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FOR 

FROM: 

SUBJECT: 

THE WHITE HOUSE 

WASHINGTON 

October 19, 1976 

THE PRESIDENT 

JIM CANNON17~~ 

ACTION 

Last Day: October 20 

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 appro't-1\~ signi~g statement 

Approve~-r D1sapprove ____ __ 

at Tab C. 

' 
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EXECUTIVE OFFICE OF THE PRESIDENT 
OFFICE OF MANAGEMENT AND BUDGET 

WASHINGTON, O.C. 20503 

OCT 1 2 1976 

MEMORANDUM FOR THE PRESIDEN~ 

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 

Department of Agriculture 
Farm Credit Administration 
Department of the Treasury 

Discussion 

Approval 

Approval 
Approval 
No recommendation 

Under the Rural Electrification Act of 1936, as 
amended, the Sec~etary 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 
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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. 

, 
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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. 

Enclosures 

James T. Lynn 
Director 

, 



DEPARTMENT OF AGRICULTURE 
OFFICE OF THE SECRETARY 

WASHINGTON, D. C. 20250 

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 
30l(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 depriving 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 
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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, 

WILUAM H. WALKER, III 
Assistant Secretary_ 

' 



STATEMENT BY THE PRESIDENT 

The Rural Electrification Administration ( 11 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 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 

$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 limitations established by the Congress. 

These amendments to the REA legislation will help 

make a good program even more effective. 

' 
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EXECUTIVE OFFICE OF THE PRESIDENT 
OFFICE OF MANAGEMENT AND BUDGET 

WASHINGTON. D.C. lOIOI 

OCT 12 1976 

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. 

Agencx Recommendations 

Office of Management and Budget 

Department of Agriculture 
Farm Credit Administration 
Department of the Treasury 

Discussion 

Approval 

.Approval 
Approval 
No ~ecommendation 

Onder 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 

• 
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THE VTHITE HOUSE 

ACTION MEMORANDUM WASHINGTON LOG NO.: 

Date: ctober 13 Time: 
830pm 

FOR ACTION:. Paul Leach ~ cc (for information): Jack arsh 
48~ Friedersdorf~ 
Bill Seidman ~ *' I b:L-:y 1Jt4-

FR0M THE STAFF SECRETARY 

DUE: Date: October 15 

.SUBJECT: 

Time: 

Ed Schmults 
Steve McConahey 

SOOpm 

H.R. 12207-aural Electrification Act Amendments 

AC.TION REQUESTED: 

-- For Necesscuy Action __ For Your RecommendatioN 

-- Prepare Agenda and Brief --Draft Reply 

----XFor Your Comments --Draft Remarks 

REMARKS: 

please return to judy johnston,qround floor west finq 

PLEASE ATTACH THIS COPY TO MATERIAL SUBMITTED. 

I£ you have any questions or if you anticipate a 
delay in submitting the required ·material, pleC188 
telephone thQ AU r ~acretary imm.ediately. 

K. R. COLE, JR. 
For the President 

, 



-
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 

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 helping 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 fo decades is indicative of 

the conscientious effort not onl administer 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 

inve stor-owned utilities in the construc t ion of new electric 

generation plants. 

' 
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--- --~~--~-----------------------------------------?---
TOday, I am signing H.R. 12207, the Rural Electrification 

Act Amendments. ~is Aet corrects some inequities that crept 
L--------.J /1.~. 122o? 

into the comprehensive 1973 changes in the Rural Electrification 

Act. As frequently happens in the development or revamping 

of programs, some areas need to be reevaluated after the law 

has an opportunity to be tested. [!ublic Law 93-32 enacte~ in _>L­

May of 1973 is such a ca;!J<tl' 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. The 

~ill I have signed today will save the U.S. Treasury $42 mi~lion 
~&4t 

in unnecessary interest subsidies in the~five yea~fi&Qal 

1977 1981 per1od by changing the criteria'\~es~blishing he~l ~~ 

--­eligibility for 2 percent electric and telephone loans. ~ 

~also transfers _some $456 million of unobligated funds from 
\ 

the 1973 appropria~n into the Rural 

Telephone Revolving Fund where it can 

Electrification and 

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. 

' 

' 



1'\.\ .. .d 1UJ.-.. M.t;MUl<.ANDUM WASUINOTON LOG NO.: 

Date: October 13 Time: 
830pm 

FOR ACTION: Paul Leach ce (for information): Jack Marsh 
Max Friedersdorf 
Bill Seidman 

FROM THE STAFF SECRETARY 

DUE: Date: October 15 

SUBJECT: 

Time: 

Ed Schmults 
Steve McConahey 

SOOpm 

B.R. 12207-Rural Electrification Act Amendments 

ACTION REQUESTED: 

-For Necessary Action _For Your Recommendations 

- Prepare Agenda and Brief -Draft Reply 

__xFor Your Comments -Draft Remarks 

REMARKS: 

please return to judy johnston,ground floor west wing 

PLEASE ATTACH THIS COPY TO MATERIAL SUBMITTED. 

1£ you have any questions or if you anticipate a. 
delay in submitting the required material, please 
telephone the Staff Secretary immediately. 

' 



l'\v11VL'I .M.r..MUKAN!JUM WASIIINOTON LOG NO.: 

October 13 

FOR ACTION: Paul Leach 
Max Friedersdorf 
Bill Seidman 

FROM THE STAFF SECRETARY 

DUE: Date: October 15 

SUBJECT: 

Time: 
830pm 

cc (for information): Jack Marsh 

Time: 

Ed Schmults 
Steve McCo~ahey 

500pm 

H.R. 12207-Rural Electrification Act Amendments 

ACTION REQUESTED: 

--For Necessary Action --For Your Recommendations 

-- Prepare Agenda and Brief _Draft Reply 

--XForYour 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 James •• CwmoD 
telephone the Stnff Secretnry immedintely. L· fer Ua• Pr .. 14:n\ 

' 



............ ",., , WASIIUIOTON LOG NO.: 

Date: 
October 13 

Time: 
830pm 

. 
FOR ACTION: Paul Leach cc (for information): Jack Marsh 

Max Friedersdorf · 
Bill Seidman 

FROM THE STAFF SECRETARY 

DUE: Date: October 15 

SUBJECT: 

Time: 

Ed Schmults 
Steve McConahey 

SOOpm 

B.R. 12207-Rural Electrification Act Amendments 

ACTION REQUESTED: 

--For Necessary Action --For Your Recommendations 

--Prepare Agenda and Brie£ · -Draft Reply 

---XFor 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 questiona or if you anticipate a 
delay in submitting the required material, please .James 11. · Ce.DDOG 

telephone the Staff Secretary immediately. l rer Ua~ Prtal4:' 

' 



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

Sincerely, 

};J_ Yh . ;Jx., /L . 
Governor ~ 



THE GENERAL COUNSEL OF THE TREASURY 

WASHINGTON, D.C. 20220 

Director, utfice of hanagement and budget 
Executive Office ot the President 
wasnington, u. C. 205u3 

OCT 5 1976 

Attention: Assistant Director for Legislative 
h.eference 

Sir: 

lhis report responds to your request tor the views of this Department 
on the enrolled enactment of h.R. 12207, "'io amend the Rural Electrifi­
cation Act of 1~36, as amended, to correct unintended inequities in the 
interest rate criteria for borrowers from the Kural Electrification 
Administration, and to make other technical amendments." 

bection ~ ot the enrollea enactment would transfer the $456 million 
unobligated balance of the Kural ~lectritication Administration appropria­
tion for fiscal year 1973 to the .ttural Electrification and 'lelephone ke­
volving Fund. Section j would amend the elig1bility requirements for :.: 
percent loans under section JOJ ot the Rural ~lectrification Act of 1936, 
as amendea. we have no objection to section 3. 

'lhe Department's report to your office dated September lJ, 1~75 on a 
similar Agriculture draft bill noted that the purpose of the transter of 
the unobligated balance of tne MA appropriation to tne fund was to 
exclude the $45o million from the budget and permit kEA to avoid restrictions 
on budget outlays which would result in theu relying on other funds on 
whicn they would have to pay interest. The 1Jepartment is not aware of 
any justification for providing ~A interest-free capital. 

lhe legislative history ot rl.R. 12207 reflects that Agriculture 
supported its enactment. In the circumstances, the Department has no 
recommenaation to make concerning the enrolled enactment. 

Sincerely yours, , 
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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 

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 helping .to electrify rural America since 1935, REA has 

made and guaranteed $18 billion in loans. And significantly, 

during this current fiscal year REA expec~s 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. 

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. 

• 

' 



.. -

. - -

J()/19'/76 .. 41G~ 'fl-.,_, 

STATEMENT BY THE PRESIDENT UPON SIGNING 
H.R. 12207 INTO LAW 

The Rural Electrification Administration ( "REA11
) 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 helping to electrify rural America since 1935, REA has 

made and guaranteed $18 billion in loans. 

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. 

~~ 19; .,.., ~REA revolving .fund and guaranteed loan program .J 
~ t<ii~ . 

~ established t¥-n-t.WJ:a:~ aer:w 93 il The guarantso pili'Ogram 
~ 1\ ~ . 

isjf>eing used 'tJj'' 'e effectively to-1aileviate 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 Electrification 

Act Amendments. This Act corrects some inequities that crept 

into the comprehen$ive 1973 changes in the Rural Electrification 

Act. 1ji trequen tl:y hap:tJeRs iR tbe denelgpJQQRe er re,.ennping 

of programs"' s.ome areas .ne.filG -tG-~ o~:.e&v.aluat.ed-· after· U1e- law 

has an opport.uni~ to b.e test-ed... Pub-lic Law 93-J,2.. &aa'C!ted, in 

t1,ay of 1973 is such a c~ The combined efforts of my 

Administration, the national associations of electric and 

telephone borrowers arid the Congress in developing badly 

needed corrective legislation is a demonstration of the kind 

of · cooperation and leade~ship that can make a program . 

resP?n.:s.ive to the needs of our people and the Nation~ 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~ercent electric and telephone loans. The 

Act also transfers some $456 million of unobligated funds from 

the 1973 appropriaton into the Rural Electrification and 

Telephone Revolving Fund where it can be used for insured loan~ 

subject to limitations established by the Congress. 

These amendments to the REA legislation will help make a good 

program even more effective. 

, 



STAUHBNT BY 'l'HB PRBSIDBN't 

~ Rural Bleotritioation ~n1atration (•RBA•) waa 

eat:abliahed f~ yean qo. At ~t ti- ODly 10 

percent of the far. bad elecUicit.y. How 19 peroeo~ of 

~riaa'• fan. erajoy the ooa~eoae ADd uae of MDY 

eleotxoic labo¥-eari.~ de'ri.oea 1A tbe pJ:Oduod.oa of food 

and fiber for all our o.lt1aua. P~ucUYit.y lnc:reaaea 

1a ~iaaza ~iotaltun and the nwnal of the rural to 

QZ'bu lligratdOD are tudwnay tto the beneficial ob8ft9'8 

tbat J:Ual ~rioa baa experleaoed- wbi'ab Ul a lu9t 

exteDt ia att.ribuUble to the iapzo'ftMJ availability of 

elaatrici~. 

In hel.plog to eleoui.fy rural ~rica aiDoe ltJS, RBA 

baa IIA4e azul 9\IU'Ut:Md $11 billioa in loau. SJ.pifioaatly, 

~ tbla ournnt fiaoal year RBA ~· t:o lUke .3.5 

billion in eleatrio loan puuteea. 'lhe faot t=luat oaly 

$44,000 baa beeD with~\ off o,.r t.beae four &tcadea ia 

iD41oatJ.ve of t:be oouoiut.ioua effort aot. only to adad.Diat.er 

the p~aa 80\U\4l.J but. to aa•ur• that the taxpayer•• .oney 

1a aecnare. 

Tbe REA n901Yinv fund aa4 gurant.eed loan pxocp:D, 

utabliabe4 in lt7 3, ia &lao beinv ued effect! wly to be'lp 

alleviate the' energy abol:'tage _..J:b\agh i:be pUtioipad.oa of 

RBA borJ:OW!en aloQ9 with tbe inveator-owa.ed utilltiea 1D 

tba ooaa~on of new eleotrio 98MHUoa plana. 

S'o4ay, I am algal~ B.a. 12207, tbe' llval Blecuifiaatioo 

~ '-ndment.a. 'lhla Act: oorreau ao• iAequitiea that onpt. 

illt:o tbe ~iva 1173 obaD.pa ia the Rural Blect..rifica• 

d.oD Act. .,.. COIIb1D84 •fforta of w:t A4wdo1auat.10D, the 

D&tioaal aaaooiad.Ofta of electric ancl ulepboM borrower• 
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94TH CoNGRESS} HOUSE OF REPRESENTATIVES { REPORT 
2d Session No. 94-1025 

RURAL ELECTRIFICATION ADMINISTRATION TECHNI­
CAL AMENDENTS ACT OF 1976. 

APRIL 9, 1976.-Committed to the Committee of the Whole House on the State of 
the Union and ordered to be printed 

Mr. FoLEY, 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 
t(jchnical 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: 
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 Techni­
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 fynds made available for loans under the 
item 'Rural Electrification Administration• in the Department of Agriculture alid 
Agriculture-Environmental and Consumer Protection Appropriations Act;". 

·SEc. 3. Section 305(b) of the Rural Electrification Act of 1936, as amended, is 
amended-

(!) 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 lieu thereof the 
follow ling : 

57-006 

"(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:plantrevenue ratio of over 9.0, such 
ratio being a simple average of the r!l:tios obtained by dividing the 
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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 399 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 loan" in the proviso to paragraph (2) 
thereof. 

PURPOSE AND NEED 

H.R. 12207, as reported by the Committee, makes two tec~nic~l 
changes in the Rural Electrification Act of 1936, as amended. First, It 
<'liminates the revenue per mile criteria and substitutes revised criteria 
to be used as a basis for ma)i:ing 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 in. 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) I£ 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 1973 amendment, under the den,sity 
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 23.4 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 FY 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
jng the national average revenue per mile while a greater number of 
systems have operated with significantly smaller increases i:ri 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 telephon,e borrowers. 

.. 
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Many borrowers which were above the natim~al average ii~ 1~74 
fell below that average in subsequent yea~s despite ~ substantial Ill­

crease in their gross revenues. Some electr~c c<?operatlve~ have .had to 
double electric rates because of substantial mcreases m 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 whol~sale power cos~s 
have suddenly become eligible for 2 percent financmg b~cause ~heir 
<rross revenue per mile is so much lower than the escalatmg natiOnal 
~verage 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 .wol!-ld be avai~able <?nly to th~e sy~tems 
most critically in need of tlus kmd of special ~ssistance. It IS beheved 
that in the case of electric borrowers the ratiO between revenue and 
investment is a more equitable type of criteria tha?- the low revenue 
criteria. Under the Committee amendment, the ratiO would be estab­
]ished by adding investment in. distrib.ution facilit~es and the i~vest­
ment in general plant to determme the mvest~ent side of the ratl.o and 
:;nbtracting the cost of power from the operatn~g revenue to o~t11:m t~e 
revenue side of the ratio. An electric cooperative would be ehg1ble :f 
the ratio resultedin a figure higher than 9. ~t ~s believed that apprmn­
mately 196 electric borrmwrs 'vould be eligible for the speCial rate 
under the revised formula. This number is very near the 19.5 percent 
of borro';•;ers eliaible for the special rate at the time of enactment of 
the 1973 amend~ents and represents a decrease of 104 from the 300 
currently eligible. This figure should not change mu.ch from year to 
vear in view of the fact that both plant revenue ratio and consumer 
clensity are relatively stable. . . . 

In adopting the plant to revenue ratiO test, the Committe~ provides 
for use of a simple aYe rage o.f the .rat~os for the three p:r;ecedmg years. 
Data supplied to the Committee mdiCates that the ratio may change 
sig-nificantly from year to year for ~any borrowers and that the use 
of a three-year averaae would provide a more stable test and reduce 
the effects of delaying ~warranted rate increases. 

In the telephone program, a similar si~uation exists. Ma~y syste~s 
have become eligible for 2 percent financmg because of an !ncrease :n 
the national average gross reveneu per mile due t~ an mcrease m 
the revenues of a small number of systems in very rapid .growth are~s. 
By raising the density crite~ia ~o three o:r: fewer subscnbers per mile 
and deleting the revenue cnterm, approximat~ly 177 of present bor­
rowers would be eligible for 2 percent financmg-a dec:r;e~se of 173 
from 350 currently eligible. The r;umber that would be ehgib!e _under 
the revised test would be approximately the same number ehg1ble at 
the time of enactment of the 1973 amendments. 

To provide adequate time for the rec~ipt of ll;CCU~ate reports ~nd 
at the same time avoid delays in processmg apphcahons m the pipe­
line, a uniform date at least six montJ::s !lfter ~h~ ~l?se of the ca~endar 
year has been established for determmmg ehgibihty of electric and 
telephone borrowers based on new data. . . 

Finally, the Act transfers to the Rur~l Electnficatwn 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 1H74, 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 f2. 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 r·eported 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 felephone borrmver would qual­
ify for 2 percent financing if it had an average subscriber density of 
thr~e or fewer p~r mile at the end of the most recent calendar year 
endmg at least SIX months before approval of the loan. An electric 
borrower would qualify for such financing if it had, at the end of thr 
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 bv 
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 
y~r& , 

CmnnTTEE CoNSIDEILo\ TION 

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 
Depa~·tn_1ent of A9ri?ulture, the National Rural ~le?tric CooperatiYe 
Assocuttwn, ··the N atwnal REA Telephone Associatwn, and the N a­
tional Telephone Cooperative Association. The witnesses unanimous1v 
supported the legislation as providing a means of allocatino- total 
resources more equitably. among eligible borrowers. Thev reco"'<Ynized 
the need to change the criteria for 2 percent financin()' in view~£ the 
sh!lrP. increase in the t~ligible borrowers under the r~venue per mile 
cntena as the result of events that transpired after enactment of the 

.. 
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1fl73 amendments not anticipated at the time the criteria w~re provided 
in the Act. They also supported the trans~er to t~1e R~volvmg Fund of 
unobli<Yated balances of funds made available for du·ect loans under 
the USDA Appropriation Act for FY 1H73. . . 

The Subcommittee then proceeded to consider the hill for markup. 
Two amendments were adopted upon motion of a member of t~1e Com­
mittee to incude su<YO'estions made by the Department of Agriculture. 
One provides for tl~e use of a rolling 3-year .average fo.r the plant 
revenue test in connection with loans to electnc cooperatives. It was 
believed by the Subcommitte that this should provide a mor~ stable 
tPst than the use of data for a single year. The second prov1des 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 1~ order to 
provide time for receipt of accurate reports needed for makmg d~ter­
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 bv the full Committee on Apnl1, 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 quorum. 

AmurXISTRATION PosiTION 

Set forth below is a letter received from the Department of Agri­
culture recommendin" enactment of H.R. 12207, and a supplement to 
the letter making adj~stments in the projection of savings that would 
rrsult from enactment of the proposed legislation. The Committee 
adopted two of the recommendat!ons conta~ned i~ the D~partment~s 
letter as discussed in the Comnnttee ConsideratiOn portwn of th1s 
report. 

Hon. TnoMAS S. Fou:Y, 

DEPARTMENT OF AGRICULTURE, 
OFFICE OF THE SECRETARY, 

Washington, D.O., March 17,1976. 

Ohairm,a;n, Committee on Agriculture, 
I1 o·use of Representatives 

DEAR MR. CnAIRMAX : This is in reply to your request for a report 
on H.R. 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. 

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

All three bills provide 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 ad­
nmces instead of making snch loans and advanees 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 vear. 

All three bills also eliminate the revenue per mile criteria for deter­
!nining eligibility for 2 percent financing. These criteria were largely 
mstrumental 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 300, or 32.3 percent in fiscal year 1976; and the number of tele­
I?hone borrowers so eligible :from 191, or 23.4 percent of the total in 
fiscal year 1973, to 350, or 41.2 percent in fiscal year 1976. In addition, 
H.R. 12206 and H.R 12207 propose other ehanges in the criteria :for 2 
percent loans not considered in the Administration bill. 

Under these bills, telephone borrowers with three or :fev\·er 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 
b~r~owe~s eligible for su~h financing. a decrease of 14 from the n~m:ber 
ehg1ble 111 fi?cal year 1913 and of 173 from the 350 currently ehg1ble. 

For electric borrowers, 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 e]io-ible :for the 
special rate if the ratio of this plant to revenue was great~r than nine. 
Under either the density test~ which remains at two or :fewer, or the 
plant to revenue test, 196 electric borrowers would be eli!rlble for 2 
percent loans. This number of borrowers is very near the 1'9.5 percent 
of all borrow~rs e)igible f<?r the special 1:ate nt the time Congress 
passed the legislation creatmg the Revolvmg l<"und. It represents a 
decrease of 104 from the 300 currently eligible. 

I.f the plant to revenue tes~. is enacted, we strongly recommend using 
a ~Impl_e !'':e!age ~:£ the. ratio for tJ1e three preceding years to deter­
mme ehg~bi11ty. "\l e beheve that th1s would provide a more stable test 
by redueing the effects of del a yin te increases. 

1:Ve also belie.ve it \YO~Ild.be e?irabl~ to clarify the phrase "for 
'~·Inch all S';lch mformat10n IS available.·' To provide adequate time 
*or the rec,e1pt of accurat? reports and at the same time avoid delays 
m coml?letmg the processmg of applications on hand, a uniform date 
about SIX months after the close of the calendar vear 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 fiye fiscal years is a projection of savings resu1t­
mg from enactment of the proposed legislation, in millions o£ dollars: 

1977 1978 1979 1980 1981 Total 

Electric .• ____________ . _______ •••••• 1.5 4. 7 9. 5 14.3 !9, 0 49.0 Telephone •. ___ --·- __________ •••• ___ 1.2 3.6 6. 6 9.6 10. 5 31.5 

TotaL .. ____ ..••• __ ••• ____ •• _ 16, 1 23.9 29.5 80.5 

The Office of Management and Budget advises that there is no ob­
jection to the presentation of this report from the standpoint of the 
Administration's program. 

Sincerely, 

Atta.chm~nt. 

.JOHN A. KNEBEL, 

Acting Sem·etary. 

• 

f 

7 

u.s. DEPARTMENT OF AGRICULTURE, 
RuRAL ELECTRIFICATION AnMINISTRATrox, 

W aBhington, D.O., April8, 1976. 
Hon. Tno:MAS S. FoLEY, 
Chairman, Oornmittee on Agr'iaultu.re, 
II ou.se of Repre8entative8. . 

DEAR MR. CnAIR~IAN : In our Mat~h 17 letter from Actmg S0.cre­
tary John A. Knebel \Ye estimated savmgs duet? ~he proposed Ic;,glsla­
tion discussed in that letter totaling $80.5 ~1ll10n C!ver the n-year 
period required. Due to an error in our calculatmg, whiCh caused some 
duplication in the estimate, the amounts shown 111 that letter should 
he changed as follows: 

1977 1978 1979 1980 1981 Total 

Electric program •. ----·------·----.- $1.2 $3.5 $7.1 $10.6 $14.2 $36,5 

Telephone program __________________ .5 1. 5 3. 0 4.5 6.0 15.5 

TotaL •• --------·--.-·------. 1.7 5.0 10.1 15.1 20.2 52.0 

We deeply regret this mis~alculation and feel that you need the 
correct figures for your analysis. 

Sincerely, DAviD H. AsKEGAARD. 
Acting Administrator. 

CcRRENT AND FrvE ScBSEQUENT FisC"\L YEAR CosT EsTIMATE 

Pursuant to clause 7 of Rule XIII of the Rules of the House of 
Representatives, the Committee estimates that H.R. ~2207 should re­
duce costs incurred by the Federal Government on ms~red l.oans to 
electric and telev.hone borrowers under the Rural Electr1ficat10n Act 
by shifting eligibility of certain of the borrowers from loans at the 
special rate of 2 percent to the ~tandard rate of 5 p~rcent. _The Con-

. onal Bud!ret Office has estimated that the savmgs w1ll be ut a 
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 t~e 
Budo-et Act Compliance portion of this report). The USDA has esh­
mat:'d even higher savings, i.e., at a level of $1.7 million _in. F~ 1977 
increasing to $20.2 million ~1 1981 for a saving of $52 mil~1~n m ~he 
five-year period (USDA estimate appears under the Admm~strahon 
Position portion of this report). The Committee is of the v1ew that 
the saving would not exceed the amount estim~ted by USDA and 
most probably would be closer to the figures estimated by the Con­
gressional Budget Office. 

INFLATIONARY IMPACT STATEMENT 

Pursuant toclause 2(1) (4) of Rule XI of the Rules of the House of 
Representatives, the Committee estimates that enactment of H.R. 
12207 will have no infla,tionary impact on the economy. To t~e cC!n­
trary, it should have a salutary effect on the economy by reducmg m­
terest costs to the Government in connection with financing of insured 
loans under the Rural Electrification Act . 
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BuooET AcT CoMPLIANCE (SECTION 308 AND SEcTioN 403) 

The provisions of clause 2(1) (3) (B) of Rule XI of the Rules of the 
House of Representatives and section BOS(a) of the Congressional 
Budget Act of 197 4 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 XI of the 
Rules of the House of Representa.tives and section 403 of the Con­
gressional Budget Ad of 1974 submitted to the Committee prior ·to 
the filing of this report are as follows : 

CONGRESSIONAL BUDGET OFFICE COST ESTIMATE 

APRIL 8, 1976. 
1. Bill Number: H.R. 12207. 
2. Bill Title: Rural Electrification Administration Techni­

cal Amendments Aot of 1976. 
3. Purpose of Bill: H.R. 12207 would transfer the unobli­

gated balance of the Rural Elootrifica;tion Administration 
appropriation for ·FY 1973 to the Rural Electrification and 
Telephone Revolving ·Fund, an off-budget account. In addi­
tion, the hill 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 t<> population density or the ratio of plant in­
vestment to revenue. As a result, the proportion of REA elec­
tric and telephone loans made at 2 percent would decrease and 
the share carrying 5 percent interest. would ~ncrease. 

4. Cost Es6mates: Outlays associated w1th the REA Joan 
program are the difference between the cost of federal bor­
rowing and the interest paid by the utilities ~iving the 
loans. Because enactment of H.R. 12207 would mcrease the 
proportion of 5 percent loans relative to 2 percent loans, the 
level of interest repayments would rise and net ou~lays wo!lld 
decrease. The magnitude of these outlay reductiOns durmg 
the next five years is shown in the table below. 

Electric. ____ .. __ .. ____ .----------
Telephone •••.... _ .. ___ .-----. ___ • 

TotaL.----- .••••••... -----

COST SAVINGS 

(Billions of dollars] 

fiscal year-

1977 1978 1979 

1.2 3.0 5.5 
.4 1.6 3.0 

1.6 4.6 8.5 

1980 1981 Total 

7.2 9.1 26.0 
5.0 6.0 16.0 

12.2 15.1 42.0 

:). 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 
Treasur~· (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 apprQvals are maintained between FY 
1977 and FY 1981. The levels used for the existing system are 
based on the figure a!'lsumed for FY 1977 in the President's 
most recent budget. The loan levels for the proposed program 
are based on USDA estimates.1 These estimates are presented 
below. 

Electric.-------- .. ___ •• 
Telephone ............. . 

225 
130 

Existing program Propesed pros:ram 

525 
120 

750 
250 

percent 5 percent 

130 
80 

600 
170 

1 The $20,000,000 decrease reflects an increase in concurrent financine from non federal 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 loans 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 2 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 calculatinoo 
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 given 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 H.R. 12207. 

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

!Millions of dollars) 

1980 1981 

Electric ..... _.---- .... . 1.2 3. 5 7.1 10.6 14.2 
RuraL.: .............. . .5 1.5 3. 0 4.5 6.0 

Total 

1730 
250 

Total 

36.5 
15.5 

TotaL. ........ .. 1. 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. 
• One-third of $22o 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 a~d recommendations made by 
the Committee on Government OperatiOns under ?lanse 2(h) (~) of 
Rule X of the Rules of the House of Rep.resentatives wa~ available 
to the Committee with reference to the subJect matter specifically ad-
dressed byH.R.1220'7, as amended. . 

No specific oversight activities, other than the hearmgs accompany­
ing the Committee's consideration of !J.R. 1~2oy, as amend~~' and 
related bills were made by the Committee, w1thm the defimt10n of 
clause 2 (b) ( 1} of Rule X of the House. 

CHANGES IN ExiSTING LAw 

In complian~e with clause.3 of ,R~le XIII of the Rules ~.rf the Hou~e 
of Representatives, changes m ex1stmg law n:ade ~y the bill a~e shown 
as follows (existing law proposed to be om1tted IS enclosed m .black 
brackets new matter is printed in italic, and existing law in which no 
change i~ proposed is shown in roman} : 

RURAL ELECTRIFICATION ACT OF 1936 

* * * * • * • 
SEc. 301. . RuRAL ELECTRIFICATION AND TELEPHONE REvo.;;v.ING 

Fuxo.-(a) There is hereby established i1,1 the !'rea~ury of the Umted 
States a fund to be knmvn as the Rural Electnficat.IOn and Telephone 
Revolving F~nd (hereinafter referred to as the "fund"), consisting 
of: 

(1) aU notes, bonds, obligations, li.e~s, mortgages, and property 
delivered or assigned to the Admnustrator 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 an proceeds from the sales hereunder of such 
notes bonds ~bliuations, liens, mortgages, and property, which 
shall 'be tran'sferr~d to and be assets of the fund; 

(2) undisbursed balances of ~lectric and teleplu;me loans mac~e 
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; . . . · f 

( 3) not withstandmg section 3 (a) of t1tle I, all eollectwns o 
principal and interest received. on !_ll1d after July 1, 1972, on ~wtes, 
bonds, judgments, or other obhgaTlOI_lS made or held under t1tl~s I 
and II of this Act and under th1s title, except for net collection 
proceeds previously appropriated for th~ purchase of ~las~ A 
stock in the Rural Telephone Bank, which shall be paid mto 
and be assets of the fund; . 

( 4) aU appropriations for interest subsidies and losses reqmred 
under this title \Yhieh mav herf'after he made by the Con,gress[ :] 
and tl1e unobligated bal/inr:e8 of any funds made a'ua.ilable for 

.. 
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loans undm· the item "Rural EleetTitication Administration" in the 
Department of Agricultwre and A"gricultw·e-Envi1·onmental and 
Consumer Protection Appropriations Aet8,' 

( 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 stodr in accordance with the provisions of title IV of this 
Act, which said shares and moneys shall be assets of the fund. 

SEc. 302. LumLTTI1"R AXD FsEs OF FL"ND.-( 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 

· st the appropriations or assets in the fund in connection with 
e trfication and tele)?hone 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 im;med undc-r 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 \Yhen (lne (without interest) on 
outstanding loans to the Administrator :from the Secretary of the 
Treasury for Plectrification and telephone purposes pursuant to 
section 3(a) of this Act ·and payment of principal and interest 
when dne on loans to the Administrator fmm the Secretary of 
the Treasury pursuant to section 304 (a) of this title; 

(3) payn1ent of amounts to whicl/the holder of notes is en­
titlt>d on insured loans: PM1.•ided. That payments other than 
final payments need not be remitted to the holder until due or 
until the next agreed annual, semiannual, or quarterly remittance 
date; 
. ( 4) payment to the l;older of insured notes of any ?e/aulted 
mstallment or. upon assignment of the note to the Admm1strator 
at his request, the entire balance due on the note; 

( 5) purchase of notC'.s in accordance with contracts of insur­
ance not entered into by the Administrator; 

( ()) pavment in compliance with contracts of guarantee; 
(7) p:i'vment of taxC's, insurance. prior liens, expenses neces­

sarv to make fiseaJ adjustments in connection l"v-ith the application, 
and. trnnsmittal of eolJections or necessary to obtain credit reports 
on applicrtnts or borrowers, expenses for necessary services, 
including construction inspections. comnwrcial appraisals, loan 
servicinp.-. consulting business advisory or other commercial and 
technical sen'ices. and other pro,gram services, and other expenses 
and adYancPs :mthorized in section 7 of this Act in connection with 
insmwl loans. Snch items may be paid in connection with guaran­

construction inspections. commercial appraisals. ]mm 
thereof after ddault, to the extent determined to b3 
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necessary to protect the interest of the Government, or in connec­
tion with any other acti,,ity authorized in this Act;. 

(8) pavment of the purchase price and any costs and expenses 
incurred 1n connection with the purchase, acquisition, or operation 
of property pursuant to section 7 of this Act. 

SEc. 303. DEPOSIT oF Fmm MoNEYs.-Moneys in the fund shall 
remain on deposit in the Treasury of the United States until disbursed. 

.s~c. 304. YINANCIA~ TRANSAcTioNs oF .THE FuNn.-(a) The Ad­
unmstrator Is authorized to make and Issue interim notes to the 
Secretary o:f the Treasury for the purpose of obtainin<Y :funds neces­
sal'y for discharging oblig·ations of the fund and for ~akin•r loans, 
advances and authorized expenditures out of the fund. Sucili notes 
shall be in such form and denominations and have such maturities and 
be su?j~ct to such terms and conditions as may be agreed upon by the 
Adm~mstrator and the Secretary of the Treasury. Such notes shall 
~ear mte1:est at. a rate fixed by the Secretary of the Treasury, taking 
mto conSideratiOn the current averaae market yield of outstandin(Y 
marketable obligations of the United States havin<Y maturities com~ 
parable to the notes issued by the .Administrator ;nder 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 Sec~etary of the Treasury is authorized to use as a :public 
debt transactiOn the proceeds from the sale of any securities Issued 
un~er the Second.~iberty Bon~ Act, as amended, and the purposes for 
'vlnch such ~ecur1ties may be Issued under such Act, as amended, are 
extended to ~nclude the purchase of notes issued by the Administrator. 
A!l redemptions, purchases, and sales. by the Secretary of the Treasury 
of such notes shall be treated as pubhc debt transactions of the United 
States: Pr.(fvided, however, That such interim notes to the Secretarv 
of the Treasury shall not be included in the totals of the budget of the 
l}n~ted. St~tes Government and shall be exempt from any general 
limitation Hnposed 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 fo:r: r!lsale obligations insured through the fund when offered 
by .the Admm1strator. Such resales shall be upon such terms and con­
d1t1ons as the Secretary of the Treasury shall determine. Purchases 
~nd resal~s by the Secretary of the Treasury hereunder shall not be 
mcluded m the totals of the budget of the United States Government 
and shall ~ exempt from any ~enerallimitation imposed by statutee 
o,n expenditures and net lendmg (budget outlays) of the United 
States. 

(c) 1:'he Adminish;ator may, on an insured basis or otherwise, sell 
an~ asslg~ any notes lll the fund or sell certificates of beneficial owner­
ship therem to the Se~r~tary of the Treil;Su:ry ?r in the private market. 
Any sale by the Admm1strator of notes md1V1dually or in blocks shall 
be trcat~d as a sale of ass~ts for ~he purposes of the Budget and 
Accountmg Act, 1921, notw1thstandmg the fact that the Administra­
tor, ~nder an agree~ent.with the purchaser or purchasers, holds the 
debt mstruments ev1dencmg the loans and holds or reinvests pavments 
thereon as trustee and custodian for the purchaser or purchaser~ of the 
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individual note or of th.e c~rtificate of beneficial ownership in a num­
ber of s:uch notes. Security mstruments taken by the Administrator in 
connectiOn with any notes in the fund may constitute liens runnin<Y 
to the linited States notwithstanding the fact that such notes may b~ 
thereafter held by purchasers thereof. 

SEc. 305. INSURED LoANS; INTEREST RAn"s AND LENDING LE~'ELs.­
( 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 :fur loans to be 
made in any one year, which amounts shall remain available until 
expended: P1'o,vided, 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: Arul provided 
furtMl', 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 (h~reinafter called the "special rate"), or 5 
per ~entum per a_nnum (heremafter <:all!.'d the "standard rate"). Loans 
bearmg the specml rate shall be available only for an electric or tele­
phone borrower which [meets either o:f the following conditions]: 

[ ( 1) has an a vi.' rage consumer or subscriber density of two or 
fewer per mile. or] 

(1) in the cruse of a telephone borrower, lwd at the end of tlw 
m,ost -recent calendar year muling at least 8tm months before 
appro~-·al of .the loan, an average subscriber density of three or 
fewer per mtle; or 

[(2) has an average gross revenue per mile which is at least 
$450 ~elow the av_erage gross revenue per mile of REA-financed 
electric systems, m 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 Mse of an electl'ic bm'"l'ower, had at tl~e end of the most 
recent calendar ?JPar ending at least. sim months be.fo're approval of 
the loan~ an a~erage conRume1' den.ntJ( of t1co or fewer pel' mile or 
an Cfverage adJusted plant revenue mtw of over 9.0, such ratio being 
a. szrn_ple. a-verage of the ratios obtained by dh:iding th.e sum of its 
d1stnbutwn plant and ,qe-neral plant by its annual gross revenue less 
cost of power for that calendar y~ar and the two immediately preceding 
Mlenrlru· 1fea.rs ... lis used in tln~ subsection thP sum of distribution 
pla-nt mul general plant 8hall be the total of the mnounts shown in 
accou.'f!'tB nwnbm'ed /J60 through and induding 399 of the uniform 8YB­
tem of an·ounf8 appr•oz;erl, ms of the effediN>. date of th:i8 amendment, 
b,y the Ad·mini.strator, for use by Rural Electrification Administra­
fton borrowen: g1'088 revm~ue shall be the ammtnt shown in account 
nwm.bered 400 of said system of acr:ounts: and the cost of power slwll 
~e the .tota;:;t amou;nts8hown in accounts numbered /SO~ throuqh and 
uwbuJmg o t/3 of 8aul 8iJstem, of accowds as tlu> .'?ame ~B nonstthtted: 
Provided, however, That the Administrator may, in his sole discre-
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tion, make a loan to a teleplwne 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 mana~e­
ment and accounting principles, produce net income or margms 
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 

(0) cannot, in accordance with generally accepted manage­
ment and accounting principles and without an excessive m­
crease in the rates charged by such borrowers to their consumers 
or subscribers, provide service consistent with the objectives of 
the Act. · 

(c) Loans made under this section shall be insured 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. 

* * * * * * * 
0 



H. R. 12207 

JlintQtfourth Q:ongr£Bs of tht tlnittd ~tatts of 2lmnica 
AT THE SECOND SESSION 

Begun and held at the City of Washington on Monday, the nineteenth day of ]tml.I.(U'J', 
one thousand nine hundred and seventy-six 

gn 2lct 
To amend the Rural Electrification Act of 1936, as amended, to correct unin­

tended inequities 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 lloWJe of Representatives of the 
United States of America in Congress assetnbled, That this Act ma;y 
be cited as the "Rural Electrification Administration Technical 
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 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 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 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 lieu 
thl' reo:f the following : 

"(2) in the case of an electric brorower, had at the end of the 
most recent ca.lendar 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 
through 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 sliown in accounts numbered 500 
through and including 5'73 of said system of accounts as the same 
is constituted"; 
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( 4) 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 applica.tions for such loans which would other­
wise lose eligibility for special rate financing upon such enactment, 
received by the Rura.l Electrification Administration and still pending 
on the date of enactment of this Act, shall bear interest as determined 
under section 305(b) of the Rural Electrification Act of 1936 before 
its amendment by this Act. 

Speaker of the HOWJe of Representati1Jes. 

Vice Pre.Yident of the United State.Y and 
President of the Senate. 

' 
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THE WHITE HOUSE 

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 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 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 • 

. I ht1.VI3 f'.j.gn-?''"' 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. 

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 
$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 limitations established by the Congress. 

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

# # # 

' 




