be
included in the totals of the budget of the United States Government
and shall be exempt from any general limitation imposed by statutee
gn expenditures and net lending (budget outlays) of the United

States.

(¢) The Administrator may, on an insured basis or otherwise, sell
and assign any notes in the fund or sell certificates of beneficial owner-
ship therein to the Secretary of the Treasury or in the private market,
Any sale by the Administrator of notes individually or in blocks shall
be treated as a sale of assets for the purposes of the Budget and
Accounting Aect, 1921, notwithstanding the fact that the Administra-
tor, under an agreement with the purchaser or purchasers, holds the
debt instruments evidencing the loans and holds or reinvests payments
thereon as trustee and custodian for the purchaser or purchasers of the
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individual note or of the certificate of beneficial ownership in a num-
ber of such notes. Security instruments taken by the Administrator in
connection with any notes in the fund may constitute liens running
to the United States notwithstanding the fact that such notes may be
thereafter held by purchasers thereof. ‘

Sec. 805. Insorep Loans; InTeresT Rates axp LeNpine LeveLs.—
(a) The Admiistrator is authorized to make insured loans under this
title and at the interest rates hereinafter provided to the full extent of
the assets available in the fund, subject only to limitations as to
amounts authorized for loans and advances as may be from time to
time imposed by the Congress of the United States for loans to be
made in any one year, which amounts shall remain available until
expended : Provided, That the Congress in the annual appropriation
Act may also authorize the transfer of any excess cash in the fund
for deposit into the Treasury as miscellaneous receipts: And provided
further, That any such loans and advances shall not be included in
the totals of the budget of the United States Government and shall be
exempt from any general limitation imposed by statute on expendi-
tures and net lending (budget outlays) of the United States.

(b} Insured loans made under this title shall bear interest at either
2 per centum per annum {hereinafter called the “special rate”), or 5
per centum per annum {hereinafter called the “standard rate’). Loans
bearing the special rate shall be available only for an electric or tele-
phone borrower which [meets either of the following conditions]:

[(1) has an average cousumer or subscriber density of two or
fewer per mile, or]

(1) in the case c;; a telephone borrower, had at the end of the
most recent calendar year ending ot least siw months before
approval of the loan, an average subscriber density of three or
fewer per mile; or

(2) bas an average gross revenue per mile which is at least
$450 below the average gross revenue per mile of REA-financed
electrie systems, in the case of electric borrowers, or at least
$300 below the average gross revenue per mile of REA-financed
telephone systems, in the case of telephone borrowers]

(2) in the case of an electric borrower, had at the end of the most
recent calendar year ending af least siz months before approval of
the loan, an average conswner density of two or fewer per mile or
an average adjusted plant revenue ratio of over 9.0, such ratio being
a simple average of the ratios obtained by dividing the sum of ils
distribution plant and general plant by its annual gross revenue less
cost of power for that calendar year and the two immediotely preceding
calendar years. As used in this subsection the sum of distribution
plant and general plant shall be the total of the amounts shown in
accounts numbered 360 through and including 399 of the uniform sys-
tem of arcounts approved, as of the effective date of this amendment,
by the Administrator, for use by Rural Electrification Administra-
tion borrowers: gross revenue shall be the amount shown in account
numbered J00 of said system of accounts; and the cost of power shall
be the total of amounts shown in accounts numbered 500 through and
including 573 of said system of accounts as the same is constituted :
Provided, however, That the Administrator may, in his sole discre-



14

tion, make a loan fo a telephone or electric borrower at the special
rate if he finds that the borrower:

(A) has experienced extenuating circumstances or extreme
hardship; or ‘

(B) cannot, in accordance with generally accepted manage-
ment and accounting principles, produce net income or margins
before interest at least equal to 150 per centum of its total in-
terest requirements on all outstanding and proposed loans with
an interest rate greater than 2 per centum per annum on the en-
tire current loan, and still meet the objectives of the Act, or

(C) cannot, in accordance with generally accepted manage-
ment and accounting principles and without an excessive in-
crease in the rates charged by such borrowers to their consumers
0}1; s‘xbscribers, provide service consistent with the objectives of
the Act. ‘

(c) Loans made under this section shall be insared by the Admin-
istrator when purchased by a lender. As used by this Act, an insured
loan is one which is made, held, and serviced by the Administrator,
and sold and insured by the Administrator hereunder; such loans shall
be sold and insured by the Administrator without undue delay.

* * % * * & #*

O




H. R. 12207

Rinety-fourth Congress of the Wnited States of America

AT THE SECOND SESSION

Begun and held at the City of Washington on Monday, the nineteenth day of January,
one thousand nine hundred and seventy-six

An Act

To amend the Rural Electrification Aet of 1936, as amended, to correct unin-
tended ineguities in the interest rate criteria for borrowers from the Rural
Electrification Administration, and to make other technical amendments.

Be it enacted by the Senate and House of Representatives of the
United States of America in Congress assembled, That this Act may
be cited as the “Rural Electrification Administration Technical
Amendments Act of 19767,

Sec. 2. Section 301(a) (4) of the Rural Electrification Act of 1936,
as amended, is amended to strike the semicolon at the end thereof,
and add the following: “and the unobligated balances of any funds
made available for loans under the item ‘Rural Electrification Admin-
istration’ in the Department of Agriculture and Agriculture-Environ-
mental and Consumer Protection Appropriations Acts;”.

Sec. 3. Section 305(b) of the Rural Electrification Act of 1936, as
amended, is amended—

(1) by striking the words “meets either of the following
conditions” ;

(2) by striking out all of paragraph (1) thereof and inserting
in lien t{ereof the following :

“(1) in the case of a telephone borrower, had at the end of the
most recent calendar year ending at least six months before
approval of the loan, an average subscriber density of three or
fewer per mile; or”;

(3) by striking out all of paragraph (2) thereof through and
including the words “telephone borrowers™ and inserting in lien
thereof the following :

“(2) in the case of an eleetric brorower, had at the end of the
most recent calendar year ending at least six months before
approval of the loan, an average consumer density of two or fewer
per mile or an average adjusted plant revenue ratio of over 9.0,
such ratio being a simple average of the ratios obtained by divid-
ing the sum of its distribution plant and general plant by its
annual gross revenue less cost of power for that calendar year
and the two immediately preceding calendar years. As used in
this subsection the sum of distribution plant and general plant
shall be the total of the amounts shown in accounts numbered 360
throngh and including 399 of the uniform system of accounts
approved, as of the effective date of this amendment, by the
Administrator, for use by Rural Electrification Administration
borrowers; gross revenue shall be the amount shown in account
numbered 400 of said system of accounts; and the cost of power
shall be the total of amounts shown in accounts numbered 500
through and including 573 of said system of accounts ag the same
i constituted™
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(14) by inserting the words “to a telephone or electric borrower”
following the words “make a loan” in the proviso to paragraph
(2) thereof.

Sec. 4. This Act shall take effect upon enactment, except that insured
loans made pursuant to applications for such loans which would other-
wise lose eh?bility for special rate financing upon such enactment,
received by the Rural Electrification Administration and still pendin
on the date of enactment of this Act, shall bear interest as determin
under section 305(b) of the Rural Electrification Act of 1936 before
its amendment by this Act.

Speaker of the House of Representatives.

Vice President of the United States and
President of the Senate.
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THE WHITE HOUSE

STATEMENT BY THE PRESIDENT

The Rural Electrification Administration ("REA") was
establlished forty-one years ago. At that time only 10
percent of the farms had electricity. Now 99 percent of
America's farms enjoy the convenience and use of many
electric labor-saving devices in the production of food
and fiber for all our citizens. Productivity increases
in American agriculture and the reversal of the rural to
urban migration are testimony to the beneflcial change
that rural America has experienced -- which to a larege

extent is attributable to the improved availability of
electricity.

In helping to electrify rural America since 1935, REA
has made and guaranteed $18 billion in loans. Significantly,
during this current fiscal year REA expects to make $3.5
billicn in electric loan guarantees. The fact that only
$44,000 has been written off over these four decades is
indicative of the consclentious effort not only to administer
the program soundly but to assure that the taxpayer's money
1s secure.

The REA revolving fund and guaranteed loan program,
established in 1973, 1is also being used effectively to help
alleviate the energy shortage through the participation of
REA borrowers along with the investor-owned utilities in
the construction of new electric generation plants.

. I have aign=” H.R. 12207, the Rural Electrification
Act Amendments. This Act corrects some inequities that crept
into the comprehensive 1973 changes in the Rural Electrifica-
tion Act. The combined efforts of my Administration, the
national associations of electric and telephone borrowers
and the Congress in developing badly needed corrective
legislation 1s a demonstration of the kind of cooperation
and leadership that can make a program responsive to the
needs of our people and the Nation.

The blll I have signed today will save the U.S.
Treasury $42 million in unnecessary interest subsidies
in the five-year fiscal 1977-1981 period by changing the
criteria establishing eliglibility for two percent elec-
tric and telphone loans. The Act also transfers some
$456 million of unobligated funds from the 1973
appropriation into the Rural Electrification and Telephone
Revolving Fund where it can be used for insured loans,
subject to limitatlons established by the Congress.

These amendments to the REA legislation will help
make a good program even more effective.





