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OVERSIGHT OF THE U.S. DEPARTMENT OF
AGRICULTURE DEBT COLLECTION

MONDAY, MARCH 30, 1998

HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON GOVERNMENT MANAGEMENT,
INFORMATION, AND TECHNOLOGY,
COMMITTEE ON GOVERNMENT REFORM AND OVERSIGHT,
Washington, DC.

The subcommittee met, pursuant to notice, at 10 a.m., in room
2247, Rayburn House Office Building, Hon. Stephen Horn (chair-
man of the subcommittee) presiding.

Present: Representative Horn.

Staff present: J. Russell George, staff director and chief counsel;
Mark Brasher, senior policy director; John Hynes, professional staff
member; Matthew Ebert, clerk; and Mark Stephenson, minority
professional staff member.

Mr. HORN. The hearing of the Subcommittee on Government
Management, Information, and Technology will come to order.

Today we will examine the implementation of a bipartisan law,
the Debt Collection Improvement Act of 1996. This law was a coop-
erative effort of Congress and the administration designed to im-
prove debt collection procedures and practices in the credit agen-
cies. We will examine the loan programs and debt collection efforts
at the Department of Agriculture.

The Department of Agriculture is a very important part of our
Federal Government, one of the oldest Cabinet departments. Its
loan programs provide many benefits in rural America. It has the
most varied programs and probably holds the most varied debts of
any Federal department. It holds 40 percent of the loans receivable
owed to the Federal Government, over $100 billion.

The Debt Collection Improvement Act has not met its promise,
as agencies have not implemented the law which Congress passed
in April 1996, almost 2 years ago. Still, the law will have a bene-
ficial effect once implemented. There are powerful tools included in
the act. They include: administrative offsets to intercept the pay-
ments owed to a delinquent debtor; the use of private collection
agencies to assist in the collection of delinquent debts; and wage
garnishment.

According to information provided by the Department of the
Treasury, the Department of Agriculture accounts for 20 percent of
the delinquent debts held by major credit agencies and almost 50
percent of the debts which have not yet been referred to the De-
partment of the Treasury for collection action. It has also lagged
in referring debts for administrative offsets.

(1)
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These statistics establish the Department of Agriculture as a lag-
gard, the laggard-in-chief, in fact, in the implementation of the
Debt Collection Improvement Act. Of course, there are others, but
we want to assure that each Federal agency takes advantage of the
available tools to collect the delinquent debts owed the taxpayer.

Additionally, there is a reporting failure in our debt indicators.
One bureau, the Rural Utility Service, lists only $50,000 in delin-
quent debts in a total portfolio of $35 billion or so. However, recent
GAO reports have pointed out that many borrowers in the Rural
Utility Service’s electricity programs are financially troubled. The
taxpayer is potentially at risk for $10 billion in losses to these trou-
bled lenders in a program that has lost $1.5 billion in fiscal year
1996 and the first half of fiscal year 1997 through write-offs. We
will examine this program. It was, unfortunately, below the radar
screen until the General Accounting Office did its fine work.

The General Accounting Office will be represented by Linda
Calbom. We appreciate her taking her time away from the audited
financial statements, which we will deal with on Wednesday. We
Xill 1be having four hearings on that very valuable project during

pril.

We also have officials from the Department of Agriculture, who
are attempting to rectify the deficiencies at the agency level, and
we will welcome each witness. .

Right now I will call forth panel one, which is the General Ac-
counting Office, Ms. Linda Calbom, Director, Civil Audits, accom-
panied by Mr. Arthur Brouk, Senior Accountant; and Mr. McCoy
Williams, Assistant Director, Accounting and Information Manage-
ment.

[Witnesses affirmed.]

Mr. HORN. The clerk will note all three witnesses have affirmed
the oath. Please proceed as you would like.

STATEMENT OF LINDA CALBOM, DIRECTOR, CIVIL AUDITS, AC-
COMPANIED BY ARTHUR BROUK, SENIOR ACCOUNTANT;
AND MCCOY WILLIAMS, ASSISTANT DIRECTOR, ACCOUNTING
AND INFORMATION MANAGEMENT

Ms. CALBOM. Thank you.

Mr. Chairman, I am happy to be here today to testify on our risk
assessment for the Rural Utility Service Electric Loan Portfolio. I
am accompanied by Mr. McCoy Williams, who is the Assistant Di-
rector who led this segment of our work; and Mr. Art Brouk from
our St. Louis office, who performed much of the analysis.

My testimony is based on a report we issued in September 1997,
entitled Federal Electricity Activities: The Federal Government’s
Net Cost and Potential For Future Losses. As part of this report,
we provided an assessment of the Federal Government’s risk of fu-
ture losses from the RUS electric portfolio, particularly given the
onset of competition in the electricity industry.

Our assessment was generally based on the condition of the loan
portfolio as of September 30, 1996. At that time, the electric port-
folio totaled over §32 billion, or 75 percent of RUS’s entire portfolio.
Based on our recent discussions with RUS staff, we understand
some changes have occurred since the date of our review. However,
we believe our analysis of the portfolio risks is still valid.
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My testimony today will focus on the findings from our Septem-
ber report concerning substantial write-offs of loans to rural elec-
tric cooperatives, likely additional losses from electricity loans that
are considered to be financially stressed, and the potential for
losses from loans that are currently considered viable that may be-
come stressed in the future due to high production costs and com-
petitive or regulatory pressures.

In the interest of time, I will only briefly summarize our findings
in each of these three areas but ask that my testimony be submit-
ted in its entirety for the record.

Mr. HorN. Without objection, your testimony and everybody’s,
once they are introduced, is automatically in the record.

Ms. CALBOM. Thank you.

During fiscal 1996 and through July 31, 1997, as you mentioned,
Mr. Chairman, RUS wrote off approximately $1.5 billion of loans
to rural electric cooperatives. The most significant loan write-offs
were related to two generation and transmission cooperative bor-
rowers, which I will refer to as G&Ts.

In fiscal year 1996, about $982 million of one G&T’s loans was
written off because the borrower was unable to sell its electricity
at a price sufficient to service its RUS loans. This borrower had
high costs due to an investment in an uneconomical nuclear plant.
In the early part of fiscal year 1997, loans to another G&T were
written off for a loss of about $502 million because the borrower
was unable to recover costs for a coal-fired generating plant built
to satisfy a demand that did not materialize.

It is probable that RUS will have additional loan write-offs in the
short-term from borrowers that had been identified as financially
stressed by RUS management. At the time of our review, RUS re-
ports indicated that about $10.5 billion, as you mentioned, was
owed by 13 financially stressed G&T borrowers.

Attachment 1 on page 13 of my statement provides a listing and
brief discussion of each of these borrowers. Of these 13, 4, with
about $7 billion in outstanding debts, were in bankruptcy. The re-
maining nine had investments in uneconomical generating plants
and/or had formally requested financial assistance in the form of
debt forgiveness from RUS.

Based on our recent discussions with RUS staff, we understand
the most significant changes to this list since our review were a re-
duction of approximately $1.4 million in borrower A’s debts, due to
reversal of accrued interest disallowed by the bankruptcy court,
and a partial repayment by borrower H of approximately $148 mil-
lion and write-off of the remaining $165 million balance. In addi-
tion to these financially stressed loans, RUS had loans outstanding
to G&T borrowers that were considered viable by RUS but which
we believe may become stressed in the future due to high costs and
competitive or regulatory pressures. We believe the future viability
of these G&Ts will be determined based on their ability to be com-
petitive in a deregulated electricity market.

In order to assess the ability of RUS G&T cooperatives to with-
stand competitive pressures, we focused on production costs for 33
viable G&T borrowers with loans outstanding of about $11.7 billion
as of September 30, 1996. Our analysis showed that for the vast
majority of these G&Ts, production costs were higher than inves-
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tor-owned utilities and publicly owned generating utilities in their
respective regional markets. The relatively high average production
costs indicate that the majority of RUS G&T borrowers may have
difficulty competing in a deregulated market. Therefore, we believe
it is probable that the Federal Government will eventually incur
losses on some of these G&T loans.

Mr. Chairman, that concludes my statement. I would be happy
to answer any questions at this time.

Mr. HORN. Well, we thank you.

[The prepared statement of Ms. Calbom follows:]



Mr. Chairman and Members of the Subcommittee:

I am pleased to be here today to summarize the results of our work analyzing the Rural
Utilities Service's (RUS) electric loan portfolio and the potential for future losses to the
federal government from these loans. My testimony is based on our September 1997
report’ on federal electricity activities, which discusses these issues in depth. Although
the RUS portfolio contains electricity, telecommunications, and water and waste disposal
loans, you asked that our testimony focus on electricity loans since they generally pose
the greatest risk of loss to the federal government, particularly given the onset of

competition in the electricity industry.

Deregulation of the electricity industry has led to wholesale competition, which,
combined with other factors, has caused wholesale electricity prices to fall in many parts
of the country. The increasingly competitive wholesale market and the financial
vulnerability of the RUS borrowers have increased the risk of future losses the federal
government faces. Thus, my testimony today will focus on the RUS electric loan portfolio

and will discuss the findings from our September 1997 report concerning

OV n

Future Losses (GAO/AIMD-97-110 and 110A, Sept. 19, 1997).



- substantial write-offs of loans to rural electric cooperatives;

- likely additional losses to the federal government from loans to financially
stressed” borrowers; and

- the potential for future losses from viable loans that may become stressed in the

future due to high production costs and competitive or regulatory pressures.

I would like to begin my testimony by providing a brief background on the history and
purpose of RUS. 1 will then discuss our risk assessment of the electric loan portfolio.
Our assessment was generally based on the condition of the portfolio as of September 30,

1996; therefore, changes may have occurred since the date of our review.

BACKGRQUND

The U.S. Department of Agriculture (USDA) is the federal government's principal provider
of loans used to assist the nation's rural areas in developing their utility infrastructure.
Through RUS, USDA finances the construction, improvement, and repair of electrical,
telecommunications, and water and waste disposal systems. RUS provides credit
assistance through direct loans and through repayment guarantees on loans made by
other lenders. Established by the Federal Crop Insurance Reform and the Department of

Agriculture Reorganization Act of 1994, RUS administers the electricity and

‘Borrowers classified by RUS as financially stressed have defaulted on their loans, had
their loans restructured but are still experiencing financial difficulty, declared bankruptcy,
or have formally requested financial assistance from RUS.

2



telecommunications programs that were operated by the former Rural Electrification
Administration (REA)® and the water and waste disposal programs that were operated by
the former Rural Development Administration (RDA). As of September 30, 1996, which
was the most recent information available to us at the time of our review, RUS' entire
portfolio of loans—including direct and guaranteed electricity, telecommunications, and
water and waste disposal loans—totaled $42.5 billion.' Electricity loans made up over

$32 billion, or 75 percent of this total.

Most of the RUS electric loans and loan guarantees were made during the late 1970s and
early 1980s. For example, from fiscal years 1979 through 1983, RUS approved loans and
loan guarantees of about $29 billion, whereas during fiscal years 1992 through 1996, it
approved a total of about $4 billion in electric loans and loan guarantees. RUS electricity
loans were made primarily to rural electric cooperatives; more than 99 percent of the
borrowers with electricity loans are nonprofit cooperatives. These cooperatives are either
Generation and Transmission (G&T) cooperatives or distribution cooperatives. A G&T
cooperative is a nonprofit rural electric system whose chief function is to produce and

sell electric power on a wholesale basis to its owners, who consist of distribution

*The Rural Electrification Act of 1936, as amended (7 U.S.C. 901 et seq.), provides the
basic statutory authority for the electricity and telecommunications programs, including
the authority for loans to be made by the Federal Financing Bank.

For a further discussion of the financial condmon of the entu'e RUS porr.foho as of
September 30, 1996, see our report
Utilities Service's Loan Portfolio (GAO/RCED97~92 April 11, 1997).

3



cooperatives and other G&T cooperatives. A distribution cooperative sells the electricity

it buys from a G&T cooperative to its owners, the retail customers.

As of September 30, 1996, the bulk of the electric loan portfolio was made up of loans to
the G&Ts. The principal outstanding on these G&T loans was approximately $22.5 billion,
about 70 percent of the portfolio. Distribution borrowers made up the remaining 30
percent of the electric portfolio. At the time of our review, there were 55 G&T borrowers
and 782 distribution borrowers. Our review focused on the G&T loans since they make
up the majority, in terms of dollars, of the portfolio and generally pose the greatest risk

of loss to the federal government.

The federal government incurs financial losses when borrowers are unable to repay the
balance owed on their loans and the government does not have sufficient legal recourse
against the borrower to recover the full loan amount. In ail instances, G&T loans are
collateralized; however, RUS has never foreclosed on a loan. RUS generally has been
unable to successfully pursue foreclosure once the borrower files for bankruptcy because
the borrower’s assets are protected until the proceedings are settled. In addition, in
recent cases where debt was written off, the government forgave the debt and therefore

did not attempt to pursue further collection.



Under Department of Justice (DOJ) authority, during fiscal year 1996 and through July 31,
1997, RUS wrote off about $1.5 billion of loans to rural electric cooperatives. The most
significant write-offs relate to two G&T loans. In fiscal year 1996, one G&T made a lump
sum payment of $237 million to RUS in exchange for RUS writing off and forgiving the
remaining $982 million of its RUS loan balance. The G&T's financial problems began with
its involvement as a minority-share owner in a nuclear project that experienced lengthy
delays in construction as well as severe cost escalation. When construction of the plant
began in 1976, its total cost was projected to be $430 million. However, according to the
Congressional Research Service, the actual cost at completion in 1987 was $3.9 billion as
measured in nominal terms (1987 dollars). These cost increases are due in part to
changes in Nuclear Regulatory Commission health and safety regulations after the Three
Mile Island accident. The remaining portion is generally due to inflation over time and
capitalization of interest during the delays. The borrower defaulted in 1986, had its debt
restructured in 1993, and finally had its debt partially forgiven in September 1996. This

borrower is no longer in the RUS program.

In the early part of fiscal year 1997, another G&T borrower made a lump sum payment of
approximately $238.5 million in exchange for forgiveness of its remaining $502 million

loan balance. The G&T and its six distribution cooperatives borrowed the $238.5 million



10

from a private lender, the National Rural Utilities Cooperative Finance Corporation. The
G&T had originally borrowed from RUS to build a two-unit coal-fired generating plant and
to finance a coal mine that would supply fuel for the generating plant. The plant was
built in anticipation of industrial development from the emerging shale oil industry.
However, the growth in demand did not materialize, and there was no market for the
power. Although the borrower had its debt restructured in 1989, it still experienced
financial difficulties due to a depressed power market. RUS and DOJ decided that the
best way to resolve the matter was to accept a partial lump sum payment on the debt
rather than force the borrower into bankruptcy. The borrower and its member

distribution cooperatives are no longer in the RUS program.

D NAL LOSSE M ANCIALLY
STRESSED G&T LOANS PROBABLE

IN HOR' R

It is probable that RUS will have additional loan write-offs and therefore that the federal
government will incur further losses in the short term from loans to borrowers that have
been identified as financially stressed by RUS management. At the time of our review,

RUS reports indicated that about $10.5 billion of the $22.5 billion in G&T debt was owed

by 13 financially stressed G&T borrowers.” Of these, 4 borrowers with about $7 billion

°In our previous report, velopment! Financial Condition
Service's Loan Portfolio (GAO/RCED-97-82, April 1. 1997), we noted 12 G&T and

distribution borrowers that were delinquent or in financial distress. However, in this

6
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in outstanding debt were in bankruptcy. The remaining 9 borrowers had investments in
uneconomical generating plants and/or had formally requested financial assistance in the
form of debt forgiveness from RUS. According to RUS officials, these plant investments
became uneconomical because of cost overruns, continuing changes in regulations, and
soaring interest rates. These investments resulted in high levels of debt and debt-
servicing requirements, making power produced from these plants expensive. (See

attachment 1 for a list and brief discussion of these borrowers.)

Since cooperatives are non-profit organizations, there is little or no profit built into their
rate structure, which helps keep electric rates as low as possible. However, the lack of
retained profit generally means the cooperatives have little or no cash reserves to draw
upon. Thus, when cash flow is insufficient to service debt, cooperatives must raise
electricity rates and/or cut other costs enough to service debt obligations. If they are

unable to do so, they may default on their government loans.

This was the scenario for the previously discussed write-offs in fiscal year 1996 and
through July 31, 1997. Additional write-offs are expected to occur. For example,
according to RUS officials, at the time of our review, the agency was considering writing

off as much as $3 billion of the total $4.2 billion debt owed by Cajun Electric, a RUS

testimony, as in our September 1997 report, we discuss 13 financially stressed G&T
borrowers identified by RUS management. The primary difference is that this testimony
and our September 1997 report do not include one financially stressed distribution
borrower, but did include two borrowers that have officially requested financial
assistance.

7
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borrower that has been in bankruptcy since December 1994. Cajun Electric filed for
bankruptcy protection after the Louisiana Public Service Commission disapproved a
requested rate increase and instead lowered rates to a level that reduced the amount of
revenues available to Cajun to make annual debt service payments. Several factors
contributed to Cajt/m's heavy debt, including its investment in a nuclear facility which

experienced construction cost overruns and its excess electricity generation capacity

resulting from overestimation of the demand for electricity in Louisiana during the 1980s.

In addition to the financially stressed loans, RUS had loans outstanding to G&T borrowers
that were considered viable by RUS but may become stressed in the future due to high
costs and competitive or regulatory pressures. We believe it is probable that the federal

government will eventually incur losses on some of these G&T loans.

We believe the future viability of these G&T borrowers will be determined based on their

ability to be competitive in a deregulated market. In order to assess the ability of RUS
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cooperatives to withstand competitive pressures, we focused on production costs® for 33
of the 55 G&T borrowers with loans outstanding of about $11.7 billion as of

September 30, 1996. We excluded 9 G&Ts that only transmit electricity and the 13
financially stressed borrowers discussed above. Our analysis showed that for 27 of the 33
G&T borrowers, production costs were higher in their respective regional markets than
investor-owned utilities, and that for 17 of the 33, production costs were higher than
publicly-owned generating utilities. The relatively high average production costs indicate
that the majority of G&Ts may have difficulty competing in a deregulated market. RUS
officials told us that several borrowers have already asked RUS to renegotiate or write off
their debt because they do not expect to be competitive due to high costs. RUS officials

stated that they will not write off debt solely to make borrowers more competitive.

As with the financially stressed borrowers, some of the G&T borrowers considered viable
by RUS at the time of our work had high debt costs because of investments in
uneconomical plants. In addition, according to RUS officials, there are two unique factors
that cause cost disparity between the G&Ts and their competition. One factor is the
sparser customer density per mile for cooperatives and the corresponding high cost of
providing service to the rural areas. A second factor has been the inability to refinance
higher cost Federal Financing Bank (FFB) debt when lower interest rates have prevailed.

However, RUS officials said that recent legislative changes which enable cooperatives to

%As a surrogate for production costs, we used average revenue per kilowatthour (kWh) for
wholesale sales (sales for resale), which is explained in detail in our September 1997
report.

9
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refinance FFB debt with a penalty may help align G&T interest rates with those of the

investor-owned utilities.

In the short term, G&Ts will likely be shielded from competition because of the ali-
requirements wholesale power contracts between the G&T and their member distribution
cooperatives. With rare exceptions, these long-term contracts obligate the distribution
cooperatives to purchase all of their respective power needs from the G&T. In fact, RUS
requires the terms of the contracts to be at least as long as the G&T loan repayment
period. However, wholesale power contracts have been challenged recently in the courts
by several distribution cooperatives because of the obligation to purchase expensive G&T
power. According to RUS officials, one bankrupt G&T's member cooperatives challenged
their wholesale power contracts in court in order to obtain less expensive power. RUS
officials believe that the long-term contracts will come under increased scrutiny and
potential renegotiation or court challenges as other sources of less expensive power

become available.

Wholesale rates under these contracts are set by a G&T's board of directors with approval
from RUS. In states whose commissions regulate cooperatives, the cooperative must file
a request with the commission for a rate increase or decrease. Several of the currently
bankrupt borrowers were denied requests for rate increases from state commissions.
However, RUS officials indicated they do not expect G&Ts to pursue rate increases as a

means to recover their costs because of the recognition of declining rates in a

10
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competitive environment. RUS officials also acknowledge that borrowers with high costs
are likely to request debt forgiveness as a means to reduce costs in order to be

competitive in the future.

As discussed above, denials of requested rate increases by state commissions culminated
in several G&Ts filing for bankruptcy. Eighteen of the RUS G&T borrowers operate in
states where regulatory commissions must approve rate increases. These commissions
may deny a request for a rate increase if they believe such an increase will have a
negative impact on the region. According to RUS officials, some commissions have
denied a rate increase to cover the cost of projects that the commission had previously
approved for construction. Therefore, G&Ts with high costs may be likely candidates to

default on their RUS loans, even without direct competitive pressures.

In summary, in the last several years, through July 1997, RUS has experienced loan write-
offs of $1.5 billion. Additional write-offs related to the $10.5 billion in loans identified by
RUS as financially stressed as of the time of our review are likely in the near term. And
finally, RUS has loans outstanding to G&T borrowers that are currently considered viable
by RUS that may become stressed in the future due to high production cost.s and
competitive or regulatory pressures. We believe it is probable that the federal
government will incur losses eventually on some of these G&T loans. The future viability
of these G&T loans will be determined based in part on the RUS cooperatives' ability to

be competitive in a deregulated market.

11



Mr. Chairman, that concludes my statement. [ would be happy to answer any questions

you or other Members of the Subcommittee may have.

(913823)
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ATTACHMENT 1 ATTACHMENT I
The fo].lowing is a list and brief discussion of each of the 13 financially stressed G&T

borrowers. This information is as of September 30, 1996; therefore, changes may have

occurred subsequent to our review,

(Dollars in millions)

Borrower Total debt outstanding
Borrower A* $1,619.6
Borrower B 167.9
Borrower C 103.2
Borrower D° 562.3
Borrower E° 183.3
Borrower F*° 1,101.2
Borrower G* 4,154.8
Borrower H® 3134
Borrower I’ 354.8
Borrower J 1,070.7
Borrower K 445.1
Borrower L 351.7
Borrower M* 92.8.
Total debt $10,520.8

*Cooperative in bankruptcy.
"State regulated cooperative.

13
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ATTACHMENT I ATTACHMENT I
Borrower A: Invested in construction of a nuclear plant that experienced cost overruns
and was never completed. The state commission denied rate increases to cover the cost
of the cooperative's investment in the plant. The borrower defaulted on its loan in 1984
and declared bankruptcy in 1985. The bankruptcy proceedings have been in court for 12

years and are still not completely resolved.

Borrower B: Made an investment in a nuclear plant that proved to be uneconomical.
While this borrower does not appear to be currently experiencing financial difficulties,
RUS considers them financially stressed because they have formally requested financial

assistance due to impending competitive pressures.

Borrower C: Made an investment in a nuclear plant that proved to be uneconomical.
While this borrower does not appear to be currently experiencing financial difficulties,
RUS considers them financially stressed because they have formally requested financial

assistance due to impending competitive pressures.

Borrower D: Uses primarily coal-fired generation. The borrower overbuilt due to
anticipated growth in electricity demand that did not occur. During construction of a
new plant, economic conditions in the area changed and demand for electricity dropped,
which resulted in less revenue than predicted from the plant. The cooperative was

repeatedly denied rate increases to cover the cost of its plants by the state commission.

14
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ATTACHMENT I ATTACHMENT I

Borrower E: Has a small percentage share in a nuclear plant that proved to be
uneconomical. The borrower has substantially higher electricity rates than the investor-
owned utilities in its region. The cooperative has been denied rate increases to cover its
losses by the state commission. Although the borrower has had some of its debt

refinanced, it is still experiencing financial difficulties.

Borrower F: A G&T with primarily coal-fired generating plants that overbuilt due to
anticipated industrial growth related to two large aluminum smelting companies. When
aluminum prices dropped in the early 1980s, the companies threatened to move their
operations if the cooperative did not lower electricity rates. The state commission denied
rate increases over the fear of losing these industries. RUS restructured the borrower's
debt in 1987 and 1990. The cooperative filed for bankruptcy in September 1996 because

its other creditors were unwilling to negotiate.

Borrower G: Built a coal-fired plant and invested in a nuclear plant in the mid-1970s
which was completed late and experienced construction cost overruns. Several factors
contributed to the cooperative's heavy debt, including excess electricity generation
construction resulting from overestimation of the demand for electricity during the 1980s.
The new capacity was intended to serve a growth in demand that did not materialize.
The state commission disapproved a rate increase and instead lowered rates to a level

which precluded full debt service coverage. The commission also refused to support a

15
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ATTACHMENT I ATTACHMENT I
restructuring agreement that included a significant RUS loan write-off.” The rate increase
was requested by the cooperative because of its high costs. The borrower filed for

bankruptcy in December 1994.

Borrower H: Invested in construction of a nuclear plant that proved to be
uneconomical. The project was completed 10 years late and over budget. In addition,
there was a dramatic drop in the demand for electricity in the cooperative's service area,
and the state commission would not allow rate increases to recover capital investment.
The borrower had its debt restructured in 1987; however, it is requesting additional
financial assistance due to anticipated competitive pressure. A final settlement between
RUS and the borrower was reached in June 1997. The borrower was expected to receive
a write-off of $166 million. The final payment and related debt write-off were scheduled

to occur December 30, 1997.

Borrower I: Invested in a clean-burning coal plant that experienced severe cost
overruns. The borrower has substantially higher electricity rates than the investor-owned
utilities in its region. The state commission has denied the cooperative's request for rate
increases. The borrower had some of its debt refinanced, but it is still experiencing

financial difficulty.

"In states that regulate cooperatives, the state commission must approve restructuring
agreements between the cooperative and its creditors.

16
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ATTACHMENT I ATTACHMENT I
Borrower J: Invested in a nuclear plant that proved to be uneconomical. The plant was
completed late, which resulted in cost overruns. As a result, the cooperative's wholesale

power rates are very high. The borrower has requested debt restructuring due to its high

cost of production and anticipated competitive pressure.

Borrower K: Invested in a nuclear plant that proved to be uneconomical. The plant was
completed late, which resulted in severe cost overruns. The cooperative's wholesale
power rates are very high, which has resulted in extreme unrest in the member
distribution cooperatives. The borrower is surtounded by investor-owned utilities with
lower wholesale rates. In addition, the borrower's system is very difficult and expensive
to maintain and experiences frequent power outages. The borrower has requested

financial assistance because of anticipated competiave pressure.

Borrower L: Invested in a nuclear plant that proved to be uneconomical. The plant was
completed late, which resulted in severe cost overruns. The cooperative has only five
member distribution cooperatives, which makes it difficult to cover its high production
costs. This borrower chose not to declare bankruptcy and is seeking financial assistance.
This borrower has refinanced its debt to lower its interest rate, but is still experiencing

financial difficulty and has requested additional financial assistance.

17
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ATTACHMENT I ATTACHMENT I

Borrower M: Invested in a nuclear plant that proved to be uneconomical. In addition,
the cooperative had a stagnant customer base in the 1980s. RUS tried to negotiate a
restructuring agreement, but the state commission denied two separate plans. In April

1996, the borrower filed for bankruptcy.

18
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Mr. HoORN. I noticed, just to go to your testimony a minute, on
page 6, about the fifth line from the top, you noted that in this one
particular case that the growth and demand simply did not mate-
rialize and there was no market for the power. I guess I am won-
dering, did you ever take a look at some of the projections that
were given in their application for the Department of Agriculture
funding, loan—whatever you want to call it——and were they just off
the mark completely or what happened?

I realize the high interest cost of the 1970’s. That was laid out
pretty well. But what about that particular situation?

Ms. CALBOM. We did not look at the application process or the
origination process as part of the work that we did in this report,
but that is certainly something we would be happy to follow up on.

Mr. HORN. Well, I was just curious.

The other thing I noticed in the departmental submissions is
that we face the problem where you have a Federal entity that has
to depend on the State commission in terms of its rate structure.
Did GAO look at the legislative history on this at all? Is that some-
thing we knew from the beginning?

And, if so, I wonder why—and I am going to ask, obviously, the
departmental officials that—but I was just curious if you had an
overview as to how we ever got into having the future of an instru-
mentality of the Federal Government depending on the actions of
a State commission.

1 thought McCulloch v. Maryland settled that a few hundred
yﬁars ago. But have you looked at all on the legislative history of
that?

Ms. CaLBoM. That, again, was not something looked at, but I do
share your concern. There was at least one of these plants where
the State approved the building of the actual plant and yet then
disallowed a rate increase requested by the G&T.

Mr. HORN. Have you had a chance to read the Department of Ag-
riculture’s audited financial statements in the particular area of
the Rural Utility Service?

As you know, we are going to look at those consolidated state-
ments this Wednesday. Did you have a chance to look at the De-
partment’s audited financial statement in relation to the Rural
Utility Service?

Ms. CaLBoM. We did take a look at both the 1996 statement and
at the 1997 work that was performed by the IG, although the 1997
report, as you know, is not out yet.

Mr. HORN. Well, how did the Rural Utility Service fare in the au-
dited financial statement of the Department?

Ms. CALBOM. They show up with about $5 billion in reserve for
losses on these particular problem loans that we have been talking
about. Since 1994, the IG has given a qualified opinion to Rural
Development, which RUS is part of, and that qualified opinion re-
lates to the inability of the Department to properly implement
credit reform.

Mr. HORrN. That $5 billion you found, do you think that is ade-
quate for what faces the Rural Utility Service?

Ms. CaLBOM. The IG did an analysis of the adequacy of that re-
serve. We did look at their work, and I believe their conclusion was
that they felt it was adequate.
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Mr. HogN. Did they specify the time period for that $5 billion in
losses to be recognized?

Ms. CALBOM. I don't believe that was specified.

Art, do you know?

Mr. BROUK. No. And what is important to note on the $5 billion,
that it is presented on a present value basis. So it depends exactly
when they project the loss. And a lot of these, the write-offs, are
pretty hard to project when exactly they will occur in the future.

Mr. HORN. Give me a little definition here on “present value” and
at what point that kicks in. Does it kick in when they are about
to be delinquent or what?

Mr. BROUK. It kicks in when you set up the allowance account,
because it is the present value of future cash-flows. So it is very
important to determine when in the future the write-offs—and
then, they spread it out over whenever the write-off is going to
occur, then bring it back to the present value.

Ms. CALBOM. Even though these loans are precredit reform and
they are not required to report them under credit reform, as you
know, so the subsidies do not show up that way, they do have the
option to go ahead and restate them in a similar present value
manner, as is required under credit reform, which, in essence, re-
quires you to record them at the present value.

In other words, discount back to today your expected cash-flows
going out into the future. So they would have had to make some
projections of cash flows in doing that analysis, but we just don’t
have that information.
bl 1\"711'. HORN. So you didn’t look at the analysis to see if it is credi-

e’

Ms. CALBOM. What we did is we used the work of the Inspector
General, who did look at that analysis. Now, again, the Inspector
General qualified, or we expect they will qualify, their opinion re-
lated to Rural Development because of the inability to properly im-
plement credit reform.

That has been the situation since 1994, and a lot of that relates
to the lack of good historical data on which to base those cash-flow
estimates.

Mr. HORN. Well, I see we don’t have the Inspector General on
our list here of witnesses so we might have to interview him sepa-
rately on this.

As I look at that summary chart you attached to your testimony
on the first part of attachment 1, page 13, what you have here are
the 13 borrowers that you are labeling A through M. And borrower
A has a $1.6 billion problem on debt outstanding, and then bor-
rower F has a $1.1 billion problem, borrower G is the all-time high
at $4.1 billion, and then borrower J at roughly a little more than
$1 billion.

Now, borrower A is a nuclear facility, borrower F is a coal facil-
ity, and the $4.1 of borrower G is both coal and nuclear at various
points in time, and borrower J is nuclear. Most of these are nu-
clear, in fact, 4 of the 13 are three-fourths of the default out of the
13. Then, we have a substantial number, nine, plus one in a mixed
mode, on the nuclear basis.

Did you have a chance or has GAO ever had other looks at nu-
clear power facilities in this country? Is that just what we are to
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expect with a nuclear facility, as opposed to perhaps coal? Although
coal sure hits the top two here.

It just seems the whole estimations were not in tune with reality,
and I %uess the question is: did they know it when they loaned the
money?

Ms. CALBOM. Again, we didn’t do a lot of in-depth analysis at
that level, but my understanding is that a lot of those nuclear
plants were being built when regulations were changing, and that
is one of the explanations that was given. But we really didn’t do
a real analysis.

Mr. HORN. There is no doubt costs go up. If they have to abide
by State regulations, it is a major problem, because the costs just
escalate, whether it is in the private sector or the public sector, in
this case, although this is sort of a mixed bag as to what sector
they are in.

It seems they have to do just about what any nuclear plant—Illi-
nois has been fairly successful, I believe—does do. I guess I would
say any enlightenment GAO can have on any other studies they
have done, we would appreciate it.

I take it in terms of this present value it has been inflation ad-
justed. Is that all it amounts to on the present value?

Ms. CALBOM. In essence. You, in effect, try to state in today’s dol-
lars what the expectation is. So you are correct.

Mr. HORN. On your examples, let us take borrower G, which is
the big one, at a $4.1 billion debt outstanding. When was their last
payment?

M‘;e, CALBOM. I believe they have been in bankruptcy since, when
is it?

Mr. BROUK. December 1994.

Ms. CALBOM. December 1994.

Mr. HORN. Would you say that is a delinquent debt owed the
Federal Government?

Ms. CAaLBOM. I would say that is a delinquent debt, and there is
an expectation of a $3 billion write-off in the fairly near term.

Mr. HORN. What does that mean in terms of the debt structure
of the United States? They are declaring bankruptcy. Are we ever
going to get anything out of this thing?

Ms. CALBOM. Well, to the extent that these loans are written off,
and again $3 billion is expected in a write-off fairly soon, I believe,
that is money that will never be recovered.

As you know, these troubled loans are precredit reform loans
which means at the time they were recorded as outlays in the
budget. However, there is an expectation that payments would be
coming back. And, in essence, what we have is a permanent in-
crease to the Federal debt because we won’t be receiving the ex-
pected repayments.

Mr. HORN. You used the word bankruptcy. Have they filed for
bankruptcy?

Ms. CALBOM. Yes, this borrower is in bankruptcy.

Mr. HORN. There is Cajun Electric; right?

Ms. CALBOM. Correct.

Mr. HORN. Are they still delivering power?

Ms. CALBOM. Yes, I believe they are.
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Mr. HORN. Is this simply a write-down of the whole operation, or
like office buildings around this country and this kind of thing?
What does this boil down to in terms of reality daily? Do the cus-
tomers get served with electricity, let's say?

Ms. CALBOM. The customers are being served with electricity in
this case, yes.

Mr. HORN. Are the costs simply still going up, even if they are
in bankruptcy? Is there a bankruptcy judge that is allocating who
they owe money to in a write-off or whatever?

Ms. CALBOM. I am not sure what the bankruptcy situation is on
that particular loan.

If you don’t mind, Mr. Chairman, Mr. Tom Armstrong of our Of-
fice of General Counsel has some information.

Mr. HORN. You heard the oath and you, I take it, will affirm it?

Mr. ARMSTRONG. Yes, I will.

Mr. HORN. The clerk will note that. Yes.

Mr. ARMSTRONG. We haven't looked at the Cajun Electric situa-
tion in particular, but, generally, in a bankruptcy proceeding, a
debtor, in his repayment of his debts, is protected by the court. The
debt that the debtor owes the Federal Government is all going to
be adjudged by the court, because the bankruptcy proceeding is ba-
sically the court offering its protection to the debtor and the debt-
or’'s repayment of his debts.

Operations of the entity, the bankrupt entity, generally continue,
but the financing of those operations and what creditors get from
debts that they are owed is all really at the discretion of the court.

Mr. HORN. You are saying the court treats the Federal Govern-
ment no different than any other bankrupt, I take it?

Mr. ARMSTRONG. I am not an expert on the bankruptcy code, but
I understand from law school, and it has been a few years, that the
Federal Government does have certain priorities under the bank-
ruptcy code. Now, where the Government’s priorities are, particu-
larly with the RUS loans, I am not sure.

Mr. HORN. Well, I guess what I would like to know is, are we
still going further and further into debt? Obviously, we will ask the
Department that, but I just wondered, in passing, if you know.

It is still operating. They are still serving various customers.
They are under the jurisdiction of a bankruptcy court. Are they
still likely to run up an even worse debt than they have now with
that $4.1 billion?

Ms. CALBOM. I dont think that there is anything else being
added to that debt. I don’t believe that the Department has been
providing additional funds to this borrower.

But one thing to note, there is a cost that continues to grow to
the Federal Government, because interest that continues to accrue
on the funds that the Federal Government provided to make that
loan. Now, the borrower is in bankruptcy, so they don't have to pay
that, but we calculate it as part of our work in this area, that the
Federal Government is losing about $1 million a day as a result of
this loan sitting there not being repaid.

Mr. HORN. Now, is this one loan or all the loans?

Ms. CALBOM. This one loan.

Mr. HORN. So the $4.1 billion, you are saying, boils down to an-
other loss of $1 million a day?
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Ms. CALBOM. Because you figure, as I said, if it doesnt get re-
paid, it becomes a permanent increase to the Federal debt. And, of
course, interest continues to be a cost to the Federal Government
on that Federal debt because the funds won't be provided to pay
it back.

Mr. HORN. Does anything in their law give them the right to con-
vert to a grant in terms of loans? Or you haven't checked that, I
take it?

Mr. ARMSTRONG. We haven’t checked that. I am not familiar with
anything that would permit them to turn it into a grant.

Ms. CALBOM. But, in essence, the net impact is the same as if
it were a grant.

Mr. HORN. My impression, over a half a century, is that Agri-
culture often does this, in terms of just granting it. Whether it be
a loan or not, it somehow disappears.

So I am just curious, is anybody ever serious over there in terms
of debt collection? It doesn’t look like it, based on what the record
finds. They aren’t doing much with it or doing much about it.

A family farm is one thing. I weep on that. I don’t weep on coal-
fired utilities or nuclear facilities. They should know better than a
family farmer who is working 18 hours a day. Since I grew up on
a family farm, I have some feelings on that.

In your testimony, you noted they have already experienced
write-offs in the past year and a half of that $1.5 billion, and that
one borrower alone would receive a $3 billion write-off even though
it is 4-1 and they have reserved $5 billion. You are saying they will
receive a $3 billion write-off?

Ms. CaLBOM. That is the expectation.

Mr. HORN. So that will leave them with $1.1 billion in debt?

Ms. CALBOM. That is my understanding.

Mr. HORN. Wel], is there any further impact you can tell us
about these various transactions? Just that they are a debt of the
United States, is that it? We are stuck with something else again?

Mr. BROUK. In the case of Cajun, they are working out a sale
right now of the assets. So I think what they are anticipating is
that they will be able to pay off the rest of the debt.

Mr. HorN. Well, would it continue, then, do you think? Are you
optimistic as to what they are doing?

Mr. BROUK. In terms of Cajun, it looks like they are fairly close
to resolving it. I don’t know if you can be optimistic about a $3 bil-
lion write-off, but there is probably going to be some return to pay
off some of the debt. Maybe a billion.

Mr. HorN., Well, there is an old quote: If you owe somebody
$10,000, that’s your problem; but if you owe somebody else $4 bil-
lion, that’s their problem.

Does competition in the electricity market cause heightened con-
cern for these Federal debts? What does it boil down to?

Ms. CALBOM. Yes, it does. Many of these G&T cooperatives, as
I was mentioning earlier, have much higher costs than what would
be their competition once deregulation kicks in. So there is a con-
cern that they would not be able to effectively compete unless they
got some relief on their debt. And many have asked RUS for relief.
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Mr. HorN. Did you note the role of the State regulatory commis-
sion? Were they not permitting an increase in fees to the cus-
tomers?

Ms. CALBOM. That has been the case in a number of these bank-
ruptcy situations. In fact, this Cajun Electric, with the $3 billion
write-off anticipated, the State regulatory commission denied them
a rate increase. In fact, I believe they implemented a rate decrease
in the case of Cajun.

And that has been problematic with a number of these borrow-
ers. So even absent the advent of competition, some of these enti-
ties are in trouble.

Mr. HORN. Well, we will get to it with the Department, and we
thank you for coming and giving us the overview on it. We appre-
ciated reading your testimony.

Ms. CALBOM. Thank you.

Mr. HORN. Thank you very much.

The next panel is the Department of Agriculture; and we will
have the Honorable Sally Thompson, the Chief Financial Officer;
Mr. Keith Kelly, the Administrator of the Farm Service Agency;
Mr. Wally Beyer, the Administrator of the Rural Utility Service;
Mr. Jan Shadburn, the Administrator of the Rural Housing Serv-
ice.

If you would come forward, we will swear you in.

[Witnesses affirrned.]

Mr. HORN. The clerk will note all four witnesses have affirmed.
b We will just go down the order in which they are on the program

ere.

Miss Sally Thompson is the Chief Financial Officer, and wel-
come.

STATEMENTS OF SALLY THOMPSON, CHIEF FINANCIAL OFFI-
CER; KEITH KELLY, ADMINISTRATOR, FARM SERVICE AGEN-
CY; WALLY B, BEYER, ADMINISTRATOR, RURAL UTILITIES
SERVICE; AND JAN E. SHADBURN, ADMINISTRATOR, RURAL
HOUSING SERVICE

Ms. THOMPSON. Thank you, Mr. Chairman and members of the
subcommittee. I appreciate this opportunity to share with you the
progress that USDA has made in implementing the Debt Collection
Act of 1996.

My remarks today mark the beginning of my 5th week as the
Chief Financial Officer at the Department of Agriculture. The sub-
committee has received my written testimony, and I will take this
opportunity to just highlight the issues discussed in that material.

he U.S. Department of Agriculture fulfills its responsibilities to
communities and rural residents through large complex programs,
including credit programs to finance water and wastewater sys-
tems, decent affordable housing, electric and telephone utilities, as
well as rural businesses, and, as you mentioned, farm ownership
and operations.

In addition, the Department provides emergency disaster assist-
ance and relief. In several cases, very special emphasis has been
given to designing programs that will even stimulate and promote
small business in the rural development area. Consequently, each
of these credit programs varies significantly in the types of credit
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and the types of loans, payment schedules, interest rates, payback
provisions, and loan servicing offered. The USDA holds a number
of noncredit-related debt as well in their activities that they are in-
volved with.

USDA has provided pivotal roles in the Federal Government’s
credit program. It is the largest user of Federal direct credit of any
agency. USDA’s receivables—credit and other type of debt—as of
September 30, 1997, comprised 39.8 percent of the total nontaxed
debt owed to the Federal Government. However, USDA’s delin-
quency rate is approximately 7.2 percent, or about $7.5 billion,
which is far below the Federal delinquency rate of 20 percent; or,
if you took USDA out, it would be 29 percent for all Federal agen-
cies.

We attribute that performance to our guiding principle that
every debt should be repaid in accordance with the terms that it
was made. We have long used available tools to eollect that debt.
In fact, we implemented several of the debt collection provisions as
far back as 1985. We also have been working closely with Treasury
in implementing the act.

For example, Treasury has established a framework of four work
groups and a steering committee to bring closure to a number of
the operational and policy issues, and we are chairing that commit-
tee, that steering committee, as well as having a number of rep-
resentatives on each one of the work groups.

USDA views the administrative offset as a critical component of
the Debt Collection Improvement Act. We have been an active par-
ticipant in the IRS refund offset, internal offsets within the agency,
and the salary offset programs as well. Only $2.1 billion of the
USDA’s $7.3 billion worth of delinquent debts is actually eligible
for the 180-day delinquent debt. Of that amount, $774 million has
been referred to Treasury; and we have already, in the first couple
of months of this calendar year, collected over $56 million. .

The $1.3 billion that has not been referred for administrative off-
set represents debt which is more difficult to refer to Treasury.
However, we are working with those types of questions. This debt
has to do with debt that has been in foreclosure and bankruptcy
and has a lot of other issues involved with that, but we are work-
ing to make sure that we have sent to Treasury everything that is
eligible for offset.

However, as I mentioned earlier, its reason is quite often the
States are involved with the collection of debt, like in the area of
food stamps. Litigation, where the amounts of debt are in dispute
and they are either in the court, are also, as was mentioned in the
GAO testimony, those that are in foreclosure or bankruptcy.

We are committed to transferring debt for administrative offset,
and those actions include working with the States who administer
those food stamp programs. In fact, over almost $1 billion of that
is food stamps, and we are trying to work with that.

There is some legislation here in Congress right now that would
allow the State and Federal Government to work together. We
have also spent quite a bit of money trying to automate our sys-
tems so that the offset of the debt program can be electronically
transferred to Treasury and our systems match.
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We have also been working with Treasury to improve and imple-
ment a lot of the suggestions related to the multiple debts of single
borrowers or single debts with multiple borrowers that cannot be
electronically transmitted to the Treasury.

Of the USDA’s total debt, approximately—the $1.9 billion eligible
for cross-servicing to the Treasury, which is another key component
of the Debt Collection Improvement Act—approximately half of this
amount is administered by State agencies. And, as I mentioned, we
are working hard with the States to try to resolve these issues so
that these debts can also be sent over.

At this time, USDA has requested to be a designated debt collec-
tion center for individual administrative debts. We are awaiting
Treasury’s decision on that.

We are also discussing with Treasury the most effective process-
ing of certain specialized debt, particularly debt that has specified
legislative types of servicing requirements.

A significant obstacle to our referring debt to Treasury for cross-
servicing has been the need to reprogram several of the USDA sys-
tems to accommodate the requirements of Treasury. We are bal-
ancing the need of resources to change those systems, along with
the resources needed to bring up all of the systems at USDA for
year 2000 compliance. While everything has been slower than we
would have liked, we are looking at the summer to be able to com-
plete the cross-servicing of referring those debts to Treasury. I
think our systems will be up and ready for that.

I have focused many of my comments just on administrative off-
set and cross-servicing portions of the act. I have included in my
written testimony a number of other examples that we are working
on,

We administer, as I mentioned, credit programs that assist rural
communities, agriculture producers, and consumers. These credit
programs vary significantly in their objectives. We, again, believe
that every debt should be repaid in accordance with the conditions
under which the loan was made, and we intend to use all the tools
available to help us and you collect those delinquencies.

The Debt Collection Improvement Act provides a number of new
tools to assist us in that debt management and credit management
program. We look forward to working with the Office of Manage-
ment and Budget, the Treasury, and other Federal departments
and agencies. And through the Federal Credit Policy Working
Group, the Chief Financial Officers Council is also addressing this,
of which we are a very active member.

I would invite any questions that you may have. While I have
only been here 5 weeks, I do have over 30 years of professional fi-
nancial management experience as a CPA with Touche Ross, in the
banking industry, in the S&L industry, and most recently as the
Kansas State treasurer. So I do have a strong financial back-
ground.

I understand loans and I understand delinquencies and the col-
lection thereof; and I can make a commitment to you that, as the
Chief Financial Officer at the Department of Agriculture, I will
work very, very hard to collect this debt that is owed to the Federal
Government.
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Mr. HORN. Well, we apgreciate your commitment. Maybe that
S&L experience was a good one for the Department of Agriculture.
If you knew what you know now, would you have taken the job?
I guess.

Ms. THOMPSON. That is probably true.

[The prepared statement of Ms. Thompson follows:]
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STATEMENT OF
SALLY THOMPSON
CHIEF FINANCIAL OFFICER
U.S. DEPARTMENT OF AGRICULTURE
BEFORE THE
SUBCOMMITTEE ON GOVERNMENT MANAGEMENT,
INFORMATION AND TECHNOLOGY
OF THE
HOUSE COMMITTEE ON GOVERNMENT REFORM AND OVERSIGHT
TESTIMONY ON
DEBT COLLECTION AND CREDIT MANAGEMENT

March 30, 1998

Mr. Chairman and Members of the Subcommittee, thank you for the opportunity to share
with you the progress that we have made in implementing the Debt Collection Act of 1996
(DCIA).

The Department of Agricuiture’s (USDA) programs serve all of us in a number of ways,
every day -- in the food we eat, the water we drink, the clothes we wear, the school lunch
program that feeds our children, and many others. Therefore, it is critical that we maintain a
healthy, stable economy for producers and consumers of American agricultural products.
Stability and prosperity in the agricultural community and in rural America depends on economic
opportunity. Thus, a major strategic goal of USDA is to “Expand Economic and Trade

Opportunities for Farmers and Other Rural Residents.”
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USDA fulfills its responsibilities to communities and rural residents through

large, complex programs, including credit programs to finance:

. water and waste water systems,

. decent, affordable housing,

. electric and telephone utilities and rural businesses, and
. farm ownership and operations.

In addition, USDA provides emergency disaster assistance and relief. All of these credit
and assistance programs were designed to meet the specific needs of (rural) America. In several
cases, special emphasis has been given to designing programs that will stimulate and promote
private investment. Consequently, each of the credit programs varies significantly in
the types of loans, payment schedules, interest rates, payback provisions and loan servicing
offered. USDA's other debts are comprised of non-credit, non-collateralized, domestic debt

arising mostly from food stamp over-issuances, timber operations, and crop insurance over-

payments.

To fulfill our mission, USDA is the biggest user of Federal direct credit of any Federal
agency. USDA'’s receivables (credit and other debt) as of September 30, 1997, comprise 39.8
percent of the total non-tax debt owed to the Federal Government. As of September 30, 1997,
USDA had more than 1.1 million program loan accounts, totaling more than $102.5 billion and
about 3.1 million of non-credit debt accounts totaling over $2 billion. In total, USDA had
outstanding debt of approximately $104.5 billion in 4.2 million accounts as of September 30,
1997.

USDA'’s delinquency rate of approximately 7.2 percent or $7.5 billion is far below the
overall Federal delinquency rate of 20 percent or 29 percent when USDA is excluded from the
computation. Over $992 million of this delinquent debt is attributable to the Food and Nutrition
Service’s Food Stamp Program, which is administered by State governments. Excluding the

State administered debt, debtors in bankruptcy and foreign debt, USDA’s delinquencies over 180
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days are only 2.6 percent of our entire portfolio.

In administering USDA programs, we believe that every debt should be repaid in
accordance with the terms under which it was made; we are using all the tools available to us to
reduce the amount of delinquent debt. As a result, delinquent debts over 180 days and write-offs
are steadily declining. At the end of Fiscal Year (FY) 1992, USDA delinquencies represented
11.4 percent of outstanding receivables and write-offs were 2.2 percent of receivables; at the end
of FY 1997, our delinquencies to receivables ratio was 7.2 percent and write-offs to receivables

were 1.2 percent.

USDA has long used a wide variety of available tools to collect delinquent debt and, in
fact, implemented several of the DCIA provisions as far back as 1985 including: referral of
delinquent debt for income tax refund offset, reporting of delinquent consumer debts and all
commercial debts to credit bureaus, and reporting write-offs to the IRS for inclusion in debtors’

taxable income.

We have also made significant progress in implementing the new provisions of the Act.
We have published regulations in the Federal Register, modified internal regulations, and
established regulations for routine use of personal identifiers; modified automated systems
requirements, designs and programs; are requiring Taxpayer Identification Numbers (TINs) from
our vendors; are planning to make more use of private collection contractors; have applied to
become a Debt Collection Center for specific debts; and are implementing the new provisions for
civil monetary penalties provisions. To date we have sent over 431 thousand delinquent
accounts amounting to $773.8 million to the Department of the Treasury (Treasury) for
Administrative Offset. Since January 1, 1998, $56.3 million has been collected through
Treasury's Administrative Offset Program (the majority of this has been collected through the
IRS Refund Offset Program.)



35

USDA, together with a number of other credit agencies, is working with Treasury to
resolve a number of operational and policy issues that have had an impact on the implementation
of the various provisions of the Act. Treasury has established the framework of four Work
Groups and a Steering Committee to bring closure to these operational and policy issues of
implementing DCIA. USDA has accepted the leadership role as the Chair of the Steering

Committee and has representatives on the Working Groups.

The following sections outline USDA’s activities in implementing major provisions of

DCIA.

Treasury’s Administrative Offset Program

USDA views administrative offset as a critical component of DCIA. We have been an
active participant in the IRS, internal, and salary offset programs which are predecessors of
Treasury’s Administrative Offset Program. Of USDA’s $7.3 billion of delinquent debt over 180
days as of September 1997, only $2.1 billion may be “eligible” for administrative offset. Of that,
as previously noted, $774 million has been referred to Treasury for administrative offset. The
remaining $1.3 billion represents debt which is more difficult to refer to Treasury or for which
there are questions as to whether it should be referred. This debt is being analyzed to determine
whether it should be referred. More importantly, we are identifying action steps to refer all debt
which should be sent to Treasury. Preliminary findings show that the primary reasons for not

referring this debt fall into the following categories:

. debt in litigation where the existence of the debt or the amount of the debt is in
dispute,

. debt administered by State governments,

. delinquencies that extend beyond the statue of limitations, and

. debt where due process procedures are not complete.
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To reach this point in transferring debt for administrative offset, USDA activities to date

include:

. Developed and published regulations in the Federal Register and developed
internal Departmental regulations to implement Treasury’s debt collections

processes.

. Revised and published in the Federal Register new systems of records for routine
use of personal identifiers for 10 USDA agencies. In that way we ensure that our
debtors are aware that their TIN would be shared with Treasury and the Internal
Revenue Service for both the Administrative Offset and Income Tax Refund

Offset Programs.

. Working with the States who administer the Food Stamp Program, we prepared
and sent 381 thousand accounts of former food stamp recipients to Treasury for

Income Refund and Administrative Offset.

. Developed and modified our automated systems to provide debt information to
Treasury in their required format. This involved writing programs that extract
data from several data bases to establish a new offset database, and establishing

protocols necessary to send the data to Treasury electronically.

. Working with Treasury to resolve software issues which prevents us from
referring multiple debts of a single borrower or single debts with multiple

borrowers for administrative offset.

. Working with the Department of Treasury to establish the salary offset program.
This cooperative effort will result in a coordinated salary offset program.
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Cross-Servicing of Delinquent Debt

Of the USDA total debt 180 days or more delinquent, $1.96 billion is eligible for cross-
servicing. Approximately half of this amount is administered by State agencies. We are working
with the States and Treasury to determine which of this debt is truly eligible for cross servicing

and how best to transmit this debt from individual states to Treasury.

At this time one USDA agency has requested to be designated a Debt Collection Center
for individual administrative debts. We are awaiting Treasury’s decision prior to referring that

portion of debt for cross-servicing.

In addition, we are discussing with Treasury the most effective processing of certain
specialized debt, particularly debt with specified. legislative servicing requirements. A
significant obstacle to our referring debt to Treasury for cross servicing has been the need to
reprogram several USDA systems to accommodate the requirements of Treasury. We are
balancing resource needs for such programming with the need to make the changes necessary for
Year 2000 compliance. While the systems changes have been slower in completion than we
would like, we are coordinating closely with Treasury and plan to begin to refer debt for cross

servicing during the summer of 1998.

Taxpayer Identification Numbers

USDA collects TINs from most of our vendors, borrowers, clients, and debtors. In
February 1997, USDA issued a Departmental Regulation requiring USDA agencies to provide
TINs on all requests for payment. The National Finance Center began to gathering TINs in
January, 1998 for vendors for which National Finance Center makes payments. Other USDA
agencies plan to gather TIN information in September 1998. We are encountering some
problems with verifying TINs (as are other Federal agencies); however, we believe that the

collection of TINs will significantly increase collection of delinquent debts by allowing full
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participation in Treasury’s administrative offset initiative and assuring that discharges of

indebtedness are reported to [RS.
Reporting of Write-Offs to IRS on 1099-C

USDA has been reporting Form 1099-C write-offs to the IRS for inclusion in debtors’
taxable income since 1990. USDA agencies reported 1996 write-offs totaling more than $1.2

billion.
Civil Monetary Penalties

USDA published a Final Rule pertaining to civil monetary penalties, which incorporates

inflation adjustments, in the July 31, 1997, Federal Register.
Report to Credit Bureaus

USDA has referred both delinquent and current commercial accounts to credit bureaus
since 1985. We have referred delinquent individuals to credit bureaus since 1990. USDA

routinely refers more than $60 billion of current and delinquent debt annually.

Use of Private Collection Agencies

Now that we are able to fully utilize collection agencies, USDA intends to take full
advantage of the collection contracts awarded by Treasury. Until recently, two of our largest
creditor agencies (Farm Service Agency and Rural Development) were prohibited from using

collection contracts.
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Barring Delinquent Debtors

USDA supports the provision to bar delinquent debtors from obtaining additional (non-
essential) Federal loans or loan insurance guarantees. The provision does not bar delinquent
debtors from receiving essential Federal benefits (such as food stamps), but will prevent problem
debtors from incurring new Federal debt. In addition, this provision may provide an incentive
for delinquent debtors to resolve their current debt and result in decreases of future

delinquencies.
Sales of Delinquent Receivables

As part of the government-wide initiative to maximize taxpayer returns on delinquent
debt, we plan to review our portfolios to determine whether and to what extent sales of

delinquent loans would result in greater federal returns.
Report on Receivable from the Public

One last comment. Currently agencies report accounts receivable and delinquencies to Treasury
on the so-called Schedule 9's. We are working closely with Treasury, OMB and the Federal
Credit Policy Working Group to re-design this report so that it is more useful to USDA,

management, other Federal credit agencies, the oversight agencies and the Congress.
Conclusion

USDA administers many programs that assist (rural) communities and agricultural producers,
consumers, and improve the rural economy and quality of life, including credit programs. Credit
programs administered by USDA vary significantly in their objectives and goals. As a result,
they differ in the type of credit, payment schedules, interest rates, payback provisions, and
servicing they require. These differences must be considered as we approach debt collection,
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however, USDA believes that every debt should be repaid in accordance with the conditions
under which the loan was made, and we intend to use all the tools available to us to collect

delinquencies.

DCIA provides a number of new tools to assist us with our debt management and credit
management program, and we look forward to working with the Office of Management and
Budget, Treasury, and other Federal departments and agencies, and through the Federal Credit
Policy Working Group, and the Chief Financial Officers Council to coordinate initiatives that

reduce the amount of delinquent debt owed the Federal Government.
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Mr. HORN. We are just going to go down the line and get every-
}aody on the record first, and then we will share questions and dia-
og.

Mr. Kelly, you are next.

Mr. KeLLY. Thank you, Mr. Chairman.

For the record, my name is Keith Kelly. To members of the sub-
committee, I want to thank you for the opportunity to appear here
today to comment on the progress that the Farm Service Agency
has made toward implementing the Debt Collection Improvement
Act of 1996. My testimony will focus on the act’s debt collection
provisions, particularly with respect to Treasury’s offset program
and cross-servicing by the Department of the Treasury.

One of the Farm Service Agency’s primary roles is as a lender
or as a guarantor through its farm commodity programs, farm own-
ership, operating and emergency loans, emergency and disaster as-
sistance, domestic and international food assistance, and inter-
national export credit programs. These programs are funded
through the Commodity Credit Corporation and the Agricultural
Credit Insurance Fund.

We strive to provide equitable, friendly, effective, and efficient
customer service and to enhance the ability of small limited re-
source, beginning and socially disadvantaged farmers and ranchers
to operate successfully. In these efforts, our responsibility as stew-
ards of the land and our financial responsibility to protect the
country’s financial assets makes our job challenging, especially
when we are faced with making sure borrowers comply with their
own fiduciary responsibility to service their debts.

The Farm Service Agency, as of September 30, 1997, had a total
debt portfolio of approximately $34.6 billion. Approximately $23.5
billion is with foreign countries, leaving $11.1 billion under the
farm loan programs and approximately $34.7 million under the
Commodity Credit Corporation program.

Fortunately, Mr. Chairman, most of this debt is being serviced
in a timely fashion. However, in accordance with Treasury report-
ing requirements, approximately $4.9 billion of this debt is consid-
ered delinquent and is being reported as such on the Treasury’s
Schedule 9.

The Farm Service Agency is already complying with the DCIA’s
Treasury offset program. We have referred $471.4 million of the re-
ported delinquent debt, representing all of the farm loan program
eligible delinquent debt and those farm program domestic debts
that are centralized in our Kansas City management office.

We have been referring debts to the Treasury offset program
since the last quarter of 1997. To date, the Treasury offset program
referrals have netted the FSA agency approximately $448,000. We
plan to be 100 percent compliant with the Treasury offset for both
Commodity Credit Corporation and the Ag Credit Insurance Fund
no later than September 1998.

With respect to the Treasury’s cross-servicing requirements, we
plan to be fully compliant, as I mentioned, by September. Systems
enhancements need to be implemented and work needs to be done
to address the year 2000 computer issue before we can see the full
compliance with its provisions. However, because of DCIA exemp-
tions, legislative-imposed servicing rights for the farm loan pro-
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gram borrowers, and the sovereign status of our foreign debtors,
only about $39.7 million of the total $4.9 billion will be transferred
to Treasury.

I would like to explain to you why there is such a difference be-
tween the total of the $4.9 billion delinquent reported on the
Schedule 9 and the $39.7 million which will be transferred to
Treasury for cross-servicing. I have provided the staff with two pie
charts that might help tell the story on that. And what the total
is on the left, on the smaller pie chart, of $34.6 billion of total debt,
of which $4.9 billion is reported to the Treasury on Schedule 9, 1
have moved that over to the larger pie chart, which then shows up
to make up the $4.9 billion in debt; and I will show you how we
will get down to the $30.97 million of the $4.9 billion that will ac-
tually be transferred for cross-servicing.

If I can refer to the yellow part of the pie chart, about $2.5 bil-
lion is sovereign debts under our foreign export programs. Sov-
ereign debts are not covered under the DCIA. Of this amount, $2
billion is owed by Iraq and the remainder by some of the poorest
of the poor countries of the sub-Saharan Africa. These debts are ba-
sically uncollectible but cannot be written off without legislation.

Second, approximately $1.2 billion of the total is automatically
exempt by DCIA, and that is the green portion at the top, and I
guess I would call it the off-white portion. Those two added up are
about $1.2 billion. They are in bankruptcy, litigation, including
foreclosure. They are in dispute or appeal or beyond the statute of
limitations or otherwise satisfied under the tenets of the law.

Third, approximately $16.6 million is collectible by internal off-
set, and that is the very small blue sliver you see in there under
the farm programs under the Commodity Credit, and that is their
production flexibility contract payments that can be paid off within
3 years. These debts are exempted by the DCIA from being referred
to Treasury.

Fourth, and this is referring to the deep pink, or fuchsia, I guess,
approximately $421.4 million of our farm loan program delin-
quencies are exempt because of statutory servicing rights provided
by the farm loan program borrowers. Because of these legislative
servicing requirements, it is mandatory these debts remain in the
field until such time as all servicing rights are exhausted and fore-
closure and liquidation of all assets is concluded. Even after fore-
closure and liquidation, the borrower may still have rights under
the Homestead Protection Program.

Included in this amount, Mr. Chairman, is approximately—and
that is the salmon color—$721.9 million of debts for which the bor-
rower may be delinquent on some but not necessarily all of their
debt. However, for Treasury’s Schedule 9 reporting purposes, the
total balance that is reported to Treasury appears as being delin-
quent, when it actually is not. So you have the $4.9 billion pie and
the small purple sliver out at the side for this cross-compliance of
$39.7 million.

The FSA, including program components of the Farmers Home
Administration, the SCS, and the Commodity Credit have been uti-
lizing many of the debt collection tools required by the Debt Collec-
tion Improvement Act for years and has already taken steps to en-
hance that even further. Specifically, since the late 1980’s, the
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aforementioned agencies have participated in the IRS tax refund
program. To date, this program has resulted in the collection of
over $8.3 million in delinquent debts; and in 1988 participation
began in the Federal salary offset program.

The former ASCS also began referring borrowers to the private
collection agencies under the General Services Administration
scheduling in 1993, netting to date over $400,000. The farm loan
programs have been prohibited from using private collection agen-
cies.

We have also been making referrals to commercial credit report-
ing agencies since 1984. Since 1989, we have been using the IRS
forms 1099 C and 1099 G to report borrowers’ incomes from debt
settlements. We have also been long-time advocates of the taxpayer
identification number as a basis for determination payment limita-
tions and for reporting income to the IRS.

The tool which has provided us with the greatest return has been
the use of internal administrative offsets. In fiscal year 1997, we
collected $1.2 billion; and in 1988 to date, $45.3 million in offsets
have been collected on the farm program debt side. In fiscal year
1988, approximately $20 million have been offset to cover farm
loan program debts.

I think I spoke of them in reverse. The bulk of these offsets have
been from CCC’s program flexibility contract payments.

Because of FSA’s critical involvement as a lender and/or guaran-
tor, our portfolio represents approximately 33 percent of USDA’s
total debt portfolio. Even before DCIA, this agency has made sig-
nificant inroads toward improving our debt collection techniques
and using all available collection tools. Since DCIA’s implementa-
tion, we have improved significantly our debt collection techniques
and are using tools that work. Since the implementation we have
improved significantly our collection success.

Further improvements to systems and procedures will remain on
track to ensure we fully comply with the DCIA tenets and require-
ments as soon as possible. We recognize the value the legislation’s
collection tools have to offer and support the Department of the
Treasury’s efforts to continue with full implementation of the more
complex provisions. We also support this committee’s concerns on
implementation.

I appreciate the opportunity to testify here and would be happy
to respond at the appropriate time.

Mr. HORN. Thank you, Mr. Kelly.

[The prepared statement of Mr. Kelly follows:]
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KEITH KELLY
ADMINISTRATOR, FARM SERVICE AGENCY
U.S. DEPARTMENT OF AGRICULTURE
BEFORE THE
HOUSE SUBCOMMITTEE ON GOVERNMENT MANAGEMENT,
INFORMATION AND TECHNOLOGY

March 30, 1998

Mr. Chairman and Members of the Subcommittee, I would like to thank you for the
opportunity to appear here today to comment on the progress the Farm Service Agency has made
toward implementing the Debt Collection Improvement Act (DCIA) of 1996. My testimony will
focus on the Act’s debt collection provisions, particularly with respect to Treasury’s offset

program and cross servicing by the Department of the Treasury.

The Farm Service Agency touches just about every farmer and rancher in the United
States through the administration of farm commodity programs; farm ownership, operating and
emergency loans; conservation and environmental programs; emergency and disaster assistance;
domestic and international food assistance; and export credit programs. These programs are
funded thnfough the Commodity Credit Corporation (CCC) and the Agricultural Credit Insurance

Fund (ACIE).

These programs provide a safety net to help farmers produce an adequate food supply;
maintain viable operations; compete for and expand the sale and export of agricultural

commodities in the world marketplace; and contribute to the year-round availability of a variety of
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low-cost, safe, and nutritious foods. With the Farm Service Agency’s major role in exporting
U.S. agricultural commodities to major markets throughout the world, our programs become

worldwide in scope.

The Farm Service Agency also plays a significant role in enhancing the environment by the
development and implementation of programs which ensure adequate protection of our natural,
cultural, and historic resources. We assist agricultural producers and landowners in achieving a
high level of stewardship of soil, water, air, and wildlife resources on America's farmland and

ranches.

We strive to provide equitable, friendly, effective, and efficient customer service and to
enhance the ability of small, limited resource, beginning and socially disadvantaged family
farmers/ranchers to operate successfully. In these efforts, particularly, our responsibility as
stewards of the land and our financial responsibility to protect the country’s financial assets makes
our job challenging, especiaily when we are faced with making sure borrowers comply with their

own fiduciary responsibility to service their debts.

One of the Farm Service Agency’s primary roles in many of these programs is as a major
lender or as guarantor. Often this role is as a lender of last resort due to the weak financial
condition of our borrowers; and in the case of our international programs, the Federal
Government is often the only lender or guarantor due to the riskiness of doing business in the

international sector. We take our responsibility for collecting on these and all of our debts
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seriously and are in the process of complying with all provisions of DCIA to the fullest extent of

the law for both CCC and ACTF program debts.

Farm Service Agency Debt Portfolio and Delinquencies

As of September 30, 1997, the Agency had a total debt portfolio of approximately $34.6
billion, which is approximately 33.1 percent of USDA’s total portfolio. Of this amount,
approximately $4.9 billion is owed by debtors who are delinquent on some, but not necessarily all,
of their debt. However, for Treasury’s Schedule 9 reporting purposes, the total balance is
reported to Treasury and appears as being delinquent, when it actually is not. Because of DCIA
exemptions, statutory imposed servicing rights for Farm Loan Program borrowers, and the
sovereign status of our foreign debtors, only $39.7 million of this delinquent debt will be eligible
for cross servicing. For example, because of statutory servicing rights for Farm Loan Program
borrowers, it is necessary for these debts to remain in the field until such time as all servicing
rights are exhausted and foreclosure and liquidation of all assets are concluded. Even after
foreclosure and liquidation, the borrower may still have rights under the Homestead Protection

programs.

In addition, another $678.2 million is in bankruptcy and $325.8 million in litigation or
foreclosure, thus exempt from DCIA. Another $23.5 billion of the total debt is due from
sovereign debtors under our export guarantee programs and PL 480 programs. Although $2.5

billion of this is delinquent, these debts are currently ineligible for cross servicing due to political
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sensitivities, legislative and budgetary concerns related to sovereign debts, and the fact that the
collection center may not have the legal authority to negotiate foreign debt on behalf of another
Federal agency. In addition, Mr. Chairman, other statutory requirements prohibit us from
referring these debts to Treasury. These amounts include approximately $56.3 million in debts
under appeal, $421.4 million under statutory servicing rights, $16.6 million which can be collected
through internal offset with in three years, $127.4 million which has been resolved by the debtors
since the September 1997 Treasury Schedule 9 was prepared, and approximately $13.6 million

which we believe has been misclassified on the Schedule 9. We are researching this issue.

Pre-DCIA Use of Debt Collection Tools

The Farm Service Agency’s program components, formerly from the Farmers Home
Administration (FmHA), the Agricultural Stabilization and Conservation Service (ASCS), and the
Commodsty Credit Corporation (CCC) have been utilizing many of the debt collection tools

required by DCIA for years and have already taken steps to enhance their use. Specifically:

In the late 1980's, ASCS, CCC and FmHA began to participate in the Internal Revenue
Service’s (IRS)Tax Refund Program. To date, this program has resulted in the collection of over

$8.3 million in delinquent debts.

In 1988, participation began in the Federal Salary Offset Program; and in 1993, ASCS

began referring delinquent borrowers to private collection agencies under the General Services
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Administration schedule. Private collection agencies have netted us over $400,000 in past due
debts. The debts of the Farm Loan Program under the former FmHA were prohibited from using
private collection agencies. We have also been making referrals to commercial credit reporting

agencies since 1987 for Farm Program debts and since 1984 for Farm Loan debts.

The collection tool that has been most effective for FSA over the years has been the use of
internal administrative offset. Internally offsetting existing debts against benefits coming due is an
extremely cost-effective way to collect on debts because it keeps the process simple and
completely in-house. We have been using this tool for years. FSA collects in the high 90
percentile of its Farm Program debt by administrative offset. In fiscal year 1997, $1.2 billion in
offsets were taken, and in 1998, to date, we have collected $45.3 million in Farm Program debts
by internal administrative offset. A large percentage of these offsets were from Program
Flexibility Contract payments. In August 1997, we published an interim rule for our Farm Loan
Program that would allow for internal administrative offset of delinquent borrowers prior to their
debts being accelerated. As a result, in the first two payment cycles of fiscal year 1998, we have
collected approximately $20 million in offsets on these delinquent Farm Loan Program debts. The

success of this collection tool is significant.

Centralization Efforts

The Farm Service Agency has, for years, attempted to minimize the cost of debt servicing

by centralizing certain functions.
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In 1987, a central office in Kansas City was established to centralize the collection efforts
of all delinquent debts of Farm Program debtors who no longer participate in our programs, as
well as all Farm Program installment notes. Our St. Louis office has always had a centralized
payment collection receiving center to receive and process borrower payments. The actual
servicing of these loans has and will remain a responsibility of the county office due to legisl'ated
servicing requirements. Finally, debt collection operations relating to our commodity operations

have been centralized in our Kansas City office since the mid-1970's.

TOP Referrals

These existing mechanisms and our successes to date will make our transition to full
DCIA compliance manageable, albeit a challenge. To date, we have made considerable progress

in implementing the nontraditional DCIA provisions.

In late 1997, all of our eligible Farm Program delinquent debts which were centralized at
that time and all of our eligible Farm Loan Program delinquent debts were referred to Treasury
for inclusion in the Treasury Offset Program (TOP). In total, approximately $471.4 million has
been referred to TOP, including both CCC and ACIF debts. TOP has netted the Farm Service

Agency approximately $448,000.

Planned Enhancements
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We are actively working to implement the other key provisions of DCIA. Full TOP
referral is expected to be completed no later than September 1998. We are currently modifying
systems and developing procedures necessary to comply fully with this provision. These changes
are significant but must be balanced with priority Year 2000 systems compliance issues. Referral
to Treasury for Cross Servicing will also begin in September 1998 for both Farm Programs and
Farm Loan Programs. Qur goal is to have these capabilities in place before that time. However,
significant systems enhancements and procedural changes need to be implemented and work
needs to be done to address the “year 2000" computer issue before we can achieve full
compliance with this provision. Consumer Credit Bureau Reporting will begin in July 1998 for

Farm Programs and in December 1998 for Farm Loan Programs.

Impediments

I mentioned briefly that only approximately $39.7 million of our debts will be transferred
to Treasury for cross servicing because of DCIA exemptions, legislated requirements, and

foreign sovereignty issues.

With respect to our Farm Loan Program debts, approximately $721.9 million is not
available for cross servicing. In this category of debt, the entire loan is reported as delinquent
on the Treasury Schedule 9, even though only a portion of the debt is delinquent. In addition,
another $421.4 million is delinquent, but because of statutory servicing rights, the debt must

remain in the field to allow the borrower time to arrange to become current. As a result, these
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amounts cannot be considered for offset. The enabling legislation and the mission for this
program is to assist family farmers and ranchers to become profitable operations, to provide a
source of affordable credit not available to these borrowers, and to supervise and assist these
individuals in developing a financially sound enterprise. Over the years, numerous statutory
provisions have been enacted to expand the servicing options available to assist these farmers.
These servicing requirements are designed to keep these borrowers in business, which does
understandably delay the agency in proceeding with its collection efforts to satisfy the debt.
Various legislation that has expanded servicing rights for Farm Loan Program borrowers
includes the Omnibus Budget Reconciliation Act of 1986, The Agriculture Credit Act of 1987,
and The Food, Agriculture, Conservation and Trade Act of 1990. These acts provide safety net
provisions giving farmers the opportunity to maintain their farms and continue farming, while
making arrangements for adequate servicing of their debts. This Administration fully supports

the mission of this program and the safety net provisions provided to these borrowers.

In addition, approximately $23.4 billion of the debt is with foreign governments which is
considered exempt under DCIA. In-house debt collection efforts for foreign debts is being
handled by the Office of the Controller, CCC. Approximately $13 billion of this amount has
been serviced in a timely manner, and approximately $8 billion has been rescheduled, or
refinanced, under the auspices of the Paris Club, an international group of the world’s major
creditors, including the United States. The remaining $2.5 billion is delinquent, $2.0 billion
which is owed by Iraq and the remainder by some of the poorest-of-the-poor countries in Sub-

Saharan Africa. Obviously, this debt is essentially uncollectible, although we are prohibited
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from writing the debt off due to legal and budgetary constraints. With respect to the Iraqi debt,
the CCC has initiated efforts to collect on this debt, and the Department of the Treasury is

considering legal actions for collection under various versions of proposed legislation.

Foreign debt collection efforts are generally conducted in consultation with the
Department of State which is responsible for negotiating the terms of Paris Club rescheduling
agreements for all Federal agencies. As a Government Corporation, CCC participates closely
with the Department of State in these reschedulings to ensure that the interests of the
corporation are considered in the negotiations. Centralizing delinquent foreign debt collection
efforts is not considered to be a viable option and may not always be in the best interest of the
Agency or the Federal Government. For example, in the past USDA has had an advantage in its
foreign debt collection efforts, particularly from the standpoint that our foreign debtors often
see an incentive in keeping current with CCC so they can ensure continued access to credit
which is needed to facilitate imports of U.S. agricultural commodities and foodstuffs. For
example, a country will often pay CCC before they pay other debtors to ensure a reliable open
supply of U.S. food and other agricultural products, while they may not be as inclined to remain
current with another Federal agency, such as the Export Import Bank of the United States, or
other countries. In the past, this has been particularly true under the GSM Export Credit
Guarantee Programs, which have been able to maintain exemplary repayment records for this
very reason. While we do periodically incur losses for political reasons, such as with Iraq, most
reschedulings are caused by economic reasons, and we are generally able to reschedule the debts

in the Paris Club. We, in turn, maintain an open and fluid relationship with the debtor country.
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A prime example is in the case of Mexico, which defaulted in the 1980's but then rescheduled,

became current, and went on to be one of our best customers in the early 1990's.

Taxpayer Identification Numbers

The Farm Service Agency has had a long history of obtaining taxpayer identification
numbers (TIN’s) from farmers who participate in its programs. The TIN has been used as a
basis for determining payment limitation and for reporting income to the Internal Revenue
Service. With the passage of DCIA, we are, now requiring all vendors who do business with

the CCC to provide their taxpayer identification number.

At the headquarters level, we have mandated that contract bidders either provide their
TIN or a certification that the TIN is already on file with the agency, as part of the bidder’s

official response to requests for proposals.

For payments initiated by the Kansas City Commodity Office, the agency is developing
requirements to enhance its Processed Commodity and Grain Inventory Management Systems
to include the TIN as a requirement for making payments. This enhancement will, however, not
be completed until after “year 2000" compliance issues with the systems are resolved. Another

system, the Cotton Inventory Management System, already has the TIN as a requirement.

Other systems enhancements and requirements will be completed to ensure all programs

10



require to collection of the TIN.

Barring Delinquent Debtors

The former FmHA began referring delinquent farm loan program debts to the Credit
Alert Interactive Voice Response System in 1993 in an attempt to identify applicants with
delinquent Federal debts. Also, FSA uses commercial and consumer credit reports to help
identify applicants who have delinquent Federal debts. Now that DCIA mandates that
delinquent debtors of the Federal Government are no longer eligible for Federal assistance, we
are seeking Treasury’s guidance on establishing a more comprehensive data base of delinquent

debtors to ensure that we comply with this provision.

Sales of Delinquent Debt

As a part of a government-wide initiative to maximize taxpayer returns, we will review

our portfolio of loans that have been delinquent for more than a year to see if sales of them

would be cost-effective in certain instances.

Conclusion

In one way or the other, the programs administered by the Farm Service Agency touch

the lives of just about every person in the United States. We also have a significant impact on

11
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the world economy in general. Because of our critical involvement as a lender and/or
guarantor, our debt portfolio represents approximately 33 percent of USDA’s total debt
portfolio. Even before DCIA, this Agency had made significant in-roads towards improving our
debt collection techniques and our record for collecting current and delinquent debts. Since
DCIA's implementation, we have improved significantly our collection successes. Further
improvements to systems and procedures will remain on track to ensure that we fully comply
with DCIA’s tenets and requirements as soon as possible. We recognize the value the
legislation’s collection tools have to offer and support the Department of the Treasury’s efforts
to continue with full implementation of the more complex provisions. We also appreciate this

committee's concems on implementation.

[ appreciate the opportunity to testify today and I will be happy to respond to your

questions.
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Mr. HORN. The next speaker is Mr. Beyer.

Mr. BEYER. Thank you very much, Mr. Chairman. I appreciate
the opportunity to be here and participate in this hearing.

Rural America continues to be a vital part of our Nation and its
economy. The global marketplace is our customers and competitors.
We must prepare to meet these challenges, however, to secure its
future, rural America must reinvest in infrastructure. Safe, afford-
able, modern utility infrastructure is a key component not only to
iecf:pnomic competitiveness, but also to the success and quality of
ife.

Through a successful local-public partnership with the Federal
Government, RUS programs have provided capital and ecritical
credit support necessary to leverage private capital for infrastruc-
ture financing. RUS finances facilities and systems that provide
electric, telecommunications, and water and waste disposal services
to rural Americans.

As rural America is changing to meet these challenges, RUS is
changing as well. We are reinventing our program delivery,
streamlining our organizational structure, and leveraging private
investment. On a 5-year average, there is about $3 billion invested
in rural infrastructure. RUS provides one-third of that investment.
Two-thirds is leveraged with private investors. Our goal is to help
provide rural America with the necessary tools for economic devel-
opment while ensuring the security and creditworthiness of our $31
billion electric loan portfolio.

Since its inception, RUS has worked closely with its borrowers to
ensure the integrity of the loan portfolio. As such, the financial
health of each borrower is of the utmost concern to the Agency, and
when that health is jeopardized, RUS immediately undertakes the
steps necessary to minimize its delinquencies. RUS’ loan security
goals and debt collection activities are, therefore, totally consistent
with the goal of DCIA to maximize the collection of delinquent
debts owed to the Federal Government by ensuring that collection
activities are promptly pursued. For these reasons, we believe RUS
has taken the steps necessary to comply not only with the letter
of the DCIA, but with the spirit as well.

For many years, RUS has complied with several provisions of
DCIA, including the reporting of delinquent debts to credit bureaus
and reporting of write-offs to the Internal Revenue Service to be in-
cluded in the debtors’ taxable income. Currently, RUS has no delin-
quent debt eligible to transfer under the cross-servicing provisions
of DCIA. Settlement of all RUS delinquent debt is being serviced
through existing debt restructuring agreements or is being actively
pursued with the Department of Justice through a joint effort
through the bankruptcy process.

I want to say that all of the restructuring, all of the debt write-
off, all of the bankruptcies have been a joint effort to date with
RUS and the Department of Justice. We have about eight people
assigned to a Financial Services Department in RUS, and DOJ is
providing six to eight attorneys at any given time in all the proc-
esses, bankruptcy or workouts.

We are proud to report that the RUS Telecommunications Pro-
gram has no delinquent debts and the RUS Water and Environ-
mental Programs have only a handful of debts from a universe of



58

about 7,000 active borrowers and grantees in the water and waste
water program.

The overwhelming majority of RUS’ financially stressed borrower
loans are a result of RUS-financed Generation and Transmission
cooperative investments, minority investments in nuclear generat-
ing facilities from the 1970’s to the 1980’s. We are dealing here
with 15- to 20-year-old investments. These loans and loan guaran-
tees were made under a Federal energy policy of 1978, the National
Fuels Act, which restricted the use of burning natural gas and pe-
troleum in power plants, and it moved everyone into investing in
coal and nuclear power at that time.

The assumptions underlying this policy were based upon the con-
struction cost, load growth projection, and economic trends, which
the utility industry as a whole accepted at that time, which, how-
ever, turned out to be inaccurate. Moreover, this construction took
place during a time when the Nation's interest rates were among
the highest in history, some as high as 14 percent, thereby only in-
creasing the financial burden of the RUS borrowers.

In contrast to the many loans made by tprivat,e lenders, RUS
guaranteed loans, which were the majority of them in the generat-
ing transmission systems, made by the Federal Financing Bank at
Treasury, could not be refinanced to lower interest rates until Con-
gress changed the law to accommodate FFB refinancing in 1993. So
there is a period of 10 or 12 years when double-di?it interest was
accumulating on these high investments in nuclear facilities.

As interest rates fell in the late 1980’s, investor-owned utilities
refinanced their high cost debt and actively pursued and won large
industrial and commercial loads that further improved their econo-
mies of scale. RUS borrowers, however, were forced to continue to
make debt service at interest rates well in excess of market rates.
This combination of extremely high plant and financing costs cre-
ated economic stress that some borrowers could not bear. In fact,
one of the borrowers ended up with a hole in the ground. The plant
was canceled, and everybody had to deal with that particular debt.

In the 1996 farm bill, Congress empowered the Secretary of Agri-
culture with the authority to settle claims arising from RUS loan
programs. Final regulations implementing this authority set forth
comprehensive procedures that RUS utilizes in identifying, analyz-
ing, and resolving the collection problems of our financially
stressed borrowers. These procedures, which are the product of the
Agency’s many years of experience in working with financially
stressed borrowers, are designed to encourage borrowers to reject
the alternative of bankruptcy and to work with RUS to resolve
their financial problems.

Since the 1980’s, 14 power supply borrowers with outstanding
principal of over $9 billion have sought debt restructuring. Since
entering debt restructuring negotiations with these borrowers, the
Federal Government has collected in excess of $4.5 billion on the
debt. The complexity of the organizational structures and financing
arrangements must be addressed in the cost servicing issue.

With few exceptions, resolving the G&T financial difficulties has
proven to be a very difficult process due in part to their com-
;S)licated organizational structures and financing relationships.

tate regulatory problems also exist. Two States have taken a Fed-
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eral preemption on rate increases to court, and we have lost in both
States. That is a very difficult process, particularly in our environ-
ment of federalism versus State rights. We are dealing with that.

The regulatory commissions in several States have refused to ap-
prove the wholesale rates required for the G&Ts to service their
government debt. G&Ts also have complex financing relationships
that often include many different types of debt instruments, such
as secured and unsecured notes, letters of credit arrangements, and
municipal bonding financing. As such, creditors often consist of a
diverse mix of municipalities, Wall Street investors or credit firms,
local banks, and investment companies that exist specifically to
provide credit to cooperative electric utilities. In some cases, the
creditor represents a consortium, including foreign investors and fi-
nancial institutions.

RUS expertise with financially stressed borrowers has gained a
tremendous amount of experience in the last dozen years. Due to
their complex organizational structure and financing relationships
and arrangements, RUS has created a special in-house staff de-
voted entirely to these issues. Financially stressed electric utility
borrowers are assigned to the FSS, and we now have about 15
years of experience in working with the Department of Justice on
all of these restructurings, and bankruptcy debts to date.

For the reasons stated above, RUS and DOJ have generally con-
cluded that it is in the best interest of the Federal Government to
resolve the financial problems of RUS borrowers outside of bank-
ruptcy, and in recent years have endeavored to convince borrowers
that all parties are better served by working together to restruc-
ture debt. In order to persuade borrowers to work with the govern-
ment outside of bankruptcy, we must assure borrowers that RUS
is willing and able to undertake and complete a long and com-
plicated process of debt restructuring, and that, in the end of the
process, RUS will have the necessary authority to make appro-
priate restructuring arrangements.

Under DCIA, funding made available by the Federal agency to
an individual or entity could be used to offset any delinquent debt
that the individual or entity had with another Federal agency,
thereby minimizing the Federal Government’s exposure by not al-
lowing Federal dollars to be used by recipients that are delinquent
on their Federal debt. Treasury offset could, therefore, lead to inad-
equate funding and cancellation of the RUS projects, which are all
actft‘lallﬁ' corporations, municipalities, Native American entities, and
so forth.

As we have previously indicated, only 14 RUS power supply elec-
tric borrowers have entered into debt restructuring negotiation dur-
ing the past 18 years, less than 1 borrower a year. The negotiations
and ultimate restructurings associated with each are often years in
the making, thereby rendering the 180-day DCIA timeframe for
debt recovery impractical. RUS’s current ability to address delin-
quent debt has been successful, and we believe that we should con-
tinue that course of action.

In fact, when I arrived here in 1993, in November 1993, these
debts all existed. And for a period of 10 or 12 years it was a very
frustrating activity with the borrowers to get tﬂem restructured. I
am pleased to say that we are dealing with six now. We are dealing
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with six actively. We had four in bankruptcy. Three of them have
a court-approved resolution, and one, Cajun Electric, that you men-
tioned, is the one bankruptcy that we still have that we are frankly
struggling with for a solution.

We look forward to working with the Office of Management and
Budget, and the Treasury, to ensure the integrity and the security
of the RUS loan portfolio. As I am sure you will agree, it is criti-
cally important to protect and ensure program integrity and con-
gressional intent as we continue to comply with the DCIA.

Mr. HORN. We thank you for your statement. Last week we
learned, in a series of hearings, that there are only two executive
departments that have increased in the number of personnel. Jus-
tice was one of them. And I thought last week that maybe it was
all the independent counsels that were loose, but now I know it is
the Department of Agriculture needing help on various loans in
{Jankruptcy. So at least the sequencing of this hearing was excel-
ent.

Mr. BEYER. Thank you very much for that support.

[The prepared statement of Mr. Beyer follows:]
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United States Department of Agriculture
Rural Utilities Service
Statement of Wally Beyer, Administrator
Before the House Subcommittee on Government Management,
Information, and Technology

March 30, 1998

Mr. Chairman and Members of the Committee, | am pleased to appear before you today
to discuss the Rural Ultilities Service's (RUS) progress toward compliance with the Debt
Collection Improvement Act of 1996.

Rural America continues to be a vital part of our nation and its economy. The global
marketplace is our customers, and competitors. We are prepared to meet these challenges;
however, to secure its future, rural America must reinvest in its infrastructure. Safe, affordable,
modern utility infrastructure is a key component, not only to economic competitiveness but also
to the success and quality of life.

Through a successful local/public partnership with the Federal government, RUS
programs help provide the capital and critical credit support necessary to leverage private capital
for infrastructure financing. RUS finances facilities and systems that provide electric,
telecommunications, and water and waste disposal services to rural Americans.

As rural America is changing to meet these challenges, RUS is changing as well. We are
reinventing program delivery, streamlining our organizational structure, and leveraging private
investment. We view each new challenge as an opportunity. Our goal is to help provide rural

America with the necessary tools for economic development while ensuring the security and
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creditworthiness of our $31 billion loan portfolio.

Since its inception, RUS has worked closely with its borrowers to ensure the integrity of
its loan portfolio. As such, the financial health of each RUS borrower is of the utmost concern to
the Agency and when that health is jeopardized, RUS immediately undertakes the steps
necessary to minimize its delinquencies. RUS’ loan security goals and debt collection activities
are, therefore, totally consistent with the goal of DCIA — to maximize the collection of
delinquent debts owed to the Federal government by ensuring that collection activities are
promptly pursued. For these reasons, we belicve RUS has taken the steps necessary to comply
with not only the letter of the DCIA legislation, but its spirit, as well.

For many years, RUS has complied with several provisions of DCIA including the
reporting of delinquent debts to credit bureaus and the reporting of write-offs to the Intemal
Revenue Service to be included in the debtors’ taxable income. Currently, RUS has no
delinquent debt eligible for transfer under the cross-servicing provisions of DCIA. Settlement of
all RUS delinquent debt is being serviced through existing debt restructure agreements or is
being actively pursued with the Department of Justice (DOJ) through the bankruptcy process.
We are proud to report that the RUS Telecommunications program has no delinquent debts and
the RUS Water and Environmental programs have only a handful of problem borrowers from a
universe of more than 7,000 active borrowers and grantees.

The overwhelming majority of RUS’ financially stressed borrowers loans are the result of
RUS-financed Generation and Transmission cooperatives (G&T’s) minority investments in
nuclear generating facilities from the 1970s and early 1980s. These loans and loan guarantees

were made under a federal energy policy (1978 Fuels Act) that encouraged investment in nuclear
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plants and restricted the use of natural gas. The assumptions underlying this policy were based
upon construction cost estimates, load growth projections, and economic trends that the utility
industry, as a whole, accepted at that time, which, however, turned out to be inaccurate. While
most RUS borrowers never owned more than a small minority interest in any nuclear power plant
and no RUS borrower ever had responsibility for constructing or operating a nuclear plant, the
embedded plant costs associated with these minority interests were enormous given the small
customer base of the RUS borrowers. Moreover, this construction took place during a time when
the nation's interest rates were among the highest in recent history (some as high as 14%),
thereby only increasing the financial burden of RUS borrowers. In contrast to many loans made
by private lenders, RUS guaranteed loans made by the Federal Financing Bank could not be
refinanced to lower interest rates until the Congress changed the law to accommodate FFB
refinancing in 1993. As interest rates fell in the late 1980’s, investor-owned utilities refinanced
their high cost debt and actively pursued and won large industrial and commercial loads that
further improved their economies of scale. RUS borrowers were, however, forced to continue to
make debt service payments at interest rates well in excess of market rates. This combination of
extremely high plant and financing costs created economic stresses that some borrowers could
not bear.

Due to the diverse financial interests and complex financing strategies that initially
provided the capital for each of these generating facilities, debt restructuring negotiations
traditionally begin before the debt actually becomes delinquent and continue until a settlement
among all parties is reached. Because of the complexities of these negotiations, final debt

restructuring agreements are months, if not years, in the making.
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In the 1996 Farm Bill, Congress empowered the Secretary of Agriculture with the
authority to settle claims arising from the RUS loan programs. Final regulations implementing
this authority set forth comprehensive procedures that RUS utilizes in identifying, analyzing, and
resolving the collection problems of our financially stressed borrowers. These procedures, which
are the product of the Agency’s many years of experience in working with financially stressed
borrowers, are designed to encourage borrowers to reject the alternative of bankruptcy and to
work with RUS to resolve their financial problems.

Since 1980, fourteen power supply borrowers with outstanding loans in the principal
amount of over $9 billion have sought debt restructuring. Since entering debt restructuring
negotiations with these borrowers, the Federal government has collected in excess of $4.5 billion
on this debt.

Cross-Servicing Issues
Complexity of Organizational Structures and Financing Arrangements

With few exceptions, resolving the G&T’s financial difficulties has proven to be a very
difficult process due, in part, to their complicated organizational structures and financing
relationships. G&Ts are owned and controlled by member distribution borrowers who are bound
by long-term purchase power contracts to pay for power at rates sufficient to recover the costs of
the G&T’s operations. However, many distribution members, through their representatives on
the G&T’s board of directors, have pursued strategies, including bankruptcy, that keep their rates
low, thereby adversely impacting the G&T’s cash inflows and its ability to repay its government
loans. State regulatory problems also exist. The regulatory commissions in several states have

refused to approve the wholesale rates required for the G&Ts to service their government debt.
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G&Ts also have complex financing relationships that often include many differing types
of debt instruments such as secured and unsecured notes, letter of credit arrangements, and
municipal bond financings. As such, creditors ofien consist of a diverse mix of municipalities,
Wall Street investment or credit firms, local banks, and investment companies that exist
specifically to provide credit to cooperative electric utilities. In some cases, the creditor
represents a consortium, including foreign investors and financial institutions.

RUS Expertise with Financially Stressed Utilities

Due to-their complex organizational structures and financing arrangements and
relationships, RUS has created a specialized in-house staff devoted entirely to these issues.
Financially stressed electric utility borrowers are assigned to the Financial Services Staff (FSS), a
staff with thirteen years of experience in resolving the delinquencies of financially stressed
G&Ts and in restructuring RUS borrower debt. FSS performs detailed analyzes of each
borrower’s financial problems, develops alternative resolutions, and, in coordination with DOJ
and the Department of Agriculture’s Office of General Counsel, negotiates restructuring terms
with the appropriate partics. When necessary, FSS can call on the services and expertise of
various consultants.

Bankruptcy May Result in Minimized Recovery

The RUS borrowers’ financial problems have resulted in seven bankruptcies and spawned
a great deal of litigation as the government sought 1o protect its interests before state regulatory
commissions, in bankruptcy court, and in the state and Federal court systems. Attempts to
preempt state rate regulation have been largely unsuccessful. The Federal government has

experienced mixed results in bankruptcy and other litigation. The bankruptcy process, in some
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cases, has resulted in decisions that have been openly hostile to the interests of the U. S.
taxpayers.

The cost of the bankruptcy process only added to the problems facing the Federal
government. Because of the many parties involved and the complicated nature of these cases,
bankruptcy is an extremely costly process to all parties involved. The bankrupt estate must bear
costs, typically measured in the millions of dollars that can greatly reduce the government’s
ultimate recovery of its debt. There are, as well, the indirect costs of bankruptcy. Once in
bankruptcy, it simply costs a utility system more to operate. Because of the uncertainty of the
outcome, a borrower is greatly handicapped in planning for its future. At a time when the
electric utility industry is rapidly changing and utilities are facing competitive pressures, the
ability to respond quickly, exercise flexibility, and take meaningful steps to plan for the future is
critical to the financial success and future economic health of any utility. Since the repayment of
govemnment loans and loan guarantees depends almost entirely on the continued economic health
of the borrower, a lengthy bankruptcy proceeding further limits the potential recovery of
government funds.

Integrity of the Settlement Process

For the reasons stated above, RUS and DOJ have generally concluded that it is in the best
interests of the Federal government to resolve the financial problems of RUS borrowers outside
of bankruptcy and, in recent years, have endeavored to convince borrowers that all parties are
better served by working together to restructure debt. In order to persuade borrowers to work
with the goverment outside of bankruptcy, we must assure borrowers that RUS is willing and

able to undertake and complete the long and complicated process of debt restructuring and that,
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at the end of the process, RUS will have the necessary authority to execute the appropriate
restructuring agreements. Because a restructuring involves not only the G&T and its member
distribution cooperatives, but other creditors, utilities, and state regulators, the process may
involve renegotiating contracts, negotiating sales or leases of utility plant, and evaluating a
variety of other options and alternatives. Our experience has shown that this process can take
several years to complete and can become particularly protracted when state regulatory hearings
are required.

If RUS cannot provide reasonable assurances that it will be able to retain the
responsibility and authority to settle claims during the often prolonged settlement process, we
believe borrowers will be more inclined to pursue the bankruptcy alternative.

Administrative Offset

Under DCIA, funding made available by a Federal agency to an individual or entity could
be used to offset any delinquent debt that individual or entity had with another Federal agency
thereby minimizing the Federal govemment’s exposure by not allowing Federal dollars to be
used by recipients that are delinquent on Federal debt. Treasury offset could, therefore, lead to
inadequate funding and the cancellation of projects.

Conclusion

As we have previously indicated, only fourteen RUS power supply electric borrowers
have entered into debt restructuring negotiations during the past eighteen years; less than one
borrower each year. The negotiations and ultimate restructurings associated with each are often
years in the making, thereby rendering the 180-day DCIA time frame for debt recovery

impracticable. RUS current ability to address delinquent debt has been successful, and we
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believe we should continue on this course of action as long as this remains true.

We look forward to working with the Office of Management and Budget and Treasury to
ensure the integrity and security of the RUS loan portfolio. As [ am sure you will agree, it is
critically important to protect and ensure program integrity and Congressional intent as we

continue to comply with-DCIA.
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S Mr. HORN. Mr. Shadburn, Administrator of the Rural Housing
ervice.

Mr. SHADBURN. Thank you, Mr. Chairman and members of the
subcommittee. Thank you for this opportunity to testify today on
debt collection and credit management activities at the Rural
Housing Service within the U.S. Department of Agriculture and the
progress that we have made in implementing the Debt Collection
Improvement Act of 1996.

Mr. Chairman, I will present my testimony to you in two parts:
first, I will briefly describe the housing and community facilities
programs administered by the RHS, and this Agency’s efforts to
improve service delivery to rural America; second, I will summarize
the Agency’s implementation of DCIA to date.

We provide rural people and communities with access to credit,
which, as you know, having been from a rural community, is often
limited in rural areas; grants, including subsidized direct loans and
rents; and technical assistance and support to complete their com-
munity development efforts. The direct loans are made to individ-
uals, families, communities, and other entities that do not have ac-
cess to credit at similar terms through the commercial market. We
do have a large portfolio, over $35 billion, over 1 million units of
home ownership, rural rental housing or community facility
projects.

An essential part of the service we provide is congressionally
mandated supervised credit to our low- and very low-income cus-
tomers. This is an important point I would like to emphasize. It is
one of our principal goals to not only provide the financing of the
physical structure of a modest home, but provide additional servic-
ing actions to help preserve home ownership through economic and
medical hardships. These actions have made it possible for literally
thousands of low-income rural residents to stay in their homes.

In addition, our borrowers have a right to appeal adverse deci-
sions through the national appeals division. These unique servicing
rights require more than simply debt collection as traditionally
done in other agencies and the private sector.

I would also like to point out that with those supervised servicing
opportunities, that this Agency has, in my opinion, one of the low-
est delinquencies in our multifamily housing portfolio of 2.1 percent
on 18,000 projects, Community Facilities Program with 1 percent
with 1,000 projects, and we have just converted the largest conver-
sion to a centralized operation in our single-family housing oper-
ation of 700,000 loans, which we believe will not only provide con-
sistent but timely servicing.

We will be escrowing taxes and insurance, and the savings to the
government of over $250 million when fully implemented. At con-
version we had 12.5 percent delinquency, and when implemented
we feel like we will be able to bring that under 10 percent.

The section 502 single-family direct and guaranteed loan pro-
grams offer rural people and their families the most basic piece of
the American dream: the chance to own their own homes. The sec-
tion 502 Direct Single-Family Program reduces the interest rate
down to as low as 1 percent in income and provides 100 percent
financing. This program serves low- and very low-income residents
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under 80 percent median income and 50 percent median income re-
spectively.

The section 502 Guaranteed Single-Family Housing Program
guarantees loans to low- and moderate-income residents under 115
percent of median income. This program allows 100 percent financ-
ing for individuals who could not obtain credit with similar terms
from the commercial sector.

The section 523 Mutual Self-Help Housing grants are made to
nonprofit and Government agencies to provide technical assistance
to small groups that average 6 to 10 families in constructing their
own homes. The Mutual Self-Help Program enables low- and very
low-income rural families to become homeowners through the ef-
forts of their sweat equity contribution while simultaneously build-
ing and stabilizing their communities. The sweat equity reduces
the mortgage and allows the Agency to reach to very low-income
residents, in some cases with as little as an annual income of
$10,000.

The section 515 Rural Rental Housing Program, consisting of
18,000 projects, 445,000 rental units, makes direct loans to devel-
opers to provide affordable rental housing for low- and very low-in-
come families and elderly individuals, which, I might add, is 40
percent of our portfolio of elderlies living in our rental housing
portfolio, in rural communities, with an average income of approxi-
mately $7,300. Subsidies are provided through as low as 1 percent
financing and rental assistance for almost half of tenants. Rental
assistance is a unit-based subsidy that allows many of our low- and
very low-income residents to pay only 30 percent of their income
toward rent.

We are entering in the third year of the section 538 Guaranteed
Multifamily Rural Rental Housing Program, which guarantees
loans made by certified lenders for multifamily housing projects
available to moderate- and low-income residents.

The section 514/516 Domestic Farm Labor Housing Loan and
Grant Program provides assistance to build and maintain rental
housing for migrant and year-round farm laborers. The loan rates
can be as low as 1 percent, with rental assistance also available.
The companion grant program can also provide up to 90 percent of
the development cost for farm labor units.

Our Community Facility Loan Program provides funding for es-
sential community facilities, such as health care centers, fire sta-
tions, municipal buildings, and day care centers. Direct and guar-
anteed loans are made to public bodies and nonprofit organizations
to provide essential community facilities to rural residents in com-
munities of not more than 50,000 residents.

There is a small grant component to the program that assists
communities that experience high poverty. The facilities financed
allow rural communities to improve the quality of life for their citi-
zens and remain competitive in attracting jobs and businesses.
Servicing both multifamily housing and CF loans requires special-
ized expertise in order to keep the projects operating and serving
rural America in addition to repayment of the debt.

I will now turn to the Agency’s implementation of DCIA. As 1
have discussed, the Rural Housing Service programs consist of a
variety of loan guarantee and grant programs, plus technical as-
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sistance in the areas of housing and community facilities. The basic
tenets of these programs is that they are not to compete with pri-
vate credit, but, rather, supplement that credit. Authorizing legis-
lation provides for supervised credit and allows the borrower cer-
tain loan servicing rights before an account can be liquidated.

Although faced with these challenges, Rural Housing Service pro-
tects the interest of the government by requiring adequate security
for the loans in the form of real estate mortgages, assignments of
income, personal and corporate guarantees, and liens on revenues.
The Rural Housing Service and other USDA agencies are working
with Treasury to resolve a number of operational and policy issues
that impact on the various provisions of the act.

Rural Housing Service has made significant progress with imple-
menting provisions of the act in a time when resources were lim-
ited and demands for automation support were at an all-time high
because of our commitment to our centralized servicing operation
and to having our automated systems year 2000-compliant. The fol-
lowing outlines the Rural Housing Service activities in implement-
ing the provisions of the DCIA.

The Treasury Administrative Offset Program—this act requires
agencies to refer any debt over 180 days delinquent to Treasury for
inclusion in the Treasury Offset Program. Because the Treasury
Offset Program enables Rural Housing to collect funds from tax re-
fund offset, administrative offset, and salary offset, we placed a
high priority in complying with this part of the act.

In September 1997, Rural Housing Service identified accounts to
be reviewed for referral to Treasury, notified the borrower and gave
them an opportunity to either pay their delinquent debt or provide
us with evidence that would preclude us from reporting them. After
60 days had elapsed, we reviewed each borrower’s account. If they
remained delinquent, the account was referred to Treasury.

In accordance with our established target dates, Rural Housing
Service, in December 1997, referred over 28,000 accounts, rep-
resenting over $65 million in delinquent debt, to the Treasury off-
set process. As of May 9, 1998, we have collected on 6,991 accounts
at about $7 million from the Treasury offset process referrals.

RHS is in compliance with the Treasury offset provision, and we
are updating the list of referred debt as borrowers either become
current or go delinquent. The administrative offset feature of the
act causes Rural Housing Service concerns for the continued viabil-
ity of our programs. If approved, loan and grant proceeds and pay-
ments can be offset by Treasury to satisfy another Federal debt of
thedproposed recipient. Critically needed projects could be jeopard-
ized.

Rural Housing Service policy is to prohibit making loans to appli-
cants with delinquent Federal debt. However, there are cir-
cumstances, such as when a debtor becomes delinquent on a Fed-
eral debt, after Rural Housing Service has approved the loan or
closed the loan, or, despite its best efforts, the Rural Housing Serv-
ice is unaware of the delinquency, where administrative offsets of
the loan or grant payment would adversely impact or defeat the
purpose of the program.

RHS is requesting exemption from Treasury where administra-
tive offset of the loan or grant payment would jeopardize the com-
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pletion of a community facility, a single-family housing, or multi-
family housing project that is vital to the sustainability of a com-
munity or would adversely affect the health or safety of rural resi-
dents and payments that are needed to meet our commitments to
private sector lenders who participate with us on interim financing
arrangements.

One quick example might be where we issue a conditional com-
mitment to finance a home for an individual who, in turn, goes to
a contractor. They go to the private sector and get an interim loan.
The construction is completed. Then we get ready in advance to
pay off that private sector lender, and someone who is offset on
those proceeds would leave the contractor and the whole process in
a state of chaos. So I just wanted to make that point very clear.

On cross-servicing, Rural Housing Service is currently reviewing
its delinquent debt to determine which accounts are eligible for
cross-servicing. Not all of the accounts over 180 days delinquent
are eligible for cross-servicing because of statutory loan servicing
requirements that include more moratoriums and workout agree-
ments. Also, many of the accounts are in foreclosure, bankruptcy,
or other litigation, which precludes the use of a cross-servicer.

System modification to provide required data to a cross-servicer
are much more extensive than the modifications that were nec-
essary for the Treasury Offset Program reporting. I anticipate that
Rural Housing Service will refer its first debt to Treasury for cross-
servicing in June 1998. We will continue to refer more debt as sys-
tem modifications are made.

In conclusion, our credit programs administered by the Rural
Housing Service vary significantly in their objectives and goals. As
a result, the programs differ in the type of credit, payment sched-
ules, interest rates, payback provisions, and servicing they require.
Although these differences must be considered when pursuing debt
collection, we believe that every debt should be repaid in accord-
ance with the conditions under which the loan was made.

We have a good security position with the vast majority of our
loans. We must also remember the majority of our programs serve
low- and very low-income customers, and we must take extra steps
to assist and preserve the homes and facilities we finance. It is in
the best interest of the government and the rural residents we are
here to serve. .

We will make every effort to implement the additional provisions
of the act as the rules and requirements are identified by Treasury
for such features as wage garnishment and gainsharing. The act
provides us with many new tools to assist us in the efficient and
effective management of our loan portfolios.

We look forward to working with the Office of Management and
Budget, Treasury, and other Federal departments and agencies
through the Federal Credit Policy Working Group and the Chief Fi-
nancial Officers Council to coordinate initiatives that reduce the
amount of delinquent debt owed to the Federal Government.
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Mr. Chairman, thank you for the opportunity to testify today and
discussing the progress we have made in the implementation of the
Debt Collection Improvement Act. I will be delighted to answer any
questions that you may have at this time.

Mr. HORN. Thank you, Mr. Shadburn.

{The prepared statement of Mr. Shadburn follows:]
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Statement of Jan E. Shadburn, Administrator
Rural Housing Service
U.S. Department of Agriculture
Before the Subcommittee on Government Management,
Information and Technology
Committee on Government Reform and Oversight
U.S. House of Representatives
March 30, 1998

Mr. Chairman and members of the Subcommittee, thank you for this opportunity to testify today
on debt collection and credit management activities at the Rural Housing Service (RHS) within
the U.S. Department of Agriculture (USDA) and the progress that we have made in implementing

the Debt Collection Improvement Act of 1996 (DCIA).

Mr. Chairman, I will present my testimony to you in two parts. First, I will briefly describe the
housing and community facility programs administered by the RHS and this Agency's efforts to
improve service delivery to rural America. Second, I will summarize the Agency's implementation

of DCIA to date.

Rural Housing Service
The RHS was established under the Department of Agriculture Reorganization Act of 1994,

succeeding the Farmers Home Administration.
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We provide rural people and communities with: access to credit -- which, as you know, is often
limited in rural areas; grants, subsidized loans and rents; and technical assistance and support to
complete their community development efforts. A very important part of the service we provide

is "supervised credit.”

We deliver our programs and necessary technical assistance through a network of State and local
offices, many of which are, or will be, collocated with other USDA agencies in USDA one-stop

Service Centers.

We invest in two of our most vital assets- our people and our small rural communities- and enable
them to have a part of the American Dream. Our assistance literally allows individuals, families
and communities to turn their lives around and become self sufficient. The impact on the
community and the individual goes far beyond the tens of thousands of construction related jobs,
the millions of dollars generated each year in building and associated trades, the more than $1

billion boost in State and local taxes, and the actual physical shelter provided.

Housing Programs

The section 502 single family direct and guaranteed loan programs offer rural people and their
families the most basic piece of the American Dream - the chance to own their homes. The
section 502 direct single family program reduces the interest rate down to as low as 1 percent
based on income with an average interest rate of around 3 pescent. This program serves low- and

very low-income residents under 80 percent median income and 50 percent median income
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respectively.

The section 502 guaranteed single family housing program guarantees loans to low- and
moderate-income residents under 115 percent median income. This program allows 100 percent

financing for individuals who could not obtain credit from the commercial sector.

In addition, RHS makes section 504 repair loans and grants to finance necessary repairs for
substandard units to remove health hazards. One-percent loans are made to very low-income
applicants for not more than $20,000 for a period not to exceed 20 years. RHS also administers
a section 504 grant program limited to elderly applicants under which individuals can receive up
to $7,500 in their lifetimes for repairs. A loan and grant combination can also be used if the

applicant is very low-income and has repayment ability.

Section 523 Mutual and Self-Help Housing grants are made to nonprofit and Government
agencies to provide technical assistance to small groups that average 6 to 10 families in

constructing their own homes.

The Mutual Self-Help Grant program enables low- and very low-income rural families to become
homeowners through the efforts of their “sweat equity” contribution while simultaneously
building and stabilizing their communities. The sweat equity contributed by these families not
only builds communities, but also reduces the cost of the mortgage and enables RHS to reach a

lower-income customer. The majority of the mortgages are provided by the section 502 direct
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loan program which allows the interest rate to be subsidized down to as low as 1 percent based on
income. These self-help borrowers have exceptional track records—both lower delinquency rates

and better graduation. Over half have paid off their loans in full or graduated to private credit.

We are continuing to carry out the Congressionally mandated escrow of taxes and insurance for
our section 502 direct single family borrowers. This involved the transfer of over 700,000 loans
from the field offices across rural America to one centralized unit in St. Louis. The Centralized
Servicing Center (CSC) is providing state-of-the-art servicing comparable with any other system
available to homeowners across the Nation. Our system is unique because of the Congressional
mandated “supervised credit” that is available to our borrowers to preserve homeownership
through economic or other hardships individuals and families may experience. For this reason, we
have had to modify the private sector software we purchased to ensure these servicing options
were handled in a consistent and efficient manner. These servicing features include: 7-day-a-
week, 24-hours voice response for detailed information on loans; nationwide consistency for
servicing, including payment assistance, moratorium, reamoritization and other services;
centralized cash management providing fiduciary control; a monthly statement sent to each
borrower; escrow of taxes and insurance; and expanded (7:00am-6:00pm) customer service

representatives to handle more complex issues for our borrowers.

In addition to the single family housing programs, RHS administers multi-family housing
programs to assist rural residents who cannot afford to own a home. The section 515 rural rental

housing program makes direct loans to developers to provide affordable rental housing for low-
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and very low- income families and elderly individuals in rural communities. Subsidies are
provided through as low as 1 percent financing and rental assistance for almost half of tenants.
Rental assistance is a unit-based subsidy that allows low- and very low-income residents to pay

only 30 percent of their income toward rent.

We are entering the first year, after two-year pilot, with the section 538 guaranteed multi-family
rental housing program which guarantees loans made by certified lenders for multi-family housing

projects available to moderate- and low-income rural residents.

The section 514/516 domestic farm labor housing loan and grant program provides assistance to
build and maintain rental housing for migrant and year-round farm laborers. The loan rates can be
as low as 1 percent with rental assistance also available. The companion grant program can

provide up to 90 percent of the development costs for farm labor units.

Community Facilities

Our community facilities program provides funding for essential facilities such as health care
centers, fire stations, municipal buildings and day care centers. Direct and guaranteed loans are
made to public bodies and nonprofit organizations to provide essential community facilities to
rural residents in communities of not more than 50,000 residents. There is a small grant
component to the program that assists communities that experience high poverty. These facilities
allow rural communities to improve the quality of life for their citizens and remain competitive in

attracting jobs and businesses.
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Protecting the Government’s Interest
RHS has taken many steps, both administratively and through legislative changes to protect the

Government's interest in the administration of all our programs.

RHS and the USDA’s Office of Inspector General (OIG) are working on a joint initiative to
identify section 515 rural rental housing projects and participants where the potential for financial

abuse may exist.

The OIG has previously reported a number of cases where tenant household income information
provided to RHS was incomplete or unreliable. As a result, both tenant and owner received

subsidies to which they were not entitled.

The Agency is pursuing legislation that would allow access to the National Database for New
Hires. This data would be used to verify income information provided by tenants renting rural
multi-family housing units and applicants for, ar borrowers and grantees of, rural housing loans or

grants administered by the Agency.

Other examples of actions to protect the Government’s interest include implementation of a series
of reforms to the section 515 program that were enacted by Congress as part of the Agriculture,

Rural Development, Food and Drug Adnﬁnisfration and Related Agencies Appropriations Act for
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fiscal year 1997. The regulations implementing the reforms were published as an interim rule on
May 7, 1997 and as a final rule on December 23, 1997. In developing these rules, RHS worked
extensively with stakeholders representing for-profit and non-profit developers as well as housing

advocacy groups, state housing finance agencies, the OIG and other interested parties.

As a result of this Congress’ and the Administration’s efforts to provide the necessary tools to
provide the proper oversight and management, the section 515 multi-family housing portfolio is
healthier and safer today. The tenants’ and Government’s interest are protected. But we're not

stopping there.

I'll turn now to the Agency’s implementation of the DCIA.

As described above, the RHS programs consist of a variety of loan, loan guarantee, and grant
programs, plus technical assistance, in the areas of housing and community facilities. The basic
tenet of these programs is that they are not to compete with private credit, but rather supplement
that credit. Although faced with these challenges, RHS protects the interest of the Government
by requiring adequate security for the loans in the form of real estate mortgages, assignments of

income, personal and corporate guarantees, and liens on revenues.

In fulfilling our responsibilities to our constituents and the American taxpayer, we believe that
each and every debt should be repaid in accordance with the requirements under which the loan

was made, including proper exercise of the repayment and servicing provisions specified by the
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enabling legislation that created specific programs.

RHS, through it’s predecessor Agency has long used all available tools to collect delinquent debt
and, in fact, implemented several of the provisions of DCIA (the Act) as far back as 1985
including: reporting of delinquent consumer debts and all commercial debts to credit bureaus, and

reporting write-offs to the IRS for inclusion in debtors’ taxable income.

RHS was also an active participant in the IRS offset program and in the salary offset program,
both of which were predecessors to the Treasury Offset Program (TOP). For the period 1987

through 1997, RHS collected in excess of $7.2 million from IRS offset.

RHS and other USDA agencies are working with Treasury to resolve a number of operational and
policy issues that impact on the implementation of the various provisions of the Act. RHS has
made significant progress with implementing provisions of the Act in a time when resources were
limited and demands for automation support were at an all time high because of our commitment
to having all of our automated systems Year 2000 compliant.

The following outlines RHS activities in implementing the provisions of DCIA.

Treasury Administrative Oﬂ‘m Program (TOP)
neAaraqumAgmcmtorefumydebtover 180 days delinquent to'l‘mmryformclus:onm
TOP. Because TOP enables RHS to collect funds from Tax Refund Offset, Administrative Offset,

and Salary Offset, we placed a high priority in complying with this part of the Act. In September
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1997, RHS identified accounts to be reviewed for referral to Treasury, borrowers who were
more than 90 days delinquent and were not excluded by statute for reasons including pending
litigation or foreclosure. In addition, based on Treasury’s guidance we also excluded borrowers
who were in bankruptcy from our file of borrowers who could be referred for Treasury offset.
The borrowers that we identified during this process were then notified and given an opportunity
to either pay their delinquent debt or provide us with evidence that would preclude us from
reporting them. After 60 days had elapsed, we reviewed each borrowers’ account and if they

remained delinquent, the account was referred to Treasury.

In accordance with our established target dates, RHS in December 1997, referred over $65
million in delinquent debt to TOP. As of March 9, 1998, we have collected about $7.2 million
from the TOP referrals. RHS is in compliance with TOP and we are updating the list of referred

debt as borrowers either become current or go delinquent.

It took some time to comply with provisions in the Act and refer debt to TOP, because RHS had

to revise systems and procedures as follows:

* Revised the System of Record to be published in the Federal Register to provide for the
sharing of records necessary to implement TOP.

+ Developed internal regulations to implement Treasury’s debt collection processes.

« Modified automated systems to establish a new offset database, and established protocols

necessary to send the data to TOP electronically.



In addition, because Treasury is in the process of updating its TOP system to allow for the
submission of multiple debts for a single borrower and to accept information related to co-
borrowers, RHS will be required to modify its automated systems to take advantage of the
capabilities afforded by Treasury’s new Grand TOP program. Also, once we complete the
changes needed in the due process letter needed to comply with legal requirements, we will be

able to begin participating in Treasury’s pilot salary offset program.

Cross-Servicing of Delinquent Debt

RHS is currently reviewing its delinquernt debt to detérmine which accounts ase eligible for cross-
servicing. Not all of the accounts over 180 days delinquent are eligible for cross-servicing
because of statutory loan servicing requirements that include moratoriums and workout
agreements. Also, many of the accounts are in foreclosure, bankruptcy or other litigation which
precludes the use of a cross-servicer. System modifications to provide required data to a cross-
servicer are much more extensive than the modifications that were necessary for TOP reporting. I
anticipate that RHS will refer its first debt to Treasury for cross-servicing in June 1998 if all legal
requirements have been met. We will continue to refer more debt as system modifications are

made.

Taxpayer Identification Numbers (TIN)
RHS already collects TINs from most of its vendors, borrowers, and other clients. The TINs are

required in the application process prior to loan or grant approval. RHS does experience some
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'problems verifying TINs, however, we recognize the collection of TINs will improve the
collection of delinquent debts by allowing full participation in TOP and assuring that any

subsequent discharges of indebtedness are reported to the IRS.

Reporting of Write-offs to IRS on Form 1099-C
RHS has been reporting write-offs to the debtor and to the IRS on Form 1099-C for inclusion in

the debtor’s income since 1990. For 1997, we reported write-offs totaling more than $82

million.

Civil Monetary Penalties
The USDA has developed and published in the July 31, 1997, Federal Register, a Final Rule
pertaining to civil monetary penalties which incorporates inflation adjustments. RHS has adopted

the Department’s rules.

Use of Private Collection Agencies
Until recently, RHS was prohibited from using collection contracts. The Agency uses many tools
to collect delinquent debt and the use of private collection agenéies will be considered. We will

continue to refer delinquent debts to the Department of Justice for litigation when appropriate.

Barring Delinquent Debtors

RHS supports the Act's provision to bar delinquent debtors from obtaining additional Federal

loans or loan insurance guarantees. During the application process, RHS uses credit reports as a
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tool in determining the credit worthiness of individuals, businesses, or other organizations who

are applying for loans and grants.

Electric Funds Transfer (EFT)
DCIA requires RHS to make all disbursements by electric funds transfer (EFT) by 1999. The

Agency has initiated the system design changes necessary to comply with this requirement.

Guaranteed Loans
RHS's guarantees of single-family loans are different from many federal guarantee programs in
that we do not take back loan collateral or the loan upon borrower default. Therefore, we do not

have DCIA issues with our guarantees.

Conclusion

Credit programs administered by the Rural Housing Service vary significantly in their objectives
and goals. As a result, the programs differ in the type of credit, payment schedules, interest rates,
payback provisions, and servicing they require. Although these differences must be considered
when pursuing debt collection, we believe that every debt should be repaid in accordance with the

conditions under which the loan was made.

We will make every effort to implement the additional provisions of the Act as the rules and
requirements are identified by Treasury for such features as Wage Garnishment and Gainsharing.

The Act provides us with many new tools to assist us in the efficient and effective management of
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our loan portfolios. We look forward to working with the Office of Management and Budget,
Treasury, other Federal Departments and agencies, through the Federal Credit Policy Working
Group and the Chief Financial Officers Council to coordinate initiatives that reduce the amount of

delinquent debt owed to the Federal Government.

Thank you for the opportunity to testify today and discuss the progress we have made in the
implementation of the Debt Collection Improvement Act. 1 would be delighted to answer any

questions that you may have at this time.
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Mr. HORN. What I am going to do is go with the questions in two
ways: One is the nitpicking department, just so I understand the
statements you have each made; and then I will get to broader pol-
icy questions.

So I will start with you, Ms. Thompson, and see if there is some-
thing here that I might not have thoroughly understood, and I do
want to understand.

The debt administered by State government. On page 4 you say
preliminary findings show the primary reasons for not referring
this debt fall into the following categories. You have debt in litiga-
tion where the existence of the debt or the amount of the debt is
in disgute, and then debt administered by State government. Why
should that lag, the State government debt?

Ms. THOMPSON. I can’t answer very specifically, but the deputy,
Ted David, is here. But that relates mostly to the food stamps,
which is about $1 billion in debt there, and that is administered
by the State governments, as you know. They have the individual
detail. They are also entitled to a portion of that.

If you want some more specifics on that, I think that Ted David
can answer that for you.

Mr. HORN. Well, why don’t we just file it for the record. Send the
response to Mr. Brasher, and we will put it in the record.

Ms. THOMPSON. Be glad to do that.

[The information referred to follows:]
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The Food Stamp Act delegates the responsibility for the identification and management
of Food Stamp debt to State agencies. Although the recipient debt esiablished through Food
Stamp overpayments is technically Federal debt, it is managed by States using a combination of
Federal and State standards. The Food Stamp Act and regulations issued pursuant to the Act
identify required Federal standards for the management and reporting of the debt. Food Stamp
State agencies report the value of the debt established and the value of the debt disposed through
collection and other methods of resolution. At the present time, neither the Act nor regulations
issued pursuant to the Act require State agencies to report debt delinquency to FNS although
FNS has notified State agencies of its intent to seek this requirement in recently published
proposed Program regulations.

FNS does not believe that all debt eligible for referral to Treasury has yet been identified
by its State agencies. Much of the delinquent Food Stamp debt is actually managed by local
offices or counties within State jurisdictions. In the past, these local offices may not have had
the resources or the focus to properly identify and manage the delinquent debt. FNS and State
agencies are working with those offices to identify and forward all appropriate debt to the
Treasury Offset Program. The 47 State agencies currently participating with this debt under
Treasury's TOP, are doing so voluntarily. We expect all States will be part of the effort as of
January 1999.

Historically, participating State agencies may not have reliable addresses for the
delinquent debtors, a necessary condition for referral under TOP. States rely on the addresses
provided by the IRS, however the IRS is not able to provide an address for all accounts. In
addition, until the effective date of the provisions of the Personal Responsibility and Work
Opportunity Act of 1996, State agencies were not able to submit overpayments caused by State
administrative error; these overpayments amounted to approximately 1/3 of the total value of the
recipient claims. Many State agencies are still examining these accounts to determine those that
may be eligible for referral to TOP.

In spite of all the barriers cited above, we have a very positive history with our State partners in
the debt collection arena. The States, in 1997, collected over $120 million on their own with no
intervention from the Federal level and about $60 million through voluntary participation in
TOP. Since 1992 over $220 million has been collected through the Federal Tax Refund and
Salary Offset programs. These collection totals are even more impressive considering that,
while the total amount of the debt portfolio is large, it mainly consists of very small debts. (There
are in excess of 3 million individual claims.) Systems for establishing, referring, tracking and
managing this volume of activity are necessarily large and complex to administer, and our State
partners have done an outstanding job.

FNS is committed to referring all delinquent Food Stamp recipient debt to Treasury. Its
participating State agencies deserve full credit for the effort that presently produces more than
80% of the USDA's total collection. In the coming years, FNS and its State agencies will
continue to improve the thoroughness of their referrals and the accuracy of their reporting.
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Mr. HORN. I am not quite clear when you say debt where due
process procedures are not complete. Does that say they are part-
way through bankruptcy or what?

Ms. THOMPSON. 1 think it also refers to the rural housing area,
and I could let the representative here answer that. But there is
a certain process of due process in the foreclosure, then there is a
year’s period of time when a resident can reclaim that, pay up their
back taxes, that sort of thing.

Mr. SHADBURN. Yes, we have certain servicing options in our su-
pervised credit that is available to our borrowers that allows such
things as moratoriums, debt reamortization, and a multitude of
servicing options that are afforded to our borrowers that, through
the process, allows them the opportunity to try to be successful
homeowners. And through the mandate of Congress, we do afford
them all those servicing opportunities necessary.

Mr. HORN. And it can extend up to 1 year?

Mr. SHADBURN. It can be longer than that. Yes, sir.

Mr. HORN. Where is that in this law? This is the authorization
of the program?

Mr. SHADBURN. Well, in terms of some of the servicing actions
that we are involved in, in terms of supervised credit with morato-
riums and some bankruptcy actions and things like this, we have
situations that could extend in excess of 180 days to a year, yes,
sir.

Mr. HogrN. Back to you, Ms. Thompson. On the second bullet
from the bottom, on page 5, you say working with Treasury—well,
the lead is: “T'o reach this point in transferring debt for administra-
tive offset, agriculture activities to date include,” and this is one of
those, “Working with Treasury to resolve software issues, which
prevents us from referring multiple debts of a single borrower or
single debts with multiple borrowers for administrative offset.”

What is the big hangup there?

Ms. THOMPSON. It has to do with the two systems talking to each
other. If you think about it, when Treasury wants to go after debt,
we may have one borrower that has debt in the housing area, farm
loan area. They may even be involved, I don’t know, in utilities.

Mr. HORN. Are you telling me Agriculture’s internal computer
systems are incapable of getting the person? Because that is what
started me, frankly, on this debt improvement law—this is before
your time, but there was a default of several million dollars, I be-
lieve, in Sonoma County, on a ranch, and the person went to Santa
Barbara, built himself a beautiful new office building, got a great
mansion to live in in Santa Barbara, and the same Agency, I think
Rural Housing, loaned him again. They couldn’t even find it within
the Agency.

What are the problems on the software there, and are we trying
to do something about it?

Ms. THOMPSON. Absolutely, we are trying to do something. As
you know, I believe the Department of Agriculture had 120 dif-
ferent systems, and they were not coordinated. They didn’t come to-
gether. And that has been the major project that we have been
working on, called the FISVIS Program, to be able to pull together
also the consolidated financial statements as well.
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In terms of the details on that, maybe Ted David could give you
a better answer for me.

Mr. HORN. Fine. Mr. David, you heard us administer the oath to
everybody else. I take it you affirm.

Mr. DAvID. I do so, sir.

Mr. HORN. Fine. Proceed.

Mr. DAvID. As Ms. Thompson said, part of the issue has been to
coordinate our systems with Treasury. We do have some borrowers
who have multiple loans, for instance in the housing area or in
other areas, and we do have some loans where we serve multiple
borrowers. We have been working with Treasury so that their sys-
tems will accept those kinds of loans.

We tried to send those over to Treasury early on in the process,
and we found that the systems didn’t talk to each other, and that
Treasury was not able to accept the information that we sent. Since
then we have been working with them to coordinate our systems.

Mr. HORN. Are you optimistic they will get coordinated?

Mr. DAvID. Yes, sir. If we are not there, we are very close to hav-
ing them coordinated.

Mr. HORN. Is this a year off, 1 month off?

Mr. DAvID. I would say closer to 1 month than a year, but I will
get you that information for the record, sir.

[The information referred to follows:]

It is my understanding that Treasury’s Financial Management Service (FMS) is
in the process of making the necessary automated systems changes to accept delin-
quent debt from a debtor that may have multiple delinquent debts. However, it is
also my understanding that FMS has not started to address the issue of delinquent

debts that are held by multiple debtors. Therefore, until the FMS addresses this
issue, USDA will not be able to refer these debts.

Mr. HORN. We will ask about it at the half-year point when we
have everybody back to see what we are doing.

Mr. Davip. OK.

Mr. HORN. OK. Thank you on that.

You say on page 6, “At this time one USDA agency has requested
to be designated a debt collection center for individual administra-
tive debts.” Which one is that?

Ms. THOMPSON. That is our National Finance Center that is
under the chief financial officer in New. Orleans. We are the ones
that process payments, travel vouchers, salaries for USDA and
other agencies, as well as their thrift plan.

Mr. HORN. I thought it might be. We have high regard for that
center, as I recall.

Over here on the civil monetary penalties, on page 7, is all that
that Federal Register filing of July 31, 1997, is it simply the infla-
tion adjuster, or is there something else there?

Mr. DAvID. It is both the inflation adjustment as well as the
time, the frequency with which those rates are changed. So, yes,
it is basically inilationary.

Mr. HORN. What is the frequency period?

Mr. DAvVID. 1t is annually readjusted.

Mr. HORN. Annually readjusted.

Mr. DAvID. Yes, sir.

Mr. HORN. Now, down in the next one, report to credit bureaus.
You say Agriculture has referred both delinquent and commercial
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accounts to credit bureaus since 1985. Then you say, we have re-
ferred delinquent individuals to credit bureaus since 1990. And this
is the sentence that gets me: “USDA routinely refers more than
$60 billion of current and delinquent debt annually.”

Now, is this just a total of $60 billion for the whole Department,
or are you giving $60 billion a year that is a different $60 billion?

Mr. DaviD. That would be the total for the entire Department.

Mr. HORN. So that might be 5 years of debt, 10 years of debt,
20 years of debt? We are not going into new debt of $60 billion each
year? That is what it sounded like to me, and I thought it was an-
other scandal.

Mr. DaviD. No, sir.

Ms. THOMPSON. No, sir.

Mr. HORN. Which is coming close, anyhow.

Then we say down here, use of private collection agencies. Now
we are able to fully utilize collection agencies. USDA intends to
take full advantage of the collection contracts awarded by Treas-
ury. Until recently, two of our largest creditor agencies, Farm Serv-
ice Agency and Rural Development, were prohibited from using col-
lection contracts.

Now, was that by the authorizing committee?

Mr. DaviD. We were prohibited, I believe it was, by the Appro-
priations Committee, but I would ask both FSA and Rural Housing
to possibly comment on that. But we were not able to use the pri-
vate collection contractors.

Mr. HORN. Was this by the late Jamie Whitten?

Mr. DAVID. I understand that was the history.

Mr. HORN. We have changed our mood up here on a number of
thir})gs. So I take it that they dropped that from the Appropriations
Act?

Mr. DAVID. Yes, they have, sir.

Mr. HORN. Thank you. Because one of the things that concerned
me, Mr. Shadburn, I think it was your testimony, we will get to
it, was how seriously are we taking private collectors. It seems to
me the only way you are going to get the money back. And let us
face it, it is in your interest as an Agency to be a nice guy to the
farmers and the nuclear types that presumably are generating elec-
tricity for farmers.

And it would seem to me, I would just love it if I were a civil
servant. I would say, “great, turn them over to the private collec-
tors, let them take the heat.” And that way we get some of this
money back in the Treasury, I think.

Mr. DAVID. We now have the opportunity to do so.

Mr. HORN. Great. And I take it we are going to, Ms. Thompson?

Ms. THOMPSON. Absolutely, Mr. Chairman.

Mr. HORN. Good. Are there any exceptions to that that are going
to occur within the Department?

Ms. THOMPSON. Only those that either because of litigation or
States rights or those kinds of things legally that would prevent us
from doing that; or, I assume, those that we could recover more
money through the Treasury Offset Program.

Mr. HORN. What would be the point at which you would turn it
over to private collectors? Is it 3 months, 6 months, 1 year? What
is your thinking on that?
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Ms. THOMPSON. I think I don’t have an answer to that for you,
but I will certainly get you an answer in the written responses.
[The information referred to follows:]
In those cases where there are no legal constraints, I recommend turning delin-
mt .debt over to private collectors 6 months after the debt becomes delinquent.
time is required to provide due notice to our debtors, to employ those debt col-

lection tools within USDA and time to establish work out agreements with those
debtors where appropriate.

Mr. HORN. My feeling, looking at all of the mess we have inher-
ited here, is that if you don’t get on people in the 60-day period,
you can forget it. They think it is a grant, not a debt, not a loan.
We have had a number that just didn’t face up to it, and IRS is
a fine example. The new Commissioner I hope will change all that
nonsense.

Ms. THOMPSON. We had a very successful program in the State
of Kansas of offset there, so I do have that familiarity as well, and
you are absolutely right. I worked with the health care industry
and found if they didn’t get on those immediately, you had the
same problem.

Mr. HORN. Yes. In Kansas did you turn any of the debt over to
private collectors?

Ms. THOMPSON. Yes, we were just starting to do that in the last
18 months or so. I think that is kind of new for a lot of Government
agencies, to think in those terms.

Mr. HORN. What is your period? Do you let the Government
agency try to collect it first and then turn it over, or do you just
turn it over to start with?

Ms. THOMPSON. Usually we looked at anywhere from 90 to 180
days.

Mr. HorN. OK. Then, Mr. Kelly, on some of these things, I want-
ed to make sure I understand it clearly. I guess on page 3, the first
paragraph, we talk about the delinquent debt, roughly $40 million,
to be eligible for cross-servicing. And I'm just curious where the
homestead protection programs come in. Do they apply strictly to
the so-called family farm, or do they also apply to the large cor-
porate farm? '

Mr. KELLY. Congressman, I will have to get back to you with a
specific answer on the whole protection act.

Mr. HORN. We will put it in the record at this point. I just want
to get the clarification. There is a difference there, I think.

[The information referred to follows:]
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Homestead protection, does it apply strictly to the so-called family farm, or does it
also apply to the large corporate farm ?

The protection, which comes from Section 352 (a) through (e) of the Consolidated
Farm and Rural Development Act (7 USC 2000), applies to all FSA Farm Loan
Program borrowers, whether corporate or family-sized farmers, provided they
meet the eligibility requirements of 7 CFR 1951.911(b)(3). The applicant must
be:

1) An individual who is or was personally liable for the FLP loan that was
secured in part by the Homestead Protection property, or, if a non-borrower
pledged the property to secure the FLP loan, the owner of the property. In either
case, the applicant must be or have been an owner of the Homestead Protection
property. A member of an entity who is or was personally liable for a loan that is
or was secured by the homestead protection property is considered an owner for
homestead protection purposes, so long as either the member of the entity or the
entity itself held fee title to the property;

2) When more than one member of an entity was personally liable for an FLP
loan, each such member who possessed and occupied a separate dwelling as his or
her principal residence, on property that is or was security for the loan may apply
separately for homestead protection of their individual dwellings;

3) The applicant and any spouse must have received, from the farming or
ranching operations, gross farm income reasonably commensurate with the size
and location of the farm and reasonably commensurate with local agricultural
conditions in at least two calendar years during the preceding 6 year period.
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Mr. HORN. Now, here in the next paragraph, you talk about an-
other $23.4 billion of the total debt which is due from sovereign
debtors under our export guarantee programs and Public Law 480
programs. Basically, you are talking about foreign nations, I as-
sume. Is that correct?

Mr. KeLLY. That is correct, most of it being Iraq.

Mr. HORN. Well, I guessed it before I came to it. I knew it was
going to be Iraq. And that leads me to the next point, which is a
little more substantive, and that is: if an Iraqi ship shows up in
an American port, can’t you file a lien on that ship and start col-
lecting some of that money back?

Mr. KeLLY. I will have to get that answer for the record. I would
like to state for you that Commodity Credit is seeking a judgment
against the Central Bank of Iraq for approximately $3 billion. We
have filed that in New York. Even with this judgment, we will be
currently precluded from seeking to enforce the judgment against
Iraqi assets.

S Mr.o HoORN. Now, who is precluding this? The Department of
tate?

Mr. KELLY. Yes.

Mr;’ HORN. How about the frozen Iraqi assets in the Federal Re-
serve?

Mr. KELLY. I do not have an answer for that. I will try to figure
that out.

Mr. HORN. Could you get that?

Mr. KELLY. Yes.

[The information referred to follows:]
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If granted a judgment against Iraqi for the debt owed to CCC, why could it not
be enforced ?

The Commodity Credit Corporation (CCC), like any other commercial claimant
in the United States against Iraq, requested and received a license from the
Office of Foreign Assets Control (OFAC) within the United States Department
of the Treasury to pursue a judgment against Rafidain Bank and the Central
Bank of Iraq. OFAC issues such licenses pursuant to the Iraqi Sanctions
Regulations, the International Emergency Economic Powers Act, Executive
Orders 12722 and 12724 of August 2 and 9, 1990, respectively, and certain other
statutory authorities. Such statutes, regulations, and executive orders have
effectively blocked all property and interests in property of the Government of
Iraq, including the Central Bank of Iraq, and transfer of blocked Iraqi assets is
currently not permitted without OFAC authorization. The license issued to CCC
expressly prohibits “the transfer of blocked funds, or entry or execution of any
judgment.”
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Mr. HorN. I don’t want to telegraph your punch, but it seemed
to be it should be punched anyhow, even if it is telegraphed.

Now, at the bottom of that page you say, in addition, Mr. Chair-
man, “other statutory requirements prohibit us from referring
these debts to Treasury.” I'd like a list of the other statutory re-
quirements, if you would.

Mr. KeLLy. OK.

Mr. HORN. We will put it at this point in the record, because if
it is something stupid we are doing up here, I want to see that that
gets changed. And I realize how autl?norizing committees are often
the patron and protector of each cabinet department they review.
We aren’t. Neither are the appropriations committees.

[The information referred to follows:]
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‘What are the statutory/regulatory citations that provide Farm Loan Program
borrowers with the rights that prohibit the speedy collection of delinquent debts?

We are assuming that this question refers to the debt restructuring available
through loan servicing. Debt restructuring for Farm Loan Program borrowers
comes from Section 353 (a) through (p) of the Consolidated Farm and Rural
Development Act, 7 USC 2001. The regulations are found at 7 CFR 1951,
subpart S, 1951.901 through 1951.950.

A delinquent borrower who is 60 days delinquent (90 days past due) is provided
an opportunity to apply for 1951-S servicing. A borrower who applies for this
servicing can be considered for debt restructuring, consisting of rescheduling or
reamortization, interest subsidy, deferral, and writedown (not to exceed
$300,000). If a feasible cash flow cannot be developed, a borrower is given the
opportunity to apply for mediation and, ultimately, for homestead protection (for
a house and up to 10 acres) if a feasible plan cannot be developed. Adverse
decisions during the loan servicing process are appealable to the National
Appeals Division, and this may occur several times during servicing. In some
cases it can take several years to work through this process.

The 1996 FAIR Act restricted debt forgiveness to one writedown.
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Mr. HORN. And here you say in the bottom sentence, it says,
“these amounts include approximately $69.9 million in debts under
appeal.” Now, is that under appeal through a bankruptcy process,
or what does under appeal mean there?

Mr. KELLY. On which page? I lost you.

Mr. HORN. Well, it was the bottom of page 3. I was just curious.
Is that an administrative law judge procedure, or are we in the
Federal courts and one Federal court ruled one way, and we are
up on appeal? What are we talking about?

Mr. KELLY. Congressman, we are under appeal in both cases. We
have administrative appeals. They have all the servicing rights
provided for them within the authorizing legislation for the Ag
credit program. And, as well, we have many of those that are in
some form of litigation or bankruptey, and particularly, as you may
be aware, a lot of the million dollar plus loans we had from the
1980’s. Those are the people that have the most resources to fight
everything through the judiciary system.

Mr. HORN. Well, just give us an idea in a statement filed for the
record, at this point it will be inserted, of what we mean; are these
primarily administrative appeals, are they article 3 judiciary ap-
peals? Just what are they?

Mr. KELLY. OK.

[The information referred to follows:]

The $69.9 million is in administrative appeal.

Mr. HORN. OK. And I take it down at the bottom of page 4, you
say, “the debts of the farm loan program under the former Farmers
Home Administration were prohibited from using private collection
agencies.” And you are saying that has been changed now?

Mr. KeLLY. That is correct, it is changed now.

Mr. HorN. Thank you.

Up at the top of page 5, you are saying that “internally offsetting
existing debt against benefits coming due is an extremely cost-ef-
fective way to collect on debt because it keeps the process simple
and completely in-house.” Is that in-house within Agriculture or
within the executive branch? What do you mean?

Mr. KELLY. In this particular case, Congressman, we would be
aefl')erring to within the Department of Agriculture to collect the

ebt.

Mr. HORN. When I am not asking questions, you can feel com-
fortable, I am skipping pages.

Mr. KeELLY. Thank you.

Mr. HORN. It is to your benefit when I am not saying something.

How far along is that year 2000 compliance?

Mr. KELLY. We are looking at 2000-compliant for our whole mis-
sion area of field-testing it all, I believe, by September of this year,
in September of this year, on this particular program, what we
plan to have in effect with the Treasury.
| M;. HORN. Is that true of the other agencies here, the 2000 prob-
em?

Mr. SHADBURN. Yes, sir.

Mr. BEYER. Yes, sir.

Mr. HORN. You feel pretty good about it? You will get them all
straightened out so farmers won’t be getting a 1993-year delin-
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quency when it is only a 3-year? That has already happened; not
to farmers, but to a few other people.

Now, Mr. Beyer, on page 2, you note that the Department of Jus-
tice is actively pursuing some of these situations through the bank-
ruptcy process. How successful have they been to this point? Do
you have a feeling for that?

Mr. BEYER. Mr. Chairman, yes, sir. Over the years that the
Agency has worked with the Department of Justice, I would have
nothing but good things to say about the civil branch over there at
Justice. They are definitely working for the American taxpayer, I
can tell you that. They are very, very good at what they do.

And States’ rights and the confrontational nature of some of
these workouts and the bankruptcies are the difficult part. The fact
that you mentioned Cajun Electric, I would offer that there are
about 3 dozen lawyers involved in that thing, and there are delays,
and there are delays, and there are delays. We think we have a so-
lution one day, and the next week something happens. And it is an
extremely high and low activity, I can tell you that.

But I would just praise the Department and our people. Those
folks are working nights and they are working weekends trying to
get solutions to these problems.

Mr. HORN. Is it true that the Rural Utilities Service that you
head has received authority to unilaterally write off debts without
review by the Attorney General?

Mr. BEYER. Yes, the Secretary, in the last farm bill, received au-
thority to write off debts, and he has delegated that to us.

Mr. HORN. So you don’t have to go to Justice for that?

Mr. BEYER. We don’t have to, but in our procedures we are going
to. We are going to notify Justice. And like I say, we are close to
implementing that, and when we do, we will be coordinating with
Justice, yes, sir.

Mr. HORN. On page 3, toward the bottom of the penultimate
paragraph, you say, “RUS borrowers were, however, forced to con-
tinue to make debt service payments at interest rates well in ex-
cess of market rates, interest rates that have since 1975 provided
an additional $1.3 billion in revenues to the Federal Treasury.”

Was that interest rate situation the fault of Congress, or was it
Jjust something of the legacies of the 1970’s, or what was that?

Mr. BEYER. Well, Mr. Chairman, it was probably a combination
of things. There was not much excitement at the Department of
Treasury. In fact, there were high costs, high penalty costs to these
borrowers to refinance, and it just wasn’t feasible.

Congress in 1993, in the Rural Electric Restructuring Act, pro-
vided a provision that limited the penalty to I think it was 1 year’s
interest rate for refinancing. And we, in fact, have assisted in refi-
nancing about $9 billion over the last 3 years.

In addition to that, we disagreed with the GAO report on the
cost. They are coming up with some pretty large numbers, obvi-
ously, and they are basically right in a lot of them. We did dis-
agree, however, with their calculation on loss to the Treasury vis-
a-vis the interest charges to the borrowers and the interest charges
to government. In fact, we have made a tabulation of all of the loan
contracts with the borrowers since 1975, and, according to our cal-
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culation, the Treasury made about $1.2 billion on it, when you
match the loan contract to the date of the government money.
I would be glad to submit that for the record.
Mr. HORN. Do you have it there?
Mr. BEYER. Yes, sir, I do.
Mr. HORN. Without objection it will be in the record at this point.
[The information referred to follows:]
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Mr. HorN. This is a policy question I was going to raise when
I get to that, but let us raise it now on these State commissions.
You note on page 7 near the top, “our experience has shown that
this process can take several years to complete and can become
particularly protracted when State regulatory hearings are re-
quired.”

How do we get a Federal program under the review of a State
utilities commission? Should we not be under the review of the
State? Did that question come up over the years in the legislative
history of going back to rural electrification?

Mr. BEYER. Yes, sir, it has, and about half of the States have
passed laws taking the rural electric cooperatives or placing them
under their public service commissions and about half have not.
And that is where you get into the preemption issue.

And we faced two preemption issues—it was very, very dra-
matic—in Indiana and in Louisiana. One of the reasons Cajun is
bankrupt is because Louisiana Public Service Commission—I don’t
know if I want to use the word unilaterally, that is kind of a tough
one, but they really did—they reduced the rates from Cajun, which,
in fact, just reduced our ability to recover, and that is when the
bankruptcy occurred.

Mr. HORN. You referred to that. Do these cases get into Federal
court on whether you have preemption or not?

Mr. BEYER. Yes. In fact, it went all the way. The first one went
all the way up through the court system right underneath the Su-
preme Court, which we encouraged that to happen. Matter of fact,
Treasury or the Department of Justice asked the Supreme Court
for a hearing on that, and they turned it down.

Mr. HORN. Can you give us an insert for this part of the record
that gives us the name of the cases and so forth, and get the gen-
eral counsel in Agriculture to tell us what, if any, is the Federal
court guidance in this area and should something be legislated in
this area?

Mr. BEYER. Yes, sir.

Mr. HORN. I realize when they reduce the fee structure, that is
great on helping people, but it doesn’t pay the bills on the debt. So
it all depends, as Rufus Miles once said, where you sit depends on
where you stand.

Mr. BEYER. We will be happy to provide you that.

Mr. HORN. There we are. Good. Without objection at this point
it will be in the record.

[The information referred to follows:]
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v iation. 1

During the 1970s, Wabash Valley Power Association, Inc. (Wabash), a generation and
transmission cooperative serving distribution cooperatives in Indiana, Michigan and Ohio,
purchased a 17 percent interest in the Marble Hill nuclear generating station and financed this
purchase with loans guaranteed by the Rural Electrification Administration (REA), now the Rural
Utilities Service (RUS). Public Service Company of Indiana, the owner of the other 83 percent of
Marble Hill, abandoned construction of the plant in January 1984. Wabash defaulted on its loans
and REA was required to pay under the loan guarantees. REA instructed Wabash to file for rate
increases sufficient to assure repayment to REA. Wabash complied with what a court later
referred to as “transparent insincerity,” and the Indiana Utility Regulatory Commission refused to
allow Wabash to recoup its investment in Marble Hill. On November 23, 1988, the Administrator
of REA sent Wabash a letter asserting federal control over Wabash’ rates and instructing Wabash
to raise its rates by nine percent. Wabash did not implement the increase, but sought a
declaratory judgment that the REA lacked authority to preempt state law and exercise control
over its rates.

The district court granted Wabash’s motion for summary judgment in Wabash Valley Power
Ass’n Inc. v, Rural Electrification Administration 713 F.Supp. 1260 (S.D.Ind.1989) which was
affirmed by the United States Court of Appeals 903 F.2d 445 (7" Cir. 1990). The Appellate
Court held that the preemption letter was invalid under the Administrative Procedure Act because
the REA did not follow the prescribed procedures for rulemaking. The Court held that RUS was
precluded from asserting an implied authority to preempt state regulation, and made it clear that it
doubted REA had such implied authority. The court rejected REA’s argument that states are
preempted by implication when they set rates so low that a federal loan cannot be repaid. The
court asserted that REA received the same treatment under state law as any other lender to
Wabash and suggested that REA should take grater precautions with higher risk loans rather than
seeking preferential treatment.

After notice and comment, REA promulgated two new preemption regulations on September 19,
1990. The first regulation addressed preemption for inadequate rates set by a state regulatory
authority and the second regulation preempted state regulatory authority jurisdiction over rates of
bankrupt REA borrowers. Wabash brought suit in federal court for a declaratory judgment to
prevent their enforcement. The district court held the rules to be invalid in Wabash Valley Power
Ass’n Inc. v. Rural Electrification Admin., 773 F.Supp. 1178 (S.D. Ind. 1991) and the Appellate
Court affirmed. 988 F.2d 1480 (7™ Cir. 1993).

The Court stated that in order for REA to enforce its preemption regulations, it must overcome
two significant obstacles: 1.) the longstanding presumption against preemption of an area
traditionally subject to state regulation; and 2.) finding that the appropriate authority granted by
Congress was properly exercised by the agency. REA argued that Congress intended to give it
preemption authority since the imposition of inadequate rates by a state regulatory authority could
impair repayment and thus jeopardize the viability of the rural electrification program. The Court
dismissed REA’s argument regarding the necessity of loan repayment under the RE Act and
stated that rural electrification is the fundamental goal of the RE Act. The Court stated that it
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could not find that the federal interest in recovering its monies is sufficiently strong to upset the
tradition of shared state and federal responsibility over the utility rates of REA-financed
cooperatives. In support for its position, the Court cited Congress’ sustained subsidization of
rural electrification. The Court also pointed out that Congress has not embraced the regulatory
approach in the original statute or its amendments. The Court stated that the RE Act appears to
reflect an assumption by Congress that REA could protect itself by setting conditions on the
extension of credit. The Court acknowledged that state regulation may occasionally impede the
ability of power supply cooperatives to repay their loans, but maintained that the structure and
operation of the REA subsidies reflect a congressional preference for the government bearing this
risk, rather then the cooperative members.

rati n

Cajun Electric Power Cooperative, Inc. (Cajun) is a generation and transmission cooperative that
provides wholesale electricity to 12 distribution cooperatives in Louisiana. In 1979, Cajun used
REA financing to purchase a 30 percent interest in the River Bend nuclear power plant by
utilizing REA financing. In 1987, Cajun defaulted on its loans to REA and began debt
restructuring negotiations. On May 31, 1990, Cajun and REA entered into an agreement
restructuring Cajun’s $3.18 billion debt to REA. The Lousiana Public Service Commission
(LPSC) subsequently approved this debt restructure agreement. However on December 16, 1994
the LPSC entered a rate order directing Cajun to reduce its average rates from 54.4 mills to 48.81
mills. The Secretary of Agriculture notified Cajun on December 20, 1994, that the rate order was
pre-empted by federal law The next day Cajun filed a new tariff in accordance with the LPSC
rate order, a petition for relief under Chapter 11 bankruptcy (Cajun now owed RUS $4.2 billion) ,
and a suit for declaratory judgment as to whether the Secretary or the LPSC had jurisdiction over
Cajun’s rates.

The District Court granted summary judgment in favor of the LPSC, holding that neither the RE
Act nor RUS regulations expressly or impliedly pre-empt the LPSC’s rate order Cajun Electric
Power Cooperative, Inc., v. Lowsiana Public Service Comm., No. 94-2764-B (M.D.La 1995) and
the 5* Circuit Appellate Court affirmed. 109 F.3d 248 (5th Cir. 1997). Finding the Secretary’s
intent to pre-empt the rates set by the LPSC unambiguous, the Court focused on the question
whether such action was within the scope of the Secretary’s delegated authority. The Court
recognized that regulations seeking to pre-empt state law should not be disturbed “unless it
appears from the statute or its legislative history that the accommodation is not one that Congress
would have sanctioned.” 109 F.3d at 254. The Court found that not only did the RE Act not
expressly authorize the preemption of state jurisdiction over rates, but further concluded that the
language and history of the RE Act indicate that Congress did not intend the Secretary to preempt
such jurisdiction with the narrow objective of raising a borrower’s rates and revenues for the
purpose of satisfying RE Act loan obligations. The Court stated that it could be plausibly
assumed that the federal interest of primary importance under the RE Act...affordable electric
energy for rural consumers...would be seriously compromised by the increased consumer rates
that would be required by the Secretary’s preemption regulations .
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Mr. HOrN. Now, here on your last page you say, as we have pre-
viously indicated, “only 14 new RUS power supply electric borrow-
ers have entered into debt restructuring negotiations during the
past 18 years, less than one borrower per year.”

Then you go on to say that “negotiations and ultimate
restructurings associated with each are often years in the making,
thereby rendering the 180-day Debt Collection Improvement Act
timeframe for debt recovery impracticable.”

What would you suggest? If the 180-day will not work, what do
you think works?

Mr. BEYER. Well, Mr. Chairman, I am not sure that I would put
a timeframe on it. I can tell you we had one system in bankruptcy
for 13 years. Now, that was the preemption issue. One of the issues
was the preemption issue, and it goes on and on. I think that the
strategy that we have had recently is to look for long-term solu-
tions and get this thing behind us. We must get this behind us.

We are selling off assets vis-a-vis some of the bankruptcies. You
asked the question, I think, earlier to somebody about are we mak-
ing—some of these systems get out of the loan portfolio. We are not
going to make any loans. We are not accepting, from a government
standpoint, we are not accepting ownership of any nuclear invest-
ment. We think that would be a serious mistake. They are all joint
operations with private utilities. And if we have the government
ownership on some of that nuclear stuff, Katy, bar the door. So we
are not doing that. We are trying to streamline the loan portfolio
so it is more risk averse.

There are not really any problems with the wire system, the dis-
tribution systems. They are fine. It is the power supply systems of
those large, basically nuclear investments, and, in some cases, in
one case, it was the oil shale. It was an oil shale development out
West. And these folks signed contracts with the generation and
transmission system to add generation capacity for a particular in-
dustry. There are two of them with large industry. One of them we
are going to recover everything, and I will be glad to let you know
when that happens. The other one——

Mr. HorN. Will you and I be on Medicare when that happens?

Mr. BEYER. I hope not, Mr. Chairman. We are making progress.

Mr. HoRN. I take it you don’t want to auction this stuff and see
what we can get for it?

Mr. BEYER. The fact of the matter is we are auctioning at Cajun.
That is on the auction block. We are going to sell that. There will
be no Federal presence in that one when we get done with it. It
is on the auction block.

Mr. HORN. Do you have a minimum bid, do you expect?

Mr. BEYER. Well, we have a minimum bid that we are hoping for,
and I can tell you that we are over that now. So we are very happy
about that.

Mr. HorN. Is this a rolling bid or what? How does it work?

Mr. BEYER. The judge controls that, Mr. Chairman. We would
like to see him put a certain date on this thing and get it over
with. I think we are getting close to that.

Mr. HORN. So this is the bankruptcy judge——

Mr. BEYER. Yes, sir.
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Mr. HORN [continuing]. That is controlling that. Are you thinking
of doing that with some of the other major debts?

Mr. BEYER. Well, we have, yes, sir. In fact, we are. In the three
bankruptcies that are confirmed by the court, one of them includes
some assets that we are selling off, and we are auctioning that.
Yes, we are auctioning that.

Mr. HORN. Mr. Shadburn, let me move to you. On page 6, bottom
of the page, you note that currently the Food and Consumer Serv-
ice is the only agency within the United States Department of Agri-
culture to which this information is made available.

Now, this is the data that “would be used to verify income infor-
mation provided by tenants renting rural multifamily housing pro-
gram units and applicants for or borrowers and grantees of rural
housing loans or grants administered by the Agency.”

I should have read it from the beginning. The ability to verify in-
comes would ensure that subsidy is not provided more than nec-
essary.

I take it there is only the food stamp program that is permitted
to get that income data? Or what is it?

Mr. SHADBURN. At the present time that is my understanding. Of
course, we verify income. But let me check with my staff here.

Food stamps is who gets the wage-matching information right
now.

Mr. HorN. I understand the former ranking Democrat on the
committee has this in her bill, so we might solve that problem.

Mr. SHADBURN. It would help us tremendously in our programs,
yes, sir.

Mr. HORN. Good.

Well, there is one thing that worries me on page 12, that is
under your use of private collection agencies. I don’t know if you
ever saw my favorite TV program, “Yes, Minister.” It came from
England. Any of you ever see that? It is worth seeing if it comes
on public television again.

There is a political appointee at the top, and then there is a very
smooth ranking civil servant that guides him around by the nose.
I am assuming all four of you are that very smooth-ranking civil
servant. That is why I'm going to get to this particular point in Mr.
Shadburn’s testimony.

Use of private collection agencies. You say the Agency uses many
tools to collect delinquent debt, and the use of private collection
agencies will be considered.

Now, that is what Humphrey would have said, the ranking civil
servant in that particular TV thing, and things being considered I
don’t regard as being implemented. So is something going to hap-
pen on the private collection thing?

Mr. SHADBURN. Well, as was mentioned earlier, we have been in
the past prohibited from using collection agencies. However, obvi-
ously, in the future we are going to look at every way to make sure
that we do collect the debt.

But the main thing that we want to do is make sure the super-
vised credit mandate we have from Congress—we are precluded
from using credit agencies until all the borrower’s rights have been
exhausted, so once all of those have been exhausted, as I say, any
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tools we can see in the future that will help us collect debt, we will
use those and consider those.

Mr. HorN. Well, I thank you, and let us hope we get something
done there.

Now we will get down to some of the more substantive questions.
We will start with Ms. Thompson.

Has the Department completed implementation of the Debt Col-
lection Improvement Act? What do we need to do that we have not
done under the law?

Ms. THOMPSON. I think that we have to complete the system so
that our systems talk with the Treasury’s systems. As Mr. David
said, we are within a month or two of that. There may be some
small areas out there. We need to continue to work with the States
in terms of their collection rights and ours. Those are the big ones
that come to mind. I think Mr. David could be a little more specific
on that.

Mr. DaviD. I think Ms. Thompson has it right. Many of the
issues we have talked about today are issues in which we are cur-
rently working with Treasury, with the Federal Credit Policy
Working Group, to complete the implementation of the administra-
tive offset, to complete the implementation of the cross-servicing, to
understand precisely the nature of each of our various loan pro-
grams and how they would be properly implemented, and to take
advantage of some of the new tools that are now available to us,
such as the use of collection agencies. And I believe that we are
moving forward on each one of those fronts.

Mr. HORN. Well, as we look at the Department of the Treasury
statistics, USDA needs to refer $2 billion to the administrative off-
set program, but it has only referred $774 million. In your testi-
mony, Ms. Thompson, you indicate that the debt is “more difficult
to refer to Treasury or for which there are questions as to whether
it should be referred.”

What is the characteristic of this debt that makes it difficult to
refer?

Mr. DAVID. Well, some of it we have talked about here this morn-
ing, of debt with various servicing rights. And as Ms. Thompson in-
dicated before, some of it is debt that is maintained by the States.
But to go even further than that, some of that State debt is main-
tained by county governments, where they administer the food
stamp programs on behalf of both the State and the Federal Gov-
ernment.

In some cases the States and the counties have to find the debt,
have to find the records, and have to assure that all of the rights
of those individuals are being met.

The Food and Nutrition Service, for example, is currently work-
ing with Treasury on an experimental program where the States
or the counties can transmit that debt directly to Treasury so that
they can, if you will, cut out the middleman and get that debt over
to Treasury.

There is some debt that is in litigation, in which there is honest
disagreement as to whether they really owe the money or they
don’t owe the money, and so we have had to go through some of
those litigation processes.
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Mr. HORN. Is most of that money, the $2 billion that Treasury
says you should refer, food stamp money?

Mr. Davip. Of the remaining $1.3 billion, approximately a little
over half of that is food stamp money.

Mr. HORN. That is of the $1.3 billion?

Mr. DaviD. That is of the $1.3 billion.

Mr. HORN. So we are talking about $650 million?

Mr. DAvID. It is about $770 million of that.

Mr. HORN. $770 million. That would be, what, fraud having been
committed, overpayments because a person registered five times or
something?

Mr. DAvID. 1t is either fraud, administrative error, or there may
have been some honest mistakes. But it is a combination of those
kinds of issues, sir.

Mr. HorN. OK. Also, Ms. Thompson, USDA needs to refer $2.0
billion for collection action, but has not referred any amounts.
When will USDA refer its debts for collection action?

Mr. DAVID. Again, some of the same issues are involved in the
collection or in the cross-servicing as are involved in the adminis-
trative offsets. Much of that is the same debt that is currently with
the States for collection by the States or the counties and is facing
some of the very same issues.

As several others have testified here this morning, it gets into
some of the computer systems and the resource issues in terms of
balancing work on DCLA and Y2K. For instance, some of the agen-
cies have to get information from their local offices, and there are
systems involved in developing that.

Mr. HORN. Well, the question is really when will the U.S. De-
partment of Agriculture sign a memorandum with the Treasury
outlining its actions to implement the Debt Collection Improvement
Act? If we are correctly informed, it is the only agency of the big
five agencies not to have signed such an agreement.

Mr. Davib. We have memorandums—some of our agencies al-
ready have memorandums with Treasury. For instance, the Forest
Service does a signed memorandum with Treasury for cross-servic-
ing activities. The other agencies are currently working with that,
and I would defer to the agencies as to when such memorandums
will be signed.

We do anticipate, though, that we will start to refer debt for
cross-servicing this summer. 1 believe that Mr. Shadburn men-
tioned June in terms of some of the Rural Housing debt.

Mr. HORN. You better get that microphone close to you.

Mr. DAVID. Sorry.

Mr. HORN. Ms. Thompson, are we going to have all of the Agri-
culture programs implemented by the Department of the Treasury,
and, if so, when is that going to happen?

Ms. THOMPSON. From what I have been able to understand in the
4 weeks I have been there, I could say probably between mid-
summer to, as I am saying, from June, end of June, through prob-
ably August. Also, we should have some feedback within that time-
frame as to the approval from Treasury for the finance center to
also be a cross-servicing agent.

Mr. HORN. Mr. Beyer, Treasury statistics indicate that the Rural
Utility Service has delinquent debts of only $50,000. GAO says that



109

$10.5 billion is owed by financially troubled borrowers, including
several bankrupt ones owing billions that we have talked about.
Why does the Rural Utility Service list as performing loans the bil-
lions of dollars owed by financially troubled borrowers? Are they
really performing loans?

Mr. BEYER. Yes, sir, they are servicing their debt. They are pro-
jected as financially stressed, but they are making their debt serv-
ice.

Mr. HORN. So GAO is wrong? They say $10.5 billion is owed by
the financially troubled borrowers.

Mr. BEYER. If you characterize it as debt, yes, it is owed. It
doesn’t mean they are not servicing it. That is the way I would
characterize that statement.

Mr. HORN. So they are not delinquent?

Mr. BEYER. No, they are not delinquent.

Mr. HorN. OK. GAO’s report says that one borrower, and this is
our favorite one, of course, the Cajun Electric that you have up for
auction, has not paid since 1994 the $30 million owed to the tax-
payers each month.

Is that true that they haven’t paid? I realize they are up for auc-
tion, are they just saying, “the heck with it, we are not going to
pay anything else?” _

Mr. BEYER. Larry Belluzzo from our financial services staff is
here.

Mr. HORN. Why doesn’t he advise you and then you advise us.
Pull up a chair and advise him, and he can, now that he is the one
under oath.

Mr. BEYER. Mr. Chairman, when they go into bankruptcy, then
the court is in charge. In bankruptcy, they are not servicing their
debt. Prior to bankruptcy they were servicing their debt.

Mré HORN. In other words, when did they go into bankruptcy, in
19947

Mr. BEYER. December 1994, yes, sir.

Mr. HORN. December 1994. And up to that time they paid the
$30 million each month?

Mr. BEYER. They were paying under a debt restructuring agree-
ment that we had entered into with them, like about in 1990, is
recollection of that DRA.

Mr. HORN. So up to December 1994, it was a performing loan?

Mr. BEYER. Yes.

Mr. HORN. It seems we go straight from a good performing loan
to a write-off directly, and we skip delinquency. Is that sort of
where we are or what?

Mr. BEYER. Well, the DRA, the Debt Restructuring Agreement,
1 suppose you could characterize that as taking care of a delin-
quency, yes.

In addition to that, Mr. Chairman, the Treasury is whole
through all of these things because the Agency loans and guaran-
teed loans are serviced through a liquidating fund to the Treasury.

Mr. HORN. Well, the purpose of reporting a delinquent loan is to
inform the Congress of problems, and with these loans we have had
no indication that there were problems until the General Account-
ing Office report submitted it to us. I mean, was Agriculture trying
to hide it under a carpet or what?
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Mr. BEYER. No, sir. I can tell you that we are trying to get the
message out. We have had a hearing with Senator Lugar in the Ag
Committee last year and talked about all of this stuff. So it is not
that we have been—we are focused on solutions for this thing. We
need to get this behind us in the best interest of the government
security and in the best interest of the electric borrower system.

Mr. HORN. What happens to the money if you have a successful
auction? Where does that go, just to the Treasury generally?

Mr. BEYER. It goes into the RUS liquidating fund. All of the
debts go into the liquidating fund, and all of the obligations go out
of there. So that would go in the Agency liquidating funds.

Mr. HorN. Well, is that to then retire the loan that has been
made to Cajun Electric?

Mr. BEYER. Yes, sir.

Mr. HORN. Or is that in the general pot?

Mr. BEYER. That is in the general pot, and that pot retires the
loan of Cajun Electric. I don’t know how many years is on that. It
is probably a 35-year loan. So the debt service on that loan to FFB,
the Treasury, is coming out of that liquidating fund.

Mr. HORN. So it would be exclusively applied to Cajun Electric,
not to all other delinquent accounts, even though you haven’t called
them delinquent, but they are delinquent, I think?

Mr. BEYER. All of the obligations that the agency has in direct
loans or guaranteed loans comes out of that liquidating fund to the
financier. In this case, the majority of it is the Federal Finance
Bank at Treasury.

Mr. HorN. Well, but basically, let’s say you got $2 billion for sell-
ing Cajun Electric; does that go in simply and retire the Cajun
Electric loan?

Mr. BEYER. No, it goes into a liquidating fund and, you know,
that’s a cash-flow situation once it gets into there. And it will pay
Treasury on the debt. So Treasury is whole on that Cajun debt and
on any other debt.

Mr. HORN. In other words, the $30 million that it has lost every
month since the deal was made in December 1994 by the bank-
ruptcy court, that would be recouped?

Mr. BEYER. Yes.

Mr. HORN. By the Treasury?

Mr. BEYER. The debt service to the Treasury is ongoing. And
when the thing is settled, then that money comes in to the liquidat-
ing fund.

Mr. BEYER. I am informed that any lost interest would not be
paid.

Mr. HORN. In other words, the $90 million due the Treasury a
month on interest is not paid, or the $30 million—I am sorry—due
to the Treasury, which they were getting before December 1994,
will not be paid; is that it?

Mr. BEYER. I am not sure of that question, Mr. Chairman. I
would be happy to provide you with some detail on that.

[The information referred to follows:]
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As previously indicated Cajun Electric Power Cooperative, Inc. (Cajun) utilized
REA financing to purchase a 30 percent interest in the River Bend nuclear power
plant. In 1987, Cajun defaulted on its loans to REA and began debt restructuring
negotiations. On May 31, 1990, Cajun and REA entered into an agreement
restructuring Cajun's $3.18 billion REA debt. Cajun made full payments on its
restructured debt until it declared bankruptcy in December 1994, at which time it
ceased all payments as permitted by the bankruptcy court. In accordance with
U. S. Department of Agriculture policy, interest charges are not calculated,
accrued, or reported as income on debt that is 90 days delinquent. Therefore, no
interest has been accrued and no income report since Cajun entered bankruptcy
in 1994.

Cajun's loans were made prior to the adoption of the Credit Reform Act and are,
therefore held and accounted for in the Rural Electric and Telecommunications
liquidating account. The liquidating account is used to advance loan funds on all
pre-credit reform loans, process payments made by RUS borrowers on such
loans, repay the certificates of beneficial ownership that provided the seed
money for pre-credit reform loans, and repay pre-credit reform loans guaranteed
by RUS when the primary creditor defaults.

All proceeds received by RUS from the settlement of Cajun’s outstanding debt
will, therefore, be deposited into the liquidating account. Cash flowing into the
liquidating account is utilized for any of the purposes detailed above including the
payment of all monies due on the Cajun debt. To reduce the interest burden on
the Federal Treasury, RUS is prepaying, at the first call date, all non-Federal,
nonperforming debt guaranteed by RUS.
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Mr. HORN. Why don’t you? Take a look at it.

Mr. BEYER. Yes, sir, we certainly will.

Mr. HORN. Wherever we are.

When is that going to be consummated, that auction? Is there
any time period?

Mr. BEYER. Mr. Chairman, I wish I could tell you a time period.
We are very anxious for a time period. The judge has now said this
is the final auction, but, you know, we are not sure final is final.

Mr. HORN. Is there any competition in this auction?

Mr. BEYER. There is three bidders; yes, sir.

Mr. HorN. OK. Are they allowed to keep the bid moving upward?

Mr. BEYER. Well, they have been until the last bar date, which
was March 18th, and we are hoping that—we are hoping that we
are—you know, we are focusing on a real solution here at this
point in time.

Mr. HorN. Is the judge the one responsible for saying the date
as to when it ends?

Mr. BEYER. Yes, sir.

Mr. HORN. Is that it?

Mr. BEYER. The bankruptcy judge is controlling all of that.

Mr. HORN. Is that normal bankruptey-judge practice, to allow the
competitors to ace each other up a little bit? I think it's a great
deal for the government if we can do it.

Mr. BEYER. It is, and we try to encourage that. Some bankruptcy
judges, you know, do it different. Basically, there is a difference
in

Mr. HORN. So they have discretion in this area?

Mr. BEYER. Yes, sir.

Mr. HOrRN. Well, maybe that’s a law we should get a little more
competition into, except nothing ever seems to happen on bank-
ruptcy legislation around here. We all have bones to pick with it,
shall I say.

The housing in particular, where people can take and string out
the owners who have to pay the mortgage and they just live there
free for a month, who cares? For a year, who cares? You know, for
2 years, so forth. And so much for the bankruptcy laws.

Anyhow. Mr. Beyer, the distribution cooperatives own these
power cooperatives to which you make loans, right?

Mr. BEYER. Yes, sir.

Mr. HorN. OK. Could you make them responsible for these
debts? And is there a shell game going on to hide the assets?

Mr. BEYER. Mr. Chairman, there is no shell game going on to
hide the assets. We know all of that. There gets to be a particular.
The whole infrastructure, the electric industry, as you know, in
this country, is going through a dramatic historic macro change, in-
cidentally, and we are moving from a monopoly, predictable regu-
latory environment, into a highly competitive, for-profit customer
choice environment, not unlike the telecom industry.

Mr. HorN. Now, do you think that environment will help the De-
partment of Agriculture, your agency in particular? Are there peo-
ple that are willing to add things to their portfolio that they might
not have added in a monopoly situation, but now that they are
competitive? Does that go to your benefit?
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Mr. BEYER. We are encouraging that, and we think it will go to
the benefit. It just depends upon, you know, how this thing is mold-
ed. It is really up for grabs. It is a very, very high-risk time for
infrastructure in this country.

Mr. HoRN. That’s for sure. And I just wondered if you are work-
ing on it and looking at it in depth.

Mr. BEYER. Yes, sir. We are encouraging borrowers to consoli-
date, to come together to strengthen themselves, and there is a lot
of that going on. There are some very strong borrowers, inciden-
tally. We just happen to be working with very few which have large
dollar amounts.

Mr. HoRN. Now, Mr. Kelly, you noted that 90 percent of your
farm program debts are collected by administrative offset, and you
appear to have maximized the figure. Do you have any advice to
give your colleagues in the department on this panel?

Mr. KELLY. I will review that and see if I can’t get back to you.
I don’t have any to offer here.

Mr. HoRN. Well, if they all did what you are doing, we wouldn’t
be holding a hearing. We will have another one in a few months,
by the way, so hopefully we can get some of these operations mov-
ing. And with your new financial officer, we are counting on the
chief financial officer to be helping us achieve that goal.

So you are too shy to mention the obvious, are you, Mr. Kelly?
I never knew a shy Irishman—and I am half Irish—but go ahead.

Mr. KeLLy. Well, the administrative offsets that has really
worked on the farm program side is that—the 3-year timeframe
that is in there is that we are allowed to collect that. I would have
to get specific information to be able to provide good, accurate in-
formation for you, is what I am truthfully trying to say.

Mr. HORN. Is there a group, Ms. Thompson, within Agriculture
that has these problems that we share ideas with, I would hope?

Ms. THOMPSON. Yes, sir, there is.

[The information referred to follows:]
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Does the FSA share its administrative offset process with other Federal
agencies?

FSA has used its successful intemal offset procedure and payment systems to
collect debts owed to other Federal creditor agencies, such as the Small Business
Administration, the Department of Education, the Internal Revenue Service, and
other Departments of Agriculture agencies, upon request of the Federal creditor
agency.

The criteria by which FSA and CCC approve offset requests from other Federal
creditor agencies are found, for FSA, at 7 CFR 792.7(f)(1), and for CCC, at 7
CFR 1403.7 (j)(1). Conforming requests are sent to our County FSA Offices or
other payment offices, where the debt information is entered in an automated
system. As payments are being prepared, the system alerts the payment official
to the debt, and requires diversion of payments to the Federal creditor agency to
the extent of the debt owed by the FSA or CCC program participant
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Mr. HORN. I know there is——

Ms. THoOMPSON. We have a Chief Financial Officers Advisory
Council.

Mr. HorN. OK. According to USDA statistics, Mr. Kelly, 20 per-
cent of the direct loans by the Farm Service Agency are delinquent,
but only 2 percent of the loans guaranteed by the Farm Service
Agency are made by commercial banks. What accounts for the dra-
matic difference? Do we know?

Mr. KeELLY. Congressman, in that case, and the numbers are
probably adjusted slightly downward since then, less than 20 per-
cent, and still approximately 2 percent. But in the case of the guar-
antee program, the customer/client relationship really is with the
U.S. Department of Agriculture and the financial institution, and
the institution then does the service on that loan out there.

In the case of the direct borrower, with the U.S. Department of
Agriculture, the customer/client relationship is with the borrower
itself. The big noted difference is that we are often referred to as
lenders of last resort, and so many of those people who have the
least stability or credit worthiness try to qualify in the direct cat-
egory, where they probably would not under the guaranteed pro-
gram,

Mr. HorN. OK. That’s very helpful.

Mr. Shadburn, prior General Accounting Office reports have
faulted your agency for providing loans to people who had pre-
viously been delinquent. One lucky borrower received a loan, de-
faulted; received a second loan, defaulted; and received a third
loan. Have we found a way to prevent this type of abuse?

Mr. SHADBURN. Well, first of all, Mr. Chairman, I am sorry that
that—that did occur, and that has been brought to your attention.
Certainly, we are taking all the steps necessary to do the necessary
credit bureau checking and to prevent anyone who has delinquent
debt from obtaining a loan or a grant from our institution.

I would also like to just add a couple of things, if I could, Mr.
Chairman. I will provide you written statutory citations on the ad-
ditional servicing options that we are to offer our customers and,
at the same time, will protect the government’s interest. So I will
make sure that we provide that to your subcommittee.

In addition, on the cross-servicing for our community facilities
and multifamily housing program, which is about $19 billion, we
will be able to do our cross-servicing in June. We will be able to
do our single-family housing portfolio of about 700,000 borrowers
in September, and this is due to the fact that we just completed
the largest centralized servicing of single-family housing accounts
either in the Federal agency or in the private sector. So we are
needing the extra time to make sure that we go through and
check—as we made the centralizing of our accounts from the field
to a centralized operation in St. Louis, we want to make sure that
we do not have any customers who have fallen through the crack.

Mr. HORN. Last—well, I have one general question, but one spe-
cific, Mr. Shadburn, for you. As I read the General Accounting Of-
fice report regarding cancellation of Farmer’s Home Loan debts, it
says, the USDA, “is not adequately protecting Federal interests
during debt settlements.”
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GAO made a series of recommendations in that 1994 report.
Have those recommendations been implemented?

Mr. SHADBURN. What I would need to do, Mr. Chairman, is to go
back and give you a written followup on what steps we are taking.

Mr. HORN. That’s fine.

Mr. SHADBURN. But I can assure you that certainly we are look-
%ng St the GAO report and will take those steps that they have out-
ined.

Mr. HORN. Well, we will hold open the record for a couple of
weeks until we can get a reply from you as to the status of imple-
menting those recommendations in the GAO 1994 report. Without
objection, the answer will be included at this point in the record.

{The information referred to follows:]
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Agency Comments
and Our Evaluation

The comments from UsDA, the three pMAs, BPA and TVA generally focused on
our analysis of net financing costs and the federal government's risk of
future financial losses related to the electricity-related activities of these
entities. All of these entities generally disagreed with our estimates of their
net financing costs. In addition, they also disagreed with our assessment of
the federal government's risk of future financial losses related to their
electricity-related activities.

Net Financing Costs

Department of Agriculture

USDA, the three pMas, and BPA took issue, for varying reasons, with our
estimate of net financing costs.

usDa disagreed with our use of the portfolio methodology™ in estimating
net financing costs on RUS outstanding federal debt. It noted that our
analysis resulted in larger estimates of net financing costs to the federal
government than the estimates obtained in USDA's application of the credit

*See sppendix I of volume 2 of this report for a description of the portfolio methodalogy.

Page 38 GAO/AIMD-97-110 Pederal Electrieity Activities
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reform methodology that were discussed in our April 1997 report. * As we
stated in our current report, the majority of outstanding RUs electricity
loans and guarantees, approximately 90 percent, were made prior to 1991
and therefore are not required to be reported under credit reform.
Additionally, because the UsDA Inspector General deemed the RUS credit
reform estimates unreliable, we chose to use actual costs incurred rather
than any credit reform estimates for our analysis.
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sappeiiana s

Comments From the Rural Utilities Service

Note: GAO comments
supplementing those in the
report text appear at the

end of this appendix. OEPARTMENT OF AGRICULTURE
ofmICE OF TrE SECRETARY
wASINATON, B.C. aces0

Ma. Linda M. Calham

Director, Civil Audita

Resources, Community, and
Economic Development [ssues

General Accounling Office

441 G Street, N.W.

‘Washington, D.C. 20548

Dear Ms. Calbom:

‘We appreciate | mmwnmﬂndmonhhnﬁwuﬂ
Accounting Omu(GAO)npmqndd
We understand this report is for
the Chairman of the House Budget Commitice and the Chairman of the House Commitiee
on Resources, Subcommitiee on Waser and Powes Resources.

We have the following comments:

We agroe that the overwbelming majority of the Rural Utilities Service (RUS)
See comment 1. electric borrowers are financially sound. This wes the conchaion of the GAO repont
completed ss recently a3 April 1997, and reffirmed by this report. As indicaod in both
reports, there is 8 smail number of borrowers, less than 2 percent of the total, who,
because of the timing of their involvement i eloctric penerating projects (in all cases
mmwvmuﬂpmwmmmnhuhhvnd-m
plants) finmcial difficulties. These projects were initisted during o
pawdlSanOyunnp 'when changing enviroamentsl and nuclear safety regulations,
double-digit inflation and double-digit imerest rates, remuted in ultra kigh costs of new
plant construction (same 3 high a 4 times the original estimate) throughout the eloctric
did not materialize.

The financial markets and the electric wiility industry heve long been aware of
the events of this period and the industry has changed as 8 result. It is importmnt that we
remain cogaizant af this history, however, as the extiro electric utility industry is facing &
new enviromnent dus ® sweeping changes in the fegislative and regulatory climste in
which it opermies. We believe our focus should aleo be on these changes snd their Asture
effects on America’s rural electric infrastructure.

AR §QUAL OROATLINTY (UM OVER

Page 148 GAOVAIMD-57-110A Pederal Electricity Activities



119

Appendix X
Comments From the Rursl Udlities Service

M3, Linda M. Calbom 2

We do foresee some write-offs of debis in the meae future because of the 15 %
20 year old investmenty initially made by borowers. We take excoption, bowever, 10
the GAD statesern chat it is prohahile that othey borrowers, thoss whe are not currendly
financially stressed, will alvo require write-otfy of their Joas, Clearly the past history
of powes plant investmers it not wseful in peojecting the fitice in 2 Aew competitive,
restructured, snbundied, infrasrucnare.

The Apal 1997 GAO Audit-Repont indicatad the majority (98%) of electric
Dorewers had fivorsdde financial ratics. Mmmwmmd

detivery service ta their meraber owners and

ihseir rurad comsmunities, N

Ses comment 2 A additanal support for our position, we quote & report from Standard and Foor
} of Apeit 1995, This special report deals with those RUS-financod generation and
ramprmiagion borrowers wia have seccived public finencisl rmings. 1t mates:

'memmwmmﬂmm
publicly rated gy i
mthﬂh}nwﬁmﬁmﬂdhmvﬂh
power suppliers in the future. These G&Ts have danoestrated
m:blnytcmmmameumm
tow

sapits! expemdinres
- yegulsiory compliance. SAY believes thet the chalieage 1o the
GRTs will be to work wilh sheir member syens in continding
10 reduce the end user's retail raes theonigh Jond manxgement,
economic development ritey, and aysiem effichncy improvements.”

As the electric wtility industry evolves into the new dizegulsed, competition
driven, customer choice environment, Federal and state legisbative and regulatory policics
will play the major robe in the future risk exposure to the RUS loan portfotio as well as in
the continwed availabitity of mmymamamnmﬂm We beiieve
1has these policies must iake § o
Mmu&ei«mummhmdhﬁwﬂmmdmm
Ax it has throughout ity higtoty. chis agency is working closedy with its borrowers o
ennure that these chatlenges are rooognized wnd addrepsed,

Regarding the method the GAO employs in calculiting the financing coss of the

See comment 1. RUS etectric program, we ane somewhat confised . It appeses St the GAO applied ¢
fong-ierm avernge interest mrve for Tressury ings ﬂa i i
dett of RUS. We do mot see the rel f this coats Wy

the Government of the twrent lending program.  Your report of Apeil lmudm

Prge 146 GAVATMD-9T-110A Federnl Electricity Activities
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Appendix X
Comments From the Bural Udilities Service

Ms. Linda M. Calbom 3

total costs for the Electric Loan Program from 1992 trough 1996 were $551.3 million
instead of the $4.796 billion calculated in this report. The April report was based oo
Credit Reform messures and indeed the report gocs 10 some length in descriting Credit
Reform methods of messwring program costs. [t would appesr that your latest stady
implies that Credit Reform does ot exin or does ant accuraiely messure program costs.

See comment 3. ‘We disagree with the GAO usc of avernge revenue per kilowan-hous as an
indicator for energy production cosis. We believe that there are many variables which
have not been addressed ip yous analysia that could siga lter any :
‘We would ruggest that this material not be included ia your curest report.

Again, we sppreciate the opportunity to comment on this draft report.

Sincerely,
Secretay
Rural Development

Page 147 GANVAIMD-$7-110A Federal Electricity Activities



121

Mr. HORN. Now, let me get to one last question here. What ad-
vice could you give your colleagues throughout the Federal Govern-
ment on the implementation of the Debt Collection Improvement
Act? What is wrong with it that you would like to see changed?
What do you think is useful? What did we forget that is—perhaps
could be in a successor bill?

%{would just appreciate any thoughts you have on it.

es.

Ms. THOMPSON. Mr. Chairman, in my short 4 weeks here, I have
found the biggest problem is probably in the validity of the data
that’s within the Federal systems. And I know at USDA we are all
working hard to get that data cleaned up to make sure, of course,
that you are sending to Treasury the right people and all the iden-
tification with that. That's probably the biggest problem. And that
just takes some time, as you know.

The other thing, as I have seen too at USDA, is the lack of com-
patible systems. All of that data is contained in systems, and most
of those systems are obsolete compared to today’s technology, be-
cause technology has moved so quickly in the last 5 to 8 years.

So I think between the two of those, the data that’s within the
systems and the systems’ ability to talk to each other, are the two
{)iggest issues that have slowed the implementation of the debt col-
ection.

Mr. HORN. Mr. Kelly, any thoughts?

Mr. KeELLY. Congressman, I would certainly second that with the
computer systems with these enormous data banks, in which the
information was kept for other reasons or slightly different reasons,
they can’t quite communicate with each other. The other thing—
and going back to our own internal programs—is the partnering
that may be done internally, when you referenced the 90 percent
collection rate there. The administrative offset has been a tremen-
dous help within our agency to get it before we even have to move
things over to Treasury to load up their computers. So perhaps
more of these partner-type things to other type of agencies, where
their computers—programs—are easily more understandable, it
might be of some help.

Mr. HORN. Thank you.

Mr. Beyer.

Mr. BEYER. Thank you, Mr. Chairman. It seems to us, you know,
that we are trying to fit the utility industry, infrastructure indus-
try, into what seems to be the focus of the debt DCIA into individ-
ual loan—with an individual loan focus. That’s kind of where we
see it, and we are trying to fit ourselves into that somehow.

Mr. HORN. Mr. Shadburn.

Mr. SHADBURN. Two areas. Certainly, the supervised credit that
we are mandated by Congress to give our borrowers certainly has
a lot of uniqueness to it that the private sector does not have, and
certainly it takes quite awhile to understand what those pieces are,
and that does affect the numbers.

The other thing was, that is certainly very focused on our minds,
and that is the offset on our customers. As I explained in my brief
opening remarks, that if we are—if someone is able to offset on one
of our loans to take proceeds, it is going to throw chaos into our
loanmaking ability.
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Mr. HorN. Well, any other thoughts any of you have had; any-
thing in the testimony you want to clarify?

Mr. Beyer, I have a couple of closing questions for you. Are you
familiar with Soyland Power Cooperative? Are you familiar with
that particular

Mr. BEYER. Yes, sir.

Mr. HORN. According to press reports, they received a $1 billion
loan write-down in 1996, and that was the same year the Soyland
executives received six-figure bonuses totaling up to $420,000. Does
thaf‘K g’ust sound like the Federal taxpayer is, again, getting it in the
neck?

Mr. BEYER. Well, Mr. Chairman, they did get a bonus and it
came out of their general funds. It was not government dollars.

Second, they voluntarily paid it back.

Mr. HORN. They did, after receiving it?

Mr. BEYER. Yes, sir.

Mr. HORN. So they have paid back the $420,000?

Mr. BEYER. Yes, sir.

Mr. HORN. And even though they had a $1 billion loan write-
down, was that correct action, do you believe, by those directors?

Mr. BEYER. I think it was—we obviously encouraged it, and I—

Mr. HORN. You encouraged that they pay it back?

Mr. BEYER. I don’t think it was good action in the first place.

Mr. HORN. In other words, you don’t approve of the billion dollar
loan write-down they did in 1996? OK.

Mr. BEYER. The write-down, yes, sir, we did approve that.

Mr. HORN. You did approve it?

Mr. BEYER. Yes, sir. We approved it. That was a joint activity
with the Department of Justice.

Mr. HORN. But they—but you disapproved of the bonuses that
went to them? And they did pay it back.

Mr. BEYER. Yes, sir.

Mr. HorN. OK. They apparently owed money to other private
lenders. Why were they not required to share the losses in the
same proportion as the Federal Government, as required by the
Rural Utility Service loan agreement?

Mr. BEYER. Well, Mr. Chairman, you know, we would have to get
back into the—Soyland was a result of a merger with, I believe it
was WIPCO, another G&T, a long time ago, like—mid-eighties,
something like that, and the result was we made one big bad one
instead of two little bad ones. That’s what happened. Because it
was all nuclear investment.

In addition, I need to note that through a debt restructuring
agreement, they paid—those members out there at Soyland paid
some of the highest rates in the country for about 8 years, like how
much—how many million was that—over $700 million in debt serv-
ice in those troubled years.

So, you know, it sounds bad but it was an extremely stressful sit-
uation.

And third, I might add that a bankruptcy would—if a bankruptcy
would have occurred, it would have been in the same circuit as the
Wabash bankruptcy that we spent 13 years on.

All of those things were taken into consideration and it was sim-
ply our conclusion, along with the Department of Justice, that it
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was in the best interest to get another $235 million and they are
gone; no more liability, no more loans.

Mr. HORN. Apparently Soyland owed money to other private
lenders. And why weren’t they required to share the losses in the
same proportion as the Federal Government, as required by that
loan agreement? That's what we are curious on.

Mr. BEYER. Well, we certainly tried to do that. And I can tell you
that any private lender that’s involved in these complex financing
arrangements, they just don’t move. It is very difficult to get them
fo move, even in the bankruptcy courts. And they stonewall it, real-
y.
Mr. HORN. Well, we are used to being stonewalled, so I know
what you are going through.

Mr. BEYER. Yeah.

Mr. HorN. Did the government really take the entire loss on this
and let the other lenders off the hook?

Mr. BEYER. Well

Mr. HORN. Isn’t that what it got down to?

Mr. BEYER. Actually, the other lender took the risk of buying it
out. So they have the future risk. The government doesn’t have the
risk anymore. So, you know, there is—that’s a value to the govern-
ment, really.

Mr. HORN. Would you say you were easier on Soyland than its
other creditors, or do you think it is a good deal?

Mr. BEYER. We think it is a good deal. We think it was—we
think it was the best-——we think we recovered the maximum recov-
ery for the government in that deal; yes, sir.

Mr. HORN. Was that the sixth circuit that you were worried
about, or which circuit?

Mr. BEYER. The collective wisdom here was the seventh.

Mr. HORN. The seventh circuit.

In 1935, and I remember this rather well, only 10 percent of
America’s farms had electricity. That was the chief purpose of the
Rural Electrification Administration, which has done a terrific job.
And according to recent statistics, 99.9 percent of rural residents
currently have electricity, a lot of that due to the REA. Since the
original mission of the agency has largely been completed, why is
the rural utility service still needed, particularly given the spec-
tacular losses that have been experienced recently?

Mr. BEYER. Mr. Chairman, 1 thank you for that question. I have
waited for the opportunity to talk about that because today there
is about $3 billion invested in the infrastructure. The agency is a
shining star from the standpoint of the evolution of leveraging pri-
vate capital. Out of the $3 billion, $1 billion is taxpayer loan dol-
lars and $2 billion is private capital. That’s a tremendous success
story.

The fact that the system is built, and it is a good system, also
leads us to thinking about the aging system. Some of that stuff has
been up there for 50 years and there is a huge replacement cost
that’s going on right now. And looking—you know, we have really
got two major focuses here. No. 1, we are trying to look for solu-
tions for these nuclear investments-type thing and we are getting
out and we are—we are making progress.
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And second, we look forward to deregulation and competition.
These systems, in my judgment, are going to end up to be wire sys-
tems, because there is no profit in rural America—there is a lot
of—25 million Americans are served in 80 percent of the land
mass. And when you get into a competitive environment, wherever
there is a profit center, there is going to be a lot of cherry picking;
and there is going to be left in rural America, wire systems that
are going to be needed to serve the high-cost-to-serve areas.

We are seeing it in the telecom infrastructure right now. In fact,
one of the telecom executives made a comment in U.S. News and
World Report here a couple of weeks ago, that said why should we
be investing more money in these high-cost-to-serve rural areas
when we need to invest in the urban areas?

So who is going to be left? Who is going to serve rural America?
I think these nonprofits are going to be there. They are local peo-
ple, and they are going to have a real challenge going into a new
competitive customer choice environment to maintain quality,
reliabilty, and reasonable rates into the future.

Mr. HORN. Have you required a replacement fund for updating
the equipment and, if they are worn out, replacing them? I mean,
what’s the policy that you have set for these various utilities
around the country? And what is your information as to whether
they really are following that guidance?

Mr. BEYER. Well, we do not mandate a replacement pool in them.
We mandate—we require financial indicators that they have to op-
erate in, of course, and, you know, part of the two-thirds of the $3
billion invested comes from internally generated funds. It is their
internally generated funds, in addition to private lender capital. So
they are doing some of that, no question about it.

And the other issue, of course, is competitive rates.

Mr. HORN. You are not doing them a favor if you don’t require
that they put away money for a rainy day. Isn’t that sort of being
irresponsible?

Mr. BEYER. Well, Mr. Chairman, you know, there is a fine line
between hanging on to what they have in a competitive environ-
ment, which is going on right now incidentally, and raising their
rates out of competitiveness.

In the end, if their rates are—you know, 46—43 out of 46 States,
the rural systems have higher rates now and there is going to be
a tremendous pressure on them to keep their rates down. So it is
kind of a fine line between financial responsibility and getting their
rates so high they are going to lose all of their lucrative loads.

Mr. HORN. Well, I still think—I am just shocked, frankly, that
they haven’t had replacement funds put away over the years. I
mean, that’s just—it means they are forever part of the govern-
ment bureaucracy and you, Santa Claus, will presumably save
them from themselves. And I do not get it. As a farmer, I would
want to be responsible and I wouldn’t object to somebody saying,
hey, we will put so many dollars in each month and let’s see what
happens after 5 or 6 or 10 years and when we need it. Otherwise,
we have got to come begging and borrowing, and I don’t think I
would put my future on that.

Mr. BEYER. Well, Mr. Chairman, I certainly appreciate your com-
ments. My only response to that, I guess, is the leveraging that's
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going on. So the Federal Government is today not providing all of
the capital for these rural electrics. In fact, there is a lot of them
that are bought out. There are about—over 100—I want to say 150,
but that may be a little high. There are over 100 systems that have
bought out of the program and are in longer here, and that contin-
ues.

Mr. HorN. Now, what has happened to them? I mean, have they
been bought by private utilities?

Mr. BEYER. No, they bought out themselves.

Mr. HorN. They bought out themselves?

Mr. BEYER. Because they are strong enough, Mr. Chairman, to
access capital. Access of capital is going to be a real issue. That’s
how it started in 1936. There was no access to capital. Nobody
wanted to invest.

Mr. HorN. That’s how every farm revolt has started.

Mr. BEYER. Exactly. Thank you.

Mr. HORN. So do you see more investment coming, or is it—and
do you know who is likely to do this? I mean——

Mr. BEYER. Mr. Chairman, I think the critical thing in this whole
remolding of a new infrastructure is what Congress does. Congress
is going to—in fact, that’s where it is going to happen. And what
the States do in stranded investment cost recovery issues and in
support of high-cost-to-serve areas like the telecom, the telecom has
a—they call it a universal service fund. It is really a support to
high-cost-to-serve areas. That is just a little tweaking. I mean, I
can’t believe that Congress is not going to continue that, because
if Congress doesn’t, in the end somewhere down the road, maybe
beyond my lifetime, I don’t know, after this thing is molded, we
could end up with energy haves and energy have-nots and we could
end up with high-cost States and low-cost States, and that gets you
right down into how do you develop the high cost States?

You know, right now, there are entrepreneurs running around
doing national contracts with the big chains like McDonald’s. They
are good loads and they want one contract across the Nation, wher-
ever they are located. It doesn’t make any difference. That’s going
to go on. And I think that’s going to be part of the new infrastruc-
ture.

So it seems to me that it is in the best interest, good national
policy, to provide some support for high-cost-to-serve areas as we
go on.

Mr. HorN. In the evolution of the REA, and with the funding
that you have inherited, was there a recognition that maybe the
more successful ones have an obligation to help the less successful
ones? And did you basically pool the resources?

Mr. BEYER. No, sir, I couldn’t characterize it that way. There is
a buy-out provision in the law—Congress put the buy-out provision
in, which is titled a discount buy-out, which is really a net present
value buy-out. And these systems are saying, look, we can do this
on our own. We don’t want to come to government for funds. We
will leave that for the truly higher-cost-to-serve. So it is the strong-
er ones that are buying out.

You know, some of these systems—actually, the portfolio looks
like this: I know one system of 800 members, way too small. There
are too many systems out there, no question about it. And there
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are systems with 140,000 members. Now, the 140,000-member sys-
tem can most likely buy out, and they are. It is going to be a natu-
ral evolution. And that just provides, you know, more of the scarce
dollars, wherever they come from—Federal, their own dollars, or
private dollars—for the other systems. I think that’s going to be the
evolution of it.

Mr. HORN. Is there a density factor that you have found over the
years makes sense for minimum survivability in this area of so
many farmers per mile in terms of having to string the poles and
all of that?

Mr. BEYER. Well, Mr. Chairman, we have looked in the agency,
and you know, I had a thought once, well, we will just decide on
what is a surviving, sustainable unit. But that’s very difficult be-
cause there are so many differences around the country. And, you
know, we don’t know how to deal with that, because—well, going
into this whole new competitive environment, the thing is just—ev-
erything is going to change.

What we are trying to do is encourage these borrowers, and we
have a regulation where, within our authority, we can help some
in mergers, consolidations, and just make sure that the efficiencies
of the system are maxed out.

Mr. HORN. Well, we thank you. Sorry we have kept you past a
reasonable lunch hour. And we thank you very much for coming
and sharing your insights with us.

I now would like to thank various members of the staff who put
together this hearing. J. Russell George, our staff director and chief
counsel; sitting back there on my left, your right, Mark Brasher,
the senior policy director who specifically worked on this hearing;
along with John Hynes, professional staff member; Matthew Ebert,
the clerk; David Coher, our faithful intern; and Kamela White, an-
other intern assigned to the subcommittee; Mark Stephenson, mi-
nority professional staff member; Earley Green, staff assistant for
the minority; and our court reporters are Pam Garland and Mindi
Colchico. And we thank you all for your role in this. With that, this
hearing is adjourned.

[Whereupon, at 12:30 p.m., the subcommittee was adjourned.]
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