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with the guaranteed loans, to a trustee as security for
their bonds, or (2) these guarantees to holders of securi-
ties representing beneficial ownership in the guaranteed
loans. Moreover, doubts have arisen concerning the incon-
testability of REA loan guarantees in cases where the holder
learns of fraud or misrepresentation after the holder has
obtained the guarantee in good faith. This situation
reportedly has made it difficult, if not impossible, for
certain lenders to borrow at favorable rates in the capital
market. To date, all loans guaranteed by REA have been made
by the Federal Financing Bank making them effectively "off-
budget" direct loans.

H.R. 4799 would amend the Rural Electrification Act of
1936 by:

First, expressly authorizing the assignment of REA-
guaranteed loans to the extent provided for in the
contract of guarantee executed by the REA
Administrator.

Second, clarifying that the holder is vulnerable

to loss of the loan guarantee only if he had actual
knowledge of fraud or misrepresentation at the time
he became a holder.

Third, requiring the Secretary of Agriculture, on or
before February 15 of each calendar year beginning
in 1976, or such other date as may be specified by
the appropriate committee, to testify before the
Congressional Agriculture Committees with respect

to the Administration's subsequent fiscal year
budget request.

In reporting to the Agriculture Committees on H.R. 4799
before the provision concerning the Secretary's REA budget
testimony was added, Agriculture supported the bill but
expressed opposition to any interpretation of the legisla-
tion under which certain loan transactions would be allowed
to provide unwarranted tax benefits to some holders of
assigned REA loan guarantees. In this regard, the reports
of both the House and Senate Committee on the bill state
that there is no intention to change REA's existing policy
against such transactions. Finally, we have no objection
to the requirement for the Secretary to testify on REA's



budget, as it is simply a reflection of the desire of the
two legislative committees for better oversight of REA.

Assistant Director Zor
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THE GENERAL COUNSEL OF THE TREASURY

WASHINGTON, D.C. 20220

0CT 2 41975

Director, Office of Management and Budget
Executlve Office of the President
Washington, D. C. 20503

Attention: Assistant Director for Legislative
Reference

Sir:

Reference is made to your request for the views of
this Department on the enrolled enactment of H.R. 4799,
"To amend sections 6, 306, and 308 of the Rural Electrlfication
Act of 1936, as amended.“

The enrolled bill, inter alia, would amend section 306 of
the Rural Electrification Act of 1936 to provide that a loan
. guaranteed by the Administrator under that section may be
assigned. It would amend section 308 of the Act with regard
to the assignability and uncontestability of the REA guarantees.

In a June 9, 1975 report to your office, the Department
opposed the clearance of a proposed Agriculture report
recommending enactment of H.R. 4799. The Department's report
stated that H.R. 4799 is intended to facilitate market
financing of the REA guarantee program, and that the amendments
were unnecessary and inappropriate because the program is
being financed through the Federal Financing Bank. However,
your office cleared an Agriculture report dated June 17, 1975
on H.R. 4799 substantially similar to the report opposed by
this Department.

In the circumstances, the Department has no recommendation
concerning the enrolled enactment.

Sincerely yours,

7=

General Counsel

Rickara R, Albrecht



DEPARTMENT OF AGRICULTURE
OFFICE OF THE SECRETARY

WASHINGTON, D. C. 20250

October 24, 1975

Honorable James T. Lynn

Director, Office of Management
and Budget

Washington, D. C. 20503

Dear Mr. Lynn:

In reply to the request from your office, the following report is
submitted on the enrolled enactment H.R. 4799, "To amend sections 6,
306 and 308 of the Rural Electrification Act of 1936, as amended."

This Department recommends that the President approve the bill.

The amendment to section 6 would require the Secretary of Agriculture
to testify before the Senate Committee on Agriculture and Forestry and
the House Committee on Agriculture and provide justification in detail
of the amount of money requested in the budget to be appropriated for
the next fiscal year. This is to be on or before February 15 of each
calendar year or such other date specified by the appropriate committee.

The amendments to section 306 provide that an REA loan guarantee may be
assigned by the lender to the extent provided in the contract of guarantee
executed by the Administrator of REA. The absence from Section 306 of

the Rural Electrification Act of express provision for pledging or assign-
ing guarantees had raised legal doubts in the financial community whether
either pledging or other assignment was authorized. These doubts arose
primarily from the definition of a guaranteed loan under Section 306 as
"one which is made, held, and serviced by a legally organized lending
agency and which is guaranteed by the Administrator hereunder." The
question was raised by some lawyers whether the requirement that a guar-
anteed loan be '"held" as well as "made" by the lender foreclosed anyone
other than the lender from "holding" a guaranteed loan. While not all
attorneys may agree with this restrictive interpretation, provision for
agreement concerning assignability of guarantees is clearly desirable if
the loan guarantee program is to operate effectively in the capital markets.
This specific provision gives REA better control over the assignability of
these guarantees.

The amendment to section 308, the incontestability provision, would merely
make clear that the fraud or misrepresentation which would bar a holder
from enforcing the guarantee must have been known to the holder at the
time he acquired the loan. It would do this by substituting for the words
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"of which the holder has actual knowledge,'" the words "of which the
holder had actual knowledge at the time it became a holder." The need for
clarifying Section 308 arises from the fact that attorneys for invest-
ment bankers and other organizations in the financial community, which
are expected to purchase securities issued by REA-guaranteed lenders in
reliance on the incontestability provision, have raised doubts concerning
the proper interpretation of Section 308. These doubts would be laid to
rest by the proposed change in the incontestability provision.

This Department does not believe that enactment of this enrolled bill
would have any measurable direct effect on the costs of carrying out the
provisions of the Rural Electrification Act of 1936, as amended.

Sinceyrely,

Richard L. Feltner
Assistant Secretary



ASSISTANT ATTORNEY GENERAL
LEGISLATIVE AFFAIRS

Bepartment of Justice
Washington, B.¢. 20530

October 30, 1975

Honorable James T. Lynn

Director, Office of Management
and Budget

Washington, D. C. 20503

Dear Mr. Lynan:

In compliance with your request, I have examined
a facsimile of the enrolled bill (H.R. 4799), "To amend
sections 6, 306, and 308 of the Rural Electrification
Act of 1936, as amended".

H.R. 4799 would expressly authorize assignments of
REA loan guarantees thus permitting such lenders to
utilize such guarantees to obtain for the rural systems
reasonable interest rates. In addition, the bill pro-
vides for incontestability of the Government guarantee
except for fraud or misrepresentation "of which the
holder had actual knowledge at the time it became a
holder". Furthermore, H.R. 4799 would require an annual
authorization from Congress for each fiscal year begin-
ning after September 30, 1976 of appropriations needed.
for administration of the Act. This annual authorization
would apply to administrative expenses and not to the
l1oan funds used in the operation of the program.

The Department of Justice defers to the Department
of Agriculture concerning whether this bill should re-
ceive Executive approval.

Sipgcerely,

Michael M. Uhlmann









































