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RURAL TELEPHONE BANK

THURSDAY, NOVEMBER 6, 1969

U.S. SENATE,
SUBCOMMITTEE ON AGRICULTURAL CREDIT

AND RURAL ELECTRIFICATION OF THE
COMMITTEE ON AGRICULTURE AND FORESTRY

'W ashington,D.0 D.C.
The subcommittee met, pursuant to notice, at 10 a.m., in room 324,

Old Senate Office Building, Senator Herman E. Talmadge (chairman
of the subcommittee) presiding.
Present: Senators Talmadge, Holland, McGovern, Allen, Miller,

and Dole.
Also present: Senator Bellmon.
Senator TALMADGE. The subcommittee will come to order.
The subcommittee is holding hearings today on S. 1684, introduced

by Senator McGovern, and S. 2202, introduced by Senator Dole. These
bills would create an REA telephone bank revolving fund and a ru-
ral telephone bank.
I believe the members of this subcommittee are quite familiar with

the REA telephone loan program. In 1949, the year the REA loan pro-
gram was amended to include rural telephone loans

' 
only about 38 per-

cent of our farmers had telephones. Today, about 80 percent of our
farmers have telephone service. Over 2 million rural subscribers, or
some 6 million people, enjoy the benefits of modern telephones.
However, the telephone service available to our rural citizens is

far from adequate. It is, in fact, plagued by poor service and over-
loaded party lines. Eight telephone subscribers per rural line was the
standard set by the REA when the rural telephone loan program was
started. Although this standard represented a substantial improve-
ment over the service then available. I don't believe that any modern
family—urban or rural—would consider telephone service adequate
when it must be shared with seven other families. To the modern
farmer the telephone is as important as it is to any other businessman.
In my view, good telephone 'service is a vital part of efforts to make

rural areas attractive places which will slow the trend of outmigration
from our farms. Effective telephone service is essential if we are to
make these areas attractive and prosperous places for new industries
and businesses to locate.
No longer should rural residents be required to settle for less than

quality telephone service.
Of course, it is difficult for any telephone company to provide the

same quality service to rural residents that is available to city dwellers.
On the average, REA telephone borrowers have only 33.8 subscribers

(1)
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per mile of line as compared to a subscriber density of 16 for the totally
independent telephone company and over 40 per mile for the Bell
System companies. If rural telephone companies are to provide the
additional lines that are needed to give adequate telephone service to
all rural subscribers, they will need a great deal of capital. This capital
is not available through normal channels and the needs of REA tele-
phone loan borrowers exceed the amounts which can be obtained
through appropriations for the 2 percent REA loan program.
The telephone bank of the bills we are here to discuss this morning

would provide supplemental financing at higher rates of interest.
The bills before the subcommittee today are quite similar, and I be-

lieve that they have a great deal of merit. Both would go a long way
toward meeting the pressing capital needs of rural telephone systems.
The bank would be financed through the purchase by the United

States of a total of $300 million of class A stock over a period of 10
or more years, and by sale of debentures and class B and C stock.
The bank would make "intermediate" loans at a subsidized interest

rate of 4 percent orless, and "other" loans at a rate reflecting the cost
of money.
Loans would be made by the bank to existing on approved REA bor-

rowers for the same purposes as under the 2-percent loan program, or
to finance system improvement or the purchase of class B stock.
The bills look to eventual retirement of the Government investment

and conversion to private ownership. The bank would, however, con-
tinue as an instrumentality of the United States exempt from taxation.
The bills are identical, except for the inclusion in S. 2202 of a sec-

tion 412, which prohibits 2-percent loans to borrowers with subscriber
density of more than three per mile, having net worth in excess of 20
percent of assets, and able to obtain loans elsewhere on reasonable
terms.

Copies of the bills, the report of the Department of Agriculture,
and a committee staff explanation will be inserted in the record at this
point.
(The documents are as follows:)

[S. 1684, 91st Cong., first sess.]

A BILL To amend the Rural Electrification Act of 1936, as amended, to provide an
additional source of financing for the rural telephone program, and for other purposes

Be it enacted by the Senate wad House of Representatives of the United States
of America in Congress assembled, That it is hereby declared to be the policy
of the Congress that the growing capital needs of the rural telephone systems
require the establishment of a rural telephone bank which will furnish assured
and viable sources of supplementary financing with the objective that said bank
will become an entirely privately owned, operated, and financed corporation.
The Congress further finds that many rural telephone systems require financing
under the terms and conditions provided in title II of the Rural Electrification
Act of 1936, as amended. In order to effectuate this policy, the Rural Electrifica-
tion Act of 1936, as amended (7 U.S.C. 921-924), is amended as hereinafter
provided.

SEC. 2. The Rural Electrification Act of 1936, as amended, is amended by
adding the following two new titles:

"TITLE III

"SEc. 301. RURAL TELEPHONE ACCOUNT.—(a) There is hereby established in
the Treasury of the United States an account, to be known as the rural telephone
account, consisting of:
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"(1) all notes, bonds, obligations, and property delivered or assigned to
the Administrator pursuant to loans heretofore or hereafter made under
section 201 of this Act, including notes, bonds, obligations, and property
held in trust by him on behalf of the Secretary of the Treasury, as of the
effective date of this title, which shall be transferred to and be assets of
the rural telephone account;
"(2) undisbursed balances of telephone loans made under section 201,

which, as of the effective date of this title, shall be transferred to and be
assets of the rural telephone account;
"(3) all collections of principal and interest received on and after July

1, 1968, on notes, bonds, judgments, or other obligations made or held under
title II of this Act, which shall be paid into and be assets of the rural tele-
phone account;
"(4) all appropriations for telephone loans made under the authority

of section 3 of this Act and funds obtained in accordance therewith and
the unexpended balances of any funds available on the effective date of
this title for telephone loans under section 201 of this Act, including any
funds made available for telephone loans under the item 'Rural Electrifica-
tion Administration,' in the Department of Agriculture Appropriation Acts
current on the date of enactment of this title, and said appropriations, bal-
ances, and funds shall be assets of the rural telephone accounts; and
"(5) shares of the capital stock of the Rural Telephone Bank acquired

by investment of the rural telephone account pursuant to section 302(b) (3)
of this title, and moneys received from said bank upon retirement of said
shares of stock in accordance with the provisions of title IV of this Act,
which said shares and moneys shall be assets of the rural telephone account.

"SEc. 302. LIABILITIES AND USES OF ACCOUNT.—(a) The notes of the Adminis-
trator issued to the Secretary of the Treasury to obtain funds for loans under
section 201 of this Act, and all other liabilities against the appropriations or
assets in the rural telephone account in connection with telephone loan opera-
tions shall be liabilities of the rural telephone account, and all other obligations
against such appropriations or assets arising out of telephone loan operations
shall be obligations of the rural telephone account.
"(b) The assets of the rural telephone account shall be available for the

following purposes:
"(1) loans under section 201 of this Act and for advances in connection

therewith, except that no such loans shall be made in any year in excess
of the amounts previously authorized therefor in appropriation Acts for
such year or available pursuant to section 3 of this Act; the amounts so
authorized for loans and advances shall remain available until expended;
"(2) payment of interest as it accrues on loans to the Administrator from

the Secretary of the Treasury for telephone purposes pursuant to section
3(a) of this Act;
"(3) investment in the capital stock of the Rural Telephone Bank in

accordance with section 406(a) of this Act: Provided, That such investment
shall be deemed paid in capital of the said bank notwithstanding that funds
representing the proceeds from the purchase of such stock shall remain in
the rural telephone account until required for actual disbursement in cash
by the said bank; and
"(4) payment of principal when due on loans to the Administrator from

the Secretary of the Treasury for telephone purposes pursuant to section
3(a) of this Act.

"SEC. 303. DEPOSIT OF ACCOUNT MONEYS.—Moneys in the rural telephone ac-
count shall remain on deposit in the Treasury of the United States until disbursed.

"TITLE IV

"SEc. 401. ESTABLISHMENT, GENERAL PURPOSES, AND STATUS OF THE TELEPHONE
BANK.—(a) There is hereby established a body corporate to be known as the
Rural Telephone Bank (hereinafter called the telephone bank).
"(b) The general purposes of the telephone bank shall be to obtain an ade-

quate supply of supplemental funds to the extent feasible from non-Federal
sources, to utilize said funds in the making of loans under section 408 of this
title, and to conduct its operations to the extent practicable on a self-sustaining
basis.
"(c) The telephone bank shall be deemed to be an instrumentality of the

United States, and shall, for the purposes of jurisdiction and venue, be deemed
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a citizen and resident of the District of Columbia. The telephone bank is author-
ized to make payments to State, territorial, and local governments in lieu of
property taxes upon real property and tangible personal property which was
subject to State, territorial, and local taxation before acquisition by the tele-
phone bank. Such payment may be in the amounts, at the times, and upon such
terms as the telephone bank deems appropriate but the telephone bank shall be
guided by the policy of making payments not in excess of the taxes which would
have been payable upon such property in the condition in which it was acquired.
"SE°. 402. GENERAL POWERS.—To carry out the specific powers herein author-

ized, the telephone bank shall have power to (a) adopt, alter, and use a
corporate seal; (b) sue and be sued in its corporate name; (c) make contracts,
leases, and cooperative agreements, or enter into other transactions as may be
necessary in the conduct of its business, and on such terms as it may deem
appropriate; (d) acquire, in any lawful manner, hold, maintain, use, and dispose
of property: Provided, That the telephone bank may only acquire property needed
in the conduct of its banking operations or pledged or mortgaged to secure loans
made hereunder or in temporary operation or maintenance thereof: Provided fur-
ther, That any such pledged or mortgaged property so acquired shall be disposed
of as promptly as is consistent with prudent liquidation practices, but in no event
later than five years after such acquisition; (e) accept gifts or donations of
services, or of property in aid of any of the purposes herein authorized; (f)
appoint such officers, attorneys, agents, and employees, vest them with such
powers and duties, fix and pay such compensation to them for their services as
the telephone bank may determine; (g) determine the character of and the
necessity for its obligations and expenditures, and the manner in which they
shall be incurred, allowed, and paid; (h) execute, in accordance with its by-laws,
all instruments necessary or appropriate in the exercise of any of its powers;
(i) collect or compromise all obligations assigned to or held by it and all legal
or equitable rights accruing to it in connection with the payment of such obliga-
tions until such time as such obligation may be referred to the Attorney General
for suit or collection; and (j) exercise all such other powers as shall be neces-
sary or incidental to carrying out its functions under this title.
"SEc. 403. SPECIAL PROVISIONS GOVERNING TELEPHONE BANK AS AN AGENCY OF

THE UNITED STATES UNTIL CONVERSION OF OWNERSHIP, CONTROL, AND OPERATION.—
Until the ownership, control, and operation of the telephone bank is converted as
provided in section 410(a) of this title and not thereafter—

"(a) the telephone bank shall be an agency of the United States and shall
be subject to the supervision and direction of the Secretary of Agriculture
(hereinafter called the Secretary) : Provided, however, That the telephone
bank shall at no time be entitled to transmission of its mail free of postage,
nor shall it have the priority of the United States in the payment of debts
out of bankrupt, insolvent, and decedents' astates ;
"(b) in order to preform its responsibilities under this title, the telephone

bank may partially or jointly utilize the facilities and the services of em-
ployees of the Rural Electrification Administration or of any other agency
of the Department of Agriculture, without cost to the telephone bank and
without charge to administrative expenses recoverable by the telephone bank
under section 408 (b ) (3) of this title, but the compensation and expenses of
members of the Telephone Bank Board who are not Federal officers or em-
ployees, and of officers and employees engaged solely on telephone bank activ-
ities, •and procurement for the telephone bank, shall be administrative
expenses recoverable Under said subsection;
"(c) notwithstanding the provisions of the second sentence of subsec-

tion (d) of section 303 of the Government Corporation Control Act, as
amended (31 U.S.C. 868), all telephone debentures issued by the telephone
bank shall be issued at such times, bear interest at such rates, and contain
such other terms and conditions as have been or may be approved by the
Secretary of the Treasury;
"(d) the telephone bank may without regard to the civil service classifica-

tion laws appoint and fix the compensation of such officers and employees of
the telephone bank as it may deem necessary;
"(e) the telephone bank shall be subject to the provisions of sections 517,

519, and 2679 of title 28, United States Code.
"Snc. 404. GOVERNOR.—Subject to the provisions of section 410, the Administra-

tor of the Rural Electrification Administration shall serve as the chief executive
officer of the telephone bank (herein called the Governor of the telephone bank).
Except as to matters specifically reserved to the Telephone Bank Board in this
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title, the Governor of the telephone bank shall exercise and perform
 all func-

tions, powers, and duties of the telephone bank.

"Sm. 405. BOARD OF DIREOTORS.—(a) The management of the tele
phone bank,

within the limitations prescribed by law, shall be vested in a board of
 directors

(herein called the Telephone Bank Board) consisting of thirteen members
.

"(b) The Administrator of the Rural Electrification Administrati
on and the

Governor of the Farm Credit Administration shall be members of the 
Telephone

Bank Board. Five other members of the Telephone Bank Board shall 
be designated

by the President to serve at his pleasure, three of whom shall be of
ficers or em-

ployees of the Department of Agriculture but not officers or employe
es of the

Rural Electrification Administration, and two of whom shall be fro
m the general

public and not officers or employees of the Federal Government. The
 Adminis-

trator and other officers and employes of the Department of Agricultur
e and the

Governor of the Farm Credit Administration shall serve as member
s without

additional compensation.
"(c) As soon as practicable after enactment of this title, the Presiden

t of the

United States shall appoint six additional members of the initial Tel
ephone Bank

Board to be selected from the directors, managers, and employees of
 any entities

eligible to borrow from the telephone bank and of organizations controll
ed by such

entities, with due regard to fair representation of the rural telephone 
systems of

the Nation. The six members thus appointed shall serve until their 
successors

shall have been duly elected in accordance with subsection (d).

(d) Within twelve months following the appointment of the six memb
ers of

the initial Board as provided in subsection (c), the Governor of the tel
ephone

bank shall call a meeting of all entities then eligible to borrow from th
e tele-

phone bank and organizations controlled by such entities for the purp
ose of

electing members of the Telephone Bank Board. Each such entity and o
rga-

nization shall be entitled to notice of and shall have one noncumulativ
e vote

at said meeting. Six members of the Telephone Bank Board shall be e
lected for

a two-year term, three from among the directors, managers, and employ
ees of

cooperative-type entities eligible to vote and organizations controlled by s
uch

entities, and three from among the managers, directors, and employees of 
com-

mercial-type entities eligible to vote and organizations controlled by such entities
.

These six members shall be elected by majority vote of the entities and orga
-

nizations eligible to vote and such entities and organizations may vote by pro
xy.

"(e) Thereafter, in accordance with the bylaws of the telephone bank, t
he

six members of the Telephone Bank Board shall be elected by holders of class B

and Class C stock, three from among the directors, managers, and employ
ees of

cooperative-type entities and organizations controlled by such entities holdin
g

class B or class C stock, and three from among the directors, managers, 
and

employees of commercial-type entities and organizations controlled by 
such

entities holding class B or class C stock. These six members shall be elected

by majority vote of the entities and organizations eligible to vote and s
uch

entities and organizations may vote by proxy.
"(f) Any Telephone Bank Board member may continue to serve after the

expiration of the term for which he is elected until his successor has been electe
d

and has qualified. Telephone Bank Board members designated from the gen
eral

public, pursuant to subsection (b), or appointed or elected pursuant to subsec-

tions (c), (d), and (e), shall receive $100 for each day or part thereof, not t
o

exceed one hundred days per year for the first three years after enactment of

this title and not to exceed fifty days per year thereafter, spent in the perform-

ance of official duties, and shall be reimbursed for travel and other expenses in

such manner and subject to such limitations as the Telephone Bank Board may

prescribe.
"(g) The Telephone Bank Board shall prescribe by bylaws, not inconsistent

with law, regulating the manner in which the telephone bank's business shall

be conducted, its directors and officers elected, its stock issued, held, and dis-

posed of, its property transferred, its bylaws amended, and the powers and

privileges granted to it by law exercised and enjoyed.
" (h ) The Telephone Bank Board shall meet at such times and places as it

may fix and determine, but shall hold at least four regularly scheduled meet-

ings a year, and special meetings may be held on call in the manner specified

in the bylaws of the telephone bank.
" (i) The Telephone Bank Board shall make an annual report to the Secretary

for transmittal to the Congress on the administration of this title IV and any

other matters relating to the effectuation of the policies of title IV, including

recommendations for legislation.



"SEc. 406. CAPITALIZATION.—(a) The telephone bank's capital shall consist
of capital subscribed by the United States, by borrowers from the telephone
bank, by corporations and public bodies eligible to become borrowers from the
telephone bank, and by organizations controlled by such borrowers, corporations,
and public bodies. Beginning with the fiscal year 1970 and for each fiscal year
thereafter, the United States shall furnish capital for the purchase of class A
stock and there are hereby authorized to be appropriated from net collection
proceeds in the rural telephone account created under title III of this Act such
amounts, not to exceed $30,000,000 annually, for such purchases until such class
A stock shall equal $300,000,000: Provided, That on or before July 1, 1974, the
Secretary shall make a report to the President for transmittal to the Congress
on the status of capitalization of the telephone bank by the United Staes with
appropriate recommendations. As used in this section, the term 'net collection
proceeds' shall be deemed to mean payments from and after July 1, 1968, of
principal and interest on loans heretofore or hereafter made under section 201
of this Act, less an amount representing interest payable to the Secretary of the
Treasury on loans to the Administrator for telephone purposes pursuant to
section 3(a) of this Act.
"(b) The capital stock of the telephone bank shall consist of three classes,

class A, class B, and class C, the rights, powers, privileges, and preferences of
the separate classes to be as specified, not inconsistent with law, in the bylaws
of the telephone bank. Class B and class C stock shall be voting stock, but no
holder of said stock shall be entitled to more than one vote, nor shall class B
and class C stockholders, regardless of their number, which are owned or con-
trolled by the same person, group of persons, firm, association, or corporation,
be entitled in any event to more than one vote.
"(c) Class A stock shall be issued only to the Administrator of the Rural

Electrification Administration on behalf of the United States in exchange for
capital furnished to the telephone bank pursuant to subsection (a), and such
class A stock shall be redeemed and retired by the telephone bank as soon
as practicable after June 30, 1984, but not to the extent that the elephone Bank
Board determines that such retirement will impair the operations of the tele-
phone bank: Provided, That the minimum amount of class A stock that shall
be retired each year after said date and after the amount of class A and class
B stock issued totals $400,000,000, shall equal the amount of class B stock sold
by the telephone bank during such year. Class A stock shall be entitled to a
return, payable from income, at the rate of 2 per centum per annum on the
amounts of said class A stock actually paid into the telephone bank. Such re-
turn shall be cumulative and shall be payable annually into miscellaneous
receipts of the Treasury.
"(d) Class B stock shall be held only by recipients of loans under section 408

of this Act. Borrowers, receiving loan funds pursuant to section 408(a) (1) or
(2) shall be required to invest in class B stock 5 per centum of the amount
of loan funds so provided. No dividends shall be payable on class B stock. All
holders of class B stock shall be entitled to patronage refunds in class B stock
under terms and conditions to be specified in the bylaws of the telephone bank.
"(e) Class C stock shall be available for purchase and shall be held only by

borrowers, or by corporations eligible to borrow under section 408 of this Act,
or by organizations controlled by such borrowers and corporations, and shall
be entitled to dividends in the manner specified in the bylaws of the telephone
bank. Such dividends shall be payable only from income and, until all class
A stock is retired, shall not exceed the current average rate payable on its
telephone debentures.
"(f) If a firm, association, corporation, or public body is not authorized

under the laws of the jurisdiction in which it is organized to acquire stock of
the telephone bank, the telephone bank shall, in lieu thereof, permit such or-
ganization to pay into a special fund of the telephone bank a sum equivalent to
the amount of stock to be purchased. Each reference in this title to capital
stock, or to class B, or class C stock, shall include also the special fund equiva-
lents of such stock, and to the extent permitted under the laws of the jurisdic-
tion in which such organization is organized, a holder of special fund equivalents
of class B, or class C stock, shall have the same rights and status as a holder
of class B or class C stock, respectively. The rights and obligations of the tele-
phone bank in respect of such special fund equivalent shall be identical to its
rights and obligations in respect of class B or class C stock, respectively.
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"(g) After payment of all operating expenses of the telephone bank, includ-
ing interest on its telephone debentures, setting aside appropriate funds for
reserves for losses, and making payments in lieu of taxes, and returns on class
A stock as provided in section 406(c), and on class C stock, the Telephone
Bank Board shall annually set aside the remaining earnings of the telephone
bank for patronage refunds in accordance with the bylaws of the telephone
bank.
"SEC. 407. BORROWING POWER.—The telephone bank is authorized to obtain

funds through the public or private sale of its bonds, debentures., notes, and
other evidences of indebtedness (herein collectively caned 'telephone debentures' ) .
Telephone debentures shall be issued at such times, bear interest at such rates,
and contain 'such Other terms and conditions as the Telephone Bunk Board shall
determine: Provided, however, That the amount of the telephone debentures
Which may be outstanding at any one time pursuant to this section shall not
exceed eight times the paid-in capital and retained earnings of the telephone
bank. The telephone bank .shall insert in all its telephone debentures appropriate
language indicating that such telephone debentures, together with interest
thereon, are not guaranteed by the United States and do not constitute a debt
or obligation of the United States or of any agency or instrumentality thereof
other than the telephone bank. Telephone debentures shall not be exempt, either
as to principal or interest, from any taxation now or hereafter Imposed by the
United States, by any territory, dependency, or possession thereof, or by any
State or local taxing authority. Telephone debentures shall be lawful invest-
ments and may be accepted as 'security for all fiduciary, trust, and public
funds, the investment or deposit of which shall be under the 'authority and control
of the United States or any officer or officers thereof.
"SEC. 408. LENDING POWER.—(a) The Governor of the telephone bank is

auhtorized on behalf of the telephone bank to make loans, in conformance with
policies approved by the Telephone Bank Board, to corporations and public
bodies which have received a loan or loan commitment pursuant to section 201
of this Act, (1) for the same purposes and under the same limitations for
which loans may be made under section 201 of this Act, (2) for the purposes of
financing, or refinancing, the construction, improvement, expansion, acquisition,
and operation of telephone lines, facilities, or systems, in order to improve the
efficiency, effectiveness, or financial stability of borrowers financed under sections
201 and 408 of this Act, and (3) for the purchase of class B stock required to be
purchased under section 406(d) of this Act but not for the purpose of class C
stock, subject, as to the purposes set forth in (2) hereof, to the following
provisos: That in the case of any such loan for the acquisition of telephone lines,
facilities, or systems, the acquisition shall be approved by the Secretary, the
location and character thereof shall be such as to improve the efficiency, effective-
ness, or financial stability of the telephone system of the borrower, and in
respect of exchange facilities for local services, the size of each acquisition shall
be not greater than the borrower's existing system at the time it receives its first
loan from the telephone bank, taking into account the number of subscribers
served, miles of line, and plant investment.
"(b) Loans under this section shall be on such terms and condition's as the

Governor of the telephone bank shall determine, subject, however, to the
following restrictions:

"(1) All loans made hereunder shall be fully amortized over a period not
to exceed fifty years.
"(2) Notwithstanding any other provision of law, all loans made pursuant

to this Act for facilities for telephone systems with an average 'subscriber
'density of three or fewer per mile shall be made under section 201 of this
Act: but this provision shall not preclude the making of such loans from
the telephone bank at the election of the 'borrower.
"(3) Intermediate loans shall bear interest at a rate equal to (i) a rate

determined by the Secretary of the Treasury, taking into consideration the
current average market yield, during the month of May preceding the fiscal
year in which the loans are made, on outstanding marketable obligations
of the United States with remaining periods to maturity comparable to the
average maturities of such loans, or (ii) 4 per centum per annum, which-
ever is lower. All other loans made hereunder shall bear interest at a rate
which shall reflect the average cost of moneys to the telephone bank,
including (a) interest on its debentures, and (b) the return on funds
provided by the United States for the purchase of class A stock pursuant to
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section 406(a) of this Act, and (c) administrative expenses, and (d)
reserves, and (e) estimated losses of the telephone bank. Intermediate
loans shall not be made to a borrower which is determined by the Governor
of the telephone bank, under standards to be established by the Secretary,
to be capable of both paying the interest rate applicable hereunder to loans
other than intermediate loans and achieving the objectives of the Federal
rural telephone loan program. The authority to make intermediate loans
hereunder shall terminate on June 30, 1984, or such earlier date as con-
version take place under section 410(a) : Provided, That on or before July
1, 1974, the Secretary shall make a report to the President for transmittal
to the Congress on the status of the intermediate loan program with recom-
mendations concerning its continuation thereafter.
"(4) Loans shall not be made unless the Governor of the telephone bank

finds and certifies that in his judgment the security therefor is reasonably
adequate and such loan will be repaid within the time agreed.
"(5) No loan shall be made in any State which now has or may hereafter

have a State regulatory body having authority to regulate telephone service
-and to require certificates of convenience and necessity to the applicant
unless such certificate from such agency is first obtained. In a State in
which there is no such agency or regulatory body legally authorized to
issue such certificates to the applicant, no loan shall be made under this
section unless the Governor of the telephone bank shall determine (and
set forth his reasons therefore in writing) that no duplication of lines,
facilities, or systems, providing reasonably adequate services will result
therefrom.
"(6) As used in this section, the term 'telephone service' shall have the

meaning prescribed for this term in section 203(a) of this Act, and the
term 'telephone lines, facilities, or systems' shall mean lines, facilities, or
systems used in the rendition of such telephone service.
"(7) No portion of any loan made under this Act shall be used to finance

any political activities prohibited under sections 600, 601, 610, 611, and 612
of title 18, United States Code, and prior to the making of any loan the
borrowing entity shall agree in writing not to engage in any such prohibited
political activities during the term of such loan. If the Telephone Bank
Board finds a violation of this provision to have occurred, it shall so notify
such borrower in writing and thirty days thereafter such loan shall become
due and payable in full.
"(8) Notwithstanding any other provision of law, (i) no borrower of

funds under section 201 of this Act shall, without approval of the Admin-
istrator, sell or dispose of its property, rights, controlling interest, or fran-
chise until all indebtedness, including all interest and charges, to the Rural
Electrification Administration shall have been repaid, and (ii) no borrower
of funds under section 408 of this Act shall, without approval of the
Telephone Bank Board, sell or dispose of its property, rights, controlling
interest, or franchise until all indebtedness, including all interest and
charges, to the telephone bank shall have been repaid.

"(c) The Governor of the telephone bank is authorized under rules established
by the Telephone Bank Board to adjust, on an amortized basis, the schedule
of payments of interest or principal of loans made under this section upon
his determination that with such readjustment there is reasonable assurance
of repayment: Provided, however, That no adjustment shall extend the period
of such loans beyond fifty years.
"SEC. 409. TELEPHONE BANK RECEIPTS.—Any receipts from the activities of the

telephone bank shall be available for all obligations and expenditures of the
telephone bank.
"SEc. 410. CONVERSION OF OWNERSHIP, CONTROL AND OPERATION OF TELEPHONE

BANK.—(a) Whenever after retirement of class A stock issued to the United
States has begun pursuant to section 406(c) of this title, the total amount in
stated value of class B and class C stock outstanding equals two-thirds of the
total amount in stated value of class A, class B, and class C stock outstanding,
as determined by the Secretary—

"(1) the powers and authority of the Governor of the telephone bank
granted to the Administrator of the Rural Electrification Administration by
this title IV shall vest in the Telephone Bank Board, and may be exercised
and performed through the Governor of the telephone bank, to be selected
by the Telephone Bank Board, and through such other employees as the
Telephone Bank Board shall designate;
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"(2) the five members of the Telephone Bank Board designated by the
President pursuant to section 405 ( b) shall cease to be members, and the
number of Board members shall be accordingly reduced to eight unless other

provision is thereafter made in the bylaws of the telephone bank;

"(3) the telephone bank shall cease to be an agency of the United States,
but shall continue in existence in perpetuity as an instrumentality of the
United States and as a banking corporation with all of the powers and
limitations conferred or imposed by this title IV except such as shall have
lapsed pursuant to the provisions of this title.

"(b) When all class A stock has been fully redeemed and retired, loans made

by the telephone bank shall not continue to be subject to the restrictions pre-

scribed in the provisos to section 408(a) (2).
"(c) Congress reserves the right to review the continued operations of the

telephone bank after all class A stock has been fully redeemed and retired.

"SEC. 411. LIQUIDATION On DISSOLUTION OF THE TELEPHONE BANK.—In the case

of liquidation or dissolution of the telephone bank, after the payment or retire-

ment, as the case may be, first, of all liabilities; second, of all class A stock

at par; third, of all class B stock at par; fourth, of all class C stock at par; then

any surpluses and contingency reserves existing on the effective date of liquida-

tion or dissolution of the telephone bank shall be paid to the holders of class

A and class B stock issued and outstanding before the effective date of such

liquidation or dissolution, pro rata, and any remaining surplus and contingency

reserves shall be distributed to those entities to which they are allocated on

the books of the bank at the time of the liquidation or dissolution."
SEc. 2. (a) Subsection (f) of section 3 of the Rural Electrification Act of

1936, as amended, is amended by inserting "rurab electrification" immediately

following the words "interest on" in both places where it appears in said

subsection and by inserting the words "for rural electrification purposes" after

the words "Secretary of the Treasury" the second time they appear in said

subsection.
(b) Section 201 of the Rural Electrification Act of 1936, as amended, is amended

by inserting 
"' 

to public bodies now providing telephone service in rural areas",

immediately after the word "areas" in the first sentence and also immediately

after the word "areas" in the first proviso of the second sentence.

SEC. 3. Section 201 of the Government Corporation Control Act, as amended

(31 U.S.C. 856), is amended by striking "and" immediately before "(5)" and by

inserting ", and (6) the Rural Telephone Bank" immediately before the period

at the end.
SEC. 4. The second sentence of subsection (d) of section 303 of the Government

Corporation Control Act, as amended (31 U.S.C. 868), is amended by inserting

"the Rural Telephone Bank," immediately following the words "shall not be

applicable to".
SEC. 5. The right to repeal, alter, or amend this Act is expressly reserved.
SEC. 6. This Act shall take effect upon enactment.

[ S. 2202, 91st Cong., first sess.]

A BILL To amend the Rural Electrification Act of 1936, as amended, to provide an
additional source of financing for the rural telephone program, and for other purposes

Be it enacted by the Senate and House of Representatives of the United States
of America in Congress assembled, That it is hereby declared to be the policy of
the Congress that the growing capital needs of the rural telephone systems re-
quire the establishment of a rural telephone bank which will furnish assured
and viable sources of supplementary financing with the objective that said bank
will become an entirely privately owned, operated, and financed corporation. The
Congress further finds that many rural telephone systems require financing under
the terms and conditions provided in title II of the Rural Electrification Act of
1936, as amended. In order to effectuate this policy, the Rural Electrification
Act of 1936, as amended (7 U.S.C. 921-924), is amended as hereinafter provided.

SEC. 2. The Rural Electrification Act of 1936, as amended, is amended by add-
ing the following two new titles:
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"TITLE III

"SEC. 301. RURAL TELEPHONE ACCOUNT.—(a) There is hereby established in
the Treasury of the United States an account, to be known as the rural telephone
account, consisting of:

"(1) all notes, bonds, obligations, and property delivered or assigned to the
Administrator pursuant to loans heretofore or hereafter made under section
201 of this Act, including notes, bonds, obligations, and property held is
trust by him on behalf of the Secretary of the Treasury, as of the effective
date of this title, which shall be transferred to and be assets of the rural
telephone account;
"(2) undisbursed balances of telephone loans made under section 201,

which, as of the effective date of this title, shall be transferred to and be as-
sets of the rural telephone account;
"(3) all collections of principal and interest received on and after July 1,

1968, on notes, bonds, judgments, or other obligations made or held under
title II of this Act, which shall be paid into and be assets of the rural tele-
phone account;
"(4) all appropriations for telephone loans made under the authority of

section 3 of this Act and funds obtained in accordance therewith and the
unexpended balances of any funds available on the effective date of this
title for telephone loans under section 201 of this Act, including any funds
made available for telephone loans under the item 'Rural Electrification
Administration,' in the Department of Agriculture Appropriation Acts cur-
rent on the date of enactment of this title, and said appropriations, balances,
and funds shall be assets of the rural telephone account; and
"(5) shares of the capital stock of the Rural Telephone Bank acquired

by investment of the rural telephone account pursuant to section 302(b) (3)
of this title, and moneys received from said bank upon retirement of said
shares of stock in accordance with the provisions of title IV of this Act,
which said shares and moneys shall be assets of the rural telephone account.

"SEC. 302. LIABILITIES AND USES OF ACCOUNT.— (a ) The notes of the Adminis-
trator issued to the Secretary of the Treasury to obtain funds for loans under
section 201 of this Act, and all other liabilities against the appropriations or
assets in the rural telephone account in connection with telephone loan opera-
tions shall be liabilities of the rural telephone account, and all other obligations
against such appropriations or assets arising out of telephone loan operations
shall be obligations of the rural telephone account.
"(b) The assets of the rural telephone account shall be available for the

following purposes:
"(1) loans under section 201 of this Act and for advances in connection

therewith, except that no such loans shall be made in any year in excess of
the amounts previously authorized therefor in appropriation Acts for such
year or available pursuant to section 3 of this Act; the amounts so author-
ized for loans and advances shall remain available until expended;
"(2) payment of interest as it accrues on loans to the Administrator from

the Secretary of the Treasury for telephone purposes pursuant to section
3(a) of this Act;
"(3) investment in the capital stock of the Rural Telephone Bank in

accordance with section 406 (a) of this Act: Provided, That such investmentshall be deemed paid in capital of the said bank notwithstanding that fundsrepresenting the proceeds from the purchase of such stock shall remain inthe rural telephone account until required for actual disbursement in cashby the said bank; and
"(4) payment of principal when due on loans to the Administrator fromthe Secretary of the Treasury for telephone purposes pursuant to section 3(a) of this Act.

"SEC. 303. DEPOSIT or ACCOUNT MONEYS.—Money in the rural telephone accountshall remain on deposit in the Treasury of the United States until disbursed.

"TITLE IV

"SEC. 401. ESTABLISHMENT, GENERAL PURPOSES, AND STATUS OF THE TELEPHONEBANK.— ( a ) There is hereby established a body corporate to be known as theRural Telephone Bank (hereinafter called the telephone bank)."(b) The general purposes of the telephone bank shall be to obtain an adequatesupply of supplemental funds to the extent feasible from non-Federal sources,
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to utilize said funds in the making of loans under ,section 408 of this title, and to

.conduct its operations to the extent practicable on a self-sustaining basis.

"(c) The telephone bank shall be deemed to be an instrumentality of the

United States, and shall, for the purposes of jurisdiction and venue, be deemed a

citizen and resident of the District of Columbia. The telephone bank is authorized

to make payments to State, territorial, and local governments in lieu of property

taxes upon real property and tangible personal property which was subject to

State, territorial, and local taxation before acquisition by the telephone bank.

Such payment may be in the amounts, at the times, and upon such terms as the

telephone bank deems appropriate but the telephone bank shall be guided by the

policy of making payments not in excess of the taxes which would have been

payable upon such property in the condition in which it was acquired.

"SEC. 402. GENERAL POWERS.—To carry out the specific powers herein authorized,

the telephone bank shall have power to (a) adopt, alter, and use a corporate

seal; (b) sue and be sued in its corporate name; (c) make contracts, leases, and

cooperative agreements, or enter into other transactions as may be necessary in

the conduct of its business and on such terms as it may deem appropriate; (d)

acquire, in any lawful manner, hold, maintain, use, and dispose of property:
Provided, That the telephone bank may only acquire property needed in the

conduct of its banking operations or pledged or mortgaged to secure loans made

hereunder or in temporary operation or maintenance thereof: Provided further,

That any such pledged or mortgaged property so acquired shall be disposed of

as promptly as is consistent with prudent liquidation practices, but in no event

later than five years after such acquisition; (e) accept gifts or donations of

services, or of property and in aid of any of the purposes herein authorized; (f)

appoint such officers, attorneys, agents, and employees, vest them with such

powers and duties, fix and pay such compensation to them for their services

as the telephone bank may determine; (g) determine the character of and the

necessity for its obligations and expenditures, and the manner in which they

shall be incurred, allowed, and paid; (h) execute, in accordance with

its bylaws, all instruments necessary or appropriate in the exercise

of any of its powers; (1) collect or compromise all obligations assigned

to or held by it and all legal or equitable rights accruing to it in connection with

the payment of such obligations until such time as such obligation may be referred

to the Attorney General for suit or collection; and (j) exercise all such other

powers as shall be necessary or incidental to carrying out its functions under

this title.
'SEC. 403. SPECIAL PROVISIONS GOVERNING TELEPHONE BANK AS AN AGENCY OF

THE UNITED STATES UNTIL CONVERSION OF OWENRSHIP, CONTROL, AND OPERATION.--

Until the ownership, control, and operation of the telephone bank is converted

as provided in section 410(a) of this title and not thereafter—
"(a) the telephone bank shall be an agency of the United States and shall

be subject to the supervision and direction of the Secretrary of Agriculture

(hereinafter called the Secretary) : Provided, however, That the telephone

bank shall at no time be entitled to transmission of its mail free of postage,

nor shall it have the priority of the United States in the payment of debts

out of bankrupt, insolvent, and decedents' estates;
"(b) in order to perform its responsibilities under this title, the telephone

bank may partially or jointly utilize the facilities and the services of employ-

ees of the Rural Electrification Administration or of any other agency of the

Department of Agriculture, without cost to the telephone bank and without

charge to administrative expenses recoverable by the telephone bank under

section 408(b) (3) of this title, but the compensation and expenses of mem-

bers of the Telephone Bank Board who are not Federal officers or employees

and of officers and employees engaged solely on telephone bank activities,

and procurement for the telephone bank, shall be administrative expenses

recoverable under said subsection;
"(c) notwithstanding the provisions of the second sentence of subsection

(d) of section 303 of the Government Corporation Control Act, as amended

(31 U.S.C. all telephone debentures issued by the telephone bank shall

be issued at such times, bear interest at such rates, and contain such other

terms and conditions as have been or may be approved by the Secretary of

the Treasury;
"(d) the telephone bank may without regard to the civil service classifica-

tion laws appoint and fix the compensation of such officers and employees

of the telephone bank as it may deem necessary;
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"(e) the telephone bank shall be subject to the provisions of sections
517,,519, and 2679 of title 28, United States Code.

"SEC. 404. GOVERNOR.—Subject to the provisions of section 410, the Admin-
istrator of the Rural Electrification Administration shall serve as the chief execu-
tive officer of the telephone bank (herein called the Governor of the telephone
bank). Except as to matters specifically reserved to the Telephone Bank Board
in this title, the Governor of the telephone bank shall exercise and perform all
functions, powers, and duties of the telephone bank.
"SEC. 405. BOARD OF DIRECTORS.—(a) The management of the telephone bank,

within the limitations prescribed by law, shall be vested in a board of directors
(herein called the Telephone Bank Board) consisting of thirteen members.
"(b) The Administrator of the Rural Electrification Administration and the

Governor of the Farm Credit Administration shall be members of the Telephone
Bank Board. Five other members of the Telephone Bank Board shall be desig-
nated by the President to serve at his pleasure, three of whom shall be officers
or employees of the Department of Agriculture but not officers or employees of
the Rural Electrification Administration, and two of whom shall be from the
general public and not officers or employees of the Federal Government. The
Administrator and other officers and employees of the Department of Agriculture
and the Governor of the Farm Credit Administration shall serve as members
without additional compensation.
"(c) As soon as practicable after enactment of this title, the President of the

United States shall appoint six additional members of the initial Telephone
Bank Board to be selected from the directors, managers, and employees of any
entities eligible to borrow from the telephone bank and of organizations controlled
by such entities, with due regard to fair representation of the rural telephone
systems of the Nation. The six members thus appointed shall serve until their
successors shall have been duly elected in accordance with subsection (d).
"(d) Within twelve months following the appointment of the six members

of the initial Board as provided in subsection (c), the Governor of the telephone
bank shall call a meeting of all entities then eligible to borrow from the telephone
bank and organizations controlled by such entities for the purpose of electing
members of the Telephone Bank Board. Each such entity and organization shall
be entitled to notice of and shall have one noncumulative vote at said meeting.
Six members of the Telephone Bank Board shall be elected for a two-year term,
three from among the directors, managers, and employees of cooperative-type
entities eligible to vote and organizations controlled by such entities, and three
from among the managers, directors, and employees of commercial-type entities
eligible to vote and organizations controlled by such entities. These six members
shall be elected by majority vote of the entities and organizations eligible to vote
and such entities and organizations may vote by proxy.
"(e) Thereafter, • in accordance with the bylaws of the telephone bank, the

six members of the Telephone Bank Board shall be elected by holders of class B
and class C stock, three from among the directors, managers, and employees of
cooperative-type entities and organizations controlled by such entities holding
class B or class C stock, and three from among the directors, managers, and
employees of commercial-type entities and organizations controlled by such
entities holding class B or class C stock. These six members shall be elected by
majority vote of the entities and organizations eligible to vote and such entities
and organizations may vote by proxy.
"(f) Any Telephone Bank Board member may continue to serve after the

expiration of the term for which he is elected until his successor has been elected
and has qualified. Telephone Bank Board members designated from the general
public, pursuant to subsection (b), or appointed or elected pursuant to subsec-
tions (c), (d), and (e), shall receive $100 for each day or part thereof, not
to exceed one hundred days per year for the first three years after enactment
of this title and not to exceed fifty days per year thereafter, spent in the per-
formance of official duties, and shall be reimbursed for travel and other ex-
penses in such manner and subject to such limitations as the Telephone Bank
Board may prescribe.
"(g) The Telephone Bank Board shall prescribe bylaws, not inconsistent

with law, regulating the manner in which the telephone bank's business shall
be conducted, its directors and officers elected, its stock issued, held, and dis-
posed of, its property transferred, its bylaws amended, and the powers and
privileges granted to it by law exercised and enjoyed.
"(h) The Telephone Bank Board shall meet at such times and places as it may

fix and determine, but shall hold at least four regularly scheduled meetings a
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year, and special meetings may be held on call in the manner specified in the
bylaws of the telephone bank.
"(i) The Telephone Bank Board shall make an annual report to the Secre-

tary for transmittal to the Congress on the administration of this title IV and
any other matters relating to the effectuation of the policies of title IV, including
recommendations for legislation.
"SEC. 406. CAPITALIzATION.— ( a ) The telephone bank's capital shall consist of

capital subscribed by the United States, by borrowers from the telephone bank,
by corporations and public bodies eligible to become borrowers from the tele-
phone bank, and by organizations controlled by such borrowers, corporations, and
public bodies. Beginning with the fiscal year 1970 and for each fiscal year there-
after, the United States shall furnish capital for the purchase of class A stock
and there are hereby authorized to be appropriated from net collection proceeds
in the rural telephone account created under title III of this Act such amounts,
not to exceed $30,000,000 annually, for such purchases until such class A stock
shall equal $300,000,000: Provided, That on or before July 1, 1974, the Secretary
shall make a report to the President for transmittal •to the Congress on the
status of capitalization of the telephone bank by the United States with appro-
priate recommendations. As used in this section, the term 'net collection proceeds'
shall be deemed to mean payments from and after July 1, 1968, of principal and
interest on loans heretofore or hereafter made under section 201 of this Act, less
an amount representing interest payable to the Secretary of the Treasury on
loans to the Administrator for telephone purposes pursuant to section 3(a) of
this Act.
"(b) The capital stock of the telephone bank shall consist of three classes.

class A, class B, and class C, the rights, powers, privileges, and preferences of
the separate classes to be as specified, not inconsistent with law, in the bylaws
of the telephone bank. Class B and class C stock shall be voting stock, but no
holder of said stock shall be entitled to more than one vote, nor shall class 13
and class C stockholders, regardless of their number, which are owned or con-
trolled by the same person, group of persons, firm, association, or corporation,
be entitled in any event to more than one vote.
"(e) Class A stock shall be issued only to the Administrator of the Rural

Electrification Administration on behalf of the United States in exchange for
capital furnished to the telephone bank pursuant to subsection (a), and such
class A stock shall be redeemed and retired by the telephone bank as soon as
practicable after June 30, 1984, but not to thepextent that the Telephone Bank
Board determines that such retirement will impair the operations of the tele-
phone bank: Provided, That the minimum amount of class A stock that shall be
retired each year after said date and after the amount of class A and class B
stock issued totals $400,000,000, shall equal the amount of class B stock sold by
the telephone bank during such year. Class A stock shall be entitled to a return,
payable from income, at the rate of 2 per centum per annum on the amounts
of said class A stock actually paid into the telephone bank. Such return shall be
cumulative and shall be payable annually into miscellaneous receipts of the
Treasury.
"(d) Class B stock shall be held only by recipients of loans under section 408

of this Act. Borrowers, receiving loan funds pursuant to section 408(a) (1) or
(2) shall be required to invest in class B stock 5 per centum of the amount of
loan funds so provided. No dividends shall be payable on class B stock. All
holders of class B stock shall be entitled to patronage refunds in class B stock
under terms and conditions to be specified in the bylaws of the telephone bank.
"(e) Class C stock shall be available for purchase and shall be held only by

borrowers, or by corporations eligible to borrow under section 408 of this Act,
or by organizations controlled by such borrowers and corporations, and shall be
entitled to dividends in the manner specified in the bylaws of the telephone
bank. Such dividends shall be payable only from income and, until all class A
stock is retired, shall not exceed the current average rate payable on its tele-
phone debentures.
"(f) If a firm, association, corporation, or public body is not authorized under

the laws of the jurisdiction in which it is organized to acquire stock of the
telephone bank, the telephone bank shall, in lieu thereof, permit such organiza-
tion to pay into a special fund of the telephone bank a sum equivalent to the
amount of stock to be purchased. Each reference in this title to capital stock,
or to class B, or class C stock, shall include also the special fund equivalents
of such stock, and to the extent permitted under the laws of the jurisdiction in
which such organization is organized, a holder of special fund equivalents of

36-618-69 2
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class B, or class C stock, shall have the same rights and status as a holder of

class B or Class C stock, respectively. The rights and obligations of the telephone

bank in respect of such special fund equivalent shall be identical to its rights

and obligations in respect of class B or class C stock, respectively.
"(g) After payment of all operating expenses of the telephone bank, including

interest on its telephone debentures, setting aside appropriate funds for reserves

for losses, and making payments in lieu of taxes, and returns on class A stock

as provided in section 406(c), and on class C stock, the Telephone Bank Board

shall annually set aside the remaining earnings of the telephone bank for patron-

age refunds in accordance with the bylaws of the telephone bank.
"SEC. 407. BORROWING POWER.—The telephone bank is authorized to obtain

funds through the public or private sale of its bonds, debentures, notes, and
other evidences of indebtedness (herein collectively called 'telephone deben-

tures'). Telephone debentures shall be issued at such times, bear interest at
such rates, and contain such other terms and conditions as the Telephone Bank
Board shall determine: Provided, however, That the amount of the telephone
debentures which may be outstanding at any one time pursuant to this section
shall not exceed eight times the paid-in capital and retained earnings of the
telephone bank. The telephone bank shall insert in all its telephone debentures
appropriate language indicating that such telephone debentures, together with
interest thereon, are not guaranteed by the United States and do not constitute
a debt or-obligation of the United ,States or of any agency or insrumentality
thereof other than the telephone bank. Telephone debentures shall not be exempt,
either as to principal or interest, from any taxation now or hereafter imposed
by the United States, by any territory, dependency, or possession thereof, or
by any State or local taxing authority. Telephone debentures shall be lawful
investments and may be accepted as security for all fiduciary, trust, and public
funds, the investment or deposit of which shall be under the authority and control
of the United States or any officer or officers thereof.
"SEC. 408. LENDING POWER.—(a) The Governor of the telephone bank is au-

thorized on behalf of the telephone bank to make loans, in conformance with
policies approved by the Telephone Bank Board, to corporations and public bodies
which have received a loan or loan commitment pursuant to section 201 of this
Act, (1) for the same purposes and under the same limitations for which loans
may be made under 'section 201 of this Act, (2) for the purposes of financing, or
refinancing, the construction, improvement, expansion, acquisition, and operation
of telephone lines, facilities, or systems, in order to improve the efficiency, effec-
tiveness, or financial stability of borrowers financed under sections 201 and
408 of this Act, and (3) for the purchase of class B stock required to be pur-
chased under section 406(d) of this Act but not for the purchase of class C
stock, subject, as to the purposes set forth in (2) hereof, to the following
provisos: That in the case of any such loan for the acquisition of telephone
lines, facilities, or systems, the acquisition shall be approved by the Secretary,
the location and character thereof shall be such as to improve the efficiency, effec-
tiveness, or financial stability of the telephone system of the borrower, and in
respect to exchange facilities for local services, the size of each acquisition shall
be not greater than the borrower's existing systems at the time is receives its
first loan from the telephone bank, taking into account the number of scuibscribers
served, miles of line, and plant investment.
"(b) Loans under this 'section shall be on such terms and conditions as the

Governor of the telephone bank shall determine, subject, however, to the
following restrictions:

"(1) All loans made hereunder shall be fully amortized over a period
not to exceed fifty years.
"(2) Notwithstanding any other provision of law, all loans made pursuant

to this Act for facilities for telephone systems with an average subscriber
density of three or fewer per mile shall be made under section 201 of this
Act; but this provision shall not preclude the making of such loans from
the telephone bank at the election of the borrower.
"(3) Intermediate loans shall bear interest at a rate equal to (1) a rate

determined by the Secretary of the Treasury, taking into consideration the
current average market yield, during the month of May preceding the fiscal
year in making the loans are made, on outstanding marketable obligations
of the United States with remaining periods to maturity comparable to the
average maturities of such loans, or (ii) 4 per centum per annum, whichever
is lower. All other loans made hereunder shall bear interest at a rate



15

which shall reflect the average cost of moneys to the telephone bank,
including (a) interest on its debentures, and (b) the return on funds
provided by the United States for the purchase of class A stock pursuant
to section 406(a) of this Act, and (c) administrative expenses, and (d)
reserves, and (e) estimated losses of the telephone bank. Intermediate loans
shall not be made to a borrower which is determined by the Governor of
the telephone, bank, under standards to be established by the Secretary,
to be capable of both paying the interest rate applicable hereunder to loans
other than intermediate loans and achieving the objectives of the Federal
rural telephone loan program. The authority to make intermediate loans
hereunder shall terminate on June 30, 1984, or such earlier date as conversion
takes place under section 410(a) : Provided, That on or before July 1, 1974,
the Secretary shall make a report to the President for transmittal to the
Congress on the status of the intermediate loan program with recommen-
dations concerning its continuation thereafter.
"(4) Loans shall not be made unless the Governor of the telephone bank

finds and certifies that in his judgment the security therefor is reasonably
adequate and such loan will be repaid within the time agreed.
"(5) No loan shall be made in any State which now has or may hereafter

have a State regulatory body having authority to regulate telephone service
and to require certificates of convenience and necessity to the applicant
unless such certificate from such agency is first obtained. In a State in
which there is no such agency or regulatory body legally authorized to
issue such certificates to the applicant, no loan shall be made under this
section unless the Governor of the telephone bank shall determine (and
set forth his reasons therefor in writing) that no duplication of lines,
facilities, or systems, providing reasonably adequate services will result
therefrom.
"(6) As used in this section, the term 'telephone service' shall have the

meaning prescribed for this term in section 203(a) of this Act, and the
term 'telephone lines, facilities, or systems' shall mean lines, facilities, or
systems used in the rendition of such telephone service.
"(7) No portion of any loan made under this Act shall be used to finance

any political activities prohibited under sections 600, 601, 610, 611, and 612
of title 18, United States Code, and prior to the making of any loan the
borrowing entity shall agree in writing not to engage in any such prohibited
political activities during the term of such loan. If the Telephone Bank
Board finds a violation of this provision to have occurred, it shall so notify
such borrower in writing and thirty days thereafter such loan shall become
due and payable in full.
"(8) Notwithstanding any other provision of law, (i) no borrower , of

funds under section 201 of this Act shall, without approval of the Admin-
istrator, sell or dispose of its property, rights, controlling interest, or fran-
chise until all indebtedness, including all interest and charges, to the Rural
Electrification Administration shall have been repaid, and (ii) no borrower
of funds under section 408 of this Act shall, without approval of the Tele-
phone Bank Board, sell or dispose of its property, rights, controlling interest,
or franchise until all indebtedness, including all interest and charges, to the
telephone bank shall have been repaid.

"(c) The Governor of the telephone bank is authorized under rules established
by the Telephone Bank Board to adjust, on an amortized basis, the schedule of
payments of interest or principal of loans made under this section upon his
determination that with such readjustment there is reasonable assurance of
repayment: Provided, however, That no adjustment shall extend the period of
such loans beyond fifty years.
"SEC. 409. TELEPHONE BANK RECEIPTS.—Any receipts from the activities of

the telephone bank shall be available for all obligations and expenditures of the
telephone bank.
"SEC. 410. CONVERSION OF OWNERSHIP, 'CONTROL AND OPERATION OF TELEPHONE

BANK.— (a ) Whenever after retirement of class A stock issued to the United
States has begun pursuant to section 406(c) of this title, the total amount in
stated value of class B and class C stock outstanding equals two-thirds of the
total amount in stated value of class A, class B, and class C stock outstanding, as
determined by the Secretary—

"(1) the powers and authority of the Governor of the telephone bank
granted to the Administrator of the Rural Electrification Administration by
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this title IV shall vest in the Telephone Bank Board, and may be exercised
and performed through the Governor of the telephone bank, to be selected by
the Telephone Bank Board, and through such other employees as the Tele-
phone Bank Board, shall designate;
"(2) the five members of the Telephone Bank Board designated by the

President pursuant to section 405(b) shall cease to be members, and the
number of Board members shall be accordingly reduced to eight unless other
provision is thereafter made in the bylaws of the telephone bank;
"(3) the telephone bank shall cease to be an agency of the United

States, but shall continue in existence in perpetuity as an instrumentality of
the United States and as a banking corporation with all of the powers
and limitations conferred or imposed by this title IV except such as shall
have lapsed pursuant to the provisions of this title.

"(b) When all class A stock has been fully redeemed and retired, loans made
by the telephone bank shall not continue to be subject to the restrictions prescribed
in the provisos to section 408 (a ) (2).
"(c) Congress reserves the right to review the continued operations of the

telephone bank after all class A stock has been fully redeemed and retired.
"SEc. 411. LIQUIDATION OR DISSOLUTION OF THE TELEPHONE BANK.—In the case

of liquidation or dissolution of the telephone bank, after the payment or retire-
ment, as the case may be, first, of all liabilities; second, of all classes A stock at
par; third, of all class B stock at par; fourth, of all class C stock at par; then
any surpluses and contingency reserves existing on the effective date of liquida-
tion or dissolution of the telephone bank shall be paid to the holders of class A
and class B stock issued and outstanding before the effective date of such liquida-
tion or dissolution, pro rata, and any remaining surplus and contingency reserves
shall be distributed to those entities to which they are allocated on the books of
the bank at the time of the liquidation or dissolution."
"SEc. 412. BORROWER NET WORTH.—Except as provided in subsection (b) (2) of

section 408, notwithstanding any other provision of law, a loan shall not be made
under section 201 of this Act to any borrower which during the immediately
preceding year had a net worth in excess of 20 per centum of its assets unless the
Administrator finds that the borrower cannot obtain such a loan from the tele-
phone bank or from other reliable sources at reasonable rates of interest and
terms and conditions."

SEC. 3. (a) Subsection (f) of section 3 of the Rural Electrification Act of 1936,
as amended, is amended by inserting "rural electrification" immediately follow-
ing the words "interest on" in both places where it appears in said subsection
and by inserting the words "for rural electrification purposes" after the words
"Secretary of the Treasury" the second time they appear in said subsection,
(b) Section 201 of the Rural Electrification Act of 1936, as amended, is

amended by inserting ", to public bodies now providing telephone service in rural
areas", immediately after the word "areas" in the first sentence and also imme-
diately after the word "areas" in the first proviso of the second sentence.
SEC. 4. Section 201 of the Government Corporation Control Act, as amended

(31 U.S.C. 856), is amended by striking "and" immediately before " (5 )" and by
inserting ", and (6) the Rural Telephone Bank" immediately before the period
at the end.

SEC. 5. The second sentence of subsection (d) of section 303 of the Government
Corporation Control Act, as amended (31 U.S.C. 868), is amended by inserting
"the Rural Telephone Bank," immediately following the words "shall not be
applicable to".

SEC. 6. The right to repeal, alter, or amend this Act is expressly reserved.
SEC. 7. This Act shall take effect upon enactment.

DEPARTMENT OF AGRICULTURE,
OFFICE OF THE SECRETARY,

-Washington, D.C., October 29, 1969.
Hon. ALLEN J. ELLENDER,
Ch airman, Committee on Agriculture and Forestry,
U.S. Senate.
DEAR Mn. CHAIRMAN: This is in reply to your requests of March 27, 1969, for a

report on S. 1684 and of May 22, 1969, for a report on S. 2202. The purposes of
these bills are "to amend the Rural Electrification Act of 1936, as amended, to
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provide an additional source of financing for the rural telephone program, and
for other purposes."
In recent years, the Rural Electrification Administration has not been able to

satisfy all the requests for capital from its telephone borrowers. The level of loan
applications carried over from year to year has been mounting steadily. The back-
log of pending applications increased from $302 million on June 30, 1968, to $346
million on June 30, 1969, and to $364 million on September 30, 1969. The direct
loan program is budgeted for fiscal year 1970 at a level of $125 million dollars.
Consequently, in the face of competing budgetary demands, other sources of
financing must be sought to aid in meeting the credit needs of rural telephone
companies and cooperatives.

S. 1684 and S. 2202 are almost identical with H.R. 7 which was reported by
the House Committee on Agriculture, March 18, 1969. S. 1684, however, does
not include a new Section 412 added to H.R. 7 by the Committee. S. 2202 in-
cludes the new Section 412 and also corrects a typographic error appearing
in both H.R. 7 and S. 1684. In those two bills, there are two Sec. 2's, so that
the last section is numbered Sec. 6 instead of Sec. 7 as in S. 2202.

This Department supports the objective of these bills and believes that their
provisions, as set forth in the enclosed summary, are generally appropriate
thereto.
These bills would establish a Rural Telephone Bank for the purpose of

supplying additional capital for the rural telephone program as a supplement
to the present direct REA loan program. The bank would be capitalized initial-
ly by Government subscription with provision for retirement of the Govern-
ment investment. The financing plan is an adaptation of the Federal land bank
system which has demonstrated its capability as a means of completely freeing
a lending program from reliance on Treasury financing over a period of years.
The bills would provide supplemental financing. They would not supplant

immediately and completely the existing REA direct loan program, on the
premise that there is likely to be a continuing need for low interest rate,
long-term financing of rural telephone systems. These systems have subscriber
density and revenues which are relatively low and their operating and main-
tenance costs are relatively high due to their rural character.
Under these bills, those systems which continue to require minimum interest

rates would be eligible for loans under Section 201 of the Rural Electrifica-
tion Act. Those which are capable of paying higher interest rates would use
the bank as their source of credit. Sec. 412 which appears in H.R. 7 and S.
2202 but not in S. 1684 would prohibit a loan under 'Section 201 for a borrower
with an average density of more than three per mile if it had a net worth
in excess of 20 per centum of its assets during the immediately preceding year
unless the Administrator finds that the borrower cannot obtain a loan from the
telephone bank or from other reliable sources at reasonable rates of interest
and terms and conditions.
In view of the substantial Government investment in the Bank, we recom-

mend that the following revisions be made in the proposed bills:
1. The activities of the telephone bank should be made subject to the pro-

visions of the Government Corporation Control Act including annual budget
review by the President and the Congress and audit by GAO so long as any
Federal investment remains in the Bank. The bank should not be converted to
private control until all Federal capital is repaid.

2. Debenture issuances by the bank after it is converted to private control
should not be made without prior consultation with the Treasury. We believe
this to be essential in order to assist Treasury with its complex problem of
timing and management of the public debt.

3. The interest rate ceiling of not to exceed 4 percent on intermediate loans
of the bank should be stricken as unnecessary, in view of the fact that bor-
rowers unable to pay interest rates in excess of 4 percent will have available
an appropriate mix of intermediate rate bank loans and direct REA financing.
4. The interest rate for the direct telephone loan program, now set by statute

at 2 percent, should be made flexible so that it will cover the Government's in-
terest and administrative costs and probable losses, except in those cases where
the Administrator determines that a lower rate, not less than two percent, is
necessary to enable the borrower to provide service without an excessive in-
crease in the rates charged by the borrower to its subscribers.
To effectuate these changes, there is enclosed a list of amendment which we

propose for your consideration.
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The Bureau of the Budget advises that enactment of legislation as recom-

mended in this report would be consistent with the Administration's objectives.

Sincerely,
CLIFFORD M. HARDIN, Seoreta/ry of Agriculture.

Enclosures.
U.S. DEPARTMENT OF AGRICULTURE

Short summary of H.R. 7, S. 1684, and S. 2202 (91st Cong., 1st sess.) bills to amend

the Rural Electrification Act of 1936, as amended, to provide an additional

source of financing for the rural telephone program, and for other purposes

These proposals create a Rural Telephone Bank, initially under the supervision

of the Secretary of Agriculture, to provide non-Federal sources of financing to
supplement the existing telephone loan program now administered by the Rural

Electrification Administration.
The bank will initially be managed by a board of 13 directors, consisting of the

REA Administrator, the Governor of the Farm Credit Administration and five
Presidential appointees, three from the Department of Agriculture, and two from
the general public; and six members, representing the rural telephone systems,
initially appointed by the President, and thereafter elected for two-year terms
by telephone system stockholders of the bank. After conversion of the bank to
non-Federal ownership, operation and control, the board is reduced to eight mem-
bers, the REA Administrator, the Governor of the Farm Credit Administration,
and the remaining six elected by the non-Federal stockholders.

Until conVersion to borrower control, the REA Administrator will serve as the
chief executive officer ("Governor") of the bank, and until then, in addition to
using its full-time employees, the bank may partially or jointly use the personnel
and facilities of REA or other agencies of the Department of Agriculture, without
cost to the bank.
Equity Capital will be furnished the bank by the United States and by borrowers

and eligible borrowers from the bank. The capital investment of the United States
in the bank would be in amounts annually appropriated, beginning in fiscal 1970
and not exceeding $30,000,000 each year, until the Government investment totals
$300,000,000. Government investments would be furnished from "net collection
proceeds" of the 2 percent REA telephone loan program. Stock held by the United
States (Class A) will be retired by the bank as soon as practicable after June
30, 1984, with provision for mandatory minimum retirements after Class A and
B stock of the bank reach $400 million. Class A stock will be entitled to a 2 per-
cent annual return, payable from income, and cumulative. Borrowers from the
bank will be required to invest 5 percent of their loan funds in nondividend
bearing bank stock (Class B). Dividend-bearing bank stock (Class C) will be
available for investment by borrowers, potential borrowers, and their organiza-
tions.
The bank is 'authorized to obtain borrowed funds through the sale of its deben-

tures, up to 8 times the amoufit of paid-in capital and retained earnings of the
bank. Debentures will not be guaranteed by the United States. Until conversion to
borrow control, Treasury approval of debenture issues is required.
Bank loans, to be fully amortized over a period not exceeding 50 years, may

be made to eligible borrowers: (1) until June 30, 1984 or until bank conversion,
if earlier, at an "intermediate loan" rate, reflecting the current average market
yield on marketable securities of the United States having comparable maturities,
but with a 4 percent interest ceiling; or (2) at an interest rate reflecting the
average cost of moneys to the bank, including interest on the bank's debentures,
return on Class A stock, administrative expenses, reserves and estimated losses.
Intermediate loan rates will not be available to borrowers which are capable of
both paying the higher bank rate and achieving Federal program objectives. The
purposes for which bank loans may be made include the same purposes governing
REA 2 percent telephone loans, as well as improving the efficiency, effectiveness
or financial stability of borrowers systems; special limitations are specified in
respect of bank loans for acquisitions. Provision is made for loans under sec-
tion 201 to borrowers with average density of three or fewer subscribers per mile,
unless the borrower elects a telephone bank loan. Certain political activities by
borrowers are prohibited, and sales of a borrewer's property prior to full repay-
ment of indebtedness are not permitted without approval of the Administrator or
bank board.

After the Government's investment has been retired by the bank to the extent
that stock held by others than the Government equals two-thirds in stated value
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of all capital stock, provision is made for conversion of the banks to private
ownership, control and operation. The bank is deemed a "mixed ownership
Government corporation," and as such is subject to GAO auditing and report
procedures.
The proposals also establish a Rural Telephone Account into which will be

transferred appropriations, assets and collection's of the REA telephone loan pro-
gram and from which will come funds for the direct telephone loan program and
for Federal investments in the telephone bank.

Section 201 of the Rural Electrification Act is amended to authorize direct tele-
phone loans to public bodies now providing rural telephone service.

Sec. 412 which appears in H.R. 7 and S. 2202 but not in S. 1684 would prohibit
a loan under section 201 for a borrower with an average density of more than
three per mile if it had a net worth in excess of 20 per centum if its assets during
the immediately preceding year unless the Administrator finds that the borrower
cannot obtain a loan from the telephone bank or from other reliable sources at
reasonable rates of interest and terms and conditions.

CHANGES IN S. 2202 1 RECOMMENDED BY THE DEPARTMENT OF AGRICULTURE

1. Page 8, lines 22-25, and page 9, lines 1-4, section 403, strike subsection (c)
and insert in lieu thereof—

"(c) the telephone bank shall be subject to the provisions of the Govern-
ment Corporation Control Act, as amended (31 U.S.C. 841, et seq.), ill the
same manner and to the same extent as if it were included in the definition
of 'wholly owned Government corporation' as set forth in section 101 of said
Act (31 U.S.C. 846)."

2. Page 17, line 10, section 407, insert before the colon—
"after consultation with the Secretary of the Treasury".

3. Page 19, line 19, section 408, strike the figure " (i)" in subsection (13) (3),
and on page 20, lines 1-2 of said subsection, change the first comma to a period,
and strike the words "or (ii) 4 per centum per annum, whichever is lower."

4. Page 23, section 410, strike lines 5-11 in subsection (a) and insert in lieu
thereof—

"(a) Whenever class A stock issued to the United States has been fully
redeemed and retired pursuant to section 406 (c) of this title—".

5. Page 25, following line 25, insert a new subsection (c) to section 3, reading
as follows:

"(c) Section 201 of the Rural Electrification Act of 1936, as amended, is
further amended by striking the period at the end of the first sentence and
the words 'Except as otherwise provided by this title, such loans shall be
made under the same terms and conditions as are provided in section 4 of
this Act,' by inserting a period in lieu of the colon preceding the first
'Provided, however,' clause, and inserting the following after such period:

"'Such loans shall be on such terms and conditions relating to the
expenditures of the moneys loaned and the security therefor as the
Administrator shall determine and may be made payable in whole or
in part out of the income: Provided however, That all such loans shall
be self-liquidating within a period not to exceed thirty-five years, and
shall bear interest at a rate equal to (1) a rate determined by the
Secretary of the Treasury, taking into consideration the current average
market yield, during the month of May preceding the fiscal year in which
the loans are made, on outstanding marketable obligations of the
United States with remaining periods to maturity comparable to the.
average maturities of such loans, adjusted to the nearest one-eighth of
one percent, plus an allowance adequate in the judgment of the Admin-
istrator to cover administrative costs and probable losses, or (2) a rate,
determined by the Administrator, not to exceed the rate determined
under (1) but not less than two per centum per annum, in any case
where the Administrator determines that a rate lower than the interest
rate determined under (1) is necessary to enable the borrower to provide
service without an excessive increase in the rates charged by the bor-
rower to its customers:'"

Page 26, strike out sections 4 and 5, and renumber sections 6 and 7 to read "SEC.
4." and "SEC. 5", respectively.

1 Similar changes should be made in H.R. 7 and S. 1684.
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SENATE COMMITTEE ON AGRICULTURE AND FORESTRY

Staff Explanation of S. 1684, S. 2202, and H.R. 7 (as reported by the House
Committee on Agriculture)

Short explanation
These bills create an REA telephone loan revolving fund (rural telephone

account) and a Rural Telephone Bank which would provide supplemental fi-

nancing for telephone borrowers. They would add two new titles to the Rural

Electrification Act of 1936 to provide for-
1. A rural telephone account (title III), and
2. A Rural Telephone Bank (title IV).

New Title III—Rural Telephone Account

The rural telephone account would consist of appropriations and assets received

under the 2 percent telephone loan program, and could be used (1) for such

program to the extent authorized by annual appropriation act and (2) without
appropriation for repayment of Treasury loans to REA for telephone program

purposes, and investment in the bank.

New Title IV—Rural Telephone Bank

A. Bank Directors and Governor. The REA Administrator would be the chief

executive officer (Governor). There would be thirteen directors as follows:
The REA Administrator
The Governor of the Farm Credit Administration
Three USDA (but not REA) employees appointed by the President
Two public members (not Federal employees) appointed by the President
Six members elected by holders of Class B and Class C stock (to follow 6

temporary Presidential appointees and their 6 elected two-year successors).
3 would be elected from among personnel of cooperative-type entities and 3
would be elected from among personnel of commercial-type entities.

B. Financing of the bank would be through the sale of stock and debentures
and U.S. Financing as follows:

(1) U.S. stock purchases of $300 million ($30 million annually to be
appropriated from net collection proceeds of the rural telephone account).
(2) Use of USDA facilities and personnel without cost.
(3) Exemption from U.S., State, and local taxes ( with authority, but no

obligation, to make payments in lieu of taxes on real and tangible personal
property previously subject to such taxes).

Bank debentures may not exceed 8 times paid-in capital and retained earnings,
and are not tax-exempt.

C. Loans by the bank would be made to existing or approved borrowers under
the 2 percent loan program, would be for up to 50 years, and would be either
'intermediate", with a subsidized interest rate, or "other". The "intermediate"
rate would be the lower of (i) a rate determined by the Secretary of the Treas-
ury, after consideration of the average yield of Treasury obligations of compar-
able maturity, or (ii) 4 percent. (Intermediate loans would be restricted to bor-
rowers unable to pay the rate applicable to other loans, and to loans made prior
to June 30, 1984.) The interest rate on "other" loans would be a rate reflecting
the cost of money, interest paid on the bank's debentures, administrative ex-
penses, reserves, and estimated losses.
D. Loan Purposes: Loans could be made for the same purposes as section 201

loans, or to finance or refinance system improvement, or for the purchase of
Class B stock. System improvement loans would not be subject to the "rural area"
or 40 percent refinancing limitations of 2 percent telephone loans.
E. Acquisition Limits: The bill limits loans for any single telephone acquisi-

tion, with respect to exchange facilities for local service, to the size of the bor-
rower's system at the time of its first loan from the bank.

F. Classes of Stock:
Class A: Issued only to U.S. Government, bearing an annual return of 2

percent, to be redeemed as soon as practicable after June 30, 1984 and in
any event, after Class A and Class B stock totaling $400 million has been
issued, in at least the amount of annual sales of Class B stock.

Class B: Issued to borrowers, who are required to invest an amount equal
to 5 percent of the loan (not including that part of the loan made for the
purchase of the stock). No dividends, but patronage refunds in Class B stock
would be paid in accordance with the by-laws.

Class C: Sold to borrowers or persons eligible to borrow or their sub-
sidiaries. Dividends in accordance with by-laws, payable only from income.
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Dividends may not exceed the average rate on debentures until all Class it
stock is retired.

G. Conversion to Private Ownership: Upon retirement of Class A stock down
to an amount equal to one-half the total Class B and C stock outstanding—

(1) the powers of "Governor" would be vested in the board, to be per-
formed by a Governor selected by the board and such other employees as the
board designated;
(2) the Presidential appointed board members would cease to be board

members and the board would be reduced to 8 (including the RDA adminis-
trator and the Governor of the Farm Credit Administration;
(3) the bank would cease to be an agency of the United States subject to

the supervision of the Secretary, but would continue as an instrumentality of
the U.S. exempt rom taxation;
(4) the bank's authority to use USDA facilities would terminate; and
(5) various additional provisions of section 403 dealing with Treasury

approval of debentures, suits by and against agencies of the United States,
and other matters would become inapplicable.

Upon retirement of all Class A stock, the limits on the bank's loans for acquisi-
tions contained in the proviso to section 408(a) (2) would become inapplicable.
H. Borrowers Eligible for 2 Percent Loan Program. Loans for facilities for

telephone systems with an average subscriber density of three or fewer per mile
would be made under the existing 2 percent program unless the borrower elected
to take a telephone bank loan. A system with greater density would not be eligi-
ble for a 2 percent loan under H.R. 7 or S. 2202 unless (1) its net worth was
not in excess of 20 percent of its assets, or it could not obtain a loan from the
telephone bank or from other reliable sources at reasonable rates and terms.

Additional Provisions
'The sections beginning on page 25 of the bills, following new title IV—

(1) amend section 3 (f ) of the Rural Electrification Act so that telephone
loan payments under the 2 percent program can go to the rural telephone ac-
count instead of being covered into the Treasury as miscellaneous receipts;
(2) extend the telephone loan program to public bodies "now" providing

telephone service in rural areas;
(3) amend the Government Corporation Control Act to include the tele-

phone bank as a mixed-ownership Government corporation, subject to GAG
audits and reports, but not required to submit annual budget programs; and
(4) exempt the telephone bank from the requirements of sections 303

(a) and 303 (b) of the Government Corporation Control Act for Treasury
approval of its obligations and of its sales and purchases in excess of $100,000
of U.S. obligations; and provide only for consultation on such matters with
Treasury as provided by section 303 (d) of that Act.

Comparison of S. 1684, S. 2202, and H.R. 515
These three bills are identical, except as indicated in the last sentence of para-

graph H above (which refers to quoted section 412 appearing on page 25 of
H.R. 7 and S. 2202, but not in S. 1684), and except for typographical errors
indicated below.

Typographical Errors in S. 1684
On page 4, line 23, "suck" should be "such".
On page 20, line 16, "take" should be "takes".
On page 25, line 4, "Sec. 2." should be "Sec. 3."
All succeeding section designations should be changed accordingly.

Typographical Errors in, S. 2022
On page 9, line 10, the word "section" should be "sections".
On page 19, line 1, the word "to" appears in place of "of" in H.R. 7 and S. 2202..

Either version is correct.

Typographical Errors in H.R.
On page 4, line 23, "suck" should be "such".
On page 20, line 16, "take" should be "takes".
On page 21, line 15 should be brought flush with line 14.
On page 25, line 12, "Sec. 2." should be "See. 3."

, All succeeding section designations should be changed accordingly.
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Senator TALMADGE. The first witness this morning was scheduled
to be. Senator McGovern but I have just received word that he has just
arrived at the airport so he will be a little late.
The second witness is Senator Dole, who is the author of S. 2202

and we will be happy to hear from you now, Senator.
Senator Doi. Thank you, Mr. Chairman.
Senator HOLLAND. Mr. Chairman, before Senator Dole starts, may

I say that at 10:30 I have got to leave, we are having a markup by the
full Appropriations Committee of the independent office bill and I
must be there, and I am sorry I won't be able to be here for the full
hearing.

Senator TALMADGE. I understand. Unfortunately we are required
to be in about three different places at the same time. You may pro-
ceed, Senator Dole.

STATEMENT OF HON. ROBERT DOLE, A U.S. SENATOR FROM THE
STATE OF KANSAS

Senator DOLE. Mr. Chairman I will only take a minute or two
because I know we have other witnesses and I am on the subcommittee.
Let me state very briefly there are 36 sponsors of either S. 1684 or

S. 2202 which indicates to me widespread support from both sides
of the political aisle for the telephone bank concept.
As a member of the House Committee on Ariculture, I worked very

closely with our chairman, Congressman Poage, and the ranking Re-
publican, Congressman Belcher, on the telephone bank bill last year
and the year before. The telephone bank portion of the bill, I might
add, was never very controversial but it was coupled with a bank
for rural electric cooperatives which was highly controversial. The
result was that no action was ever taken on the telephone bank por-
tion because of the great controversy over the other portion of the
bill.
I believe Congressman Poage has made it clear, and I am certain

we will make it clear, at least I will, there will be no effort to do any-
thing but pass a telephone bank bill. There is no effort to try to resur-
rect an electric bank bill as an amendment.

Senator TALMADGE. Will you yield for a question at that point?
Senator DOLE. Yes.
Senator TALMADGE. It is my understanding that the Agriculture

Committee of the House has already reported a bill identical to the
one you offered, S. 2202; is that correct?
Senator Doi. Yes.
Senator TALMADGE. That bill is now pending in the Rules Com-

mittee.
Senator DOLE. Right.
It is rather deeply pending there. [Laughter.]
Senator TALMADGE. Do you have any idea why they are holding

it up?
Senator DOLE. Not for the record, I am not certain. [Laughter.]
Senator TALMADGE. Excuse me, go ahead.
Senator DOLE. I have my own idea. But it is a very fine committee,

the Rules Committee, and we have great faith in what they may do.
Let me say, first of all, I understand I have a fellow Kansan in the
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. audience, I just arrived, but I am pleased that Mr. Junior Clark is here
today to represent Kansans who are interested in a telephone bank
bill. Mr. Clark is the manaegr of the Wamego Telephone Co. and
president of the Kansas Telephone Association and he is among the
witnesses today.
On May 20, I introduced S. 2202 with 11 cosponsors and as the

chairman has already pointed out, and I will not repeat what he al-
ready has said, this bill would create a rural telephone bank initially
under the supervision of the Secretary- of Agriculture and ultimately
converted to non-Federal ownership with operation and control by its
borrowers.
H.R. 7, as the chairman just indicated, is an identical bill passed

by the House committee and now is pending in the Rules Committee.
It was introduced by Chairman Poage. I am gratified that the Depart-
ment of Agriculture has given a favorable report and we will be hear-
ing from some of their witnesses this morning. As a matter of brevity,
plus the fact I have a very bad cold, I will ask permission to insert the
balance of my statement in the record at this point.
Senator TALMADGE. Without objection it will be inserted in full

and you may proceed in any manner you desire, Senator.
(The statement is as follows:)

STATEMENT OF HON. ROBERT DOLE, A U.S. SENATOR FROM THE STATE OF KANSAS

Mr. Chairman, I am pleased Junior L. Clark, President of the Kansas Tele-
phone Association and Manager of Wamego Telephone Company, Wamego, Kan-
sas is among the witnesses today.
On May 20, 1969, I introduced S. 2202, with eleven cosponsors. The legislation

would create a rural telephone bank, initially under the supervision of the Sec-
retary of Agriculture and ultimately converted to non-federal ownership with

operation•  and control by its borrowers.
H.R. 7, a similar bill introduced by the Chairman of the House Agriculture

Committee, Mr. Poage, passed the Agriculture Committee and is now pending in
•the House Rules Committee.

Mr. Chairman, I am gratified the Department of Agriculture has given a
favorable report on this legislation and am hopeful a rural telephone bank bill
will be reported by the Committee. The original REA loan program has meant
much to rural America. The Nittion's farms receiving telephone service have risen
:from 389k in 1949 to approximately 82% today. REA loans have helped build and
improve more than 500,000 route miles of telephone service to approximately
2.400,000 subscribers in rural areas.
REA originally established a standard of 8 subscribers per rural line but

with the increased use resulting from dial service, these systems must now be
upgraded. While REA telephone borrowers have received loans for over $1.6
billion since the beginning of the program, they will need more than twice this
amount in the next 15 years.
The number of loan applications to the REA has steadily increased to meet

•this need. However, budget demands make it impossible to approve the pending
applications. As a result, the Secretary of Agriculture reported the backlog of
applications has increased from $302 million on June 30, 1968 to $364 milli-on
by September 30, 1969. Other sources of financing must be found to meet the
,credit needs of rural telephone companies and cooperatives.

S. 2202 would create a rural telephone bank for the purpose of supplying
additional capital for the development and improvement of rural telephone sys-
tems. Such a bank is necessary because the REA telephone systems have not
been able to go directly into the private money market because of their low
subscriber density handicap. REA telephone borrowers have an average sub-
scriber density of 3.8 subscribers per route mile of line as compared to a sub-
scriber density of 16 per mile for total independent telephone companies and
‘even 40 per mile for the Bell System.
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The independent telephone companies and the telephone cooperatives are to.
be commended for devising this approach to the difficulties of financing their ex-
pansion. The rural telephone bank is adapted from the successful example of
the federal land bank system which has demonstrated its capability as a means
of freeing a lending program from reliance on Treasury financing over a period
of years.
I urge my colleagues to seriously consider the testimony presented today. The

rural telephone bank proposal is an example of how an industry itself can solve
problems without continued reliance on public funds. This is important to.
rural America and will assist in bringng the benefits of our economy to all
America.

Senator Doix. I would like to develop questions for some of the
witnesses but I am finished with my formal statement.
Senator TALMADGE. I think we need to get into the record fully the

various factors in the bill. Would you want to do that or let Mr. Hamil,
perhaps, explain the method of financing?
Senator DOLE. I would prefer if Mr. Hamil did that yes.
Senator TALMADGE. Any questions?
Senator HOLLAND. May I ask a question? I think someone should

very fully explain for the hearing record the standard which is set
up by the bill.
Senator TALMADGE. I agree.
Senator HOLLAND. As to inability of some operators to have advan-

tage of the small interest rate loans.
Senator TALMADGE. I share that view and I thought we would go

into detail in those aspects with Mr. Hamil.
Senator HOLLAND. Somewhere there should be a careful workout

on that because this is going to be one of the critical points.
Senator DOLE. I feel this is the critical point, if I might interpose.
Senator TALMADGE. As to who pays what, and why.
Senator DOLE. This was a critical point in the legislation in the,

House. It is going to be the critical point here, and resolution of this
area is going to be the difference between passage or failure of the bill.
As I understand it there are some differences of opinion, so perhaps
when Mr. Hamil appears we can explore that question.
Senator TALMADGE. Senator Allen?
Senator ALLEN. Does your bill set up any criterion, Bob, as to how

the interest rate is arrived at?
Senator DOLE. Yes, my bill has certain criteria but there is a sug-

gested amendment to be discussed by Mr. Hamil with reference to.
2-percent loans, and I thought when we got to this point with the
Agriculture Department witnesses we could explain the whole thing.
Senator ALLEN. As I understand it, even though your bill, 2202,.

does have a formula for possibly the abolition of the 2-percent money,.
that if that is not agreed upon then you would, of course, support S.
1684 that would leave the 2-percent money intact? In other words,
you are interested in the bill and not just a bill with the elimination
of the 2 percent?

Senator DOLE. Right.
But I have a general feeling that while in 1949, 2 percent was the

going rate of interest for the Government, there is some opposition,
and some justified opposition because we now have to pay—I don't
know what the Government has to pay now.

Senator TALMADGE. Eight percent right now. That is on Government
guarantee.
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Senator DOLE. We are hoping we can work out an intermediate
rate and still make available a lower rate, maybe it will be 2 percent,
for those telephone co-ops who are going to provide service to the
public. I am not wedded to any one bill if that is the question.
Senator ALLEN. Well now, actually these loans that are made at the

low interest rate they are paid back as to principal 100 percent. No
portion of it is a grant, isn't that correct?
Senator DOLE. Right.
Senator ALLEN. And all of these loans, perhaps without exception,

are being repaid on schedule?
Senator DOLE. In fact, the record will show they are ahead of sched-

ule:
Senator ALLEN. So if there is any subsidy involved it will be the low

interest rate.
Senator DOLE. It will be the difference between the going rate to the

Government and the 2 percent paid by the borrower, whether it be a
co-operator or an independent.

Senator ALLEN. Well, the Senate, in its wisdom, recently passed a
bill authorizing, I believe, $480 million in no interest rate loans to
emerging nations, I believe, isn't that right? Of course, I don't believe
you or I, either one, voted for it.

Senator DOLE. No, I don't believe I did. If I did it was a mistake.
{Laughter.]

Senator ALLEN. A little of this subsidy ought to remain at home,
should it not?

Senator DOLE. Right.
I don't have any quarrel with that. In fact, I know all the witnesses

here quite well, and I really don't know of any basic disagreement
unless we start tampering, and Mr. Hamil is here tampering, with the
original 2-percent loan provision. Then we are going to have some
difficulty. I mean speaking very practically, not politically but know-
ing the witnesses and knowing their feelings about this provision,
it is a very tender spot. There are borrowers, whether they be inde-
pendent or co-ops, who just are barely getting along in low-density
areas, in some of the very rural areas we have not only in the Midwest
but also in the South and other parts of the country. This is the one
area we need to explore in great detail when we have the witnesses
before us but I again state that I am not wedded to any one concept.
Senator ALLEN. Thank you.
Senator TALMADGE. Any further questions?
Senator HOLLAND. One thing I wanted to go into, I was a little

disturbed a moment ago when you seemed to differentiate the co-ops
and independents, and my own feeling is that the density of the
operation, whether it is to be served by one or the other, is the criterion
that should govern.

Senator DOLE. Right.
Senator HOLLAND. I handled the original rural telephone legisla-

tion, as I was then chairman of the subcommittee. I also handled the
bill on the floor and its conferences, and we were very careful to
make it clear there wasn't any difference between the co-ops and the
independents that the facts already obtaining as to who is in there
serving and also the density of the service required would be the
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salient facts that should be considered in the deliberation of making
the loan. Is that your feeling now?

Senator DOLE. Right.
I didn't mean to make any distinction. The word I should have used

was "borrower" which includes everyone who can qualify.
Senator HOLLAND. That thoroughly meets my view.
Senator DOLE. Right.
Senator HOLLAND. I don't think there is any difference.
Senator DOLE. No, no.
Senator HOLLAND. If there is an independent that is very weak and

that can meet the need by having a loan for the extension of service
where it is not now rendered it is much more reasonable to use that
independent than to require a duplicate organization of a co-op. That
has been the method of approach used by Congress, and I hope it wilt
continue to be.

Senator DOLE. Right.
In fact there was, the last I knew, with the different borrowers,.

whether they be independents or cooperatives.
Now, I raised some question last year that was later resolved to my

satisfaction about the larger companies who were borrowing money
and buying up smaller companies, and I had some difficulty resolving
this in my mind, but I think that may be discussed later, too.

Senator HOLLAND. I think that might be a reasonable cause for some
trouble arising for all of us. But the point I am making is that the
facts in the particular case as to the density of area to be served should
be the criterion which should govern.
Senator DOLE. Right, unquestionably.
Senator TALMADGE. Thank you, Senator Dole.
We have statements here from Senator Burdick, from Senator Han-

sen and from Senator Stevens and without objection they will be made
a part of the record At this point.
(The statements are as follows:)

STATEMENT OF HON. QUENTIN N. BURDICK, A U.S. SENATOR FROM THE STATE
OF NORTH DAKOTA

Mr. Chairman, it is my pleasure to appear before this Committee to testify
in support of S. 1684, the Telephone Supplemental Financing Bill introduced by
my colleague Senator George McGovern of South Dakota and co-sponsored by
23 additional members including myself.
I know that all of you on the Committee are aware of the splendid record of

achievement made by the REA Telephone Loan program during the 20 years since
its inception in 1949. I'm isuure that the exact figures concerning numbers of
rural homes served and miles of line are a part of the official record and I won't
take the time to reiterate them here today. I will say that certainly, no state is
more aware of the benefits of this program than my own state of North Dakota
where the citizenry has received enormous benefit from the rural electrification
administration programs, both telephone and electric.
As we are all aware, for the past several years, the annual appropriations

for the REA 2%-35 year loan program have not been adequate to meet the
growing needs of the telephone borrowers. There are two basic reasons behind
this drastic increase in demand for funds. First, the telephone business is capi-
tal intensive, eqiupment costs are the greatest part of the operating expenses
of any telephone system. Inflation and the introduction of new and more so-
phisticated equipment have dramatically increased the needs of the small rural
telephone systems for debt capital. Secondly, the rural subscribers who have
been served by the REA financed telephone systems have experienced a "revolu-
tion in rising expectations". Those who prophesied 20 years ago that rural
people didn't need telephone service have been proven dramatically wrong.
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Rural citizens not only want telephone service, they are coming more and more
to want exactly the same modern up-to-date service as their urban counter-
parts. That means rural telephone cooperatives and companies are receiving
increasing subscriber pressure to offer additional services, single-party lines,
extended area service, direct distance dialing and push-button phones. Our rural
telephone systems have a pressing need to upgrade their service to remain com-
petitive. I might add that current trends in the regulatory area indicate that
commissions, both state and national may soon be requiring all telephone sys-
tems, large and small to offer equivalent services.

This escalation in requirements for capital has raised the backlog of 20%
loan applications on hand from $122 million in 1965 to over $350 million today
and no relief is in sight. To remedy this shortage, the telephone borrowers have
gathered in support of the supplemental financing bank. Following the proven
example of the Farm Land Banks, this new instrumentality would provide an
additional source of debt capital for rural telephone systems, ending their-
historic complete dependence on the 2% loan program.
I support this bill. It represents the end result of several years of discussion

and debate. The bill, as written, has gained the support of the entire telephone
industry—from AT&T on down to the smallest cooperative. Additionally, a
total of 38 Senators have joined as co-sponsors to S. 1684 and Senator Dole's
essentially identical bill, S. 2202. There are several particularly important points
of the legislation I would like to stress. I have noted with interest Secretary of
Agriculture Hardin's delineation of the "Administration" position. I do ap-
preciate the Administration's support for the concept of a telephone bank, how-
ever, I feel that position contains several points which would have a serious
and detrimental effect on the objectives of this legislation.
The bills, as written, provide for two types of bank loans, loans at the full

bank rate and loans at an intermediate rate. Admiral Mott, representing USITA,
has testified before the other body that many of his member telephone companies
require only the availability of additional capital, and that the rate of interest
on bank loans, whatever it may be, is not of paramount concern to them. I don't
know who he is referring to but I doubt very seriously if it is true of any of
the REA financed telephone cooperatives in my state of North Dakota. For that
reason the intermediate program has been designed to allow "a stepping-stone"
for systems strong enough to break away from total dependence on 2% money
but not able to pay the full bank rate. All of the legislation being considered
by the Congress further assumes the continued availability of the 2% loan pro-
gram.
I regard this point as vitally important, I regret to note that the Administra-

tion program would appear to terminate the two percent program, as well as
eliminate the proposed intermediate loan program of the bank. As I understand
the Administration-proposed amendments the REA would have an annual appro-
priation which the Administrator would blend with bank loans at an interest
rate of his choosing but not less than 2%, to achieve a total loan interest rate
which he deems appropriate. In his earlier testimony before the House Agri-
culture Committee and in various public statements, the Administrator has
stated that he regarded the intermediate program as unnecessary. He proposed
to mix bank rate loans with 2% money in a proportion to achieve his decided
upon interest rate, be it 2.2% or 5.9%.
I oppose this logic for two basic reasons. Firstly, when monies from the an-

ual 2% loan appropriation are used for "blending" loans with higher rate bank
monies, the total available for 2% loans is reduced. In my state of North Dakota
we have 13 REA financed telephone systems with an overall average of 1.7
subscribers per mile. Under the terms of both of the bills before the Senate, these
companies will continue to be eligible for 2% loans. If a great portion of the
annual 2% appropriation is used by the Administrator to "blend" loans, the
systems will find themselves relatively worse off after enactment of the bank
then they are today. We don't want legislation which will primarily benefit only
the largest and most prosperous independent companies.
My second objection is more theoretical. The 2% interest rate is established

by act of the Congress. This legislation S. 1684 and S. 2202 carefully delineate
the interest rates to be charged by the bank and is predicated on the continuance
of the 2% program. I would regard it as an improper delegation of legislative au-
thority to replace this approach with an open-ended grant of administrative au-
thority to the REA Administrator. The status and operation of the rural tele-
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phone loan program is a matter of national policy which should be determined

by the Congress.
Gentlemen: the need for this bank is established. The legislation proposed has

been carefully considered, it has the unanimous support of the telephone in-

dustry, the House Agriculture Committee approved a similar bill by the over-

whelming vote of 18-3, 38 Senators are "officially" on record in support of this

approach. I urge this Committee and the Senate to act promptly to enact a
telephone supplemental bank bill into law, before a drought of debt capital be-
gins choking off rural telephone systems as happened a generation ago.

STATEMENT OF HON. CLIFFORD P. HANSEN, A U.S. SENATOR FROM THE STATE OF
WYOMING

Mr. Chairman, I am testifying before this distinguished Committee today to
indicate my continued strong support for the estabishment of a Rural Telephone
Bank as proposed in S. 2202, a bill which I am cosponsoring.
The REA program has done an outstanding job of financing telephone systems

which provide service to a large part of rural America. Although much has been
accomplished, there is still much to be done. The bill before you today establishes
a procedure to provide modern, dependable, quality service in the sparsely popu-
lated areas of our country.
REA in pt years has not been able to meet all the requests for capital from

rural telephone systems and the backlog of pending applications has shown
a marked increase over the last 18 months. New sources of capital must be
found.

It is difficult for REA telephone systems to compete with other parties in
the commercial money market because of the very low subscriber-density ratio
of these companies. REA telephone borrowers have an average subscriber-density
of less than one-fourth that of total independent telephone companies and less
than one-tenth that of the Bell System Companies. At the same time, the REA
telephone borrowers fill a very real need of the citizens of the United States, and
a method of providing adequate financing for these companies must be de-
veloped.

S. 2202 establishes a rural telephone bank which will act as a supplemental
credit mechanism to the existing REA direct loan program. This bill has the de-
sirable feature of making capital available from the commercial money markets.
This legislation will relieve the $364 million backlog of pending applications
with producing a heavy drain on the U.S. Treasury.
Mr. Chairman, I know the members of this Committee are well acquainted with

the fine job that has been done by the REA Telephone program and wish to pro-
vide a firm financial base for this program in the future. I think this can be ac-
complished by S. 2202 and strongly urge the Committee to favorably report this
legislation at the earliest opportunity.

.01111.11.1.0•• •••

STATEMENT OF HON. TED STEVENS, A U.S. SENATOR FROM THE STATE OF ALASKA

Thank you for giving me this opportunity to testify before this committee on
behalf of this important Rural Telephone Bank legislation.

Since 1949, 869 borrowers have made use of the REA telephone loan program.
These loans—amounting to over $1.6 billion—funded by Congressional appro-
priations and loaned at the statutory rate of 2 percent, have not fulfilled the
loan application demands. Loan needs for 1969 are more than $500 million while
appropriations for the same year amount to only $125 million.
The Rural Telephone Bank bill provides that the telephone bank will be a

corporate body with the purpose of obtaining "an adequate supply of supple-
mental funds to the extent feasible from non-Federal sources, to utilize said
funds in the making of loans" in order to meet the needs of potential rural
telephone customers. The money for financing the bank would derive from the use
of repayments on loans already outstanding at the rate of $30 million per year
until total capitalization of $300 million were reached. No new Treasury funds
would be necessary, and it would not be long before the United States Govern-
ment would be completely out of the rural telephone loan business. According to
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the bill, the control and the administration of the bank would be eventually
turned over to the borrowers themselves.
My State of Alaska has entered a period of unparalleled economic develop-

ment and expansion due to the recent oil developments on the Arctic North
Slope and in Cook Inlet. The need for expanding the two rural telephone sys-
tems which provide service to approximately 4,000 Alaskan users is pressing.
At the present time, this need cannot be met as evidenced by the $173,000 loan
application which the Matanuska Valley telephone cooperative has submitted
to REA. This application, so important to rural Alaskans, is just one of the
many applications that make up the $309 million backlog of REA applications
as of April 30, 1969. It has no chance of becoming a reality unless additional funds
are made available to REA.
I urge this committee to support the Rural Telephone Bank System. It is a

realistic plan for supplying the additional funding necessary to provide rural
Americans with the telephone service that urban Americans already enjoy. The
Rural Telephone Bank will furnish this funding at the same time reducing both
the amount of money loaned at 2 percent and further heavy reliance on the Fed-
eral Treasury for funds.
Thank you for this opportunity to present my views to this committee on

this important piece of legislation.

Senator TALMADGE. Senator McGovern hasn't arrived yet, has he?
Then we will proceed with you, Mr. Hamil, if you don't mind.

STATEMENT OF DAVID A HAMIL, ADMINISTRATOR, EVERETT C.

WEITZELL, DEPUTY ADMINISTRATOR, RURAL ELECTRIFICA-

TION ADMINISTRATION; AND HOWARD V. CAMPBELL, ASSIST-

ANT GENERAL COUNSEL FOR RURAL DEVELOPMENT AND CON-

SERVATION, OFFICE OF GENERAL COUNSEL, U.S. DEPARTMENT

OF AGRICULTURE

Mr. HAM1L. Mr. Chairman, and members of the committee, I have
with me Mr. Everett C. Weitzell, the Deputy Administrator of REA.
Senator TALMADGE. Mr. Hamil, you can proceed as you see fit. You

can read your statement in its entirety or you can summarize it. It
will all be inserted in the record. I think the members of the subcom-
mittee will want to go into considerable detail on what these bills pro-
vide and why.
Mr. HAMIL. All right.
It is a privilege to appear before this committee in support of S. 2202

and S. 1684, two bills similar to H.R. 7 which was reported by the
House Committee on Agriculture on March 13. I am pleased to state
that the Department of Agriculture and the Rural Electrification Ad-
ministration endorses the objectives of the proposed legislation. May
I suggest that the department's report on S. 2202 and S. 1684 be in-
serted in the record at this point?
Senator TALMADGE. It has already been inserted.
Mr. HAMIL. I am now serving my second tenure as the Administra-

tor of REA. The need for legislation of this type became apparent to
me during the first year of my first tenure back in 1956. Even then,
the demand for rural telephone loans gave good indication that future
needs would probably exceed amounts which the Congress might feel
it could make available at 2 percent for loans under section 201 of the
Rural Electrification Act. As early as 1958, I suw,ested that the bor-
rowers consider asking the Congress to authorize the creation of a
financial institution similar to the Federal Land Bank to meet some
of their loan needs in the future.

36-615-69 1
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The Farm Credit System has demonstrated that a Treasury-financed
program can, in a reasonable period of time, be converted into a.
completely borrower-owned institution. I believe the proposed Rural
Telephone Bank can be just as successful in this respect. The rural
telephone program came into existence on October 28, 1949. From.
that date to September 30, 1969, loans totaling $1,697,575,432 have
been made to 869 systems in 46 States. In that time, service has been
furnished or improved for more than 6 million people in over 2.
million rural establishments. The percentage of farms without tele-
phone service in the country has decreased from 61 percent in 1949 to.
18 percent today.
The percentage of farms without telephone service, however, is a

poor measure of the present financial needs of these rural telephone
systems. In 1949, when many rural subscribers had to share their
telephone lines with up to 25 other families; reducing the number of
parties on a line to a maximum of eight appeared to be a substantial
improvement in the quality of service. At that time, providing a 

ibetter grade than eight-party service for rural people n high-cost,
low-density areas did not appear feasible. Reducing the number of
parties on a line as well as the improved quality of service encouraged
greater utilization of the telephone facilities. As a result, it has now
become increasingly difficult for a party line subscriber to make or re-
ceive a call. The resulting frustration has led to a growing demand
for upgrading of service. Fortunately, in the intervening years, the
ability to pay for higher grade telephone service has also improved.
Upgrading of service is therefore both necessary and economically
fesgible, provided adequate funds can be found to do the kob.
The level of loan applications carried over from year to year has

been mounting steadily. On June 30, 1968, REA had 312 telephone
loan applications on hand totaling $320 million. The backlog of pend-
ing applications increased to 345 in number and $346 million on June
30, 1969, and to 358 in number and $364 million on September 30,
1969. About 60 percent of the funds required in these applications
will be used for the upgrading of telephone service. The backlog
of applications on hand is almost three times the annual level of loans
now being authorized by the Congress in the appropriations acts.
Estimates indicate that these rural telephone systems will need in

the next 15 years more than twice the $1.7 billion they have received
in loans during the first 20 years of the telephone loan program. It
is obvious that other sources of financing must be sought to supplement
the present direct loan program if the rural telephone systems are to'
meet their service responsibilities.
This legislation would establish a rural telephone bank to provide

rural telephone systems with some of the additional funds required.
To help the bank get started, the Government would use net collection
proceeds from the present 2 percent REA telephone loan program in
amounts not exceeding $30 million annually as appropriated by the
Congress to purchase the bank's 2-percent class A stock until the
Government's investment totals $300 million. Each borrower from the
bank would be required to invest 5 percent of its loans in nondividend-
bearing class B stock. In addition, dividend-bearing class B stock.
In addition, dividend-bearing class C stock would be available to
borrowers and potential borrowers. This financing plan is an adapta-
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tion of the Federal land bank system which has demonstrated its
capability as a means of completely freeing a lending program from
reliance on Treasury financing over a period of years.
With this equity capital as a base, the bank would be able to raise

additional funds from the private money market through the sale of
debentures. The bills limit such borrowings to eight times the amount
of paid-in capital and retained earnings, and requires Treasury ap-
proval of debenture issues until the bank has been converted to bor-
rower control. Retirement of the Government's class A stock would
be started in 1984. Debentures would not be guaranteed by the United
States.
The bank may make loans to eligible borrowers either at an inter-

mediate loan rate or at an interest rate reflecting the average cost of
moneys to the bank, including interest on the bank's debentures, return
on class A stock, administrative expenses, and provision for reserves
and estimated losses. The intermediate loan rate, available only until
the bank is converted to borrower control or June 30, 1984, whichever
comes first, would be set at the current average yield of marketable
securities of the United States having comparable remaining maturi-
ties, or at 4 percent, whichever is lower. The intermediate loan rate
would not be available to borrowers capable of paying the higher bank
rate and still achieving program objectives.
The bills also provide for a rural telephone account into which will

be transferred appropriations, assets, and collections of the present 2-
percent telephone loan program. Funds for both the present direct
telephone loan program and for the annual Federal investment in the
telephone bank would come from this account.
As indicated previously, the bills under consideration are almost

identical. Section 412, however, which was added to H.R. 7 by the
House Committee on Agriculture before it reported the bill on March
18, 1969, appears in S. 2202 but not in S. 1684. This added provision
would prohibit a loan under section 201 for a borrower with an average
density of more than three per mile if the borrower had a net worth in
excess of 20 percent of its assets during the immediately preceding
year. An exception would be permitted, however, if the Administrator
finds that the borrower cannot obtain a loan from the telephone bank
or some other reliable source .at reasonable rates of interest and terms
and conditions.
At the hearings on H.R. 7 there was some testimony to the effect

that a number of telephone borrowers were able to pay higher interest
rates than they are now paying. One major purpose of this bill is to
enable borrowers which can pay higher interest rates to obtain appro-
priate financing. For many telephone borrowers, the level of the inter-
est rate is a secondary consideration in comparison to the lack of
availability of loan funds.

Allegations were also made at the House committee hearings that
several telephone companies enjoyed inordinate returns on capitaliza-
tion. The high rates of return on equity capital cited are misleading
in that they fail to take into consideration the capital structures of
these borrowers.
Companies reporting to the U.S. Independent Telephone Associa-

tion had long-term debt equal to 53.53 percent and equity equal to
46.47 percent of their total capitalization at the end of 1967. By con-
trast, the 585 commercial telephone companies financed by REA hac)
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long-term debt equal to 80.34 percent and equity equal to only 19.66
percent of their total capitalization. The 224 cooperative borrowers had
composite long-term debt equal to 92.04 percent and equity equal to
only 7.96 percent of their total capitalization.
The companies included in the USITA report had a composite

return of 6.43 percent in 1967 on their total capitalization as of
December 31, 1967, while the commercial borrowers financed by REA
had a composite return of only 3.95 percent on their total capitalization.
With the composite return for the commercial borrowers being less
than 62 percent of the composite return for the independent telephone
industry as a whole, it would appear that the benefits of REA financing
are being passed on to the subscribers of the systems financed. This is
as it should be.
Senator HOLLAND. May I ask a question, I have to leave. The figures

you use are, of course, average figures. The criticisms of the House
may have been addressed, although I am not familiar with them, to
certain specific cases and specific companies. Would you care to address
yourself to that point?
Mr. HAMEL. Senator

' 
in all but two States the telephone borrowers

froni REA are subject to public utilities commission or public service
commissions, whatever they may be called, and they have a pretty
thorough review of the return that is being permitted, and we at REA
have a pretty thorough review also, and I can say to the members of
this committee that we strive diligently to see that there is not undue
personal gain of resources made available through the REA loan
program.
Now, it is absolutely necessary that they do make a profit because

these are all, Senator Allen asked, repayable loans, and they are
repaid on an amortized basis. So we strive, Senator Holland, to see
that the benefits of the REA loan money are passed on to the users
and subscribers of the telephone service.

Senator HOLLAND. One more question: Do you show anywhere
in your statement, and I haven't had any chance to read it through, the
division of the total volume of credit you have extended as between
independent companies and cooperatives?
Mr. HAMEL. Yes, Senator Holland, that is not a part of this statement

but we have that and I will provide it for the committee.
Senator TALMADGE. Without objection, it will be inserted in the

rceord.
Mr. HAMIL. Yes.
(The information is as follows:)

REA TELEPHONE LOANS FROM BEGINNING OF PROGRAM THROUGH NOV. 7, 1969

Number Amount

Cooperatives 235 $623, 145, 157
Companies 632 1, 041, 262, 417

Total 867 1,664,407,574

Senator HOLLAND. I thank you, Mr. Chairman. I will leave my
proxy with you and I hope this question of standards which we spoke
of a while ago by which the sheep are divided from the goats or the
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borrowers at higher rates are divided from the lower rates will be thor-
oughly explored. I can't stay with you, I am sorry.

Senator TALMADGE. I understand fully. And we will explore that.
Proceed, Mr. Hamil.
Mr. HAMIL. In contrast with the rate of return on total capital, cal-

culating rates of return on equity capital is frequently a meaningless
exercise, particularly with respect to the many cases where borrowers
have negligible or negative equity positions. The need to retire obso-
lete or inadequate plant, before it was fully depreciated on the books,
in order to make way for modern telephone service caused many of
these negative equity positions. It is not uncommon for a completely
rehabilitated and greatly expanded plant to accrue operating deficits
for a few years after cutover until the number of subscribers for
which the basic backbone plant has been completed have been
connected.
In 1967, 48, or 8.2 percent, of the 585 commercial REA borrowers

reported net losses for the year on an accrual basis. Proprietors of
systems with small amounts of equity capital run significant risks that
they may lose all of their original investments should their companies
be unable to meet debt service requirements. To prevent this and to
assure the buildup of net worth, REA has inserted provisions in its
mortgages placing restrictions on the payment of dividends and simi-
lar payouts until specified net worth and other requirements have
been met.
A borrower which has just changed its equity position from neg;t-

tive to positive can have a computed rate of return on the small amount
of reported equity capital as high as 100 percent or even more. This is
no assurance that the particular borrower is qualified to obtain financ-
ing from commercial sources. In fact, the inability of small telephone
companies and cooperatives throughout the United States to raise the
equity capital needed to make them eligible for commercial debt financ-
ing was the basic reason for the enactment of the legislation imple-
menting the rural telephone program in 1949. An excellent mathemati-
cal return on equity capital, because of the lack of equity capital, will
not enable a rural telephone system to obtain financing from commer-
cial sources which still insist on relatievly low debt-equity ratios.
Returning to the proposed legislation, we would like to point out

that the Department's report recommends the following changes:
"1. The activities of the telephone bank should be made subject to the provi-

sions of the Government Corporation Control Act including annual budget review
by the President and the Congress and audit by GAO so long as any Federal in-
vestment remains in the Bank. The bank should not be converted to private
control until all Federal capital is repaid.
,"2. Debenture issuances by the bank after it is converted to private control

should not be made without prior consultation with the Treasury. We believe
this to be essential in order to assist Treasury with its complex problem of tim-
ing and management of the public debt.

"3. The interest rate ceiling of not to exceed 4 percent on intermediate loans
of the bank should be stricken as unnecessary, in view of the fact that borrowers
unable to pay interest rates in excess of 4 percent will have available an appro-
priate mix of intermediate rate bank loans and direct REA financing.
"4. The interest rate for the direct telephone loan program, now set by statute

at 2 percent, should be made flexible so that it will cover the Government's inter-
est and administrative costs and probable losses, except in those cases where
the Administrator determines that a lower rate, not less than 2 percent, is nec-
essary to enable the borrower to provide service without an excessive increase in
the rates charged by the borrower to its subscribers."



3 4

Senator TALMADGE. Will you yield at that point now, Mr. Hamil ?
I believe the present law requires that all of these loans have to be
made at the 2-percent rate regardless of the debt-equity ratio of the
borrower, is this correct?
Mr. HAmnr,. That is correct. The rate is 2 percent.
Senator TALMADGE. In other words, you feel the law should be

amended to make the rate flexible. If they are able to pay the going
interest rate they should and if they require subsidy the rate would
still remain at 2 percent. Is that your objective?
Mr. HAMM. That would be the objective. Under this term, Mr.

Chairman, under (4) here, the Administrator, having reviewed all
circumstances pertaining to the loan application, could make the loan
•at 2 percent if it appeared that that were the maximum figure that the
borrower could pay for money and provide the service of the type that
we want to see provided, and I am sure that you want to see provided
in the area involved.
Senator TALMADGE. Proceed, sir.
Mr. HAMM. The proposed amendments are described in an attach-

ment to the Department's report.
It will be noted that with the proposed amendments the bills would

provide two interest rates for loans from the bank as well as a flexible
interest rate for direct loans by REA. The standard rate for direct
REA loans would take into consideration the current average market
yield on outstanding marketable obligations with remaining periods to
maturity comparable to the average maturities of such loans plus an
allowance adequate to cover administrative costs and probable losses.
This rate could be reduced down to the present 2 percent statutory rate
when necessary to enable the borrower to provide service without an
excessive increase in the rates charged by the borrower to its sub-
scribers. We are in the process of developing objective standards which
can be used to determine the relative amounts of REA and bank funds
which should be made available to particular borrowers. We believe
that mixed financing can be utilized to effect a resulting composite in-
terest rate which will enable the borrower to meet its utility responsi-
bilities. These standards can be revised from time to time to utilize
larger amounts of rural telephone bank funds as the bank's assets grow,
with a corresponding reduction in the proportion of financing which
must be accomplished by direct Government loans.
The proposed legislation will make it possible for REA telephone

borrowers to utilize other sources of funds to supplement section 201
appropriated funds. It will, for the first time, enable REA borrowers
who can pay more than 2 percent for their borrowings to do so. I have
no doubt that the Government's investment in the bank's class A stock
will be the pump primer needed to start the flow of non-Federal funds
into the rural telephone program. The committee is to be congratulated
for its work on a bill which, I believe, will lead to a completely bor-
rower-owned institution in the image of the farm credit system. I wish
to thank the committee for this opportunity to voice my support for
such forward-looking legislation.

Senator TALMADGE. Thank you, Mr. Hamil.
Let me see if I understand how the capitalization of the bank will

work.
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I believe both bills will provide ultimately $30 million of class A
stock that will be wholly owned by the Government.
Mr. HAMIL. The class A stock will be wholly owned by the Govern-

ment.
Senator TALMADGE. And would the Government get any return?
Mr. HAMIL. Two percent. -
Senator TALMADGE. Three percent?
Mr. HAMIL. TWO.
Senator TALMADGE. Two percent on its stock ownership and that

-would be paid at the rate of $30 million a year.
Mr. HAMIL. Not to exceed $30 million.
Senator TALMADGE. In loans that will be collected.
Mr. HAMIL. Yes, sir.
Senator TALMADGE. As principal and interest accrues. In other words,

That will require no additional outlays from the Treasury, is that
correct, except the transfer of the incoming flow of money to this new
-corporation.
Mr. HAMIL. Your statement is correct, Senator.
Senator TALMADGE. You will also have class B stock. Who will own

the class B stock?
Mr. HAMIL. Class B stock will be owned by the borrowers.
Senator TALMADGE. In other words, when for example, a rural tele-

phone company borrows $100,000 in money they will have to put up 5
percent of that or $52000 to buy stock.
Mr. HAMIL. That is right.
Senator TALMADGE. And will that stock pay any dividend or any

interest?
Mr. HAMIL. It is not interest bearing.
Senator TALMADGE. Noninterest bearing.
Mr. WEITZELL. That is right.
Senator TALMADGE. And then you have your class C stock. This will

flow into them to buy your class B stock only at a 5-percent rate of what
the Government puts in class A, is that correct?
Mr. HAMM. I don't follow you exactly.
Senator TALMADGE. I am trying to get the inflow of money on class

B stock.
Mr. HAMIL. You could-
Senator TALMADGE. You first have to make a loan 
Mr. HAMIL (continuing) . Yes.
Senator TALMADGE ( continuing) . Before you could have any flow of

money into your class B stock, and then whoever borrowed the money
would have to put 5 percent of what they had borrowed in class B
'stock.

Mr. FlAmm. This is correct.
Senator TALMADGE. So your inflow of money into your class B stock

would be only 5 percent of what the outflow of your corporation will be
then, is that correct?

Senator ALLEN. Wouldn't they also put up 5 percent on direct loans?
Would that go in or would that-
Mr. HAMIL. It would be 5 percent, Senator, on bank loans.
Snator TALMADGE. Five percent of that which flowed from the RE

:and q.lso 5 percent of that which flowed from the corporation.
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Mr. HAMIL. I don't think we are looking at that right. Let's assume
you authorize $30 million be appropriated that year to go in—
Senator TALMADGE. We will assume the full amount is loaned out

that year.
Mr. HAMIL. Yes; you will loan it out. You will get 5-percent increase

there but according to the terms of the banking provisions that you are
going to authorize this could be expanded up to 8 times. In other words,
if there were $30 million in there, and it was permitted to go the
maximum, that could be expanded 8 times.

Senator TALMADGE. In other words, if you issued debentures and
loaned money, that also would flow into class B stock?
Mr. HAMIL. Yes.
Senator TA ADO I notice your assistant shaking his head a while

ago at something you and Senator Allen said. Could you clarify that
a little?
Mr. WEITZELL. Senator 
Senator ALLEN. I was asking if also the 5 percent that the borrowers

had to pay of their loans also applied to the direct loans.
Senator DOLE. Not 201 loans. It does not apply to that provision.
Mr. WEITZELL. That is what I was referring to.
Mr. HAMIL. I did not understand you, I was thinking strictly of the

bank loan.
Senator TALMADGE. Your answer is the outflow of the direct 2-

percent loan from the REA would not require 5-percent investment
in the class B stock.
Mr. HAMIL. They are not even in the same category. They would

proceed in exactly the same manner as they do now. That money
would be loaned, and it would be repaid in toto at the interest rate
that was determined. If it be 2 percent or at some figure higher than
that.

Senator TALMADGE. It is your idea that the REA and the corpora-
tion would both be making loans simultaneously.
Mr. HAMIL. It could be.
Senator TALMADGE. In other words, you would continue your Fed-

eral program and only phase that out when the bank became strong
enough to carry the entire load—is that your objective?
Mr. HAMIL. That would be the objective.
Senator TALMADGE. All right, let's get to your class C stock now.

What does that provide?
Mr. HAMIL. Class C stock would provide 
Senator TALMADGE. Who buys it?
Mr. HAMIL. Borrowers and potential, and persons eligible to borrow.
Senator TALMADGE. In other words, anyone. Would they be required

to buy any class C stock when they borrowed some money?
Mr. HAMIL. No.
Senator TALMADGE. In other words, it is wholly optional for any

individual to purchase your class C stock?
Mr. HAMIL. That is right.
Senator TALMADGE. All right.
What do you contemplate your class C stock would represent—what

interest rate and dividends?
Mr. HAMIL. I think it is open. I think you can pay whatever you

wanted to.
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Senator ALLEN. It says, shall not exceed the current average rate
payable on its current telephone debentures, that might be 6 or 7
percent.
Mr. HAMIL. In other words, if Senator Bellmon's telephone company

had some extra money they wanted to invest they could invest it in
this bank and could obtain an interest rate which would not exceed
that which we were paying for the debentures that we were selling.

Senator TALMADGE. The staff have just handed me an analysis of
the bill that corresponds exactly to your answer. Dividends, in accord-
ance with the bylaws are payable only from income. Dividends may
not exceed the average rate on debentures until all class A stock is
retired.
So, the sale of your class C stock then would be a slow business

until it got into private hands
' 
I assume.

What about the voting rights of the various classes of stock?
Mr. HAMIL. I am going to let Senator Dole—he started to answer

that and if it is all right he can answer it because it is written out
pretty well in the bill.
Senator TALMADGE. All right.
Senator DOLE. As I recall, the B and C classes are voting stock.
Mr. HAMIL. Until the Government's capital is retired.
Senator DOLE. It is section 406. It is on page 15, line 12, page 14

of my bill. I am not certain where it would be in the McGovern bill,
but in S. 2202, class B and class C stock shall be voting stock, but
no holder of said stock shall be entitled to more than one vote, nor
shall class B and class C stockholders, regardless of their number,
which are owned or controlled by the same person, group of persons,
firm, association or corporation shall be entitled in any event to more
than one vote.

Senator TALMADGE. All of the holders of class A, B, and C stock
have the same rights as to voting?
Mr. HAMIL. The Government stock 
Senator TALMADGE. I believe your assistant—
Mr. HAMIL. This is our counsel, Mr. Howard Campbell.
Senator TALMADGE. All right.
If you will answer the question, Mr. Campbell.
Mr. CAMPBELL. Class A stock would be held exclusively by the

United States to represent its investment in the capital of the cor-
poration. It does not, under the terms of this bill, pose a problem
of voting because the Government's interest in the management of
the corporation is under the control of a board which is heavily
represented by the Government's interest, and during the time until
borrower control is transferred, the interest of the United States is
represented by the control of the board rather than by the voting
of the class A stock.
Senator TALMADGE. What you are saying is the stockholders cannot

vote the board out of office regardless of the stockholders the board
will run the corporation?
Mr. CAMPBELL. Yes, sir.
Senator TALMADGE. Is that the answer?
Mr. HAMIL. Until the Government stock has been retired.
Senator TALMADGE. And it becomes a privately owned stock com-

pany.
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Senator ALLEN. May I ask a question, Mr. Chairman?
Mr. Hamil, assume the hypothetical situation that the bank is

established, the Government pays in its $30 million, no loans have been
made, therefore, there is no class B stock sold, no borrower or potentialborrower has purchased any C stock, and you have only $30 million.
You go into the market to theoretically borow $240 million, I assume.
At today's market what would you anticipate, and I note either fromyour statement or the bill itself that the debentures are not to be
guaranteed by the Government, at what rate do you think you couldborrow that money?
Mr. HAMIL. I would imagine it would be at about a rate that wouldbe similar to that which the Farm Credit Administration is borrow-ing money which, at this time, happens to be about 8 percent.
Senator TALMADGE. A little over 8 for the last issues of debentures.
Mr. HAMIL. A little over eight.
What we would have to do, Senator, when the bank started we

would need to make some loans with the original $30 million upon
which potential investors could review the activities of the bankin order that they would know whether or not—and at what ratethey would want to invest their money. Now, it would be my opinion,
Senator, that the security of good telephone systems in the rural
part of this country would be in the order of the securities issuedby the Farm Credit Administration for the Federal Land Bank,.for the intermediate credit banks and for the bank for cooperatives
and those securities have sold at quite reasonable rates, considering the'cost of money. I would anticipate that this bank, as soon as it had an
opportunity to develop some experience, could have a similar history
for, the sale of its securities.
Senator ALLEN. You have got then, the Government participationof $30 million at 2 percent, and then $20 million at 8 percent, which

would certainly make the average 7 percent plus, and if you are
going to make a profit in the bank wouldn't you have to pass that
interest rate on to your borrowers?
Mr. HAMIL. Well, it is anticipated that in the volume of loans that

the Rural Electrification Administration would be making that ap-
proximately a quarter of 1 percent would cover the overhead.
Senator ALLEN. But say there is no overhead, just take your rates,how are you going to lend money at 7 percent or are you going to makeany loans now or are you going to have to just have this Governmentmoney at 2 percent that you can possibly lend at two, I would hope, orare you still going to have to rely in the main on the direct loans of theREA ?
Mr. HAMIL. Well, I think that there are among the borrowers from

REA, Senator, some whose territory would at this time support some
additional money at a rate, say, 6 or 7 percent.
Senator ALLEN. In other words, we are going really in the finalanalysis from a practical standpoint, the telephone bank is going to beavailable really only for the affluent associations and the direct moneyis going to be available to the smaller low population systems? Isn'tthat the practical effect of it?
Mr. HAMIL. I think from a practical standpoint you probably hit itjust about as logically as it could be.
Senator TALMADGE. Let's get into your directors now. How manydirectors do you appoint?
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Mr. HAMIL. Well, let's see, we will read that from the bill here, do

you have that spot, Mr. Campbell?
On page 10 it says as soon as practical after the enactment of this

title the President of the United States shall appoint six additional

members of the initial telephone bank board to be selected from direc=

tors, managers, and employees of any entities eligible to borrow from

the telephone bank and organizations controlled by such entities, with

due regard for a fair representation of rural telephone systems of the

Nation. The six members thus appointed shall serve until their suc-

cessors have been duly elected in accordance with section ( d).

Senator TALMADGE. Six of how many now? I believe there are 13

directors.
Mr. HAMIL. At the bottom of page 9:

"The Administrator of the Rural Electrification Administration
 and the Gov-

ernor of the Farm Credit Administration shall be members of the
 Telephone Bank

Board. Five other members of the Telephone Bank Board shall be d
esignated by

the President to serve at his pleasure, three of whom shall be
 officers or em-

ployees of the Department of Agriculture but not officers or e
mployees of the

Rural Electrification Administration, and two of whom shall be fro
m the general

public and not officers or employees of the Federal Government."

That makes 13.
Senator TALMADGE. In other words, the Government would have

seven of the directors and the borrowers would have six—is that

correct?
Mr. HAMIL. I think your addition is correct on that, Senator.
Senator TALMADGE. Now, let's get into the business of the loans. Sen-

ator Allen covered it partially a moment ago in his questions, and I

think they were very well taken. You don't propose that this new cor-

poration we are creating could under present circumstances, lend any

money cheaper than the cost of the money, do you ?
Mr. HAMIL. It could with the blend of the $30 million, Senator. It

could lend some money lower than that.
Senator TALMADGE. You would presume that these REA's or private

companies which had a very low ratio of equity to debt then would con-

tinue to borrow direct REA money at 2 percent.
Mr. HAMIL. We would hope that there would be a supply of money

that could be loaned at 2 percent, and according to the amendments that

have been suggested here by the Department, the Administrator could

make loans at 2 percent when it was necessary for the carrying out of

the objectives and the evidence indicated that no higher interest rate

could be borne by the borrower and provide the service.
Senator TALMADGE. If some borrower was getting along well and

making some money and in pretty good circumstances he would be ex-

pected to perhaps use the bank and pay a higher rate; is that your

thinking?
Mr. HAMIL. Yes.
Senator TALMADGE. Now, I believe the bill offered by Senator Dole

and the one that the House committee reported purport to fix some
rate. What do they provide?
Mr. HAMIL. That provides for an intermediate rate which would be

in effect up until 1984, and it can be at the cost of money to the Federal
Government plus cost of administration but not more than 4 percent.
If the cost of money were below the 4 percent it could be loaned there
but it couldn't be above 4 percent.
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Senator TALMADGE. What does Senator McGovern's bill provide?
Mr. HAMIL. The same thing.
Senator TALMADGE. The same thing?
Mr. HAMIL. All three bills, Senator, have that provision.
Senator TALMADGE. What are you going to do if someone comes up

here from some remote rural area with a little telephone company or a
co-op and says, "We are going to borrow money." How are you going
to determine what rate is going to prevail?
Mr. HAMIL. Well, the first thing that we have to do under any circum-

stances and what we have been doing in the telephone program since
1949, is make a thorough review of the potential borrowers area.
Senator TALMADGE. In other words, he has got to come up here with

an auditor's report for how many years of business in the past?
Mr. HAMIL. That is a specific I cannot answer but we have reviewed

since 1949 every borrower that has come in and we have reviewed his
territory, his potential service, the potential number of subscribers
that he may have, and have reviewed also the ability of that area to
pay for telephone service, and when we have come up with a feasible
loan—and we have had the money available we have granted the loan,
Senator.
In other words, every loan which has been made since 1949 has been

thoroughly reviewed and has been tailored to the situation at hand.
The only thing that would be different under the bill here is that there
may be a different interest rate.
Senator TALMADGE. All right.
Suppose I own some little moderately successful local telephone com-

pany and my family owns all the stock. I am getting a pretty high
salary out of the thing and we are paying some dividends to my family.
If I wanted to borrow some money, I wouldn't want to go to my
banker today. He would probably want 10 or 12 percent, so I would
probably be looking to you. How would you determine that interest
rate?
Mr. HAMIL. We would probably have trouble loaning the money.
Senator TALMADGE. Do you look at the salary, dividends, profits, and

losses?
Mr. HAMIL. Yes, we do.
Senator TALMADGE. In other words, if he is able to borrow money

other than the Governments, do you send him elsewhere? Is that what
you do?
Mr. HAMIL. Under the terms of this bill that has been proposed here,

and under the terms in which we have been operating the Rural Elec-
trification Administration we have demanded that the equities be up
to a certain percentage. Will you answer that, Mr. Weitzell ?
Mr. WEITZELL. Actually, Senator, we have no preference or no

requirement that a borrower first go to a private bank and be turned
down. A borrower, an eligible borrower, may come directly to REA
and if he meets the requirements of this program we are free to proceed
to make him a loan.

Senator TALMADGE. All of those that are doing business in rural
areas are then going to come to you, aren't they?
Mr. WEITZELL. Well, a great many of them have come to us, espe-

cially the smaller ones.
Senator TALMADGE. He would certainly want to get the cheapest

money he could.



41

Mr. WEITZELL. That is generally the case. However, there have been
a number of telephone companies that have felt they could be and
should be financed in the private money market and they have stayed
there for that purpose and they have not come to REA.

Senator TALMADGE. This new bank then would give you some lati-
tude about the interest rates that you don't now have; is that correct?
Mr. WEITZELL. That is correct.
Senator TALMADGE. In other words, you have got two options now.

One, you can lend him the money at 2 percent, and the other, you can
turn him down?
Mr. WEITZELL. That is correct.
Mr. HAMIL. That is true.
Senator TALMADGE. tinder this new bank you propose to create, you

can fix the rate at the lowest rate or as low as 2 percent?
Mr. WEITZELL. That is correct. However, the important thing here,

Senator, is that this would provide a supplemental source of financing
in addition to the variation in the rates which you indicated.

Senator TALMADGE. What do you recommend we put in the law
now. We ought to have some guidelines as to who can borrow cheap
money and at what rate, and who can borrow money at some inter-
mediate rate, and who can pay the going rate that it costs the Govern-
ment. What do you suggest in that regard?
Mr. WEITZELL. Well, Senator 
Senator TALMADGE. I don't think that ought to be left wholly to the

Administrator. It will be too much of a burden on you, for you to wave
a magic wand and say to one "You get 2-percent money,' and say to
the other, "You get 8-percent money."
What guideline's would you suggest?
Mr. WEITZELL. Senator, the Administrator indicated in his testi-

mony, as you may recall, that we were now in the process of making
an examination which would result in the establishment of certain
criteria that would be used in determining this kind of a problem. We
believe that this should be variable year to year as the bank is able
to increase its resources, and let's say the first year or two the bank
would probably not have more than that amount of money which was
put in to capitalize it by the Government until it had a portfolio of
loans as a basis for going to the private money market.
Now, the criteria that we would use with only that money available

would very likely, I would say, be different than the criteria that might
be used as we were able to obtain a substantial amount of money from
the market.
Senator TALMADGE. I think every member of this subcommittee and

full committee wants to do something to help you, but the sticky ques-
tion is going to be the interest rate that an individual borrower pays
and under what circumstances. And we would appreciate the Depart-
ment sending detailed recommendations in that regard because I think
the committee would want to study them seriously before it passed
on that provision.
I want to apologize to the subcommittee for taking so much time on

this but I thought the record ought to be concise as to the organiza-
tion and structure of this bank and the interest rate.

Senator Dole asked for recognition first and then Senator Allen.
Senator DOLE. Do I understand, that the third suggestion you make
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on page 8, would have the effect of eliminating the intermediate loan
provision in 2202 and 1684?
Mr. WEITZELL. Senator Dole, that has the effect of eliminating the

limitations at 4 percent. It would not eliminate entirely, the provision
for an intermediate rate.

Senator DOLE. As a practical matter, how do you envision, if the
change were made, how would it operate? In my proposal and in Sena--
tor McGovern's, we provide three different type loans, we continue
the 201 loans at 2 percent, and then under section 408 we have the
intermediate loan which is the cost of money plus certain expenses or
4 percent whichever is lower, and then finally the cost of the loan at the
-cost to the Government, which are three different levels.

If we do what you suggest on page 8, number 3, what is the prac-
tical effect of that?
Mr. WEITZELL. The practical effect would be that the intermediate

rate would have to be the cost of money less any allowance for losses
or administration, as would be provided in the regular rate.

Senator DOLE. What does that mean percentagewise, do you have
any idea?
Mr. WEITZELL. It would probably mean a ,difference, well, let's say

C1/2 versus maybe 8 or 81/2 or one-fourth.
Senator MILLER. Would the Senator yield at that point?
Senator DOLE. Yes.
Senator MILLER. Really the question then is what would be the dif-

ference between that intermediate rate you just referred to and the
going rate?
Senator DOLE. The going rate.
Senator MILLER. Or are you going to end up with this being one and

the same?
• Senator DOLE. If you consider only the cost of money to the United
States then it would be identical.
Mr. HAMIL. Senator Miller

' 
in order to make a blend that would be

operable, you probably have to go back to the system that was used by
the Federal Land Bank several years back, I don't know whether they
still use it but they had what they call a commissioner loan which was
at a differnet figure, and what the Administrator and what the bank
could do would be make some of that money 20 percent of the 201
money and 60 percent of the other or take a blend of those two to
where he could get an interest rate that the borrower would be able
to pay and to do the job that he needed to do and have reasonable rates
for his people.

Senator DOLE. I believe Mr. Campbell is going to comment on that,
too.
Mr. CAMPBELL. I would like to supplement your answer to the Sen-

ator with a little more thorough examinaiton of page 19 of the Sena-
tor's bill. The intermediate rate base is a rate determined by the Sec-
retary of the Treasury talking into account the current average mar-
ket yield.

Senator BELLMON. What line are you reading from?
Mr. CAMPBELL. I am reading from line 19, 20, and 21. Taking into

consideration the current average market yield during the month of
May on the outstanding marketable obligations of the United States.
That is not the current cost of money. That is a computed figure
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which takes into account obligations of the United States of a long-
term nature, and when the Treasury computes that figure it may come
out to be 5, 51/2, 6 percent depending on the whole block of outstand-
ing marketable obligations of the United States. It is entirely dif-
ferent from 

Senator MILLER. What you are proposing to do for example, is just
take item 3 in our bill but delete the 4-percent maximum; is that what
you are proposing?
Mr. CAMPBELL. That is correct, on the intermediate loans.
Senator MILLER. Yes.
Mr. CAMPBELL. And then let it ride up to 5 or 51/2 if that is the

determined figure for the formula.
Senator MILLER. Or 6 or 61/2?
Mr. CAMPBELL. You see, the rest of the loans above the intermediate

are based on a different formula which is the cost of money to the
bank for its current obligations. That is a blend of the capital cost on
the Class A stock and the debenture costs, and that may be an entirely
different figure from your computed figure based on the current yield
on outstanding obligations of the Treasury.

Senator MILLER. All you are doing then is you are suggesting we
take out our 4-percent ceiling in this intermediate loan?
Mr. CAMPBELL. That is the effect, that is the only thing that this

particular suggestion of the administrator's does.
Senator DOLE. You are not suggesting we change that to 5 or 6 but

just to eliminate 
Mr. CAMPBELL. Eliminate the ceiling on it so it will ride up and down

with whatever the average yield on Treasury obligations of long-
term maturities 

Senator DOLE. You don't think it will ride down?
Mr. CAMPBELL. We are hopeful that it might some day.
Senator DOLE. With reference to the fourth suggestion, as I under-

stand it, you are asking us to amend section 201 of the basic act,
the 1949 act?
Mr. WEITZELL. That is the recommendation.
Senator DOLE. What are we talking about there, as to a specific rate

of interest. The reason I asked the question, I can see some opposition
immediately to tampering with the original act. I know the cost of
money is higher to the Government than it was in 1949 and perhaps
they should pay the same rate as the Government. But, on the other
hand, there are some struggling REA or independent telephone bor-
rowers who receive a subsidy, in effect the cost of money to you and
the cost to them, but they still provide a service to the people. I am
wondering what the real impact of suggestion No. 4 would be.
Mr. HAMIL. It would be a little hard to answer immediately. Under

this provision, Senator, the administrator would have the authority
to make 2-percent loans to those borrowers who could pay no more
than 2 percent and still carry out the objectives which would be to
provide reasonable service at a reasonable—I should say good service
at a cost which would be reasonable in the area.

Senator DOLE. But if we accepted your suggestion would we have
in effect another interest rate. In other words would there still be
some entitled to 2 percent, some entitled to the rate provided in sug-
gestion 4, the intermediate loan, and the cost of money to the bank.
Would there be 4 categories of loans?
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Mr. WEITZELL. Senator, under section 201 the rate could vary from
2 percent to the cost of money.
Mr. HAMIL. That is correct.
Senator DOLE. If we accept your suggestion?
Mr. WEITZELL. If we accept this provision., the bank would have two

additional rates, the intermediate rate and the regular rate or the
cost of money rate.
Mr. TALMADGE. Senator Allen.
Senator ALLEN. Mr. Chairman, it seems to me the issue is simply

that the REA's, the local REA's, want the bank—the administrator
wants the bank. Unless this would be subsidized it has got to lend
money at somewhat more than it borrows money for. So there is no
need of one rate there. That is the going rate.
Now, over on the 2 percent that ought to remain 2 percent, and

that should be available to the REA's that cannot pay the higher rate.
The administrator would have some discretion here because he wears

two hats. He is head of the bank and he is the administrator as well,
so he would have his discretion, and the bank has got to make money,
it has got to lend at more than it pays. It is very simple. You need but
the two rates. Leave the 2 percent alone and let the bank rate seek its
own level.
Senator MCGOVERN. Mr. Chairman.
Senator ALLEN. It is real simple.
Senator MCGOVERN. I agree strongly with what Senator Allen has

said.
Isn't it a fact, Mr. Hamil, what you are asking for is really a blank

check from the Congress to determine what these interest rates ought
to be on an arbitrary basis. If we strike that 2-percent requirement
that has been in the law for the last 20 years it seems to me you are
removing the legislative guidelines; that in essence is what you are
asking for is endorsement from the Congress in advance for any-
thing you want to do with reference to who qualifies for the 2-percent
loan or at any level between that and the going rate provided in other
section of the bill.
I just say that in a State like mine, where you have an average of

less than two subscribers per mile, if we lost that 2-percent provision
we would be out of business. I don't know why, with as much leeway
as you have in the rest of the bill and two different levels, you need
to tamper with that historic 2-percent rate. It is still needed as much
as it ever was by these areas where there is a sparseness of population.
It doesn't seem to me the needs of those people have changed any
since 1949. Our population is the same today as it was then and the
cost of living has gone up.
Mr. HAMIL. Senator McGovern, under the terms of 4, the Adminis-

trator could and should take full cognizance of what you have said,
and there are areas in the United States, quite a number of them, I
want to tell you, Senator McGovern, and they are not all in South
Dakota either.

Senator MCGOVERN. No; I understand that.
Mr. HAMIL. And he could make these determinations, and I think

he would have to be reasonable about it in order that telephone service
could be provided in those areas as well as in some of the others, some
of the other areas that have had improved service and have started
to move up in population, and we have had that happen, Mr. Chair-
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man; hopefully, this would also provide an avenue for them to ob-
tain additional credit more than has been made available under the
regular section 201 program.
As I indicated in my testimony, we have got about 3 years of appli-

cations down in our office, if we were to make all of the loans and
using the amount of money that has been regularly allocated under
REA Act.

Senator MCGOVERN. I am not sure I understood your reply to Sen-
ator Talmadge's question here about how you would make the deter-
mination of who gets the 2-percent loans if, you know, you did that
on an arbitrary basis. Would you contemplate making economic stud-
ies on an exchange by exchange basis to determine what the condi-
tions are, that is the economic capacity of these various telephone
exchanges to pay given interest rates?
Mr. HAMIL. Well, we have to make pretty thorough studies to make

the loans we are making now, Senator, and as I think we indicated
to you, we have not developed the detailed criteria the chairman has
asked us to present to this committee, which we have agreed to do,
some guidelines that we hope might be applicable here and would
be satisfactory to the Congress for making these loans.
Senator DOLE. Mr. Chairman 
Senator MILLER. I am concerned about preserving this 2-percent

money, and I think the reason we put this intermediate rate in the
bill was to recognize, and I say this with all deference to my col-
league from Alabama, that it could be extremely difficult to manage
this thing if you had 2-percent interest money, on the one hand, and
maybe 8 or 9 percent, on the other, and we wanted to give you some
flexibility so that you could meet some of those needs in the inter-
mediate area. But if you come along and say: "Well, we will use the
intermediate area but it may reach 6I/2 percent because we are going
to take your 4-percent maximum out of there," I can see some merit
to that, but to couple with that the potential destruction of 2-percent
interest money, I think is going too far and I can see where you and
your people would get all bogged down in administrative studies to
try to implement this.
The virtue of Senator Allen's approach is that it is very simple.

We want to keep it simple but we think that the intermediate area is
needed to provide flexibility, and I just don't think we should go
too far.
Senator ALLEN. Would you yield there?
How are you going to have flexibility when money costs so much?

How are you going to have flexibility unless somebody is going to pick
up the tab?
Now, the bank is supposed to be self-sustaining. Now the 2 percent

is not self-sustaining. That, of course, is understood, but how are you
going to have flexibility when money costs so much?
Senator MILLER. Well, I think if you take a view of the overall pic-

ture you have got to recognize that you may be confined on the amount
of these intermediate loans. They may be very few in number, but they
certainly would be available to the Administrator to use in certain areas
where they can't go up to 8 but they can go over 2. I am not thinking
in terms of a lot of these loans in the intermediate area but it seems to
me that some flexibility is indicated.

36-613-69-4
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Anyhow, that was the intention behind putting this intermediate
rate in and I think you can accommodate 
Senator ALLEN. What would be wrong with the mix of the two, some

.2 percent and some from the bank?
Senator MILLER. That is correct.
Senator DOLE. If somebody makes an application for a 201 loan and

he is eligible for a loan under the bank at the intermediate or the
higher rate you don't have to approve the 2-percent application, do
you ? Can't you accomplish the same objective by rejecting his appli-
cation for a 2-percent loan and suggesting he go to the bank for his
money?
Mr. HAMM. Yes it could be, Senator Dole. As the circumstances

prevail right now we have $340 million worth of applications and ap-
proximately $125 million to loan.
Senator DOLE. Because you have enough bona fide applications that

deserve 2-percent money there is probably no problem right now. You
have got more applications that you have money. But we discussed
this in the House last year that you really accomplish your objective
by suggesting the applicant go to the bank. Second, if we tamper with
this bill on the Senate side, I believe we would be backing into a buzz
saw with reference to any action in the House. I know they feel very
strongly about not tampering with section 201.
If you want to introduce a separate bill to accomplish what you sug-

gest in number 4 then perhaps we should consider that, but I think
to make it a part of the telephone bank bill would end up defeating
the entire program.

Senator ALLEN. Responding again to what you suggest, Senator
Miller I don't believe we are far apart at all on the thing, on the flexi-
bility f:lecause, as you say, there is a certain amount of 2-percent money
available and then over here is the intermediate money that would be
available at the going rate. I agree with Senator Dole that if we tamper
with the 2 percent we are going to get into trouble.
Senator MILLER. I agree with him, too.
Senator ALLEN. I am opposed to that.
Senator MILLER. I can't disagree with you from the standpoint of

'quantity because I think you are eminently sound on that. My own
point is that there might—there will be a relatively small amount in
this intermediate area which will enable the borrowings to be sus-
tained which will enable the Administrator to have flexibility to that
extent, which he should have, I think, to accommodate those that can't
go up to 8 or.9 and those that are not eligible for 2.

Senator ALLEN. Yes, and as was suggested a moment ago, possibly
to start with the bank is just going to lend this 2 percent money of the
Government's $30 million at 4 percent or 3 percent on that.
Senator MILLER. They can do that but I detected from the Adminis-

trator's testimony if we keep the 2 percent, the regular 2 percent, that
is one thing. On this other 2 percent they would use that not for 2
percent but would use it for a blend in this intermediate arrangement
and if they do that—

Senator ALLEN. No, Senator. The blend was on the 2 percent with
the 201 with the other, not the blend inside the bank. That would be
the way I understood it.

Senator MILLER. I didn't understand it that way.
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Mr. HAMIL. It could be that we would have to take some of the 201
money, Senator Allen, to blend with some of the other bank money to
get the rate necessary.

Senator ALLEN. That is what I was talking about.
Mr. HAMIL. And to bring the rate down to a point that the borrower

-would he able to pay and still provide the service.
Senator ALLEN. Another point, you are going to blend in the entire

bank.
Senator MILLER. That is what I thought you were going to do. Be-

cause to the extent you do what you just suggested you are going to
greatly diminish, in fact you could completely throw out, the 2-per-
cent interest money under 201, and I don't think we would want that
to happen.

Mr. HAMIL. I don't think, Senator Miller, that you would throw it
.out. There are some borrowers who will, who could not go beyond that.

Senator MILLER. Well, suppose, for example, your studies indicate
that $300 million worth of applications were sustainable at 2 percent,
that you had a number of other applications that could go beyond 2 per-
cent but they couldn't go up to 8, they could maybe hit 4 or 5, and you
-had $300 million that you could lend at 2 percent. Would it be your
thought that you would take maybe $150 million of that to satisfy
half of those $300 million loans that are sustainable at 2 percent and
then take the other $150 million and throw it in to make a blend in
the intermediate system?
Mr. HAMIL. Well, if this were the case, that would be a way to do it,

.Senator Miller.
Senator MILLER. It would be a way to do it but I personally would

think it would be unfortunate if it turned out that way because if you
have sustainable applications at 2 percent I wouldn't personally want
to see you drain that out of the 2-percent interest money and put some
of it over to make it a blend and that is why I thought in my colloquy
with Senator Allen we were talking about the 2-percent money within
the bank.
Mr. HAMIL. Well, if I may offer a comment, and this is just strictly

.a comment, there are $340—$350 million worth of loan applications in
the office of REA at this moment. There are many of those applicants,
I am sure that would be very happy to be able to obtain loan funds
from REA at a rate higher than 2 percent if we had the money. We
don't have the money. We have, apparently are going to have, $125
million dollars, so we are going to have to do the best job we can of
sorting the $350 million of applications; as a matter of fact we don't
have $125 million today, Senator, we have already loaned some of it.

Senator TALMADGE. If I may interrupt at this point, Mr. Hamil, that
is a sticky issue that several Senators have commented on this morn-
ing. We have requested of you and you have agreed to submit to us
some recommendations for appropriate guidelines in this area. We
could continue discussion on this question all day, but we have a great
number of witnesses and the Senate is already in session. At least one
-witness has to leave for California at 1 p.m., and I don't know how
long we are going to be able to continue here. If you will submit your
recommendations in that regard this subcommittee will consider them
'carefully.

Senator Bellmon hasn't had a chance to ask a question.
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Senator BELLMON. I don't want to ask any questions at this time'
but I do have some questions to ask him later. Will he come back to,
testify?

Senator TALMADGE. I think he should come back with his recom-
mendations as to what the interest rate is going to be and under what
circumstances, because, as I see it, that is the only sticky issue in the
bill. I think everybody is in favor of trying to do something to help
these rural people get adequate telephone service, but I doubt that this
committee is going to want to leave it to you to fix any interest rate for
any borrower under any circumstances as you see fit.
Senator DOLE. Would they include in that study this so-called appli-

cation within the bank? I am not certain I understand that and I
thought I understood the bill fairly well.

Senator ALLEN. What I meant by that, you have got $30 million
that the Government puts in at 2 percent. Well, obviously there could
be a mix on the next $30 million in loans, $60 million, but when you
try to blend $30 million in with $240 million you have a blend about
like a chicken with a horse, you see, to end up with a blend so you can't
blend much of $30 million into $240 million.
Mr. WEITZELL. Mr. Chairman, on this point, I would like to point

out that the possibility of getting $240 million is some ways down the
road, Senator. There would have to be quite a bit of experience ac-
cumulated in the REA program before we could hope to attract that
kind of money from the private market in order to give us that
amount of loan funds.
There is another point that I think we might clear up just a bit

here, and I think Senator Dole was referring to it just a few minutes
ago. It would be possible, as we understand it, to make an intermediate
loan, as the bill is now written, at 4 percent and also a cost of money
loan or a regular loan at a higher rate to the same borrower in order
to get a blend of a rate—intermediate rate.
Senator TALMADGE. And 2-percent money from the Government so,

you would have three different rates to the same borrower.
Mr. WEITZELL. Well, that would be possible, but very likely it would

be impractical to go to that extent.
Senator MILLER. Mr. Chairman, could that study include a little dis-

cussion about the use of 2-percent money under 201 in connection with
this intermediate rate.
Senator TALMADGE. Mr. Hamil is coming back at a later date for

further comments.
Senator BELLMON. Mr. Chairman, I would like some additional in-

formation on this study. Can you give me some indication of what
percent of my phone bill as a telephone user represents the use of
money, in other words if the interest rate doubles what will be my
phone bill?
Mr. HAMIL. Yes, sir.
Senator ALLEN. I was just going to suggest that the point I was

making we were talking about giving the Administrator discretion, I
feel he should have full discretion over in the management of the bank
but leave the 2-percent money under 201 intact. There is no need of
putting a limitation on him on the operation of a business operation
there on borrowing money. It will seek its own level. Leave the 2-per-
cent limit intact and give all the discretion he wants over there in the
operation of the bank and we would have a sound system that way.
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Senator MILLER. I had a question on another subject, Mr. Hamil.
Under our bill—and, by the way, I want to thank you very much for

iyour friendly testimony n support of this bill of which I am a cospon-
sor—class B stock would be a required investment for borrowers, but
I am worried about class C stock.
Suppose you have a number of these rural electrical phone coopera-

tives who have some substantial reserves. There may not be very many,
but suppose you do. Why shouldn't there be a requirement that some
portion of those reserves be put into this class C stock. After all this
legislation is designed for the whole rural telephone system's benefit.
Would it be untoward do you think to have a requirement that 5 per-
cent of reserves over a certain amount or 10 percent be invested in this
bank?
Mr. HAMIL. I can tell you one thing if yOu put it in there, Senator

Miller, and we were administering it, we would sure carry it out.
Senator MILLER. I am sure you would carry it out but you have had

a great amount of experience in this field which I have not but, as
you well know, there have been suggestions made for required partici-
pation on the part of cooperatives in this bank, and I would like to

• have your views on that.
Mr. Hamm. Well, you are requiring here that 5 percent of the

loan 
Senator MILLER. I am not talking about the B stock, I am talking

about the C stock because you are going to have a lot of these people
• who are not borrowing today but they may be borrowing tomorrow. So
why shouldn't they participate today, if they have the reserve

.capability?
Senator TALMADGE. Some of them won't borrow if it is compulsory

unless it is refunded in full because the rate is limited to interest rates
• on class A stock, which is 2 percent.

Senator MILLER. That is true, but why shouldn't every member of
this system participate if they have certain reserves. Some day they
are going to benefit from it. It is for the good of the whole system. This
has been a suggestion which has been kicked around during considera-
tion of a nurnber of bills not only this one but the rural electric bills
also.
Mr. 1-TAMIL. Well, the Association is now setting up a finance organi-

• zation called CFC, Cooperative Finance Corporation, and they are
capitalizing it from reserves which have been accumulated from mar-
gins earned over the years by the member associations who have
borrowed from REA. Now that is a private, not a Government entity
like this one is. This is a checkoff arrangement here, Senator Miller, in
which they are going to be required to put up 5 percent of their loan
into the stock of the bank under the same provisions as have been
used by the Farm Credit System which has worked remarkably
well.
Senator MILLER. I understand all of that but I would like to have

your response to my question.
Mr. HAmIL. If you put it in the act we will administer it.
Senator MILLER. Well, yes, sir ; but what is your observation on

something like this g
- Mr. Hamm. What I do, Senator Miller, is this. I am encouraging

the borrowers from REA, whether they be electric or telephone, to
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reinvest in their own system every dollar that they can accumulate

over and above that which is absolutely necessary to run the business

and have a reasonable little nest egg in case of a daily emergency on

hand; I am encouraging them to invest in their own business.
Therefore, it would not be hard for me to stretch my statement and
to say then, If you can't invest it or you don't want to invest it in
poles or wires or switchboards, then you ought to invest it in your
financial institutions. It is a matter of persuasion. If the Senate puts
it in the bill, I would administer it. What I am doing now as your
administrator is to encourage them to do just exactly what you are
saying.

Senator MILLER. Would you give us a comment in connection with
that study of what kind of a workable approach this would be?
Mr. HAMIL. All right.
Senator MILLER. For example, whether it should be a certain per-

centt 5 percent of reserves over a certain amount so that we might
consider that when your study comes up.
Mr. HAMIL. We will prepare something. This takes just a few days

on this one because I think we would need to review this with several
of the entities borrowing money.

Senator TALMADGE. You can take some time because it will take some
time to print the record of these hearings. Any further questions?

Senator MCGOVERN. Mr. Chairman, I have a statement which I
would like to file in the record.
Senator TALMADGE. Wait a minute do you have any questions of

Mr. Hamil ? Thank you very much, Mr. Hamil, we appreciate your
testimony and at a later date, when the record is prepared, we will
call an executive session of the subcommittee. At that time please come
back with some recommendations regarding the interest rates, and
the other information that Senators have requested of you specifi-
cally what Senator Miller requested about the class C stock. At the
appropriate time, we hope we can get a quorum to mark up the bill..
Thank you very much.
Mr. HAMIL. Thank you very much, Mr. Chairman.
Senator TALMADGE. Senator McGovern, I am sorry to keep you

waiting. You were the first witness on the list this morning but un-
fortunately your plane was delayed and we proceeded with Mr. Hamil
and Senator Dole. You may file your statement in full and you may
make any other statement you wish to make at this time.

STATEMENT OF HON. GEORGE McGOVERN, A 'U.S. SENATOR
FROM THE STATE OF SOUTH DAKOTA

Senator MCGOVERN. I just want to say very quickly, Mr. Chairman,
this bill S. 1684 has been cosponsored by 23 Members of the Senate.
It is similar to the legislation which cleared the House committee and
I am very hopeful that this legislation or something similar to it can
be passed. I think the rural telephone users are in a real crisis in
terms of financing but I am very much concerned about the removal
of the 2-percent interest provision which has been in the legislation
from the very beginning. I recognize that to be a subsidy but I think
it is a subsidy that is clearly in the public interest and that is the
one point about Mr. Hamil's testimony that I feel strongly about.
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I hope the committee will stay with the .provisions that are out-
lined in S. 1684 or in Senator Dole's bill which would provde for the
continuance of the 2-percent funds for those systems which have less
than three subscribers per mile. That is a principle, I think, which
is sound and one I would hope the committee would approve.
I would like to haye the entire statement made a part of the

record. •
Senator TALMADGE. Without objection the entire statement will be

made a part of the record at this time.
(The statement is as follows:)

STATEMENT OF HON. GEORGE MCGOVERN, A U.S. SENATOR FROM THE STATE 01
SOUTH DAKOTA

Mr. Chairman, it is a pleasure today to recommend, as its sponsor and on behalf
of 23 cosponsors, that the Committee act favorably on S. 1684, to create a system
of supplemental financing for rural telephone borrowers.
Those of us in the Senate who represent states with large rural areas know

of the job the REA telephone loan program has done in the 20 years since its
inception. Under the REA Telephone Act of 1949 we have helped to build or
improve more than one-half million miles of line, serving 2.3 million rural sub-
scribers. Service is now supplied to more than 80 percent of the nation's farms,
compared to less than 40 percent only two decades ago.
Because customers are widely separated—averaging only 3.7 per mile of line,

compared to over 40 for the Bell System—this service can only be improved and
extended if low interest capital is made available. And the need for improvement
is indeed extensive.
The preponderance of telephone service is still offered in rural areas on an

outdated eight-party basis. This was a significant advance fifteen or twenty years
ago when having a telephone at all was a rarity. Since the enactment of the
Telephone Act of 1949 then, however, telephone usage has tripled, leaving
today's eight-party service as the actual equivalent of 24-party service in 1949.
The need for improvemetn is now nearly as critical as were the original needs
for service itself two decades ago.

This legislation is offered in recognition of these rising needs and of the fact
that appropriations of REA 2 percent funds have not been adequate to meet
them. At the end of fiscal 1969 rural telephone systems had loan applications
totaling $347 million for which there were no funds on file with REA. This
represents a backlog of fully two and three-quarters years at the present loan
authorization level. Moreover, the most conservative estimate of future capital
needs of these systems is close to $4 billion over the next fifteen years.
The supplemental financing plan we have under consideration was developed

by REA telephone borrowers themselves as a means of meeting the excess of
their capital needs over and above what they expect Congress will be willing to
supply through the existing loan program. Representatives of the borrowers are
here to describe the operation of the new system in some detail, although its
concept should be quite familiar. The bank which would be created is similar
in design to the Federal Land Bank system. The bill is enabling legislation,
aimed at assisting REA telephone borrowers to enter the private money market
and, eventually, to own and control their own source of supplemental financing.
The House Agriculture Committee has voted 18 to 3 in support of a similar
proposal.
Beyond the provision of a supplemental source of loan capital, S. 1684 seeks

to reduce and eventually eliminate the dependence of telephone borrowers on
the Federal government. In this connection I want to emphasize the importance
of its "stepping stone" approach. The bank will make new loans available at two
rates—a full bank rate of interest, based on the cost of money to the telephone
bank, and an intermediate rate determined by the current average market yield
of marketable securities of the United (States having maturities comparable to
those of the loans, but with a ceiling of four percent. Both of these types of
loans would be used to supplement the existing two percent program.

S. 1684 provides that all borrowers with a ratio of fewer than three sub-
scribers per mile of line will still be eligible for 2 percent-35 year RE'A loans.
Speaking as a South Dakotan I feel I can testify strongly to the need for this
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provision. In my state we have 14 REA telephone borrowers 
with an overall

average of only 1.8 subscribers per mile of line. They ar
e, for the present,

totally unable to move to a higher rate. For them, an end 
of 2 percent loans

would in most cases means the destruction of their future f
inancial vitality.

The telephone business is capital intensive. To continue to 
offer efficient

service, to prosper, or even to survive, these rural systems mu
st have an ex-

panding supply of money at rates they can afford to pay. Acti
on on this leg-

islation will aid greatly in assuring that REA telephone borrow
er systems will

have the ability to continue and complete the work they have 
so ably done to

date.
Mr. 'Chairman, I would like at this point to take note of the r

eport on this

legislation supplied by the Department of Agriculture, and to 
express my

special concern about the fourth recommended amendment contai
ned in that

report. It asks, as you know, that the present two-percent REA 
telephone loan

interest rate be made "flexible."
The Administration asks that the rate be set so that it will cover the 

Govern-

ment's interest and administrative costs and probable losses—except 
in those

cases where the Administrator of REA determines that a lower r
ate, not less

than two percent, is necessary to provide service without "an excessive
 increase

in the rates charged by the borrower to its subscribers."

This recommendation should be rejected by the Committee.

In the first place, it presents an obvious contradiction to the Congres
sional

policy of the 1949 telephone amendment to the Rural Electrification A
ct. The

declared Congressional policy is "to assure the availability of adequate telep
hone

service to the widest practicable number of rural users."

An already hard-pressed and undercapitalized rural telephone industry could

not accomplish this objective in the face of an REA interest rate at least double
—

and probably triple—the present rate.
There can be no doubt that rate increases to rural subscribers would be the

result of the so-called "flexible" rate. The question would then become whether

•or not this increase would be "excessive." This determination appears to be the

,ole criterion upon which would be based the determination of which system has

to pay a rate reflecting the government's cost of interest and administration, or

which one might receive a lower rate.
I submit that a good case could be made for the contention that rural people

already pay "excessive" telephone rates in terms of what their neighbors in the

city pay. Whether or not this is true—and I believe it is—the criterion of "ex-

cessive" rates is certainly not a sturdy one upon which to build a so-called

"flexible" interest rate. It would inevitably result not only in higher rural tele-

phone rates, but in making the long-accepted principle of area coverage a slogan

rather than a practice. Further, quality of service to existing subscribers would

also be adversely affected.
Beyond the determination of what rate is "excessive" are more fundamental

questions. This Committee is well aware of the problems facing rural America,

but I would like to briefly review them with you.
Rural Housing.—Over half of the nation's substandard homes—more than

four-million—are in rural America. Many who live in these homes are old. Many

are poor.
Community Facilities.—Nearly 30,000 rural communities are without adequate

water systems. About 45,000 are without sewer systems. Thousands lack medical

centers, public libraries, good schools and recreation programs.
Jobs and Training.—Few of the nearly 14-million new jobs created in the last

15 years were in rural America. Rural unemployment figures in many areas run

as high as 18 percent.
The lack of opportunity, the lack of community facilities and adequate hous-

ing are combining to drive more and more of our rural citizens to the city, where
they rarely find conditions much better. Former Kentucky Governor Edward T.

Breathitt, Chairman of the President's National Advisory Committee on Rural

Poverty, summed up the problem this way:
"Poverty and misery are highly transportable items. Both apparently love

company and so their movement is almost invariably from the isolation of

rural areas to the congestion of our cities.
"There quite often—they explode and the damage of their explosions is one

of the prices we pay for our neglect of rural education, rural health, rural trans-

portation, rural housing and the rural economy."
Our efforts today should be directed toward strengthening rather than weaken-

ing programs which benefit rural America. The rural electrification program and
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its offspring, the rural telephone program, have demonstrated that there is a
way that we can improve conditions in out-of-the-way areas. And they are the
foundation upon which we can build these improvements.
The Administration recommendation to in effect eliminate the two-percent

REA telephone loan program represents a weakening of the concern we all
have about improving rural conditions so that the effects of these conditions
do not spill over into our cities with disastrous consequences.
Programs and funds for the basic facilities required in rural areas—power,

communications, housing, water, sewage disposal, transportation—need to be in-
creased rather than decreased to achieve the rural-urban balance that political
leaders of all parties have embraced.
I do not have to remind the members of this Committee of the success of either

the rural telephone or rural electric program. Both have been widely commended
as the type of program that should be used in other types of government-
incentive programs.
Almost exactly 20 years ago the Congress passed the telephone amendment

to the Rural Electrification Act. The comments of the House Agriculture Com-
mittee in its report accompanying the bill are still pertinent today:
"The 2-percent-interest rate provided in this bill is clearly a form of subsidy

from the standpoint of the borrower, even though it may not cost the Govern-
ment anything and may, therefore, not be a subsidy from the Government's stand-
point. However it is a subsidy of the most desirable type, since its benefits will
accrue only to those who have the initiative to undertake the expansion and
development of the Nation's physical assets. It will be a stimulus to activity,
development, and production instead of—as in the case with some subsidies—
a reward for maintaining the status quo.
"In any event, it is a subsidy which will cost the Nation very little—merely

the difference between the interest paid by the Federal Government on the money
it borrows and the 2-percent interest at which it is loaned to telephone com-
panies. Actually, the increased taxation and other direct benefits to the Federal
Government from the augmented business activity which will result from the
manufacture and installation of millions of dollars' worth of new telephone equip-
ment, will probably more than offset 'the cost of the loans to the Federal Treasury,
even during times when Federal borrowings are at a rate in excess of 2 percent."

All of us know—and regret—that Federal borrowings are at a rate well above
2 percent. We hope that this will not always be the case. In any event, I believe
the Congress was right in saying in 1949 that the two-percent rate was a "desir-
able type" of subsidy and that, in fact, the cost of the subsidy would be more
than offset by benefits accruing the Government.
And, in spite of today's high interest rate, I believe these observations are still

true.
Mr. Chairman, I do not believe that time has—or will—come when we should

set out deliberately to destroy a program that has meant so much to rural
America.

Senator TALMADGE. Any questions of Senator McGovern?
Senator ALLEN. Senator McGovern, I am happy to be one of the

cosponsors along with you on this bill. I was wondering, some of the-
questioning of Mr. Hamil, some of the limitations, brings to mind
some of the limitations on the lending power of the bank, here on
page 190 , the intermediate loans item (3) of (b) there that interme-
diate loans shall bear interest at a rate equal to that determined by the
Secretary of the Treasury, and so forth, or (ii), 4 percent per annum,
whichever is lower.
Senator MCGOVERN. Yes.
Senator ALLEN. SO I was just wondering if that is a practical limi-

tation when we are going out in the market and raising money through
debentures?

Senator MCGOVERN. Senator Allen, when you said a while ago that
I agreed strongly with your analysis, I was referring to your defense,
of the 2-percent system.

Senator ALLEN. Yes.

•
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Senator 1VIcG0vERN. I do think that the point Senator Miller has
made in defense of this intermediate range at not more than 4 percent
is a good one. It does seem to me that there need to be some kind of
guidelines, some legislative guidelines which, in effect, will make the
.administrators job easier, less cumbersome. I think there is something
to be said for net having it an either/or theory or situation where you
,either give a prospective buyer a 2-percent loan or you take him all the
way up to 61/2 or 7 or 8 percent. That is really the reason for that
4-percent limitation.

Senator ALLEN. How much money do you think we would be able
to go out in the market and borrow where the collateral we are putting
up are 4-percent loans?

Senator MOGOVERN. I don't think you could get any. I think what
this is another subsidy, but it is on a somewhat higher level.

Senator ALLEN. Where is the subsidy coming from? There is not a
'subsidy provided in the bill. Where is the subsidy coming from?

Senator 1VIdGovERN. Well, it is coming from the same place, the 2-
percent money is.
Senator Aux-x. No, sir; this doesn't provide for any subsidy. It

provides for investment by the Government in stock. It doesn't pro-
vide for any subsidy. It says it is going to pay its way, not even
giving any guarantee of the security or the interest exemption or
anything.
Senator McGovERN-. Senator Allen, I don't know how much money

we are talking about on that provision but my guess is that the
amount the Government would have to make up is probably rather
small. I can't answer that question though with any certainty. It may
be that there is a funding gap there in the bill that the committee will
have to take a look at.
Senator TALMADGE. That is the reason I asked Mr. Hamil to come

back with some proposed recommendation on this interest rate.
Senator MCGOVERN. Yes.
Senator TALMADGE. I think the point that Senator Allen makes is

very valid. You can't take notes to loan from the REA at 2 percent
and offer them to the public while the only security is the assets that
you expect them to subscribe for with a going interest rate at 8, 10
percent.
Senator MCGOVERN. I think this is an unanswered question.
Senator TALMADGE. If there are no further questions, thank you

very much.
We will call next Mr. David C. Fullarton, executive manager of

The National Telephone Cooperative Association.
Mr. Fullarton, you may file your statement in full in the record,

.and you can summarize it as briefly as possible. We have some other
-witnesses.

,STATEMENT OP DAVID C. PULLARTON, EXECUTIVE MANAGER,
NATIONAL TELEPHONE COOPERATIVE ASSOCIATION

Mr. FULLARTON. Sir, I would be happy to file my statement and
'summarize it most briefly.

With me, Senator, to assist in any questions on my left Mr. James
L. Bass from Carthage, Tenn., general counsel of the National Tele-
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phone Cooperative Association. On the right of Senator McGovern is
Robert E. Jamison of Conway, S.C. Mr. Jamison is president. If I
may begin 

Senator TALMADGE. Your organization is cooperatives now, not in-
dependents?
Mr. FULLARTON. That is right, sir. We represent the Nation's 231

telephone cooperatives. In response to comments made earlier however
by Senator Holland and Senator Dole, I would like to point out that
we feel that our interests in this legislation in the REA program are
identical with those of the REA commercial borrowers, particularly
small ones, and we make no effort to make the corporate structure
distinction and I don't think it should be made.
Second, the question that Senator Allen and Senator McGovern are

just discussing, I think, is quite easily answered by the way the bill
is written.
The bank is set up to operate on a concept of mixing funds. Within

the bank you have four different kinds of stock. You have class A stock
Thy the Federal Government at 2 percent return, you have class B stock
with an estimated zero return. Class C with some other interest rate
:and debentures at some further 

Senator TALMADGE. Class C stock now is limited during the Govern-
ment ownership to 2 percent.
Mr. FULLARTON. I don't believe so, sir.
Senator TALMADGE. You are not going to get investors at 2 percent.
Senator ALLEN. Yes.
Mr. FULLARTON. Class C stock is limited to the market yield, I be-

lieve, not 2 percent.
Senator ALLEN. It is in-
Senator TALMADGE. I have been corrected by the staff it is limited

to the amount paid on the debentures.
Mr. FULLARTON. It is set up so that you put in money at four differ-

ent rates, debenture rate being high, and class B zero, and the Govern-
ment low and you can get a various mix depending on market condi-
tions. This is what generates funds for the intermediate program and
it is subsidized by the class B stock and the 2-percent dividend on the
Government stock. I believe that is the question the Senator was trying
to get answered before.
I will be very brief, and again I appreciate your consideration in.

-allowing me to appear this morning in support of the Nation's tele-
phone cooperatives for this legislation was predicated on two basic
"concepts. One of them has been discussed in detail here this morning
and that is the continuation of the present 2-percent program as speci-
fied by the Congress, and such has been a matter of public policy for
20 years, in fact 20 years last October 28.

Second, we believe that this legislation, if it should be placed in
effect, should be sufficient to satisfy these supplemental needs of the
borrowers.
Now, there are a great many difficulties here, particularly with the

present economic conditions in this country. The thing that determines
whether it can meet those needs is primarily the debenture rate the
private 'money market debenture rate. The House Agriculture oom-
mittee, in fact, increased the flow of money into the bank, not in vol-
ume, not in total dollars but at the rate it went in. They changed it
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from a 15-year rate to a 10-year rate at $300 million in order to par-
tially offset the increased interest rate in the private money market.
We think that, first, the 2-percent program should be maintained at
least at present levels and that the bank is structured on that premise
and, second, that the bank conditions should be such that it meets the
supplemental needs for funds of the borrowers.
I would frame the rest of my remarks in reference to the recently

published position of the administration. There are four points as they
summarize their position. With all due respect to Administrator
Ha,mil, I find some issue with all of them. The first two points deal
primarily with the Government Corporation Control Act and we
agree with the administration that we see no reason for Government
involvement in the bank after the Federal capital has been retired.
However, the bill presently provides for a mixed ownership Govern-

ment corporation. As I understand the administration amendments
they would make the bank a wholly owned Government corporation
until full retirement of Government capital. I don't think this is con-
gruous with the intent of the legislation. I think it is unwarranted—
particularly due to the fact from the very beginning there will be pri-
vate capital involved. Since the private capital is there, legislation
passed by the House Agricultural Committee and introduced in the
Senate provides for a mixed ownership corporation.
As to points 3 and 4 which deal with interest rates, the 2-percent

loan program and the intermediate program. Point No. 4 is most star-
tling and least _palatable, at least as it recommends to us the virtual
elimination of the 2-percent program. If that program were not longer
needed it would be one thing. But it is desperately needed by the tele-
phone borrowers. I represent the telephone cooperatives, particularly
the telephone borrowers serving the most sparsely populated areas of
the United States. We think the 2-percent program should be allowed
to continue and be used for the original purposes. It is on the way to
achieving them and it has done a good job. We think that job can be
completed so far as the 2-percent program goes within a reasonable
number of years.
As to the intermediate lending program, the intermediate program

was designed as a stepping stone to interest rates more in line with
market conditions. That is why it is in there. It is temporary and it
will cease after 15 years of bank operations and we feel to remove the
4-percent limitation on it, as the administration suggests, will only
make it that much longer before these borrowers can graduate from
2-percent loans—it is easier to go from 2 percent to 4 percent than it
is from 2 to 6, and for this reason we support the intermediate pro-
gram. We think the 4-percent limitation ought to be in there. The
combination of the administration amendment results in a completely
variable interest rate from 2 percent up to some unknown rate. With
all due respect to administrator Hamil his position is not a permanent
one. Administrations change and administrators change and the ad-
ministration's recommendations imply that the interest rates should
be set by administration discretion rather than by rule of Congress.
We believe the choice is clear. We believe Congress should set the
interest rates. We believe the stepping stone approach to eventual'
market financing is a sound one, and we believe criteria which are in-
cluded in the bills like the three subscribers per mile criteria which,
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allow them to stay with 2-percent money, this reflects economic. condi-
tions in density: The net worth requirement that is in Senator Dole's
bill reflects their financial maturity and stability. These things are
important, they are criteria set by the Congress as to who could get
what interest rate and, by the way, we do support both bills. We have
no objection to the net worth requirement. That requirement was put
in there in executive session in the House and we were not privy to any
of the considerations that went into this. We think perhaps some study
of just what level should be set as the dividing line is necessary and I
think Senator Dole has indicated he agrees with this and we would
be happy to submit any such of our recommendations that deal with
this.

Senator TALMADGE. We would be happy to have your recommenda-
tions.
Mr. FULLARTON. I would be delighted to present them, Senator.
We have been round and round on this legislation in the House, as

Senator Dole knows, and many, many of the points of issue have been
resolved.
We were talking about voting by Class C borrowers; the one man-

one vote provision was resolved after some argument in the House.
Basically I think what you have to remember about this program,

is that the REA telephone program—and we hope it is going to
eventually involve the 2-percent money and a separate entity of the
bank—is itself net a program for companies nor is it a program
for cooperatives. The program is designed to benefit the people of the
-United States and particularly the people of rural America, and when
you talk about returns on invested capital, et cetera, we are talking
about companies and I think administrator Hamil stated quite ac-
curately that the 'benefits of this program have over the years gone
to the people of rural America and that is where they belong.
If people are going to live in rural America, and we want them to,

I think, this has to be the kind of place they want to live, it has got to
have telephone and schools and hospitals and all other things. Basic
to this are opportunities in rural America and opportunities mean
business and business means communications as well as individuals
who reside there. So we think that modern reliable telephone service
is essential to rural America and we think this bank bill is essential
to getting the telephone service out there. Thank you very much. I
would be very happy to answer any questions.
Senator TALMADGE. Any questions?
Senator Allen?
Senator ALLEN. Mr. Fullarton, I believe wholeheartedly with your

thought that we must leave the 2-percent money provided by section
201 intact, and we want to, or I want to, arm you with a bill that will
be meaningful and will allow you to go out in the money market and
borrow money on debentures and that will not limit you merely to the
$30 million that the governments put in each year, plus the 5 percent
on loans which would be then a million and a half dollars, so you
would have $311/2 million to lend if you are going to insist on a 4-per-
cent maximum on some of your loans without any limit there.
Now, you go out in the money market with a security that is not

tax exempt, it is not guaranteed by the Government, it is guaranteed
only by the assets of the telephone bank and you say "Gee, I want to
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borrow $200 million and we are going to put these mortgages that we
take from the REA's, local REA's," and we may lend that whole
amount out at 4 percent. There is no limitation on the amount you can
lend at 4 percent, "and we want to borrow this money on these deben-
tures, we will pay the 7 or 81/2 percent, and we will go back and have
the authority to lend every dime of it at 4 percent." You are going to
limit yourself under a bill of that sort to lending the $30 million that
the Government puts in.
Now, you want flexibility. It would seem to me that you would have

flexibility by your mix of the 2 percent in the direct loans plus the loans
that are at a realistic figure and not trying to borrow money because the
average investor, he is a little bit harder to deal with than the Govern-
ment contribution, and you are not going to be able to borrow that
money if you don't put some kind of limitation on how much money
they can lend at 4 percent. Would you feel that that is logical, that
analysis?
Mr. FULLARTON. Well, sir, if I understand your question properly

you are discussing about the ability to sell debentures 
Senator ALLEN. That is right.
Mr. FULLARTON (continuing). At whatever the market rate is versus

the specific lending operations of the bank and how they would work.
As I understand the legislation, a certain amount of bank loans'

would be going at cost of money to the bank which would be the &ben-,
ture rate minus-their administrative expenses.

Senator ALLEN. What is the rate?
Mr. FULLARTON. There is no rate, that is the eight times limitation.
Senator ALLEN. You are putting a 4-percent limit on some of that?
Mr. FULLARTON. Yes; I am going to say that is part 1 of the bank

lending program. On the other hand, the legislation says that the bank
can go out and borrow debentures in the same group or separate group
that they would inject into an intermediate program which is a sub-
sidized rate of interest. How much can they get? I will give you an
example, one of the examples we worked out 2years ago, which was a
different market condition. We were estimating that 51/2 percent
debenture rather than 8 which it is now with the Government inter-
jection of capital, we figured we could get just over $100 million a year.
at 51/2 percent. If it is less we will get less, maybe $60 million but the
bank lending program continues. But the limitation they put on it was
15 years, and felt this was a sufficient time to get these borrowers on
the steppingstones to the market rate of interest.

Senator ALLEN. The question I am asking, Should there not be
some kind of a limitation on the amount you can lend at 4 percent ?
Mr. FULLARTON. I have no particular objection to a sufficient statu-

tory limitation, but a manager of the amount you can lend at 4 percent
is limited by the debenture rate, it is absolutely limited.

Senator ALLEN. HOW is it limited?
Mr. FULLARTON. Because to lend money at 4 percent you have to mix

funds and if you only have $30 million at 2 percent you can only get so
much at 8 percent.

Senator ALLEN. The point I am making you go to the lenders or
purchasers of the debentures and say "I am going to take this money
and I have got authority to lend it out at 4 percent. There is no limit
on how much I can lend at 4 percent," how are you going to----
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Mr. FULLARTON. The balance sheet of the bank dictates how much
you can lend. If you only have $30 million at 2 percent, in order to
lend 4 percent you can only use debentures, say, in the amount of
additional $25 million otherwise you can't lend it at 4 percent. The
bank would be broke.
Senator ALLEN. Why not put that in instead of giving carte blanche

authority for lending all of your funds at 4 percent.
Mr. FULLARTON. I would not have any knowledge as to what per-

centage you would use but the fiscal situation limits it.
Senator ALLEN. I would say it does limit it. It would limit it to

where you wouldn't be able to borrow the money, you would limit it
to $30 million.

Senator Doug. Just a comment because I know Mr. Fullarton has to.
leave. As he pointed out we have been over this precise question a
number of times on the House side but since Senator Allen has
raised the question, I know Dave Fullarton well enough to know that
he will come up with some suggestion that we can rely on. I certainly
commend you for a good statement.
Mr. FULLARTON. Thank you, Senator.
Senator TALMADGE. Thank you very much, Mr. Fullarton.
(The prepared statement of Mr. Fullarton is as follows

STATEMENT OF DAVID C. FULLARTON, EXECUTIVE MANAGER, NATIONAL
TELEPHONE COOPERATIVE ASSOCIATION

My name is David C. Fullarton, I am Executive Manager of the National
Telephone Cooperative Association. NTCA is the national service organization
for the nation's 230 telephone cooperatives. These telephone cooperatives pro-
vides service to more than 600,000 rural establishments in 31 states.
The member systems of NTCA obtain long-term capital financing through

the present REA direct loan program and thus have an immediate and vital
interest in legislation affecting this program. It is through REA that more
than 50% of the present subscribers of telephone cooperatives first could obtain
telephone service.
The REA direct loan telephone program has been one of the most successful

undertakings of the Congress. Telephone cooperatives and other REA borrowers
have made remarkable progress over the past 20 years in bringing telephone
service to the rural areas of the nation. As recently as 1960 only 54% of
the farms in the United States had service available. This figure is now over
80%. Telephone cooperatives and other borrowers have in many areas not only
kept pace with the industry but .have taken the lead in extending the best
in communication services to rural areas.

RURAL TELEPHONE STATISTICS

Statistics as to the nation's telephone cooperatives are probably the best
means of illustrating the reason and necessity for the REA telephone loan
program. As a group, telephone cooperatives have the lowest subscriber density
in the entire telephone industry; just 2.4 subscribers per mile of line as com-
pared to 16 subscribers per mile for the other independents and something
in excess of 40 subscribers per mile for the Bell System. In terms of operating
revenues per mile of telephone line, cooperatives realize $264 per mile; REA
commercial borrowers $580 per mile; the other independents, $2,774 per mile and
the Bell System something over $12,000 per mile. In terms of investment per
subscriber, telephone cooperatives average $812 per subscriber; REA commercial
borrowers $672 per subscriber: independents $705 per subscriber and the Bell
System somewhere around $700 per subscriber. The rural member subscribers
of the nation's telephone cooperatives appreciate the telephone service that they
have as well as the understanding and sympathy of the Congress in making
REA telephone loans available to provide this service. Although not many people
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realize it, the nation's telephone cooperatives have the lowest amount of un-

collectable accounts per subscriber in the nation. This figure for telephone co-

operatives is only 46 cents per subscriber as compared to 96 cents for the inde-

pendent telephone industry and somewhere between 90 cents and a dollar for

the Bell System. Of course, in the cooperative way of doing business, the users

of the service not only control the business but have and feel responsibility for

its success.
Telephone cooperatives and the REA telephone program have performed mag-

nificently, not only for rural areas, but also for the nation as a whole since

the inception of the program. However, we believe that an even bigger job lies

ahead; a job which points up the need for a basic 2%, 35 year loan program

and a supplemental financing program, such as embodied in S. 1684 and S. 2202.

This can best be illustrated in the following table which shows the type of

telephone service available in rural areas during the years 1963, 1966 and

projected for the year 1980.

[Percent of subscribers by grade of service]

REA TELEPHONE BORROWER

Grade of service 1963 1966 1980

1-party 22 27 67
2-party 10 11 20

4-oarty 18 23 11

8-party 50 40 2

Total 100 100 100

If one-party service and service to all who desire it in rural areas is to some-

day become a reality in this country, this Association believes that the 2% loan

program must serve as the foundation upon which supplemental financing legis-

lation is based.
REA telephone borrowers are faced with a critical shortage of long term debt

capital. As of 6-30-69, there were telephone loan applications at REA for $347

million for which no funds were available. The stimulation and impetus given

the rural telephone industry by the 1949 amendment to the Rural Electrification
Act has resulted in a continually increasing demand for growth capital to build
the facilities necessary to provide modern telephone communications in rural
areas.

Since 1949, REA has loaned a total of $1.6 billion to 74 rural telephone systems.

The borrowers have used these funds to build and improve 523,000 miles of out-
side plant to serve 2.3 million subscribers.
The future capital requirements of the telephone borrowers over the next 15

years are almost double the total loans made by REA during the past 15 years
for the low estimate of about $3 billion and almost four times as great for the
high estimate of $6 billion.
Enactment of this legislation will assure rural telephone systems access to

reasonable cost growth capital through private sources by establishing a supple-
mental credit mechanism to which the borrower systems may turn for all or a
part of their future capital requirements, thereby reducing the drain on the
Treasury both for loan funds as well as subsidies. The proposed bank is pat-
terned after the Federal Land Banks, which have successfully operated for more
than 50 years and have long since reimbursed the Treasury for all government
investments, and become totally borrower owned and controlled.

Legislation of this type is not uncomplicated. Many people who are not inti-
mately acquainted with the legislation have difficulty in understanding exactly
how the telephone bank will work. For this reason I have attempted in the fol-
lowing paragraphs to summarize the essentials of the bill.

ADEQUATE FUNDS AND USABLE RATES

The National Telephone Cooperative Association supports S. 1684 and S. 2202
as a suitable means of supplying those supplemental and additional funds which
REA telephone borrowers will require to complete the task assigned to them.
There are, however, two aspects of supplemental financing legislation which
must be kept firmly in mind. Whatever mechanics are set up to provide the
needed supplementary, additional long-term debt capital, must provide adequate
funds to meet the needs of REA telephone borrowers and must provide these

4
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funds under terms and conditions which are usable by the REA telephone
borrowers.

CAPITAL NEEDS OF THE TELEPHONE BORROWERS

Estimates of the future capital requirements of the REA telephone borrow-
ers indicate that they will need between $3 billion and $6 billion to carry out
their full utility responsibility over the next 15 years. These capital estimates are
based on studies prepared by REA and the New York investment firm of Kuhn,
Loeb and Company. The estimates of capital needs are shown in the following
table.

Capital needs of the rural telephone program
Billions

REA estimates $3. 1
Kuhn, Loeb & Co. (estimate) 24. 8
REA estimate (adjusted) 33. 8
Kuhn, Loeb & Co. (estimate, adjusted) 6. 1

1 Based on annual rate of growth of 5.7 percent.
2 Based on annual rate of growth of 11.8 percent.
8 Based on annual rate of growth of 5.7 percent plus 5 percent of plant in 1971 requiredfor special services increasing to 50 percent by 1980.
4 Based on annual rate of growth of 11.8 percent, plus 5 percent of plant in 1971 re-quired for special services increasing to 50 percent by 1980.

TELEPHONE SUPPLEMENTAL FINANCING LEGISLATION

The Rural Electrification Act of 1936, as amended, presently has two titles.
Title I established the Rural Electrification Administration and provided for the
present 2% rural electrification loan program. Title II provided for the present
2% rural telephone loan program. The proposed supplemental financing bill is
drafted as an amendment to the original Act and includes Titles III and IV
which deal with financing for rural telephone systems. The essential features of
the telephone bank bills introduced in the Senate this year are summarized for
your information:
Rural telephone account.—Title III establishes in the Treasury of the United

States a "rural telephone account". Into this account would go all REA assets,
undisbursed loan balances, principal and interest payments from the present 2%
REA telephone loan program, appropriations, and shares of capital stock of
the Rural Telephone Bank.
The funds in the account would be used for advances on REA telephone loans,

payment of interest and principal on borrowings from the Secretary of the
Treasury, and investments in the Rural Telephone Bank.
Rural telephone bank.—Title IV establishes a Rural Telephone Bank with the

general purpose of obtaining an adequate supply of supplemental funds from
non-Federal sources to be used in making loans to organizations which are tele-
phone borrowers of REA. The telephone bank would be an instrumentality of the
United States and would have a general corporate power. As long as the tele-
phone bank is an agency of the United States it would be authorized to use the
REA services, facilities and employees, be subject to the supervision of the Secre-
tary of Agriculture, and to specified provisions of various Federal laws.
Governor.—The Administrator of REA serves as chief executive officer-Gov-

ernor of the telephone bank.
Board of directors.—Management of the telephone bank is vested in a 13-

member board of directors which includes the REA Administrator, the Governor
of the Farm Credit Administration, and five members to be designated by the
President, three of whom shall be from the Department of Agriculture, and two
from the general public. The six other members of the board will be selected
from the directors, managers, and employees of rural telephone systems. Ini-
tially these six will be appointed by the President but later will be elected, three
from among the cooperative rural telephone borrower systems and three from
among the commercial rural telephone borrower systems. The Board will pre-
scribe by-laws, regulate the manner in which the bank shall conduct its busi-
ness, and will be required to meet at least four times each year and make an
annual report to the Congress.

Capitalization.—Federal equity capital will be furnished the bank from the net
collection proceeds of the rural telephone account (Title III). This capital, for
which stock will be issued, is authorized to be appropriated over a ten-year period
in amounts up to $30 million annually and until the total capitalization of $300
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million is reached. The Federal capital contribution, evidenced by the issuance

of Class A stock, will bear annual interest in the amount of 2% until repaid in

accordance with the bank's charter. Borrowers from the bank will furnish equity

capital through the purchase of stock in amounts equal to 5% of their borrowings.

Classes of stock.—The capital stock of the telephone bank will consist of

three classes—A, B, and C. Class B and C stock will be voting stock.

Class A stock will be redeemed as soon as practicable after an initial 15-year

period, or after the total of outstanding class A and B stock reached $400 million.

The minimum amount of Class A stock then to be retired would be an amount

equal to 5% of the bank loans made each year. Class A stock shall be entitled

to a return, payable from income, at the rate of 2% per annum on the amounts

of Class A stock actually paid into the telephone bank. Such return shall be

cumulative and shall be payable annually into miscellaneous receipts of the

treasury.
Class B stock will be issued to recipients of bank loans. Each borrower will be

required to invest in the bank a sum equivalent to 5% of the total amount of the

loan. Holders of this stock would not receive dividends but would be entitled to

patronage refunds.
Class C stock will be available for purchase by rural telephone systems eligible

to borrow from the bank and organizations controlled by such borrowers. This

stock will be entitled to dividends from the income of the bank, but such dividends

shall not exceed the current average rate payable on telephone debentures issued

by the bank.
Borrowing power.—The telephone bank is authorized to obtain funds through

public or private sale of its debentures, provided that the amount of out-

standing debentures does not exceed eight times the paid-in capital and retained

earnings of the bank. Debentures would be issued at interest rates, and with

terms and conditions determined by the bank's board of directors, and approved

by the Secretary of Agricuture.
Lending power.—The bank Governor is authorized to make bank loans to cor-

porations or public bodies which are REA telephone borrowers. Loans may be

made for periods not exceeding 50 years for the same purposes for which loans

are made under Section 201 of the original Act, and for financing, or refinancing.

the construction, improvement, expansion, acquisition, and operation of telephone

lines, facilities, or systems, in order to improve the efficiency, effectiveness, or

financial stability of the borrowers. Two types of loans will be available to bor-

rowers from the telephone bank—an intermediate type loan and a full bank rate

loan. Bank borrowers unable to meet the terms of the bank rate lending pro-

gram will receive loans carrying an intermediate interest rate, which rate shall

be determined by the current average market yield on marketable securities of

the United States having maturities comparable to those of the loans, but with an

interest ceiling of 4%. Authority to make "intermediate" loans will terminate

after an initial 15-year period. Full bank rate loans will be available to borrowers
at interest rates reflecting the average rate payable on the bank's debentures, re-
turn on Class A stock, administrative expenses, reserves, and estimated losses.
Telephone systems with an average subscriber density of three or fewer per

mile would be entitled to loans under Section 201 of the Act.
Loan limitations.—Loans to finance acquisition of telephone faciilties must be

approved by the Secretary of Agirculture. Such acquisitions must improve the

efficiency, effectiveness or financial stability of the borrower's system and the
size of any acquisition shall not exceed the borrower's existing system at the

time it receives its first bank loan. Certificates of convenience and necessity from
states with regulatory bodies, or a determination that there will be no duplication
of facilities, is required for all telephone loans. No portion of any loan may be
utilized to finance political activities.

Conversion of bank ownership and control.—When, through retirement of the
government's investment and the increase in borrower investment, the amount of
stock held by the government represents less than one-third of the bank's capital,
the process of converting the bank to borrower control and operation will begin:
The REA Administrator will cease to be the Governor; the bank will cease to
be a government agency; and the board of directors will consist of the REA
Administrator and the FCA Governor plus six members elected by rural telephone
voting stockholders of the bank. Special limitations on loan powers are eliiminated
after all government-held stock has been retired. Operations of the bank will
continue to be subject to Congressional review.
The National Telephone Cooperative Association endorses and strongly sup-

ports the basic concept and detailed provisicins as they are now embodied in
S. 1684 and S. 2202.
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THE NEED FOR CAPITAL FOR NEW AND SPECIAL SERVICES

The National Telephone Cooperative Association also believes very strongly
that any legislation providing supplemental and additional funds for rural tele-
phone systems should include such loan funds for construction of systems of the
nature of a CATV system. To clarify this point, we don't know of very many
borrowers who want to get into the CATV business; but the nature of a CATV
transmission system is such that it is more adaptable to many of the new com-
munication services coming into use, such as data transmission, than is the
normal telephone network. CATV is here and will become more common in the
years ahead. To allow other communications carriers to construct communica-
tions systems within the service territories of the REA telephone borrowers will
make less feasible their already difficult operations.
Telephone cooperatives believe, as does every operating telephone company,

that they should provide all communication services in their service territories.
To exclude provisions for .CATV—type loan funds in supplemental financing
legislation will detract from the growth and development of the telephone
borrowers. Supplemental financing legislation is intended to enhance growth
and development. Also, we predict that a significant part of the capital usable
at market terms and conditions over the next 15 years will be usable in this
category. We suggest to the committee that without this provision supplemental
financing will be usable by a considerably smaller portion of the telephone
borrowers than if it were included.
The REA telephone program was necessary in the first place because of

"cream skimming" on the part of large companies. To preclude REA telephone
borrowers from providing these services will be simply to encourage further
"cream skimming".

SUPPORT FOR S. 1684 AND S. 2202

Mr. Chairman and Members of the Comraitte, the rural telephone systems need
supplemental financing. The National Telephone Cooperative Association support
S. 1684 and S. 2202 and believes that favorable action on this bill will strengthen
the REA telephone program and subsequently the rural areas of the nation.
I thank the Committee very much for giving me the opportunity to present the
views of the membership of the National Telephone Cooperative Association.

Senator TALMADGE. The next witness is Adm. William C. Mott, ex-
ecutive vice president, U.S. Independent Telephone Association, and
appearing with Admiral Mott is Hugh L. Wilburn, president of the
Allied Telephone Co., Little Rock, Ark., who is the chairman of the
committee on legislation; Mr. Harold G. Payne, president, Telephone
Utilities of Pennsylvania, Export, Pa.; and Mr. Eugene J. Harmon,
Director, REA telephone program.
I understand attending the hearings also are Mr. Milton Stewart,

president, Standard Telephone Co., Cornelia, Ga. ; Mr. W. F. Corman.
president, South Central Rural Telephone Cooperative Corp., Atmore,
Ma.; Mr. Dana Haskin Waitsfield-Fayston. Telephone Co., Inc.
Waitsfield, Vt. Senator Aiken wanted you to know, Mr. Haskin, he
could not be present at this morning's hearing because of the death of
a close friend for many years, Ernest B. Gibson, Federal district
judge, former Governor of Vermont and also U.S. Senator. Mr. Leo
Havercamp, North Central Telephone Co., Badger, Iowa; and Junior
Clark, president, Kansas Telephone Association, are also present.
Admiral, if you will proceed to make it as brief as possible we will

be grateful to you. You may insert your statement in full in the record,
extemporize or summarize in any way you see fit.
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STATEMENT OF WILLIAM C. MOTT, EXECUTIVE VICE PRESIDENT,
AND EUGENE J. HARMON, DIRECTOR, REA TELEPHONE PROGRAM,
U.S. INDEPENDENT TELEPHONE ASSOCIATION

Mr. MOTT. Thank you very much, Senator.
I should add there are a great many more people here attracted by

this hearing who have come in from all over the United States. I
Won't attempt to name them but they are here.
Senator DOLE. I wonder if you would mind just furnishing their

names for the record.
Mr. MoTr. I will be glad to.
Senator DOLE. At a later time.
Mr. Marr. Yes, sir.
(The list is as follows:)

Harold L. Ericson, President, Northland Consolidated Telephones, Inc., Hector,
Minn.

J. Lee Keiger, Jr., Manager-President, Old Town Telephone System, Inc., Win-
ston-Salem, N.C.

R. S. McClelland, Manager, Lakeland Telephone Company, Bolivar, Mo.
Abe Miller, Manager, Mississippi Telephone Corp., Leakesville, Miss.
Craig D. Vail, Manager-President, West Jersey Telephone Company, Belvidere,

N.J.
Herman H. Wagner, Manager-President, Empire Telephone Corporation, Pratts-

burg, N.Y.

Mr. MOTT. I think I should tell you who we are. We represent 95
percent of the independent telephones in this country, which amount
to about 19 million telephones as of today, which is small by Bell
standards but big by any other measuring rods that you want to use.
There are about 1,100 operating companies, independent telephone

operating companies who are members of ours. There are close to
200,000 altogether, there are about 900 REA borrowers in the country
of which 470 are commercial borrowers that belong to our association,
and 70 of them are co-ops so we represent both types in the Independ-
ent Telephone Association.
The first point I want to make, Mr. Chairman, I am very happy

to be able to make this because I have been through testifying before
Mr. Dole on the House Agriculture Committee many times, but this
is the first time that I can say, Mr. Dole, that the entire telephone
industry, including the Bell System, is united behind the objectives
of this bill. We are very happy to have Mr. Wilbur Mills, who is the
chairman of the House Ways and Means Committee, behind us in this
legislation, and Mr. Mills wrote to the Bell System and asked them
if they would please take a position on this bill, and the Bell System
has now come out in favor of the bill, .and I will just read two para-
graphs. from their letter to Mr. Wilbur Mills, and they stated:
The objectives of the bill, in my opinion 

This is the vice president and comptroller of the A.T. & T.—
appear to be good and desirable ones. It is in the best interests of the general
public and of the customers of all telephone companies, Bell as well as non-Bell,
commercial and cooperative, that telephone service be made universally avail-
:Ode and that existing multiparty or inferior service be upgraded. In view of
the problems of small telephone companies in obtaining capital to meet the need
for improving service in sparsely populated but developing rural areas, some
form of financial assistance may be needed, and the proposed rural telephone
bank would provide such a need.
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We feel that a desirable feature of H.R. 7 is that it is designed to provide
capital for such a purpose that will come primarily from the commercial money
market rather than from the U.S. Treasury. The long-run result, if the bank
achieves its purpose, will be to reduce or eliminate Government subsidies in
this viable area of the economy and to put telephone systems largely on a pri-
vately owned, operated and financed basis.

I quote from this letter to demonstrate that the telephone industry
i entirely behind this bill with complete unanimity.
I want to say that there are about two and a half million subscribers

who are not represented here but who also have a vital interest in
what this committee does with this particular bill.
We won't go into the details of the bill because Mr. Hamil has

already done that and Mr. Fullarton has added to it.
We in the United States Independent Telephone Association have

only one amendment which we would like to have the committee con-
sider. We have a friendly disagreement with Mr. Fullarton on this
amendment, at least I hope it is friendly, about 75 percent of the
telephones financed by the REA are commercial telephones, about
25 percent are co-ops. There are, of course, a great many more com-
mercial companies than there are co-ops and we, therefore, believe that
there should be no artificial makeup of the telephone representatives
'of the board which this bill now provides, 50 percent from the coopera-
tive and 50 percent from the commercial borrowers.
If we were going to make a case for rigidity our case would be that

they should be 75 percent commercial and 25 percent co-ops but we
are not asking for that. We think the bill ought to have no set num-
ber from any kind of borrower but simply the best people that the in-
dustry has and, therefore, we recommend that that provision be elimi-
nated, Mr. Chairman, and we have suggested language in this state-
ment to eliminate it.
Now, we are prepared, because we recognize that getting legislation

through must be done in the spirit of compromise, we are prepared
to accept the first three of the administration's proposals; namely,
that the telephone bank be a wholly-owned Government corporation,
that it should consult with the Secretary of the Treasury prior to issu-
ing debentures and even when all Government money has been re-
turned, and we agree to strike the 4-percent alternative in the inter-
mediate fund.
In addition, I have no choice in this matter because my board of

directors has directed me to support that before the administration
ever took that position anyway.

Senator TALMADGE. Would you comment on Senator Allen's state-
ment that you are not going to be able to market debentures when your
securities are pledged with assets that earn 4-percent income?
Mr. Mow. Well, this is, of course, one of the reasons that we think

this should be eliminated. We think you should just have the interme-
diate funds awl, as I understana it. there wouldn't be very much money
in that either, but we feel that the intermediate fund, and that the 'full
bank rate and the 2 percent, would give you sufficient to choose from.
Senator TALMADGE. In other words, that would give you flexibility

by mixing the 2 percent, plus whatever the going rate was?
Mr. MOTT. I believe it would, yes, sir.
The way I described this to the House committee would be in your

example, Senator, if this borrower came up here and went to the bank
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and said, "Look, I want to borrow money," that he would be given an
order to show cause in legal terms why he shouldn't go to the bank
and then when he got to the bank he would be given another order
to show cause why he shouldn't pay the full interest rate, and eventu-
ally he might get some of the intermediate money. But he would not
be able to go into the REA, as I understand the operations of the REA,
and borrow 2-percent money if he could qualify for either the full bank
rate or the intermediate rate.
Mr. Hamil has added another formula here being that he might lend

him some money at 2 percent and let him get the rest from the bank so
he would create his own mix, as I understand it. I wouldn't have any
objection to that if it didn't turn out to be an administrative monstros-
ity. This I judge Mr. Hamil is going to report on to you when he comes
up.
But we would find one change—we would find it impossible to ac-

cept, and I consider there is considerable sentiment on the committee
of the same nature, this amendment of section 201 to substitute for the
preseut 2-percent direct loan rate a flexible interest rate from cost of
money to the Government down to 2 percent as the judgment of the
Administrator acting as Solomon dictates.
We feel that such an amendment is extraneous to the purposes of the

establishment of a supplemental financing bank and, indeed, and this
is our real concern, Senator, if left in the bill would seriously jeopard-
ize its chances of passing.
We are interested in the passage of the bank bill. We are anxious to

see that the Congress create a tried and effective instrument to give re-
lief to companies able and willing to pay the full bank rate or pay the
cost of money to the Government but when such a bill is saddled with a
nongermane, controversial amendment which relates back to the origi-
nal bill we cannot help but fear for the survival of what we need and
want most.
Senator TALMADGE. Let me see if I understand you now, Admiral.
You are in favor of two rates. One is the 2 percent that the Govern-

ment will provide with appropriated tax funds.
Mr. Morr. Yes, sir.
Senator TALMADGE. The other rate is whatever is necessary to market

these debentures to the public to get money in the bank and available
to the borrower.
Mr. MOTT. That is a full bank rate.
Senator TALMADGE. And these are the two and only two rates.
Mr. Morr. No, sir, it wouldn't.
The bill provides for two rates in the bank. The bill provides for a

full bank rate and it provides for an intermediate fund which would be
at a rate 
Senator TALMADGE. That gets to the question Senator Allen raised.

You have got authority to take whatever money you have got in the
bank and multiply it by 8 and you start off with nothing except $30
million that the Government is going to put in.
Mr. Morr. Yes, sir.
Senator TALMADGE. In addition to that, prospective borrowers who-

ever they may be, in such sum as there are, must put up 5 percent of such
sums they borrow in class B stock. You take that now and theoretically
you take it now to the marketplace and say, "We want to borrow some
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money, here is what we have got, this is our source credit." And the
man wants to know what are you going to do with the money.
"Well, we are going to lend it to Joe Jones at 4 percent." And the

man who says he is going to lend you the money says he wants 9. How
do you think you are going to market a security that pays a 4-percent
rate when you are going to have to pay him 9 percent for the money
you get?
Mr. MOTT. Well, I don't remember that, sir. We are recommending

that the 4-percent rate be eliminated from the intermediate fund.
Senator TALMADGE. Then what rates 
Mr. MoTr. But the intermediate funds then would be the closer to

the full bank rate.
Senator TALMADGE: But you have got two different sources of in-

come, One is from the REA, that is 2-percent money. The other is
from the bank. You are going to have two different interest rates
within the bank. ,
Mr. MOTT. Yes, sir.
Senator TALMADGE. How are you going to get money if you are

going to have two different interest rates, one of them lower than
in the marketplace?
Mr. MOTT. Well, there would be very little of the intermediate

money available, as I understand it, but this is the way you would
'Yet it. You would take your 2-percent money, your $30 million, and
you would mix some of this with what it costs you to get those
debentures on the outside, and a certain amount of that money you
could lend out at this intermediate rate which would probably be
somewhere close to 6 percent, but the vast amount of money that you
lend out of the bank would have to be lent out at the full bank rate.
What we are saying is you shouldn't further complicate this by

allowing a 4-percent rate which we think is too low. There just
wouldn't be enough of this mix to give you enough 4-percent money
to put in your back tooth, in our opinion.
Do you want to add to that?
Mr. HARMON. The fact is we have mixes and mixes, and we have

to sort of keep them separate. The one mix is the mixing of the
2-percent money which is in the 2-percent program with some rate
coming from the bank; in other words, have the loan from the 2-per-
cent program and the other half from the bank. That is one mix.

Senator DOLE. Could you do that now under the law?
Mr. HARMON. It could be done under the law.
Senator DOLE. Without an amendment?
Mr. HARMON. Without an amendment.
Now, the second mix has nothing to do with that whatsoever. It is

related to the mix within the bank itself.
Now, maybe I could give you an example. Supposing you took the

$30 million which the Government would put in and, let us say, the
first year. Now, assume that they didn't pay the 2 percent because the
result is about the same, let us say it was given to them. Now, they
take that $30 million and loan it out at 4 percent; in other words, do
nothing but loan it out at 4 percent and you have a $120 million
profit. So you take that $120 million profit ,
Senator ALLEN. Wait a minute; you multiplied that too fast.
Senator DOLE. $1,200,000.
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Mr. HAR3I0N. $1,200,000.
Senator ALLEN. $120,000.
Mr. HARMON. $120,000, what did I say, which would be profit.
Senator TALMADGE. He is accustomed to Government budgets.
[Laughter.]
Mr. HARMON. You loan it out at 4 and you get $300,000.
Senator DOLE. A million, two.
Mr. HARMON. A million, two. OK, this is profit. Now, supposing you

did the same thing except that you went out and you borrowed in the
commercial money market at 8 to 1 and you paid, let us say, 8 percent,
you could balance this $1.2 million against that and get a certain
amount of money that you could loan out from the bank without losing
money.
Now, you asked about the limitation, the limitation is here in the act.

It says in substance that the bank must operate on a self-sustaining
basis, so if you get to a point where the $1.2 million profit has been
blended down and you have no more to blend that is all the money that
you can loan out at the intermediate rate.
Now, how much is going to be in that intermediate depends upon

the spread between the interest rates, what you are paying for it and
what you are getting it for, and the greater the spread the less money,
so I would guess today there is darned little available in the inter-
mediate funds and it has nothing to do with the security for the loan.
That is a new subject. This is just the interest rate at which the loan
will be granted to individual companies.
Senator ALLEN. Yes, but the bill does not put any limit on the

amount that you lend at 4 percent.
Mr. HARMON. It does. It is automatic because it can't lend any more

at 4 percent than it can afford to loan without costing itself money.
Senator ALLEN. That is a matter of judgment, though. You can't

sell that to a bondholder. In other words, you are going to go back,
going to borrow money from the market and then say, "Well, gee, we
are going to go back and exercise good business judgment," that still
is not enough to assure this fellow's parting with the money.

Senator TALMADGE. Hardly make a profit because of the volume.
Mr. HARMON. The security for the loan is the telephone bank security,

not the individual security on a 4-percent loan that it might have loaned
out some place else, you see.
Senator ALLEN. The security is what, all of the assets?
Mr. HARMON. All of the ascets of the bank, that is right.
Senator ALLEN. That is right.
Mr. HARMON. So there is a limitation built in in the sense they can't

create a Ponzi scheme and keep lending out more at a cost to the bank
that is 

Senator ALLEN. No; but there is nothing to prevent them—take the
$240 million theoretically they could get, there would be nothing to
prevent them, until it already had been done, going back and lendinq
that, paying 9 on it, going back and lending it at 6, say, or lending
it at the 4. They could lend it all at 4. There is no limitation on what
they can lend.
Mr. HARMON. Here we run into an entirely different subject, I think,

Senator, and this is where we are getting to the policing of it and one
of the reasons for going along a hundred percent with this first pro-
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posed amendment to make it a wholly owned Government corpora-
tion would be to have GAO supervise that. I don't see how else you
could do with the varying interest rates and what have you.
Senator ALLEN. I don't know whether GAO is going to satisfy the

investor, though, I don't know that that will satisfy him.
Mr. HARMON. Then again we have recommended the elimination

of that 4 percent so that takes that part of the problem out.
Mr. Marr. We are not suggesting another figure. The other figure

is already in the bill. We have the intermediate loan.
Senator ALLEN. Another thing that occurs to me though instead of

4-percent loans this bonus that you are getting from the Government,
2-percent money on $30 million in stock, that could be used to lower
the rate for everybody.
Mr. HARMON. That is right.
Senator ALLEN. In other words, the market is 8 percent, and you

could possibly lend then for 71/2, something of that sort?
Mr. HmuvioN. That is correct.
Senator ALLEN. That could be passed on to everybody and not some

the administrator might decide to make the 4-percent loans to?
Mr. HARMON. Except, Senator, if you go on the philosophy of a

weaning process, what you are saying you wind up forgetting the
2-percent mix, you wind up: with companies at 2 percent, others at the
commercial rate and that is a big jump.
So the original idea of the intermediate fund was to provide a sum

that wouldn't cost the bank any more money because of the mix that
could get them out of the 2-percent program and into the bank. Now,
the same thing can be accomplished if add Mr. Hainil's mix so
that in fact there is no need for an intermediate fund if you use that
particular type mix. You can normally work out an interest rate that is
acceptable if there is enough 2-percent money in the program.
Senator ALLEN. Just because you are willing to pay a certain inter-

est rate does not necessarily mean you will get the money at any rate.
Mr. HARMON. That is right.
Senator ALLEN. If you tried to borrow money originally.
Mr. Mort We are very much interested in weaning people away

from the 2-percent money as quickly as they are able to be weaned
away and we look upon this as a device of stepping stones to get them
away and I think it is in the interest of the country they should be-
cause it is economically unconscionable, as has been pointed out here,
to borrow money at 2 percent if you can 'afford to pay more.
Well, I have just one further point to emphasize, Mr. Chairman.
You Senators, you gentlemen of this committee are practical poli-

ticians, and you are well acquainted with the art of politics in getting
needed legislation enacted into law. We are aware of some 40 bills
that have been introduced into the Congress since 1949 to alter this
2-percent interest rate, and in 20 years not a single one of those
bills has ever advanced to the hearing stage and, therefore, we don't
want to saddle this bill with something which applies only to tele-
phone companies, by the way, which represent about one-third of all
the REA borrowings, and we feel that if this is to be taken up it
should be taken up as a separate issue on its merits and in a separate
bill which would apply across the board and not just to these poor
little old telephone companies.

36-618-69 6
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So if I can put this in nautical language since I spent so much time
in the Navy, we are concerned that an amendment of this sort would
sink the very ship which we are urging this committee to bring into
the port of law.

Senator DOLE. Or if I might add I think if we adopted this amend-
ment the House committee might say, "Don't call us. We will call you."
[Laughter.]
Mr. Mow. I have received very strong indications that what you

say is true, Senator Dole. I will be glad to try to answer any questions.
(Mr. Mott's prepared statement follows:)

STATEMENT OF WILLIAM C. MOTT, EXECUTIVE VICE PRESIDENT, UNITED STATES
INDEPENDENT TELEPHONE ASSOCIATION

My name is William C. Mott and I am Executive Vice President of the United
States Independent Telephone Association, a trade association representing
some 95% of the 19,000,000 Independent (non-Bell) telephones in this country.
Amongst our eleven hundred operating company members there are 470 tele-
phone borrowers financed in large part by the Rural Electric Administration-
70 of these are telephone borrowers operating as cooperatives.
You can understand, Mr. Chairman, why the telephone industry has a vital

interest in the provisions of S. 2202, the subject of this hearing. I think I should
make it crystal clear at the very onset that the entire telephone industry, includ-
ing the Bell System, is united in favoring the principles set forth in S. 2202 and
its companion bill in the House H.R. 7. As Mr. Alexander Stott, Vice President
and Comptroller of the American Telephone and Telegraph Company put the
case for the bill (H.R. 7) in a letter to Mr. Wilbur Mills:
"The objectives of the bill, in my opinion, appear to be good and desirable ones.

It is in the best interests of the general public and of the customers of all tele-
phone companies, Bell as well as non-Bell, commercial and cooperative, that
telephone service be made universally available and that existing multiparty or
inferior service be upgraded. In view of the problems of small telephone com-
panies in obtaining capital to meet the need for improving service in sparsely
populated but developing rural areas, some form of financial assistance may be
needed, and the proposed rural telephone bank would provide such a need.
We feel that a desirable feature of H.R. 7 is that it is designed to provide cap-

ital for such a purpose that will come primarily from the commercial money
market rather than from the U.S. Treasury. The long run result, if the bank
achieves its purpose, will be to reduce or eliminate government subsidies in this
viable area of the economy and to put telephone systems largely on a privately
owned, operated and financed basis."
I quote from this letter to demonstrate the complete unanimity of the telephone

industry behind the objectives of this bill.
With me here today is Mr. Harold Payne, President of Telephone Utilities

of Pennsylvania, who is the Chairman of our Association's REA Borrowers
Committee. With me also is Mr. Hugh Wilbourn, President of the Allied Telephone
Company of Little Rock, Arkansas and Chairman of the USITA Committee on
Legislation. Each of these gentlemen is a member of our Board of Directors.
Also present are REA borrowers from Georgia, Vermont, Iowa, Kansas and other
states.
Not present in the hearing room but nevertheless having a vital interest in

what happens here are the two and a half million subscribers in Rural America
served by the half million miles of line installed by our REA borrbwer telephone
companies.
This program has helped those two and a half million families make vast

improvements in their standard of living and they in turn have benefited the
nation's consumers by increasing the efficiency of food and fiber production. In
addition, the program has helped to create multi-million dollar markets for
urban manufacturing industries. The REA Telephone Program has accomplished
much at very little cost.
The only source of money available for lending to REA telephone borrowers is

the annual appropriation from Congress which has been running at about the
level of $125 million a year.
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The combination of record breaking budgets, war in Vietnam, pressures for
domestic programs, etc., create a situation wherein Congress cannot appropriate
enough money annually to make available the amount of capital necessary to
keep up with the tremendous and continuing growth in rural telephony.
To demonstrate, the REA found itself at the beginning of this fiscal year with

a backlog of loans well over $345 million. We estimate that new loans
for the year added to this backlog will create a loan need for about $500 million.
To meet this need the appropriation for this fiscal year is $125 million.

Simple arithmetic demonstrates that something must be done or the REA
borrowers will be faced with capital starvation and the attendant result will be
their inability to get telephone service to new subscribers and the dry nursing of
systems bursting at the seams with overload and obsolescence.
At present 38.8% of rural telephone service is provided to some 700,000 sub-

scribers in the form of eight-party service. Telephone companies need capital
to improve telephone service. Although many rural telephone customers presently
are served by multi-party lines, some state commissions (such as the Illinois
commission) have asked all companies in the state to show cause why they should
not offer four-party service as the lowest grade of service. Rural customers also
are becoming more sophisticated and are demanding better grades of service.
It takes more than additional wire to upgrade service, it also takes switching
equipment—and capital.

Sixty-six percent of the REA borrowers operate with less than 2,500 stations.
By nature they are small and rural. The average equity for REA borrowers is
approximately 15%. This coupled with a first mortgage held by the Government
on all the property they own and will acquire precludes the obtaining of capital
in the commercial money market in competition with the average borrower in
the market, generally a large corporation.
Thus the commercial money market has proved to be not available for the type

loans required by the rural telephone borrowers. They are, in effect, locked into
REA financing, due to the lack of any other source of capital.
This committee has before it S. 1684 and S. 2202 both of which would create

a rural telephone bank. This bank is the best vehicle available to solve the sup-
plemental financing problems for the rural telephone program, converting from
the use of Treasury money to commercial money and eventually, relieving the
Government of its responsibility for the telephone loan program.
The bank will be funded, not with new Treasury money, but by the use of

repayments of existing loans not to exceed $30 million a year until a total capi-
talization of $300 million is achieved. It is interesting to note at this point that
the total capitalization for the telephone bank is less than the loan backlog in
the RDA at the beginning of the fiscal year by almost a half million dollars.
The $30 million a year "seed" money, together with other bank resources would

be used to borrow money in the commercial money market at a rate of eight to
one, multiplying its resources available for lending to REA telephone borrowers
or those eligible to borrow. Eventually the control and operation of the bank will
be turned over to a Board of Director dominated by the borrowers themselves.
Under the terms of this bill all of the Government seed money will be returned

to the Treasury.
As I have stated, the United States Inedpendent Telephone Association is de-

lighted with the opportunity to give strong support to the bills before this
Committee. We have only one minor amendment to suggest and that relates to
the question of representation on the Bank Board by telephone company repre-
sentatives. The present bill at page 11, lines 7 to 122, arbitrarily and artificially
prescribes that the telephone representatives shall be split three and three be-
tween cooperative type entities and commercial type entities.
Such an artificial provision is wrong in principle and will not assure that the

best experinced men in the industry will be available to serve on the Bank
Board.
We in the United States Independent Telephone Association feel a respectable

case could be made if we wanted to establish artificial limits for putting four or
five commercial type entites on the Board as opposed to two or one cooperative
type entity. The facts are simply that 75 percent of the REA telephone borrowers
are commercial type entities and only 25 percent are co-ops. The arithmetic is
inexorable.
We do not, however, propose such artificial provisions as exist in Section 405(d)

at lines 7 through 12, because we think they would not yield the best men for
the Board. Any Board for a Telephone Bank should be made up from the best
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and most experienced men in the industry regardless of whether they happen
to work for a commercial borrower or a co-op borrower.
USITA recommends that H.R. 7 be amended to provide that the members

of the Board of Directors of the Telephone Bank be elected without reference
to whether they be commercial or cooperative type operation. This can be accom-
plished by striking in H.R. 7 all of the words after "a two year term" on page
11, line 7 through line 12, ending with the words "by such entities" in line
12 and again on page 11, line 19, after the word "stock" and by Striking lines 20,
21, 22, 23 and 24 in their entirety. Sections 405(d) and (e) will then read as
follows:

"Section 405(d) :
Within twelve months following the appointment of the six members of the

initial Board as provided in subsection (c), the Governor of the telephone bank
;shall call a meeting of all entities then eligible to borrow from the telephone
bank and organizations controlled by such entities for the purpose of electing
members of the Telephone Bank Board. Each such entity and organization shall
be entitled to notice of and shall have one noncumulative vote at said meeting.
Six members of the Telephone Bank Board shall be elected for a two-year
term. These six members shall be elected by a majority vote of the entities and
organizations eligible to vote and such entities and organizations may vote
by proxy.

Section 405(e)
Thereafter, in accordance with the bylaws of the telephone bank, the six

members of the Telephone Bank Board shall be elected by holders of class B and
class C stock. These six members shall be elected by majority vote of the entities
and organizations eligible to vote and such entities and organizations may vote
by proxy."
We are delighted that the Nixon Administration speaking through the Secre-

tary of Agriculture and Mr. David Hamil, the REA. Administrator, supports the
basic objectives of the bills before you. Mr. Hardin's letter and Mr. Hamil's
testimony here give ample evidence that this Administration is keenly aware
that our REA telephone borrowers are desperately in need of supplemental
financing. Like the last Administration the present one believes that the relief
needed to be found in the Farm Credit bank concept embodied in these bills.
The United States Independent Telephone Association is prepared to accept

every change proposed by the Administration with but one exception. We agree:
(1) that the telephone bank be a wholly owned Government corporation;
42) that it should consult with the Secretary of the Treasury prior to issuing

debentures even when all Government money has been returned;
(3) to strike the 4% alternative in the intermediate fund; and
(4) to postponing the turnover of the bank to its borrowers until the stock

issued to the United States has been fully redeemed.
The one change we find it impossible to accept as a part of a supplemental fi-

nancing bank bill would amend Section 201 of the original act to substitute for
the present two percent direct loan rate a flexible interest rate from cost of money
to the Government down to two percent as the judgment of the Administrator dic-
tates. We feel that such an amendment is extraneous to the purposes of the es-
tablishment of a supplemental financing bank and indeed, if left in the bill, would
seriously jeopardize its chances of passage.
The telephone industry is interested in the passage of the bank bill—is anxious

to see the Congress create a tried and effective instrument to give relief to com-
panies able and willing to pay the full bank rate or cost of money to the Govern-
ment. When such a bill is saddled with a non-germane, controversial amendment
which relates back to the original bill we cannot help but fear for the survival of
what we need and want most.
You gentlemen of this Committee are practical politicans well acquainted with

the art of the possible in getting needed legislation enacted into law. Some forty
bills attempting to change the rate of interest of REA loans have been intro-
duced into the Congress over the last twenty years. Not a single one of them hasever advanced even to the Committee hearing stage. To saddle this bill with such
a provision, which applies only to telephone companies, representing less than athird of all REA borrowings outstanding, would in our opinion marshall enough
opposition to the bill to defeat it—a result we pray does not come to pass.

It is our hope that this Committee will not accept the Administration proposal
to monkey with the direct loan interest rate using the bills before this Commit-
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tee as a vehicle. This matter is a separate issue and should be separately treated
in proposed legislation which would apply across the board, not just to telephone
companies. If I may put our fears in nautical language—we are concerned that
an amendment of this sort would sink the very ship which we are urging this
Committee to bring into the port of law.
Mr. Chairman, we appreciate very much the opportunity of making our views

known on such important legislation. We shall be delighted to attempt to answer
any question the Committee members may have.

Senator ALLEN. Mr. Peterson is the next witness.

STATEMENT OF A. HAROLD PETERSON, EXECUTIVE DIRECTOR AND
COUNSEL, NATIONAL REA TELEPHONE ASSOCIATION

Mr. PETERSON. My name is A. Harold Peterson, attorney at law, and
I appear today as executive director and counsel of the National REA
Telephone Association, whose membership is comprised solely of REA
financed telephone companies mainly of the commercial type.

Seated with me on my right is John F. O'Neal, who is associate coun-
sel, and the record may show there are some other gentlemen from other
telephone companies who are members of our executive committee and
others who are here and I shall furnish their names.
Senator ALLEN (presiding) . If you will hand the names to the

reporter, please.
Mr. PETERSON. Thank you.
(The list of names follows:)
Herman H. Wagner, Prattsburg, N.Y.; J. Lee Keiger, Jr., Winston

Salem, N.C. ; Craig Vail, Belvidere, N.J. • Harold L. Ericson, Hector,,
Minn.; and Robert McClelland, Bolivar, Mo.
Mr. PETERSON. Mr. Chairman, at this time in deference to the time'

limitation of the committee I would ask that my entire statement be
made a part of the record and I shall merely briefly comment on three
or four items here that have come to the committee's 'attention.
Senator ALLEN. That will be incorporated in the record.
Mr. PETERSON. Mr. Chairman, our association shares the views

which you have just heard enunciated here by the other two associations
in support of S. 2202, Senator Dole's bill, and S. 1684, Senator Mc.
Govern 's bin. I would like to point out that there is one difference in
these two bills and that is that in Senator Dole's bill there is a 20-percent
provision in connection with who must be required to go into the bank
and this provision was put in this bill on the House side by a committee
amendment.
I bring this up at this time to call to the attention of this committee

the fact that perhaps they would want to examine this with a view
of ascertaining whether or not that limitation ought to be raised.
We share the view of the House Agriculture Committee as to what

their intent was in putting in this provision but we would like to
point out that the average net worth of all of the telephone companies
who borrow under the REA program today is about 16.5 percent. This
is compared with 32.6 percent for the electric distribution co-ops. So
what I am saying is that if this limitation were raised from 20 percent
to 25 or 30 percent, I think it would be more in line with the bank's
capability of loaning money. I think the lower you make that limita-
tion the more people the bank is going to have to turn away because
they are not going to have the money to lend. I merely make this
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-observation in connection with that one provision which does not ap-
pear in S. 1684.
Along that line, I would like to comment briefly on this intermediate

interest rate which has been the subject of much discussion here this
morning.
If a 4-percent intermediate rate is going to remain in the bill, it will

necessarily limit the amount of money that the bank is going to be
capable of lending. If the bank board determines that they want to
lend money at 4 percent, as the bill provides with its intermediate
interest rate, then we must analyze it from the point of view of how
much money is a bank going to be able to borrow on the outside market
to come up with this kind of borrowing at 4 percent. Based on today's
market, I just throw this out as a ball park figure, if you take the
$30 million of Government input of the class A stock, and say, to your-
self, that we want to borrow money at 4 percent as much as we can, it
would seem to me that on today's market that the highest amount of
money that you can lend at 4 percent would be about another $30
million or $60 million combined in getting the mix. So there is no
question but what the committee is going to have a lot of discussion on
thes effectiveness of the intermediate rate at the present time.
Bear in mind when this bill was first introduced 3 years ago here in

this body and 3 years ago in the House, that we were not confronted
with the type of money market we are confronted with today and
that events have changed quite markedly. As a result-
Senator MILLER. Would you yield at that point?
All of us have been talking about $30 million but I do think we ought

to maybe talk about $300 million because $30 million a year for 10
years will be put into the bank to get $300 million so that might put it
in a little better perspective. I am one who talks about $30 million, too,
but don't you think we might think in terms of $300 million or maybe
split it in half, $150 million, which would help out in this connection
much more than merely a $30 million as time goes on.
Mr. PETERSON. Well, Mr. Hamil and his staff have the expertise

-over there to furnish the committee with a detailed analysis of just
'exactly what an input of $30 million a year class A stock will do to get
-whatever amount of money you want to lend at 4 percent or whatever
percent you want to lend it att and this can be easily ascertained and,
as I understand it, they are going to furnish that for the committee.
Senator DOLE. Mr. Chairman, I think you made a valid point. I am

certain the interest picture has changed almost completely or radically
over the last couple of years. Would you suggest we change the 4 to
some other figure or do you suggest, as Mr. Hamil did, that we remove
it in the intermediate loan provision?
Mr. PETERSON. I would agree with Mr. Fullarton's testimony in

that regard, and keep the 4-percent intermediate rate in the bill, know-
ing full well that the bank's capability of loaning money at 4 percent
under this money market is going to be extremely limited, but with
the hope that as the years go by this might change. If it doesn't change
obviously the bank is not going to be able to lend much money at 4
percent.

Senator DOLE. You wouldn't change it to five or
Mr. PETERSON. No, sir.
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Senator TALMADGE (presiding) . Don't you think that it would cast
a cloud on the marketability of debentures if you passed a law allowing
them to be lent at 4 percent having borrowed for them at nine?
Mr. PETERSON. I don't think so, Senator, provided the bank uses

astute financial judgment in governing the amount it is borrowing
from the private money market.

Senator TALMADGE. You are dealing with something that is wholly
new here. You are not like the Bank of the Cooperatives which has had
experience in marketing debentures and paying them. You are starting
out with something that is wholly new. The first thing any lender wants
to know is what the assets are and what is the security.
Mr. PETERSON. Senator, we recognize this matter of the intermediate

rate is a very sticky problem and I am sure all of the associations are
willing to accede to the wisdom of the committee in trying to iron that
one out. And we stand ready to help in any way, if you have any fur-
ther questions about that.

Senator TALMADGE. If you have any suggestions, we would be glad
to consider them.
Mr. PETERSON. Thank you.
I want to briefly go over the five recommendations that have just

been alluded to in Mr. Hamil's testimony, and if I might have the
permission to submit a more detailed analysis of this for the record at
a later date, Mr. Chairman, I would appreciate it.
Senator TALMADGE. We would be delighted.
(The supplemental statement is as follows:)

SUPPLEMENTAL STATEMENT OF A. HAROLD PETERSON

Regarding changes in S. 2202 as recommended by the Department of Agricul-

ture in Secretary Hardin's letter of October 29, 1969 to Honorable Allen J. Ellen-

der, Chairman, Committee on Agriculture and Forestry, United States Senate.

RECOMMENDATION 1

While we have no hard and fast objection to this recommendation, we wonder

why the Rural Telephone Bank should be subject to the controls now imposed on

wholly owned Government corporations, when the Rural Telephone Bank will be,
in fact, a mixed-ownership Government Corporation, patterned after the Federal

Land Bank. The Federal Land Bank is defined by law as a mixed-ownership

Government corporation.
RECOMMENDATION 2

We have no Objection to this recommendation.

RECOMMENDATION 3

We would prefer to retain the intermediate rate, but it is recognized that the

financial market today is quite different from that which exised over three years

ago at the time the bank bill was first 'introduced. In today's market, the bank

would not be capable of generating large amounts of four percent monies. We

hope that money market conditions would improve so that an effective intermedi-

ate rate could be utilized. We recognize that this is a thorny problem at this

time. We wish to point out that a net effective interest rate of four percent could

be achieved in a loan combining part two percent direct loan monies under the

present act, and part bank monies under the proposed bills.

RECOMMENDATION 4

When this legislation was first introduced over three years ago, conversion of

the bank to borrower control was fixed at the point when the amount of Class B

stock and Class C stock exceeded Class A stock (Government investment). This
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was later compromised so that the control passes when the amount of Class B
and C stock equals two-thirds of the total of Class A, B, and C stock. This is now
the provision in both S. 1684 and IS. 2202, and we feel it is not only fair and
proper, but it will help encourage the borrowers to attain private control sooner.

RECOMMENDATION 5

The question of changing the present Section 201 (the telephone amendment to
the Rural Electrification Act of 1936) has never been raised during three years
of seeking a Rural Telephone Bank. Proponents of this legislation have always
regarded the Rural Telephone Bank as a means of supplemental financing, above
and beyond the present two percent program. We feel that it Is imperative that
this be maintained in order to continue to carry out the objectives outlined by the
Congress twenty years ago when the telephone amendment to the R.E.A. Act as
passed. We therefore oppose this recommended change. Flexibility of the interest
rate can be achieved as outlined in 3. above for those 'borrowers who are able to
pay more interest

Mr. PETERSON. With respect to the first one which would make the
telephone bank subject to the Government Corporations Control Act,
I would like to merely point out that the committee may want to
reexamine that recommendation with a view to determining whether
or not this bank should be in any different light than for instance
the Federal Land Bank. We think that we are patterned after that
bank, and probably ought to be operating under the same kind of
limitations.
Senator TALMADGE. There is not a dime of Federal money in that

now. It is wholly privately owned.
Mr. PETERSON. That is true.
Senator TALMADGE. They bailed themselves out, just as we hope

you are going to be able to do with this proposition.
Mr. PETERSON. Yes, sir; Senator, and we consider ourselves the same

breed of cat, if I might use that term. But when you examine the
Government Corporation Control Act, you will find that the Federal
Land Bank was defined as being a mixed ownership type of corpora-
tion and never was brought into this kind of definition, and we would
hope we could enjoy the same privilege. I just merely point that out
to the committee.
With respect to item 2, which is talking about the sale of the de-

bentures, we would have no objection to this because we realize that
the managing of the fiscal affairs of this country on the part of the
Treasury is a very important obligation and they would not want to
be in conflict with any other marketing of bonds which would ad-
versely affect the Treasury marketing and therefore, we would not
object there.
Senator ALLEN. I want to ask a question. Getting back to the 4 per-

cent, you know when you sell a municipal bond or tax or revenue
bond it is supposed to have, say, two or two and a half times enough
income from that tax to service the bonds. Well, now, here in trying
to market these debentures from this bank you are going to have very
little to cover that with except what the Government has put in, and
on income you have only the income from the loans made of the
$30 million. Don't you think that you are going to need some
kind of little overage to offer the lender as a hedge to make these
debentures marketable? If we just have the low rate, isn't that going
to reduce your hedge or your overage in going out into the market
and selling these bonds?
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Mr. PETERSON. Under normal financial arrangements with people
seeking money and going to a money lender, this is certainly true.
However, the bill provides that the bank shall conduct its business

in such a way as to provide for an orderly amortization of the loan
money plus its administrative costs, plus an adequate reserve for pos-
sible losses and in this type of utility, I think we have a better chance
of estimating what those would be because it is a very stable industry.
It is not one that is here today and gone tomorrow.
Senator ALLEN. Would you anticipate that the loan to the REA

would bear a higher or lower rate than you paid for securities, a
bank paid for debentures? Would you think you would be able to
lend to your borrowers at a less rate or a higher rate than the bank
was paying for money?
Mr. PETERSON. Well, it depends on whether or not you are going to

have a 4-percent intermediate interest rate. If you have that you can
sell them for less. On today's market, I imagine, the borrowers would
have to pay about 61/2 percent for their debentures 
Senator TALMADGE. Did you say 61/2?
Mr. PETERSON. Not what the bank will pay in the money market but

the bank rate would probably be about 61/2 percent plus the reserve
for losses and plus administrative costs.

Senator ALLEN. The Government is paying 8 percent on bills right
now, the U.S. Government.
Mr. PETERSON. That is right, and of course, this situation is very

tough now, there is no question about it.
Senator ALLEN. I wonder if there is some little play there so that

wouldn't it be better to divide that benefit among all the borrowers
rather than to pick out, for an administrator to pick out, a select few
for the lower rate,if there is a dividend there, so to speak?

Senator DOLE. You can make that same argument on the 2-percent
money, why not divide that?
Senator ALLEN. No that is available to everybody under the present

law and I am in favor of keeping it, the present law. Under the
other rate why should there be any different charge, why not have
everybody on the same basis. If there is a dividend there why would
it not be more nonpolitical and fairer for everybody to pay the same
rate to the bank?
Mr. PETERSON. Well, I would be less than candid with you, Senator,

if I did not say that the elimination of the 4-percent intermediate
rate would be a simple solution there is no question about that, if
the bank used one lending rate.

Senator ALLEN. Must the law be complex, then?
Mr. PETERSON. If we assume you could eliminate the 4-percent rate

and only haN'e the debenture rate based on the cost of money on the
market, then the administrator could make his loans by a blend of bank
money, plus some 2-percent money. I think it is much more simple,
if you want my honest opinion I think that is true. I think the ad-
ministrator has that authority and I would certainly agree with you,
Senator Allen, that would be a more simple way to solve it.
Senator DOLE. Would the Senator yield?
As I remember, last year I moved to strike out the intermediate

rate provision in the House committee, and was finally convinced that
it was necessary. Maybe your group was not opposing the striking but
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certain members of the committee were. I am not suggesting we
should do what the House did do last year, but we must cooperate.
There was a strong feeling, maybe it is not as strong today, that
there were those who could graduate from the 2 percent money but
couldn't quite reach the other level. If there can be this mix on 201
money, plus bank money, maybe nothing is needed, but there was a
feeling as far as the bank was concerned that there should be an
intermediate loan rate. I am not wedded to anything except getting
something passed because passage is long past due.
Mr. PETERSON. By a mixing of the bank rate plus the 2-percent

direct loan you could end up with a net effective interest rate of
anywhere from between two and the bank rate, and I would certainly
agree with you gentlemen that this would be a more simple way of
administering the program.
Senator DOLE. That will be in the study they are going to do for us,

they have a lot of studies to do.
Senator MILLER. On that point may I ask you this Mr. Peterson,

assume we go the simple route as far as interest rate is concerned,
might it be feasible to give some flexibility to this by differences in
loan terms, that is years for them to repay it, so that everybody is
treated the same after they get over that 2 percent as far as the interest
rate is concerned but those that can pay more rapidly will have a
shorter term loan and those who have a tougher time would have a
longer term?
Mr. PETERSON. That is a possibility.
Senator MILLER. That might be sort of a compromise between what

Senator Allen and I have been talking about. Have you given any
thought to that?
Mr. PETERSON. I don't think that particular thought has come into

consideration during the time that we have discussed the bill but it
certainly is a valid one.
Senator MILLER. You see, the appealing thing about Senator Allen's

approach is that it is simple to administer and simple to understand,
and I would guess there would be less controversy over the differ-
entials on the length of the loan than there would be over the interest
rate.
Mr. PETERSON. Senator Miller, I would like to make this comment

with respect to the length of the time. The 2-percent direct loans are
for 35 years and these loans are amortized on a quarterly basis and
must be paid off at the end of 35 years. This is not the usual practice
for the utility industry. The private electric power industry, railroads,
the airlines, these types of utilities provide their capital by equity
and then whatever debt they have when it comes up for payment they
merely roll it over. So I think that if you talk in terms of lessening the
number of years in which to pay these loans off that you would impose
an obligation on the company which would be automatically reflected
in a higher rate to the subscriber just as certain as a higher rate is
going to be reflected to the subscriber if the interest rate is increased,
bearing in mind that 64 percent of these-
Senator MILLER. That is true. However, I wouldn't want you to get

the impression I am talking about changing the 35 years on the regu-
lar 2-percent loans. I am not. I am talking about this problem within
the bank as far as the blend amount of interest is concerned. Senator
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Allen thinks we can blend this out to some kind of a figure so that it
would be uniform throughout the loans. I am suggesting that we might
do that as a matter of simplicity and then for the sake of differentiating
between the affluent cooperatives and those that are not, perhaps you
could use a different term of years to accommodate that problem. That
is all I am suggesting.
Mr. PETERSON. I think a compromise could be worked out that would

more nearly reflect the conditions we are facing today and be done in
a sound manner. I would certainly agree with that.
Senator MILLER. Would you think there would be some of your

members who would be able to get along on a 20-year loan, perhaps,
and others who need 40 years, perhaps. Do you think you could find
some differences.
Mr. PETERSON. It is quite possible. It depends on each individual

circumstance.
Senator MILLER. Right.
Mr. PETERSON. In closing, gentlemen, I would just like to make this

one comment, that when this program was instituted 20 years ago, the
2-percent interest rate was imposed upon it for a definite reason, and
that was so that rural telephone service could be made available to
the people who needed it, and really the interest rates of that day had
nothing to do with the setting of the 2-percent interest rate. It was
determined that in order to get this job done they must have low-in-
terest money. This has been accomplished and, as has been previou
testified to here today, now over 2 million telephones are being brought,
out to the rural areas of America and over 6 million people enjoy
those benefits. This is real important, and when we talk about adjust-
ing interest rates remember that we are talking about a group of com-
panies whose average customers per mile are only about 3.8 compared
to 16 for the total independent industry and over 40 per mile for the.
Bell System. Therein lies the reason why there must be a consideration
of a low-interest rate. This program is not for companies. This is for
people, and I think that those Senators of this committee who were in
the Congress in 1919; and I believe there are four or them or five, they
must look back upn this program with a great sense of pride because it
has accomplished one of the great miracles of our day in providing
modern telephone service so that people in rural America can dial, ME)
that phone just as quickly as you who live in the urban areas.
I come from a small town myself, of less than a thousand people,

and we are served by a REA company- and this program is one that
I don't think we have to hang our heads in shame on.
The subsidy involved, granted in today's money market there is a

greater difference there, is small when compared to a great job being
done in the public interest.
I might add, gentlemen, that these REA. telephone companies last

year paid over $34 million in taxes. So here is one of the indirect
benefits that has come back to our Nation. This is in the national
interest.
I think unless there are any other questions I should close now and

anything we can do to help the committee we would be more than
happy to if you would only call upon us.
Senator Arxxasr. Thank you for your presentation and we appre-

ciate it.



80

Mr. PETERSON. I appreciate your time.
(Mr. Peterson's prepared statement is as follows:)

STATEMENT OF A. HAROLD PETERSON, EXECUTIVE DIRECTOR AND COUNSEL, NATIONAL
REA TELEPHONE ASSOCIATION

Mr. Chairman, Members of the Committee, my name is A. Harold Peterson,
Attorney at Law, and my residence is at Chisago City, Minnesota. I appear here
today as Executive Director and Counsel of the National REA Telephone Asso-
ciation, whose membership is comprised solely of REA financed telephone com-
panies, mainly the commercial ( (privately owned) type. We are grateful for the
opportunity you have afforded us to appear personally and testify in support of
S. 1684 and S. 2202, the Rural Telephone Bank Bill, which is of such vital con-
cern to the 869 REA telephone companies throughout 46 of our 50 states. This sub-
ject matter is not new. It received its first thorough airing in the second session
of the 89th Congress in August 1966 in hearings before this Committee. We are,
therefore, somewhat reluctant to impose on your time again. On the other hand,
we feel that a record must be made. In addition, there are new members of this
Committee who are entitled to know what these bills are all about and why it
is so important for Rural America.
We would like, therefore, to briefly review the history of the REA telephone

program so that it may be brought into proper perspective. This discussion will
include: (1) the circumstances surrounding the original passage of the telephone
amendment to the REA Act in 1949; (2) what the REA telephone program has
accomplished for the people of rural America; and (3) what problems REA
telephone borrowers have been facing in recent years as well as the problems
that will be encountered in the foreseeable years ahead. It is our hope in so doing,
that the very urgent need for a Rural Telephone Bank will be clearly demon-
strated.

,CONDITIONS OF RURAL TELEPHONE WHICH PRECIPITATED REA TELEPHONE
PROGRAM

Prior to the enactment of the REA telephone amendment in 1949, only 39%
of America's farms had telephones. In the areas which were receiving telephone
service, hundreds upon hundreds of small telephone companies were rendering
poor service; in many instances the service was next to nothing. The underlying
cause for this condition is simple to explain. Most of these companies had their
beginnings at the turn of the century, and within the following twenty years.
By 1949, most of them were still using the original plant, which was getting to
be forty to fifty years old and wearing out. Meanwhile, telephony in the urban

• areas of America was making significant strides in terms of technological
improvement. The time of physical and economic peril had arrived in the life of
these rural telephone systems. They tried in vain to attract debt capital in
•the private money market. They found that •broken down telephone plant,
long outdated, did not provide the kind of equity that was attractive to either
a banker or insurance company for loan purposes. It looked like a near hopeless
situation for these companies, which, for the most part, were small, locally or
family owned enterprises.
By the same year, 1949, much of rural America had received electric service

under the REA program, which by that time had clearly proved its merit. Having
witnessed the successful experience of the REA electric program, the Congress,
in 1949, passed the telephone amendment to the Rural Electrification Act, stating,
"it is declared to be the policy of the Congress that adequate telephone service
be made generally available in rural areas through the improvement and expan-
sion of existing telephone facilities and the construction and operation of such
additional facilities as are required to assure the availability of adequate tele-
phone service to the widest practical number of rural users of such services."

It is interesting to read the history of those early days. The program
became effective on October 28, 1949. Within 30 days after the application forms
and bulletins became available, REA had received 144 signed applications. In
the first 90 days REA received 1,117 inquiries about the program from all over
the United States.
When one considers the desperate conditions facing rural telephone companies

in those days of 1949 and 1950, it is clear why there was this deluge of inquiries
and applications for loans just described. After the program was instituted, a
short period of uncertain but steady implementation followed.
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Now, some 20 years later, it is of interest to note that from the date of inception
of the REA telephone program to September 30, 1969, loans totaling $1,649,832,294
had been made to 869 companies in 46 states. Whereas in 1949 only 39% of
America's farms had telephone service, today 80% have modern dial telephone
service, thanks to the financial and technical assistance furnished through the
REA telephone program. Over two million rural subscribers or some six million
people enjoy the benefits of modern telephony.

It is of further interest to note that as of June 30, 1969, REA telephone com-
panies have paid on their loans, principal in the amount of $186,685,024 and
interest of $163,313,069. They have made advance payments of $23,234,636. To
the question, are there any delinquent accounts, we are proud to say there are
only 9 companies who are delinquent more than 30 days and the amount in-
volved is only $305,701 of principal and $164,007 of interest. There has never been
a foreclosure of any loan in the twenty year history of the program.
When the Congress passed the REA telephone amendment, the day of dark

despair for rural telephony was ended. The financial vacuum that plagued
hundreds of small telephone companies throughout America began to be filled.
The program has proved to be unusually sound and is a credit to the entire
telephone industry and to the Congress who made it possible.

REA RESPONSIBLE FOR FIRST GREAT TRANSFORMATION IN RURAL TELEPHONY

Eight telephone subscribers per rural line was the standard set by REA when
the program started. Upgrading of service from twenty to twenty-five subscribers
per line to a limit of eight subscribers per rural line represented the first great
transformation in rural telephony and REA can proudly take the credit for it.
Although this was a giant step forward in the industry, you will be interested
to know that the second great transformation in rural telephony is now taking
place; namely, upgrading of service from eight to four subscribers per rural
line and, where economic feasibility can be shown, only one subscriber per rural
line. The rural subscriber is using this modern telephone system so much more
than the old system of twenty to twenty-five subscribers per rural line, that
the eight party line is now more difficult to get to use than was the old system.
As a result of this desire on the part of rural people for more and better service,

it is interesting to note that over 60% of all loan fund requirements for the REA
telephone program for fiscal year 1970 will be used for upgrading of service. Ili
this connection it ought to be stressed that the timetable for the Bell operating
companies indicates that one party service will be furnished to 90% of their
subscribers by 1975.

It is now estimated that 55% of all REA telephones will be one-party by 1975
compared to 33% today. REA estimates that in 1975 only 10% of the subscribers
will be on eight-party service, compared to 30% today.

TOTAL TELEPHONE INDUSTRY COOPERATION BRINGS RESULTS

The rural REA telephone subscriber who could not even call his neighbor
in 1949 can now call 97% of the world's telephones. The question may be asked,
how was this accomplished in such a short span of time? The answer is very
simple. The finest of relationships exist within the telephone industry to bring
better communication to all of America. This includes the entire gamut of the
industry from the giant Bell system to the smallest REA company. We know of
no other industry where finer cooperation may be found.
Large and small telephone companies, working together, have wrought the

finest telephone network in the world. We cite the following example to illustrate
what we mean: All number calling (ANC)) permits a telephone user to call an-
other person faster and more efficiently. REA recognized the benefits of ANC
early; it is now the standard in the industry. ANC is a key factor in the interna-
tional dial program. This type of progress is impossible without total industry
cooperation. REA telephone companies are proud to be a part of this dynamic
industry and want to continue to give more and better service to meet public
demands.

DEBT CAPITAL NEED TODAY IS GREATER THAN EVER DUE TO SECOND GREAT

TRANSFORMATION

Having briefly reviewed the history of the REA telephone problem, let us now
turn our attention to the greatest problem facing this program today. It can be
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stated very simply. There is a very urgent need for adequate debt capital in order
to accomplish program objectives.
Here are the facts. The second great transformation in rural telephony, namely,

upgrading of service, has resulted in a huge backlog of unapproved loan applica-
tions on hand. On September 30, 1969, REA had 358 unapproved telephone loan
applications on hand totaling $363,553,000. The following is a breakdown of
these applications by states:

UNAPPROVED REA TELEPHONE LOAN APPLICATIONS ON HAND SEPT. 30, 1969

[Dollars in thousands]

State Number Amount State Number Amount

Alabama 11 $16,373 Nevada 
Alaska 1 173 New Hampshire 1 $655
Afizona 2 3,795 New Jersey 2 3, 567
Arkansas 7 3,729 New Mexico 3 2,637
California 5 4,850 New York 4 3,813
Colorado 4 2, 145 North Carolina 16 30, 140
Connecticut North Dakota 10 16, 929
Delaware Ohio 1 300
Florida 3 5,859 Oklahoma 16 8, 199
Georgia 11 10,785 Oregon 6 4,746
Hawaii Pennsylvania 14 17, 245
Idaho 2 1,156 Rhode Island 
Illinois 10 3,686 South Carolina 17 20, 073
Indiana 7 7,136 South Dakota 8 10, 364
Iowa 17 8,353 Tennessee 12 9,925

nsas 14 9, 041 Texas 27 19,746,Ka
;Kentucky 9 12, 212 Utah 2 1,600
Louisiana 8 10,893 Vermont 
Maine 2 2,017 Virginia 4 6, 180
Maryland 1 848 Washington 4 2, 060
Massachusetts West Virginia 1 1,400
Michigan 9 9,447 Wisconsin 26 25, 701
Minnesota 29 36, 188 Wyoming 2 350
Mississippi 4 3,761 Puerto Rico 
Missouri 12 12,808

358 363,553Montana 4 2,970 Total 
Nebraska 10 9,698

The need for additional debt capital for the REA telephone program is ex-
tremely urgent. With the $363.5 million of unapproved telephone loan applica-
tions on hand on September 30, 1969, added to the applications which can be ex-
pected for the remainder of this fiscal year, we are looking at a present debt
capital requirement of over $475 million dollars. If this need is not met in some
manner, the problem will continue to be compounded. We cannot overemphasize
the extremely serious position of the REA telephone borrowers in its need for
more debt capital.
The financial plight of REA telephone companies has worsened over the past

six years in spite of the fact that the amount of loan appropriations has increased
The following shows the level of appropriations for the years 1964 thru 1970:

REA telephone appropriations
Year: Million

1964   $70. 0
1965   70.0
1966  97. 0
1967  117. 0
1968  120. 6
1969  125.0
1970 (recommended budget and pased by House and Senate) 125. 0

CONTINUING NEED FOR 2 PERCENT LOANS

Before embarking on a discussion of S. 1684 and S. 2202, the Telephone Bank
Bills, it should be clearly stated that there is and will be a continuing need for
2% direct loan financing for many REA telephone companies for some years to
come. This program is only twenty years old and the companies have not at-
tained the degree of financial maturity found in the electric program. The follow-
ing will illustrate the point:
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Net worth as a percent of assets:

Net worth as a percent of assets:
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Net worth of telephone borrowers as percent of assets, Dec. 31, 1968

Percent or
borrowers

Negative net worth  5

Less than 5 percent  17
Less than 10 percent  33

Less than 15 percent  50
Less than 20 percent  64
Less than 25 percent  79
Less than 30 percent  88
Less than 35 percent  94
Less than 40 percent  96
Less than 45 percent  97
Less than 50 percent  99

Less than 95 percent    100

Net worth of electric borrowers as percent of assets, Dec. 31, 1968

Percent or
borrowers

Negative net worth  2
Less than 5 percent  4
Less than 10 percent  8
Less than 15 percent  14
Less than 20 percent  25
Less than 25 percent  35
Less than 30 percent  48
Less than 35 percent  58
Less than 40 percent  66
Less than 45 percent  72
Less than 50 percent  77
Less than 75 percent  94
Less than 95 percent  99
Less than 100 percent  100

Combining all REA telephone companies together, net worth as of December

31, 1968, was 16.5% of assets, compared to 32.6% for the electric distribution

borrowers.
From the above table it should be noted that 96% of the telephone borrowers

have a net worth as a percent of assets, of less than 40%. Note that 64% of them

have a net worth of less than 20%. What chance have these companies got to go
into the private money market and get their needed debt capital? The answer is
obvious—they have little or no chance at any interest rate.

CAPITAL NEED NEXT 15 YEARS DOUBLE THAT OF PAST 15 YEARS

Now that we know what the urgent debt capital needs of today are, what about

the years that lie ahead? We point out that in the previous record of this Com-
mittee three years ago, there was testimony from competent sources, including

REA and the Kuhn, Loeb & Co. report, that the capital needs for the REA tele-

phone program in the next fifteen years would be over 3 billion dollars. This is
a stark contrast to the 1.2 billion dollars of loan authorizations for the REA tele-
phone program for the first fifteen years. We concur in this appraisal of future

capital needs for REA telephone borrowers. It is my personal judgment that this

appraisal is on the minimum side. This need must be met. The question is how.

ANALYSIS OF DEBT CAPITAL ALTERNATIVES

After thorough study and analysis of their plight, REA telephone companies

have concluded that they cannot continue to rely solely on an annual Congres-
sional appropriation to meet the need. We verily believe it is necessary to seek

a supplemental source of financing, above and beyond the 2% needs. It appears

that the 1970 appropriation for direct 2% loans in the amount of $12.5 million

will scarcely meet 25% of the $475 million need mentioned heretofore. In our

judgment all of this $125 million appropriation will be needed for 2% direct loans.

What about direct loans from the private money market? Can REA telephone
borrowers find the answer there? It would appear not for two basic reasons.
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First, the United States has a first mortgage on these companies which virtually
precludes the private market from even considering such a possibility. Secondly,
even though the United States would agree to subordinate itself to the position
of a second mortgagee, not many REA telephone borrowers could afford to go into
the private money market due to their low net worth position outlined to you a
moment ago. It would appear that the problem must be solved within the frame-
work of the Federal structure within which these REA telephone companies now
receive their debt capital.

RURAL TELEPHONE BANK IS A SOUND SOLUTION

We believe that the best solution in getting into the private money market liesin the establishing of a Rural Telephone Bank within the structure of the United
States Department of Agriculture. This concept is an essential ingredient in
S. 1684 and S. 2202, and we support it. These bills were not hastily conceived orconcocted. They represent long study and thought on the part of the Departmentof Agriculture, the Rural Electrification Administration and by REA borrowersand their associations.
S. 1684 and S. 2202 create a Rural Telephone Bank, initially under the super-vision of the Secretary of Agriculture and ultimately to be converted to the non-Federal ownership, operation and control of its borrowers.
Equity capital for the bank will be furnished by the United States by invest-ment in Class A bank stock (with 2 percent annual return) from the "net collec-tion proceeds" of 2 percent REA telephone loans in amounts not exceeding $30million annually until the Federal investment totals $300 million; and by bor-rowers from the bank who will be required to invest 5 percent of their loans innondividend bearing Class B stock. Dividend bearing Class C stock will be avail-able for investment by borrowers and potential borrowers. Class A stock held bythe United States will be retired by the bank as soon as practicable after June 30,1984.
The bank is authorized to obtain borrowed funds through the sale of its deben-tures, up to eight times the amount of paid-in capital and retained earnings ofthe bank. Debentures will not be guaranteed by the United States. Until conver-sion to borrower control, Treasury approval of debenture issues is required.Bank loans, to be fully amortized over a period not exceeding 50 years, may bemade to eligible borrowers: (1) until June 30, 1984 or until bank conversion, ifearlier, at an "intermediate loan" rate, reflecting the current average marketyield on marketable securities of the United States having comparable maturities,but with a four percent interest ceiling; or (2) at an interest rate reflecting theaverage cost of moneys to the bank, including interest on the bank's debentures,return on Class A stock, administrative expenses, reserves and estimated losses.Intermediate loan rates will not be available to borrowers which are capable ofboth paying the higher bank rate and achieving Federal program objectives. Thepurposes for which bank loans may be made include the same purposes governingREA 2 percent telephone loans, as well as improving the efficiency, effectivenessor financial stability of borrowers' systems; special limitations are specified inrespect of bank loans for acquisitions.
The bill also establishes a Rural Telephone Account into which will be trans-ferred appropriations, assets and collections of the REA 2 percent telephoneloan program and from which will come funds for the 2 percent telephone loanprogram and for Federal investments in the telephone bank.
Both S. 1684 and S. 2202 are identical save in one respect. S. 2202 contains anew Section 412 which provides that a loan shall not be made under section 201of this Act to any borrower whose net worth is in excess of 20 percent of itsassets unless the Administrator finds that the borrower cannot obtain such aloan from the telephone bank or other reliable sources at reasonable rates ofinterest and terms and conditions. This new section is a Committee amendmentwhich was added to H.R. 7 which was reported by the House Agriculture Com-mittee on March 18, 1969. While we have no quarrel with the intent of this newsection, we feel that this Committee may want to examine it and see if the 20 per-cent limitation ought to be raised. We call the Committee's attention to the pre-viously cited combined net worth as percent of assets for all the telephone bor-rowers as of December 31, 1968, namely 16.5 percent. We feel that Section 412 ofS. 2202 would be more realistic and workable if the requirement were changed toa higher figure, like 25 or 30 percent, more in keeping with the bank's capabilityof meeting the number of individual loan requirements.
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THREE SUBSTANTIVE LEGISLATIVE OBJECTIVES NECESSARY

This legislation is of major import. In our judgment the following overriding
objectives should be sought:
(1) A telephone bank which is capable of providing adequate debt capital at

usable interest rates;
(2) Built-in incentives to encourage eventual private ownership of the tele-

phone bank by the telephone borrowers;
(3) Sufficient latitude for telephone borrowers to meet industry responsi-

bilities in the future.
CONCLUSION

Before closing we would like to add our voice to those who advocate a dynamic
rural development program for America. In our judgment, it has already started.
Its future potential is unlimited. In such a program lies the solution tO some
of the problems that plague (fur large cities and urban centers. We believe in
rural development—it is Urgently needed. REA telephone companies are ready
to continue to provide a basic requirement to that development, namely, modern
communication, if they are furnished the tool of adequate financing. Without it,
there can never be successful rural development.
Mr. Chairman and members of the Committee, we again thank you for this-

opportunity to appear and testify. We hope we have been helpful.

Senator ALLEN. Mr. Marvin L. McLain and Mr. Kit H. Haynes,,
with the American Farm Bureau Federation.

STATEMENT OF KIT H. HAYNES, ASSISTANT LEGISLATIVE
DIRECTOR, AMERICAN FARM BUREAU FEDERATION

Mr. HAYNES. My name is Kit H. Haynes, assistant legislative direc-
tor of the American Farm Bureau Federation.
Mr. McLain was supposed to be here today. He was unable to attend

and I pass on to you members of the committee his regrets.
This statement is relatively brief and I can brief it even further.
Senator DOLE. Good.
Senator ALLEN. If you would hand it to the reporter.
Senator DOLE. Why can't you just touch on the new points you

raise. You only raise about one or two new items.
Senator ALLEN. Your full statement will appear in addition to the

colloquy.
, Mr. HAYNES. We have supported proposed legislation to provide
supplemental financing for rural telephone programs through a rural
telephone bank for a long time and we supported H.R. 7 last year in
the House, as you remember, 

time,
Dole. It has already been put in

the record the number of suiscribers who now are being served by
rural telephone systems and the amount of money loaned or approved.
It has been estimated that in the next 15 years the rural telephone

program will need something like twice this amount to really do the
job.
S. 2202 is identical with H.R. 7, as amended by the House committee

to provide that a borrower becomes ineligible for a direct loan from
REA when its net worth reaches 20 percent of its assets. We had rec-
ommended an amendment along this line to graduate the borrowers to
the telephone bank or to some other financial source

' 
and we would

recommend that this provision, which is in S. 2202 but not in S. 1684
at the present time, be retained.
At the end of last year only 28 percent of the telephone borrowers

had net worth less than 20 percent of their assets; so those are the ones
which would go to REA and the others would have to go to the bank.

36-618-69 7
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As I said, Farm Bureau has been for this bank pro
posal for a long

time. Voting delegates considered the matter aga
in at Kansas City

last year and they recommended two provisions wh
ich are not covered

by the bills. One is the requirement that to be elig
ible for bank loans

a cooperative association must provide in its bylaws
 for the issuance

of certificates of ownership stating each membe
r's share in the net

worth of the cooperative, except where prohibited by 
State law.

Senator ALLEN. What is the theory of that, Mr. Hayne
s?

Mr. HAYNES. Well, the Farm Bureau believes, Sen
ator Allen, that

members of cooperatives should know what they ow
n of the assets of

the cooperatives. A second reason is that when an org
anization seeks

to borrow money from the bank it would seem to m
e that the bank

would want to know just who owns what it is accept
ing as security.

The Farm Bureau for many years has urged that 
cooperative asso-

ciations, 'both telephone and electric, provide their memb
ers with cer-

tificates showing just what they own of the total assets.

Senator ALLEN. Shouldn't that come in a separate bi
ll? I mean

wouldn't this be foreign to this matter of getting loans
? I don't know

whether that is desirable or not. Wouldn't that reall
y be something

to have in a separate bill?
Mr. HAYNES. It could come in a separate bill. For 

the purpose of

this legislation, our delegates tied it to eligibility for
 bank loans.

Senator MILLER. Pardon me. You are not suggesting
 that this re-

quirement be for other than bank loans, are you, for exam
ple, for the

regular 2-percent loans now. You are only talking about ba
nk loans?

:-Senator DOLE. Bank loans, it says.
Senator ALLEN. Is that the telephone bank?

Mr. HAYNES. Yes, sir. We proposed the same thing
 at the time we

testified in the House on the bank legislation. That bill w
ould have

set up a bank for both rural electric and rural telephone l
oans.

The voting delegates also proposed there shall be only t
wo classes

of loans, those made by the bank at the same rate of inter
est for all

borrowers, and those made by the Rural Electrification Admi
nistra-

tion. This has been discussed at length here today.

Sentaor DOLE. I believe you also have some question about the m
em-

bers on the board of directors.
Mr. HAYNES. Yes, sir; the goal would be eventual owner

ship of

this credit institution by its borrowers. We would pattern
 it after the

Farm Credit System, with a plan for the borrower owner
ship as

provided in section 406 (c) beginning in 1984.

In testimony before the House last year we recommended that
 the

board shall initially consist of seven members. Four would
 be named

by the President, with the advice and consent of the Senate, a
nd three

members elected by borrowers from the bank.

We also recommended that employees from the telephon
e systems

not be permitted to serve on its board, and the chairman no
t be a

full-time Government employee such as the administrator of R
EA.

We also recommended that six members of the board would be el
ected

by holders of class B and class C stock and a seventh member
 be

appointed by the President as representative of the Government

after class B and class C stock reaches 51 percent of the total st
ock

outstanding in the bank.
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Now, the bills before you provide for a 13-member board initially,
and then after the class B and class C stock reaches two-thirds of the
outstanding stock they would provide for an eight-man board, six
of which would be elected by the borrowers.
While we think a relatively small board would work better than a.

larger board, we are more concerned with the makeup of the board
than we are with the actual number of members. That is in line wish
our basic thinking that the users of cooperative credit systems should
have the maximum amount of direction of the activities of the

• associations.
We did not cover in our statement anything about the proposed

amendment dealing with the 2 percent loans, section 201 loans, and
I only offer an opinion on it.
In the first place, it would put the administrator of REA in a rather

,difficult position in deciding who pays what rate of interest. A second
point, probably of equal importance, is that the proposed amendment
.deals with the basic act authorizing the loan program; and, if in the
judgment of this committee, the amendment should be written into
law, we would think it should be put in a separate bill for considera-
tion on its own merits. That would be the only comment on that.
If I may just have one comment on the makeup of the bank we cer-

tainly think it should be patterned after the Farm Credit System.
The Farm Credit System has an enviable record and we think it

would be a very good goal for the bank to seek to attain.
We appreciate the opportunity to present these brief views and we

should be happy to work with the committee in any way in developing
this legislation.

Senator ALLEN. Thank you, Mr. Haynes. We appreciate it.
Are there any questions ?
If there are no questions, thank you, sir.
(The prepared statement follows:)

' STATEMENT OF MARvIN L. McLAIN, LEGISLATIVE DIRECTOR AND KIT H. HAYNES,

ASSISTANT LEGISLATIVE DIRECTOR, AMERICAN FARM BUREAU FEDERATION

We appreciate this opportunity to present the views of t
he American Farm

Bureau Federation in support of proposed legislation to prov
ide supplemental

financing for the rural telephone program through establishme
nt of a rural tele-

phone bank.

Farm Bureau has supported and encouraged development of a s
ound rural tele-

phone program since it assisted in enactment of legislation initi
ating the program

twenty years ago. Bringing telephone service to American farm
s and ranches has

contributed materially to increased efficiency as well as to be
tter rural living.

Less than 40 percent of American farms and ranches had any 
kind of telephone

service as recently as twenty years ago. Today, more than 80 
percent have tele-

phone service, most of which is modern dial service.

Telephone services has become a working tool in American a
griculture, and

the fact that this tool is available has benefitted the nation's 
consumers in terms

of more efficient production and marketing of the most abunda
nt supply of food

and fiber any nation ever has enjoyed.

An important key to improving and extending telephone servic
e for America's

farmers and ranchers has been the availability of federal loans.

As of last June 30, more than 2.3 million subscribers were using
 telephone serv-

ice furnished by systems obtaining financial support under th
e rural telephone

program. Between the beginning of the program in 1949 and 
last June 30, the

Rural Electrification Administration advanced or approved loan
s totaling $1,623,-

413,120 to 873 borrowers. Of this number, 638 were commerci
al telephone com-

panies and 235 were cooperative associations of users.

•
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It has been estimated that borrowers providing service to rural areas will need
something approaching twice this amount in the next fifteen years to meet de-
mands for improved service in areas already being served and for extending
service to new areas.
The aim of the bills before you is to assure continuation of the benefits of rural

telephone service by enabling qualified borrowers to utilize the nation's private
money markets as a source of capital.
Farm Bureau supported proposed legislation in the 90th Congress which would

have provided supplemental financing for both rural telephone systems and rural
electric cooperatives. Subsequently, we supported enactment of another bill
(H.R. 12066) which provided supplemental financing for rural telephone systems
only. Early this year, we recommended approval, with amendments, of H.R. 7,.
which has been approved by the House Agriculture Committee and now is before
the House Rules Committee.

S. 2202 is identical with H.R. 7 as amended by the House Agriculture Com-
mittee to provide that a borrower would become ineligible for a direct loan from
REA when its net worth reaches 20 percent of its assets. Farm Bureau had rec-
ommended an amendment along this line as a means of encouraging borrowers of
low-interest funds from REA to "graduate" to using the telephone bank or other
credit sources for its capital. This obviously would decrease the drain on REA
funds by those systems which no longer require subsidized credit. At the end of
last year, only 28 percent of the telephone borrowers had net worth of less than
20 percent of assets. We recommend that this provision be retained.
The continuing interest of our members in establishment of a rural telephone

bank was reaffirmed at the most recent annual meeting of the American Farm
Bureau Federation at Kansas City, Missouri, last December. Voting delegates
to that meeting endorsed a plan for supplemental financing of the rural telephone
program, patterned after the Farm Credit System.
The plan recommended by Farm Bureau includes two provisions not covered in

the bill before you. These are: (1) a requirement that, to be eligible for bank
loans, a cooperative association must provide in its by-laws for the issuance of
certificates of ownership stating each member's share in the net worth of the
cooperative, except where prohibited by state law; and (2) a provision that there
shall be only two classes of loans—those made by the bank at the same rate of
interest for all borrowers, and those made by the Rural Electrification Admin-
istration.
We respectfully submit these proposed revisions for your consideration in the•

interest of developing a sound and effective means of providing supplemental
financing for rural telephone facilities from the private money market.
The policy adopted last December also recommended inclusion of positive pro-

visions for eventual borrower ownership and control of a credit institution to
serve their needs in providing telephone service. A plan for eventual borrower
ownership is provided in Section 406(c), with retirement of government capital
to start after June 30, 1984.
In testimony before the House Agriculture Committee in support of a rural

electric and telephone bank, on April 4, 1967, we made recommendations rela-
tive to the size and selection of the bank's Board of Directors. While some re-
visions in the structure of the Board were made in subsequent legislative pro-
posals, the bills under consideration today provide for an initial Board of 13
members, selected in the manner similar to that provided originally.
'We respectfully reaffirm our recommendation that consideration be given to an

initial Board of seven members. Four would be named by the President, with the
advice and consent of the 'Senate; and three members would be elected to bor-
rowers from the bank. It is also recommended that employees of the telephone
systems be excluded from serving on the Board; that the chairman of the Board
not be a full-time government employee such as the Administrator of REA; and
that six members of the Board shall be elected by holders of Class B and Class C
stock and the seventh member be appointed by the President as a representative
of the government after Class B and Class 0 stock reaches 51 percent of the
total stock outstanding in the bank.
The bills now before you provide for an eight member Board after Class B and

Class C stock equals two-thirds of the total outstanding stock. Six of these would
be elected by the 'borrowers—three by the cooperative borrowers and three by
the non-cooperative borrowers. The other two would be the Governor of the.
Farm Credit Administration and the REA Administrator.

6
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While we believe a relatively small Board made up of an odd number of in-
qdividuals can operate more efficiently than a group in which there can be equal
division of votes, we are more concerned that the Board represent the borrowers
than we are with the actual number of members. The interest of the federal
government would be represented on the seven-member Board we have sug-
gested by the four Presidential appointees prior to the time that at least 51 per-
cent of government capital is retired; and by the representative to be appointed
by the President after that time.
The ability of rural users of credit to direct their credit agencies has been

,dramatically demonstrated by the Farm Credit Administration, which now is
,owned by its !borrowers. The twelve district Farm Credit Boards are composed
of seven members each—two elected by the POA's, two by the land banks, and two
by the cooperatives which borrow from the Banks for Cooperatives. The seventh
member is appointed by the Governor of the Farm Credit Administration.
The outstanding record attained by the Farm Credit System in providing credit

to farmers and ranchers and their associations on a sound basis is worthy of
being the goal to be vigorously sought by other rural credit agencies, such as the
telephone bank.
We appreciate the opportunity to present Farm Bureau's views on this impor-

tant matter, and we shall be happy to work with this Committee in developing
practical supplemental financing for rural telephone systems within the frame-
work of our broad policy objectives.

Senator ALLEN. Mr. Shearon Harris, chairman of the Committee on
Rural Electrification of the Edison Electric Institute, Raleigh, N.C.

;STATEMENT OF SHEARON HARRIS, CHAIRMAN, COMMITTEE ON
RURAL ELECTRIFICATION, EDISON ELECTRIC INSTITUTE,
RALEIGH, N.C.

Mr. HARRIS. Mr. Chairman, I am Shearon Harris, president of
'Carolina Light Co., and I am here in my capacity as chairman of the
Rural Electrification Committee of the Edison Electric Institute.
Mr. Chairman and Senators, with me is Dr. John Thornborrow,

the assistant managing director of the Edison Electric Institute.
I would like to file with the reporter my full statement and I will

try even though that has been capsuled, in consideration of the com-
inittee's time, I will try to capsule that still further and speak more
to the larger points involved in our position.
Senator ALLEN. Thank you.
Mr. HARRIS. Gentlemen, last February, on the hearing in the House,

the Edison Electric Institute testified in opposition to a telephone
bank bill on several points.
We felt, first, that the administration and the new REA. Adminis-

trator should have a little time to evaluate all of the various alterna-
tives for moving this program out into the marketplace. That time
has now passed. . 
We also thought that the committee ought to consider several of the

other alternatives, and I point out in my statement two bills intro-
'cluced in the House by Congressman John L. McMillan of South Caro-
lina and Congressman Charles Teague of California developing a 
'concept of insured loans under which the borrowers would go into
the marketplace and have the benefit of the Government's full guaran-
tee of those loans, which we believe would achieve a much lower in-
terest cost with the Government's backing, with a modest premium
for the Government's undertaking in this, to build up an insurance
fund against possible losses,
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We think this is the more desirable posture for the Federal Govern-
ment to be in in sponsoring these rural electric and telephone pro-
grams.
We also made the point, Mr. Chairman, and gentlemen, that we felt

that the electric program being the older and the larger program and
the one after which the telephone program was patterned,. that you.
should give some consideration to doing them together or doing what-
ever you are going to do about the problems in the electric program
first and pattern the telephone program after that.
Now, having had this time pass and the administration having

taken a position that was indicated through the Administrator here
today, our Institute comes before you with a revised position to say
that if in the wisdom of the administration and this committee that
notwithstanding our preference for the insured loan approach you
felt in your wisdom that this represents an available opportunity to
move some part of this program into the marketplace, then with the
revisions of the bill as submitted by the administration and with some
other revisions which I detail in my statement, that we think merit
your consideration to improve the program in the interest of the
taxpayer and in the interest of the government and the borrowers,
that with the adoption of those revisions we would no longer be in a
position of objection.
So if you count those who are not against you as being with you, you,

might even translate that into a position of support.
Now, let me address myself to one or two points that I have de-

velopei in the statement. The first one is with respect to the revision
of the 2-percent interest rate in section 201. I know this is a very difficult
and sticky political problem but I think this committee and I think the
Congress would be dealing forthrightly with the people involved in
this program if you dealt with both the section 201 interest rate and
a new financial institution to supplement or add to or be the instru-
mentality for transition over to market financing than you would to
create this bank and then come along separately and bring another
issue up.

It is admitted, Admiral Mott sat here and said it was unconscion-
able, for the people he represented to continue to pay 2 -percent for
money when they are not only able to pay more but have been saying
for years that they, as good citizens, as good businessmen, they want
and have the ability to pay more.
Now, if in our present money market the bank's cost of money is

going ;4r) be so great that this inhibits the transition I say to you that
the administration's recommendation to go to the government's cost
of money in the section 201 program, is in itself an important step
in that transition and we concur in the retention of 2-percent money
where needed.
If I were the Administrator I don't think I would want the job if

I had to do all of this grading, I think I would want the Congress to
fix the criteria and I wouldn't want every Member of Congress and
every Senator to come over and knocking on the door as to which
applicants should be handled differently.
We suggest in our statement that the real need for 2-percent money

that exists today is in taking the service out to the areas not yet served.
When you deal with upgrading as in the telephone or in heav-ying up
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lines as in electric companies, you are dealing with established business
that is able to carry the slight increase in cost or increase in rates
that would be involved in paying for market money. So we support the
administration but we suggest a different way of measuring the avail-
ability of 2-percent money.
Now, let me hit one other point rather quickly and that is with re-

spect to the intermediate money provision in the bank.
I think Mr. Hamil expressed it correctly when he said that the

marketability of these securities will be determined over a period of
time with the market evaluating the management and the operation
of this concern. I would personally question whether in the first 2 or
3 years that the multiplier would be greater than 11/2 or 2 in marketing
debentures. I think you have a real difficult equity problem with an
intermediate provision in there. If somebody pays less than the bank's
full cost then somebody else has got to pay more than the bank's full
cost in order to make up for the deficit for the recipients of the inter-
mediate loan, and I think you would have a much more workable in-
strumentality if you had one rate in the bank.

Senator ALLEN. Yes, I agree with you on the rate. But as was sug-
gested there, the entire income from the $30 million from the Govern-
ment would be a hedge and the bans over that amount would be at the
prevailing market rate. That was the explanation given, I believe by
one of these people.
Mr. HARRIS. I think you would have greater use of the bank by the

borrowers—you see we don't have a lot of difference between any of
these people but we have come to a time when we ought to move this
program into the marketplace. We differ only as to the vehicle, and
we will probably always differ as to the speed with which we do it.
This is maybe the stickiest of all these political problems involved:
But I think you would have an instrumentality that would be greatly
used if the bank operated on a one-rate basis

' 
and it would be the full

cost of money to the bank and the cost of the administration. You:
would have then relatively no subsidy in this free enterprise insti-
tution which was born and nurtured by the Government but became
independent. You leave the subsidy in the 2-percetn program and slide
between those who are extending service in the areas now unserved,,
and charge the Government's full cost of money for all those who are
already in business and are heavying up.
Senator DOLE. But if you can mix them up then you really don't

accomplish anything, do you? If you can loan me so much out of the
201 pot and get the rest out of the other pot 
Mr. HARRIS. Senator, I would do this under my theory of business.

if I were the Administrator and the application came in. Here is a $2
million loan and $1,800,000 of it is for heavying up new lines, putting
in bigger transformer or in the case of the telephone system it is
moving, say, from four-party system to one-party service, and $200,-
000 of it is to build new lines out to farms that haven't yet been
reached; then I would treat the $200,000 over here in the direct loan
at the 2 percent and I would treat the rest of it either at the Govern-
ment's full cost in the direct program or in the bank depending on
the ability of the borrower to pay. Here again I don't think you
ever get away from having to decide, I think, by congressional man-



92

,date who qualifies in the direct program and who goes to the bank.
I still think you need to delineate that.

Senator ALLEN. Any further questions?
Senator MILLER. Thank you very much.
Senator DOLE. Just let me say as always you are a very fine witness.

I have had the pleasure of hearing you on the House side many times
and you make some good suggestions.
Mr. HARRIS. Thank you, you are very kind. I appreciate the courtesy

and the time.
(The prepared statement of Mr. Harris is as follows:)

'STATEMENT OF SHEARON HARRIS, CHAIRMAN, COMMITTEE ON RURAL ELECTRIFI-
CATION, EDISON ELECTRIC INSTITUTE, RALEIGH, N.C.

I am Shearon Harris, President of Carolina Power & Light Company. I appear
today on behalf of the Edison Electric Institute, the national trade association
,of investor-owned electric light and power companies, as Chairman of its Com-
mittee on Rural Electrification. The 181 member companies of the Institute
serve approximately 78 percent of the consumers of electric power in the United
'States, including over 40 percent of the Nation's farms. Approximately 35 per-
cent of the electricity supplied by REA distribution cooperatives is generated by
•electric companies.

In February of this year the Edison Electric Institute presented testimony in
opposition to H.R. 7, a Rural Telephone Bank bill similar to S. 1684 and S. 2202.
At that time we expressed the view that the new Administration should be given
time to consider various alternatives for financing the rural telephone program.
We were then and are now concerned about the kind of precedent that may be
established in the telephone program that would affect the electric program.
We stated that the electric program was the older and larger of the two pro-
grams and when its future course is determined, the telephone program could
follow it.

ALTERNATIVE METHODS OF FUTURE REA FINANCING

H.R. 7013 and H.R. 7073 have been introduced in the House by Representa-
tives John L. McMillan (D-S.C.) and Charles Teague (R-Calif.), senior members
of the House Committee on Agriculture, to provide a program of insured loans
for both REA electric and telephone borrowers. The Edison Electric Institute
supports these bills because they would permit REA borrowers to obtain private
financing, assisted where necessary by government insurance or guarantee.

It has also been suggested that a new lending agency be established under
the direction of the Farm Credit Administration. Such an agency would be a
fourth banking system, in addition to the Federal Land Bank, the Bank for
Cooperatives, and the Intermediate Credit Banks. In view of the Farm Credit
Administration's fine record of accomplishment, this approach deserves serious
consideration by this Committee.

Another possibility is that an independent financial institution be established
.outside the federal government to provide future financing for REA borrowers.
tCongress should, of course, require that any such new institution stand on its
own feet without any federal financial assistance. If federal assistance (such
as subordination of REA liens) is provided, then it should be clear that loans
from the institution could be made only for the same purposes authorized by the
Rural Electrification Act—i.e., to finance service in rural areas.
Each of these approaches deserves serious consideration. Each of them could

be adapted to the telephone program, as well as the electric program. There-
fore, the Institute urges this Committee not to recommend legislation for the
telephone program alone until it has carefully considered the merits and de-
merits of all the alternatives.
The Administration has now indicated that these bills, when modified as

stated in Secretary Hardin's letter to Senator Ellender, dated October 29, 1969,
are considered appropriate. We still feel that the insured loan concept would
better serve the public interest. Nevertheless, it would seem that all are agreed
that the rural electric and rural telephone programs should be moved away
from dependence upon government financing and into the commercial financial
market. We differ only as to the method and the speed. Therefore, if in the
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wisdom of tile Committee, it is determined that these bills represent the more
acceptable vehicle, we suggest the revisions proposed by the Administration be
adopted and that further revisions should be made in order that these bills
better serve the interests of the taxpayers, the government and the telephone
borrowers.

RECOMMENDED REVISIONS TO THE BILLS

In addition to the changes recommended by the Administration we recom-
mend the following revisions to the bills:
(1) The 2% loan program should be revised.—S. 1684 and S. 2202, as in-

troduced, both assume that the 2% loan program would continue unabated. In
these times of high interest rates for practically all other commercial busi-
nesses and private citizens, the 2% rate is unconscionable.
It is true that the Administration has recommended a long overdue revision

to the 2% rate, but even this revision contains an exception in allowing the
Administrator to continue rates as low as 2% ". . . in any case where the
Administrator determines that a rate lower than the interest rate determined
under (1) is necessary to enable the borrower to provide service without an
excessive increase in the rates charged by the borrower to its customers."
We support the Administration's recommendation that the interest rate be

amended to cover the government's costs, but we suggest a more appropriate
measure for the restricted availability of 2% funds.
Investor-owned electric and telephone companies are facing interest rates of

8% and higher, and are being forced to request regulatory approval of increased
rates to their customers because of this and other factors.
The Institute recommends that the alternative rate (2) in the Administra-

tion proposal be eliminated, and that all loans be made at the unsubsidized rate,
expect that 2% loans may be made available only for financially weak bor-
rowers, and only for extending new lines for service for the first time or for
converting from manual to automatic switching.
A spokesman for the National REA Telephone Association testified before the

House Committee as follows:
"As a result of this desire on the part of rural people for more and better

service, it is interesting to note that over 60 percent of all loan fund require-
ments for the REA telephone program for fiscal year 1969 will be used for up-
grading of service. . . . It is estimated that 52 percent of all REA telephones will
be one party by 1975 compared to 29 percent today."
(Hearings before Committee on Agriculture, House of Representatives, 91st

Congress, 1st Session, on "Rural Telephone Supplemental Financing", p. 12)
When modern telephone service has been established and the requested loan is

for upgrading existing facilities, the project is able to bear at least the govern-
ment's cost of money. There is no reason for the taxpayers to subsidize upgrading
of service.
(2) The bank should reimburse the government for services of federal em-

ployees.—Section 403 ( b) of S. 1684 and S. 2202 (page 8) would permit the bank
to utilize "the facilities and services of employees of the Rural Electrification
Administration, or of any other agency of the Department of Agriculture, with-
out cost to the telephone bank . . ." Any bank, if established, should reimburse
the federal government for the services of all federal employees, regardless of
whether they are full or part time employees. The federal land bank system
has operated on the basis of providing its own administrative services at its
own costs from its beginning.
(3) The bank should pay an adequate return on the $300 million federal con-

tribution.—Section 406(a) provides that the United States shall furnish $300
million capital to the bank, and section 406(c) (pages 14-15) provides only a 2%
rate of return to the United States on this $300 million contribution. The rate
of return to the government on its contribution should be no less than the cost
of money to the United States Treasury.
(4) The federal contribution should be repaid on a regular basis.—Section

406(c) (page 14) does not require a firm schedule for prompt repayment of the
federal contribution. The $300 million Class A stock should be retired on a regu-
lar repayment schedule, correlated with repayment of loans by borrowers from
the bank.
(5) Bank loans should be made only for the same purposes authorized by the

Act.—Section 408(a) (page 18) would permit the bank to make loans for three
different purposes, including the "financing, or refinancing, the construction,
improvement, expansion, acquisition, and operation of telephone lines, facilities,.
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or systems, in order to improve the efficiency, effectiveness, or financial stability

of borrowers under Sections 201 and 408 of this Act." These are broader pur-

poses than now authorized under Section 201. So long as any government assist-

ance, such as the $300 million "seed" money, is provided, bank loans should be

permitted only for the same purposes and under the same limitations for which

loans may be made under Section 201 of the Act.
(6) The maximum loan period should not exceed 35 years.—Section 408(b)

authorizes the bank to make loans for periods up to 50 years (page 19). The

maximum loan period should not exceed the depreciable life of the equipment,

or 35 years, whichever occurs first.
(7) The "Intermediate" loan program should be eliminated.—Section 408(b)

(3) (pages 19-20) would permit "intermediate" loans at a subsidized 4% interest

rate. The Administration has recommended removal of the 4% limit, but loans

could still be made at a subsidized rate not including costs of administration and

a reserve for losses. There should be only a single rate of interest reflecting all

bank costs, including costs of administration, and a reserve for losses. The sub-

sidized intermediate loan program should be eliminated.
We support the revisions recommended by the Administration that the bank

should not he turned over to borrower control until all government capital has

been repaid, and that the activities of the bank should be made subject to the pro-
visions of the Government Corporation Control Act including annual budget re-

view by the President and the Congress and audit by GAO so long as any federal
investment remains in the bank.
Our review indicates that there may be some additional technical amendments

which would improve the bills. With the Chair's permission, we would like to
submit a technical memorandum in the near future for the consideration of the
Committee and its staff.

ACQUIESCENCE IN RURAL TELEPHONE BANK NOT TO BE CONSTRUED THAT ELECTRIC
BANK IS ACCEPTABLE

While Edison Electric Institute has indicated its acquiescence in S. 1684 and
S. 2202, when revised as suggested, we would like to state that our position on
these bills should not be construed as acceptance of a rural electric bank. There
have been additional problems in the electric program, primarily because it has
included some highly questionable loans for generation and transmission facilities
as well as loans for distribution facilities. We have not herein addressed our-
selves to a rural electric bank and reserve to a more appropriate occasion our
comments on that subject.

Senator ALLEN. That completes the testimony.
Senator Talmadge had to go to another meeting and he asked me

to express his appreciation for the interest that all of you have shown
in this bill, and for your presence here and your testimony, and asked
me further to state that the record will be held open until the 10th of
November if anyone cares to file statements.
The meeting Is adjourned.
(Whereupon, at 1 p.m., the hearing was adjourned.)
(Additional statements filed for the record are as follows:)

STATEMENT OF HON. FRED R. HARRIS, A U.S. SENATOR FROM THE STATE OF
OKLAHOMA

Mr. Chairman and Members of the Committee, As a co-sponsor of S. 1684, a
bill to provide an additional source of financing for the Rural Telephone Pro-
gram, it is a pleasure for me to have this opportunity to present testimony
in support of enactment of this legislation. Extensive hearings were held in
the 90th Congress on the subject of providing an additional source of financing
for the rural telephone program under the Rural Electrification Act, and as
I recall, very little controversy developed over the enactment of this particular
legislation.
The rural telephone cooperatives have demonstrated their ability to provide

a vital service in the more sparsely populated areas of rural America. Residents
of small towns and those who live on farms now have telephone service because
of the outstanding accomplishments of the rural telephone cooperatives operat-

lb
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ing with loans obtained from the Rural Electrificatieii Administration. In fact,
the demands for modern telephone service in rural America have become so
great that the need for growth capital by the rural telephone cooperatives far
exceeds the amounts appropriated each year to the Rural Electrification Admin-
istration to make loans for construction of rural telephone facilities. It is for this
reason that the rural telephone cooperatives and other borrowers have devised
a plan which will provide additional sources of financing for the rural telephone
program. I feel it is absolutely necessary that we assure the continuation of a
strong rural telephone program, and it is for that reason that I hope that the
provisions encompassed in S. 1684 will be considered favorably by this com-
mittee and enacted in the Senate.
It is my understanding, Mr. Chairman, that the Administration has suggested

amendments to the Rural Telephone Bank Bill which, if enacted, would, in effect,
bring about the phasing out of the 2 per cent telephone loan program under
the Rural Electrification- Administration. I, as g co-sponsor of S. 1684, am cer-
ta inly concerned about the adverse effects which the proposal of the Administra-
tion to phase out the 2 per cent telephone loans would have on the future of the
rural telephone program. It should be pointed out that without the availability
of these low-interest, long-term loans, rural telephone service might never be
available in many of the suburban and rural areas of this country.
A great deal has been said recently about the need to stabilize our rural

'population, and if possible, reverse the migration of people from the rural
areas to the cities. If we are, in fact, going to attract urban residents back to
the more sparsely populated rural sections of this country we must assure them
of the same conveniences which they have available in the metropolitan areas.
Telephone service, of course, is no longer considered merely a luxury but can,
in fact, be considered a necessity, and if this service is to be provided in sparsely
populated, economically depressed areas over our country, we must assure the
continuation of low-interest, long-term loans for rural telephone cooperatives,
Mr. Chairman, I hope that the legislation, S. 1684, can be adopted, and I hope
that the committee will not consider favorably the amendment as suggested
by the Administration.

STATEMENT OF HON. WALTER F. MONDALE, A U.S. SENATOR FROM THE STATE
OF MINNESOTA

Mr. Chairman, it is my distinct pleasure to appear before this committee of
which I was once a member to urge your support and prompt passage of the
telephone supplemental financing bill, S. 1684.
I don't think it is generally recognized that my own State of Minnesota is

predominantly rural in makeup. According to a recent study by the Library of
Congress, there remain only 83 truly rural Congressional districts in the United
States. Four of these remaining rural areas are in my state of Minnesota. No
other State contains more.
Because of this background I fully realize the outstanding job the REA tele-

phone loan program has done in bringing modern, efficient telephone service to
rural America.
The reasons which caused the REA telephone borrowers to design the supple-

mental bank are evident to even superficial examination of the loan program.
The annual appropriation for 2 percent money has been approximately $125
million for the last several years while the annual applications for new loans
have been in the neighborhood of $200 million. Thus, the unsatisfied backlog of
loan applications has grown from $122 million in 1965 to $364 million on 30
September, 1969.
This means the built-in delay in satisfying any loan request has just about

reached three years.
The telephone supplemental bank as embodied in S. 1684 and S. 2202, will solve

several of the serious problems afflicting the REA telephone borrowers. First,
it will make an additional source of capital available, ending their total depend-
ence on the REA 2 percent loan program. Secondly, the legislation does provide
for eventual disinvolvement of the Government from the telephone financing
program.

This approach has been used before, notably in the Farm Land Bank program,
and has worked successfully.
I am impressed by the unanimity the telephone industry has exhibited in sup-

port of this legislation. Not only have the REA borrowers, both commercial and
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cooperative companies, supported •the bill as might have been expected, but

also the major segments of the independent industry, the General System, Con-

tinental, and United Utilities. In fact, the Bell System has gone on record as be-

ing in support of the supplemental bank concept. I fail to see, frankly, wherein the

controversy lies concerning the bill.
Several years of consideration and debate have gone into framing S. 1684 in

its current form and I think it merits the Congress' serious consideration.

The bill as designed will offer several effective interest rates for borrowers

based equitably on their financial stability and maturity. Those companies that

are able to, will borrow directly from the telephone bank at the full bank rate

established by the cost-of-money to the bank. Companies not able to afford money

at that rate may use a "stepping stone" approach away from total dependence on

2% money by borrowing at an intermediate rate, based upon the cost of equivalent

securities to the government.
The 2% 35-year loan program will be maintained for those companies which are

unable to offer service in their areas without this low-cost debt capital. If we

are to amalgamate this 2% money with either of the higher cost interest rates.

as I believe the Administration is suggesting, we are, in effect, eliminating the

only source of _debt capital which is available for the economically less viable

telephone systems among the REA borrowers. The support for this legislation is

predicated on continuance of the 2% lending program. The stepping stone ap-

proach is a sound one and mandatory to the objectives of this legislation.

Without an additional source of capital, the rural telephone systems which have

done such a magnificent job over the past two decades will undoubtedly wither and

die. The most conservative estimate available of the capital needs of these sys-

tems over the next 15 years is approximately $2 billion more than will be avail-

able from REA direct loans at the present level. The bank is designed to provide.

this additional capital.
I strongly believe that the telephone supplemental bank bill, as embodied

in S. 1684 and S. 2202, represents the soundest approach to achieving the goals
of rural telephony—to make adequate capital available for the continued service
and expansion of rural telephone systems, to proceed towards the goal of eventual
full borrower ownership and control of their financing resources, and to
immediately achieve the ability to end total dependence on the 2% program by
establishing a multi-leveled capability based upon legislative guidelines estab-
lished by the Congress.
As you are all doubtlessly aware, the Bell System has been experiencing a good

deal of criticism lately about its service quality. It has been said that poor plan-
ning is responsible for many of these difficulties. If the telephone systems of rural
America are guilty of failing to meet the expected service standards of their
subscribers, the fault must be largely ours. Let's assure that these telephone
systems have the means to continue the fine work they have carried on for the
past two decades.

STATEMENT OF HON. JOSEPH M. MONTOYA, A U.S. SENATOR FROM THE STATE OF
NEW MEXICO

Mr. Chairman, you and the members of this committee are well aware—
in view of the fact that I am a sponsor of S. 1684  that I strongly favor legisla-
tion to provide an additional source of financing for the rural telephone program.
However I want you and all other interested persons to know the reasons which
impel me to call so urgently for support for this legislation.
To the people in the rural parts of New Mexico, few, if any, of the modern

necessities of life are as important as telephone service. Despite the difficulties
involved, this service must be maintained and improved as rapidly as possible.
This is not merely a matter of convenience—it is a necessity. Good telephone
service often can mean the difference between life and death of a person or a
family. It can also mean life or death to economic opportunity in a community.
You will see why additional capital at low cost is required to improve service, or

even to maintain service, in New Mexico when I tell you about some of our
telephone systems.
In New Mexico we have seven systems participating in the telephone pro-

gram administered by the Rural Electrification program. Five are cooperatives
and two are companies. The co-ops are the Leaco Rural Telephone Co-op, head-
quartered at Lovington ; Roosevelt County Rural Telephone Co-op, Portales ;
E.N.M.R. Telephone Cooperative, Clovis; the Penaseo Valley Telephone Co-op,
Artesia; and La Jicarita Rural Telephone Cooperative, Mora. The companies are
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the Lindrith Tele,phone Company at Cuba and the Ruidoso Telephone Company.
at Ruidoso. Altogether they have borrowed $8,057,000 from REA.
In 1967, the last year for which figures are available, these REA borrowers

had 7,673 subscribers on 4,352 miles of line. This averages something less than
two subscribers per mile and ranges from 8.69 subscribers per mile down to .65
per mile. A great many subscribers, including some business establishments,
had service on eight-party lines.
In 1967, four of the seven borrowers operated "in the black" and three

operated "in the red."
From these figures, you can begin to understand what I mean when I say

our telephone co-ops and small companies need the REA program. They must
borrow capital, and they cannot afford to pay high interest rates. Congress
started the rural telephone program because of conditions in many parts of the
country which are much like those existing in New Mexico. The basic program
should be expanded. The least that should be done is to provide more capital
through a rural telephone bank as our pending bill would do.

Unfortunately, however, a new policy has been proposed by the Nixon Admin-
istration under the guise of amendments to S. 1684 and similar bills.
The Administration has proposed changes that would gradually wipe out the

rural telephone program as we have known it. For the first time since the pro-
gram was put into effect, the executive branch has proposed to eliminate the
basic two percent interest rate.
The new policy that the Nixon Administration would have us substitute is a

policy of charging borrowers what it would cost for the government to borrow
money and cover administrative costs and probable losses. Information I have
received from reliable sources indicates the result of this provision now would
be an interest rate of more than 614 percent. This is unrealistic in view of the
fact that the government borrows only a small part of the money it spends and
lends. When it lends money that has been collected by the Internal Revenue
Service, it is lending money for which it is paying no interest at all. There is no
point in contending that all of the money for the rural telephone program has
to be borrowed and therefore has to be paid for at going market rates.
The Administration does say that a lower rate of interest could be charged—

but not less than two percent—where necessary to prevent an excessive in-
crease in rates charged to rural telephone subscribers.

Personally, I don't know what the definition of excessive might be. Consider-
ing the service that some rural subscribers get, any rate increase would be
excessive. _
In any case, the Administration has not told us how it proposes to draw the

line between those systems that could pay higher interest without having to
raise their service charges and those that could not. Some systems perhaps
would have to pay an increased rate of interest and then be prevented by the
public service commission from raising the tariff.
I do not believe it is necessary to comment further on the Administration

substitute. I do not wish to beat a dead horse, which I believe the Administration
proposal is. Furthermore, I prefer to put my case on the basis of fundamental
public policy.
Why do we have a basic two percent loan program for rural telephones?
Congress authorized this program, as it had earlier authorized the basic two

percent loan program for rural electrification, because the Congress believed
the whole people should help the rural people obtain for themselves certain
modern services which could not be obtained through commercial market
operations.
This is the same kind of decision that Congress has made time after time.

The whole nation helped develop the railroads because we the people thought it
was essential to have railroads. The whole nation has helped develop the mer-
chant marine and the airlines. The whole nation has paid for big dams to develop
'power, help control floods, and make the rivers more navigable. We dredge out
the harbors and river channels for shipping. We make grants to cities for urban
development projects.
And we do a lot of talking about rural economic development.
Do we mean it or not?
The people of rural America cannot build strong communities, attract indus-

tries, build new businesses, create new jobs, turn the tide of farm-to-city migra-
tion—unless they can provide for themselves the necessities of modern life:
water and sewer systems, health and education facilities, telephone and electric
utilities.
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The people of rural America want to do the job. The people of the overcrowded

cities know that they too will benefit.
The people who live in the rural areas and those who live in the cities look

to the Congress to help bring about rural development in the public interest.

We must maintain the basic two percent loan program. And we must supple-

ment his program by establishing a Rural Telephone Bank, capitalized with

government funds which would gradually be retired until the bank is owned by

those who use it.
The bill you are considering combines successful features of the Rural Elec-

trification Program and the Farm Credit System. I sincerely recommend adoption

of the bill.

STATEMENT OF JOHN W. SCOTT, MASTER, NATIONAL GRANGE

Mr. Chairman and Members of the Committee: I am John W. Scott, Master
of the National Grange, with offices at 1616 H Street, NW., Washington, D.C.
The National Grange is more than a farm organization. Its purpose is to serve

the total interest of the rural community and the Nation.
Self-help programs planned, controlled, conducted and financed at the local 1

level are a primary objective of Grange policy; the Grange has held—and now
holds—that Government involvement in all such programs should be the mini-
mum necessary to provide equitable opportunities for all Americans.
The National Grange represents 7000 local community Granges from Maine•

to Florida and from the Eastern Shore to the great West and Northwest. Through-
out rural America, Grange halls can be found servicing the 600,000 members liv-
ing in rural communities.
As responsible members of rural America, the Grange has had a vital interest

in an adequate rural telephone system and has been a strong supporter of the
REA telephone programs from their inception in 1949.
In 1951, at the 85th Annual Session of the National Grange, in Atlantic City,

New Jersey, the Delegate Body passed the following resolution:
"The development of an adequate rural telephone system is just beginning.

We ̀commend the Rural Electrification Administration and the telephone com-
panies for the progress made. The principle of area coverage on a uniform class
rate basis should be adopted for all rural telephone projects. We recommend that
Congress make sufficient appropriations to meet the loan requirements for the
development of adequate telephone service throughout the rural areas of
America."
As early as 1958, the Grange, seeing that there was need for additional supple-

mental financing for REA to meet the necessary loan requirements, supported
by resolution the request for such financing.

1. Continue the present statute-set 2 percent interest rate on REA loans.
2. Provide sufficient REA loan and administrative funds necessary to meet all

the needs for additional borrowed capital on the part of telephone cooperative
borrowers.

This still remains basic Grange policy. An adequate. dependable and reason-
ably-priced telephone service is essential to the social and economic well-being of
the nation's rural residents. Many REA-financed cooperatives serve thinly-set-
tled areas and are not yet able to provide service at rates on a parity with those
of urban people. For such systems, we urge that REA loans be made available at
the present 2 percent interest rate. We further urge an early establishment of a
suitable and fair supplemental banking program for the rural telephone systems
with the necessary federal financing assistance and the right of future ownership•
and control by participating systems and a continuation of adequate federal
appropriations at an interest rate which will permit continued telephone service
in the very sparse customer areas.
The legislation you are considering during this session of the 91st Congress re-

garding supplemental financing of REA telephone systems has the vigorous sup-
port of the National Grange. S. 1684 and S. 2202 meet all of the objectives of the•
National Grange policy; therefore, we urge speedy action by this Committee and
request that this Committee provide the leadership to bring about affirmative
action by both Congressional bodies of the Federal Government.
It would be presumptuous of us to sit as experts on telephone systems. In fact,

at times we have great difficulty in just direct dialing; however—you have heard
from many expert witnesses who represent the rural telephone companies that
are servicing rural America and who are in a far better position than we to docu-
ment the urgent need for supplemental financing and the best method of structur--
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ing the telephone bank. Therefore, we will rely on the wisdom of this Committeeand its staff to present to the Senate a bill containing the features necessary tomeet the financial needs of the REA Telephone Bank.
This Committee is very much aware of the tremendous strides made in improv-ing the telephone service in rural America. In fact, it has been because of this

Committee that such progress has been possible. We commend you for your fore-sight and concern in providing legislation to enable rural America to keep abreastin telephone communications.
We ask that you continue your good judgment and provide the supplementalfinancing necessary to enable the rural telephone systems to enter the secondphase of the great transformation in rural telephony; namely, upgrading ofservice and extending such service to the most remote areas of rural America.
In conclusion, please allow me to stress the urgent need for accelerating thedrive for recreational, commercial and industrial development in rural areas.Improved telephone service must assume new significance, if we are to reach thegoals of a redeveloped rural America and slow down the mass migration to ouroverpopulated urban centers.
Having served as the State Master of the Pennsylvania State Grange for sixyears, I am well acquainted with the needs of rural residents. Steady progressis being made toward our goal of modern, all-dial rural telephone service underrates and conditions comparable to those available to urban subscribers. Forexample, in ray own home state of Pennsylvania, the Otto Telephone Company,Duke Center, Pa., a small independent company, is upgrading telephone servicefor all its subscribers. The hand-crank wall box telephone, once a familiar sightin farm and rural homes, is now a collector's item. The last of these antiquatedinstruments came down from a farm wall in October 1968, marking the beginning

of a new era for the company's 437 subscribers. When the upgrading is complete,80 percent of the subscribers will have single-party service and the rest will havetwo-party service. Direct distance dialing will be available to all.
This type of service is needed if we are going to keep people in rural areas.It is needed for the family farm, rural residents and most of all, to attract small

and light industry to rural areas. To provide such telephone service to ruralareas an REA Telephone Bank is a must.
Mr. Chairman and members of the Committee, the National Grange is pleasedto be able to support this legislation and is appreciative of the opportunity tothank you and the Rural Electrification Administration for the excellent leader-

ship you both have provided in bringing modern communication to the residentsof rural areas. Thank you.

STATEMENT OF ANGUS MCDONALD, DIRECTOR OF RESEARCH, NATIONAL FARMERS
UNION

Mr. Chairman and Members of the Committee: I am appearing here in support
of S. 1684 and S. 2202, bills which would provide an additional source of fi-
nancing for the rural telephone program. Members of this Committee, as well
as others in the Congress, will recall that the National Farmers Union has, over
the years, opposed any tampering with the two-percent interest rate. We support
these bills on the condition that those in sparsely populated areas and other areas
if necessary, still have access to the two-percent rate.

These are trying times for farmers. Farmers are affected more than any other
segment of the population by inflation. Inflation has added tremendously to the
cost of production, as well as the things farmers must buy for the support of
their families. In addition, the farmer has not been able to realize prices which
keep up with the rising prices of consumption and production. The farmer must
take whatever is offered in the market place for the products he has to sell.
Members of Congress, I am sure, realize that the price of some commodities

such as wheat, have been considerably lower than they were twenty years ago.
The farmer's net ificome has consequently been affected. He is pushed to the wall
by high interest charges, by competition from tax farmers and by low net in-
come. To tamper with the two-percent interest rate would be adding injury
to injury. The farmer cannot bear additional burdens at this time.
We have no objection to additional sources of financing. If certain cooperatives

and private telephone companies find it possible to go to the market for money
we will not stand in their way. However, the fact is that the supplying of tele-
phone service and electricity to such areas as North Dakota is a losing proposi-
tion. If the farmers in such areas are to have telephones and electric service they
must be in part subsidized by low interest rates.
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I think that this issue will become more important as the days go by since
the Nixon Administration has announced that it will seek higher interest rates on
practically every program administered by the Federal Government. I am partic-
ularly referring to the announcement of Secretary of Interior Walter Hickel
that he will raise interest rates on all water projects from 3y4 to 4% percent.
We oppose the Secretary's order. We feel strongly that due to a number of
resource problems which, of course, are not a consideration here, that all in-
creases in the costs of resource development should be opposed. This includes
the development of water projects for the production of electric power.
We put the Administration on notice that the Farmers Union will oppose with

all its power any increase in interest rates on federally-administered programs.
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