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DEPARTMENT OF HOUSING AND URBAN DEVEL-
OPMENT-INDEPENDENT AGENCIES APPROPRI-
ATIONS FOR FISCAL YEAR 1982

TuEespAy, FEBRUARY 3, 1981,
THE AMERICAN BATTLE MONUMENTS COMMISSION

WITNESSES

ADMIRAL JAMES L. HOLLOWAY III, USN (RET.), COMMISSIONER

COLONEL FREDERICK C. BADGER, CE, DIRECTOR OF ENGINEERING
AND MAINTENANCE

COLONEL CLAYTON L. MORAN, FA, DIRECTOR OF PERSONNEL AND
ADMINISTRATION

COLONEL WILLIAM E. RYAN, JR., AD, DIRECTOR OF OPERATIONS AND
FINANCE

Mr. BorLanp. The Committee will come to order.

We are delighted to have with us this morning the American
Battle Monuments Commission.

Before introducing the witnesses for the ABMC, I want to wel-
come a new member of the Committee, Representative Bill Green
from New York. He adds a lot of intellectual ability to this Com-
mittee. He was graduated magna cum laude from Harvard, served
four years in the New York assembly, and then served seven years
as the Regional Administrator of the Department of Housing and
Urban Development in New York, from 1970 to 1977. Then in a
special election in 1978, he succeeded one of the most unusual,
unique and remarkable personalities this Congress has ever seen—
Mayor Koch. We are delighted to have you with us, Bill, and we
hope you will enjoy serving on this Committee.

Those of us who have served on this Committee for some time
are conscious from the work that the American Battle Monuments
Commission does that it is a unique Commission. There are 11
members of the Commission, and I don’t find their names in the
Justification. Please suf)ply that for the record.

[The information follows:]
COMMISSION MEMBERS
__‘_ State Appointed
G Lot M- W, DN (. o G - S

Hon, Atfred P. Chamie...........coooovocooornee

. CA 12 Nov 71
Lt. Gen. Benjamin 0. Davis, Jr., USAF (Ret.)...... VA 27 Nov 78
Hon. T. Harry Gatton............ ; . NC 27 Nov 78
LL Gen. James M. Gavin, USA (Ret)............. i e i O M L T MA 27 Nov 78
Brigadier General Anna Mae W SRRy can . = A o A T VA 27 Nov 78
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COMMISSION MEMBERS—Continued

Appointed

27 Nov 78
1§ 27 Nov 78
- GA 27 Nov 78
MO 29 Aug 80

Mr. BoLaND. You are a member of the Commission, Admiral, and
you have been for the past two years.

The mission of the American Battle Monuments Commission is
to maintain and operate 24 permanent American military ceme-
tery memorials, 12 separate monuments in 10 foreign countries,
anlg four memorials in the United States.

I don’t know if any of the other members on this committee have
seen the cemeteries and memorials in other countries, but I am
sure the Commission has brought photographs. They are remark-
ably maintained and well done.

Bill, have you seen them?

Mr. GreeN. No.

Mr. BorLanp. Well, one day we should take a look at them.
Approximately how many people visit them each year?

Colonel BApcer. About 8,000,000,

Mr. BoLanD. The Commission also performs a considerable serv-
ice for friends and relatives of those who are buried or memorial-
ized in those areas.

NATIONAL MEMORIAL CEMETERY OF THE PACIFIC

Let me ask you about the Punchbowl in Honolulu, Hawaii. Are
there burials there?

Colonel BADGER. Yes, sir.

Mr. BoLaND. How many?

Colonel Bapger. About 27,000. It is handled by the Veterans
Administration. We administer the memorial.

Mr. BoLanp. How many names are on that memorial? I have
seen it.

Colonel BApGER. About 28,800.

Mr. BoranD. That one is kept in beautiful condition, too. These
are memorials of people who have died in our wars since 1917.
Those who have served on the Committee are familiar with the
tasks of the ABMC and commend you.

All of you have been here before except Admiral Holloway. Wel-
come. Colonel Badger, Colonel Moran and Colonel Ryan, it is a
pleasure to have you here today.

Are you pleased with the treatment you have gotten here? We
have generally given you what you requested. With the OMB you
are treated differently, but in any event, I think as Admiral
Holloway says in his prepared statement, you are perhaps as de-
serving for the dollar as any Agency in the Government. You prove
it in your justifications.

Admiral, go ahead with your statement. Major General Adams is

away on official business. Please give him our regards when he
returns.
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STATEMENT BY ADMIRAL HOLLOWAY

Admiral HoLLowAy. I would like to append some informal re-
marks after my statement.

Mr. Chairman, please accept my thanks for allowing me to
appear here today together with the regular members of the Com-
mission’s staff in support of its 1982 budget request.

My name is James L. Holloway III. I was appointed to the
American Battle Monuments Commission two years ago. What I
have seen of the Commission’s operations both before and during
these two years has convinced me that no other Agency of the
Government operates more efficiently or does so much with so
little to honor our fighting men and our war dead. The shrines
built and maintained by the Commission have no equal anywhere
as memorials to a nation’s dead heroes.

Because of our country’s continuing problems with the balance of
payments and a desire to reduce the Federal budget and limit
American presence overseas, the Commission has been caught up
in Government personnel reductions that probably would not have
occurred if our memorials had not been on foreign soil. The Con-
gress, I believe, was recognizing this when it enacted Public Law

6-385 last October, establishing a minimum personnel authoriza-
tion of 398 civilians for the Commission, subject to the appropri-
ation of funds. Such a minimum would enable restoration of ive
assistant superintendents and nine local national employees, over
and above those originally authorized for fiscal 1981. The Congress
in December 1980, when it enacted this Commission’s fiscal 1981
appropriation, included $70,000 to restore this year the five assist-
ant superintendents. Because of time elements involved—that is,
submission of the Commission’s 1982 budget request to OMB in
September, passage of a minimum manning level for the Commis-
sion subject to the appropriation of funds in October, and funding
of five additional assistant superintendents for fiscal 1981 in De-
cember—very little time was available to OMB to take these events
into consideration when it established the manning levels for the
Commission during fiscal year 1981 and 1982. The Commission of
course fully realizes that it must comply with the desires of the
President and the Congress. I do hope and urge that in future
years, the minimum manning established for the Commission in
Public Law 96-385 will be fully funded.

PERSONNEL MANNING LEVELS

Mr. Chairman, it occurs to me that in past years, the Commis-
sion has operated at a manning level substantially higher than
where it is today. In fact, it was just over the last 12 years that
these numbers were reduced significantly.

In an understanding of the austerity of the times and the need to
reduce expenditures and the need to reduce personnel manning
levels, the Commission undertook a very comprehensive and in-
depth study of what would be the minimum manning requirements
for the Commission, but which would still permit them to do their
Jjob properly. That number came out to be 398. Today, the Commis-
sion is below that level.

Mr. BoLanD. At what level is it?
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Colonel RYaN. Three hundred seventy-nine, sir.

Mr. BoLAND. Go ahead.

Admiral HoLLoway. The Commission believes and I am fully
convinced that unless these numbers are restored to this minimum
as this study indicated, we will see a progressive deterioration in
the ability of the Commission to operate and maintain these memo-
rials which is going to cause their appearance to go downhill.

My great concern is that at this time, there is a national commit-
ment to reemphasize patriotism, sacrifice, and dedication. We are
determined to restore the prestige of the United States abroad, and
we are faced with the real possibility, I think, of these overseas
memorials deteriorating to the extent that they represent neither a
suitable representation of the United States nor are they a fit
memorial to our fallen heroes.

That completes my statement.

Mr. BorLanp. Thank you very much, Admiral.

We will proceed with some of the questions with you after Colo-
nel Badger has given his statement. You indicated that the Com-
mission operated with considerably more positions in years past—
what was the highest number of positions with which the Commis-
sion operated?

Colonel Ryan. In the last several years, 440.

Mr. BoLanD. As I recall, the reductions were made in concert
with the Commission itself.

Colonel Rvan. Yes, sir. However, we did not have a choice in
most instances.

Mr. BorLanD. How serious is the deterioration or erosion of these
memorials around the world at the present time?

Colonel BaDGER. Sir, cosmetically, it is hard to detect. I made a
technical inspection three years ago and I wrote up an approxi-
mately 50-page report. We are getting building settlement at
Henri-Chapelle. There, the pavement is sliding out into the street.
We are having walls settle and fracture that need repair. There are
many roofs that leak. We are temporarily repairing a roof in
Honolulu to prevent damage to the mosaics. The repair goes on
and on. We had to divert funds in 1980 to Brookwood because we
had a leak in that memorial.

HONOLULU MEMORIAL

Mr. BorLanp. Why don't we give operation of the Punchbowl
monument totally to the VA? Why do we split the responsibility of
burials, from the operation and maintenance of the monuments by
the American Battle Monuments Commission?

Colonel Bapcer. We do not think of it as a split responsibility
but a partnership. The VA takes care of the monument’s day-to-
day operations and care; the Commission its repairs and the volu-
minous correspondence received concerning the structure itself and
the missing who are memorialized there. To date the partnership
has worked superbly.

Mr. BorLAND. But you are not responsible for the burials at the
Punchbowl, are you?

Colonel BApGeRr. No, sir, those interred in the Punchbowl! are a
mixture of war dead, veterans and dependents, whereas our ceme-
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teries and memorials are designed especially to honor war dead
and the achievements of our armed forces in battle.

Colonel RyaN. We receive many letters every year concerning
those commemorated by name on the memorials and the battles
where they lost their lives. These letters stress the care and beauty
of these shrines. We believe that we can best ensure retention of
this care and beauty b remaining responsible for them.

Mr. Boranp. Colonel Badger, proceed with your statement.

GENERAL STATEMENT

Colonel BAnGER. We appreciate and thank you for the opportuni-
ty to testify today in support of the American Battle Monuments
Commission’s appropriation request for fiscal 1982. As you all have
copies of our prepared statement and it will appear in its entirety
in the record, I will summarize it for you to conserve time.

After being an ongoing project for over 25 years, we are very
pleased to report that construction of the AEF memorial here in
Washington has been completed except for installation of the
statue of General Pershing, which will take place later this year.
Stone for the Saipan Monument has reached Guam and is awaiting
transshipment to Saipan. The monument will be erected in an
American memorial park on Saipan this year. Final decisions con-
cerning the precise site and height of the Utah Beach Monument
will be made shortly and an order for the stone will be placed.
Completion of the monument is scheduled for 1982,

$10,507,000 are requested in fiscal 1982 to administer, operate,
and maintain the shrines of this Commission. Although this is
$922,000 more than fiscal 1981, the request is austere, and will
provide little more than minimum maintenance and repair of our
facilities. However, the need for austerity is understood in view of
the size of the 1981 budget deficit, the rate of inflation, and the
desire to balance the 1982 budget.

This concludes my summary. We will be happy to answer any
questions you may have concerning our submission.

Thank you.,

Mr. BoLaND. Thanks for the summary. Usually we get a state-
ment and the witness says: “I will highlight it,” and the highlight
takes longer than the statement.

[Tlile prepared statement will be inserted in the record at this
time].




6

BEFORE THE APPROPRIATIONS SUBCOMMITTEE
ON HOUSING AND URBAN DEVELOPMENT
AND INDEPENDENT AGENCIES

Mr. Chairman and Members of the Subcommittee:

We appreciate and thank you for the opportunity to testify today
in support of the American Battle Monuments Commission's Appropriation
request for fiscal 1982.

Before discussing the request, however, we would like to give you
a brief rundown on the status of the Commission's current commemorative
projects.

In 1956, Public Law 84-461 charged this Commission with submitting
designs and estimates to the Congress for construction of a memorial to
the American Expeditionary Forces of World War I and its Commander in
Chief, General of the Armies John J. Pershing, and for recommending a
site for the memorial. This was done. Ten years later, in 1966, Public
Law 89-789 directed this Commission to erect the memorial on the recom-
mended site. Because of the high cost of the Vietnam War and other
economic considerations, design funds were not appropriated until 1973
and construction funds not appropriated until 1978. As the project has
been an ongoing one for over 25 years, it gives us considerable pleasure
to report that construction of the memorial was recently completed,
except for installation of the statue of General Pershing, which is
scheduled this year. The memorial is located on Pennsylvania Avenue
between l4th and 15th Streets. When you have an opportunity to view it,
I am certain that you will agree that it is a most attractive and fitting
tribute to the sacrifices and superb achievements of the AEF.

The stone for the Saipan Monument has been shipped to Guam and is
awaiting transshipment to Saipan. When the monument is completed this
year, it will become part of an American Memorial Park at Muchot Point
overlooking Tanapag Bay on Saipan under the auspices of the Department
of the Interior. The monument will be a simple granite obelisk two feet
square and twelve feet in height with an appropriate inscription.

The precise site and height of the Utah Beach Monument is under
final consideration and should be decided shortly. When the decision
is made, an order for the stone will be placed and preparation of the
site will commence. Present schedule is to complete the monument in
fiscal 1982.

You will recall that the Commission's fiscal 1980 Appropriation
of $8,200,000 for the operation and care of its facilitles was a minimum
level request. This request of $10,507,000 for fiscal 1982 is also
austere. Anticipating an average annual inflation rate for 1981 and
1982 of 14% in the countries where the Commission's installations are
located, an average we believe conservative, this request and the Com-
mission's 1981 Appropriation are also at minimum level, indicating con-
tinued deterioration of our facilities over the next two years. Already
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from October 1, 1980 to January 15, 1981, cost of 1iving increases for
our local national employees of $335,000 have been awarded. $561,000 are
earmarked for this purpose in the supplemental for fiscal 1981. These
increases are keyed to the rate of inflation in the countries where our
installations are located and usually are directed by the foreign govern-
ments concerned. Because of the austerity of our fiscal 1982 request,
many repairs needed to maintain our facilities at established standards
will have to be postponed; however, we anticipate being able to perform
all of the cosmetic functions such as cutting the grass, cleaning the
headstones and applying fertilizers, insecticides and herbicides and the
more critical contractual and in house repairs. Consequently, the general
appearance of these shrines shall continue to be pleasing and worthy of
the men they homor.

$922,000 have been requested over and above the Commission's
fiscal year 1981 Appropriation of $9,585,000. A breakdown of this
increase is as follows: $405,000 to ensure minimum manning established
by P.L. 96-385, defray full year costs of statutory and wage board pay
raises, and defray ingrade increases of U.S. and local national employees;
$134,000 to defray associated costs in personnel benefits; $38,000 for
severance pay and reimbursement of the former ABMC personnel; $8,000
for travel and transportation of persons; $50,000 for rent, communications
and utilities; $1,000 for printing and reproduction; $172,000 for the care,
maintenance and repair of facilities; and $114,000 for construction of a
set of quarters and a modest memorial feature at the Corozal American
Cemetery in Panama.

Mr. Chairman and members of the Subcommittee, this concludes our
prepared statement. We will be very pleased to answer any questions that
you may care to ask. Thank you.
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Mr. Boranp. The 1980 actual appropriation was $8,200,000, and
provided for 384 positions. Correct me if any of these statistics are
inaccurate, Y s

Your 1981 budget estimate reflected 384 positions. The 1981 cur-
rent estimate is $9,585,000, which includes a $797,000 increase for
pay costs, and 398 positions. Your 1982 request is for $10,507,000
with itions holding at 398. That is an increase of $922,000 over
the 1981 appropriation. These numbers are reflected on page 3 of
your justifications.

MEMORIAL TO THE AEF AND GENERAL PERSHING

As you have indicated in your statement, after 25 years, the
ABMg has nearly completed the American Expeditionary Forces
memorial to General Pershing. It is my understanding that it will
be dedicated sometime later this year.

Colonel BADGER. Sometime this summer, yes.

Mr. BorLAND. Let me say as a member of this Committee who is
familiar with the str e to construct the Memorial—and this
Committee has wresﬂ:ﬁgw"ith the John J. Pershing Memorial for

some time—I am delighted that time has given the Commission
and the Pennsylvania Avenue Development Corporation the oppor-
tunity to establish a truly fitting memorial. I got a look at it this
morning and I think it is magnificent. If you had gone ahead as
planned some years ago, this summer you would not have a memo-
rial of this caﬁber. anyone who was with the ﬁihting force of
America deserved this memorial, it was John J. Pershing.

Several years ago you put in the record a brief description of his
efforts in World War I, and we will include that in the record
again this year. It is a magnificent description of the efforts that
one man made to pull together the AEF in Europe, and I do not
know of any man who could have done it better. It was an incredi-
ble, remarkable job.

[The information follows:]

The United States entered World War I on April 6, 1917, with no modern
equipment and less than 200,000 men, who were scattered from the Mexican border
to China and the Philippines. Despite this inauspicious beginning, the American
Expeditionary Force in Euro at the end of the war 19 months later contained
more than 2 million men and there were an additional 2 million backing it up in
the United States.

General John J. Pershing was given the task of organizing the American Expedi-
tionary Force, molding it into an effective fighting force and leading it in combat.
He nded to this challenge brilliantly. Quickly he formed the troops sent to him
from the United States into combat and combat support units and started them on
an intensive but abbreviated training program. He also organized a theater support
and transportation system for which there was no p ent in the U.S. Army to
guide him. At no time in history hds such a large heterogeneous mass of men been
transported overseas to be organized, equipped, and trained into an effective fight-
f:grfome in such a short period of time. %uring organization and training of the

» General Pershing was besieged even threatened by his allies, the French and
British, who vehemently contended that if he did not send his men to their units as
replacements, the war would be lost. He refused to let his men be used piecemeal in
this manner and in a surprisingly short time organized and trained them into
effective combat units. When these U.S. units were committed in the St. Mihiel and
Meuse-Argonne sectors, they successfully turned the tide of a war that had been
fought to a standstill for more than 4 rs. Less than 1 year after American units
were committed, Germany was defeated.

It should be remembered that American military participation in the First World
War for all practical purposes was a one-man show and Pershing was that man.
There was neither a civilian nor military organization in Washington that could or
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would instruct him as to how, when, where, or why he should conduct his military
operations. Pershing’s success was little short of miraculous and the exploits of his
troops equally so.

The monument that is being erected between 14th and 15th
Streets on Pennsylvania Avenue (probably on one of the most
expensive sites in the city), is a fitting memorial to General Per-
shing and those who served in the AEF. I want to quote General
Pershing’s reference to the AEF, which is inscribed in one of the
marble areas in the monument. It reads: “In their devotion, their
valor, and in the loyal fulfillment of their obligations, the officers
and men of the American Expeditionary Forces have left a heri-
tage of which those who follow may ever be proud.”

In other areas of the monument, I notice you have a map of the
Western Front and also a map of the Meuse-Argonne. Any Member
who has not seen it should stop by. You will probably well up with
feeling when you reflect on what this man accomplished during
World War 1.

Am I correct, there is also a skating rink? And what is the glass
edifice?

Colonel BApGeR. The glass is a kiosk in a picnic area adjacent to
the monument. We insisted it be screened from the memorial so it
would not conflict. The pool next to the picnic grounds will be a
skating rink in the winter.

Mr. Boranp. This project was not easy to develop over the years.
You had to satisfy several Commissions before plans were finally
accepted by the Pennsylvania Avenue Development Corporation
and others.

Colonel Bapger. The National Capital Planning Commission and
the Commission of Fine Arts.

Mr. BoLaND. It is a remarkable monument, and one that truly
reflects the sacrifices that were made by the AEF and also by
General Pershing himself. Congratulations.

Does the American Legion have any involvement with the Per-
shing statue?

Colonel BADGER. No, sir. At one time they had offered to pay for
the statue of General Pershing as the Legion’s contribution to the
bicentennial, but withdrew the offer when the monument was not
completed in time. Fortunately, we had extra moneys that were
given to us for design that can be used to pay the sculptor. We are
able to do it within our own resources.

Mr. BoLaND. What is the total cost of that memorial?

Colonel BADGER. Because the Pennsylvania Avenue Development
Corporation changed the elevation, it paid for the foundation,
which was $100,000. The total cost including design, sculpture, and
foundation would be $500,000.

Mr. BoLAND. What will be the cost of the statue?

Colonel BApGER. Around $80,000, sir.

Mr. BorLanp. Will it be standing?

Colonel BApGERr. Yes, sir, he will be standing, holding in his right
hand, field glasses, in his left hand, his hat.

Mr. BoLAaND. Do other members have any questions about the
monument?

Mrs. Bogas. No, I just think it is wonderful that it has met all
the requirements of being a people-monument. Additionally, when-
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ever the inaugural parade turns it will be passing by that monu-
ment.

Mr. CouGHLIN. If the American Legion volunteered to help, why
didn’t you take their help?

Colonel BApGer. They withdrew their offer and cast a freedom
bell rather than a statue of General Pershing. They withdrew their
support.

Mr. BoLAND. What did they reserve for the monument?

Colonel Ryan. $125,000.

FREQUENCY OF VANDALISM

Mr. YounG. Mr. Chairman, I have one question I would like to
ask.

Mr. BorLan. All right.

Mr. Younc. Especially those which are in parts of the world
where we have seen anti-American demonstrations take place,
have you had any trouble with vandalism or attempts to desecrate
the memorial as a symbolic gesture against the United States?

Colonel BApGeR. Yes, we had paint sprayed on our monument at
Tours, France. Just before dedication of the Vietnam Tablets of the
Missing in Honolulu, someone sprayed paint on the walls but did
not deface the names of the missing. It was cleaned off in time for
the dedication.

Mr. Young. Is this a serious, ongoing problem, or is it just keyed
off by certain international events?

Colonel BapGer. It very seldom occurs overseas. Occasionally,
graffiti is also sprayed on our East Coast Memorial in New York
City.

CURRENCY EXCHANGE RATES

Mr. BoLaND. As we know on this Committee from the hearings
last year, the past two years have not been very easy ones for the
Commission. The violent and unpredictable swings in foreign cur-
rency exchange rates have made management of the Commission’s
operations especially difficult. Last year, General Adams testified
that early in April 1979, he had to direct the curtailment of all
obligation of funds except for personnel compensation, fixed costs,
and emergency projects.

Was similar action necessary in 1980?

Colonel Rvan. Yes, sir. The supplemental was passed in July
1980, and we were able to fund our major repairs and purchases at
that time. For the first three months of fiscal 1981, the dollar has
been quite stable, roughly we think we have accrued an additional
$50,000 due to the stability of the dollar. However, we have no idea
what will happen between now and the remainder of the year.

Mr. BoLanp. Do you know whether or not the foreign exchange
curlrée?é:';' rates adversely affected the Commission in 1980 as much
as 3

Colonel Ryan. They did not.

Mr. BoLanp. Please update the table on foreign currency ex-
change rates which appears on page 99 of last year’s hearings.

[The information follows:]
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CURRENCY EXCHANGE RATES

BF(L)  NG(F)

1979 budge! request : 36.63 249
1979 pay supplemental... 4 By | 3139 215
1979 pay supplemental update iy o 2945 202
Average rates received October 1978 to September 1979 ... W ; 2964 202
1980 budget request ................oo.ooocoioooi RIS 31.39 215
1980 pay supplemental 29.20 200
1980 pay supplemental update. 3 2876 198
Average rates received October = W 2858 1.9

2920 2.00
1981 pay supplemental 2872 195
Average rates received October 1980 to 2955 203
1982 budget request ......... : ) 2872 195

INITIAL 1982 BUDGET SUBMISSION

Mr. BoLaND. Do you have a minimum, current, and enhanced
level for the Commission’s 1982 budget submission?

Colonel BADGER. Yes, sir.

Mr. BoLAND. Give us the current and enhanced levels. While you
are looking that up, what was the Commission’s request for 1982
funding to the Office of Management and Budget?

Colonel BApGER. We requested funds at the minimum, current
and enhanced levels.

Mr. BoLAnD. What was the amount of the enhanced level?

Colonel Ryan. $11,925,000.

Colonel BApGeR. Our overall request was reduced to $10,507,000;
$197,000 was requested to fund 15 man-years of casual labor. It was
reduced to $33,000, which will support 3 man-years of labor. Casual
labor is used during peak growing periods to assist with the main-
tenance of lawns, the leveling of graves, and the cleaning of head-
stones.

Mr. Boranp. I understand that casual labor is temporary labor.

Colonel BapGer. Yes, sir. For maintenance contracts, we request-
ed $1,171,000 at the enhanced level. It was reduced to $536,000,
about four percent above our minimum level. This reduction in-
volved 55 projects averaging about $10,000 apiece. Although a
$10,000 project may be considered a relatively small one, more
often than not it represents sorely needed maintenance at our
facilities.

Of the $603,000 requested for procurement of equipment,
$216,000 remains, which is our minimum level. This means that we
will be able only to replace the most uneconomically repairable
equipment, and that the equipment on hand frequently will be
down for repair.

We requested $885,000 for procurement of supplies at the en-
hanced level and had to adjust to $653,000, which is about ten
percent above minimum level.

Mr. BoLanp. Is that the total between the minimum and the
enhanced level?

Colonel BADGER. Yes. These are the total differences between our
enhanced request and what OMB approved.

Mr. Boranp. Do I understand OMB gave you the minimum?
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Colonel BADGER. Slightly above minimum.

Mr. Boranp. Would you call it the current?

Colonel Ryan. No, sir. Our current level request was $11,159,000.

Mr. Boranp. The second page of your prepared statement indi-
cates that $114,000 of the 1982 requested increase was for construc-
tion of a set of quarters and a modest memorial feature at the
Corozal American Cemetery in Panama—$30,000 is for the memori-
al, and the balance of $84,000 is for the quarters. Is that correct?

Colonel BApGER. Yes, sir, that is correct.

Mr. BorLanD. I note that the proposed appropriation language
does not request availability of fun£ past September 1982, That
prompts me to ask, are gou confident that you will be able to
obligate the entire $114,000 by the end of fiscal year 19827

Colonel BApGer. Yes, sir, we are. We currently have plans for
quarters prepared by the Panama Canal Co. that we can adapt.

Mr. BorLanD. Didn't I see some figure here as to $185,000 to be
spent each year?

Colonel BApGER. That was the original estimate.

Mr. Boranp. The only request you make here is for $114,000.

Colonel Bancer. We do have other projects. For instance, a pe-
rimeter wall, we would like to enclose our cemetery to prevent
general vandalism and to set it off from the cemetery that will
belong eventually to the Republic of Panama. We feel it should be
enclosed in a waﬁ.

Mr. BoLanD. One of the major increases from year to year for
the Commission is the cost of living increases for the local national
employees. Your statement indicates at the top of page two, that

$561,000 is earmarked for this i}urpose in the fiscal year 1981

supplemental. In addition, a sizable part of that requested increase
in 1982 is due to cost of living escalations.

Does the Commission have any flexibility at all in the payment
of cost of living increases?

Colonel Ryan. No, sir.

Mr. BoLaND. Does the Commission negotiate with the unions or
local nationals directly in determining the amount of the in-
creases?

Colonel Ryan. The Department of State, that is the Ambassador,
does as head of the country team.

COROZAL AMERICAN CEMETERY

Mr. BoLanD. On page one of the detailed budget justifications,
the third paragraph describes the Commission’s activities at the
Corozal American Cemetery in the Republic of Panama. During
last year’s hearing it estimated that $180,000 for five years would
be required to raise the standards of that cemetery to that of the
Commission’s other cemeteries.

Is that $180,000 estimate still accurate?

Colonel Ryan. We have scaled it down; we think we can do it for
about $150,000.

Mr. BoLAND. What is the 1982 request for the Corozal Cemetery?

Colonel BADGER. $257,561.
1918ﬂl¥?' BorLanp. How much do you intend to spend at Corozal in

Colonel BapGer. $158,300, sir.
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Mr. Young. Does that figure include $84,000 to construct quar-
ters for the Superintendent?

Colonel BADGER. Yes, sir; that is, the 1982 request does,

Mr. Younc. Might 1 ask where the Superintendent lives now?

Colonel BApGer. We are presently renting quarters that belong
to the Panama Canal Commission. Every year, under the treaties,
some of those quarters revert to Panamanian control.

Mr. Younc. Would these then be U.S.-owned quarters?

Colonel BADGER. Yes, sir.

PERSONNEL AUTHORIZATIONS

Mr. BoLanD. On page three of the justifications, the permanent
position column indicates 384 in fiscal year 1980 and 398 in fiscal
year 1981. The original 1981 budget estimate reflected 384 posi-
tions. Action on the appropriation bill resulted in an increase of
370,000 specifically for five additional positions. Adding the five
positions which were included in the ultimate congressional action,
to the 384 original request, yields 389 positions. The difference of
nine is addressed in the footnote at the bottom of page three, which
indicates those positions are to satisfy minimum personnel man-
ning requirements established by Section 506 of Public Law 96-385,
I am going to quote from Section 506 of that Act: “To ensure
adequate care and maintenance of the cemeteries, monuments and
memorials under the jurisdiction of the Commission, the Commis-
sion, subject to the availability of appropriations, shall employ (1)
not less than 50 personnel in the competitive service (as defined in
Section 2102 of Title 5, United States Code), of whom not less than
43 shall be assigned to duty in foreign countries in which such
cemeteries, monuments, and memorials are located, and (2) not less
than 348 individuals who are citizens of the countries in which
such cemeteries, monuments, and memorials are located, who shall
be hired for local employment relating to the care and mainte-
nance of such cemeteries, monuments, and memorials.” The impor-
tant line to our way of thinking in that section is the line “subject
to the availability of appropriations.” The 1981 Appropriation Act
included the funds for only the 384 positions requested plus the
five specifically added. Where are you getting the funds to pay for
the additional nine positions?

Colonel Ryan. Sir, we feel that by the time authority could be
given to us by the Congress to hire these additional personnel, it
would be in the latter part of the fiscal year. With only two or
three months remaining we think the appreciation of the dollar
will be sufficient to fund them,

Mr. BoLaND. You expect the Appropriations Committee to add
the additional funds for the 8987

Colonel Ryan. No sir, but we hope it will give us the authority to
hire. We feel we will not be able to hire until July.

Mr. BoLanD. You have the authority to hire. As I understand it
you have 379 aboard now; is that correct?

Colonel Ryan. Yes sir.

Mr. Boranp. How many would you hire?

Colonel Ryan. Under current authority, we would not be able to
hire the 398. We could hire the five additional superintendents
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because funds are in the 1981 appropriation for that purpose, and
we have been directed to hire them by the Congress.

Mr. BorLanD. As you know, the President’s budget for 1982 lists
only 379 positions for both 1981 and 1982. Why is the Commission’s
budget justification not in support of the President’s budget?

Colonel Ryan. When the Congress established a minimum per-
sonnel authorization for us, we thought it was telling us to put 398
into our appropriation request and then the Congress through the
budget process would decide whether or not to fund them.

r. BoLanp. If the Commission only compensated 389 in 1981,
rather than 398, would additional resources be available to defray
requested supplemental pay costs?

lonel RYAN. Yes sir, there still would be a requirement for
additional funds to defray costs of general schedule, military and
wage board pay increases as well as in grade increases.

Mr. BoLaND. On page six, under Administration and U.S. Memo-
rials, $17,000 is requested for equipment. Detail how the $17,000
will be used.

Colonel Ryan. Sir, that is for a computer and associated soft-
ware. Right now, we have an entirely manual accounting system
for our operations worldwide. We have one bookkeeper and one
accountant here, and we must render all the reports any other
Agency of the Federal Government does. For some time, we have
been having difficulty keeping up.

SUPPLY REQUIREMENTS

Mr. BoLanD. In the next paragraph, under European Cemeteries
and Memorials, $120,000 is requested for supplies, materials, and
spare parts to restore in part, depleted supply levels. Give us some
examples of the supplies, materials, and spare parts that are badly
needed. Do not detail it all just provide some examples.

Colonel Bapcer. We have the horticultural supplies, which only
have a shelf life of about a year; these are insecticides, fertilizers,
herbicides, replacement plants, things of that nature.

We also need repair and utility supplies. Because we have been
unable to get enough contractual money, during the off season, we
try to perform many repairs in-house. For the European office, we
have some $60,000 planned for in-house projects.

Mr. BoLaNnD. Detail the other items for the record.

[The information follows:]

OtHER ITEMS IN SHORT SUPPLY

Europe needs sand, cement and gravel to repair and construct minor concrete
structures. Carpentry items such as plywood, lumber and associated hardware are
in short supply. There also is a shortage of mower and vehicular repair parts such
as drive belts, blades, plugs and other engine parts. Additionally, Europe must
replenish its stockage of petroleum, oil and lubricants as well as heating fuel.

PERSONNEL BENEFITS

Mr. BorLanp. Turn to page eight, which details the changes by
object classification. Personnel benefits total $1,960,000 in fiscal
year 1982. This amounts to approximately 31 percent of the
amount for personnel compensation. This is considerably more
than for other Government agencies, but there are special reasons
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for this. Due to the Commission’s activities overseas, special bene-
fits must be made, I understand, for education allowances, quarters
allowances, post allowances, et cetera. Detail for the record and
include in future years’ justifications, the amounts for the various
categories of benefits that make up the total.

[The information follows:]

Detail of Personnel Benefits

Group life................... 3,123
Education allowance 25,650
Quarters allowance ...... 60,050
Post allowance............ 82,229
Retirement. . 270,456
Health. ... . 56,987
Awards.... 5,000
80,579

Social security ... 1,166,109
Bonus 14,741
Family allowance... 11,736
Meals allowance
216,019

GS increases 6,199
Tropical differential 3,125

Total a0 BT e WA

Mr. BoLanD. How much is planned for incentive awards?

Colonel Ryan. $1,300 for 1980; $4,700, 1981; $5,000, 1982,

Mr. Boranp. What about fees for consultants and travel ex-
penses?

Colonel RYAN. We do not have consultants as such. Travel and
transportation of persons is $90,000.

Mr. BoLAanDp. The per diem and mileage rates for the Govern-
ment were recently increased. In addition, air travel has risen
dramatically in the past year. Will the rather modest increase in
1982 actually result in less travel being performed, and if so, how
serious a problem is that?

Colonel Ryan. We have less people going on home leave. We
think we have adequate funds.

Mr. BoLanDp. This does not present a problem for you then.

Colonel Ryan. No sir.

1,959,824

BENEFITS FOR FORMER PERSONNEL

Mr. BoLANp. Turn to page 10 of the annual budgets for the
specific cemeteries and offices. I notice that the Rome office is
$245,078 for fiscal year 1981, and the 1982 request is a 78.2 percent
increase to a total of $436,633—an increase of $191,555. What is
that significant increase caused by?

Colonel BapnGer. It is due to an increase in benefits for former
personnel. Of the $192,000, $157,000 are for severance pay. Some of
our employees in the Rome office who have been with us since the
office opened are retiring.

Mr. Boranp. With that retirement goes severance pay, and the
Severance pay is based on one month's salary for each year that

4-315 0O—81—2
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the .?mployee has been employed by the Commission; is that cor-
rect?

Colonel Ryan. That is correct. Miss Lo Castro our accountant,
the one who handles the accounts for the entire Mediterranean
area, is going to receive $97,760 in severance pay. She has been
with us for 35 years.

Mr. BoLANnD. Give that figure again.

Colonel Ryan. $97,760, sir.

Mr. BorAnbD. Is that her severance pay?

Colonel RyaN. One month’s pay for 35 years. That is her sever-
ance pay.

Mr. BoLanD. There is nothing that can be done about that. I
understand that is the law there, is it not?

Colonel Ryan. Yes, sir.

Mr. Boranp. On page 11, in the proposed appropriation lan-
guage, the only change in the appropriation language is the dollar
figure. However, page I-V5, of the appendix to the 1982 budget
indicates that two, not one, passenger motor vehicles need to be
replaced in 1982. Are your justifications saying you can get along
with just one replacement vehicle in 1982?

Colonel Ryan. Yes, sir. That is all that is scheduled to be re-
placed, because of the reduction to minimum funding.

Mr. BoLAND. As part of former President Carter’s budget amend-
ment package in March of 1980, the Commission’s 1981 budget
request was reduced by $106,000. In addition, pursuant to Section
412 of Public Law 96-526, the HUD-Independent Agencies 1981
Appropriation Act, the Commission was reduced an additional
$179,000.

Would you please indicate for the record by object class, where
those reductions were applied.

[The information follows:]

Application of Mandated Reductions

Object class 26.......... 88,000
B, v T S 3 e S R S P . SR R A Y 88,000
Fotal s 285,000

Mr. BoLanDp. Mr. Conte.
Mr. ConTE. No questions.
Mr. BoLaND. Mr. Green.

STATUS OF AGREEMENT WITH PANAMA

Mr. GreEN, I may be covering ground with which others are
familiar, but I wonder what is the status of the agreement with the
Panamanians regarding the Corozal reservation?

Colonel BADGER. As a reservation to the Panama Canal Treaty,
the Senate required that American remains at Mount Hope Ceme-
tery be transferred to the American sector of the Corozal Cemetery
on the Pacific side and that the American Battle Monuments Com-
mission would take over administration of the American sector,
which we now call the Corozal American Cemetery. And, that an
agreement be reached with the Republic of Panama for perpetual
use of this cemetery and for authority to fly the American flag
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over the cemetery. This agreement has been reached and signed by
both countries, but not ratified by the legislative group in Panama.
It is an operating agreement.

Mr. GreeN. Thank you, Mr. Chairman.

Mr. Conte. Will you yield?

Mr. GREEN. Yes.

Mr. ConTE. How many members are on this Commission?

Colonel BapGer. Eleven.

Mr. ConTE. They are all appointed by the President?

Colonel BADGER. Yes.

Mr. Conte. For what term?

Colonel Bapcer. To serve at his pleasure.

Colonel RyaN. Senator Potter was on for 26 years.

Mr. ConTE. Any specific qualifications to get on? Do you have to
be military?

Colonel Ryan. No, sir. However, traditionally we have always
had at least one representative from each of the military services.

Mr. ConTE. Is there any compensation?

Colonel Ryan. No, sir.

Mr. ConTE. Just travel.

Colonel Ryan. Travel expenses only.

Mr. Conte. Do they go out and look at these monuments?

Colonel Ryan. We would like for one or two Commissioners to
inspect each year. When funds are scarce, we have to curtail
travel.

Mr. ConTE. Are there any vacancies now?

Colonel Ryan. No, sir.

Mr. BoLAND. As a matter of fact, there are rarely any vacancies
on that Commission.

Colonel Ryan. Very seldom.
1ggg;l(mel BADGER. Our chairman, General Clark, has served since

Mr. BoLanp. Will you read the list?

Colonel BapGer. General Mark W. Clark, USA (Ret.); General
Louis H. Wilson, USMC (Ret.); Hon. Alfred P. Chamie; Lieutenant
General Benjamin O. Davis, Jr., USAF (Ret.); Hon. T. Harry
Gatton; Lieutenant General James M. Gavin, USA (Ret.); Brigadier
General Anna Mae Hays, USA (Ret.); Admiral James L. Holloway
ITT, USN (Ret.); Hon. Oliver E. Meadows; Hon. John M. Pope; Hon.
J. Glennon Travis, our most recent member, from Missouri, ap-
pointed 29 August 1980.

Mr. BoLAND. Mrs. Boggs?

Mrs. BoGas. I wonder, in some of the older areas throughout the
world, are monuments suffering from pollution, as many monu-
ments in this country are?

Colonel BapGer. We do have problems, particularly when a
cemetery memorial is located near an airfield. We find the fallout
from jet fuel is particularly damaging to our marble.

Mrs. Bocas, What can be done about that?

Colonel BapGer. We clean it frequently, and apply a silicone
sealer to minimize damage from the fallout.

Mrs. BoGcas. Thank you. I have no further questions, sir.

Mr. BoLanp. Mr. Coughlin?

Mr. CouGHLIN. No questions.




Mr. BoLanD. Mr. Young?
Mr. Youna. No questions.

USE OF FOREIGN NATIONALS

. Do you use foreign nationals to maintain the proper-

Colonel Ryan. Yes, sir. We have one superintendent at each
cemetery. At the large cemeteries, he has an American assistant.
All the rest are foreign national personnel.

Mr. ConTE. The superintendent is an American?

Colonel Ryan. Yes, the families want an American to greet them
and take care of their honored dead.

Mr. CoNTE. And the assistants, too?

Colonel Ryan. Yes sir.

Mr. ConTE. Would it not be more economical to have the superin-
tendent and his assistants be foreign nationals, too?

Colonel Ryan. Right now I do not think so, because the salaries
overseas are climbing. In some cases our indigenous employees
make more money than assistant superintendents. They do get
quarters on the post, but moneywise we are paying more to many
of our indigenous employees.

Mr. BoLanD. You indicated earlier that you could add the addi-
tional nine positions without additional appropriations because of
the windfall of $50,000 accruing from favorable dollar exchanges.

Colonel Ryan. Yes, sir.

Mr. BoLanDp. Now, could you take that $50,000 and use it for
additional pay costs in 1981 so we could reduce the supplemental?

Colonel Ryan. Yes, sir.

Mr. BoLanp. Tell me why you do not want to do that.

Colonel Ryan. Right now it is a $50,000 saving. Later, it might
not be. We would rather reserve the funds for hiring the nine
additional local nationals. If we do not have the funds at that time,
of course we would not hire them.

Mr. BoLanD. Thank you very much.

Anything more to ad{l. Admiral Holloway?

Admiral HoLLoway. I have nothing more to add. I am glad to be
here representing the Commission, and I am impressed with the
rapport that exists between your Committee and the Commission.

Mr. BorLanp. How long have you been retired?

Admiral HoLLoway. Two years.

Mr. BoLaND. You look like you are ready for action again.

Admiral HoLLoway. I am.

Mr. BorLanDp. Thank you very much, Admiral Holloway and Colo-
nels Badger, Moran and Ryan. We will place the Commission’s

budghet justifications in the record at this time. Thank you very
much.

[The justification follows:]
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TuespAy, FEBRUARY 3, 1981.
CEMETERIAL EXPENSES, DEPARTMENT OF THE ARMY
WITNESSES

COLONEL ANN B. SMITH, DIRECTOR, CASUALTY AND MEMORIAL AF-
FAIRS

MAJOR JAMES P. KING, MILITARY ASSISTANT, ASSISTANT SECRETARY
OF THE ARMY (CIVIL WORKS)

RAYMOND J. PETTIS, CHIEF, BUDGET AND ACCOUNTING DIVISION,
OFFICE OF THE ADJUTANT GENERAL

RAYMOND J. COSTANZO, SUPERINTENDENT, ARLINGTON NATIONAL
CEMETERY

PAUL TOWELL, BUDGET ANALYST, CASUALTY AND MEMORIAL AF-
FAIRS DIRECTORATE

JULIUS L. SMITH, ENGINEER TECHNICIAN, CASUALTY AND MEMORIAL
AFFAIRS DIRECTORATE

Mr. BoLaND. The Committee will come to order.

We are delighted to have with us this morning Colonel Ann B.
Smith, Director, Casualty and Memorial Affairs, Office of the Adju-
tant General, Department of the Army.

Colonel Smith has appeared before the Subcommittee for the
past two years. Today marks the first appearance for Major James
King, who works for the Assistant Secretary of the Army (Civil
Works). We welcome Mr. Raymond Pettis, who is Chief of the
Budget and Accounting Division in the Office of the Adjutant
General. We also welcome Ray Costanzo, who is the Superintend-
ent of Arlington National Cemetery, and Paul Towell and Julius
Smith, who both work in the Casualty and Memorial Affairs Direc-
torate. This activity is responsible for Arlington Cemetery and the
ioldiers’ Home Cemetery, and comes under the Department of the

rmy.

Has everyone except Major King been here before?

How about Ray Pettis?

Mr. Perris. I have been here before.

Mr. BorLanp. Ray Costanzo, Paul Towell, and Julius Smith, you
have been here before. You are familiar to the Committee.

Please excuse me. I will have to leave the hearing due to a
schedule conflict. Mrs. Boggs has kindly consented to preside.

Mrs. BoGGs [presiding]. Colonel Smith, will you proceed with
your statement?

Colonel SmrtH. It is a pleasure to be here on behalf of the
Secretary of the Army. If it is all right with you, I would like to
summarize my comments.

The Arlington National Cemetery is a function of the Assistant
Secretary of the Army for Civil Works, and the Adjutant General
operates it for the Assistant Secretary.
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Arlington is special in that it is an active cemetery, a national
shrine, and a tourist attraction.

We have about 14 burials or inurnments a day as an active
cemetery. As a shrine, we have around 190,000 people buried there.
Because it has the Tomb of the Unknown Soldier, it is very impor-
tant. As a tourist attraction, it has about 3,000,000 visitors per
year. So, it is a multiple job for the Superintendent.

We have this past year opened a Columbarium which has 5,000
niches to hold 10,000 cremated remains. That was opened in April
of this year, and we average 70 inurnments a month. It is very
popular. Our major construction project ongoing is the renovation
of the Amphitheater which you referred to earlier. This was start-
ed in November of this year and should take approximately 18
months to finish.

In this year’s budget we have requested $7,386,000: $5,416,000 for
maintenance operations; $322,000 for administration; and
$1,648,000 for construction. The major items consist of repairs of
the roads and Columbarium facility.

We have also this year requested a supplemental amount to
cover pay raises. This is one item which is very important to us. If
we do not get this, we might have to divert some of our more
im’Fortant work in the cemetery.

hat concludes my comments.
[The statement follows:]

GENERAL STATEMENT

Mr. Chairman and Members of the Committee: Good morning. We welcome the
0 portunitbeto testify in support of the requested 1982 appropriation for Cemeterial

Xpenses, rtment of the Army. We are appearing on behalf of the Secretary of
the Army, who is res,;onsib]e for Arlington National Cemetery and Soldiers’ Home
National Cemetery. The funds provided through this appropriation will finance
operation and maintenance, construction, and administration at both cemeteries.

Mr. Chairman, with the knowledge that there are new committee members I
would, with your permission, like to provide some background information concern-
ing Arlington National Cemetery. The current eligibility for interment in Arlington
includes all Medal of Honor recipients, members of the Armed Forces on active
duty, retired members of the Armed Forces, veterans who served in major posts in
the Federal Government, veterans who have been awarded the Distinguished Serv-
ice Cross, Distinguished Service Medal, Silver Star, or Purple Heart or their equiva-
lent, and veterans whose service resulted in a disability of 30 percent or more and
who were medically discharged before 1 October 1949. Any honorably discharged
veteran who is cremated is eligible for inurnment in the Columbarium. The spouses,
minor children, and dependent adult children of eligible persons may also be buried
or m{yred at Arlington.

Arlington is a unique memorial to America's war dead from the Revolution to
Vietnam, and the final resting place of two Presidents and other important public
officials, Over 3 million people visit Arlington each year. The two most frequently
visited locations are the Tomb of the Unknown Soldier and President Kennedy's
grave. Citizens from across the country also attend more than 400 ceremonies held
each year at Arlington on such occasions as Memorial Day, Veterans Day, and other
holidays. Included are approximately 50 ceremonies involving foreign or high-level
dignitaries such as the President of the United States, Members of Congress, Cabi-
net officers, visiting foreign heads of State, and military and political leaders.

The Master Plan for the expansion of Arlington National Cemetery from 202
acres to 612 acres was approved by the Congress in 1966. The Master Plan is
comprised of 18 construction projects, 5 landscaping projects, and 3 land develop-
ment projects. To date, 22 of these 26 projects have been begun or completed.
Remaining projects include the construction of a Permanent Visitors Center and
parking facility; Land Development of the final 40 acres for burial purposes; con-
struction of new warehouse facilities; and replacement of the west boundary wall.
The major ongoing construction project is rehabilitation of the Memorial
Amphitheatre,
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The first 5000-niche increment of a 50,000-niche modular Columbarium was
opened for cremated remains in April 1980. During the period April through Sep-
tember 1980, 427 remains were inurned in the Columbarium.

Taken uﬁether, the Arlington and Soldier's Home National Cemeteries comprise
628 acres. At Arlington there are about 14 interments/inurnments a day; for fiscal
year 1982, 3,575 interments/inurnments are projected. Of this total, 2,975 will be
inground burials and 600 will be the placement of cremated remains in niches in
the Columbarium.

We are requesting $7,386,000 for fiscal year 1982. This reflects an increase in
estimated obligations of $1,794,000 from fiscal year 198]. The increase is primarily
for major construction projects.

For operation and maintenance of Arlington as an active cemetery and because it
is this Nation’s foremost memorial to our honored dead we are asking for $5,416,000
to cover three major areas. First, we ask for the direct hiring of personnel to
perform 153 man-years of service: i.e., for interments/inurnments and a portion of
cemetery maintenance. Second, we require contracting with an outside firm for
security functions and maintenance of cemetery grounds (these functions have been
contracted since fiscal year 1978). Third, we request procurement of operating
supplies, equipment, vehicles, and utilities.

n.gil?jng $322

regulations. Budget developmen
functions.

We request $1,648,000 to continue the Construction Program at Arlington Nation-
al Cemetery. This will provide financing for three projects:

General repair of cemetery roads, Phase III;

Design of a new warehouse facility; and

ping of the Columbarium area.

In connection with construction projects, | am pleased to report that the contract
for rehabilitation of the Memorial Amphitheatre was recently awarded for consider-
ably less than the original estimate of $3,000,000. The actual contract price is
$1,817,000 which results in an unobli!gatoed balance of $1,183,000, of which 250,000
was reprogramed to cover the cost o urgently required repairs of cemetery roads.
The Army Corps of Engineers attributes this favorable bid to real competitiveness
grﬁong contractors during this period of relatively low activity i i
in

programed rprojecbs, such as the Permanent Visitors Center and ggrkmg facility, an

additional 5000-niche Columbarium, or to development of project
Mr. Chairman, this concludes my opening remarks. We will be glad to answer any
questions.

AMPHITHEATER REHABILITATION

Mrs. Boaas. I notice in your statement that the rehabilitation of
the Arlington Memorial Amphitheater began in 1980,

What firm won the contract?

Mr. Smita. William M. Schlosser Company, Inc.

Mrs. Bocas. Where are they from?

Mr. Smrth. Hyattsville, Maryland.

Mrs. Bogas. Was there any change in the scope of the work?

Mr. SmitH. Yes. The original design included an elevator going
from the lower chapel through the trophy room to the Hall of
Heroes. The Commission of Fine Arts suggested that the elevator
be located on the arcade so as not to disturb the aesthetic view
across the trophy room. Secondly, President Carter dedicated a
bronze plaque in honor of the men and women who served in
Vietnam that was placed on the west wall. The elevator would
have blocked the view of the plaque which would have been of
further detriment to those men and women.

Mrs. BoGGs. Does that plan meet all necessary specifications?

Mr. SMITH. Yes.
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Mrs. Bogags. The last page of your statement indicates that the
contract price is $1,817,000. The estimated amount of the work and
the amount appropriated in fiscal year 1980 was $3,000,000. Your
statement indicates this resulted in an unobligated balance of
$1,183,000, of which $250,000 was reprogrammed to cover the cost
of urgently required repairs of cemetery roads.

Can you elaborate a little bit for the Committee on why you
think the actual contract price was so far below the estimate?

Colonel Smith. People at the Corps of Engineers have this as one
of their projects, and as many as 13 contractors have done this, bid
lower than the estimate. They feel it is because of the economy and
the requirement for companies to make money. They are willing to
take less money to have work. This is a pattern that has been
going on this season.

REPROGRAMMING

Mrs. Bogas. Are you familiar with language in the Senate Ap-
propriations Committee's report concerning reprogramming of
funds? If not, I will read it for you. Quoting now from page five of
the Senate Report, 96-258, on the 1980 HUD—Independent Agen-
cies appropriation bill: “The Committee directs that the Depart-
ment of Housing and Urban Development and the Agencies funded
through this bill notify the Chairman of the HUD—Independent
“Agencies Subcommittee prior to reprogramming funds in excess of
$250,000 or 10 percent, whichever is less, between programs or
activities.”

Did you notify the Senate Committee of this reprogramming
action?

Mr. Permis. No, we did not. This is not a true reprogramming.
We did not go from one budget program to another. However, the
$250,000 is within the authorized reprogramming amount, and it is
not more than 10 percent.

UNOBLIGATED BALANCE

Mrs. Boggs. The budget appendix and the budget justifications
indicate that the unobligated balance in this account at the end of
fiscal year 1980 was $286,000, on page two of the justifications.

How do you reconcile that with the statement on page three that
there was an unobligated balance of $1,183,000?

Colonel Smrra. Mr. Pettis.

Mr. PerTis. At the time the budget was put together, we did not
know the price of the contract. The award occurred after Septem-
ber 30. The figures in the budget for the unobligated balance
represent the condition of the account as of the 30th of September.
The contract was awarded after the end of the fiscal year.

Mrs. Bocas. This statement also appears on page three of your

repared text: “With the Committee’s approval, the balance of

933,000 could be applied to our fiscal year 1982 projects, thereby
reducing the 1982 construction request by this amount.”

What is the exact status of both the $933,000 and the $250,000
reprogrammed for repair of cemetery roads at this time?

r. PErTis. The $933,000 will appear as an unobligated balance.
We will go back and deobligate the $933,000. The amount pro-
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grammed for roads is out for contract. This is an ongoing contract
for road repairs.

Mrs. BocGs. What was OMB’s involvement in the use of the
$1,183,000 not required for the repair of the Amphitheater? Did
OMB ever propose using a portion of those funds for supplemental
pay costs?

Mr. Perris. This was not known by OMB. Again, this occurred
after the OMB hearing. So, they were not aware of it at the time of
their review.

BUDGET REQUEST TO OMB

Mrs. Bocgs. What were the minimum, current, and enhanced
levels of the Cemeterial Expenses—Army budget for 1982?

Colonel SwmitH. The minimum was $5,808,000. The basic,
$7,954,000. The enhanced level, $8,741,000.

Mrs. BocGs. What was the construction request to OMB for 1982
by the Office of Memorial and Casualty Affairs?

Mr. SmitH. $2,098,000 was the original construction budget sub-
mitted to OMB.

Mrs. Boces. Will you provide the detail for the record and indi-
cate the projects by priority?

Mr. SmitH. Yes.

[The information follows:]
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The original construction request to OMB was $2,098,000 for the following
projects:

1. Permanent Visitors Center and Parking Facility

(Preliminary design and engineering investigation) $ 450

2. Repair of Cemetery Road (construction) $1,058
3. MNew Warehouse Facilities (design) § 270
4. Landscape Columbarium Area (construction) $ 320
Total $2,098

Master Plan Projects in Priority Order
1. Permanent Visitors Center and Parking Facility
To replace a 12-year-old temporary visitors center and parking area which is
inadequate, poorly located, and will require considerable repair if not
replaced,
2. Repair of Cemetery Roads

To rebuild and resurface, as necessary, due to wear and tear, age and damage
due to exposure to seasonal changes.

3. New Warehouse Facility

To replace deteriorated, inadequate, and servicable facilities thereby
improving the working conditions and efficiency of operations.

4. Landscape Columbarium Area

To landscape 14 acres of land that will eventually encompass eight 5,000
niche modules and one 10,000 niche module for cremated remains., This work will
enhance the aesthetic effect, and will reduce damage due to soil erosion,

5. Land Development Project 90

To develop the remaining 40 acres of land bringing 24,000 additional
gravesites to the cemetery. Work includes construction of roads, paving,
curbing, water distribution system, establishment of turf, gravesite
monumentation, construction of 1,500 feet of boundary wall and fence; and
land scaping.

6. Columbarium - 5,000 Niche Unit

The construction of the north court to complete the first increment of the
Columbarium (10,000) niches as planned, and approved by the Commission of Fine
Arts and the National Capital Planning Commission
T. Replacement of the West Boundary Wall

The removal of a four-feet high, deteriorating redstone wall constructed in

the 1870's; and constructing 1.9 mile of new wall consisting of a three-feet
high stone wall topped by a five-feet high irom picket fence.
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Colonel SmitH. OMB deleted our highest-level project and raised
a lower-level project and funded it.

Our highest level is the visitors center, and OMB approved the
design for a warehouse. So, we would still be carrying the design
for the visitors center as our first priority.

LANGUAGE CHANGES

Mrs. BoGas. I notice in the budget justification on page seven
that the only language changes you are proposing is the purchase
of two passenger motor vehicles t{)r replacement only and a change
in the appropriation amount. However, looking on page I-H1 of the
Budget Appendix to the President’s 1982 Budget, I notice two other
changes which I presume you support. One of the changes is rather
minor: replacing “of’ with “for.” The other change would strike
the following words “The Cemetery at the Soldiers’ and Airmen’s
Home and” and replace that with “and Soldiers’ Home National
Cemetery”.

Do you support those language changes?

lonel SmitH. Yes.

Mr. Permis. That is more semantics than anything else. It is
called the Soldiers’ Home National Cemetery. However, it is lo-
cated adjacent to the Soldiers’ and Airmen’s Home. The name of
the cemetery has never been changed.

Mrs. BogGs. In the past, the appropriation for Cemeterial Ex-
penses—Army has been made available without fiscal year limita-
tion. Although there may be a good case made for this in connec-
tion with the construction money, it does not appear to the Com-
mittee that there is any need for the rest of the account to remain
available past the end of the fiscal year. This would be consistent
with the action that the Committee takes on most other accounts
funded in the bill. For example, the American Battle Monuments
Commission, which appeared earlier today, receives an annual ap-
propriation with the exception of the amounts provided specifically
for construction of memorials.

Would such a change to your appropriation account present you
with any problems?

Colonel Smith. Mr. Pettis.

Mr. PerTis. Not really. I really cannot give a rebuttal to that. It
would not be devastating if we were forced to deal with a single-
year appropriation.

Mr. CosTaNnzo. I operate within a one-year program in any event.

Mr. Perris. This has come up before.

Mr. CosTaNzo. I operate on a yearly budget.

Mrs. Bocgs. Turn to page two of the detailed budget justifica-
tions. Explain the footnote that appears at the bottom of the page,
which indicates that $113,000 of the $286,000 remaining available
and unobligated at the end of fiscal year 1980 was directed by the
Office of Management and Budget.

Exactly what does this mean?

Mr. Perris. It means after we received the appropriation, we got
further instructions from OMB that $113,000 would not be obli-
gated this year. I suppose it is a form of deferral.

Mrs. BogGs. Was a formal deferral submitted?

Mr. Perris. Mr. Towell.
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Mr. ToweLL. Yes. We received a change to our apportionment
schedule that reduced available funds by $113,000.

Mrs. Bocgs. When was this done?

Mr. ToweLL. I do not recall the date.

Mrs. Bogas. Could we have that supplied for the record?

Mr. ToweLL. Yes.

[The information follows:]
To the Congress of the United States:

In accordance with the Impoundment Control Act of 1974, 1 herewith report two
new deferrals of budget authority totalling $166.4 million and one revision to a

reviously transmit deferral increasing the amount deferred by $20.6 million.

ese items affect programs in the Departments of Agriculture, Defense, and Trans-
portation.

The details of the deferrals are contained in the attached reports.

Jimmy CARTER.

Tue WHaite Housg,

June 18, 1980.

CONTENTS OF SPECIAL MESSAGE

{In thousands of doltars]

ftem

Department of Agriculture; Forest Service; expenses, brush disposal
... Department of Defense—Civil Cemeterial Expenses, Army Salaries and expenses...........
Department of Transportation; Urban Mass Transportation Administration; Urban Mass 166,245
Transportation fund,

Total, deferrals 219,061

SUMMARY OF SPECIAL MESSAGES FOR FISCAL YEAR 1980

[tn thousands of dollars]

Deterrals

Tenth special message:

; K 166,358
Change to amounts previously submitted . 20,643

Effect of tenth special message : i 187,001
Previous special messages : 1 10,320,108

Total amount proposed in special messages 1,618,061 *10,507,109

o 1 o s et atry excp o 521085 Vowsand g e el o oullays only (DB0-234, DBO-5IA, DD-52A,

OBLIGATIONS

Mrs. Bogas. I notice on page two that you are estimating total
obligations in fiscal year 1982 of $7,386,000, the same amount as
the appropriation request. This would indicate you intend to obli-
Fate the entire appropriation, including the $1,648,000 requested
or construction.

How realistic is this?

Mr. Perris. We would expect to come within 99 percent. We
expect to have the amount for construction fully obligated. The
amount in the O&M classification would fluctuate due to hiring
needs, et cetera.
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Mrs. BoGGs. In the past you have not been able to obligate
construction moneys always in the year in which appropriated, but
if we took you at your word, we would provide the entire appropri-
ation request to be available only until the end of 1982. You would
not want that, would you?

Mr. Permis. No. We are forced to depend upon others. We are
dependent upon designs being approved, engineers making esti-
mates. Sometimes these things do not go according to our schedule
because we cannot control them.

Mr. Smith. All designs must be approved by the Commission on
Fine Arts (CFA) and National Capital Planning Commission
(NCPC). If these Commissions do not agree on the design, the two
staffs will meet and a compromise is agreed upon. The design and
construction schedule must now be revised.

Mrs. Bocas. That has not been done yet?

Mr. SmitH. No.

Mrs. BogGs. Turn to page three under “construction” on line C,
fiscal year 1981 obligations. There appears an entry of $15,000.

What exactly does this represent?

Mr. Smith. The §15,000 are contingency funds for any small
unforeseen construction that may occur. A case in point was the
new Columbarium which required deepening eight tree pits an
additional six feet to insure adequate drainage.

Mrs. BoGas. Mr. Green, any questions?

Mr. GrReeN. No.

WAREHOUSE DESIGN

Mrs. BoGas. Turn to the construction justification on page six. In
1982, you are requesting $270,000 for a new warehouse facility
design only. In 1981, you requested of OMB, which was denied,
$126,000 for the design of the new warehouse facility.

Is this the project which OMB designated as a high priority?

Colonel Smith. If I understand your question, you are asking: Is
this the project I mentioned earlier? Yes, it is. We have been
carrying this project for several years and when it was submitted,
it was approved.

Mrs. Bocgs. Why has the estimated cost of the design of the
warehouse facility more than doubled in one year’s time?

Mr. Smrth. The design cost for the new warehouse facility in-
creased because preliminary design and final design were combined
to be completed in one year instead of two.

l Colonel Smith. In one year, in the long haul, it will probably cost
ess.

LANDSCAPE COLUMBARIUM AREA

Mrs. BoGcas. You have also requested $320,000 for landscaping
the 14 acre Columbarium area. The entire area will ultimately
contain niches for 50,000 cremated remains. However, only a 5,000
niche unit is currently in place.

Why do you need to landscape the entire 14 acres when only one-
tenth of the Columbarium is currently operating?

Mr. Smit. The Commissions want the site to look as though it is
completed even though it is not. The architect designed the site so
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it could be landscaped until the other niches are put in. By land-
scaping now, this will save money later on.

Mrs. BocGs. Turn now to page nine, which contains the object
classification. Although the format contained in 1982 is much
better than in previous submissions, you still did not completely
follow the committee’s instructions. I refer you to page 130 of the
1981 hearing volume where Mr. Traxler said, and I quote: “For
future justifications, the staff will discuss setting up separate col-
umns for actual, original budget estimate, and current estimate for
all schedules. This will assist us in following your justifications
from year to year.” The schedule on page nine lacks an actual
column.

Colonel Smith. Mr. Towell, can you answer that?

Mr. ToweLL. When we came up before the staff, the impression
that we got was that this was all they wanted.

Colonel SmiTh. This was discussed with the staff members in this
format?

Mr. ToweLL. That is right.

APPROPRIATION DECREASES

Mrs. BoaGs. There have been many changes to the Cemeterial
Expenses—Army appropriations in the past year. The $5,300,000
figure reflected as the total 1981 budget estimate does not reflect
the Administration-directed reduction of $165,000 which occurred
in March 1980, nor the reduction mandated by Congress in Section
412 of Public Law 96-526, the HUD-Independent Agencies Appro-

priation Act.

For the record, please indicate the two reductions, $165,000 and
$103,000, by object class.

[The information follows:]

Distribution by Object Class the Administration Directed Reduction of $165,000
and $103,000 reduction mandated by Section 412, Public Law 96-526

$114,000
22,000

Total

Mr. Perris. While they are not reflected in the document we
gave you, which represents the original, we did implement the
reductions for a total of $268,000.

PERSONNEL BENEFITS

Mrs. BogGs. Personnel benefits increase from $283,000 in the
current 1981 estimate to $365,000 in the 1982 request.
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Why is this? The personnel benefits are increasing even more
than the amount for personnel compensation.

Mr. Costanzo. There is an $82, increase in 1982 because of
back charges by the Department of Labor for on-the-job injuries.
Apparently they have gone to a new computer system and are

icking up cases which happened 10 years ago and backcharging us
For the cumulative accounts. We have already received the billing
for $82,000. That accounts for the $82,000.

SUPPLEMENTAL FOR PAY INCREASE

Mrs. Bogas. In previous years it has been somewhat unusual for
the Cemeterial Expenses—Army account to request a separate sup-
plemental for pay increases. In 1981, however, there is a request
for $274,000 for supplemental pay increases. It seems to the Com-
mittee that the supplemental pay increase may be merely a way of
circumventing the congressional reduction and the Administration
reduction already applied to the 1981 budget.

How do you respond to that?

Mr. Permis. We do not agree with that. First, we have in the past
years submitted requests for pay raises. This request is not an
attempt to circumvent the reductions. As you can see, the 1981
appropriation is rather low. There would be a number of things
that we could not do if we did not receive the supplemental appro-
priation. The cemetery would suffer considerably in other areas.

Mr. GreeN. Please excuse me, I have to leave.

PERSONNEL SPACES

Mrs. Bocas. Thank you very much for being here. Mr. Green is a
lovely new addition to our Committee.

Let us turn to page 13, the detail of permanent positions. In
fiscal year 1982, you reflect an increase of two positions to a new
total of 152. Many agencies in the government are not even re-
maining constant, but rather are losing positions. Yet you manage
to gain an increase in 1982.

To what do you attribute this? Why do you need two additional
people in 19827 Has your workload changed at all?

Colonel Smrth. The Columbarium opened and for every inurn-
ment or interment at Arlington, we have a representative who
accompanies the family. So, we have increased the workload by
three to four cases a day, average. That accounts for one of the
people. The other position is for a stonemason.

Mr. Costanzo. We need a stonemason for placing the niche
covers on the niches in addition to other masonry work which is
required throughout the cemetery. But as indicated, it is primarily
because of the additional workload caused by the opening of the
new Columbarium,

Mrs. Bogas. It certainly seems to have met an apparent need, as
evidenced by the increased use of the cemetery.

Colonel SmitH. There are people eligible for inurnment who are
not eligible for in-ground burial.

Mrs. BocGs. What are the requirements that are different?

Colonel Smrth. Well, in order to be buried, in-ground burial, you
must either have been on active duty or retired or hold the purple
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heart, silver star, or higher awards, because of the limitation of
ground at Arlington. Any honorably discharged veteran is eligible
for inurnment at the Columbarium.

EQUIPMENT

Mrs. Bocas. Provide for the record a detailed breakout of the
$203,000 requested in equipment in fiscal year 1982.

Mr. CosTanzo. I have that here if you would like to have it now.

Mrs. Bogas. That would be fine.

[The information follows:]

Fiscar. Year 1982

Replacement of vehicles and trucks:
Sedan, 4 door, b passenger ... R R 6,000
Station wagon, 9 passenger... 7,000
Yo-ton pickup truck.............. 6,000
2%-ton dump truck, 4 each at $15,000.......c.cciiiinimminnnn. 60,00

Replacement of interment equipment:
Tractor, diesel, 25 h.p. with PTO..........cccimmimeniioissiniiinnssisssseinss 12,000
Lowering device, 4 each at $1,000................ 4,000
Grass sets, grave decorating, 6 each at $400 2,400
Trailer, 1 cu. yd., “Redi-dump’..........c.ccccc.u.e 1,200
Chapel tent, 15 by 20, 3 each at $1,500... 4,500
Hatklion db Nn s, i cianis e i vedyaries st ; 25,000

Replacement of maintenence equipment:
Tractor, 35 h.p. with front end loader ... 15,000
Road sweeper...... 35,000

Additional office eqUIpment: WOrd ProCESSINg UNit........w-erre 24,900

150 o el ot P SRRSO R (R | SO T TR SRl e SRR D 203,000

CONSTRUCTION PROJECTS

Mrs. Bocas. The long-range construction of the Arlington Na-
tional Cemetery is nearly completed. As indicated in the justifica-
tions on page six, there has been $23,895,000 appropriated to date
for the construction projects at Arlington. Please provide, and this
may be done for the record, the timing and the estimated costs of
the remaining construction projects.

[The information follows:]
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HIRING FREEZE

Mrs. Boggs. The Administration has imposed an extensive freeze
on personnel hiring. It has also announced an attempt to reduce
travel and consulting costs in 1981.

How do these actions affect you?

What savings will accrue due to this action?

Colonel SmiTH. The biggest impact will be if the hiring freeze
continues and we are not able to hire temporary employees. During
other freezes we have been able to hire temporary employees,
particularly for the summer work.

Mr. Costanzo. We would have to almost repeat the remarks
from ABMC which you heard from earlier. ere would be a
noticeable deterioration in the standards of maintenance if we are
forced to eliminate our summer hires.

Mr. Perris. We do not anticipate any savings because we are
applying for an exemption to the freeze.

lonel SmrTH. There are seven spaces vacant right now.

Mr. Costanzo. We are talking primarily about 11 man-years.

Colonel SmitH. We do very little travel at the cemetery and very
little consulting.

Mr. Perris. We do not foresee any real savings here. I think we
have a pretty good case for the savings. There have to be a mini-
mum number of people for the services performed.

Mrs. Bocas. The problem we are all facing is that that is true
across the board with the Government. But you currently have on
board all but seven positions?

Mr. Costanzo. Yes, all FTP spaces are filled except seven. Re-
cruitment actions for FTP are pending in various stages on these
seven.

[CLERK'S NOTE: Subsequent to the hearing the Committee was
advised that the seven positions are currently filled with tempo-
rary employees.]

Mrs. Bocas. Anything you would like to add?

Mr. Permis. I would like to make one last comment. If we are
denied or fail to get the sum requested for pay raises, as indicated
earlier, one of the things we would not be able to do is headstone
realignment. We have many, many headstones that are leaning
and sinking. We did not have a contract in 1980 and we will not
have one in 1981. There are other important things such as an
irrigation system for a certain part of tﬁ?e cemetery. That will not
be done, nor will major repair to one of the walls.

Mrs. BocGs. Are you saying you would have to use that money
for pay supplemental?

Mr. Pertis. That is right.

Mrs. Bogas. I do believe very strongly that we have to have pride
in our national monuments and particularly, those dedicated to the
heroic dead. Arlington is certainly a premier example of that. I
hope we would not cut back to such an extent that we would not be
able to provide the support for proper maintenance. Anyone who
has had even a small garden plot recognizes that you cannot let up
in maintenance without losing a great deal of time, money, and
many of your plantings.

I feel very strongly that we should continue this feeling of na-
tional pride, by keeping up our monuments properly. Thank you
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for trying to do this as inexpensively as possible under the circum-
stances. This Committee must also think about the living, and the
problems inflation places upon all of us. I am sure you will keep
that in mind as you continue to keep up the cemetery.

Thank you very much.

[The justification follows:]

[The revised justification begins on page 441.)
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WEeDNESDAY, FEBRUARY 4, 1981.
GENERAL SERVICES ADMINISTRATION
CONSUMER INFORMATION CENTER
WITNESSES

DAVID F. PETERSON, DIRECTOR
TERESA N. NASIF, DEPUTY DIRECTOR
WILLIAM B. EARLY, JR., DIRECTOR, OFFICE OF BUDGET, GSA
Mr. Saso. Welcome. We are very happy to have you back with
us. Is there any statment you would like to make?
Mr. PeETERSON. Yes; I have a short statement, if you have time.
Mr. Sagso. Certainly.

GENERAL STATEMENT

Mr. PeTeERsoN. Mr. Chairman and members of the Subcommittee,
thank you for the opportunity to appear here todaﬁ to discuss the
Consumer Information Center’s fiscal year 1982 budget request.

Every year, the Federal government spends billions of dollars in
research, regulation, and the purchase of products and services. As
a result, Federal agencies acquire a vast amount of data that is

potentially valuable to consumers. For a fraction of these costs, this
technical information can be translated into consumer publications
and made available to the public.

Since its inception, the Center has performed two major mis-
sions: to encourage Federal agencies to develop and release this
helpful information for consumers, and to increase public aware-
ness of and access to this information. The written justification
describes the program activities designed to accomplish these mis-
sions. I would like to highlight here some Center accomplishments
and our plans for fiscal year 1982:

One. During fiscal year 1980, consumers ordered a record
number of 25,600,000 publications from our distribution center in
Pueblo, Colorado. This represents a significant growth from the
2,000,000 ordered during 1972, the first full year of operation.

Two. During 1980, the Center was involved in the development of
75 new or revised Federal consumer publications in areas such as
health, nutrition, automobiles, money management, and energy
conservation.

Three. The Center has worked closely with many of the multi-
million-circulation magazines and periodicals to obtain their assist-
ance in promoting Federal consumer publications. Two outstanding
examples include the February 1980 Family Circle article and the
August 1980 Good Housekeeping article publicizing the availability
of selected free publications listed in the Consumer Information
Catalog. As a result of these two promotions, consumers requested
nearly 5,000,000 publications from the Center.

(69)




70

Four. We are currently conducting our sixth annual public serv-
ice campaign. Designed to introduce more consumers to the Cata-
log, the campaign includes the production of public service mes-
sages for the print and the broadcast media. We are hopeful that
the current campaign will be as successful as the one conducted
during fiscal year 1980. The success of the 1980 campaign is demon-
strated by the following:

A. Sixteen out of the top 20 magazines and periodicals having a
circulation of more than 2,000,000 use the Center’s print ads. This
includes TV Guide, the largest circulation magazine in the United
States, which donated more space for Center public service cam-
paign advertisements than for the advertisements of any other
Government public service campaign.

B. Media monitoring reports indicate that during 1980 the televi-
sion networks donated free air time to the Center valued at more
than $3,600,000. This makes the Center one of the top recipients for
network public service time. It should be noted that this figure
would be significantly larger if it included the hundreds of local
television stations throughout the country which broadcast Center
announcements on a regular basis.

However, the final measure of the campaign’'s success is the
number of persons who requested the Catalog. In fiscal year 1980,
more than 660,000 consumers ordered Catalogs, primarily as a
result of the public service campaign. This is in contrast to the
28,000 persons who requested Catalogs during a similar period
before the first campaign in 1975.

SURVEYS

As part of our continuing effort to improve our program, the
Center sends various questionnaires to the media, and to consum-
ers with publications they have requested. These questionnaires
ask for an assessment of the publications we distribute and of the
services we provide, and are filled out on a completely voluntary
basis. We estimate that in fiscal year 1982, the total amount of
time it would take all respondents to fill out these questionnaires
would be 455 hours.

PLANS FOR FISCAL YEAR 1982

Established more than 10 years ago, the Center is dedicated to
improving the quality and increasing the availability of Federal
consumer information. During this period, there has been a tre-
mendous growth in the public’s use of Center services. However,
funding increases for the Center have fallen far short of the rate of
inflation in recent years.

During the past six years, annual appropriation increases have
averaged approximately six percent, although the average rate of
inflation has been much higher. The Center’s efforts to maintain
the same level of services are now stretched to the maximum
degree, with the result that the requested 1982 funding level is
essential to avoid a serious weakening of these services. The re-
quested increase of $156,000 provides for no new positions or pro-
grams. It will, however, enable us to maintain the level of activities
carried out in the current year. It will provide the minimum
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amount of funds required simply to offset cost increases anticipated
in contracts for printing and in other program areas.

Mr. Chairman, I strongly believe that Center programs provide
an important service to the public, and I hope you agree that this
request for funding is worthy of favorable consideration. I would be
pleased to answer any questions you or other members may have.

CURRENT METHOD OF FUNDING

Mr. SaBo. Thank you, Mr. Peterson.

Last year, there was some discussion of problems with the cur-
rent method of funding free consumer publications.

Is CIC experiencing any problems now?

Mr. PeTERSON. Not particularly. As far as the moneys that were
requested of the agencies under the formula constituted early in
1978, we have received everything for fiscal year 1980, save for
three agencies. In the case of two of them, it is basically a paper-
work problem, and we have been assured by those agencies that
once they get their paperwork straightened out, the money will be
forthcoming.

In the case of the third, the Commerce Department, there is a
controversy as to how the bill for one segment, namely the Nation-
al Bureau of Standards, was calculated. That is still up in the air.
But basically, the funds requested will be forthcoming.

Mr. SaBo. Last year there was some problem with the Depart-
ment of Agriculture. Does that still exist?

Mr. PeteErsoN. To the best of our knowledge it does not. In the
previous fiscal year, through miscommunications or misunder-
standing, to the best that we can reconstruct it, a limit or cap was
congressionally mandated on the amount of money that the Agri-
culture Department could give specifically for publication distribu-
tion.

Obviously, that had to be lived with. So we were forced to stop
distribution of free Agriculture publications from the 1st of April
through the end of fiscal year 1980. As a result, we could not fill
some 4,000,000 requests for Agriculture publications.

PROGRAM PRIORITY

Mr. SaBo. The Budget Appendix shows the reimbursable pro-
gram increasing from $4,653,000 in 1980 to $6,170,000 in 1981 to
$7,245,000 in 1982. The two year increase of $2,592,000 between
1980 and 1982 is over 55 percent, or approximately the size of the
entire budget for the Office of Consumer Affairs. There is really no
central control point on the cost of distributing free publications.
The cost is in the budgets of nearly two dozen agencies, and is not
even shown in the CIC budget justification.

Would the consumer be better served if the cost of the free
publication program were limited and additional resources were
put into other activities like the Office of Consumer Affairs or the
Consumer Product Safety Commission?

Mr. PeTersoN. That is a very difficult question for me to answer
and would not be coming from a totally objective standpoint. Yes,
there have been significant increases in the amounts of publica-
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tions that agencies want us to distribute and more importantly, a
greater demand by the public for these publications.

The formula worked out by OMB early in 1978, which all the
agencies are working under, did have in my estimation one very
good and strong point which the previous system of requesting
direct appropriations did not. That is that the agencies no longer
got a free ride. Before, they could just give us all the publications
and somebody else’'s budget would take care of the distribution
costs. Today when Agencies give us publications, they know they
not only have to pay for their development, but also for their
distribution costs. This, I think, is a healthy situation. Whether
there can be a better formula, I am not sure. A lot of people have
looked at it, including myself. While it is not a perfect system, I am
not sure what is a better system.

DISTRIBUTION COST OF FREE PUBLICATIONS

Mr. SaBo. For the record, please provide a table showing the
distribution cost of free publications by agency for 1980, 1981, and
1982. Also, provide for the record a table indicating the unit cost of
distributing free publications in 1980, 1981, and 1982.

Mr. PeTERSON. I would be delighted to provide this information.

[The information follows:]
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Free Publication Unit Cost*

1980 (actual}—20.9¢
1981 (estimated)—20¢
1982 (estimated)—21¢

* Actual unit cost is derived by dividing the total monies reimbursed to GPO during the fiscal
year by the total number of free agency publications distributed.

ADVERTISING CONTRACT

Mr. Saso. Section 418 of the 1981 HUD—Independent Agencies
Appropriation Act reduced advertising or public relations activities
by 10 percent.

How have you defined “advertising or public relations activi-
ties”?

Mr. PerersoN. We defined that as specifically the public service
advertising contract that we let each year. As such, we reduced by
10-percent or $21,000, the amount that was to be allocated for that
contract.

Mr. SaBo. The impact in dollars was $21,000?

Mr. PETERSON. Yes, sir.

Mr. SaBo. What was done with the funds cut from your advertis-
ini[or ublic relations activities in 1981?

r. PeETErsoN. That was reprogrammed. It did not go into a
specific area. It was used to offset some of the cuts that this
Committee generally directed us to take.

Mr. SABo. Are you requesting restoration of those funds in 19827

Mr. PerersoN. We are asking for $200,000, $15,000 less than we
did last year. We had to make some cutbacks in the scope of the

public service campaign that we expected to have, and we are
living with those cutbacks.

POSTAGE SAVINGS

Mr. Sapo. On page eight is mention of savings of $473,000 and
$500,000 in postage costs.

Explain these savings to the Subcommittee.

Mr. Pererson. Yes, this relates to the Pueblo budget, the funds
we get from other agencies.

We were dissatisfied with the type of sampling the Postal Service
was using in calculating the postage fee for Bllr:'ile publications. We
urged GPO to take a look at this since they basically have the
management responsibility but, frankly, we were not ﬂappy with
the speed with which they were looking at it. To move the project
along, we put together a joint CIC-Postal Service-GPO working
group. The group spent two weeks in Pueblo going over the sam-
pling methods. The Postal Service finally agreed that we were
being unfairly charged, that the other agencies were being unfairly
charged, and we got a reimbursement of $473,000.

In the process of that project, we also realized that if the outgo-
ing mail was charged at a different rate, there would again be
significant savings. Following up on that, we opened a dialog with
the Postal Service and got new rates established. As a result we
should realize savings of a half million dollars every year.

I might say the two gentlemen on my staff who did the lion’s
share of that work received a Presidential Letter of Commendation
and also a cash gift.
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POSTAL RATES

Mr. SaBo. Is the impact of the change in your postal rate such
that we have to make it up with a different Federal subsidy?

Mr. PETERSON. Mr. Chairman, I am not an expert on rates. There
was no subsidy involved since we were paying one rate to cover all
costs. The new rate is the third-class rate. We had been charged
the fourth-class rate in the past. That is the extent of my knowl-
edge.
Mr. EArLY. The Government does not get a discounted rate when
it negotiates mailing fees with the Postal Service. Congress only
considers a subsidy for the Postal Service if it’s had a shortfall for
the entire year. There is no direct relationship between the two
actions.

MISCELLANEOUS INCREASES

Mr. SaBo. On page 11, CIC is requesting a $15,000 increase in
other miscellaneous areas.
What types of expenses are you referring to in the justifications?
Mr. PeTERSON. I do not have that off the top of my head. We will
supply it for the record.
r. SaBo. Fine. We will appreciate it.

INCREASE IN AVERAGE GRADES

Mr. SaBo. On page 183, the average GS grade increases from 10.88
in 1980 to 11.26 in 1981 to 11.42 in 1982. What causes the average
grade to increase lﬁr over one-half a grade?

Mr. Pererson. No specific thing. What we have been trying to
do, and it is not totally reflected here, is to fill vacancies at the
%o:;rgst possible grade level and allow people to move up the career
aaaer.

Our grade average this year is not particularly higher than the
grade level we had before 1980,

r. EARLY. The journeyman level is a grade 12 and because this
is a small office minor c anges of just one employee going from a
grade 9 to a grade 11, and one from a grade 11 to a grade 12 will
increase the average grade level,

PART-TIME EMPLOYMENT

Mr. SaBo. Last year’s budget showed $12,000 in 1980 and $22,000
in 1981 for other than permanent positions. This year’s budget
shows gou spent $35,000 in 1980 and plan to spend 85’3,0{)0 in 1981
and 1982 for other than permanent positions.,

Why the increased emphasis in other than permanent positions?
Which activities did the increased funds come from?

Mr. PetersoN. Basically it represents trying to get very talented,
bright people in graduate school and college who have the time to
give part of their day to us. We put them on project work, answer-
Ing consumer mail, of which we get some 20,000 inquiries each year
which cannot be answered at Pueblo.

Mr. SABo. You need graduate students to answer consumer mail?

Mr. PeTERSON. Yes, sir. Many are getting their masters degree in
consumer-related subjects. In some cases, they even get credit. We
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also use a graduate student for the coordination of the annual
public service campaign.

CONSUMER INQUIRIES

Mr. SaBo. To what degree are you answering specific consumer
questions rather than general questions?

Mr. PerersoN. Where possible, we do refer it to the respective
agency. As a matter of fact, the great bulk of mail is referred to
the agency which clearly has the authority. Problems which the
Federal government has no authority over, we refer to trade associ-
ations, or State or local consumer offices. Some questions frankly
are not referrable to anybody. These are the ones that we try to do
some research on, in order to be responsive. It would be the height
of arrogance to ignore the mail coming in. In many cases, these are
people who do not know where to turn.

We certainly have one of the most visible addresses in the con-
sumer area, but as I say, if we ignored inquiries it would help
pel;?petuate the attitude most Americans have toward the insolence
of Federal bureaucrats.

SALARIES AND EMPLOYMENT

Mr. SaBo. What salaries do you pay?

Mr. PerERrsoN. GS-4, 5, 7. I think a graduate student can get a 7.

Mr. EarLy. They are getting an annual compensation of about
$10,000 a year for actual hours worked.

Mr. SaBo. The Consumer Information Center is requesting a
$44,000 supplemental appropriation for increased pay costs. Is that
the tgtal amount required or is CIC absorbing part of the increased
costs?

Mr. PerersoN. We are absorbing $4,000.

Mr. SaBo. The Consumer Information Center is authorized 19
permanent positions and three other-than-permanent positions. Is
that correct?

Mr. PETERSON. Yes, sir.

Mr. Saeo. How many are actually filled?

Mr. PeTersoN. There are four people working part-time in other
tliisgél permanent positions. As far as the full-time positions, all are
filled.

Mr. SaBo. So, the hiring limitation has not affected you?

Mr. PetersoN. It has not affected us so far. We have had very
low turnover this year and we were able to fill the two positions
that became vacant in 1980,

Mr. SaBo. The Administration has announced a hiring freeze and
reductions in travel and consultant expenses.

How much would be saved in each category in 19817 For the
hiring freeze, assume it is in effect all year.

Mr. PETERSON. As far as travel, this would mean a cut of approxi-
mately $2,100. As far as contracts, it would not mean anything,
because we do not have any contracts of the type outlined in the
executive order.

Mr. SaBo. What about the hiring freeze?

Mr. Peterson. We are fully filled right now. If somebody leaves,
that is where the problem would come up.
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Mr. Saso. I imagine you are encouraging your people to stay.

Mr. EarLy. We are affected a little bit. There are less offers
which would cause the people to leave. So, the mobility is reduced
significantly.

Mr. SaBo. What about promotions?

Mr. Pererson. I do not expect there will be many promotions
this year, other than career ladder progressions.

CONSUMER MATERIALS IN OTHER LANGUAGES

Mr. Saso. I noticed in your justifications that you prepare mate-
rials for Spanish-speaking Americans. Have you done anything
with the Asian refugees in terms of providing consumer informa-
tion for them in their native language?

Mr. PeTERSON. No, sir, we have not. It is a resource problem. We
have to establish our priorities. We have been basically working
over the past couple of years with a budget which involved just
keeping up with inflation. There are no moneys for either new
slots or programs. 3

Mr. SaBo. Do you or does the originating Agency translate con-
sumer information into Spanish?

Mr. PETERSON. It’s the individual agencies that develop and dis-
tribute Spanish publications. We publish and distribute a listing of
the ones we consider to be the best. We do not take an active role
with the Agencies in producing the material. We Jjust look over the
materials in existence and compile the listing. We give the address
of the originating Department for those who want to acquire the
material.

Mr. SaBo. Are you aware of any Agencies who may be looking at
the option for our Asian refugees?

Ms. Nasrr. I believe the Department of Health and Human Serv-
ices has produced some materials in Vietnamese.

Mr. SABo. Mr. Green.

QUALITY CONTROL

Mr. Green. In the end, what you do depends not only on the
quantity, but their quality.

You indicated in screening Spanish publications you do try to
evaluate the potential benefit to consumers. What quality control
do you maintain on the rest of your list?

Mr. PeTErsoN. We have very close scrutiny. We have a review
board of some of the senior staff people who meet every quarter to
compile the Consumer Information Catalog. They review the list-
ings of the publications we already stock in Pueblo as well as any
new publications being proposed for listing. We are pretty selective
and have from time to time created problems with agencies that
feel very strongly about the worthiness of a publication that we've
turned down.

CONSUMER SURVEYS

Mr. GreEN. Do you use your consumer surveys in evaluating the
usefulness of the publications you provide?
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Mr. PeTErsON. Absolutely. We get many comments from the
uestionnaires that we send out to our audiences as to whether
they thought the publications were worthwhile.

In our most recent questionnaire, which went to 1,500 people,
over 95 percent of the people responding said the free material was
actually up to what they expected. They were pleased with it. As
far as the charged publications, 91 percent felt it was worth the
price they paid.

CONGRESSIONAL DISTRIBUTION

Mr. GrReeN. On page seven, you mentioned distribution to Mem-
bers of Congress, and on page 12, at a cost of $42,000.

Are the catalogs automatically sent to every Member of Con-
gress, and if so, how many per Member and what percentage of
your total circulation is that?

Mr. PerersoN. No more than $1,000 of the $42,000 is used for
catalogs going to Congress. There is a small charge of getting them
into Washington from the printing plant and in turn bringing
them over to the folding room. Over 95 percent of that amount
involves the cost of shipping the catalogs from the printing plant
out to Pueblo, Colorado.

In answer to the rest of your question, between 40 and 45 percent
of the catalogs are distributed to Members of Congress. We give
each Member an opportunity to get an allocation of up to 40,000
catalogs. Many Members accept it at that; many Members trade
around with other offices in order to mail to their entire district.

The overall percentage of catalogs that we distribute to congres-
sional offices has gone down because we have found other areas
with a higher return rate.

Mr. GreeN. Have you done any follow up on actual usage?

Mr. PeTErsON. Yes; we know the rate of response for every major
distribution outlet that we have.

Mr. Saso. Has the response through the congressional offices
been toward the bottom?

Mr. PeTERsON. Yes. In the direct mail industry, unsolicited mail-
ings traditionally get the lowest level of response. So, we get be-
tween two and three percent, which is a respectable rate for unsoli-
cited mail. However, we get a much better response rate where
consumers have to take some action to get the catalog.

FREE PUBLICATIONS

Mr. GreEN. Are there any agencies which, at the present time,
limit the number of free publications?

Mr. PeTERsON. Yes, sir, mainly because of the cost factor. There
are a number of Agencies that have, and I would not be surprised
to see that increased. This is counteracted to a certain extent b
the fact that the price of GPO sales publications has skyrocketei
So, a number of agencies are in a bind. The price in a sales
publication might be so high that the public will not respond to it.
On the other hand, agencies may not be able to afford the distribu-
tion costs if they offer it free to the public.

Mr. Saso. Thank you.

Mr. Coughlin.
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STEP INCREASES

Mr. CouGHLIN. You indicated your step increases. Have you ever
denied anyone a step increase?

Mr. PETERSON. No, sir, I have not.

Mr. CouGHLIN. So each employee every year automatically gets a
step increase and a cost of living increase?

Mr. PeTeRrsON, That is the way it has worked out. We have been
very fortunate in the quality of people we have. It is well above the
average level of the Federal bureaucracy. There have only been a
couple of occasions where it has crossed my mind to deny a step
increase and it has tended to be in the clerical area.

Mr. EArLy. The step increase does not come annually. It is a
progressive step; the longer in the grade, the less frequent. Also,
the step increase would not affect the grade average; only promo-
tions or new hires would.

Mr. CoucHLIN. Thank you, Mr. Chairman.

MISCELLANEOUS INCREASES

Mr. PeTERSON. This relates to the question of where the $15,000
came from. There are two offsetting expenses to this. The increases
were $7,000 for public opinion surveys; $4,000 for transportation;
$1,000 for Spanish translation; $9,000 for miscellaneous increases.

There was also a $5,000 decrease for distribution of Spanish
publications, and a §1,000 decrease in press clippings.

Mr. Saso. Thank you. We will insert the Justification in the
record at this point.

[The justification follows:]
[The revised justification begins on page 446.]F8712
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Appropriation / £1,409,000
Two Percent Reduction (P.L. 96-526) -28,000
Pay Increase Supplemental _+44,000
Adjusted Total 371,425,000
Change +156,000
Estimate §1,581,000

The Consumer Information Center is responsible for encouragi
of relevant and meaningful consumer information from the major Federal
and agencies as a by-product of the Government's research, program, and |
activities. In addition, the Center promotes greater public awareness
Federal publications through distribution of the quarterly Consumer Inf
Catalog and through various media services. Jc

APPROPRIATION

For necessary expenses of the Consumer Information Center, including services
authorized by 5 U.S.C. 3109, [$1,409,000) $1,581,000.

Center Functions

The Center was established within the General Services
by Executive Order on October 26, 1970, and assigned two prim
(1) To encourage Federal departments and agencies to develop and reles
relevant consumer information and (2) to increase public awareness o
to this information.

In pursuit of these missions, the Center carries out the following activities:

1. Establishes and maintains close liaison with Federal

agencies. Keeps abreast of existing and planned programs that co
valuable consumer information.

2. Reviews Federal publications for their potential consumer interest.
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3. Undertakes surveys, both contractually and in-house, to gauge consumers'
current information interests, to assess the usefulness of existing consumer
publications, and to measure the effectiveness of the Center's programs.

4. Recommends priorities to agencies in developing and disseminating
consumer information. Criteria for the priorities include the impact on family
budgets, health and safety considerations, and the degree of consumer interest.

5. Coordinates the writing of new consumer publications and prevents
duplication by encouraging collaborative efforts among Federal agencies.

6. Provides manuscript review and editorial assistance to Federal agencies
in the development of consumer publications.

7. Publishes the quarterly Consumer Information Catalog and distributes
copies through Congressional offices, Federal facilities, educators, and non-
profit organizations, and in response to individual requests.

8. Prepares an annual 1ist of Spanish consumer publications and distributes
quantities upon request to libraries, Hispanic leaders, educators, and organizations
as a resource tool for assisting the Spanish-speaking community.

9. Publicizes the availability of Federal consumer pamphlets through
information releases to the print and broadcast media.

10. Works with the print media to develop special features highlighting
Federal consumer publications.

11. Helps broadcasters and writers develop consumer stories by putting them
in contact with the appropriate Federal expert on a particular consumer topic.

12. Conducts an annual public service campaign through the television,
radio, and print media to promote Federal consumer information.

13. Monitors the activities of the Government Printing Office (GPO) distri-
bution facility in Pueblo, Colorado (the centralized distribution point for
Federal consumer publications) to insure a timely response to consumer requests
for publications listed in the Catalog and to maintain adequate stocks of free
publications.

14, Works with non-Federal consumer offices and organizations to exchange
information on current consumer interests and needs and to obtain their assistance
in promoting the use of Federal consumer information.
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Current Activities CONSUMER _INFORMATION CENTER

Development of Consumer Information

The Center's primary function is to work with Federal agencies to develop
timely, practical consumer information. This activity accounts for more than
50% of total staff time. Center liaison representatives maintain close working
relationships with program and information staff members in more than thirty
Federal agencies. Through these ongoing contacts, Center agency liaison staff
members identify current and planned programs that have the potential for
generating relevant and helpful consumer information. They suggest topics for
new publications and recommend revising existing publications. In addition,
the Center provides agencies with manuscript review and editorial assistance in
the preparation of new or revised consumer publications.

The following examples illustrate the Tiaison activity:

1. Consumers are now taking an increasingly active role in the maintenance
of their own health. During fiscal year 1980, the Center has worked to provide
consumers with information on specific health topics, including: Successful
Jogaing, Talking to Your Doctor About Diagnosis, Facing Surgery: Wny Not Get
a Second Dpinion, and two publications from the NIH Medicine for the Layman series:
Heart Attacks and Treating Cancer.

2. Parents are tremendously concerned about the development of their
children. The Center has met this interest by helping in the production of the
Best of Children's Books and by making widely available Children and TV, a parent's
guide to critical 1V viewing. The Center was also instrumental in the revision of
the Department of Education's guide to Studying and Teaching Opportunities Abroad
and assisted in the promotion of an expanded parenting guide, Foots_g_g;.. Manuscript
review was provided for Talking to Children about Death and Families in Stress,
which discusses dealing with child abuse.

3. [Escalating housing costs have stimulated interest in the shelter area. In
response, the Center has provided manuscript review, offered revision assistance,
and suggested format changes to assure widest use of purchase, rental and
energy-related information. Move In with a Graduated Payment Mortgage, a revision
of Wise Rental Practices, and Is Solar Water Heating Right for You? are among the
HUD publications released in fiscal year 1980. In addition, after reviewing the
comprehensive HUD Neighborhood Self-Help Sampler, a lengthy guide to community
improvement projects, the Center suggested the development of a less expensive
flyer describing the resource. By ordering this free publication through the
Catalog, consumer and neighborhood groups can verify that the Sampler will meet
their needs and HUD can maximize appropriate use of the more extensive publication.

4. The Center conducts an ongoing review of articles for the FDA Consumer
to identify subjects with broad consumer impact. The Center then encourages
to make free reprints of these articles available through the Catalog. More than
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a dozen publications generated by this effort cover popular topics such as valium,
sunbathing and skin cancer, genetic counseling, hearing aids, glaucoma, and
caffeine and pregnancy.

5. To help consumers cope with the increasingly tight employment outlook,
the Center encouraged the Department of Labor to initiate a publication ex-
plaining apprenticeship programs. The Center commented extensively on this
publication and is acting as the sole distributor of two other free publications
from Labor that describe small business/self-employment programs: Raising the
Money and Running Your Own Business,

6. In order to assist consumers in acquiring information from Federal
Government files, the Center coordinated the development of a publication
explaining the Freedom of Information and Privacy Acts. Developed in response
to consumer inquiries, the publication gives basic, clear information on how to
obtain information and protect personal privacy.

7. To foster communication with consumer education and information officers
throughout Government and the private sector, the Center continues to coordinate
the activities of the interagency group, "Consumer Education and Information
Liaison". The organization Tists many Federal program offices on its membership
roll as well as educators and local and voluntary consumer leaders concerned with
setting professional standards for consumer materials. [ts primary purpose is to
bring together Federal consumer communications and program specialists to share
solutions to common problems.

8. The Center has continued a close working relationship with the President's
Special Assistant for Consumer Affairs and the U.5. Office of Consumer Affairs by
providing manuscript review and continuing to serve as the primary distribution
source for single copies of three vitally important consumer publications. The
National Consumer Buying Alert is a monthly listing of good buys in food, energy
conservation suggestions, and aids for comparison shopping. The Consumer Resource
Handbook is a comprehensive consumer complaint guide that also 1ists state, county,
and Tocal consumer offices, as well as private consumer organizations. People
Power is a practical guide to organizing consumer groups and using local resources
to cope with food, energy, housing, and health needs made more severe by inflation.

9. The Center worked closely with the Department of Interior to revise and
widely promote two publications on subjects where there has been widespread consumer
fraud. The U.S. Government 0i1 and Gas Lottery: Important New Facts and Can 1 Really
Get Free or Cheap PubTic Land? were revised to help consumers protect themselves

rom the two deceptive practices most frequently reported to the Department of Interior.

The preceding publications are representative of information resulting from
the Center's ongoing agency liaison program. It is anticipated that the Center will
encourage and assist in the development of an estimated 70 publications that will
become available during fiscal year 1981.

In summary, the agency liaison program is the basis for all Center
activities. Every activity to be discussed under subsequent headings revolves
around this important function and is dependent upon its success.
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Determining the Interests of Consumers

To assist agencies concentrate their resources on the most helpful publications,
the Center makes every effort to determine the current and specific interests and
needs of consumers. These efforts are oriented around three main consumer survey
techniques:

1. Audience Survey. Once each quarter, questionnaires are enclosed with
1,500 randomly selected outgoing orders, They are designed to elicit advice and
suggestions for new publications and to determine those that would appeal to a
broad segment of the population. The questionnaires also ask about the Center's
service, e.g., if the consumer was satisfied with the publications, how long it
took to receive the order, and what the Center can do to improve the service.
This method enables the Center to assess consumers' current information needs and
their reaction to and satisfaction with the service.

2. Publication Evaluation Survey. Designed to assist agencies in improving
individual publications, these questionnaires are especially tailored to agency
needs and are enclosed with 1,500 randomly selected orders for a booklet. Consumer
comments on design, graphics, usefulness, and other aspects, are collated by the
Center and presented to the appropriate agency with recommendations for revision.

3, Sales Sample. Every three months, a random sample of 1,000 publication
requests is analyzed to ascertain the relative popularity of the items listed in
the Catalog. Results of these surveys are used to determine which publications
will be Tisted in the next quarterly Catalog. These surveys also reflect trends
in consumer interest in broad subject areas.

4, Topic Testing. MNational consumer surveys of a representative sample of
the population are conducted twice a year to measure the degree of consumer
interest in proposed new consumer publications. The sample insures the absence
of audience biases that might be reflected in the first three survey techniques.
Survey results are reported by age, sex, geographical location, income, and
education of the respondents. A summary of results showing the demographics of
Catalog users allows a comparison with information obtained in the Audience
Survey. Topic testing is a valuable tool for agencies to use in determining
publication priorities so they can use their Timited resources most effectively.
Using these results, the Center has convinced agencies to develop publications
to meet specific consumer interests. Conversely, the Center has used negative
survey results to dissuade development of publications on topics of little public
interest.

Consumers also directly tell the Center their current interests and needs.
Approximately 20,000 consumers contact the Center each year, asking assistance
in solving consumer problems, making purchases, using products, or budgeting
their money. When an existing publication answers the question, it is mailed to
the consumer. Other inquiries are directed to the appropriate Federal agency for
response. The subjects regularly forwarded for more information give an extra
insight into consumers' current concerns and issues and may indicate the need for
new consumer publications.
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In addition, Center staff members talk frequently with consumer leaders
the country to identify and track more localized consumer complaint trends
independent consumer organizations, as well as state, county, and city consumer
offices, handle consumer problems and rank them according to the number of complaints
received. This information assists the Center in obtaining a clear picture of
consumers' current problem areas where additional Information might be helpful
For example, because many problems currently handled by local const
could be settled in small claims courts, the Center worked active
ment of Justice to develop The Consumer's uide to Small Cla
publication covers small claims courts on a state-by-state b
the need for many individual duplicative state and county public

Dissemination of Consumer Information

The gquarterly Consumer Information Catalog is the primary tool for increasing
public awareness of Federal consumer information. It is a 16-page descriptive
listing of more than 200 selected Federal publications of consumer interest
Approximately 90% of the publications are free or cost less than two dollars and
all are available through the Center-monitored distribution facility in Pueblo,
Colorado.

During fiscal year 1981, approximately 21 million Catalogs will be distributed
through a variety of channels and in response to individual requests generated by
the media. The distribution channels include Members of Congress; elementary
through graduate school educators; libraries: local and national consumer organi-
zations; non-profit organizations with active consumer programs such as credit
unions, professional associations and labor unions; and Federal facilities with
heavy visitor traffic. For example, as an outgrowth of the Center's agency liaison
efforts with the Internal Revenue Service, three regional IRS distribution centers
will be sending a half-page flyer describing the Catalog with all supplementary
forms and publications requested by taxpayers. These yers will reach a broad
cross-section of consumers when they are directly concerned with careful money
management. If successful, this regional test will be expanded into a nationwide
promotion effort.

The Center promotes Federal consumer information to the Spanish-speaking by
publ ing an annual listing of approximately 100 of the best Federal publications
in Spanish. The Spanish 1ist is distributed to individuals and organizations that
work directly with the Hispanic community. These community leaders and groups help
the Center provide consumer information to a segment of the population that normally
does not turn to the Government for written information.

During fiscal year 1980, consumers requested a record-breaking 25.6 million
lications. This represents a dramatic increase over the two million ordered in
2ar 1972, the Center's first full year of operation. In another significant
measurement, distribution of GPD sales documents through the Center returned
an 1.7 million dollars to the U.S. Treasury, an amount greater than the direct
appropriation request for the Center
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Funding the Distribution of Free Publications

The participating agencies pay proportionate shares of the costs of
distributing free publications through the Center. (Costs for distributing
sales publications are funded by the Government Printing Office.) Each agency's
share is based on its percentage of total free publications distributed during
the most recent four quarters for which statistics are available. All affected
agencies were informed in May 1980 of their costs for fiscal year 1982. The
projected costs cover warehousing of free publications, inventory management,
order processing, the costs for mailing bulk quantities of the Catalog, and
postage.

The Center works closely with the Government Printing Office to keep the
costs to agencies as low as possible. During fiscal year 1980, a joint project,
initiated at the Center's urging, resulted in a net savings of $473,000 in
postage costs. In addition a new postage rate was authorized for Center mailings
that should produce an annual savings of $500,000.

Media Program

The Center's media program delivers consumer information and education to
millions of consumers who rely primarily on television, radio,or magazines and
newspapers for information. Through its major activities, the media program
gives facts about topics ranging from buying a car to fixing up a house, gives
consumer warnings about potentially hazardous products, solicits consumer
comments on upcoming Government rules, and lets the American public know where
to get Federal consumer publications available through the Consumer Information
Center. A1l of the space and time contributed by the various media to the
Center's information is provided free as a public service. The Center achieves
a significant multiplier effect by using nominal production costs to obtain
literally millions of dollars worth of free time and space for Federal consumer
information.

The media program has four basic activities:

1. Hew for Consumers-- is a twice weekly consumer information release that
is sent to over /7,000 English and Spanish magazine and newspaper writers and
editors, as well as consumer leaders, educators, and community groups. Each of
the New for Consumers releases is given free space by hundreds of newspapers across
the country and can result in 10,000 to 20,000 consumer orders for a particular
publication.

In addition to this ongoing program, the Center works to promote special
feature articles and mentions in newspapers and magazines resulting in thousands
of additional requests for information. For example, in August, 1980, Good House-
keeping magazine featured an article entitled: 25 Great Government Books [A1T Free).
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The article drew requests for more than 600,000 publications. Parade magazine,
with a circulation of well over 20 million, often highlights individual publi-
cations in its "Intelligence Report" section. For example, in 1980, Parade
mentioned eight pamphlets, including: Federal Information Centers, Consumer's
Resource Handbook, Job Service, and Alcohol and Birth Defects. lore than
214,000 consumers responded to the articles in Parade.

In January 1980, the Center worked with Family Circle magazine to produce the
most successful information piece published in the history of the Center. The
article, entitled 50 Great Freebies From Uncle Sam, generated a record number
of requests for more than 4.2 mil1ion publications

In 1980, the Consumer Information Center worked closely with the U.S5. Office
of Consumer Affairs on three information programs: the Dear Consumer column
from the President's Special Assistant for Consumer Affairs distributed weekly
to media on our New for Consumers 1ist; the National Consumer Buying Alert
distributed monthTy to the same list: and the promotion of National Consumer
Education Heek during the week of October 5, 1980,

2. Federal Consumer Focus radio and television scripts--are sent monthly
to more than 5,500 English and Spanish broadcasters who have requested the service.
The 24 scripts each month are written in varying lengths and give key information
from publications Tisted in the Catalog. They also feature consumer news items
from Federal agencies. Consumers who depend on radio and television for information
are thereby able to keep abreast of important consumer issues and warnings.
Although it is difficult to measure 1istener response to Federal Consumer Focus
scripts, a recent survey of broadcasters conducted in December 1980 showed that
the radio scripts aired nationwide more than 400 hours a week, and the television
scripts were used more than 20 hours a week.

3. [ledia Hotline -- Although not toll-free, this service gives broadcasters

and writers throughout the country a contact in the Federal bureaucracy for stories
on consumer topics. The Center's media staff aids callers in Tocating appropriate
agency experts or public affairs specialists from various Government offices

4. Putlic Service Campaign -- Each year the Center conducts a campaign to
introduce more consumers to the Catalog. Public service messages are produced

for newspapers and magazines and radip and television stations and are distributed
to all daily and weekly newspapers: major magazines; commercial, educational, and
cable television stations; radio stations: and the television and radio networks.

Puring 1980, many c umer magazines have donated free space to the print ads
on a national or regional basis. During fiscal year 1980, TV Guide, which reaches
20 1 households, used a full-page Center public service .° on a national and

eminational basis, with an estimated value of more than $120,000, This was the
largest donation that TV Guide made to a Government public service campaign. Also,
local editions of the magazine donated space to the Center throughout the year
worth many additional thousands of dollars. Other magazines which have used the
ad include:
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American Education, ﬁLt_F}-;.n_t_i_l;. Better Homes and Gardens, Business Week,
Cosmopoli tan, Esquire, rortune, Harper's, House and Garden, House Beautiful,
Ladies' Home Journal, McCall's, Money, Newsweek, New York, The New vorker,
Playboy, Psicho?ggx Today, Reader's Digest, Redbook, saturday Review,

Scientific rican, seventeen, sports 11lustrated, Sunset, Time, U.S. News
and World Report, Working Woman, and Woman's Day.

A1l three television networks broadcast the Center's public service announce-
ments on a daily basis during daytime, nighttime, and even prime-time slots. As
an example of this support, in 1980, CBS-TV donated over $1,650,000 of air time
to the Center's public service announcements. Altogether during 1980, the three
television networks donated air time to the Center which was valued at nearly
$4,000,000. Although affiliated stations are not required to broadcast the
network announcements, the total is indicative of the media program's cost-
effectiveness.

In addition to network broadcasts, hundreds of local television stations and
thousands of local radio stations give free air time to the Center.

For example, in November 1980, which was an especially competitive time because

of the United Way Campaign, political programming, and pre-holiday advertisements,
the Center received air time with an estimated value of more than $260,000 in the
top 75 television markets across the nation. This does not include the more than
460 commercial stations in smaller markets, the 267 educational stations, nor the
more than 2900 cable stations. The success of the campaign is dependent upon
network and local airing of the public service announcements. But the final
measure of success is the number of consumers who write for the Catalog. In fiscal
year 1980, more than 660,000 consumers ordered Catalogs primarily as a result of
the public service campaign. This is quite a contrast to a similar period before
the first campaign in 1975, when only 28,000 consumers ordered Catalogs.

The 1980 public service campaign was also honored with several awards. The Center
received the Golden Reel Award for its 60-second television spot; two Addy Awards
for the overall campaign and the 60-second television spot; and the Thoth Award
for its 60-second television spot. The "Locomotive" television spot also received
mention in Advertising Age's "100-Best" competition.

Plans for Fiscal Year 1982

Established more than ten years ago, the Center is dedicated to improving the
quality and increasing the availability of Federal consumer information. The
specific programs discussed here include measurements of the Center's success,
such as: Consumer survey results, the depth and variety of information, the
growth of free media coverage, and a thirteen-fold increase in the number of
requested publications over the years. This indicates growing consumer confidence
in the Center's ability to coordinate and distribute Federal consumer information
to the public.

But, although millions of people have come to rely on the Center for consumer
information, its level of funding has failed to keep pace with inflation. During
the past six years, annual appropriation increases have averaged approximately
six percent, although the average rate of inflation has been much higher. During
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this period, program refinements have for the most part offset the decline in

the purchasing power of funds appropriated to the Center. However, the requested
funding level for fiscal year 1982 is essential to avoid a serious weakening of
program activities directed at consumers.

The requested level will enable the Center to continue to effectively share Federal
consumer information with the public. Every year, the Federal Government spends
billions of dollars in research, regulation, and the purchase of products and
services. As a result, Federal agencies acquire a vast amount of data that is
potentially valuable to consumers. For an extremely small fraction of these costs,
this technical information can be translated into consumer publications and made
available to the public. Since this information is gathered at taxpayers' expense,
the Government has an obligation to share it with taxpayers in a form they can

use to improve their quality of life. This is the major thrust of the Center's
programs.

Over the past several years, there has been pronounced public sentiment for fewer
Federal programs. At the same time, positive consumer reaction to the Center's
programs has grown. Results from quarterly audience surveys show that well over
90 percent of respondents express satisfaction with the services provided by the
Center; and they indicate a desire for more Federal publications in the future.

It should be noted that no funds are requested for new programs or additional
personnel in fiscal year 1982. The requested increase of 156,000 will enahle
the Center to continue programs at the current level. Specifically, the total
increase is comprised of the following:

1.  $59,000 to cover a projected increase of nearly 14 percent in printing
costs, primarily for the Catalog. This is approximately the same percentage in-
crease as in each of the Tast two years for the Catalog contract

2. 528,000 for employee salaries and benefits. This amount is required to
provide for employee progressions in career ladders, for step increases, and for
increased costs of employee benefits.

3. $24,000 to cover the increased costs of the public service campaign.
This is an increase of approximately 14 percent to continue the scope of the
campaign at the current level, It is considerably less than the 20 percent
inflation rate faced by the advertising industry as a whole.

4. §18,000 for updating the Center's computerized mailing lists. The update,
which is necessary every other year, is a cost-savings activity designed to eliminate
unnecessary mailings.

5. §7,000 for increases in the costs of rent, utilities, and supplies.

6. §$5,000 for increases in travel costs. io change is planned in the
scope of travel compared to fiscal year 1981

7.  $15,000 for increases in other miscellaneous areas
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EXPLANATION OF DISTRIBUTION BY OBJECTS

n

Personnel Compensation and Staffing - $596,000. For 19 full-time
permanent and 3 temporary or part-time positions, all in the Central
Office.

Personnel Benefits - $54,000. Includes $40.000 for retirement con-
tributions; $9,000 for health benefits; and $5,000 for group insurance.

Travel and Transportation of Persons - $26,000. For travel by Center

staff members.

Transportation of Things - $42,000. For transporting Catalogs from the

printing company to Washington, DC, the Colorado distribution center,
and Congressional offices.

Rent, Communications, and Utilities - $93,000. $45,000 for postage;
$32,000 for the Federal Building Fund; and 316,000 for telephone and
equipment user charges.

Printing and Reproduction - $487,000. $453,000 for printing English
Catalogs and Spanish Tistings; 351?500 for printing script material
for radio and television statfons; and $10,000 for miscellaneous
printing.

Other Services - $277,000. $200,000 for preparation and distribution

of pubTic service materials for radio, television, and print media;
$18,000 for national consumer surveys; $8,000 for Spanish translating
services; $18,000 for mailing 1ists update; $11,000 for media monitoring
reports; and $22,000 for miscellaneous expenses.

Supplies and Materials - $6,000. For normal administrative supplies and
materials.
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WEDNESDAY, FEBRUARY 4, 1981.
NATIONAL INSTITUTE OF BUILDING SCIENCES
WITNESSES

WILLIAM F. FLOYD, VICE CHAIRMAN OF THE BOARD OF DIRECTORS
DAVID S. MILLER, IMMEDIATE PAST CHAIRMAN OF THE BOARD

GENE C. BREWER, PRESIDENT OF THE INSTITUTE

ROBERT M. DILLON, EXECUTIVE ASSISTANT TO THE PRESIDENT

Mr. Saso. Welcome. I think all of you have appeared before the
Subcommittee previously. The National Institute of Building Sci-
ences is requesting $500,000 in Fiscal Year 1982. This is $113,000
below the amount appropriated in fiscal year 1981. This amount,
together with an estimated $5,287,000 from other sources will pro-
vide for a total program of $5,787,000 in fiscal year 1982. After
fiscal year 1982, the Institute is intended to be self-sustaining.

lWe will be pleased to hear any comments you might have, Mr.
Floyd.

Mr. FLoyp. Thank you, sir. My name is William F. Floyd, Vice
Chairman of the Board of Directors of the National Institute of
Building Sciences. With me today are David S. Miller, immediate
Past Chairman of the Board, and Gene C. Brewer, President of the
Institute. Our current Chairman, Joseph H. Newman, is out of the
country and thus cannot be with us today.

Before I begin our presentation, I would like to present each of
you with a copy of our fiscal year 1980 Report to the President of
the United States. I realize that a copy of this report has been
transmitted to the Congress by the President in accordance with
the provisions of the Institute’s authorizing legislation, but, in the
interest of time, I would like to refer to portions of that Report.

GENERAL STATEMENT

We appreciate this opportunity to appear before the Subcommit-
tee and present the justification for the Institute’s fiscal year 1982
budget request. This request is for $500,000—the amount we were
authorized to request by President Carter’s Office of Management
and Budget. This is a 20 percent decrease from last year’s request,
and an 18 percent decrease from the actual fiscal year 1981 appro-
priation after the Institute sustained a two percent cut by OMB.

This will be our last authorized request, Public Law 93-383 au-
thorized appropriations totalling $10,000,000, and subsequent
reauthorizations established the period during which appropri-
ations could be requested as fiscal years 1978 through 1982. After
fiscal year 1982, the Institute is intended to be full self-sustaining.

As you have seen in our written submission, if this budget re-
quest is granted, the Institute will have received appropriations
totalling %5,613,000 over the five-year period, or slightly less than

(93)
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37 percent of the $10,000,000 authorized. As it became more and
more apparent that the lion’s share of the authorized capital funds
would not be made available and would in fact decline year-to-year,
the Institute had to put in abeyance much of the program and
many of the services it planned to put in place by the beginning of
fiscal year 1983. Unfortunately, much of what has had to be put in
abeyance would have been the most helpful in enabling the Insti-
tute to become self-sustaining without undue reliance upon service
grant and contract activities.

Nevertheless, we have made good progress on our mission tasks
and now are in a position to undertake several major and timely
initiatives. Our report to the President and the Congress, and our
written submission, deals in considerable detail with our accom-
plishments and with plans for the 1982 fiscal year. Therefore, in
the interest of time, I would like to focus on just two of these
initiatives. They are: (1) to expand our horizons to deal with land
development and environmental regulatory issues as they relate to
housing and building, and (2) to pursue our January 15, 1981
publicly announced recommendation that there be a one-year mor-
atorium on all new Federal regulatory initiatives that will further
constrain housing and building, and that during the period of that
moratorium there be a high-intensity effort to single out for selec-
tive elimination or modification those regulations and regulatory
processes that are unnecessarily adding to costs.

In regard to the first of these initiatives, the Institute’s author-
izing legislation provides that: “The Institute shall seek to assure
that its actions are coordinated with related requirements which
are imposed in connection with community and environmental
development generally.”

When the Institute was authorized in 1974, it was the intent—
following the recommendations of the Douglas Commission—to
create a companion institute to deal with these housing and build-
ing-related regulatory matters. This did not happen and increasing-
ly NIBS is being asked to move far enough into this area to assure
that attention is being given to the totality of housing and building
technology regulatory matters. There is little question that land
development and environmental regulations have great impact on
the cost and value of housing, buildings, and the communities of
which they are the major physical elements. Indeed, it is difficult
to deal effectively with housing and building technology regulation
without considering land development and environmental regula-
tion.

In its appeal of the OMB determination to allow a budget request
of only $500,000 for fiscal year 1982, the Institute accepted the
determination insofar as its existing scope is concerned, but did
request an increase of $125,000 to enable it to develop this broader
scope. This request was denied. Nevertheless, the Institute feels it
must respond to its now very broad constituency, which includes
much if not all of the expertise and representation needed to do
the job and do it well. The importance to the Nation of doing
everything possible to facilitate a more productive housing and
building industry simply is too great not to do so. It will, however,
be necessary to move more slowly than the dimensions of the
problem call for and to draw upon voluntary efforts and the limit-
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ed non-appropriated funds available to the Institute. This, then, is
notification of our intention to do all we can to use the successful
model for problem solving that the Institute has created to address
these other related housing and building regulatory issues. We feel
that the provision in our authorizing legislation that I have cited is
adequate, and we sincerely hope that the Congress will support us
in this effort.

Regarding the second of these major initiatives, we attached a
rather detailed statement of our recommendations and plans to our
written submission. As I noted earlier, the Institute feels that it is
now positioned to make a significant contribution to improving the
housing and building regulatory environment. Last year we testi-
fied as follows: “The legislation creating NIBS—Section 809 of
Public Law 93-383—has proven itself to be a schematic from which
an entirely new pattern of public-private institutional relationships
can be effected to cope with the immensely complex sociotechnical
issues and regulations in the areas of housing and building.”

We went on to say: “What is being seen is the common, public
benefit that can accrue from cooperation rather than confronta-
tion—from developing a consensus on the issues and on the best
approaches to their resolution, with involvement of all the inter-
ests, free of the constraints of legalistic or self-serving institutional
bonds. It is becoming accepted that the Institute provides the mech-
anism for recognizing problems before they become crises and for
evolving workable solutions, rather than continuing with the prac-
tice of largely reacting to one another’s initiatives.

By bringing together all the parties of interest in this manner, it
is now also being seen that corrective action as well as new initia-
tives can be taken without resort to burdensome rules or regula-
tions in most cases, and, if rules and regulations are needed, with
widespread support for the thrust of mutually agreed-upon con-
structive change. These mechanisms save time and money, mini-
mize ’t,he need for regulations, and reduce emotionally-based deci-
sions.

We received the encouragement of your Subcommittee in this
endeavor, and as our written submission demonstrates, we have
?ursued this course energetically. At the same time, using the
unds Congress has provided, the Institute has steadily built its
base of regulatory documentation and analytical techniques.

Last year, we also pointed out our need for greater cooperation of
the Federal executive agencies—and we asked your help. We told
you of a bulletin being developed by OMB to go to all Federal
departments, agencies, and establishments, that would call atten-
tion to the provisions of the Institute’s authorizing legislation
which encourages their support and cooperation. I regret to report
that that bulletin was never issued, even though strongly support-
ed by a sampling of agencies to which a draft was sent iy OMB for
comment.

The growing wave of Federal regulatory activity impacting the
housing and building community—and that of State and local gov-
ernments as well—is threatening to swamp the boat. It is because
it is virtually impossible to efFect improvements in the process
when brush fires are breaking out on all sides, that we have
recommended a moratorium.

T4-315 O—81——7
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In our Report to the President—and I call your attention to
pages two and three—our Chairman and President stated: “It is
the view of the Institute that if the housing and building consumer
and user is to receive more value for dollars expended, there must
be an alternative to the historical adversarial approach to problem
solving among the many diverse public and private elements of the
building community that all too frequently results in mandatory
solutions.”

In that same letter, we presented an outline of the services the
Institute felt positioned to perform and the recommendations we
set forth in our public announcement on January 15 are consistent
with that outline. We visualize a high-intensity effort over the next
90 days, utilizing the full resources of the Institute, to identify key
areas where immediate action can be taken either to eliminate or
modify regulations and regulatory processes needlessly constrain-
ing the housing and building community. This same effort will
then be continued throughout the remainder of the year, with
periodic release of additional recommendations. Concurrently, the
Institute plans to develop and put forth proposals for significant
improvements in the housing and building regulatory processes,
stimulate a debate on the proposals, and then make positive recom-
mendations for constructive change that will be supported by a
broad and responsible consensus. Again, however, we ask your help
in achieving the support and cooperation of the Federal agencies in
this effort.

We also request your approval of our modest budget request for
fiscal year 1982. And, finally, even though we are not slated to
come before you again for an appropriation, we ask for the privi-
lege of coming before you next year to formally report on our
progress, to make our recommendations, and to seek your advice.

I would like to close by saying on behalf of the Board of Directors
of the Institute, that we have felt privileged to have been entrusted
with bringing life, form, and substance to this new creature of the
Congress, the National Institute of Building Sciences. We trust that
you feel we have thus far met your expectations. With your con-
tinuing interest, support, and czallenge. we are confident of suc-
cess. Thank you.

[The written statement follows:]
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standards and other technical provisioms for use in Federal, State, and
local housing and building regulations.

Specifically, Public Law 93-383 states that the Institute is to exercise
its functions and responsibilities in four general areas relating to bullding
regulations, as follows:

(a) Development, promulgation, and maintenance of nationally recognized
performance criteria, standards, and other technical provisions for
maintenance of life, safety, health, and public welfare suitable for
adoption by building regulating jurisdictions and agencies, including
test methods and other evaluative techniques relating to building
systems, subsystems, components, products, and materials with due
regard for consumer problems;

(b) Evaluation and prequalification of existing and new building techno-
logy in accordance with (a) above;

(c) Conduct of needed investigations in direct support of (a) and (b),
above; and

(d) Assembly, storage, and dissemination of technical data and other
information directly related to (a), (b), and (c), above.

In the exercise of these functions and responsibilicies, NIBS was to:

e Establish a Consultative Council, membership in which shall be
available to representatives of all appropriate private trade,
professional, and labor organizations, private and public
standards, code and testing bodies, public regulatory agencles,
and consumer groups, So as to insure a direct line of communica-
tion between such groups and the Institute and a vehicle for

representative hearings on matters before the Institute.
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Give particular attention to the development of methods of
encouraging all sectors of the economy to cooperate with the
Institute and to accept and use its technical findings, and

to accept and use the nationally recognized performance criteria,
standards, and other technical provisions developed for use i{n
Federal, State, and local building codes and other regulations
which result from the program of the Institute.

Seek to assure that its actions are coordinated with related
requirements which are imposed in connection with community and
environmental development generally.

Establish and carry on a specific and continuing program of
cooperation with the States and their political subdivisions
designed to encourage their acceptance of its technical findings
and of nationally recognized performance criteria, standards,
and other technical provisions for building regulations brought
about by the Institute, including:

-- efforts to encourage changes in existing State and local
law to utilize or embody such findings and regulatory
provision; and
assistance to States in the development of inservice
training programs for building officials and in the
establishment of fully staffed and qualified State
technical agencies to advise local officials on questions
of technical interpretation.

General Organization
There are essentially three elements of the Institute: 4its Board of

Directors, its Consultative Council, and its staff.




During the past year the Board has continued the trend reported last
year of transferring more of the responsibilicy for the conduct of the
Institute's technical programs to the Consultative Council. It has become
increasingly apparent that much of the authoritativeness of the Institute
will derive from the bread-based representativeness and expertise of the
Council membership. It is equally apparent that in order to have all sectors
of the economy cooperate with the Institute, and to accept and use its
findings and recommendatioms, it will be necessary to involve that broad-
based membership in the decision-making process. Both authoritativeness
and effectiveness, therefore, are the product of bringing the expertise and
points of view of the full building community to bear on the tasks addressed
by the Institute.

In creating the Inscitute and prescribing ics basic form and composition,
the Congress created a unique instrument that 1is now coming to maturity
In recognicion of this maturity, the Board of Directors has given the Con-
sultative Council primary responsibilicy for fact-finding, for problem
investigation, and for the development of recommended solutions. In every

case, the Board requires both expertisa and balance in Council bodies entrusted

with these tasks, and reserves to itself the right of approval of all findings,

conclusions, and recommendations issuing from the Institute.

To cope with its new responsibilities, the Consultative Council has
simplified its structure and instituted rigorous procedures to ensure compe-
tence, balance, and objectivity. This in turn has enabled the Board to simplify
its structure by divesting itself of technical program operating responsibilities

and devoting its primary effort to policy, planning, oversight, and review and

approval. This structure is shown in Fig. 1.
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The core (administrative) staff of the Institute is essentially the
same as reported last year: the President and Chief Executive Officer,
the Executive Assistant to the President, the Vice President for Comsulta-
tive Council Affairs, the Vice President for Technology and Programs, the
Comptroller, and the Director of the Office of Program Planning. The two
vice presidents serve the administrative and technical support needs of
the Council, yet remain responsible to the Board of Directors through the

President.

Board of Directors

The current Board of Directors, appolnted by the President with the
advice and consent of the Senate, numbers 21. The appointment powers of
the President will expire at the end of fiscal year 1981, if the Board has
adopted its own rules and procedures for succession by that time. The

Board will adopt such rules and procedures (By-laws provisions) during

FY 1981, and they will call for continued adherence to the letter of

Institute's authorizing legislation, including representativeness and bala

Consultative Council

The Consultative Council is governed by a 36-member, balanced and
representative, National Executive Committee, nominated and elected by the
full membership of the Council--all under Organizational Rules and Procedu
approved by the Board of Directors.

The membership of the Council, which Includes both organizations and

individuals, reached 800 during 1980; howewver, due to the serious recession

that befell the housing and building industry, growth was not as great as
been projected. Nevertheless, the mbership continued

special program to involve greater numbers of consumer representatives has

nce.

res

had
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contributed significantly to this trend. The

of individuals and

organizations now participating, represent:

The academic community

Design professionals--architects, engineers and planners

Builders, contractors and subcontractors

Federal, State and local government

Building materials, products, and systems manufacturers
and distributors

Building owmer/users

Consumers and environmentalists

Research, testing, and certification bodies

Buildings trades

Trade press
inance, real estate, and insurance interests

Codes and standards bodies

Utilities--gas, electric, communications, etc.

Another significant development was the chartering of the first State-
wide Consultative Council. This brings to the State and local levels the same
type of attention the National Executive Committee of the Council brings to
the national level. This first chapter was created in the State of West
Virginia. A second chapter application has been received from a group seeking
to represent interests in the State of Ohio. Several others are in various
stages of organization, including Southern California, Houston, Connecticut,

and Kansas City.

Staff

The core staff has remained relacively

stable at eighteen. The total

staff of the Institute, as of January 1, 1981, numbers thirty eight. The

difference represents the pr

ject staff of the Inscitute--i.e., those retained

for the execution of specific funded programs and projects.

Income/Expenditures
Because the Institute is a non-governmental, non~-profit corporation,
and because appropriated funds are but one source of Institute income=--and

intended only to provide initial capital funding--a matrix has been established
: 8




and used over the past four years to display the proposed
which appropriated funds will be spent in relation to all

coming to the Institute (see Fig. 2).

The sources of funds are (1) Appropriacion:

Support; and (3) Service Grants and Contracts. Item 1 self-explanatory.

Item 2 is composed of general support grants from Federal agencies ently
only the Department of Energy provides such a grant), Consultative Council
membership fees, income from the sale of publications, and grants or con-
tracts from public and private bodies in direct support of Institute mission
programs and projects. Item 3 is composed of cooperative agreements,

and contracts that support services the Institute provides to P

private bodies upon request. These three sources of funds are shown at

the top of the matrix.

Planned income/expenditure categories are put under two major headings:
(1) Administration and (2) Operations, Under Administration are ess ncially
overhead functions--i.e., General Administration, Planning and Development,
and Information Services. Under Operations are the mission functions of the
Institute that derive from the Inscitute’s authorizing legislation; specifi-
cally, the Consultative Council and Technology and Programs, the latter of
which is subdivided into Regulatory, New Technology, and Data Collection and
Disseminacion.

The Institute overhead rate, which i{s established by independent audit
but also fixed by agency determinations, generally is 59% on directc expenses
and 10X on subcontracts. Because of the high proportion of subcontracting,
which is in response to the intent of Congress, this averages no more than 35%;:
therefore, a 35X rate is used on appropriated funds, Consultative
and other activities where performance of the work is primarily an in-house

funcrion.
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Income/expense figures under Fee Income and General Support and Service

Grants and Contracts, must, of course, be based on estimates. It is not

possible to predict such income with any surety-—particularly that which

comes as a result of requests made to the Institute. A change in any

"Operations" income/expense figure in the matrix will change all other

figures because of the impact that change would have on overhead.

Appropriated funds represented only 17% of all funds in FY 1980.

Although this reporting system may appear complex, it is an effective
way of dealing with the difficult task of controlling a budget that varies
considerably throughout any given year, when there is no reserve. The
Institute was not given its appropriations "to be available until expended"
as provided for in che original authorizing legislacion; therefore, it has
not been possible to establish such a reserve and will not be unless Congress
were to act to appropriate the remaining amount under the authorizacion in
this manner. By receiving quarterly allotments of each appropriation from
the Treasury, the Institute must use its appropriation during the fiscal year
for which appropriated, and suffer the attendant difficulties in managing
cash flow,

There are three types of income not shown in Fig. 2: (1) Endowments;
(2) contract fees; and (3) membership reserves. Endowments are beginning to
flow to the Institute and it has been possible to obtain fees on some con-
tracts; however, these funds and the interest earned on them, currently are
relatively small and thus are kept out of the operating budget and will be
until the earned interest reaches a significant level and can be devoted to
operations. At present, these are the only sources of reserve funds that

can be drawn upon in the event of unforseen events or a cash flow crisis
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The membership fee reserves are simply that portion of membership fees
pald-in during rather than at the beginning of the fiscal year, that
must be held over for services to be performed during the ensuing fiscal

year.

Other Operations

As noted in last year's statement, the Institute created a Building
Seismic Safety Council to work toward implementation of the goals of the
Earthquake Hazards Reduction Act of 1977 (Public Law 95-124). The Council
operates under a Charter and Organizational Rules and Procedures granted
by the Board of Directors, and funds received through membership fees,
grants, and contracts, are shown in Fig. 2 as a part of "Operations."”

The Council is functioning effectively and was cited in Public Law 96-472,

Tictle I, Section 101.

Conclusion

The Budget Justification which follows, is for the requested $500,000
appropriation for FY 1982. The whole of the Institute's planned program for
FY 1982 is presented, together with a brief reporting on current status and
accomplishmenta. This is done to better illustrate the total program and
how it will be supported, and how the appropriated funds will be used in

the context of that total program.




BUDGET JUSTIFICATION

Fig. 2 shows actual income/expenses for FY 1978-1980, estimated
{ncome/expenses for FY 1981, and projected income/expenses for FY 1982
and for FY 1983 when the Institute will be self-sustaining,

Income/expenses in FY 1978 were 51,874,747, $1,000,000 of which was
appropriated. In FY 1979, the total was $2,398,847, of which §750,000 was
appropriated. In FY 1980, the unaudited total was $4,330,550, of which
$750,000 was appropriated. At this time last year, the FY 1980 total was
projected to be §$4,500,000; therefore, it appears that the Institute will
fall short of this projection by $169,450, or only 3.9%, due principally to
contract delays beyond its control.

FY 1981 income/expenses were projected at $5,220,000 with $625,000 of
this amount being appropriated. The Institute sustained a 2% budget cut by
the Carter Administration OMB, therefore, unless changed, will receive only
$613,000 in FY 1981. Current projections, because of the more than normal

number of uncertainties in this budget year, could be significantly higher

or lower. The effect of an increase or decrease in the total income/expenses

projected last year on the use of appropriated funds, would be either a larger

or smaller portion of these funds being devoted to operations, or, conversely,

to adminiscration.

As the size and diversity of the individual program and projects--and
the total program—-become larger, the potential for wider deviations from
projections are inevitable. MNevertheless, to date the Institute's projections
of total income/expenditures have been quite closely borne out by actual
experience, although not necessarily in any given budget category.

For FY 1982, income/expenses have been projected at $5,787,000, with

$500,000 or B8.7% of this total being appropriated funds.
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During FY 1980, and thus far (n FY 1981, most of the growth in Insticute
activities as measured by income, has dgain been in the service grant and
contract area. As the Consultative Council has become larger, better organized,
and much more active, use of the services of the Institute, particularly by
Federal agencies, also has grown. It is apparent, however, that because
of the fallure to obtain the full $10 million in authorized funds, the
Institute simply has been unable to develop the initially planned income-
producing services or to attract the level of private endowments that such
activiry would have engendered. Nevertheless, the Institute has been able
to pursue its mission activities and to position itself to make significantly
greater contributions to achievement of its mission goals in FY 1981 and FY 1982,

The FY 1982 budget request will be detailed using the matrix headings

of Fig. 2.

Appropriated Funds

1. Administration

General Administration, Program Planning, and Information Services are

categorized as administrative functions, and, as noted earlier, 35%

or $130,000 of the appropriated funds will be devoted to these functions.

a. General. Included are the principal overhead expenses of the
Instituce; that is, those expenses related to overall manage-
ment of the affairs of the Institute. These are the expenses of
the Board of Directors and Executive Office or core staff. Budgeted
for this item fs $102,000, or 10.8% of the total $942,000. These
expenses are shown within categories 11.8, 12.1,

26.0, and 31.0 of Fig. 6.
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b. Program Planning. During FY 1980, an Off

Program Planning
was established, headed by a Director (last year {t was reported

that the Qffice of the Vice President-Planning and Development had

been discontinued).

The framework for planning which has evolved, relies upon the
Consultative Council for a major part of the input to determining
future programs and projects. This planning process is shown in

Fig. 3.

The Five-Year Program Plan of the Institute is being recycled during
FY 1981 and will be maintained as the basic technical program
operating guide. However, this Office also maintains cognizance of
legislative and administrative as well as private sector initiatives
that can affect the mission of the Institute, and those of the housing
and building community in general. This Office processes requests

for assistance that come to the Institute, and initiates planning

for both long- and short-term programs and projects. Finally, it

identifies critical technical and polil related issues that

the Institute's attention.

Significant new initiacives include: (1) Planning for a program to
deal with the important, allied field of land development and

environmental regulation and (2) a near-term, high intensicy effort

to identify and recommend solutions to federal regulatory problems

that are constraining hc

ssing and

ding, and to devel

approach to building community problem sol

that will

potential for avoiding further

nstraints on housing and building
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production while achieving desired performance objectives. The
essence of this latter initiative, which currently is of such great
importance, was the subject of the Institute's January 15, 1981
news conference cited at the outset of the Genmeral Statement, and

is explained in greater detail in the attachment hereto.

The budget for the activities of this Office is $5000, or 2.3X of

the total $198,000 that is projected to be available from all sources.

Information Services. The functions of this Office are to maintain

communications with the Institute's public and private constituency.
A monthly newsletter, Building Sciences, is published, and this Office
alsc manages the printing and publication activities of the Institute--
i.e., reports and other documents including the annual report to the

President and Congress, which result from the work of the Institute.

It was reported last year that a new publication--Building Science
Directory——would be well along during FY 1981. It is intended that
this Directory, which will be an important part of the Institute's
effort to provide a reliable source of information on building science
and technology, will continue to be expanded in 1its coverage during

FY 1982; currently, it is undergoing market testing because it is

intended to be self-supporting.

This Office also has been, and will be, responsible for the Institute's
CHEC Program—-i.e., the program of the Institute's Committee on Home
Energy Conservation--which will be discussed in more detail later,

for maintenance of the Institute's reference library, and for assisting

in the information needs of State and area Councils.
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523,000 has been budgeted for this Office, which will constitute

17.3% of the total that is projected to be available from all sources.

Operations
Because the basic administrative costs of the Institute, including
those of the offices of the vice presidents, is covered under "Admini-

"

stration,” funds devoted to "Operations,” whether in- or out=-of-house,
are entirely direct in the sense that they support mission activities.
$370,000 or 65X of the requested appropriation will be devoted to

"Operations."

a. Consultative Council. As noted in the General Statement, member-
ship of the Council reached 800 during FY 1980. This fincluded some
333 organizations, which represent a growth of nearly 41% in this
category. Representation of the many facets of the public and
private sectors of the housing and building community has continued
to broaden. Increases in consumer and environmental participation
have been realized because of special efforts made to encourage
such participation, including defraying the expenses of representa-
tives to attend the annual meeting of the Council and a special
consumer conference to acquaint consumer interests groups with the
mission and programs of the Institute and to get cheir input to

Institute operations.

As noted earlier herein, the Council has taken steps to Simplify

its structure and has assumed the principal responsibility for the
technical programs of the Institute. The three divisions that have
resulted, parallel the three principal functions and responsibilities

set forth for the Institute in 1its authorizing legislation--i.e.,




Codes, Standards and Regulations
Technology
Information Systems
These divisions, under the guidance of the National Executive
Committee, now have three primary functions: (1) development of

strategies for achieving more effective and efficlent national

systems in their respective areas, and for making input to the

Institute's Five-Year Program Plan to this end; (2) carrying-out,

subject to Board of Directors approval, the technical programs and
projects of the Institute assigned to it and (3) holding hearings
on and addressing topical i{ssues in a timely manner for the purpose

of making recommendations to the Board.

The planning process has been treated, and the technical programs

and projects will be described under "Technology and Programs."

During FY 1980, the Consultative Council conducted a national hearing
{conference) on the subject of metrication. This hearing was re-
quested by the U.S. Metric Board, the American National Metric Council,
and the National Bureau of Standards, and was designed to give both
proponents and opponents the opportunity to express themselves on

the issue of metric conversion in the building community. At the
request of the participants, the Institute will now endeavor to de-

velop a national consensus on this important issue.

The Insulation Task Force of the Council, which has been so effective
in the resolution of critical regularory problems in this area and
which has begun development of a public-private cooperative national
program to address industrial and mechanical systems insulation has

been redesignated as the Thermal Insulation Committee and placed under

the Technology Divisiorn.




Specifically, during FY 1982, che Consultative Council will:
Continue its membership development program to the end
that increasingly the Institute will have the depth and
breadch of building community representation in its deli-
berations needed to assure that its findings, conclusions,

and recommendations can truly be said to be authoritacive.

(It should be pointed out, however, that the serious re-

cession experienced by the housing and building industry

has constrained, and can be expected to continue to constrain,

the growth of membership over the near term. Most building

community organizations are small and are seriously affected
cyclical declines in production; therefore, because these

small organizations are vital to the suecess of any program

to improve housing and building in its many dimensions, the

Institute will need to devote resources to achieving the desired

eéxpansion. )

Achleve smooth functioning of its three membership divisions

in carrying-out their planning and operations responsibilities.

Provi continuing assistance to State and area groups that
wish to form counterpart councils (chapters) and become a two-
way link with the Institute and address State and local {ssues
where the vast majority of building regulatory decisions are

made and implemented,

Provide membership services, including Building Sciences, infor-

mation and data, and the Annual Meeting.




(5) Conduct hearings on critical issues before the Institute.

For these purposaes, $100,000 of the appropriated funds has been
budgeted. This represents 36X of the total anticipated Council

budget from all sources.
8

Technology and Programs. As noted earlier, much of the responsi-
grams

bility for the execution of the mission programs of the Institute
have been transferred to the Consultative Council. This means that
the Council National Executive Committee assigns programs and pro-
jects to the appropriate Council division. The division in turn
puts out a call for volunteers within the membership of the Council
to serve on a project committee. From these volunteers, the Divi-
sion Management Board selects a steering commitree that is balanced
in its representation and has the needed expertise. T Steering
Committee then maintains contact with the full Committee for input
and review, appoints subcommittees as needed to provide depth of
expercise, and otherwise guides the project. It is important to note
that the division is charged with going outside the membership of

the Council for steering committee and subcommittee members when

balance and expertise cannot otherwise be achieved.

The Institute provides the professional staff, and that staff manages

all contract work that is needed to carry-out the given task(s).

The products of the Council are subject to oversight by the Board of
Directors, and 1ts products must be reviewed and approved by the

Board as products of the Institute.

The following projects are in progress, utilizing appropriated

funds:




communicy

acts

Documentation and asses

cation and acce ance

vestigatic

cation for

private organizations,

rkshop.
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In FY 1982, it is anticipated that the Institute's cost/benefic
analysis method will have been pretested and can be published and

its application monitored. During FY 1982, a program will be put

in place to continuously monitor new initiatives in the area of
Federal regulations impacting the cost and value of housing and
building. Further, work will be underway: to document the
performance objectives of selected housing and building regulations;
to provide guldance in achieving consistency among regulations, based on
performance levels; to recommend an improved materials and products
prequalification and acceptance system; and to initiate improvements
in building science and technology communications within the building

communicty.

For these tasks, $270,000 of the appropriated Funds has been budgeted;
$1B4,000 in the Codes, Standards, and Regulations area, $50,000 in
Technology, and $36,000 in Information Systems. The $170,000 represents
6.4% of the total anticipated Technology and Programs budget from all

sources.

Fee Income and General Support

1.

Administration

The same functions as noted under Appropriated Funds are performed with
the proportionate share of income from these sources. However, general
support grants--as noted earlier, only the Department of Energy among
the Federal agencies has provided such support to date--will be devoted

exclusively to administration at this time. Other funds shown in Fig 2

for administrative expenses will be derived from an overhead of 35X on
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operations, and from the sale of publications under Information Services.
It 1s also anticipated that some funding will be generated by the Office

of Program Planning for program development.

A total of $291,000 i{s anticipated for these sources.

Operations

a. Consultative Council, A total of $169,000 is anticipacted {n fee in-
come from dues and other membership accivities of the Council im
FY 1982, which will provide $125,000 for Operations and $44,000 for
administration. As noted earlier, however, this sum may be realizable
only if there is a recovery from the current recession in the building

industry by the 1982 fiscal year.

It is anticipated that the Annual Meering and specialty conferences

will generate funding on a cost-recovery basis—e.g., consensus develop-
ment work in connection with the issue of merric conversion, and work-
shops and conferences in conjunction with various results of the Institute's
technical studies

ZEEEEEiESZ_iEE_ELEEEEEE- Funding that is sought and obtained for sup-
port of the basic mission activities of the Institute are classified
under Fee Income and General Support. Included are funds that will be
obtained through fees and grants (or comtracts) for general support of
the Building Seismic Safety Council and the mission studies outlined
under appropriated funds above. For example, additional public and
private support was cbtained for support of the Technology Information
Workshop during FY 198l--i.e., over and above those appropriated funds
used by the Institute. During FY 1980, substantial funds were raised

from the public and private sectors to support the Institute's CHEC
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(Home Energy Conservation) program which won a Presidential energy
efficiency avard in FY 1980, and similar efforts are expected in

FY 1981 and FY 1982Z.

Funds anticipated to be raised for these purposes are projected at
$387,000, $287,000 of which will be for operations and $100,000 or

35% for administration.

Service Grants and Contracts

Service grant and contract activity has become an increasingly large pro-
portion of the total budget of the Institute. Most of this work is in response
to requests from Federal agencles for advisory services, research and technical
studies, and technical management services, a number of which stem from Con-
gressional actions. Grants from the private sector also are accepted but only
where the service is in the broad public interest--i.e., the Institute will

not accept funds from the private sector for proprietary services

As noted earlier, the Institute assesses a 35% overhead on in-house services
and negotiates overhead rates with Federal agencies to seek to maintain this
same approximate percentage when justified by an audited rate. As a general
rule the overhead is 59% on in-house work and 10 om subcontracts. Consis-
tent with the authorizing legislation that encourages the Institute to utilize
the services of existing organizations to the maximum extent possible, the
Institute currently contracts for as high as 80X on some projects, thus the

actual rate more likely can beé on the order of 20-22%.

$852,000 is prﬁjected as overhead from these sources for FY 1982,




Uperations

4. Consultative Council. Only $68,000 is projected for grant and con-

tract activity directly related to the Council, $50,000 of which
will be for direct operatioms. It is not possible to predict the
specific activity that will generace this income; however, it is
likely to be for activities assoclated with the divisions, such as

conferences, workshops, and symposia similar to the metrication projecc.

Technology and Programs. As noted earlier, although the Consultative

Council now has responsibility for the conduct of these activicies,
the Institute treats them as a service function in the context of irs

technology activicies.

Curreatly, the Institute is providing a major research management
function for the Department of Energy in conjunction with the Building
Energy Performance Standards. Much of this work is in response to
Congressional legislation and may well be largely completed during

FY 1981. Nevetheless, vhether the standards, once developed, are made
mandatory or voluntary by the Congress, it is likely that some work
will continue in monitoring i{mplementation of the standards or their

equivalent at the State level.

The Institute is performing three activities for the Department of
Housing and Urban Development: (1) Mobile Home Construction Safety
Standards; (2) Rehabilitation Guidelines; and (3) the conduct of the

first of what is hoped will become a new annual series of housing

technology conferences.

Considerable work has been completed in this category during FY 1980

and 1981--e.g., portions of the BEPS program for DOE; a study of the




proposed HUD Residential Energy Efficlency Standa
problems associated with 2 administration of buil

ng regulactions

at the State and local levels.

It is anticipated that the Institute will continue to be asked to
provide advice and assistance on technical matters. For example,
as a consequence of its newly launched program to analyze Federal
regulations for selective elimination or modificationm, it can be
expected that considerable analytical work will be requested. As

ready noted, the Institute, in response to requests from a number of
sources, intends to make its services available to address land de-
velopment and environmental regulations impacting housing and building.
Further, because the Institute is developing an energy conservation

strategy for dealing with thehuge existi using and

ventory, implementation tasks can be expected.

As a consequence of the Institute's other basic mission studles--e.g.,
in the areas of prequalification, certification, cost/benefit analyses,
and regulatory analysis--follow-on requests are a reasonable expectation.
Furthermore, it is anticipated that the Building Seismic Safety Council
will be supported by the Federal Emergency Management Agency [0 manage
the conduct of trial designs under the Earthquake Hazard Reduction Pro-

gram cited earlier herein, that could extend well into FY 1982.

$3,655,000 has been projected for operations in the regulatory area and

$27,000 in the information system area, for a total of 53,582,000, Ac

an approximate 22% overhead rate, this would contribute 5810,000

administrative expenses.




overall public responsibilicy

in a wide vari of unfunded activities——e.g.:

e Further assistance tc 18 g ccountin
of its technica

Assistance to tt d Tra C igs h its study of

American
metric
the building community.

the partment of Commerce on Federal Interaction with

Summation
Tt

e Congress has asked
1983; ctherefore,
task has been difficult because OMB determined
0 million authorized by the
through FY
r that called for a declin
presently
action has been the need to dras-
alter, and to or developing the Institute

d making it self-sufficient at a sound operating level.
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Although the I h not been able to offe 5 s as planned
and is heavily dependent upon service grant and contract requests,

been able to provide a significant wehicle for addressi the ever more
pressing need to examine and evaluate regulatiomns and reg 3 processes

in the housing and building communit

Fig. 6 summarizes the data shown in Fig. 2 by "Sources of Income and Expen-
dicures."” 1In the case of expenditure t al ot classes ised
except for "Program Implementation and Contract/Grant Performance.” This

latter object class has been introduced to indicate those funds that are

devoted to other than core activities.

Flg. 7 shows actual and estimated expenditures by Federal object classes,
of the requested appropriated 3 he large "Other Services" item
{s due to the fact that there is no other object class under which "contracted-

out” mission activities can be shown.

Finally, the salary of the President has not been increased since it was
lowered in FY 1979, and the salaries of the vice presidents

creased over those that were set at the time of their hiring in FY 1978.
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MNational Institute of
BUILDING SCIENCES

January 15,

BUILDING REGULATION

Time for a New Direction

The ability to provide quality housing at prices that Americans can
afford is being challenged as never before: so also is the abilicy

to provide quality buildings to sustain the nation's business, in-
stitutional and recreational needs without inflationary costs to the
user and consumer. It is apparent that there must be dramatic ange
in the regulatory environment within which che building community
functions if these challenges are to be met.

The National Institute of Building Sciences--in response to its Con-
gressional charge--has explored this regulatory environment and has
found a multiplicity of regulators and regulations which are growing
it of control. In recent years, a whole new array of regu-
latory agencies has sprung into existence--EPA, OSHA, CPSC, DOE, the
Architectural and Transportation Barriers Compliance Board (ATBCB),
and more--to say nothing of a like proliferation at the State and

il levels of government. With { ufficient attention to cost/
benefic relationships or consensus of the governed, creatcivicy,
productivity and growth are being stifled.

The Institute has concluded that the pendulum toward regulatory solu-
tions has swung too far, and that {mmedi{ate action is called for to
reverse this trend, especially in housing matters. Moreover, lang
range action is needed to set the nation upon a new course for deter-
mining what should be regulated and how needed regulation is to be
accomplished. hese actions are believed to be absolute ¥ vital to
restoring the health of the housing and building community so that it
can get on with the job of satisfying the nation’s housing and building
needs.

To accomplish these two objectives, the Insciture recommends:

0 A one-year moratorium on all new Federal regulatory
initiatives that will further constrain the housing
and building community:

© Examination of the range of government regulations
and regulatory processes impacting building during this
moratorium—-with broad input From the public and private
sectors of the building y Including consumers--
30 as to:




clearly ident
cost/ben t imbalances, anc

which needlessly impair the efficienc
building and lend themselves to practical
and selective elimination or modification;
and

develop specific recommendations for
actions to be taken, and a strategy for achiev-
ing their implementation.

Concurrently,-—also with broad input from the
community——action to bring forth a comprehensive
proposals for follow-on improvements in the housing and
building regulatory process that can be subjected to
full and open public debate and result in the consensus
needed to set that process in motion.

e reason to conclude that such action is necessary; for

When several different Federal agencies seek to
regulate or set requirements in the same are
particularly when State and local governments

are active in the same area--t result can only
be confusion and lost effici . Current actions
by a number of Federal agencies to set standards
for housing and building accessibility for the
handicapped, are a case in point.

Where regulations conflict because a numt

agencies have addressed different aspe
same issue without coordinating with one

compliance can be impossible. For exam)
case of pan hardware, where one agenc
provide for security, another for exit
cies, and yet another for operability by
handicapped, the result cs that nef
facturers nor designers ¢ omply wi

Where regulations address ill-defined

tiated needs at an undetermined cost, both the in-
dividual and society can be the loser. Such can
well be the case when after a natural or man-made
disaster--for example, a major £ flood, hurri
or earthquake--there is a rush to increase protec-
tion without a ear vision of the benefits that
will accrue and at what costs.

Where regulatory

in project
lated into costs
ment or that must be pas
This well illustrated
approvals and permits .
and different agencies at d

unacceptable financial

example:
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Where the prospect of govermment intervention thwarts
innovation and impedes development of new technology
because past experience indicates that the innovator
or developer can be subjected to unknown and virtually
unlimited down-stream penalty for performance failures,
as is the case when new performance requirements are
imposed long after the product goes to market, produc-
tivity gains are lost and the whole of society can be
the loser.

Where regulatory agencies to clearly establish
the need for regulation before taking actionm, costly
and needless adversarial proceedings are forced upon
those to be regulated--costs which ultimately must
be passed through to the consumer.

The National Institute of Building Sciences, working through its broad
based membership arm—-its Congressionally authorized Consultative
Council, which has procedures in place to provide for full and open
participation of all parties of interest——has already started bringing
the public and private sectors of the building community together to
begin the examination process. Specifically, the Institute has begun:

© A comprehensive documentation of Federal regulations
that impact the building and land development processes;

Identification of significant areas of duplicacion, over-
lap, conflict, and gaps In Federal, State and local
buildings and development regulations, together with the
development of a stratagy for overcoming these problems:
and

Development of a standardized method for analyzing risks,
and the cost and benefits of existing and proposed regula-
tions intended to address those risks.

A moratorium to provide a breathing spell--so long as there is recognition
that situations requiring emergency action may occur--will give everyone,
the regulator and the regulated alike, time to assess the current situation
and recommend positive actions.

The ultimate objective is to devise a mechanism for bringing all talents
and points of view within the building community to bear in fashioning a
better process for fulfilling marker needs:

© by allowing free market forces to make the needed
corrections where they can,

by relying upon the voluntary standards-setting and
compliance system when market forces are insufficient,
and

by turning to regulation, cooperatively developed and
widely supported, when such is the most
to get the job done. The traditional approach to
regulation--special interest against special interest,
and government against industry--is not working.

etffective way

The Institute believes it is time for a new direction and, working through
its Consultative Council and State and area councils, will pursue its
realizacion utilizing all of its resources.
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FEDERAL AGENCY USE OF NIBS SERVICES

Mr. SaBo. Last year, NIBS asked the Committee to include
report language urging other Federal agencies engaged in pro-
grams involving technical requirements for buildings to use the
Institute’s services whenever possible. That language was included
in the Committee’s report. Has the language been helpful in your
dealings with other Federal agencies?

Mr. Froyp. It has been helpful and we have made some progress
in that area, but not to the extent we would like to see nor that we
really need.

Mr. SaBo. You are asking for the same type of help again. What
kind of assistance do you have in mind?

Mr. BREWER. One of the things we had in mind and referred to
in our opening statement, is the OMB bulletin.

Mr. SaBo. Do you know why that was not published?

Mr. BRewer. No; it was drafted and redrafted by the folks at
OMB. They thought it was an appropriate procedure. It was tried
out on four agencies to see how it would fly and those four agencies
reported favorably on it. We do not know what happened after
that, but the interest seemed to wane. It is possible that by fall,
there was concern that they would be setting up something they
might not be able to preside over.

After the election, it was left sitting on the table. I feel the
underlying philosophic reason for the bulletin is important. In
order for NIBS to maintain its credibility and integrity, we think it
important to have joint funding from both the public and private
sectors. This was the basis for the idea that originated at OMB,
that this would be an appropriate way to stimulate the public
sector support. It gained some support within OMB but eventually
was dropped.

Mr. Saso. I assume you would like us to adopt the same report
language. Anything else?

Mr. MiLLER. | might add that in the last two years the atmos-
phere in the case of the Federal agencies has changed from one of
“What is this organization; and what might it do?” to one of open
cooperation.

As an example, I served as a member of the task force on
housing costs established by HUD about two, to two and one-half
years ago. This forty-member task force, which cut across all seg-
ments of the industry and included eight or ten key HUD officials,
not only took note of the National Institute of Building Sciences—
took note of what it is—but made several recommendations within
the task force report in areas where NIBS could be responsive and
helpful. That was one example where this kind of cooperative
attitude became very positive and remained positive.

I think your support within this Committee would fall on very
fertile ground, more so than last year.

Mr. FLoyp. We answer the question, yes; we would like the same
report submitted. We find that as soon as agencies and others
know about us, our intents and our modus operandi, we get a very
favorable response and our efforts and need are to get more people
familiar with what we are doing and what we are about.
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STATE HOME BUILDER ASSOCIATIONS

Mr. Saso. I am supposed to visit with some folks from the Home
Building Association in my home state after the hearing. Would
they be aware of you? They probably will be telling me that we
should spend less.

Mr. FLoyn. We hope they will be aware. Unfortunately, at this
time some of the home builders themselves may not know about us
and what we are about. This is something we certainly hope to
correct.

Mr. BREWER. I can enlarge on that. We work very closely with
the National Association of Home Builders, which is one of our
interfaces with that part of the building community. In turn, as
you know, there are many state building associations. Qur relation-
ship with them is growing. Mainly, however, we work with the
NAHB staff here in Washington.

REHABILITATION GUIDELINES: AN EXAMPLE

As an example of how we work with the Federal agencies, may I
hand you copies of the rehabilitation guidelines produced for HUD
by the Institute. In line with Mr. Miller’s point concerning recogni-
tion, the agencies understand that the Institute provides input
from all segments of the building community, consumers, environ-
mentalists, as well as contractors, and other parties.

In this instance, we drew together 15 organizations to help iden-
tify the issues that needed to be dealt with in order to create an
effective atmosphere for rehabilitation within cities. We produced
these documents as guidelines, not as a building code or law, to
permit local agencies and building officials to arrive at reasonable
trade-offs without meeting the full requirements imposed on new
construction. If codes for new construction are applied to a rehab
project, the project may not be economically viable. So, this is an
effort to reach a middle ground.

Rehabilitation primarily takes place in the cities, and these
guidelines are the beginning of an educational program, a way of
bringing to the cities the benefit of expert advice from the building
community. The guidelines will provide all those involved with the
information they need for an effective housing rehabilitation pro-
gram. That is but one example of how the Institute brings together
expertise and provides advice.

STATE AND LOCAL REGULATIONS

Mr. SaBo. Aren’t more of the regulations State and local?

Mr. MiLLER. By sheer numbers, no question.

Mr. SaBo. What about in terms of importance? Won't that also
be the case?

Mr. MiLLER. Yes, because these sheer numbers are the result of
some ten to 12,000 local building regulatory jurisdictions, many of
which either have a separate code or an adopted model code that
has been modified.

The reason for our recommendation of a moratorium and a study
of regulatory actions at the Federal level was simply because often
Federal level initiatives filter down to the States and the local
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communities. Besides that, rather than tackling the whole problem,
it seemed more logical to start at the Federal level.

I call your attention to the material that is in your packet. To
illustrate a point, on this side of the matrix are the steps in the
typical construction process, and on the other side, are the ele-
ments of the U.S. e presently in place. The black dots indicate
where Federal regulations impinge on these steps in the construc-
tion process.

This is where we are starting. We feel that the results of cost-
benefit analyses of the Federal-level regulatory impacts, will begin
to flow down into the State and local regulatory areas. So it is a
starting point, not a total resolution of the problem itself.

Mr. Froyp. I am a builder in Atlanta. We find that implementa-
tion of Federal regulations affects us on the local level where they
generally are interpreted and implemented. It appears that most of
the Federal initiatives filter down to the local level. So, the way
Federal initiatives are interpreted and implemented does affect us,
delays us, and increases our costs of building.

Mr. BRewer. The feature of how the Institute proposes to get to
the problems at the State and local levels, is the creation of State
and local councils operating under Institute procedures. This is
encouraged in the Institute’s enabling legislation. The premise is
that only local people can deal effectively with local problems. One
such council has been established in the State of West Virginia,
and the State of Ohio has been granted a charter and is in the
process of going ahead. I am told that one of the Ohio council’s first
orders of business will be to examine all state and local regulations
that impact building. That will be a most important phase of our
work, to get local people to analyze their own local problems. As
you know, anybody coming in from out of state is likely to encoun-
ter resistance. We are working on developing other State and local
councils. For example, southern California is in the process of
organizing and other States and regions as well. We are going
about this slowly because it is a learning process. We do not want
to move too fast, but this is one of the ways State and local people

will have the opportunity to work together under the Institute
umbrella.

THE INSTITUTE'S FUNDING AUTHORIZATION

Mr. SaBo. Direct Federal funding for NIBS will end after fiscal
year 1982. Beginning in fiscal year 1983 the Institute will be self-
sustaining. In your statement (page one) you mention that, includ-
ing the 1982 request, NIBS will have received appropriations total-
ling $3,613,000 over a five-year period. That is slightly less than 37
percent of the $10,000,000 authorized.

To your knowledge, was the $10,000,000 authorization figure
based on any definite operating plan?

Mr. Froyp. Yes, sir. When we first became organized, we had a
number of things which we had planned to do, some having a large
impact on the industry. One of these was creating a data base. This
is a tremendous task, and one that we have had to shelve due to
the lack of funds or the lack of appropriation until we can develop
the necessary resources. This would involve documenting all the
codes from all jurisdictions across the country to create a data base
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one could call upon and use. Anyone planning to build any place in
the country would be able to pull out the needed information on
pertinent regulations. That is one area we have not be able to
develop. We have a plan, but have not been able to implement it.

Mr. SaBo. Do you have plans to ask the Banking Committee for
additional authorization?

Mr. BREweR. That has been discussed. If we were asked, we
might say that it would be appropriate—that we were not as pre-
pared to use the full appropriation as we are today. We are much
better prepared to use the funds appropriately and efficiently now
that we are organized and ready to move.

Mr. SaBo. The new Administration will be submitting revised
estimates for fiscal year 1982 in a month or two. Does the National
Institute of Building Sciences have any reason to believe that its
1982 budget request will be reduced?

Mr. Froyp. At this time we do not have any knowledge of a
planned reduction.

Mr. BRewer. We have had a number of discussions with the
incoming Administration and with people in the Congress. It is my
sense of the matter that the incoming folks will look upon the
Institute as a vehicle to be used to help solve some of the problems
that are facing the building community. I think the case can be
made that the Institute’s process of pulling people together to
achieve consensus is probably a more effective way of getting solu-
tions to problems than the adversarial approach. That is the sense
I have of the matter. Nobody has told me this. My view is we have
been effective and we will get more effective. We have been im-
mensely pleased with the professional attitude public representa-
tives take when they sit down with those from the private sector,
There is a vast difference. As a matter of fact, it generally takes
two meetings before the players get down to work because they are
assessing each other and not exactly trusting each other at the
outset.

Mr. SaBo. What would happen if you were reduced by $50,000, or
if your appropriation were eliminated?

Mr. Frovp. If we were reduced by 10 percent, we obviously would
have to cut something out that we had planned on doing. If our
appropriation was totally eliminated, we would need to run a bare-
?ongs operation until we could supplement our income with other
unds.

Mr. Brewer. We have been working very diligently for some
time to overcome that possibility. We are working hard with the
private sector to develop support through endowments and mem-
bership dues, and by performing work under contract. We are
working to create information for the private sector, but it is a
slow process. We are well established now. We have credibility and
a certain amount of visibility. Now whether we can achieve one
hundred percent self-sufficiency is still a question, but we are
working on it.

Mr. MiLLer. One of the things that does not appear when you
look at a half million dollars and cannot really appear, is the
dollar matching of the expenditure Congress makes on behalf of
NIBS, by the growing amount of voluntary, broad constituent input
that it brought to the table by NIBS. The dollar invested today in
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NIBS through congressional appropriation goes further than it did
three years, four years, or even two years ago because of the broad
industry involvement that we can bring to the table at virtually no
cost. It is not a direct cost outlay, therefore, it does not appear as a
dollar investment.

BUILDING ENERGY PERFORMANCE STANDARDS

Mr. Saeo. During last year’s hearings, Mr. Newman indicated
that the Building Energy Performance Standards (BEPS) might
require major surgery. Su uently, comments submitted by NIBS
on DOE’s proposed Building Energy Performance Standards recom-
mended deferring issuance of the standards, developing revised
standards, and requiring that the standards be on a voluntary basis
pending reassessment.

That is accurate, is it not?

Mr. Froyp. Yes.

Mr. Saso. The 1981 HUD—IndeEIendent Agencies Appropriations
Act contains a provision that HUD may not implement final

energg conservation performance standards. The Department and
80 housing bill have caused a one-year delay in the stand-

the 1
ards.

What is going to happen to BEPS, and what is your involvement
with BEPS?

Mr. BREwER. The comments we made April 30, which were quite
critical of the Notice of Proposed Rulemaking have been heeded by
the Department of Energy. This resulted in a new direction to
correct the problems that were alluded to. That work is about 85-
to 90-percent finished.

We have been asked by the Administration and the Congress for
our recommendations, and we have made them. They are very
simple: complete the research expeditiously, drop the sanctions,
(which was our original recommendation), publish the technical
information as guidelines for voluntary use by the States and local
jurisdictions.

Mr. SaBo. Excuse me. When you say “voluntary,” do you mean
for the States or all builders?

Mr. BREwER. For the States. The States can adopt the guidelines
as a standard if they choose. We just do not think BEPS should be
mandated by law. It should be a voluntary process.

We also would provide for alternate paths for making existing
regulations equivalent to the BEPS performance criteria. That is
our proposal.

There is a demonstration program written into the Brown
amendment that also needs to be looked at. It also may be desir-
able to review the legislation itself to be sure there are no trouble-
some factors remaining. The Federal establishment must adopt
BEPS; this also may be unnecessary. BEPS can be a valuable
research document, but it should not be looked at as a law, because
the dynamics are such that by next year we will have new knowl-
edge that should be used to update and improve this performance-
based design tool.

We recommend that BEPS be looked upon as an ongoing re-
search effort to bring new technology to the picture. It has already
stimulated new technology.
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Mr. Froyp. I might also comment that the voluntary process
itself is providing valuable data. Speaking again as a builder, most
of our new buildings today either meet or exceed the published
BEPS performance levels. I am talking about multifamily construc-
tion. Everything we are doing now is so far su rior to that which
was done a few years ago, mainly dictated by the lenders and
marketplace. I would venture to say that the voluntary process as
far as new building is concerned, would be the avenue to follow,
because most of us are doing it anyway.

Mr. BREWER. I want to make the comment that this research
work in which the engineers, the architects, the homebuilders and
others have participated, has stimulated much technical activity. It
is one thing to have a market pressure. It is quite another to know
what to do about it.

In our BEPS work, we have about 150 experts from the building
community dealing with different issues involved. It is this input
that shapes the final product. The importance is that those who
have to make the standards work are the authors of the product.

CONSULTATIVE COUNCIL

Mr. SaBo. Last year there were about 600 members of the Con-
sultative Council. You anticipated the membership would reach
1,200 to 1,600 in fiscal year 1981. On page six of tge justification
ou mention that Council membership reached 800 uring 1980.
%Vhat is the membership estimated by the end of fiscal year 1981?
How about fiscal year 19827

Mr. Brewer. The numbers today are running toward 900. We
lost some people due to the exigencies of the housing market.

We have an outreach program and we are working hard on it. I
do not know what the numbers are going to be, but we fully expect
to exceed a thousand in the next six months.

Mr. SaBo. How important is it to increase the number of mem-
bers on the Consultative Council?

Mr. FLoyp. The more people who know about us and know what
we are doing, the better received our work is and the more appre-
ciation people have for what we are trying to do. That is very
important.

Lastly, in any of these matters that we embark upon, we find
what we are seeking is a consensus of the building community, and
if the Council is large in number, we have greater resources to call
upon to get a true opinion from the various facets of the building
community. So, the membership of the Council is extremely impor-
tant to the viability of NIBS.

STATE AND LOCAL CHAPTERS

Mr. SABo. You speak of your State and local charters. Is it more
important to expand your national membership?

Mr. BrREwer. They go in parallel; every member of a State coun-
cil is automatically a member of the national.

Mr. SaBo. What is your emphasis at this point?

Mr. BREwWER. Probably the national. We are going slow on the
State and area councils, to be sure we are doing things right. But
there is a certain amount of excitement there too. Success stories
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ou know breed interest and more success, so we expect State and
ocal work to move along, too.

Mr. FLoyp. As the national council increases, the State and local
councils will increase. They go hand in hand. I think you will see
that as we develop further.

NIBS STAFF

Mr. SaBo. Last year NIBS had a core staff of 14 on board to
handle day-to-day activities. The indication was that the staff
would likely increase to 16. This year’s justification (page seven)
states the core staff totals 18.

Are all 18 positions currently filled?

Mr. Brewer. Yes. Last year we had one office that was not
operative. Sixteen had been our target from the beginning, but in
addition to staffing our program planning office we have added to
our membership staff.

Mr. SaBo. Your goal was always 16 rather than 18?

Mr. BREWER. Yes.

Mr. Saso. Will NIBS be able to support a core staff of 18 in fiscal
year 1982 and subsequent years?

Mr. BRewer. We will in 1982, based upon the suggested activity.
If we do not have that much activity, we will have to cut back. It
takes about $1,200,000 in round numbers to maintain the core staff
and operations.

MEASURES OF SUCCESS

Mr. SaBo. Really, your success relates to how you are perceived
by people in the industry, by State and local industries, and by
labor. How do we measure if that is happening?

Mr. BRewer. Interest in our process. I wanted to make a point
about participation. By law we must have balanced membership on
all committees so all points of view are heard. If we do not have
those points of view, we reach out and invite those people to serve.
Those people get involved, participate, and finally realize they do
make a difference. So our outreach program works right down to
the program level. That is important.

Mr. MiLLER. A good case in point might be the establishment of
one of the Committees of the Consultative Council. When the word
went out, there were 130 indications of voluntary interest in par-
ticipating in that Committee. These purely voluntary contributions
came from all walks of life, from those already involved in the
process.

The broader the base, the more qualified volunteers we can get
to make up the committees to get at technical problems.

Mr. Froyp. As our work product grows and as our track record
increases, you will find even more participation.

Recently, we attended a meeting at the NAHB convention be-
tween the NAHB people and ourselves. It was amazing to see how
enthusiastic they were over the rehab guidelines. They wanted us
to mail a notice to all 40,000 NAHB members so they would know
they were available and could determine whether they had applica-
tion for the guidelines. That is the kind of interest that will enable
us to grow.
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Mr. MiLLer. Back to your point, Mr. Sabo, the parallel between
the State consultative councils and the national effort.

I am from Ohio and went down to Columbus to participate in the
initial meeting of about 20 people that took place in November or
October. What has happened since then? The first thing was that
the eight or ten who were not members said they wanted to be
involved. Since then, structuring of the State-wide council has
moved ahead and there is now an effort to go to perhaps a thou-
sand members—Ilocal builders, code inspectors, industry people, ar-
chitects, engineers—a cross section of the Ohio building communi-
ty. That is the corollary and parallel between the State consulta-
tive council and the national.

Mr. BREWER. Of interest is the fact that it was the State building
official in Ohio who had the genesis of the state-wide idea.

Mr. SaBo. Mr. Green.

BUILDING FIRES

Mr. GReeN. Because of the number of recent fires in hotels and
other buildings, attention has been focused on fire codes. To what
extent have you gotten into fire safety issues or do you plan to get
into them?

Mr. BRewer. We have not gotten involved in that yet, but we are
providing advice to FEMA through our Building Seismic Safety
Council on upgrading building regulations with respect to earth-
quake protection, a very critical matter, also.

We are planning to have similar response mechanisms on fires,
floods, and other natural hazards so that when something happens,
we can pull a group together to respond. FEMA is the oversight
organization on natural hazards.

That is important because right today there is an emotional
reaction to the building fires that ﬁave occurred. This is
understandable, but from what I have heard so far, we are not
focusing on the right issue, which is smoke.

Another problem in the Las Vegas fire, was that the building
was not new, but more importantly many building code provisions
had been violated.

Mr. MiLLeEr. There also is the issue of confrontation when the
problem occurs. You can see the confrontation that occurs between
the various parties at issue in the papers. This in itself may or may
not solve the problem, but it is a difficult way to go about it.

Mr. GreEN. Apparently there was a discussion on whether the
emphasis should on Federal regulation versus State and local
regulation. I think you took the position that it would be easier to
start at the Federal level, although State and local levels might
have more of a handle on costs. It strikes me that the real question
is one of interface. At the Federal level, you deal with the question
of people escaping from burning buildings by requiring a relativel
short maximum distance from an apartment door to a stairwell
while State code allows greater distance but requires more fire-
resistant material. Obviously, these regulations are in conflict.

To what extent have g'ou been looking at these interfaces and
dealing with these issues?

Mr. BREwER. You have put your finger on our function. We are a
referee. We have two cases where four agencies are writing regu- -
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lations on handicapped accessibility, and they are in conflict. There
are three agencies that have written contradictory provisions for
panic hardware entries, and it is impossible to satisfy all three.

The Institute’s role is to achieve a reasonable tradeoff, taking
into account the economics involved. That is one of the contribu-
tions the Institute Erobably is best equipped to make to the agen- -
cies, each of which has a single purpose, but with nobody looking to
the public interest. That is one of the roles we are prepared to
undertake.

Mr. GreeN. Thank you, Mr. Chairman.

Mr. SaBo. I notice you had at your annual meeting a very
distinguished Member, Mrs. Boggs, who spoke to you.

Mrs. BoGas. Sorry 1 was not here earlier, Mr. Chairman, but I
had one of those conflicts that I wish we had a congressional
referee to figure out. We had another hearing on the lower Missis-
sippi flood problem.

NIBS RECOMMENDED REGULATORY MORATORIUM

I was interested in the NIBS recommendation announced Janu-
ary 15 that a moratorium be placed on all Federal regulations
which could in any way impact on the construction industry. The
idea is to permit thorough review of all of the implications and
ramifications of such regulations at this time when the housing
and construction industries are having so much difficulty. I under-
stand that NIBS is already involved in studying these regulations. I
wonder if you might give us a progress report. g

Mr. BREWER. I must say that Mr. Miller is the first to have this
thought. Several forces came together at the same time. With Mr.
Miller’s urging, we took a look at how the Institute could serve the
public interest by examining and undoing some of the regulations
that have grown like Topsy and have created such a difficult
economic and social problem in housing and building.

We visited with the incoming Aadministration to get a feel as to
the direction it might be going. We also visited the congressional
committees concerned with housing and building and found a
strong feeling of support for our plan to take a look retrospectively
at what has been happening the last ten or 12 years. The Board
acted favorably on the program and this resulted in the January
15, 1981 press release and announcement.

Since then, we have started the wheels moving. We are holding
briefings tomorrow and the next day with representatives from the
Erivate sector to bring everybody up to s . A year-long program

as been proposed and put in motion. We intend to look at the
overlaps, inconsistencies, delays, et cetera. We intend to focus on
housing at this initial stage. The recommendations that flow from
this process will be given to the Congress and the Administration.

The first thing we did, Mrs. Boggs, was to review and analyze all
the reports we have seen for the past five years. I think we had
some twenty documents to analyze. Out of that came some interest-
ing findings. There was a degree of commonality throughout. There
were 37 recommendations pertaining to land development which
add to up-front costs. Eighteen recommendations related to design,
six to labor, and nine to fees, permits, and processing. So, we are
bringing to bear very expert people from all sectors of the building
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community to develop positive recommendations for action. We
fully expect that within a 90-day period, we will come ug with
specific recommendations. There is a lot of work to be done, but we
are going at it full bore.

Mr. Froyp. If I might add, as a builder I find that not only is the
cost per unit or house increasing, but so many of the refulations
involve time. It is not unusual in a Iar%e project to be delayed 4

ears from the time you start, especially in a high-rise bui ding.

hat time spent trans{ates into costs that have to be dealt with. So
in addition to the cost per unit, we are looking at the time impact
the regulations have on a project.

Mrs. Bocas. Which increases the cost tremendously.

NIBS APPROPRIATIONS VS AUTHORIZATION

Since you were originally authorized $10,000,000 over a five-year
period ending with fiscal year 1982, and since by that time you will
probably only have actually received $3,600,000, I wonder what
effect these lower appropriations have had on your program. I
assume you have had to hold some efforts in abeyance. What kinds
of programs have you not been able to undertake for this reason?
What would these efforts have cost?

Mr. FLoyp. We have delayed some rograms and some have not
been started. The best example is that our enabling legislation
requires the Institute to create a data base. There are some 10,000
building regulatory entities within the United States. For example,
there are 95 building regulatory interpretations in the St. Louis
metropolitan area.

We have had to delay the data gathering and data bank process-
es in their entirety because of the lack of funding. This would be a
monumental and very costly effort. There are other areas in which
we have had to delay or have not been able to pursue as intense an
effort as needed because of the funding.

At the beginning, as Gene Brewer said earlier, we probably were
not ready to receive the full funding. We now feel we have the
mechanism in place and can operate with the full funding if it is
available.

Mr. BRewer. You might recall the matrix in our written state-
ment. This deals with the Federal regulatory process as it impacts
the construction process. This is representative of but one of our
three principal charges from the Congress. One did have to do with
the regulatory process; the others were the introduction of technol-
ogy and the data base. We really have not been able until this year
to start on any of these in a comprehensive way. In fact, the new
direction paper speaks to this, and the fact that we have underwa
right now, a year-long work looking at the interaction of Federal,
State, and local regulations and regulatory processes. We knew
what to do two years ago, but we did not have the funds to do it.
We are just getting started this year in a substantive way. Mr.
Floyd mentioned the data base which we had to drop. However, we
do have two projects underway, one on the regulatory process, with
about six committees working, and our Technology Division is look-
ing at inhibitors to technology development and introduction into
the building process. These are basic issues we did not get to work
on because of the lack of funding. The funding problem is still
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there; that may be our lot in life, I do not know. But the workload
is also here. We have the means to get it done; we simply lack the
wherewithal.

Mrs. Bocgs. Would the moneys that would have been spent on
these programs have amounted to the $10,000,000 you were origi-
nally supposed to receive?

Mr. BREWER. Probably not fully in this time frame. The data
base could have been created and in use because that would be
highly technical and computerized. But the other work takes
longer. Continuity in research programs is very important and we
are concerned that we have been unable to sustain the pace origi-
nally planned.

A STATE COUNCIL FOR LOUISIANA

Mrs. Bocags. There has been some interest in Louisiana in estab-
lishment of a State consultative council. Can you speak to that?

Mr. BRewer. We have had discussions with building community
leaders in Louisiana and there is definite interest, but there is
nothing specific to report at this time. Virginia has a charter; Ohio
has a charter. Mr. Miller has been one of the founders of the Ohio
council. That group intends to address Ohio’s problems. Let me
give you a measure of the difficulty there. About a year or so ago,
the State of Ohio adopted one of the model building codes, which
was a complete code. It was immediately modified with 185 pages
of amendments. Those amendments are then passed along to the
cities and counties. However, the Ohio council will address this

issue and this will be good because they will be dealing with their
own problems.

ENERGY CONSERVATION

Mrs. Bogas. In these days of discussions on the means of conserv-
ing energy and so on, I wonder the kind of response you have had
to your special efforts to include consumer groups through your
consultative group?

Mr. BREWER. It has been very good. We have been in touch with
those people. In fact, some have asked to come and discuss how to
accelerate the consumer involvement program. We have to make
certain the input to our deliberations is balanced. If we do not get
volunteers we reach out to get the needed participation. We did
this for our conference in Chicago on metric conversion. Mr. Miller
chaired the conference, and we had input from the White House
Office of Consumer Affairs. So we are mindful of the need to
involve consumers.

Mrs. BoGas. I must commend you and I was delighted to note in
your recommendations you took note of the concern we expressed
as to adequate considerations for certain geographic areas where
cooling and dehumidification as opposed to heating are primary
energy users.

Your statement (page 27) indicates that you are providing a
major research management function for the Department of
Energy in connection with these regulations. You say the work will
be largely completed during this fiscal year. Can you elaborate on




143

NIBS' ?current role in research and attempting to foster some con-
sensus’

Mr. Brewer. You recall our critique last year, when Mr.
Newman said the BEPS program needed some surgery. We set
forth a series of recommendations that would cure those problems.
The reason we were confident is that the recommendations came
from those who were interested and could identify the issues.
Thereupon DOE adopted most of our recommendations for a course
of action to bring the research to completion. We have undertaken
a number of the needed tasks directly; those that we were best
suited to handle. The National Laboratories and other organiza-
tions, some under contract to the Institute, are performing other of
the needed tasks.

It will take another five to six months to complete all the re-
search and put a package together. We have recommended to the
new Administration, that this program not be mandated, but
rather to look upon the end product as a research document to
provide technical guidelines and tools for educational purposes, so
local people understand how to deal with performance criteria. We
are interested in the encouragement of innovation and technology.
That is what this document is best suited for; it will set the stage
for solving the problem. We think it is important to finish this
program; finish it expeditiously, and get it out for people to use.

Mr. FLoyp. One thing we found, too, was that some of the initial
data did not take into consideration the different regions of the
country. I know of one area in Ohio where the result would have
been that all that could be built was total electric. Those are some
of the reasons we made the recommendations that we did, and the
reason that Mr. Newman mentioned the major surgery. The con-
cerns he expressed have proven to have been a just cause,

Mrs. BogGs. Mr. Green and Mr. Sabo come from happier climes.

What happened in both public and private buildings and includ-
ing nursing homes for the aged and so on and smaller homes with
VA mortgages and so on, energy had become so inefficient and
expensive that some of the old-time aids in dehumidification were
dispensed of. We moved citizens to these nicely climatized boxes;
the cost of energy now is so prohibitive and the lack of cooling and
dehumidification for the elderly and those with respiratory dis-
eases become a disaster.

So, we are grateful NIBS is looking into the regional differences.

REHABILITATION GUIDELINES

Can you elaborate on the work you are doing for HUD as to
guidelines?

Mr. BRewer. We had been asked some time ago by HUD, as you
remember, to handle this. The first task was to identify the issues,
what needed to be done. Fifteen concerns were identified. Eight are
finished, and there is a ninth in process on structural elements.
The first eight guidelines have been and are being distributed, so
Puilders and contractors now have them available for use as guide-

ines.

We are planning a series of workshops across the country with
local code people so they will know how to interpret the guidelines,
so that the existing housing stock can be brougEt up to an accept-
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able level of performance without going to the extreme cost of
tearing a building down and rebuilding.

Mrs. Bogas. Is it also helpful perhaps in preservation efforts?

Mr. BREwER. Yes; there is some of that, although our thrust was
not directed at preservation per se. Preservation people have been
part of our group.

Mrs. Bocas. Thank you very much.

Thank you for your indulgence, Mr. Chairman.

Mr. SaBo. Thank you, Mr. Floyd, Mr. Brewer. This is the last
time you will be appearing before the Committee, but we will be
watching your progress with interest.
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Mr. BoranD. The Committee will come to order.

We are delighted to have the Federal Home Loan Bank Board
here today. Mr. Dalton, this is your first time before us. I remem-
ber last year you were named but not confirmed.

Mr. DALTON. Yes, sir.

Mr. BoLaND. Mr. DiPrete has been here before.

Mr. DiPReTE. Yes.

Mr. Boranp. Rita Fair, Executive Assistant to the Chairman. Ira
Tannenbaum—where is Ira?

er. DALToN. Ira is not here. Miss Becky Laird is here in his
place.

Mr. BoLaND. How long has he been acting?

Mr. DaLtoN. About three weeks, in fact.

Mr. BoLanp. Will he stay?

Mr. DavrToN. I hope so.

Mr. BoLAND. Dave Taylor, you are looking for a few more people.
After reading that statement, you need them.

Marshall Kaplan, Acting Director, Office of Policy and Economic
Research.

Mr. KaPLAN. That's me.

Mr. BoLanD. Mr. Grant, you are here; as well as the Director of
the Administration Office, Richard Petrocei, and David Vaughan,
the Budget Officer. I am glad to have you here.

[The biographical sketch of Chairman Dalton follows:]

Joun H. Darton, CHAIRMAN, FepErAL HomEe LoAN Bank Boarp

BIOGRAPHICAL NOTES

John H. Dalton was designated by President Carter to the Chairman of the
Federal Home Loan Bank Board effective December 16, 1980, succeeding Jay Janis.
Mr. Dalton was first nominated by President Carter to be a Member of the Bank
Board on January 28, 1980, to fill a term which expires on June 30, 1982. Mr.
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Dalton was confirmed by the Senate on February 19, 1980, and was sworn in on
February 29, 1980, by Senator Lloyd Bentsen (D.-Texas).

Before coming to the Bank Board, Mr. Dalton served as National Treasurer of the
Carter/Mondale Presidential Campaign from March 1979 to December 1979 and
President of the Government National Mortgage Association of the U.S. Depart-
ment of Housing and Urban Development from April 1977 to March 1979.

Prior to his appointment to the Government National Mortgage Association, Mr.
Dalton was with the investment banking firm of Goldman, Sachs and Company in
Dallas, Texas. His service with the firm began in 1971 after receiving a Master of
Business Administration degree from the Wharton School of Finance and Commerce
of the University of Pennsylvania.

He atteneded Louisiana State University for one year and then entered the U.S.
Naval Academy. He graduated with distinction from Annapolis in 1964, having
served as Deputy Brigade Commander, the Academy's number two ranking position.
During that year he was a finalist in the Rhodes Scholarship competition. He
graduated from two U.S. Naval nuclear schools.

His Navy service from 1964 to 1969 was in nuclear submarines where he held
various managerial post in engineering, operations and supply. He received several
commendations and awards for superior performance of duty.

In civilian activities, he was the Texas deputf campaign director and business and
professional coordinator for the Carter/Mondale 1976 campaign. He was a founding
member and vice president of the Dallas Democratic Forum, and was on the
executive committee of Dallas '40. He is a vestryman and Lay Reader in the
Episcopal Church. He is also on the Board of Directors for the Texas State Society
and the Texas Breakfast Club,

Mr. Dalton was born in New Orleans, Louisiana, December 13, 1941. He is
married to the former Margaret Ogilvie of Shreveport, Louisiana. The Daltons and
their two sons live in Alexandria, Virginia.

Mr. Boranp. As I read your statement, 1 think Jay Janis de-
serves credit for getting out of the place. The thread that runs
through your entire statement, is that if inflation is not controlled,
there wil’l’ be an awful lot of S&Ls out of business at the end of the
year. That is your biggest problem, no doubt about it. You do have
problems—that is why we are here today.

As the members of this Committee know, there are no direct
appropriations for the Federal Home Loan Bank Board. The ad-
ministrative costs and associated fees are paid by the member
banks and associations. You would like to get out from under the
oversight of this Committee, but you will never be able to do it—
not while I am sitting here, and probably not while anybody else is
sitting here.

Everyone agrees, as you have indicated in your statement, that
1980 was not a very easy one for the thrift industry. Housing starts
and profits were both depressed. In addition, there were several
important regulatory and legislative events in 1980 that I am sure
you will address in your statement.

Have we simplified the title of the Depository Institutions Dereg-
ulation and Monetary Control Act? What is the shortened version
of that long title?

Mr. Davton. It is often referred to as the Monetary Control Act.

ll\‘lr. BoranD. I would like to get a shorter word than that long
title.

Mr. DiPreTE. Is that the one called the Deregulation Act?

Mr. Davron. Right.

Mr. Boranp. What is the difference between that and the Finan-
cial Simplification Act of 1980? Are they the same?

Mr. DALTON. Yes.

Mr. BoranDp. The typical mortgage market has survived under
Government-insured loans such as VA and FHA. Now you are
coming up with SAMS—shared appreciation mortgages, adjustable
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mortgages and readjustable-rate mortgages—I never heard of them
before the last year or two, and nobody ever heard of them before
that time. We have heard about the variable mortgage, but these
are all rather new. I don’t know if a person buying a house today
would be better off under these or not. I would look very carefully
if I were buying a house under any of these.

Mr. Davron. Clearly there is a need for new mortgage instru-
ments. We have deregulated the liability side of the balance sheet
of S&Ls, which has escalated the cost of funds for S&Ls but the
long-term fixed-rate mortgage still dominates the asset side of the
balance sheet, which has had a serious impact on S&L viability.

So there is a need for more asset flexibility or more mortgage
instruments, but I think you make a good point, that we should
proceed deliberately and with caution.

Mr. BorLanp. Which you are doing as indicated in your statement
and I am delighted.

You have a statement: don’t give us the long one, because Larry
Coughlin said he would leave if you went through 23 pages.

We appreciate the problems the Bank Board has. Let me repeat,
if there is any way the Subcommittee can assist in making the task
a little easier let us know. We will be happy to assist you.

Why don’t you go ahead?

GENERAL STATEMENT

Mr. DavtoN. Mr. Chairman, members of the Subcommittee, I am
pleased to be here today to testify concerning the Federal Home
Loan Bank Board’s fiscal year 1982 budget.

I am pleased to have my colleague Andrew DiPrete appearing
with me today.

To save time, my oral remarks will be only an abbreviated
version of my written statement. Although I will discuss one very
significant budget issue, I will deal primarily with the state of the
economy as it affects the S&L industry, the Agency’s regulatory
(and deregulatory) actions, and the activities of the Federal Savings
and Loan Insurance Corporation. This is in keeping with our desire
to assist the Subcommittee in its policy oversight function.

At the outset, however, I wish to note that our 1982 request of
$60,890,000 is only 3.9 percent greater than our 1981 estimate of
$58,595,000—an increase of less than one-third the 1980 inflation
rate. This modest growth results primarily from anticipated gener-
al price rises, over which we have little control, and is consistent
with the need to minimize Federal expenditures.

INDUSTRY AND HOUSING STRENGTH

Looking at the economy, the roller coaster behavior of interest
rates in 1980 created a very difficult operating environment for
S&Ls. This was reflected in a number of ways. First, savings flows
remained depressed, with net savings totaling only $41,000,000,000.
Second, total mortgage loans by S&Ls plunged 28 percent, to
$71,000,000,000. Third, substantial bottom-line impact was felt,
with net income declining steeply to .17 percent in the first half,
computed as a percentage of average assets. High interest rates




148

also had a dramatically negative impact on housing starts in 1980,
with total starts amounting only to 1,290,000 units.

To the extent it could, the Bank Board tried to soften this blow.
Our efforts included strong advances support through the
FHLBanks, which increased their credit to member institutions by
$7,100,000,000 in 1980. We also developed a special Targeted Ad-
vance Program, under which members in need could obtain a
subsidy of up to 250 basis points, and liberalized the FHLBank
dividend policy.

Looking at the future, the key to the performance of the S&L
industry is the behavior of interest rates. Given the continued high
cost of funds for S&Ls, most of which will be locked in for at least
six months, only a substantial interest rate decline over the rest of
the year would save the S&L industry from poor profitability. The
precondition for a meaningful decline in interest rates, of course, is
a reduction in inflation. The Federal Reserve Board’s efforts have
been taken to counter inflation and the Board will continue to
work closely with the Federal Reserve Board in this effort.

Assuming that mortgage credit is available later during 1981 at
an interest level of 12 to 13 percent, however, rather than the
current average rate of 15 percent, the strong pent-up demand for
housing could lead to some recovery in housing starts in 1981 over
1980, perhaps 1,400,000 to 1,500,000 starts. This would still repre-
sent subnormal production—particularly considering the extraordi-
nary demand for housing that will characterize the present decade.

REGULATORY ACTIONS LESS RESTRICTIVE

The adverse effect of the economy on the S&L industry during
1980 lent a special urgency to the Bank Board’s regulatory efforts.
These efforts demanded an enormous amount of effort from our
staff, and were devoted primarily to: (1) implementing the many
statutory changes mandated by the Depository Institutions Deregu-
lation and Monetary Control Act of 1980, Public Law 96-221; and
(2) seeing that the Bank Board’s regulations, old and new, conform
with the imperatives of regulatory simplification and, where possi-
ble, deregulation.

Our Public Law 96-221 regulations are listed with considerable
specificity in our written statement. Some of the highlights include
authorizing Federal associations to: (1) have trust departments; (2)
invest in consumer loans, commercial paper, and corporate debt
securities; (3) make real estate loans on an expanded basis; (4) offer
NOW accounts; and (5) issue credit cards.

On the whole, these new regulations are statements of statutory
authority, rather than being detailed and restrictive. Our intent
has been to leave business decisions to management rather than to
the Bank Board. Specific deregulatory initiatives the Bank Board
has taken include granting associations greater authority and flexi-
bility in the branching, liquidity, and outside borrowing areas. In
addition, the Bank Board has delegated authority to the FHLBanks
to approve 26 different types of applications, ranging from certain
types of mergers to deregistrations of savings and loan holding
companies.
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RENEGOTIABLE RATE MORTGAGES AUTHORIZED

By any standard, one of the Bank Board’s most significant regu-
latory actions of 1980 was its extension to Federal S&Ls of authori-
ty to issue renegotiable rate mortgages. RRMs are designed to help

Ls escape the classic trap of borrowing short and lending long.
It is generally conceded that the major hope for the continued
viability of S&Ls rests with mortgage instruments that permit
interest rates to be adjusted to allow portfolio yields to move in
tandem with the cost of funds. It is essential that S&Ls have the
ability to employ mortgage instruments that have yields that corre-
late in a meaningful way with fluctuations in market interest
rates. Although the Bank Board has RRM regulations in place, it
currently is exploring ways to modify them in order that the asset
side of associations may respond more realistically to the demands
of the liability side.

This is particularly important because almost the entire inflow
of funds into S&Ls is already at market rates, despite the fact that
the formal rate decontrol process under Public Law 96-221 was
stipulated as lasting 6 years. Of savings and time deposits outstand-
ing, about 55 percent consist of variable rate and jumbo certificates
tied to market rates; moreover, this percentage is continuing to
rise. Yet the vast bulk of mortgages in S&L portfolios continue to
be of the long-term, fixed-rate variety; and, regardless of the Bank
Board’s actions in approving new and more flexible instruments, it
will be years before S&Ls will have the bulk of their assets in new
mortgages. So, for a considerable period, S&L portfolio yields will
Fha:]lge little in contrast to the volatile behavior of the cost of

unds.

FSLIC OUTLAYS

Another subject I would like to discuss is the FSLIC. Because of
the conditions affecting S&Ls, the FSLIC experienced the heaviest
problem case workload in its history during fiscal 1980, with nine
cases being concluded in the 12-month span. Gross outlays exceed-
ed $1,000,000,000. While this sum is substantial, I must emphasize
that it represents a gross figure. We know from past experience
that the total net cost to FSLIC will be only a fraction of gross
outlay, because the FSLIC attempts to dispose of the assets it
acquires at the most favorable time in the interest-rate cycle.

We are proud of the way in which the FSLIC’s staff handled the
enormous responsibility presented by these cases. Each case in-
volved unique problems which had to be resolved under conditions
of considerable pressure, and in a manner consistent with the most
cost-effective use of the FSLIC insurance fund. In each of the nine
cases, the Bank Board determined that the cost of the default
prevention action would be less than the cost of liquidation.

Because of the impact of high interest rates, we anticipate a
significant increase in the number of problem institutions which
will require FSLIC involvement in 1981. Qur best estimate is that
gross cash outlays in 1981 will be about $1,200,000,000.

To add some perspective, I would like to note that despite the
large cash outlays in 1980, the FSLIC insurance fund actuaﬂy grew
by $500,000,000. Even assuming the large outlays in 1981 I men-




150

tioned, the fund should increase by another $590,000,000 to a total
of $6,700,000,000 as of September 30, 1981.

NEED FOR ADDITIONAL EXAMINER POSITIONS

The final matter I wish to discuss is our request to hire 15
additional field examiners. This modest increase represents a sub-
stantial paring down of our original request for 61 examiners and
eight additional supervisory slots. I cannot stress enough the fact
that we need more examiners if we are to be able to continue
discharging our responsibilities to the public and the savings and
loan industry in a responsible manner. The plain fact is that Public
Law 96-221, with its new grants of investment and other authority,
has considerably enhanced those responsibilities, as have other
trends in the industry, such as an increase in the number of
mutual savings bank conversion applications and a growth in prob-
lem associations. Currently, we calculate that expanded examining
responsibilities stemming from Public Law 96-221 will add, by
conservative estimate, one additional day per examination.

As a final point, I wish to note the fact that during fiscal year
1980 average staff days per examination declined for the first time
since before fiscal year 1975. We would like to regard this accom-
modation of existing resources and expanding responsibility as a
positive sign of improving productivity. In view of the industry’s
financial position during this year and our efforts to focus exami-
nation staff increasingly on problem associations, however, this
result indicates as well a real “stretching” of our examination force
and a potential real loss in quality and depth in our examination
efforts. This potential is particularly significant given the extra
day of examination time we are positing as a byproduct of Public
Law 96-221. While we recognize the need to pare Federal expendi-
tures, we believe that the unique significance of a stable financial
system for the health of our economy, and the direct correlation
between the availability of examiner resources and the mainte-
nance of that stability, argues strongly in favor of permitting the
Bank Board the very modest increase we are requesting in the size
of our examining staff.

The Bank Board is blessed with an outstanding staff. We will be
pleased to answer any questions you have.

[The full statement follows:]
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Mr. Chairman, Members of the Subcommittee, I am pleased to
appear before you today to testify on behalf of the Federal Home
Loan Bank Board concerning our agency's fiscal year 1982 budget.
Consistent with the need to minimize Federal expenditures, our
1982 request of $60,890,000 is only 3.9 percent greater than
our 1981 estimate of $58,595,000 (an increase of less than 1/3
the inflation rate for 1980). This $2,295,000 increase flows
primarily from anticipated general price increases over which we
have little control. Although I will touch on several budgetary
matters in my formal statement, I will deal primarily with the
state of the economy as it affects the S&L industry, the agency's
ragui&tory (and detegulatory) ictivities, and with the activities
of the Federal Savings and Loan Insurance Corporation. This is
in keeping with our desire to assist the Committee Ln its policy
oversight function.

Economic and Financial Developments

As you are all aware, the behavior of the nation's economy
in 1980 was extremely erratic, with high inflation remaining the
overriding problem. Early in the year, the widely anticipated
recession arrived, generating a precipitous 9.9 percent annualized
decline in real gross national product in the seéond quarter.
The 1980 recession proved extremely short-lived, however, with
real GNP growing in the third gquarter at an annualized rate of
2.4 percent. Durable goods orders and industrial production
continued to advance in :he_final months of the year, and real
GNP rose at a 5 percent rate in the fourth quarter.

Unprecedented fluctuation in interest rates also characterized
1980. Historically high rates for both short and long-term securities

were recorded in late March and early April. These highs were




the culmination of a prolonged increase in interest rates in
fesponse to an escalation in inflation and to actions taken by the
Federal Reserve. Reacting to the short-lived recesasion, the second
quarter saw a dramatic fall in interest levels, with short-term
rates plunging B to 10 percentage points, and long-term rates fall-
159 3 to 4 percentage points. After reaching troughs in late
summer, interest rates began a climb which lasted for the remainder
of the year, with many rates reaching new peaks in mid-December.

In part, this behavior reflected the general factors that
in recent years have led to greater volatility in rates: (1)
structural changes in the financial markets; (2) greater emphasis
on monetary policy as a means of implementing a counter-cyclical
stabilization policy; and (3) higher and more variable rates of
inflation. The extraordinary volatility in interest rates displayed.
over the course of 1980, however, is largely attributable to
changes in the operating strategy of the Pederal Reserve. In
1980, the Federal Reserve focused its attention on the behavior
of bank reserves and, hence, on the growth of the money supply,
placing less emphasis on controlling the Federal funds rate and
other interest rates. The Federal Reserve's actions, of course, have
been taken to counter inflation -- the nation's major economic
problem and the number one enemy of the thrift industry. The Bank
Board has worked closely with the Federal Reserve in this area and
will continue to do so.

The roller coaster nature of interest rates during 1980 created
a very difficult operating environment for savings and loan associa-
tions. Deposit flows remained depressed, particularly in relationship
to demands for housing credit. The net increase in savings for

PSLIC-insured institutions in 1980 totalled $41 billion, only

5.5 percent greater than the inadequate savings flow of $38.9
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billion recorded in 1979. Of this sum, interest credited to
savings accounted for $30.3 billion. WNet new savings receipts
thus amounted to only $10.7 billion. As you know, S&Ls faced intense
competition for savings from money market funds and from Treasury
securities issued at market rates. Savers have become highly sophisti-
cated and simply will not aécept interest rates that are not competi-
tive and do not compensate for the high rate of inflation.

Moreover, total mortgage loans made by S&Ls in 1980 fell to
§71 billion, 28 percent below the 1979 figure. This sharp
decline was inevitable in light of 1980's high mortgage interest
rates and their negative impact on the flow of mortgage credit

in early and late 1980. Over the course of the year, the number

of mortgage loans closed declined sharply more than seasonally

in the first half, increased during in the late summer and early
fall as interest rates sharply decreased, and thereafter declined
again in response to the renewed upward movement in rates.

Finally, 1980 witnessed a substantial decline in S&L
earnings. WNet income of associations, computed as a percentage
of average assets (ROA), declined steeply in the first half of
1980 to .17 percent. This figure was nearly 75 percent below the 563
percent ROA recorded in the last half of 1979, and was well below
the previous post-World War II low of .38 percent set during the
first half of 1967. It was in stark contrast to the .83 percent
ROA for the second half of 1978. Unfortunately, while firm numbers
are not yet available, it appears that earnings for FSLIC-insured
institutions during the second half of 1980 will be rather similar
to the depressed first half figures. Moreover, it must be emphasized
that there were a large number of S&iLs having ROA even less
than the low industry average, with many incurring operating

losses. The primary causes of the sharp downturn on profitability




include the high levels of interest rates paid by associations

for savings and borrowings during most of the year, as well as

the reduction in loan fees and commitment income resulting from
reduced lending activity. There was also the continued large volume

of old low-yielding loans, carrying fixed interest rates, still

on S&L books. Development of methods for S&kLs to sell these low-yield

mortgages is currently a high Bank Board priority. Under normal

circumstances, it will be many years before these "underwater" instru-

ments are rolled over into mortgages carrying viable interest rates.
In addition to causing a severe impact on the savings and

loan industry, the high interest rates that prevailed during

most of 1980 -- with mortgage loan commitment interest rates ending

the year at about 15 percent -- had a dramatically negative impact

on housing starts. Housing starts totalled only 1.29 million

unitas in 1980, off sharply from the 1.75 million units recorded

in 1979. One-to-four family units accounted for 958,000 starts,

while starts of four or more unit structures totalled 331,000 units.
To the extent it could, the Bank Board tried to ameliorate

the difficult economic circumstances confronting S&Ls and housing

in 1980. Substantial support continued-tobe-offered by ocur—

district Federal Home Loan Banks, which increased their advances

to members and institutions in 1980 by $7.1 billion. Advances

outstanding totalled $49 billion at Year-end 1980. An innovative

feature of the FHLBanks' 1980 efforts was the Targeted Advances

Program developed by the FHLBank presidents and the Bank Board's

staff. Under this program, member institutions most in need of

assistance were granted a subsidy on their advances of up to 250

basis points. Up to $100 million was made available to subsidize

advances under the program. Ultimately, TAP advances of $121

million were made to member institutions, including 12 minority




associations, providing important support for their earnings.
Another source of FHLBank assistance to members during 1980 was
a new dividend policy under which the Bank Board authorized the

FHLBanks to pay maximum dividends on a quarterly basis, instead

of only at year end, beginning with the second quarter of 1980,

Under the new policy, dividends were allowed to be paid out of
undivided profits, and the cost of funds to members as an upper
limit in the dividend rate was eliminated, as was the dividend
limitation based on the ratio of average advances to undivided
profits. A final Bank Board initiative to assist the S&L industry
during 1980 was our authorization of a $50 million dividend
payment by the Federal Home Loan Mortgage Corporatibn to the
holders of its stock, the FHLBanks. The FHLBanks have used the
funde for the TAP program and to help finance increased dividends
to their members.

Turning to prospects for the future, .and for 1981 specifically,
the key to the performance of the S&L industry is the behavior
of interest rates. Civen the continued high cost of funds for S&ls,
much of which will be locked in for at least 6 months, only a substan-
tial -interest -rate-decline over the rest of the year would save the
S&L industry from poor profitability. Even if there were simply a
moderate improvement in interest rates, however, we would expect in-
creased savings flows into institutions. 1Including interest credited,
the net 1981 savings gain for S&Ls could amount to approximately
$52 billion.

Assuming that mortgage credit is available at an interest
level of 12 to 13 percent later during 1981, rather than the current
average rate of 15 percent, the strong pent-up demand for housing

could lead to some recovery in housing starts in 1981 over 1980.
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8till, current high levels of mortgage interest rates appear to make
inevitable a sharp down-turn in housing starts in the early

months of this year, with housing starts averaging perhaps 1.15

million units during the current quarter. But, if interest

rates decline, we foresee 1981 housing starts as totalling between
1.4 and 1.5 million units. I wish to aemphasize that, although
these figures would represent some improvement over 1980, they
would still represent a very subnormal level of housing production
activity -- particularly in light of the fact that demographic pres-
aures are expected to generate an extraordinary demand for housing
during the present decade. Morebver; this improvement depends upon’
our willingness to assume a decline in interest rates, which some
experts believe will be held at high levels because of inflationary
pressures.

In terms of the S&L industry itself, we believe that foreseeable
economic conditions will make it difficult for some years to come to
arrest its declining ratio of capital base to assets.

Requlatory Activity

—The—-adverse effect of the economy on the S&L industry during
1980 lent a special urgency to the Bank Board's regulatory efforts.
These efforts, which have demanded an enormous amount of effort
from our staff, have been devoted primarily to: (1) implementing
the multitude of statutory changes mandated by the Depository
Institutions Deregulation and Monetary Control Act of 1980, Public
Law 96-221; and (2) seeing that the Bank Board's regulations,
©ld and new, conform with the imperatives of regulatory simpli-

fication and, where possible, deregulation.
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At this time, the Bank Board has issued final regulations

effectuating all the major statutory provisions enacted by Public
Law 96-221. These include regulations authorizing Federal associa-
tions to: (1) have trust departments; (2) invest in consumer
loans, commercial paper and corporate debt securities; (3) make
real estate loans on an expanded basis without regard to former
dollar amount, percentage-of-assets, and geographic limits; (4)
issue mutual capital certificates; (5) offer NOW accounts to

their customers:; (6) issue credit cards based on an unsecured

line of credit; and (7) invest up to 3 percent of their assets

‘in their sub;idiary service corporations, as oppéspd to the

former 1 percent ceiling.

Under authority of Public Law 96-221, the Bank Board also

has issued regulations: (1) permitting FHLBank members to make
invéstments in qualifying mutual funds that can count towards
satisfaction of the statutory liquidity requirement; (2) providing
for the new SIOO.QOD insurance of accounts level for FSLIC-insured
institutions; (3) authorizing Federal mutual savings banks to
TUELTiZé their "leeway" power to invest up to 5 percent of their
assets in commercial, corporate or business loans, and to maintain
cbrporute demand deposits in cﬁnnection therewith; (4) extending
authority to State-chartered stock associations to obtain Pederal
stock charters; (5) interpreting the Federal preemption of State
usury laws, not merely for S&La, but for all Federally-related
lenders, and specifying the consumer protection provisions that
must apply to mobile home loaﬁn if the latter are to be covered

by the usury override; and (6) authorizing the FHLBanks to settle

and process NOW account drafts.
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In developing regulations implementing Public Law 96-221,
and in its other regulatory activities, the Bank Board has acted
in accordance with Title VIII of that legislation, the Pinancial
Regulation Simplification Act of 1980, which basically requires
the Federal financdial agencies to issue simple, clearly writtén
regulations that do not impose unnecessary costs and paperwork
burdens on the economy, on financial institutions or on consumers.
The Bank Board's regulations deliberately have tended to be
broad statements of statutory authority rather than being parti-
cularized, detailed and restrictive in nature. The intent has
been to leave business decialopu and the possibilities for innova-
tion to local S&L management rather than substituting -.the Bank
Board's judgment. This particularly has been the case with respect
to the regulations on consumer lending, real estate lending,
credit  card authority and mobile home lending. 1In addition to
leaving more discretion to management and yielding a more compre-
hensible regulation, this approach, in the case of the real estate
lending regulations, eliminated the need for Federal associations
to maintain detailed records in order to permit monitoring of
compliance with dollar amount, percentage-of-assets, and geographic
limitations.

Other Bank Board regulatory actions that should raduce
regulatory complexity, paperwork burdens, and costs, or eliminate
restrictions on the ability of saL management to exercise business
judgment, ' include revisions of our branching, outside borrowing,
and liquidiyy regulations. Concerning branching, the Bank Board
has eliminated two major regulatory requirements under which an
association had to demonstrate "need” and "probability of suc-

cess"” for a proposed branch office, leaving only a satisfactory
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Community Reinvestment Act record, lack of undue injury to other
thrift institutions and safety and soundness as the basic brahch-
ing criteria.

Similarly, as indicated, the Bank Board has amended its
borrowing regulations to provide associatipna with greater
authority and flexibility to borrow from sources outside the
FHLBank system, while continuing to assure that borrowing activity
does not adversely affect the safety and soundness of FSLIC-
insured institutions. Under the amended regulations, the Bank
Board now permits associations to borrow in an amount equal to
50 percent of their total assets, and not just savings, as previously

required. :This change will allow institutions to.manage their

liabilities in accordance with changing market gonditions without

unnecessary regulatory interference.

The Bank Board also has acted to enhance association Fflexibility
by reducing the liquidity requirement from 5.5 percent to 5 percent.
The reduction will provide FHLBank members with greater ability to
manage their investment portfolios in ways tailored to their individual
needs. :

In another significant simplification step, the Bank Board
also delegated authority to the FHLBanks to process and approve 26
different types of applications. This step will ensure applicant
institutions of expedited handling of their requests by eliminating
unnecessary and duplicative review, while at the same time permitting
a more efficient use of the Bank Board's headquarters staff, and
of the Bank Board members' time. The categories of applications
dffected range from certain types of mergers to unprotested FHLBank
membership applications to deregistration of savings and loan

holding companies,
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The efforts of the Bank Board to maximize regulatory simplifi-
cation and deregulation are continuing du:ing 1981. 1In particular,
we will use the requirements of the new Regulatory Flexibility Act
to assess the impact of regulations on small businesses, and to
achieve tiering in our regulations wherever appropriate and
statutorily permissible. Likewise, to achieve prompt compliance
with the Paperwork Reduction Act, which goes into effect on April 1,
1981, we are developing plans to inventory, evaluate and prune our
collection of information requirements. We will make every effort
to help OMB meet the mandatory paperwork reduction goals imposed
by that Act.

By nﬁy standard, cne of tHe Bank Board's most significant
regulatory actions. of 1980 was its extension to Federal SaLs of
authority to issue renegotiable rate mortgages. RRMs are designed
to help SiL's escape the classic trap of borrowing short and lending
long by providing them with a mortgage instrument that will increase
its yield to the institution in response to the same general market
forces that require the institution to pay more money to depositors.

It is generally conceded that the majér hope for the continued
viability of SaLs rests with mortgage instruments that permit
interest rates to be adjusted to allow portfolio yields to move
in tandem with the cost of funds. It is essential that S&Ls
have the ability to employ mortgage instruments that have yields
that correlate in a meaningful way with fluctuations in market
interest rates. Although the Bank Board has RRM regqulations in
Place, it currently is exploring ways to modify them in order
that the asset side of associations may respond realistically

to the demands of the liability side.
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In the proposal stage are two additional alternative rate

mortgages -=- the ahared-appreciacion mortgage (SAM) and the graduated

payment adjustable mortgage (GPAM). Both proposals, which still are
undergoing staff analysis, are intended to make mortgage financing
available to borrowers unable to find affordable credit in a
high interest rate environment -- thus helping to close the
financing gap associated with the standard fixed-payment mortgage.
The SAM would operate by giving the borrower a below-market,
fixed rate of interest on the loan, in exchange for which the
lender would get interest equal to a share of the appreciation on
the security property. Because it would allow a lower fixed rate
of interest ‘and monthly payment tﬁan more traditional instruments,
we expect'the SAM could be attractive to those individuals, such
as first-time homebuyers and moderate income borrowers, ordinarily
priced out of the market. Also, SAMs could be useful to elderly
homeowners refinancing existing homes or "buying down" to smaller
homes as a means of avolding large monthly payments. We expect
that borrowers with significant accumulated equity or with above-
average incomes would be leas likely to be interested in a SaM.

The GPAM essentially would combine the basic features of the
RRM and the graduated payment mortgage (GPM). GPMs are instruments
that provide for lower scheduled payments at the beginning of the
loan term than would be provided by a comparable standard mortgage,
with payments gradually rising to a level sufficient to amortize
the remaining principal balance. A GPM permits an individual
who has an expectation of an increase in income, but who currantly
cannot afford to carry a conventional mortgage, to obtain home
financing. The GPAM thus should be attractive both to borrowers

and lenders, making mortgage finance available to a wider epectrum
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of potential homeowners while providing SaLs with increased investment
flexibility. Under our proposal, the GPAM initially would have
lower monthly payments than either a conventional fixed-rate mortgage
or an RRM. The monthly payment amount would increase gradually during
a period of up to ten years. The proposed regulation would also permit
changes in the loan interest rate every 3, 4, or 5 years, depending on
the movement of the national index currently used by the RRM regulation.
However, there would be a 15 percent limit during the graduation period
on the amount by which the monthly payment could increase from any one
year to the next. Except for the graduated payment feature, the GPAM
would operate similarly to the RRM.

As I have indicated, the Bank Board's regulatory activity during
1980 was directly linked to the effects of the economic environment on
the S&L industry. We believed it was extremely important to have the
regulatory authorizations for the new asset and liability powers
provided by Public Law 96-221 in place at the earliest possible
date. Likewise, we felt it was essential to have flexible rate and
other new mortgage instruments developed on a prompt basis as a
mears to ease the impact of volatile economic conditions on the safety
and soundness of S&lLs and their ability to survive as mortgage lenders.

The speed with which we have acted, however, will not be matched
by an equally prompt appearance of positive results for the industry.
It will be a considerable time before the new empowerments for S&Ls
have a significant, beneficial impact on the industrys' collective
balance sheet. For instance, new asset powers of. S&Ls will be con-
strained, and in some cases may be negated, by the tax Taws
governing the bad debt deduction available to S8&Ls. These laws reduce
sharply the value of this important deduction to an association which
has qualifying assets, primarily housing credit, that amount to less
than B2 percent of total assets, and thus could act as a disincentive

to associations to use their new consumer lending authority.
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The delay in impact will be felt with special keenness in
the flexible mortgage area. Almost the entire inflow of funds
into S&Ls is already at market ratea, despite the fact that the
formal rate decontrol process under Public Law 96-221 was stipulated
as lasting six years. Of savings and time deposits outstanding,
about 55 percent consist of variable rate and jumbo certificates
tied to market rates; moreover, this percentage is continuing to
rise. Yet, the vast bulk of mortgages in S&L portfolios continue
to be of the 10n§ term, fixed-rate variety: and, regardless of
the Bank Board's actions in approving new and more flexible
instruments, it will be years before S&lLs will have the bulk of
their assetﬁ in new mortgages. So, for a considerable period,
S&L portfolio yields will change little in contrast to the volatile
behavior of the cost of funds. In any event, it must be noted
that the Bank Board's regulatory structure for flexible rate
mortgages would still leave portfolio yielde more sluggish than
the cost of funds.

The ability of S&Ls to earn a reasonable return on assets
and to maintain a sound capital position, therefore, is bottomed
inevitably on a reduction in interest rates, the unavoidable
precondition for which, of course, is a meaningful reduction in
the rate of inflation. Unfortunately, even the most sanguine
forecasters foresee at best gradual decline in inflation. This

strongly suggests, as I have indicated, a persistence of high

interest rates and a continuation of the poor earnings and declining

capital position plaguing the S&L industry for several years
ahead until the palliative impact of new powers and mortgage

instruments finally begins to be felt.
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Federal Savings and Loan Insurance Corporation Activity

Another aspect of the Bank Board's operations I would like
to discuss is the FSLIC. Because of the conditions affecting S&Ls,
the FSLIC has been unusually active in past months. 1In fact, during
fiscal 1980, the FSLIC experienced the heaviest problem case workload
in its history, with 9 cases being concluded in the 12-month span.
Gross outlays to prevent the ligquidation of insured institutions ex-
ceeded §1 billion, the majority of which was spent to purchase GNMA
securities and mortgage loans. While this cutlay was substantial, I
must emphasize that it represents a gross figure. If past experience
is any guide, actual costs to the FSLIC, after the assets acquired are
disposed of at a propitious point in the interest rate cycle, should
only be a fraction of gross outlays.

We are proud of the way in which the FSLIC's staff handled the
enormous responsibility presented by these cases. As is typical,
each case involved unique problems which had to he resolved under
conditions of considerable pressure, and in a manner consistent with
the most cost effective use of the FSLIC insurance fund. In each of
the 9 cases, the Bank Board determined that the cost of the default
prevention action would be less than the cost of liquidation.

The single most important factor leading to.FSLIC cash outlays
was commitments by S&Ls to purchase GNMA securities. Excessive com-
mitments to purchase loans or securities expose S&Ls to high risks
during periods of volatile interest rates. In recognition of this,
the Bank Board has required S&Ls to limit such commitments to levels
that can reasonably be funded. As a result of this regulatory con-

straint, we foresee a diminished liklihood of FSLIC outlays being

génerated by the inability of S&Ls to fund commitments to purchase.

Because of the high interest rates that have resulted, and will

continue to result, in decreased earnings of FSLIC-insured institutions,
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we anticipate a significant increase in the number of problem institu-
tions which will require FSLIC involvement in 198l1. Of course, the
emergence of some types of problem cases is largely unpredictable. We
do expect the average outlay per case to decrease relative to 1980,
however, and we are thus hopeful that meeting our insurance obligations
will generate only slightly higher overall outlays. Our best estimate
is that gross cash outlays in 1981 will be about $1.2 billion.

I must stress that it is difficult to predict the level of PSLIC
expenditures for problem cases, primarily because FSLIC outlays are
now closely related to interest rate movements. The fact that even
the best interest rate forecasts in recent years have been subject
to substantial error points out the tentativeness of our estimates.

As a final matter, however, to add some perspective, I would
like.to note that despite the large cash outlays in 1980, the FSLIC
insurance fund actually grew by $500 million. Even assuming the
large outlays in 1981 I mentioned, the fund should increase by another
$590 million, to a total of $6.7 billion as of September 30, 1981.

Budget Igsues

At this point, I would like to focus on saveral items related

to our fiscal year 1982 budqét justification: the request. for

additional personnel; our cooperation with State regulators; our
equal employment record; and our administrative and nonadministrative
expenses subject to limitation.

Additional Personnel

With respect to staffing, we are asking you to allow us to
hire 15 additional field examiners. Consistent with our strong
interest in fiscal responsibility, this modest increase represents
a substantial paring down of our original request for 61 examiners

and 8 additional supervisory slots. I can not stress enough the
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fact that we need more examiners if we are to be able to continue
discharging our responsibilities to the public and the savings
and loan industry in a responsible manner. The plain fact is
that Public Law 96-221, with its new grants of investment and
other authority, has considerably enhanced those responsibilities,
as has the generally adverse condition of the economy .

The impact of the new legislation will be felt quickly at the
field examiner level. ,Since the new asset and liability powers
provided by Congress will enable SalLs, on the whole, to engage in
activities in which they have no prior experience, there will be an
increased need for close examiner survelllance of association opera-
tions. This need, which cannot be satisfied without additional
personnel, will be particularly acute during the start-up period,
and will be exacerbated by the expected persistence of high inflation
and by the transition to a free market place for savings interest.
Apart from the need to give close scrutiny to the new, unfamiliar
activities, their sheer scope also will create extra staffing demands.
Currently, we calculate that expanded examining responsibilities
resulting from the new powers conferred by Public Law 96-221 will
add, by conservative estimate, one additional day per examination.

In addition to developments directly generated by Public Law
96-221, other trends in the industry, such as (1) an increase in the

number of conversion applications and (2) a growth in problem asso-

ciations, have generated a need for additional staff. For instance,

more field examiners clearly will be needed to deal with the projected
influx of mutual savings banks seeking Federal charters. Attracted

by more liberal Federal regulations in such areas as branching, a
number of mutual savings banks already are seeking Federal charters.

In the short term, our examiners must conduct eligibility examinations
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of these institutions as applications are received. To date, 20
institutions with assets over $26 billion have been either examined
or will be examined shortly. To maintain even a bare minimum
examination schedule with respect to existing associations in New
York, we are providing that district with 20 examiners each month
from other districts nationally, further straining examination capacity
in those districts. As a result, we are also incurring very signi-
ficant travel and per diem costs, in a year in which the budget for
the;a items is already under pressure because of the increase in
allowable per diem rates, with no corresponding increase in budget,
and the recent White House directive to cut all travel by 15 percent.
In the long term, these. institutions, énce approved for conversion,
will become permanent additions to our current requiremants for
regular periodic supervisory examinations.

The poor state of the economy has caused "problem cases" to
grow from 79 in December of 1979 to 121 in January of 1981. The
trends that have led to this lamentable state of affairs, as I have
already noted, are likely to persist. Their effect on workload is
substantial. Examinations of associations "at risk” requires two to
four times as much effort as those of financially sound institutions.
Receivership and conservatorship cases, such as we experienced in
1980 and will doubtlessly experience in 1981, also tie up a substantfal
portion of the examiner force for a long period.

Please bear in mind that this increased pressure on staff is
coming despite energetic and successful efforts to manage our exami-
nation operations more efficiently. Our handling of problem cases
provides a good example of these efforts. A major accomplishment
in this area was implementation of an examination scheduling system
which varies the frequency of examinations for particular associa-

tione depending on their relative financial strength. Consequently,
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examiners are now examining the weakest associations in some cases
twice as frequently as in previous years; from an average of 13
months between examinations for all associations, examiners are
are now beginning examinations of associations with poor ratings
at 6 and 7 month intervals. Additionally, the Bank Board has
incorporated new uses of the computer in the detection of potential
problem situations. At both the field and headquarters level, the
Office of Examinations and Supervision has instituted a policy of monthly
reviews of computer-generated financial data on associations with poor
ratings. Other significant management initiatives included development
of statistics comparing district office performance, as well as the
design and initiation of an expanded computer-based examination track-
ing and workload reporting system. Moreover, OES also established
a results-oriented management control system establishing detailed
goals and performance measures for senior staff, Efforts to enhance
our efficiency will, of course, continue, particularly with respect
to greater use of computer technology, and augmentation of the already
substantial field office role in the examination process. We are
certain that these efforts will be very helpful in assisting us to
identify, interpret and resolve emerging problems in a quick, effective
manner. By no means, however, can they replace the examination staff
that will be required on-site and in-person to handle the volume and
complexity of problems expected in the next several years.

Finally, I wish to note the fact that during FY 1980 average
staff days per examination declined for the first time since

before FY 1975. We would like to regard this accommodation of

existing resources and expanding responsibility as a pouitiva sign

of improving productivity. In view of the industry's financial
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position during this year and our efforts to focus examination
staff increasingly on problem associations, however, this result
indicates as well a real "stretching” of our examination force

and a potential real loss in quality and depth in our exami-

nation efforts during this time. This potential is particularly
significant given the extra day of examination time we are positing
as a by-product of Public Law 96-221. While we recognize the need to
pare Federal expenditures, we believe that the unigue significance
of a stable financial system for the health of our economy, and

the direct correlation between the availability of examiner
resources and the maintemance of that stability, argues strongly

in favor of permitting the Bank Board the very modest increase we
are requesting in the size of our examining staff.

Cooperation with State Regulators

An additional area of interest to the Subcommittee in previous
years has been our cooperation with State regulators. During the
past fiscal year, we expanded considerably our efforts to train
State examiners and to build closer cooperation between Bank Board
and State examination programs. In terms of training, we essentially
doubled the number of State examiners trained -- from 300 State
examiners in FY 1979 to 600 last year. As in FY 1979, State examiners
attended not only our New Examiner Training School, but courses
in appraisal and civil rights examinations, as well. Moreover, we
expanded training for State examiners last year to include, among
other subject, Regulation %, forward commitments and computer auditing.

Basic coordination for this State training effort was provided

by a Joint Committee on Examinations which met 6 times in FY 1980

and included Bank Board headquarters and field representatives and
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representatives from 6 States. We also held a two-day workshop to
share Federal and State views on the background and likely impact on
examinations of Public Law 96-221. This workshop was attended by 41
State and 18 Federal representatives.

Furthermore, as a major result of Bank Board initiatives during
1980, we reached agreements with five new States regarding establishment
of joint Federal-State examination programs. At the end of FY 1980,
there were only 3 States -- of those which conduct examinations with
which we had not established some form of cooperative examination
program, largely and this was the result of these States' volition.

In looging ahead, our plans are to continue tq expand our training
and.joint examination programs, although the Presidential order
cutting back agency travel will have an impact on our ability to
fund travel expenses of State examiners. We are looking forward
in particular, this year to distributing to States a 40-hour
course on examination of S&L EDP facilities (which we developed
internally), including 9 hours of special videotape material.

We will also be looking for ways to expand those joint Bank
Board/State examination programs already in place.

Equal Employment Efforts

Another area of perennial Congressional concern is that of

equal employment opportunity. Overall activity since May 1, 1980
(the periocd following last budget hearings), in hiring ana promoting
minorities and females has shown steady progress toward meeting
the Bank Board's affirmative action goals. Of a total of 78
hires at grade levels GS-11 through SES, 11 employees were minori-
ties, and 20 were females. Five of those females were minorities.

. Considering that this hiring was done during our limited hiring

period, the results are very encouraging.
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We have placed special emphasis on improving our record in
savings and loan examining, our most populous occcupational field,
and the efforts are beginning to have an impact on hiring patterns.
For example, the San Francisco district has begun an innovative

program of selecting clerical employees who exhibit high ‘levels

of interest and potential for success and enrolling them in an

intensive upward mobility training program designed to provide
the basic skills needed for the jobs. Of the initial group, two
black females, one black male, and one white female have been
promoted into savings and loan examiner career positions which
have promotional opportunities to the GS-12 level.

In another attempt to increase our hiring of minority and
female examiners in this area, the Bank Board requested and received
delegated authority from OPM to recruit and examine applicants for
GS-4 savings and loan examiner trainee positicns. Of the 27 selec-
tions made under this program to date, B trainees are minorities,
including three minority females, and 6 are white females. As a
result of this success, we are now in the process of establishing
a similar examining program for examiners at the normal eﬁtry
levels of grades GS-5 and 7.

We were also more successful in increaainq'naw hires at the
GS-5 and 7 levels through regular channels such as PACE and
interagency transfers. More aggressive recruiting produced 18
minorities and females (6 minority males, 2 minority females, and
10 white females) out of a total of 45 hires during the period.

We also have had some breakthroughs at the supervisory/manage-
.ment levels this year. A minority male was selected for an
Assistant District Director position at the GS-14 level, and a
minority male and white female were selected for Field Manager

positions at the GS-13 lavel. The latter placement represents
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our firet promotion of a woman into this first line supervisory
position. The specialized requirements of savings and loan exam-
iner positions make it very difficult to hire candidates at the
higher levels; however, our efforts for increasing hires at the
entry level positions will provide a substantial pool of candidates
for filling supervisory and management positions in the future.

There remains a gap in the average grade levels between white
males and both females and minorities, but actions taken this year
are already producing results and should show significant changes
as the new employees gain the necessary experience and training
for higher level positions.

Administrative and Monadministrative Expense Limitations

Finally, I would like to touch on the Bank Board's administra-
tive and non-administrative expenses subject to limitation. As
I stated that the beginning of my statement, the Bank Board is
asking for authority to spend $60,890,000 in fiscal year 1982.
This is only 3.9 percent above the $58,595,000 revised estimate for
fiscal year 1981. The increase essentially stems from anticipated

general price increases over which we have little control;, including

the pay and benefit adjustments required by the October pay raise,

increased travel costs (primarily examiner travel), and supplies,
materials and services required to carry on our operations at
about the same level as that planned for fiscal year 1981. The
current 1981 estimate against which the 3.9 percent increase is
measured includes our supplemental requests to cover the costs of
the October 1980 pay increase ($3,530,000) and the increased
travel costs ($930,000 for examiner travel) associated with the
increases in per diem and mileage allowances authorized by Public

Law 96-346.
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The Bank Board believes that the spending requests contained
in the budget justification, which was previously submitted
to you, are reasonable and necessary if we are to carry out
our statutory duties to ensure the safety and soundness of the
thrift industry and to assist it in its job of financing the nation's
housing needs. As I have explained, 1981 promises to be a difficult
year for the thrift industry and housing given the economic fallout
from 1980 and the continuation of difficult economic conditions
during the current year. And, these problems will directly

translate into an enhanced regulatory and supervisory responsi-

bility for the Bank Board. We intend to fulfill that responaibility

to the maximum, using all our resources and ability to cushion
the effect of adverse economic conditions on thrifts and housing --
and to do so at the minimum feasible cost.

This concludes my statement. My staff and I would be pleased

to respond to any questions the Subcommittee may have.

NOTE: 1In accordance with 12 U.S.C. §250, this statement has been
reviewed only by the members of the Federal Home Loan Bank Board.
The views expressed herein represent those of that agency, but do
not necessarily reflect the views of the President.
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HOUSING STARTS

Mr. BoLanDp. Thank you very much for the well done highlighted
statement. I don’t think anybody could disagree with your asser-
tions pertaining to the impact Public Law 96-221 has had upon the
workload in this area—you hope to meet that problem by the 15
additional field examiners. As I understand it, they all will work in
the field?

Mr. DavLToN. Yes, sir, that is correct.

Mr. Boranp. Since the responsibilities imposed upon you under
that public law add, by the Bank Board’s own conservative esti-
mate, one additional day for examination, then I think it incum-
bent that we recognize the problem and act accordingly. Often-
times Congress passes laws imposing burdens on regulatory agen-
cies and fails to implement those laws with a staff to make sure
they are carried out properly. Of course, we recognize in view of
the problems the S&Ls have had in 1980, and will possibly have in
1981, that examinations become a very significant operation of the
Board and its staff.

You have indicated in your statement that housing starts would
run around 1,400,000 in 1981. Housing starts totaled 2,000,000 in
1978, 1,740,000 in 1979, and then due in part to a late surge of
activity, 1980 starts reached 1,300,000, which was higher than ex-
pected. The decrease from 1978 to 1980 represents 35 percent. Your
best estimate is 1,400,000 at this point in time?

Mr. DALToN. Yes, sir. We estimate 1.4 to 1.5 million units, That
assumes a decline in interest rates over the balance of the year. I
think if interest rates stay at current levels, we will not meet 1.4
million starts.

Mr. BoLAND. Last year the former chairman of the Bank Board
stated that 22,000,000 starts may be needed in the 1980’s to satisfy
the housing demand. If the housing supply does not increase great-
ly in the next five to ten years, aren’t we going to have a very
severe situation with respect to overcrowding and price escalation?

Mr. DAvToN. Mr. Chairman, that is one of the major problems
that face the Bank Board and the Congress, the demand for hous-
ing in the decade of the 1980s. The 22 million starts that former
Chairman Janis referred to last year are a reflection of the demo-
graphics of the baby boom coming of age, and having a significant
impact on the housing needs of the 1980s. The first-time home
buyer particularly is going to be under severe pressure.

You are right, if we do not address that problem from the stand-
point of emphasis on housing—and I think that is one of the
reasons that we have suggested new mortgage instruments to make
mortgage money available and to address the needs of the first-
time homebuyer with creative financing techniques—unless we do
those things I think there will be a shortfall and a real problem for
the housing industry.

SAVINGS AND LOAN INDUSTRY PROFITABILITY

Mr. BoLanp. Of course, there is no way in the world you can
address that problem unless the mortgage rates come down. High
interest rates determine the number of starts that might be possi-
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ble. Everyone is familiar with that, and hopefully rates will de-
cline.

Your statement indicated the amount of mortgage loans made by
member savings and loan associations dropped from
$103,000,000,000 in 1979 to $71,000,000,000 in 1980. What has this
done to industry profitability?

Mr. Davron. Industry profitability for 1980, Mr. Chairman, we
think will be—our forecast has just come out—about .17 percent
rate of return on assets. In my statement, I indicated that was the
level for the first half of 1980. It turns out that this is approximate-
ly the same for the second half. So it would be 0.17 percent ROA
for the whole year.

Mr. Boranp. How does that compare with profitability a few
years back?

Mr. Davron. In 1978 it averaged .82 percent, as I recall. Is that
right, Mr. Kaplan?

Mr. KAPLAN. Yes.

Mr. DacroN. That was the best year in the history of the S&L
industry in terms of overall dollars, not in ROA. So in 1978
through 1980, we have had a significant decline in profitability for
the thrift industry.

COST OF SBAVINGS

Mr. BoLaND. Another issue you have indicated having a negative
impact on industry profitability is the cost of money, which is

averaging nearly nine percent, according to the December issue of
the Federal Home Loan Bank Board Journal.

Is it true that more than 50 percent of S&L deposits are current-
ly in certificates bearing interest tied to market rates?

Mr. DavLToNn. Yes, sir, it is true, Mr. Chairman. Our most recent
figures show that, in fact, 55 percent of savings deposits of the
various types are market-related. Data as of January 20, show that
37 percent are in money market certificates, 10.4 percent are in the
2-Y2-year savings certificates, and approximately eight percent are
in what is called jumbo certificates, for an overall figure of 55
percent of deposits in market-oriented savings-type certificates.

Mr. Boranp. That is an increase of about 20 percent vis-a-vis the
figures given the Committee last year. Is that correct?

Mr. Davron. I think that is about right.

Mr. KarLAN. Yes.

Mr. BoLanDp. How much of that increase is caused by the new 30
month variable ceiling certificate for which no minimum deposit is
required?

Mr. DavtoN. We had only recently authorized that certificate a
year ago, and only one percent of savings were then in that certifi-
cate. So, 9.4 percent represents the additional rate oriented certifi-
cates due to the 30-month certificate.

Mr. Boranp. Give us the current amount invested in money
market certificates and in 30 month VCCs.

Mr. Davton. At January 31, 1981 money market certificates
amounted to $189,300,000,000. The 30-month certificates totalled
$52,800,000,000.




177

IMPACT ON SAVINGS AND LOAN INDUSTRY OF PUBLIC LAW 96-221

Mr. BoLAND. You indicate the impact that Public Law 96-221 has
had upon the S&Ls. Would you describe the effect on the savings
and loan industry of the following provisions in the Act: the lphase-
out in the next six years and ultimate elimination of the limita-
tions on the maximum rates of interest and dividends which may
be paid on accounts by depository institutions. You indicated in
your statement that in six years these rate differentials will be
eliminated?

Mr. DavrToNn. Yes. Congress passed this six-year phase-out. That
has, in fact, been accelerated by the actions of the Depository
Institution Deregulation Committee.

There is a narrow band in which the money market certificate
differential exists, but it is only a narrow band. There has been a
partial further removal of the differential on the money market
certificate.

Mr. BorLanp. How is the NOW account provision progressing,
which allows all Federally chartered savings and loan institutions
to permit negotiable order of withdrawal accounts?

Mr. DarLToN. The NOW accounts, Mr. Chairman, became eligible
for use on December 31 of last year, and it has been widely used
throughout the thrift industry. I think all large—just about all
large S&Ls—are offering NOW accounts: a high percent of
medium-size S&Ls and a lot of the small S&Ls are offering NOW
accounts. The specific numbers to show the early interest: in the
first 10 days of January, $2,200,000,000 were deposited in NOW
accounts across the country, another $400,000,000 in the second 10
days. That very large amount for the first 10 days shows, in fact,
there had been advertising prior to that time, and there were a lot
of accounts that were anticipating going into NOW accounts when
they became legal.

Mr. BoLanDp. What about liberalizing the limitations on loans
that S&Ls make, and permitting new activity, like education loans,
consumer loans, and others?

Mr. DarroN. We authorized a number of new types of lending
activity in the last year. I think the industry is in the process of
beginning to use those new types of loans, such as consumer lend-
ing, but I would not consider it to have been used to a wide extent
to this point.

Mr. BoLanp. What about permitting these institutions to issue
credit cards?

Mr. DALTON. The same answer would apply, Mr. Chairman. It
has not been widely used at this point.

Mr. CouGHLIN. K‘Ir. Chairman, in this area may I ask to what
exter;t?do these new provisions allow S&Ls to expand the monetary
supply?

r. DALTON. Let me refer that to my economist, Mr. Kaplan.

Mr. KapLAN. What is relevant here is the way in which the
Federal Reserve defines the money supply. There are a number of
well-known definitions, as you know. What is most relevant I think
are total transaction accounts, which include the NOW accounts.
So to the extent we have had a net increase of $2,600,000,000 in
NOW accounts, that of course has created a corresponding increase
in the money supply. However, a large percent of that has come
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from commercial banks. The net impact on the total money supply
has probably been negligible. It has been primarily a shift.

Mr. CougHLIN. How about issuing credit cards by S&Ls?

Mr. KarLaN. It would not affect any of the definitions of the
money supply that the Federal Reserve has except insofar as it was
reflected in—but no, it would not be reflected in consumer credit
figures, so it would not affect the money supply as defined by the
Federal Reserve.

Mr. CougHLIN. You estimate there is about a $2,600,000,000 in-
crease.

Mr. KarLAN. During the first 20 days of January. To the extent a
large percent came from large commercial banks it was a shifting
of the money supply between the two institutions. There was no
evidence that the ggl.s themselves are having a significant impact
on the money supgly.

Mr. CougHLIN. Shifting from commercial banks to S&Ls?

Mr. KaprLan. That is right.

INFLATIONARY IMPACT OF NEW MORTGAGE INSTRUMENTS

Mr. CouGgHLIN. May I ask one other question: to what extent will
various renegotiable-rate mortgages, with which you are working,
will build in inflation as well as various variable-rate certificates?

Mr. KapLaN. This question has been raised before. The Bank
Board was a little reluctant at one time to authorize new mort-
gages because it was felt it was building in an inflationary expecta-
tion. But the reality is that we now have had a high rate of

inflation for over 10 years. It has impacted S&Ls enormously on
the cost-of-funds side to the point where S&Ls may not be able to
make any profitability at all with the long-term, fixed-rate mort-
gage. So we are talking here about the survival of the industry or
preventing a large contraction in the number of S&Ls. The fact is
that inflation has been with us for a large number of years, despite
the fact that we have tried to fight it through tight money and
other means. At some point you have to be realistic about the
situation. If we had had inflation for one or two years I could
understand why we should proceed cautiously, but there has been
no success in the battle against inflation. The fact is, unless thrifts
get these additional mortgage powers they simply will not be able
to operate profitably, and the impact on the housing market will be
adverse.

Mr. CoucHLIN. I am sympathetic, but my question is, to what
extent do you look upon your mission as protecting the institutions,
and to what extent in preventing inflation?

Mr. DaLToN. My own perspective of the Bank Board is to make
mortgage credit available. I think the Bank Board has the responsi-
bility to be creative and look at ways to make mortgage credit
available in the current environment we have and in the environ-
ment we have had since going back to the late 1960s. Unless we
address that problem—the tremendous demand for housing that we
will see in this decade—mortgage money will not be available. So, I
think we have to have flexible mortgage instruments to deal with
the situation. Clearly inflation calls for us having to address this
problem. If we can in fact cure inflation and have a single-digit
rate of inflation, these types of instruments would be less critical.




179

But I do not think we can put our head in the sand, hope that
happens, and not plan for the real world we have, and may be
having, in the foreseeable future.

Mr. CouGHLIN. In a sense, we are reacting to the symptoms and
not treating the cause?

Mr. DarrtoNn. I think the fact is that the changes that have taken
place in our financial structure in the last several years to create
the market-type savings rate certificate the chairman asked about
earlier show the need for a flexible mortgage instrument, more
flexible than we have today.

Mr. CougHLIN. Have you any estimate or projections as to how
many points on the inflationary scale these might create?

Mr. Davron. I cannot answer your question specifically.

Mr. Kaplan,

Mr. KapLan. Well, the Consumer Price Index is constructed in
such a way that it tends to exaggerate the impact of mortgage
rates on inflation. It gives a weight of about 7.5 percent to mort-
gage rates, and it assumes somehow that every individual refi-
nances his house every month at the new higher interest rate,
which is very unrealistic.

I would say that probably a more realistic weighting would be
something like two or three percentage points.

We hope interest rates can go down as well as up. Our rates do
reflect economic conditions—because of the weaker economy that
may be emerging there could be a decline in interest rates; the
adjustable rate instruments would then begin to reflect the de-
clines in interest rates once they came down.

So, in that sense, these instruments do not necessarily build in
inflation into the mortgage inflation rate. They do allow the rates
on the adjustable mortgages to go down if and when the interest
rates go down; they are meant to be symmetrical.

SIMPLIFICATION OF REGULATIONS

Mr. Boranp. Title VIII of the Depository Institutions Deregula-
tion and Monetary Control Act is called the Financial Regulation
Simplification Act of 1980. It requires that the Federal financial
regulatory agencies periodically review existing rules to ensure
need, clarity of expression, and lack of duplication.

Has the Board been doing that?

Mr. DaLton. Yes, we have, Mr. Chairman. That is one of the
major goals of the Bank Board, to simplify its regulations and
eliminate unnecessary regulations and make those we do feel a
need to impose as cost-effective as possible.

NEW MORTGAGE INSTRUMENT ACTIVITY

Mr. BoLaND. On September 30, 1980, the Bank Board proposed
regulations for the creation of the Shared Appreciation Mortgage
(SAM). Basically, a shared appreciation mortgage is a mortgage
loan in which the borrower agrees to share the property’s apprecia-
tion with the lender in return for an interest rate below that on a
standard mortgage. What is the status of the Bank Board’s regula-
tory activity concerning the SAM?
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Mr. DavtoN. For Federally chartered savings and loans, we have
only proposed these regulations.

Mr. BoLAND. cimu have not had any activity in that. Is that
also true in the gra ated mortgages?

Mr. Davron. Y.

Mr. BoLAND. How about the renegotiable rate mortgage?

Mr, Davron. That was authorized in the spring of 1980.

Mr. Boranp. How is it going?

Mr. DavLToN. It is going very well. I think in the first 60 days of
its existence, we found some 25 percent of associations we sur-
veyed, were offering that morg%age. Some associations are offering
it exclusively. In terms of specific figures of what has been done for
the year, I am sure we could supply that information for the
record, if you like.

[The information follows:]

The only firm data on RRM and similar mortgages available at this time are
dollar balances held by insured associations as of June 30 (similar information is
being collected by the Bank Board for December 31, but will not be available until
the end of March). These data show 240 of the 4,065 FSLIC-insured associations held
$884 million in RRM or similar mortgages. Most of these, however, were held by
state-chartered a.ssmmtlonq and made in accordance with state law regulations.
Only 117 of the 2,012 Federally chartered associations reported RRM's with bal-
ances of $194 million, Federal associations had been first authorized to issue RRM’s
only in April, however. About 55 percent of associations are currently estimated to
be offering some type of adjustable rate mortgage, including VRM's as well as

RRM’s. Recent discussions with S&L industry leaders indicate substantial increased
use of the RRM in the future.

INTERSTATE BRANCHING

Mr. BoLanp. What about the status of the McFadden study
which has been undertaken to determine if changes are needed
concerning interstate branching authorities?

Mr. DavroN. Mr. Chairman, we solicited comments on the
McFadden study once it was released and sent to the Congress.
That comment period is still open. The Bank Board wants to have
the input from the Congress, from government officials, from the
public, and the industry on that study as it affects the thrift
industry. We are not going to do anything precipitous on that until
we have had an opportunity to address the impact and have the
opportunity to assess the comments from those sectors.

Mr. BoLanND. When does the period close in which comments may
be offered?

Mr. DavtoN. The current comment period goes through February
13. The Board will make a determination within the next week 1if
indeed we want to extend that comment period. The comments we
sought on the McFadden Act had to do with the S&L branching in
the Washington metropolitan area.

Mr. BoLanD. Mr. Traxler.

TRAINING OF STATE EXAMINERS

Mr. TrAXLER. Mr. Chairman, I have a couple of gquestions in
connection with the Board and the state examiners. Turn to page
E-10 of the justifications where you have the detailed travel
budget. The 1981 justifications included the following comment:
“Each of the 1980 and 1981 budgets include $250,000 to pay trans-
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portation and subsistence expenses of state examiners to continue
the training program approved by the Congress.” There is no simi-
lar statement in the 1982 justifications. What was actually spent in
1980 on state examiner training travel?

Mr. DALtoN. Mr. Traxler, we think this is a very important
program and we are certainly committed to it. In fact, in 1980, we
doubled the number of state examiners that were trained compared
to 1979. We established a good program this year. There is a
possibility with the President’s travel limitation that it will affect
our ability to pay for travel for state examiners to participate in
training. We have appealed to the OMB concerning field travel and
positions. We may have to negotiate with the states to see if they
will offset. It is our intention to maintain the program at $400,000.

Mr. David Taylor is Director of our office supervision, he might
want to add something to that.

Mr. Tayror. To go back to 1980 (although I do not know the
division between travel and training resources), we were very close
to funding the full $400,000 in 1980. I am happy to say, compared
to 1979 as Chairman Dalton indicated, we doubled our training of
state examiners with those same resources. So I am pleased with
that program. We will provide detailed numbers for the record.

e information follows:]

During fiscal year 1980, a total of $382,193 was expended on the state examiner
training program of which $192,110 was expended for training costs and $190,082
was expended for necessary travel and trasportation related to such training.

Mr. TraxLER. What is your current plan for expenditures in this
area for 19817

Mr. Tavior. The current planned expenditure in total is
$400,000.

Mr. TrRAxLER. Do you expect that will be expended?

Mr. TayLor. At this point, yes, sir. As of the end of the first
quarter, we are well on target with that.

Mr. TraxLEr. What have you submitted for the 1982 budget?

Mr. TavLor. The 1982 budget would include $400,000. It is not
detailed out but it is part of our estimate and part of the commit-
ment that we have made in this area.

Mr. TRAXLER. Please note from last year’s hearings on page 361,
that there was a conversation that we had at that point in connec-
tion with this program. We said at that time that if you were
planning any reductions in this program, we would expect this
Committee to be notified.

Mr. TAyLoR. Yes, sir.

Mr. Traxver. I hope this will not be necessary, but in the event
that there is reduction in travel in this area you may run into
difficulties with the Budget and Impoundment Control Act. I would
also ask you to refer to the the reprogramming language in the
Senate report accompanying your 1981 bill. I ask that you review
those documents, so you would feel more comfortable and we would
too.

Mr. TavLor. We feel it is important.

Mr. BoLAND. Mr. Green.

Incidentally, as you all recognize, Congressman Green is a new
member of this Committee. He comes from the State of New York
and has had considerable experience with some of the housing
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roblems. He was Regional Administrator of HUD in New York,
rom 1970 to 1977. We are delighted to have him on this committee,
and I yield to Mr. Green.

TARGETED ADVANCES PROGRAM

Mr. GreeN. Thank you, Mr. Chairman.

In your testimony on page four you refer to the Targeted Ad-
vances Program. How many member institutions were assisted
with the $121,000,000?2 What percent is that of total member insti-
tutions?

Mr. VaugHAN. We will submit that for the record.

[The information follows:]

TAP advances of $121 million were made to 34 thrift institutions from the
inception of the program in April 1980 through the end of the program on Decem-
ber 31, 1980, The 34 institutions receiving TAP advances represented .8% of the
total of 4,248 Federal Home Loan Bank members as of December 31, 1980.

EXAMINATION OF MUTUAL SAVINGS BANKS

Mr. GreeN. As a New Yorker, I noted, on page 17 of your
testimony, that you are providing the New York District with 20
addditional examiners drawn from other districts to maintain a
bare minimum examination schedule.

Why have you had to detail people from across the country?

Mr. DavToN. Many mutual savings banks are becoming Federally
chartered. That is one reason. Mr. Taylor.

Mr. TavLor. The reason is the mutual savings banks. This is a
temporary workload on our part in terms of the eligibility exami-
nations tKat we need to make at this point. We are making those
temporary adjustments at this point and part of the 15 additional
examiners that we are looking for will help even out that over
time, as those institution become insured.

M‘;- GreeN. Is this workload what turns up in special justifica-
tion’

Mr. Tavror. It is on page E-3, under eligibility. You see an
increase from ten to 29. Last year, five of those 10, next year, the
preponderant proportion will be—

Mr. GreeN. What is the increase on the next line?

Mr. Tavror. That is a result of a new program we have put
together recently. We believe it is essential that we examine prob-
lem institutions more frequently, that we do that on a six or nine-
month basis, rather than a typical 13 or 14-month basis. That
increase reflects that policy, which we feel contributes to our abili-
ty to manage our caseload.

APPARENT INCREASE IN COST OF CUSTODIAL SERVICE

Mr. GreeN. On gage D-2 of the justification, over a two-year

period from the 1980 to the 1982 estimate, there is a rise in the
custodial service which is considerably higher than the rate of
inflation. Will you supply the reason for this now or for the record.

Mr. Davron. What page, Mr. Green?

Mr. GreeN. D-2. T would be perfectly happy to have that sup-
plied for the record.

Mr. DavroN. Mr. Petroccei.
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Mr. Petroccl. Basically, the building contracting firm has indi-
cated their union contract was up for negotiation. We can supply
that for the record.

[The information follows:]

Our actual custodial services expenses for 1980 were $324,000 rather than the
$227,000 figure as shown. The difference of about $97,000 was inadvertently misclas-
sified and the errors were not discovered until after the books were closed and the
justification prepared. A detailed review of building operating costs is now under-
way and action will be taken to assure that future actual costs parallel budget
estimates, thus forestalling a repetition of this error.

LIQUIDITY OF SAVINGS AND LOAN INDUSTRY

Mr. Green. Given the basically pessimistic comments you have
made on the economy and S&L earnings, are you concerned about
the industry’s liquidity and capital adequacy over the next several
years? If so, what impact will this have on you and future budget
requests?

Mr. Darton. We are not concerned about liquidity over the near
term. I think we are well positioned to handle whatever problems
may face the industry this year. In terms of the net worth of the
industry—it is some $32,000,000,000—it is strong. In the worst case
scenario we could envision, we would only have a $5,000,000,000
reduction in net worth this year. I do not think we face an immedi-
ate problem with liquidity at this point. But unless we improve
profitability there will be an erosion in net worth over a period of
time. That is one of the reasons we need these new mortgage
instruments with greater flexibility to aid the asset side of the
balance sheets of S&L'’s.

Mr. Green. Earlier, you stressed your role as a provider of credit.
Recently, there have been others who have suggested that that
priority is now misplaced. In fact, there is concern that there is
growing speculation in residential housing—people are putting
more of their resources into housing and buying more expensive
housing than they otherwise would buy because housing seems to
withstand inflation better than other forms of personal investment,
It has been suggested that housing should not have that priority
because it is diverting resources into a consumption and specula-
tion type item. I would appreciate your comments on that.

Mr. DaLToN. Mr. Green, I think housing has been a good invest-
ment. Indeed, those of us who have been able to put equity in a
home have found that it has appreciated due to inflation. But I
think when you confront the facts of the demographics of just how
much housing we will need for shelter purposes alone, just to put
roofs over peoples’ heads in the next decade, that clearly we cannot
afford to shift emphasis away from housing in the future. I think
housing must remain a priority with the Congress. I am hopeful
and optimistic, that it will.

Mr. GreeN. Thank you, Mr. Chairman.

Mr. BoLAND. Mrs. Boggs.

Mrs. BoGgGs. Thank you, Mr. Chairman, I am very pleased and
honored to welcome an illustrious native son of New Orleans to
this committee.

Mr. Davron. Thank you, ma’am.

Mr. BoLanD. That is why he became Chairman.
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EMPLOYMENT AND PROMOTION OF WOMEN AT THE BOARD

Mrs. Bogas. I appreciated your testimony today and your per-
formance as chairman has certainly equalled my high expectations.

I appreciated both your oral and written testimony.

As a former member of the Banking Committee and its Financial
Institutions Subcommittee, I am fully appreciative of the complex-
ity you have had to deal with in this present climate.

Last year I was very pleased with the Board’s response to my
questions as to your promotion of women. I was pleased to note
your treatment of the subject, particularly with regard to hiring,
training, upward mobility and breakthroughs in the supervisory
and management area.

I would appreciate your providing a comparison from last year to
this year. Supply it for the record if you will.

Mr. DALTON. ¥L is certainly a commitment of the Bank Board to
promote and to hire qualified women. To give you some present
information, we are making headway. Currently 36 of the 253 GS-
13's and above in our senior level are women. Rita Fair, the Chief
Administrative Officer, in effect, of the Bank Board is here with
me. Doris McGee, our Director of Personnel is here as well, and
Becky Laird, representing the Office of the General Counsel is
here. We have made a real commitment there. I think there is
room for improvement, but we recognize the need for having com-
petent women in higher positions at the Bank Board.

Mr. DiPreTE. I am Andy DiPrete, a Board member. I too, wish to
emphasize and underscore my agreement with the chairman on

that point. I have a very hard-driving wife on the issue.
Mrs. Bocas. She should get together with Mary Boland.
[The information follows:]
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Employment and Promotion for Women

A concentrated effort to improve opportunities for women at
the Bank Board resulted in significant Progress during fiscal
year 1980. Activities were designed to enhance opportunities for
clerical employees to move into career fields offering better pro-
motional opportunities as well as to move more women into super-
visory, managerial, and senior professional positions.

Notable achievements include:

0 Selection of 4 women for upward mobility positions with
target grade levels of GS-9 at the Washington Office and
conversion of 4 women from upward mobility programs into
savings and loan examiner positions in the District Offices.

Development of a new examining instrument, under delegated
authority from the Office of Personnel Management, for
savings and loan examiners at the GS-4 level. Nine women
and 5 minority males are among the 27 employees hired to
date.

Twenty women were selected for positions at G5-11 and above
during the year out of a total of 78. These resulted from

recruiting from external sources as well as internal merit

promotion selections.

A GS-15 female manager was selected as one of the 3 partici-
pants in the Board's Executive Development Program and 7
women are included in the group of 23 employees enrolled in
the Management Development Program at levels GS-13 through
15.

Thirty-six women now occupy management and senior profes-
sional positions at levels GS5-13 through the Senior Execu-
tive Service. Managers included in this group are:
Executive Assistant to the Chairman (Chief Administrative
Officer), 2 Office Directors, a Senior Associate General
Counsel, 6 Division Directors, and for the first time, a
Field Manager in a District Office.

The actions cited above show that the increased recruiting
activities undertaken in the past 2-3 Years are beginning to
provide a pool of well-gualified women candidates for supervisory
and management positions. The Bank Board is committed to elimi-
nating the underrepresentation of women and minorities in all of
its career fields.
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INTERFACE OF BANK BOARD WITH FEDERAL RESERVE BOARD

Bol::[ra?COUGHLIN. How do you interface with the Federal Reserve
rd?

Mr. DavtoN. In a number of ways. The Chairman of the Federal
Reserve Board serves as the chairman of the DIDC. I am one of the
members of that committee. I also interface with the Federal Re-
serve through our exam counsel, the specific title——

Mr. TayLor. Federal Financial Institutions Examination Council.

Mr. Dacron. In addition to those formal meetings, I have had a
number of meetings with the Chairman to discuss the significance
of their policy relative to its effect on the thrift industry.

Mr. CoucHLIN. Since you are both in the business of expanding
or contracting the business of the monetary supply, do they have
ang;ljurisdiction over what you do at all?

r. DaLton. We are two independent agencies from the stand-
point of their activities and our activities. We do participate on the
DIDC with the Fed, and the Fed does have power over reserve
requirements imposed on S&L’s for monetary control, but there is
no official way in which what we do affects the Federal Reserve or
vice versa.

Mr. CouGHLIN. Thank you, Mr. Chairman.

Mr. BoLaND. Mr. Sabo.

TAX WITHHOLDING BY SAVINGS INSTITUTIONS

Mr. SaBo. My observation of 1980 was that the S&L industry was
the most effective lobbyist in terms of a couple of issues. I am
always interested in seeing afterwards if all that activity was based
on fact or whimsy. It was related basically to two issues: one was
withholding of interest by savings institutions; the other related to
what was called the small saver’s tax deduction.

Regarding the first issue, I was impressed by the figures on pages
two and three of your statement that in 1980 there was a net
increase of $40,000,000,000 in savings, of which 75 percent was
retained interest earnings. It would seem to me that a grassroots
movement against withholding, was a fairly correct position in
terms of its impact.

Mr. Dacron. I think the interest that the industry expressed
concerning that issue was a proper one. Had the law been passed
that they were opposed to, it would have had a detrimental effect
on earnings.

Mr. SaBo. What was the total amount of interest earned?

Mr. Dacron. Mr. Kaplan, do you have that figure? I do not know.

Mr. KarLAN. You mean the $30,300,000,000 of interest credited in
savings?

Mr. SaBo. No, what was the total interest in your institutions?
How much was withdrawn?

Mr. KarLaN. I would have to supply that for the record.

Mr. SaBo. I would like to see that.

[The information follows:]

There is no basis for ascertaining the dollar amount of interest withdrawn from
savings accounts since once interest is credited to an account it loses its identity and
becomes a part of the savings balance. Interest credited to accounts at FSLIC-

insured associations totaled $30.3 billion last year, only a small fraction of the
$413.5 billion of gross withdrawals from accounts.
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SMALL SAVERS TAX DEDUCTION

Mr. Saro. Regarding the second issue, I was never convinced that
the facts bore out what we did. As I recall, the change in tax law
which goes into effect this year costs the Federal Treasury about
$2,000,000,000, which means our deficit is that much higher and we
have to borrow that money to accommodate a change in the tax
law.

What percent of your savings are held in accounts in which the
total earnings are less than $200?

Mr. DarroNn. I would be glad to submit that for the record.
However, we have to address the fact that the savings rate in this
country is lower than any industrialized country in the world. If
we are to have capital for housing, we have to have incentives for
savings.

Mr. SaBo. One of our problems is that we find problems some-
times and proceed with solutions which are very costly and may
not do much to solve the problem. I would be interested in knowing
the percent of your savings which are held in accounts with total
earnings under $200. I think it is fair to say if someone is earning
more than $200 in earned interest, the limitation of taxes on the
first $200 (for a married couple), is a nice tax cut but did not
motivate them to save more.

Mr. DavroN. Your point is a good one in that that particular
number is not necessarily the proper number in terms of what
exemption should be. But I do think we should encourage savings
and that may be the best avenue to do it.

Mr. SaBo. If you have figures I would like to see those.

[The information follows:]

On the basis of a small survey of account balances by size of account conducted

last year, we estimate slightly more than 90 percent of savings balances at associ-
ations are in accounts earning $200 or more interest annually.

CAPITAL FOR HOUSING VERSUS SHELTER

I would like your comments in a little detail on the question Mr.
Green raised, which is an important one as it relates to what is
happening to capital for housing. It strikes me, two things are
happening. It may well be true we are putting too much capital
into housing and too little into shelter. These two uses of capital
could be opposites. Putting more capital into housing does not
necessarily mean we are putting more into basic shelter. I think we
have a real problem in not enough capital for shelter, while we use
up huge amounts of capital for housing.

I would be curious to know what is happening to your new
mortgage issues over a period of time.

Mr. Davron. The average has been going up. For specifics, Mr.
Kaplan—or we may provide this for the record.

The point I was intending to make, sir, is when you look at the
demographics of the next five years of the 11,000,000 new housing
units that will be needed, it is estimated 8,000,000 of those will be
for the first-time home buyer. That is not for speculative invest-
ment, that is for shelter for new young families.
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Mr. Sago. I believe what is happening is that large amounts of
capital are going into housing and not enough is available for that
type of shelter.

Mr. Davron. I do not know the answer to that.

Mr. SaBo. Do you have statistics including not only the ordinary
mortgages which are granted, but the ranges in which they are
granted?

Mr. Davron. I am sure we have the breakdown by different types
of mortgage amounts and how many are made.

Mr. SABo. Yes; and the totals—I would find that very interesting
to look at.

Mr. Darron. I think we can supply that. I think what you are
getting to is the real affordability for the low income home buyer.

Mr. SaBo. I am concerned about affordability and where that
limited resource goes in this country and also quite frankly, I am
concerned about cost to the Treasury. We will be hearing from
HUD later on. The truth is that the subsidy which most of us
receive in terms of deducting our interest payment, costs the Treas-
ury billions more than the total HUD budget does.

While I think there is a case to be made for the interest deduc-
tion as it relates to shelter, I am not sure the same case can be
made for total deduction of interest paid, regardless of size of the
mortgage. I think we need to begin to take a look in this country to
see if we want to limit that kind of deduction.

Mr. Davton. I think the country has committed itself to home
ownership. I would hate to see us back away from that.

Mr. SaBo. That is not what I am suggesting. There is a substan-
tial difference in home onwership and making the home by far the
most preferable investment for people. We tend to combine the two
and I do not think it is the same.

Mr. Davton. We will be happy to supply the information we
have in terms of breakdowns.

[The information follows:]

The following shows the dollar volume of mortgage lending by FSLIC-insured
associations in recent years by type (in billions of dollars):

1971 1978 1973 1980

Construction loans for:
S g T Y| L= e SN e IR S $17.8 $19.8 $18.2 $133
(Other residential property 25 23 20 14
Nonresidential property ......... 23 2.2 21 20
Loans for purchasing:

Single-family homes:
Newly built ............ s 16.0 175 17.6 138
Existing Dt et 41.6 434 389 251
2 to 4 family homes........ 37 34 31 1.7
Other residential property....... 35 21 20 10
Nonresidential property .. 19 17 1.4 13
Loans for other purposes 16.1 15.2 133 1.1

1053 108.3 98.7 713

The average size of loans made for purchasing single-family homes over the
period rose from $36,900 in 1977, to $41,300 in 1978, to $47,200 in 1979, and to
$51,900 in 1980.
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HOUSING EMPHASIS BY SAVINGS INSTITUTIONS WILL CONTINUE

Mr. Saso. Not being an expert in any financial institutions, I
have a difficult time in discerning the difference between savings
and loans and banks. All of a sudden it seems savings and loans
are doing the same thing as banks are. The rate differential has
disappeared and the savings and loans historic mission toward
housing also seems to be disappearing.

Mr. Davton. I would not agree with that assessment. I do not
think savings and loans are becoming banks. I do not think they
are moving away from their housing commitment. The thrift indus-
try has financed the housing demands for the last 150 years. I
think it will continue to have that commitment. I think you will
see savings and loans become more family financial centers. Not
only will they make the mortgage loan fo the home buyer, but
then, the savings and loans will attempt to provide the other type
of family needs such as the NOW account, trust department, and
consumer lending. They will make the loans on the automobile, the
refrigerator and other things the home buyer needs.

Commercial banks, obviously will be competing for a lot of that
business. I think that is healthy, but I think commercial banks will
be doing the major commercial business that savings and loans are
not moving into.

Mr. BoLanp. What percentage is the portfolio of savings and
loans? Eighty percent?

Mr. KarLaN. Yes.

Mr. BoLAND. As a result of that P.L. 96-221, that is going to drop
considerably, isn't it?

Mr. KarLan. No.

Mr. Boranp. Why?

Mr. KApLAN. In part, because we still have the bad debt reduc-
tion law which requires 82 percent of assets be in so-called qualify-
ing assets, primarily mortgages, in order to get the full bad debt
reserve provision,

Moreover, many of the new powers given to savings and loans
are not particularly profitable; for instance, consumer lending. A
lot of banks have been losing money on that as well as credit cards.

Mr. BoLanp. The commercial banks would love to see the savings
and loans pick it up then?

Mr. Davron. It is a management decision whether in fact they
want to get into these various powers or not.

Mr. Kapran. I might add as an additional point, that the Bank
Board does feel that, while savings and loans may add somewhat
less to their portfolios in terms of mortgages, they are becoming
more important as originators who will sell mortgages to investors.
Many of these new types of mortgages being authorized help them
to do that. Savings and loans will become much more like mort-
gage bankers,

Mr. BoLAND. You want to feel those new forms will be much
more attractive to investors?

Mr. KapLAN. Yes, sir.
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ADMINISTRATIVE AND NONADMINISTRATIVE EXPENSES

Mr. BoLanp. We will turn to the detailed budget justifications.
Mr. Vaughan, turn to page B-7, the summary of agency expenses.
Positions in 1980 and 1981 total 1,454. That represents an increase
of 20 above the figures carried in last year’s justifications. Howev-
er, I understand that rather than representing a true increase, this
is an honest reflection of the Bank Board’s positions for the past
three or four years.

Mr. VauGHAN. Yes; it goes back more than five years.

Mr. BoLaNnD, Were any regulations violated by counting positions
occupied by permanent personnel as other than permanent posi-
tions?

Mr. VAugHAN. No. Our total permanent appointments did not
exceed our total authorized permanent positions.

Mr. BoLaND. Who was aware of and approved the position desig-
nation within the Board?

Mr. VAUGHAN. At that particular point in time?

Mr. BoLanD. At any point in time; the Board, I presume.

What about the OMB? Did it have any knowledge of this situa-
tion?

Mr. VAuGgHAN. No.

Mr. Boranp. Have any safeguards been taken to preclude a
recurrence of this situation?

Ms. Famr. As the administrative officer of the Board, I approve
allocations between offices for both permanent and temporary. It is
closely monitored.

What happened, when we got to the Banking Board, I discovered
in reviewing this, that there was this misallocation of positions. I
asked David Vaughan to correct that and mark the record clean.
We are moving on from there.

Mr. BorLanp. Could we have a list of the 20 positions involved?

Ms. FaIr. Yes, sir.

[The information follows:]
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Positions Transferred from FSLIC to FHLBB

Grade
Planning and Management Coordination Office:
GS-12
Personnel Management Office:
GS-12
Administrative Services Division:

GS-5
GS-6
GS-9
GS-12
WG-3
WG-5
WP-9
WP-9

Information Systems Division:

GS-4
G5-4
GS-5
G5-5
GS-5
GS-5
GS-13

Office of Policy and Economic Research:

G5-8
GS-12

Office of Examinations and Supervision:

GS-12

Position Title

Director

Personnel Mgmt. Spec.

Library Tech.
Secretary (Typing)
Contract Spec.
Contract Spec.
Laborer

Motor Vehicle Oper.
Offset Press Oper.
Offset Pressman

Computer Aid
Computer Aid
Computer Programmer
Computer Programmer
Computer Programmer
Computer Operator
Computer Specialist

Information Disclosure Spec.
Economist

Financial Analyst
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ACTUAL VERSUS BUDGETED WORK-YEARS

Mr. Boranp. In actual workyears in 1980 were 1,369, or 50 less
than the estimate of 1,419. That experience is similar to 1979. Too
what do you attribute the shortfall?

Mr. VaugHAN. Will you repeat that?

Mr. BorLanDp. Actual workyears in 1980 were 1,369, or 50 less
than the estimate of 1,419. ’lyhat experience is similar to 1979. To
what do you attribute the shortfall?

Mr. VAuGHAN. I am not certain about 1979 but obviously in 1980,
we did have a problem with the hiring freeze. That is the main
reason for the shortfall.

Mr. GreeN. What dollar savings were realized and how was that
money used?

Mr. VaucHAN. Most of the dollar savings really were not used.
We have a savings of $632,000 on B-7, if that i1s your question.

ESTIMATED 1981 SAVINGS DUE TO HIRING FREEZE

Mr. BoraAnp. What about the freeze on hiring announced by
President Reagan on January 20?7 Is the Board subject to that
freeze?

Mr. VAUGHAN. Yes.

Mr. BorLanp. If the freeze remains in effect until the end of the
fiscal year what savings do you estimate might result?

Mr. VaucHAN. I really cannot tell at this point.

Mr. DaLroNn. We will be happy to make an estimate for the
record.

[The information follows:]

Should the employment freeze remain in effect until the end of fiscal year 1981,
based upon our current employment and projected terminations we estimate that

savings of $§1.8 million could occur in our revised 1981 combined compensation and
benefits estimate of $44,479,000.

INCOME FROM ASSESSMENTS AND EXAMINATION FEES

Mr. BoranD. Page C-2 contains the statement of income and
expense for the Federal Home Loan Bank Board revolving fund. A
comparison with the 1981 justification indicates that examining
fees and charges in the 1981 current estimate have declined from
$19,276,000 to $18,562,000. However, the assessment for services
and facilities: FSLIC, has increased from $28,577,000 to $32,002,000,
May we get an answer from the administrative officer?

Are you looking at the statement on C-2?

Mr. VAuGHAN. Yes, sir.

Mr. BoLanDp. That contains a statement of income and expenses
for the FHLB. You can see the figure on the top of the page.

Mr. VAuGHAN. Yes.

Mr. BorLanp. However, the figure for assessment and facilities
FSLIC, has increased. What about that increase?

Mr. VAuGHAN. Primarily, on the assessment to the FSLIC, that
reflects increased costs to the Board. Let me say, about 59 percent
of the Board's expenses are paid by the FSLIC. The increased
assessments reflect increased pay costs. These costs have gone up

g;d would be reflected in increased assessment income for the
ard.
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INCREASED PAY COSTS

Mr. BoLAND. On C-4 the summary of the Board and staff offices,
the 1981 supplemental requested for pay cost increase is $1,250,000.
That equates to 8.3 percent of the personnel compensation and
benefits base. Last year the Office of Management and Budget
issued guidance to Departments and Agencies advising them ab-
sorption rates of 30 percent of the pay cost increase were expected.
Your absorption rate amounts to only eight percent. Especially
considering the OMB guidance, why can’t the Bank Board absorb
more of the pay cost supplemental?

Mr. VAUGHAN. At the time when I made up these estimates. I
did not think we could.

Mr. BoLanp. What about now?

Mr. VAuGHAN. At this point in time, it’s still a little bit too early
to tell.

Mr. BoLanp. Workyears have been overfunded for the past two
years. Why shouldn’t the Committtee assume workyears are prob-
ably overfunded in 1981 also and correspondingly reduce the pay
cost supplemental?

Mr. VaucHAN. If you ignore the effect of the freeze, I would hope
they are not overfunded. But, of course, the freeze is on and as long
as 1t is, there is no question there will be some savings in that
area.

APPLICATION OF CONGRESSIONAL REDUCTION FOR 1981

Mr. BorLanp. In action on the 1981 HUD-Independent Agencies
Appropriation Bill, Congress reduced the administrative expenses

limitation by $1,000,000. Will you indicate to us, how that reduc-
tion was applied?

Mr. VAugHAN. You want it in detail?

Mr. BoranD. Detail it for the record, but just give us a few
instances of where you are applying that reduction.

Mr. VAUGHAN. Yes, sir.

Mr. BorAnp. Is it a long explanation?

Mr. VAuGHAN. It is quite detailed because we spread the reduc-
tion over a number of accounts.

[The information follows:)
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FEDERAL HOME LOAN BANK BOARD

Board and Staff Offices
Administrative Expense
Fiscal Year 1981
Application of $1,000,000 Congressional Reduction

1981 Application of
Justification Congressional Balance
_to Congress __Reduction Approved

Compensation $14,003,000 $ -199,000 £13,804,000
Benefits 1,415,000 -97,500 1,317,500
Transportation of persons 575,000 -125,000 450,000
Transportation of things 24,000 -0- 24,000
Rents, Communications, Utilities 1,318,000 39,000 1,357,000
Printing and Reproduction 475,000 -35,000 440,000
Other services:
Data processing 782,000 -32,000 750,000
Reporting services 75,000 -38,000 37,000
Special studies 400,000 ~275,000 125,000
Contract audits 300,000 -165,000 135,000
A1l other ___ 547,000 32,500 ___ 579,500
Subtotal - Other Services 2,104,000 -477,500 1,626,500

Supplies and Materials 567,000 -19,00C 548,000

Acquisition of Capital Assets 619,000 -46,000 573,000

TOTAL GROSS EXPENSES 21,100,000 -960,000 20,140,000

Less: Reimbursements -70,000 -40,000 -110,000

NET EXPENSES $21,030,000 £-1,000,000 $20,030,000
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Mr. Boranp. Turn to C-9, the position summary. The administra-
tive services division has increased eight and the information sys-
tems division has increased 11 from the 1981 budget estimate. Are
these increases part of the 20 positions we discussed earlier?

Mr. VAuGHAN. Yes, they are.

Mr. BoLaND. Community investment has decreased from 26 posi-
tion to 20, What is the reason for that?

Ms. Famr. The Office of Community Investment set up the guide-
lines. Each district bank has a community investment staff and
they do the actual work in the field. Also the consumer affairs
positions were transferred from the Office of Community Invest-
ment into the operations and program staff so they can be there
with the program operations.

WORK YEAR SHORTFALL

Mr. BoLAND. Let me return for a moment to the 1980 work year
shortfall which is carried on B-7. The estimate was 1,419 and the
actual was 50 less than that. The staff indicates that assuming an
average salary of $20,000 (which is probably understated), savings
of $1,000,000 would be realized. Yet the estimated savings as indi-
cated on the second to the last table at the bottom of the page, is
only $632,000. Am I incorrect as to what estimated savings ought to
have been?

Mr. VAaugHAN. Those were the actual savings.

Mr. BoLaND. But how do you account for the difference between
the $1,000,000 that would result when you estimate that total
positions were 50 less than 1,419 at an estimated salary of $20,000,
and your estimate of only $632,000?

Mr. VAUGHAN. I cannot account for it.

‘Iﬁlr. BoLAND. You may straighten it out for the record, if you
will,

[The information follows:]

Total savings due to the 50 work year shortfall was approximately $1,094,585,
based on average GS salaries for fiscal year 1980 and related benefits. The reason
that total estimated savings were only $632,638 was due to the fact that savings in

other line items were utilized to cover the pay raise request for which the Bank
Board did not receive supplemental funding,

LONG-DISTANCE CALLS

Mr. BoLanp. Turn to page C-12, which shows rent, communica-
tions and utility expenses. Give us an explanation of the long
distance expenses that increased $77,000: from $389,000 in 1981, to
$466,000 in 1982. Why are long distance expenses rising so rapidly?

Mr. VaucnaN. Fully 95 percent of these costs are FTS costs.
Those are allocated and assigned to us by GSA based upon the
volume of activity and their operating costs. I might point out the
$389,000 figure I show in the 1981 estimates was a figure they gave
me when we prepared the estimate. Subsequently I received a
communication from GSA which will increase that figure about
$100,000 partly because of increased activity, but mostly because of
an increase in GSA operating costs.

Mr. BorLanp. Do you take GSA costs as gospel all the time? Have
you ever challenged them?
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Mr. VAuGHAN. I have never challenged them. They do send us a
sample of calls made and we look that over to see if calls are being
abused; but no, we have not challenged their cost allocations.

TERMINAL RENTAL

Mr. Boranp. Page C-13 describes equipment rental costs. It is
interesting that the rental of 44 terminals was $140,000 in the 1981
justifications. The rental expense of 70 terminals in 1982 is esti-
mated to be $110,000. This means the rental cost per terminal
declines from $3,182 in 1981 to $1,571 in 1982.

Nice to see that—how do you explain it?

Mr. Perroccr. Unlike inflation, the cost of computer terminals is
going down. The terminal we rented some months ago for $140 we
can now get for $110 a month.

PRINTING COSTS

Mr. Boranp. Printing costs are detailed on C-14. Is there any
overstatement of printing costs? The original 1979 estimate was
$324,000, which was revised to $313,000. Actual costs were $267,000
or 15 percent under plan. The revised 1980 estimate was $439,000.
Actual costs were $276,000 or 37 percent under plan. Why do these
estimates vary so greatly from actual experience?

Mr. VauGHAN. One of the problems we have is projecting these
costs, particularly with respect to projecting the amount of items
printeg in the Federal Register; such activity can vary widely and

it is difficult to project what will happen. In our revised figures, we
had $45,000 in there for the housing finance review publication

which did not come to fruition during that particular year. That is
another reason for some of the decreases in the cost. We have some
problems with GPO when it comes to billing. They are very erratic
in billing us and that makes another difficult problem in trying to
estimate what our costs will be from one year to the next, and in
recording actual costs from one year to the next.

HOUSING FINANCE REVIEW

Mr. Boranb. In 1980, you estimated $45,000 would be required to
print the new economics quarterly, yet the actual cost as reflected
on C-14 is $1,640.

Mr. VAuGHAN. Yes.

Mr. BoranD. Why is this publication necessary?

Mr. DavtoN. Mr. Chairman, if [ may speak to that. The Housing
Finance Review was established to promote research on topics that
would be useful to the Bank Board in regulating the S. & L.
industry. There is no publication or journal today which is devoted
specifically to housing finance. Previous articles have appeared
piecemeal in numerous journals, but there is no one publication for
this purpose. We felt to encourage the research in the area of
housing finance, that this document was necessary.

The other journals often regard aspects of housing finance to be
too specialized to publish. The real authorities who have the exper-
tise to publish this kind of thing I think will find this type journal
uﬁeful. As we indicated earlier, we feel a real need for this kind of
thing.
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Mr. BoLanp. How about the scheduled release for the January
1981 issue?

Mr. Davton. That will be March.

Mr. BoranDp. Well, when it comes out, put us on the mailing list.

Mr. Davton. I'll be glad to personally deliver the first copy, Mr.
Chairman.

ADP SERVICES

Mr. BoLanp. Look at page C-15, the detailed schedule of other
services. Last year we addressed the over-estimates in ADP serv-
ices. In both 1978 and 1979 the over-estimate amounted to 43
percent. 1980 reflects a relative improvement. The estimate was
overstated by $193,000 or “only” 22 percent.

Looking at this record, why should the Committee place any
confidence in the 1982 estimate?

Mr. Perroccr. I think one of the places we were over-estimating
was in the outside programming services we anticipated in 1979
and 1980, a large change in the financial reports we received from
the industry as a result of a reduction burden which never oc-
curred but is about to occur in 1981. That was the biggest savings.
Also, we have cut down on the amount of time we have for outside
computer services. We have backup time just in case our facility
goes down.

FEDERAL FINANCIAL INSTITUTIONS EXAMINATION COUNCIL

Mr. BoLAND. The 1980 estimate includes $80,000 for the Federal
Financial Institutions Examination Council, the first complete year
of the Council’s existence. Can you tell us a little bit about the
Council’s operation?

Mr. DaLtoN. Yes. As a matter of fact we have a meeting this
afternoon. This is a council consisting of the Federal Reserve,
Comptroller of the Currency, Federal Credit Union Administration,
the FDIC and the Bank Board. We review financial institution
procedures that affect more than one industry. Mr. Taylor is the
chief staff person on the Council. Perhaps he would like to add
something.

Mr. BoLanp. I understand that the Bank Board is an active
participant in the Council’s deliberations and programs?

Mr. Davron. That is right.

Mr. TayLor. We are represented on every one of the task forces
that compose the staff.

Mr. Davton. The Comptroller of the Currency is currently chair-
man of the Committee and some of the staff work is done through
his office, but there is a need for the figure you see in our request.
As a matter of fact, that is a conservative figure that you see there
in terms of the cost of our participation.

M;;.? BoLanNp. Why do the amounts for contract audits vary so
much?

Mr. VaucHAN. We have put some contingency funds in there,
here again, because of some of the problem activity cases with
which we may become involved with; it is difficult to predict the
number of cases where contract audits might be needed. They have
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provided funds to cover such costs if they are needed. We cut that
back in 1981.

EMPLOYEE COUNSELING SERVICES

Mr. Boranp. Employee counseling service appears to be a new
line item. What does that represent?

Mr. VauGgHAN. It is a program established last year. In prior
years we have been trying to handle this program informally, in-
house, but it involves counseling employees on drug abuse, alcohol-
ism and mental stress. We felt we were not handling the program
properly in-house and decided that it should be handled by profes-
sionals under contract. It is authorized by law.

Mr. BorLAanD. Where did you get the money to pay for it? There
was no request for the $48,060 spent for these services.

Mr. VAUuGHAN. There were savings on some of the other line
items.

Mr. Boranp. Like the shortfall in work years?

Mr. VAUGHAN. Very possibly.

NEWS-GATHERING SERVICES

Mr. BoLanp. What about news services? Why did the news gath-
ering service spend $45,093 in 1980, more than double the $22,000
estimate?

Mr. VAuGHAN. I have to supply that for the record. I am not
certain why that increased.

[The information follows:]

Our actual news gathering services costs in 1980 were $32,293 rather than the
$45,093 figure shown in the justification. Through error, some $12,800 of obligations
applicable to fiscal year 1981 were recorded as 1980 obligations and was not detected
until the books were closed as of September 30, 1980. Action is being taken to
minimize the possibility of such error recurring.

SPECIAL STUDIES

Mr. BorLanp. The 1980 estimate for special studies was $364,000.
Actual costs were $491,000, or $127,000—35 percent—above plan.
What is the reason for that? Would you like to supply that for the
record, too?

Mr. VAuGHAN. Yes, please.

[The information follows:]

During fiscal year 1979 for a number of reasons we were unable to undertake
many of the economic studies planned for that year and this was one of the reasons
for the substantial savings in Bank Board expenses for that year.

In 1980, because of the serious economic status of the S&L industry, the Board
felt that it was necessary to initiate a number of studies over and above that
originally planned aimed at providing it with information and other data needed to
deal with the problems facing the industry. For example, in prior years such studies
have resulted in the development and adoption of the RRM and other variable-rate
type mortgages aimed at redressing the asset side of the industry balance sheet. The
Board felt that, under the circumstances, it was justified in using some of the
savings in other line items to cover such studies. We should point out that the
number of studies planned for 1981 and 1982 has been reduced considerably.
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COMMUNITY INVESTMENT FUND

Mr. BoLanNp. On C-25, the middle of the page, advances to
member institutions in 1980 totaled $34,300,000,000 and outstand-
ing advances increased $5,600,000,000 to a total of $44,200,000,000.

t me ask, have the Federal Home Loan Banks achieved the
objective of $2,000,000,000 in advances under the Community In-
vestment Fund?

Ms. FAirR. We do not have the specific information on that here,
but we will supply it for the re»cordlf.ec

[The information follows:]

BJ the end of the CIF's second program year (June 30, 1980) the FHLBanks had
made CIF offerings totaling $4.0 billion and had made actual CIF advances totaling
over $3.9 billion and thus have substantially met their objective of making $2 billion

of CIF advances each year. At the end of calendar year 1980, the FHLBanks had
made approximately $4.9 billion in CIF advances.

TREND IN SAVINGS AND LOAN MERGERS

Mr. BoLanp. We would like you to elaborate on a statement that
appears in the second paragraph on page C-32: “This merger trend
wiﬁe accelerate during the next few years as a result of economic
conditions and the passage of the Depository Institutions Deregula-
tion and Monetary Control Act of 1980.” What about that?

Mr. DaLToN. It is our expectation that there will be additional
mergers in 1981, and 1982, more than we have had in the past.
There are advantages to economies of scale in taking advantage of
the powers that have been authorized by the Congress in the
legislation that you refer to. So it is not an alarming trend. It is
one we are doing our utmost to facilitiate from the standpoint of
approving those mergers. We have delegated some authority to our
d}st}'}ct banks to approve routine mergers so there is no duplication
of effort.

PERSONNEL MANAGEMENT OFFICE POSITIONS

Mr. BoLanDp. On C-38, the Personnel Management Office is de-
scribed in the legend starting in the middle of the page, and the
actual Fositions are listed on Eage C-9. Why does the PMO need a
total of 23 people in 1982, which is an increase of two from the
original 1981 submission?

Ms. Fair. The ;l)rinciple reason for the increases has been the
effects of the Civil Service Reform Act. The Civil Service Reform
Act provided much more detailed procedures for employee valua-
tion for instance in connection with the merit pay provisions of
Civil Service Reform.

SES BONUSES

Mr. BoLanp. How many senior executive service grade employees
received bonuses in 19807

Ms. Far. Two,

M; BoLAND. What percentage of the SES Corps did they repre-
sent?

Ms. McGeE. I am Doris McGee, Director of Personnel. We were
allowed to give up to 25 percent and that represented 21 percent.

Mr. BoLaND. What were the amounts of the to bonuses?
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Ms. McGee. $10,000 and $7,500.

PLANNING AND MANAGEMENT COORDINATION OFFICE

Mr. BoranDp. Page C-40 describes a new organizational entity,
the Planning and Management Coordination Office. This previous-
ly unbudgeted operation cost $50,000 in 1980 and an estimated
$125,000 in 1981 and 1982, Those amounts are depicted on page C-
6. Where did you find the positions and funds for this office in 1980
and 19817

Ms. Fair. Actually there was a combined office and this repre-
sents the split of those two functions.

Mr. Boranp. Why is the operation necessary? It seems to be
merely a paper shuffling operation. Of course you do not agree
with that, but why was it necessary?

Ms. Fair. To set up, in fact, the basic management system that
the Bank Board requires. That is principally what it is used for. I
must say, I think it has had an effect in terms of tracking the
applications, processing and improving the efficiency of the Bank
Board, in terms of follow-up.

Mr. BorLan. If other offices were operating efficiently, you would
not need these positions.

Ms. Famr. I think there always has to be some follow-up on
management.

OFFICE OF INTERNAL REVIEW AND COMPLIANCE

Mr. BoLanD. During last year’s hearings the former Chairman
indicated that an office of inspector general was to be established. I
did not notice any reference to an IG in the 1982 justifications. Has
an IG been established?

Ms. FAir. We do not call it an IG; it is now Internal Review and
Compliance. We have not expanded the staff there, as we promised
we would not; and he will eventually be assuming some of the
investigative duties.

Mr. GreeN. To whom does that office report?

Ms. Fair. To the Board.

COMMERCIAL LEASING

Mr. BoranD. Mr. Janis indicated he was going to have the GSA
consider taking over the commercial leasing responsibilities with
respect to your building about which Mr. Green asked a question
earlier. Has that been done?

Ms. Fair. No, it has not been done. We proposed it to GSA. They
were going to impose conditions, but we have not negotiated that.

Mr. BorLanp. On E-5, under the justification of the Office of
Examinations and Supervision, the 1981 current estimate is
$36,265,000, including $3,160,000 in pending supplemental requests.
OMB bulletin 81-7, dated January 24, 1981, is designed to reduce
1981 executive branch travel by 15 percent. How does the bulletin
affect the Bank Board and especially how does it affect the pending
supplemental?

Mr. VaucHAN. We are affected by the bulletin. The effect is to
reduce the total travel obligations by ten percent. If the Congress
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does grant the $930,000 supplemental, I assume we would be re-
quired to apply the ten percent reduction to the supplemental also.
Mr. BoLaAND. What was the total pay cost for the Office of Exami-
nations and Supervision? What was the total figure absorbed in
this operation?
Mr. VAauGHAN. We did not absorb any.

FEDERAL BAVINGS AND LOAN INSURANCE CORPORATION

Mr. Boranp. We will turn to F-16. This contains a tabular
summary of the corporation. The 1982 request of $1,030,000 is
$20,000 less than the current 1981 estimate. Workyears in 1980
were 2.3 less than planned. Is that the major reason for the
$127,000 lapse?

Mr. VauGHAN. Yes, sir.

Mr. BoLanp. Why did the workers fall short with this corpora-
tion?

Mr. VauGHAN. I really do not know that.

Mr. BoLanp. The 2.3 worker shortfall amounts to 12 percent.
Now that is a fairly sizable shortfall. Does it have any significant
effect on the operations of the corporation?

Mr. VAuGHAN. I do not know.

Mr. DavroN. Mr. Grant, have you any comment?

Mr. GRANT. We have not had any problems with the operation of
the office. Maybe Mr. Hughes would want to speak further to the
shortfall in manhours, working years.

Mr. HucHes. It would have to be related to vacancies.

Ms. Fair. There was a small reorganization of that unit and we
made it a separate entity. During that period, there were consider-
able vacancies there, when we had an acting director. The work-
load also was not as great as it is. It is building up now to a larger
number of cases handled by FSLIC.

FSLIC SPECIAL STUDIES

Mr. BoLaND. I notice on page F-19, there is no request for special
studies in 1982. Was this decision made by the corporation and
Bank Board or was it recommended by the OMB?

Mr. VAUGHAN. The decision was made by the Board.

Mr. BoLanD. Mr. Green?

Mr. Green. I will submit a question to be answered for the
record.

[Mr. Green submitted the following question for the record.]

Question. Explain in detail the relative responsibilities of the Federal Home Loan
Bank Board (Board) itself and the twelve district Federal Home Loan Banks
(FHLBanks) in the setting and execution of policy governing advances to members
of the Federal Home Loan Bank System.

nse. Section 10 of the Federal Home Loan Bank Act (Bank Act) authorizies
each FHLBank to make advances to its members, “. . . subject to such regulations,
restrictions, and limitations as the Board may prescribe.” Under Section 9 of the
Bank Act, each Bank is given full discretion to deny a requested advance, but must
conform with Board regulations and policy in the granting of any advances. Section
7 of the Bank Act requires that the Board of Directors of each FHLBank administer
the affairs of the Bank “. . . fairly and im ially and without discrimination in
favor of or against any member or nonmember borrower . . .” and to . . . extend
to each institution authorized to secure advances, such advances as may be made
safely and reasonably, with due regard for the claims and demands of other institu-
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tions, and with due regard to the maintenance of adequate credit standing for the
Federal Home Loan Bank and its obligations."”

The Board has adopted specific regulations governing the granting of advances in
Part 525 of its Regulations for the Federal Home Loan Bank System and statements
of policy on advances in Sections 531.1 and 531.9 of Part 531 of the Regulations for
the Federal Home Loan Bank System. These regulatory statements of policy set out
overall policy on what purposes advances may be granted for, what the Banks must
consider in deciding whether to grant an advance, and what requirements the
obligations evidencing advances must meet.

On quarterly basis, the Board meets with the Presidents of the FHLBanks to
discuss advances policy and obtain the Bank Presidents’ recommendations for a
specific advances policy for the following quarter. Following these meetings, the
Board Meets and adopts an advances policy which states the parameters within
which the Banks must set the rates on advances and any other limitations on
advances. The current advances policy is as follows:

“The Federal Home Loan Banks should maintain a policy of fostering residential
mortgage financing through appropriate advances policies by each of the Banks,
Interest rates on all advances should be set at levels near the estimated cost of
newly issued consolidated obligations of comparable maturities.

All fixed-rate advances with maturities over one year should carry an adequate
prepayent penalty or its equivalent sufficient to discourage early repayment. All
advances maturing in 12 months or longer should be made pursuant to firm com-
mitments.

It is not anticipated that the supply of funds for advances will be a constraint
relative to the likely demands for advances. If, however, it become necessary to
moderate the growth of advances in its district, a Bank may set rates on advances
at slightly higher levels,

Anrg‘geviatwn from this policy statement shall require prior approval of the Bank

Within the constraints of Board regulations and policy, the Board of Directors of
each FHLBank establishes what specific types of advances will be offered to mem-
bers, the rates of interest on advances, commitment fees, prepayment penalties, and

licy on the granting of advances. The staff of each F‘HLBanl{ is then responsible
or making advances within Board and FHLBank policy.

By permitting each FHLBank to establish advances plans and rates within guide-
lines established by the Board, each FHLBank is enabled to design advances plans
that are fitted to the needs of the members in its District.

Mr. Boranp. Chairman Dalton, thank you for joining us today.
We are all through; you can now leave and have a good lunch in
that beautiful building you have downtown.

We understand your problems—and you do have some serious

problems in 1981. In any event, it was good to have had you with
us

iT‘he justification follows:]
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HISTORICAL SUMMARY OF THE

FEDERAL HOME LOAN BANK BOARD AND ITS CONSTITUENT AGENCIES

The Federal Home Loan Bank Board was established by the Federal Home Loan
Bank Act, approved July 22, 1932, to provide a permanent credit reservolr for thrift
and home-financing institutions through the creation of regional Federal Home lLoan
Banks. The United States Government provided the original capital of the banks by
investing a toral of $124,741,000. This investment was retired by the banks, over
the years, at a rate in excess of statutory requirements. As of July 2, 1951, the
Government's investment had been fully repaid. Since that time the capital stock
of the 12 banks is owned by the member institutions.

The Home Owners' Loan Act, approved June 13, 1933, gave authority to the Board
to charter and supervise local mutual institutions to be known as Federal savings
and loan associations. These assoclations were to serve as a means of encouraging
local thrift and home financing.

From the date of its creation in 1932 until April 25, 1939, the Federal Home
Loan Bank Board functioned as an independent establishment reporting directly to
the Congress and the President. On April 25, 1939, by congressional approval of
the FPresident's Reorganization Plan No. 1, the Board and the organizational units
under its jurisdiction were grouped under the Federal Loan Agency along with other
related Government corporations and organizations.

The Board continued under the Federal Loan Agency until February 24, 1942,
when by Executive Order Mo. 9070 the five-man Board was vacated and {ts Chairman
was made Commissioner of the "Federal Home Loan Bank Administration,” the units
formerly under the Board being retained. The Executive Order placed the Board
under the National Housing Agency, together with the Federal Housing Administration
and the Federal Public Housing Authority

Under Reorganization Plan No. 3 of 1947, effective July 27, 1947, a bi-
partisan Board of three members was substituted for the single Commissioner and
the "Home Loan Bank Board" became a component part of the Housing and Home Finance
Agency.

The Board continued in this relationship until the enactment of the "Housing
Amendments of 1955," approved August 11, 1955, which reestablished the "Federal
Home Loan Bank Board" as an independent agency.

Reorganization Plan No. 6 of 1961, effective August 12, 1961, transferred to
the Chairman of the Board, the Board's functions with respect to the overall
management, functioning, and organization of the Agency. The appointment, removal,
and direction of personnel, the distribution of business among and the communica-
tion of Board policies to such personnel, the enforcement of policies, as well as
other administrative and management functions were transferred to the Chairman.

Nothing in the transfer impinges upon the ability of the Members of the Board
to act independently with respect to substantive matters. In carrving out his
managerial functions, the Chairman is governed by the general policies of the
Board: the Board has the authority to approve the Chairman's appointments of the
heads of major administrative units, and the other Memhers of the Board retain
their control over the personnel in their immediate offices.
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PROGRAM HIGHLI

¢ Federal Home Loan Bank Board
Loan Bank System

pervises and regulates the

jeral Home
the System of Federal Savings and lLoan Assoclations, and the
Federal and Loan Insurance Corporation, created to serve the American
publie throu the media of savings and loan associations, co-operative banks,
and other financial institutions engaged in the encouragement of thr and
economical home ownership.

The Federal Home Loan Bank Board is primarily a regulatory and supervisory
agency in the savings and home-financing fleld. 1t {ssues charters for Federal
savings and loan associations and Federal Mutual Savings Banks, and insures
savings accounts in such institutions, and in approved State-chartered savings
and loan institutions.

The 1982 budget estimates of the Federal Home Loan Bank, the Office of Exam-
inations and Super ion, and the Federal Savings and Loan Insurance Corporation
are based on the need for maintaining all operations In a current status, giving
full consideration te the complex problems arising from changing economic condi-
tions and the increased competition for savings among financial institutions.

The costs of the Federal Home Loan Bank Board operations -- including the
examinations of insured savings and loan associations -- are met by
the twelve Federal Home Loan Banks and the Federal S
Corporation for services rendered, and by assess

ngs and Loan Insurar
:nts and direct examination
charges to savings and loan associations for the services of the 0ffice of Exami-
nations and Supervision. Thus, although the Board restricts its expenditures to
budget limitations, the Board receives no appropriated funds from the U.S
Treasury.

The number, size, and business activity of tl
the Board continues to fluctuate. The following table relating to savings and
loan association members of the number and assets on
Sept er 30, 1980 and mortgage loans made and the net inflow of savings for the
12-month period ending on that date; it also shows the changes over the com-
parable 1979 period in dollar and percentage terms

institutions supervised by

the Bank System

Fiscal Fiscal Increase or Decrease (-)
Description 1979 1980 Amount Bﬂr;vnf
(Dollars in Billions)
Number of Member Savings and
Loan Associations at Sept-
ember 30 4,143 4,113 -30 -0.7
Assets at September 30.. $562.5 5601.2 $38.7 6.9
Mortgage Loan Made
DU IR TREE. ) cakvisin s $103.8 S 71.4 5=-32.4 =31.2
Net Inflow of New Savings
During Year 1/....:... § 42.1 5 34.8 5-7.3 -17.3

1/ Tncludes Interest Credited
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As indicated in the table on the previous page, the number of member savings
and loan associations decreased by 30 over the number recorded at September 30,
1979. Assets showed an increase of 5318 billion over September 30, 1979: loans
made during fiscal year 1980 decreased $31.2 billion over the volume made during
the preceding 12-months. The net inflow of rings declined by 57.3 billion, a
result of high market interest rates and inc ased competition for savings from
other types of f{inancial institutions. At the end of fiscal vear 1980, member
savings and loan associations held about $403 billion, or &4 percent, of all home
mortgages.

AN BANK SY

The Federal Ho Loan Bank System, through its 12 regional Federal Home Loan
Banks, strategically located throughout the country, provides a permanent credit
reserve for eligible institutions. The Federal Home Loan Banks advance funds to
these member institutions to meet withdrawal demands as well as seasonal and ex-
pansionary needs for additional home-mortgage funds. Through the use of interbank
deposits, the System maintains flows of housing funds into every locality.

The regional Banks, the stock of which is owned by their member institucions,
do not deal directly with individuals. The great majority of the members are
savings and loan a sociations, also known sectionally as building and loan associ-
ations, co-operative banks, and homestead associations. Incl d also in the
bership of the Federal Home Loan Bank System are 135 mutual savings banks and
life insurance companies

The importance of the Federal Home Loan Bank System {s indicated by the fact
that at September 30, 1980, the combined resources of its member institutions
totaled $657 billion. In fiscal vear 1980 its savings and loan members made
housing and other mortgage loans amounting to $71.4 billion.

Located in most cities, suburban areas, and towns throughout the United
States, the System's member institutions serve around 105 million people including
savers, investors, and borrowers.

Member institutions

The Federal Home Loan Bank System, comprised of the 12 regional Federal Home
Loan Banks, had a membership of &,250 institutions at September 30, 1980. Member-
ship in the System since its inception increased from 2,080 at vear end 1933 to
3,951 on December 31, 1938. Resulting primarily from consolidation and mergers,
the membership gradually decreased to 3,698 in calendar year 1946. From that time,
both the membership and membership assets went steadily upward until calendar vear
1967. Membership assets have continued to grow since then, but the number of
bers has decreased in most years, as shown in the table on the following page,
primarily to mergers and voluntary withdrawals
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The following table shows composition of the total membership at September
30, 1979 and 1980, togecher with the estimated total assets
September 30, 1979 September 30, 1980

Members Number Assets Numb
(Dollars in Millions)

Savings and Loan Associations
Federally-Chartered $319,772 1,983 $339,024
State-Chartered-Insured 239,660 2,036 259,077
1 3,046 94 3,074
Mutual Savings Banks......ccoevses - ( 43,615 135 55,250
Insurance Companies E 2 150 _ 175

Total All Members............. 1 606,243 656,599
Included in the 94 State-chartered uninsured institutions at Sept. 30, 1980,
are 38 co-operative banks in the State of Massachusetts. These i{nstitutions are

members of the Massachusetts Share Insurance Fund of the Co-operative Central Bank

Mortgage loans made by member savings and loan associations

Loans made by member savings and loan associations for the years indicated
are shown in the following table:

Loans Made by Member Savings and Loan Associations
(In Millions)

Fiscal S&L Members All Insured
_Year of FHLB System Associations

1950 $ 4,202 $ 3,709
1955 10,298 9,820
1960 4,193 13,916
1965 7 23,473
1970 oG5 18,042
1975 38,642
1976 . 66,045
1977 00 98,343
1978 9,2 108,636
1979 : 103,288
1980

1981#

1982%

*Estimate

As indicated, the total dollar volume of mortgage loans made bv member
savings and loan associations in fiscal vear 1980 aggregated 571.4 billion. This
was 31.3%7 less than a vear earlier, primarily because of a sharp reduction in the
flow of funds from savers but also because of a drop-off in loan repavments
Lending by member associations {s expected to increase in both the current and
following fiscal wear because of larger saving inflows. Volume i{s projected to
rise 33.87 to §95.5 billion in fiscal 1981 and an additional 5.2% to $100.5
billion in fiscal 1982. The total dollar volume of mortgage loans made bv
insured assoclations is also shown in the table, and follows a similar pattern.
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The principal purposes for which loans mad ¥ d savings and loan
members over the last three fiscal years are indicated in the following table:

Loans Made by Insured Savings and
Loan Assoc ion pose of Loan
(Dollar Amounts Millions)

Purpose Fiscal 1978 X Fiscal 1979

Home Construction.. 5 19,555

Home Purch
Other Purposes®,...

Toralaiaioos s

*Includes loans for construction and purchase of apartments and
property, refinancing, and miscellaneous purposes.

The volume of home construction loans made in fisc £ xd a
of 31.4X when compared with 1979, Home purchase loans declin | - IR
for other purposes by 28.1%. The overall decrease vas

decrease

and loans

Savings in member savings and loan associations

Trends in savings flow of member savings and loan associations are s
the following table:

Trend in Savings in

ings &
{In

Gross
Fiscal Savings Wich- Net
Year Recelv dravals Inflow

1950
1955
1960
1965
1970
1975
1976
1977
1978
1979
1980
1981
1982+

*Estimate
**Includes interest credited

As indicated, gross savin 3 by 8 and loan assoclations
during fiscal 1980 aggregated 5431.2 billion. LY more than a
earlier partly because of further th in 6
which turnover sry six months. Withdrawals
result of the rise in markert interest rates,
only $34.8 billion, .37 less than in

since fiscal 1975. net inflow of
5 billion the cu r LETF vear

to rise +37 to
1

ower market interest rates and a reduction {n inflationarv expectations,
1 to edge up rlightly further to §55%.2 hillion in Ci 1982,
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e following table
Hor Loan Bank System at
the fiscal years

Federal Home
Loan Bank §

Member institutions:

Number .,
Assets.
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arizes the the

condition of

membe

ser 30, 1980, and also provides our estimat

er 30, 1981 and 1982:

Sept. 10,
1980

Actual

(Dolla

4,250

$656,599
$538,700
$518,800

4,019

Saving

Mortgage loans........
Number of Insured Asso

Regional Bank

Advances Outstanding. $ 42,700

LOAN AS:!
The creation of Federal assoclations was authorized }
provide additional local thrift institutions for people to
and/or obtain loans to finance their homes. Savings and loan associations have
been making loans to help finance home purchases in the United States for the
past 149 years.

Congress in 1933 to
place their savings

All Federal savings and loan associations are required to be members of
Federal Home Loan Bank System and to carr insurance of their
with the Federal Savings and Loan Insurance Corporation.

the

savings accounts

At September 30, 1980, there were 1,983 Federal and loan

Federal

savings
the

associacions
Home Loan

operating under charter, examination, and supervi bv

assoclat

and in Puerto Rico.

Created in 1934, the Federal Savings and Loan Insurance
up to $100,000 each, withdrawable savings, deposits and
approved savings and loan associations and similar institutions.
savings has been an important factor in stimulacing the flow of savings
thrift and home-financing institutions. These savings are used largely
financing of homes. The number of insured institutions at September 30,
4,019; their combined assets were $59B8.1 billion. Reserv or insurance
held by the Corporation were $6.1 billion at September 30, 1980, and are
at 56.7 and 5$7.4 billion, respectivelv, at September 30, 1981 and 1982.
insured institutions are members of the Federal Home Loan Bank Svstem.
extensive activity description beginning on page F-5.)

Corporation insures i
investment i

into
for the
1980 was
losses
estimated
All FSLIC
(See mord




212

Home Loan Bank

ieral Home
l r

jard and
aral
insL
I_'-f"







214

Federal Home Loan Bank Board

The total net increase of $2,295,000, by category of expense, is shown below.

Increase
or
Item Decrease (-)

Personnel Compensationsss... $1,300,000
Personnel BenefitSeeecescocncne 169,500
147,000
1,000
292,000
Printing and Reproduction..escssesensacnes
Other ServiceS:cscssossasesenssnassssanss
Supplies and MaterialS.cevccsccssnssnsasns 51,000
Acquisition of Capital Assets 61,000
Reimbursable Expenses (decrease) 40,000

Totaleesaunonasannnscncnnses $2,295,000

Distribution of these increases between the Bank Board and FSLIC Adminfstra-
tive accounts and the Office of Examinations and Supervision Nonadministrative
account is shown on pages C-4, E-5, and F-15.







Federal

Income

Examining fees and chargesS..ecssesansas
Assessment for services and facilities:
Federal Savings and Loan Insurance

Corpora
Federal He Loan Banks .
Rental income from building..
Reimbursements from other &
MiscellaneouS.csvsssss e

Total income.
Expense

Administrative exy
Reimbursable exf
Nonreimbursable exp

Subtotal....

Depreciation on furniture,
and equipment

fixtures

Total administrative expense

Cost of examining and supervising
savings and loan associations:

Reimbursable expense
Nonreimbursable expense

Subtotal

Depreciation on furniture,
and equipment.

Total cost of examining and
supervising savings and 1
associatons

Building operating expense.......
Depreciation on building and
equipment and amortization of tenant
fmprovementS.cesesess
Total building expense..c.cese

Total expense...

Assessments and fees in excess of
BXPENSEaccses
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k Board Revo

of Income and Expe

1980
t 1

$19,609,

32,002,000 33,564,000

17,548,016

520,487

18,068,503 21,390,000 390,000

37,511,000

17 000
37,000

37,511,000

28,000 29,000

36,265,000

2,920,000

3,580,000 3,855,000

61,235,000 63,785,000

Deferred and undistr
beginning of year

end

6,186,010
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SUMMARY

The 1982 estimates

the revised estimates for the
in the following

summarized

Description

Positions
Work-Years

Personnel Com-
pensation. '
Personnel ”enef1ta‘..

Sub-Totalessesssves

Contractual Services
and SupplieS.cacses
Acquisition of
Capital AssetS.....
Total Gross
Expenses.

Reimbursements.

Total Net
Expenses.cecreses

Estimated Savings..
Proposed Supplemental
Due to Increased

Pay CostSesssesss

Actual, Authoriza-
tion, & Estimate...

Fiscal Year 1981

Our 1981 budget estimate of $21,030

by the Congress. Our current 198) '1wa e of 521,
supplemental to cover increased p ay cost
pay increase. Individual

estimates for 1981 are discussed
the Board and Staff Offices.
Fiscal Year 1982

Our 1982 t estimate of
or 4.9% over the current 1981 estir
covering annualized increases in j
for other nds and services reguil

level.

Federal

BOARD AND
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OFFICES

1,215,533

1,415,000

of administrative expenses of the Board
current fiscal year, and actual e
table:
1980 ude “Current
Actual Estimate Estimate
515 495 515
471 489 489
€13,104,117 $14,003,000 $14,968,000

1,403,500

14,319,650

4,367,966

548,477

15,418,000

5,063,000

619,000

16,371,500

573,000

636,000

432,500

63,000

19,236,093

-164,367

1,390,000

-110,0

22,390 ,(

oo0

19,071,726 21,030,000 21,280,000 22,320,000
514,274 sicusessss  ssean senan e siies s

Savesnsass sessnasnes -1,250,000

19,586,000 030,000 20,030,000

1,000,000
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PERSONNEL COMPENSATION

1981 Increase
1980 Budget Current 1982 or
Actual Estimate Estimate Estimate Decrease(-)

Office of the Chairman
Office of Board Member (Vacant)
Office of Board Member DiPrete
Administration Office
Administrative Services Division
Budget Division
Controller's Division
Information Systems Division
Communications Office
Congressional Relations Office
Minority Affairs Office
Personnel Management Office
Planning and Management
Coordination Office
Secretariat
Office of Community Investment
Office of District Banks
Office of Examinations and
Supervision
Office of General Counsel
Office of Industry Development
Office of Internal Evaluation
and Compliance
Office of Policy and Economic
Research

— o e &
WaWOODDOWLMSBSN

Total Positions
Work-years 8 489
Gross Salary (%000) $13,104 514,003 14,968 £15,400 5432

The functions, responsibilities, and justifications of the staffing level for
each of the above units are presented under the activities section of this document
beginning on page C-22.

During 1980, in conjunction with the closing of the FSLIC office in Chicago,
IM1inois, 20 positions formerly classified as nonadministrative were reclassified
as administrative and transferred to the administrative expense limitation for
funding purposes. The Board's overall employment ceiling for 1980 and 1981 was
not increased, and this action was merely a reclassification of positions, approved
by the Office of Management and Budget, to cover substantial workload increases in
certain offices and divisions.

74-315 0—81—15
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PERSONNEL BENEFITS (cont'd)

UNIFORM ALLOWANCES

The 1982 estimate of $1,000 provides for uniform allowances for Bank Board
employees in accordance with law (5 U.5.C. 5901-5902).

MOVING AND RELATED EXPENSES

The 1982 estimate of $5,000 provides for the payment of certain moving and
related expenses as provided for in Public Law B9-516. Included in this cateqgory
are reimbursements to employees for subsistence and temporary expenses incurred in
moving from one location to another, real estate costs in connection with selling
the residence at the old official station and purchasing a new home at the new
official station, and certain miscellaneous moving expenses.

TRAVEL AND TRANSPORTATION OF PERSONS

1981 Increase
1980 Budget urrent 1982 or

Actual Estimate Estimate Estimate Decrease(-)

Office of the Chairman.... $35,146 % 16,000 % 16,000 $ 16,000 % -0-
Office of Board Member(Vacant). 15,064 10,000 10,000 11,000 1,000
Office of Board Member DiPrete. 12,138 10,000 10,000 11,000 1,000
Administration Office.... 2,514 2,000 2,000 2,000 -0-

Administrative Services

DivisioNessasssesssssasnses 14,829 24,000 19,000 22,000 3,000

Budget Division 20 1.000 1,000 1,000 -0-

Controller's Division........ 5,521 5,000 4,000 5,000 1,000

Information Systems Division. 14,683 21,000 20,000 22,000 2,000
Communications Office...cessuss 22,048 14,000 14,000 15,000 1,000
Congressional Relations Office. 1,214 2,000 2,000 3,000 1,000
Minority Affafrs Office...eecce. 11,825 22,000 13,000 14,000 1,000
Personnel Management Office.... 13,354 12,000 14,000 16,000 2,000
Planning and Management

Coordination Office...... -0- -0- 7,000 1,000 -6,000
Secretariadtecsssssesnss 349 2.000 1,000 2,000 1,000
Office of Community Investment. 43,197 90,000 40,000 44,000 4,000
Office of District BankS....... 17,827 35,000 14,000 16,000 2,000
Cffice of Internal Evaluation

and Compliance.sssess 9,478 23,000 15,000 15,000 -0-
Office of Examinations

and Supervision..ceeeesnessss 43,575 80,000 59,000 74,000 15,000
Office of Ceneral Counsel...... 103,928 104,000 100,000 112,000 12,000
Office of Industry Developrment. 32,182 45,000 32,000 35,000 3,000
Office of Policy and Economic

RESEATCR . v ossnnnnssnssanss 34,199 35,000 35,000 40,000 5,000
Advisory Council.. 22,000 22,000 23,000 1,000

Totalessssns . 462,501 575,000 450,000 500,000 50,000
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1981

1980
Actual

Budget

Estimate

Current

Estimate Estimate

$52,104 $24,000

This item provides for the cost of shipment

$24,000 $25,000

Increase
or

Decrease (-

of supplies and

from the Bank Board, and the moving of furniture and personal eff
transferred to or from the Bank Board.

RENT, COMMUNICATIONS, AND UTILITIES

1980
Actual

1981
Current
Estimate

Budget
Estimate

1982
Estimate

Increase

or
Decrease(-)

Rent and Utilities:
Uffice and Storage

SPACRsessncasses S 2,95

422,104

$ 5,000 $
447,500

LLY. . 500

3,000
487,000
430,000

Comunications:

Switchboard and
Other Fixed
ChargesS.eeseassss

Long Distance

Teleqrams and
Teletypeessaasnee

Postage....
Sub-total

202,500 220,000

342,000 389,000

21,000 8,000
300,000 250,000

885,500 867 ,

$ 3,000
487,000

430,000

220,000
466,000

9,000
275,000

970,00

77,000
1,000
25,000

ERY

Grand Total

1,318,000 1,357,000

103,000




2217

Federal Home Loan Bank Board

MUNICATIONS, AND UTILITIES (cont'd)

RENT AND UTILITIES

Equipment
The estimate of $487,000 provides for rental of the following equipment:
Annual Rental

Description

10 Terminals and Acces-

SOPY EQUIDIROE e aesnnnsrasssnns s 110,000
20 Automatic Copying Machines
and Accessory Equipment.....eess 175,000
45 Word Processing Machines
and Accessory Equipment...cevesss 186,000
MiscellaneouS.sssessicinanananna 16,000
O s cnrns ivinve vims ensnenn 487,000

Following is an explanation of the use of each type of equipment shown above.

5110,000 is needed for the rental of 70 computer terminals for multi-purpose use
at the Bank Board. Much terminal support is needed to provide the staff with time-
sharing and remote batch processing at our in-house and out-of-house computer sites.

$175,000 is estimated to cover the expense associated with 20 automatic
copying machines.

The rental of 45 word processing machines for $186,000 is required for work
in areas where many perfect-copy letters are needed, and they are used extensively
in text editing.

Miscellaneous rentals are budgeted at $16,000. This is for equipment to aid
the data processing effort such as key punch and key verifying machines, and a
sorter. The estimate also covers rental of a film processor, labeling machines,
and special communications equipment associated with our in-house tine-sharing
computer.

COMMUNICATIONS

The estimate shows a total increase of £103,000 over the current year, practi-
cally all of which are uncontrollable increases. The cost of operating the FTS
network, allocated to the Bank Board by GSA, will increase by $77,000, and due to
anticipated increased postage rates we estimate an increase in penalty mail
expenses of $25,000.

c-13
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PRINTING AND REPRODUCTION

1981 Increase
1980 Budget Current 1982 or
Actual Estimate Estimate Estimate Decrease (-)

FHLBB Journal and

Annual Report... § 85,633 $120,000 $100,000 $100,000 $ -0-
Housing Finance Review..... 1,640 45,000 45,000 50,000 5,000
FHLBB Annotated Manual..... 76,865 125,000 140,000 100,000 -40,000
Federal Register and CFR... 62,467 100,000 75,000 5,000

Forms and Other............ 49,508 85,000 85:000 99,000 14,000

276,113 475,000 440,000 424,000 -16,000

The item of $100,000 provides for publishing the Federal Home Loan Bank Board
Journal and Annual Report. Provision is made in the estimate for increased costs
and expansion of Bank Board activitfes to be reported in the Journal and Report

The item of $50,000 covers the cost of publishing a proposed quarterly economic
Journal. The first issue of the Housing Finance Review is scheduled to appear in
January, 1981.

The item of $100,000 for 1982 provides for updating the Federal Home Loan Bank
Board Manual of statutes, regulations, policy statements, rulings and general
counsel opinfons relating to the Board's function. The 1981 revised estimate of
$140,000 includes funds for a complete reprinting of the Manual, required by GPO
about every three years.

The item of $75,000 provides for the cost of printing regulatory amendments,
notices, etc., in the Federal Register and 1n the Code of Federal Regulations
We belfeve such costs will be substantfally higher than 1980 Actual in 1981 and
1982 due to increased printing costs and activity.

The ftem of $99,000, which represents an increase of $14,000 over the current
year provision, is for the printing of statistical data forms used in connection
with data processing work carried on by the Information Systems Divisfon. We
believe increased activity and inflation in printing and paper costs will cause
substantial increases in such expenses in 1981 and 1982.
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OTHER SERVICES

1981
Budget  Current

Increase

1980 1982 or

ADP SERVICES:

Telecommunications...

Computer Time
Data Conversion..
Programming. .
Maintenance..
Software Lease
Sub-total.
Federal Fin. Inst.
Exam. Council
Special Studies
Training Program
Contract Audits..
Reporting Services
- Hearings.....
Employee Counseling
Services
Health Service
Program....
Repairs to Furni-
ture, Fixtures,
and Equipment..
News Gathering

Security Investi-

Labor - Intra-
Agency Moving

Reception and
Representation

Miscellaneous..

Actual

eee $124,214
103,072
122,382
73,392
188,943
53,402

Estimate

$ 90,000
108,000
178,000
150,000
182,000

74,000

$125,000
100,000
160,000
100,000
210,000
55,000

Estimate

Decrease (-)

$135,000
115,000
171,000
100,000
220,000
55,000

3

$ 10,000
15,000
11,000

-0~
10,000
0=

—45,000

59,000
491,003
160,669
120,300

25,949

48,060

70,140

50,160
45,093
3,710
1,630

447
732

70,000
400,000
233,000
300,000
75,000
=0-

60,000

51,000
25,000
10,000

4,000

2,000
92,000

70,000
125,000
229,000
135,000
37,000
35,000

60,000

55,000
32,000
10,000

3,000

1,500
84,000

80,000
226,000
256,000
191,000

40,000

35,000

67,000

60,000
34,000
11,000

3,000

1,500
82,500

10,000
101,000
27,000
56,000
3,000
i

7,000

5,000
2,000
1,000
-0-

-
-1,500

1,931,298 2,104,000 1,626,500

1,883,000

256,500




230




1




232

Federal Home Loan Bank Board

OTHER SERVICES (cont'd)

Advanced Study of Financial Intermediaries

Howard University, with partial funding from the Bank Board, 15 establish-
ing a program of advanced study in the theory and operations of fipancia
intermediaries in general and non-bank financial intermediaries in particu-
lar. The economic environment in which financial intermediaries operate has
become increasingly complex in recent years, and the economic importance of
these intermediaries as 1inks between the real and monetary markets has
increased significantly. The advanced study program is intended to provide
graduate level minority students with the knowledge and skills that will be
increasingly necessary to this industry. The project consists of four
parts: (1) the establishment of a graduate course in the economics and
operations of financial intermediaries; (2) development of graduate research
assistantships and work study programs desiqned to provide early exposure

to issues and problems relating to financial institutions in practice as
well as theory; (3) the awarding of dissertation fellowship in the area of
financial intermediaries and/or monetary economics; and (4) a research effor
directed specifically toward examining economic issues and operations of
financial intermediaries. FY 1982 will be the third year of the project.

T

Analysis of Tax Issues for SilLs

This project will continue work initiated in previous fiscal years and use

the comprehensive model which has been developed for analysis of the implica-
tions of tax policy changes on the housing and mortgage finance markets and for
Stls. Potential topics of study include tax exemptions for interest paid to
depositors; investment tax credit treatment accorded SiLs relative to other
taxpayers; changes in capital gains tax provisions; and the fmplications of
changes in the method for computing additions to bad debt reserves.

Feasibility of a Functional Cost Analysis System for SiLs

The Federal Reserve has developed a system of functional cost analysis for
commercial banks. This project would determine the feasibility of developing
such a system for savings and loan assocfations. Involved in the study would
be a conprehensive review of the Federal Reserve functional cost system,
analysis of the relfability of the cost estimates it produces, & determination
of its applicability to SPLs, and recormendations as to the nodifications and
data collection that would be necessary to implement such a system for SiLs,
if it is deternined feasible. Also, a review of previous efforts at functiona
cost analysis at the Bank Board 1s necessary.

Relationship of Concentration in Mortgage Markets to Mortqage Rates
P g29 929

The purpose of this study would be to determine the deqree to which there is
a relationship between the extent of concentration in mortgage lending and
monopoly profits earned by mortgage lenders. The results of this study would
assist the Board in evaluating the possible anti-competitive impact of S&L
mergers in terms of mortgage lending, based on their impact on concentration
ratios.
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OTHER SERVICES (cont'd)

Impact of Increased Service Corporation Authority

The 1980 Derequlation Act includes a provision which increases the partion of
assets which an 5&L may invest in a service corporation from one percent to
three (provided that at least one third of the total investment 15 used
primarily for community, inner-city and community development purposes). The
project will document the additional types of activities that Sils may now
engage in through their service corporations and analyze these activities from
the standpoint of riskiness and earnings potential.

TRAINING

The 1982 budget estimate includes $256,000 for training. The primary
objectives of the training are:

(1) to increase employee's technical competence in carrying out
responsibilities set forth by Congress and to keep current
with advances in the industry;

(2) to further develop and refine supervisory and management skills
needed to establish and maintain a high level of productivity
and organizational effectiveness; and

(3) to maintain a productive administrative and clerical support
staff which is essential to the efficiency of the organization.

These objectives will be met through (1) outside seminars and courses
conducted by private and public universities and other organizations;
(2) in-house courses conducted by Bank Board staff and consultants; and
(3) materials and information provided for independent study.

supervisory and management training, which accounts for the increase in the
training estimates, is required by the Civil Service Reform Act. A1l new super-
visors must take BO hours of supervisory training, and each agency must have an
executive development program. FY '82 will represent the first full year of
operation for our supervisory training program and executive development program.

CONTRACT AUDITS

For 1982, $130,000 is provided for the annual financial audits of the twelve
Federal Home Loan Banks, and the Office of Finance's Consolidated Securities Fund
and Combined Cash and Securities Accounts. In addition, %61,000 is estimated for
audits by independent firms to examine the Banks for compliance with Board dele-
nated authority and special studies and review of Bank operations, and to retain
outside consultants and auditors to support the activities of the Office of Internal
Evaluation and Compliance. Included in this amount are fees for audits of Bank
Board lessees and technical assistance in the area of data processing. The Office
also anticipates retaining experts in different fields to assist it in perforning
operational audits of program areas.
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OTHER SERVICES (cont'd)

REPORTING SERVICES - HEARINGS

The 1982 estimate of 540,000 will provide funds for the cost of taking deposi-
tions and obtaining transcripts of hearings mostly in connection with investi-
nations and other proceedings relating to problem institutions.

EMPLOYEE COUNSELING SERVICES

The item of $35,000 will provide counseling services to employees pursuant to
the requirements of Public Laws 91-616 and 92-255.

HEALTH SERVICE PROGRAM
The $67,000 Health Service Program funds are needed to:
1+ Comply with the Presidential directive to the Office of Personnel Management
on improving employee health services and the Office of Management and Budge
(OMB), Circular A-72. The funds allow a continuation of the programs set
up with executive health examiners to provide employee health examinations.

2. Maintain a health unit in accordance with Public Law 658 and Circular A-72.

3. Fund the Health Maintenance Program (e.g., hearing tests, glaucoma tests,
flu shots, etc.).

SUPPLIES AND MATERIALS

1981 Increase
1980 Budget Current 1982 or

Actual Estimate Estimate Estimate [Decrease (-)

General Office
SUPPIiESsesrannnnnsnnans $244,699 $310,000 $284,000 $317,000 £ 33,000
Print Shop and

Copying SupplieSeeseanes 179,372 189,000 190,000 203,000 13,000
Law Library BookSesessesas 32,915 38,000 37,000 39,000 2,000
Research Library

BookS ssassvsvnnnnssasins 33,035 30,000 37,000 27,000 -10,000

Totalite s o bows ananisns 490,021 567,000 548,000 586,000 38,000

The 1982 estimate of $586,000 represents an inflationary increase of $38,000
over the 1981 current estimate. Following is a brief description of each of the
items comprising supplies and materials.

1. The item of $317,000 provides for keeping general supplies inventory
at its nornal level and for the purchase of supplies not kept in stock.
The increase of $33,000 allows for increased costs in fiscal year 1982.

r

The item of $203,000 provides for the purchase of supplies and materials,
including copying supplies, used by the Printing and Reproduc i
of the Adninistrative Services Division in rendering services to the Office
of Federal Savinns and Loan.Insurance Corporation, and to the staff of the
Bank Board.
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SUPPLIES AND MATERIALS (cont'd)

3. The item of 539,000 provides for the purchase of law books, recompiled
volumes, new editions, pocket parts, andfor supplementals, necessary to
keep the Law Library up-to-date. The cost of such items has increased
sharply.

4. The item of $27,000 provides for the purchase of books for the Research

Library; it also provides for subscriptions to newspapers and periodicals,
and for the hinding of selected periodicals.

ACQUISITION OF CAPITAL ASSETS - EQUIPMENT

1981 Increase
1980 “Budget Current 1982 or
Actual Estimate Estimate Estinate Decrease (-)
$548,477  $619,000 $573,000 $636,000 § 63,000

It is the policy of the Bank Board to amortize the cost of furniture, fixtures
and equipment over an averane life of ten years. Provision is therefore made in
this category to cover the fixed depreciation expense on furniture, fixtures, and
equipment currently owned, plus additional purchases anticipated during the current
year and fiscal 1982.

Of the $636,000 provided for fiscal 1982, $596,000 represents depreciation
expense; the remaining 340,000 covers noncapitalized items included in this classi-
fication.

REIMBURSEMENTS FROM OTHER ACCOUNTS

1981 Increase
1980 Budnet Turrent 1982 or
Actual Estimate Estimate Estimate Decrease (-)

Agency for Inter-
national Develop-

MENtocosanansse vevessssse S 45,128 S 55,000 S 55,000 § 55,000 S -0-
Other Agencies..... tenanes 119,239 15,000 55,000 15,000 -40,000
Total.siasesioa sennans 164,367 70,000 110,000 70,000 -40,000

The 1982 estimate provides for reimbursements to the Bank Board of $55,000
from the Agency for International Developrment (AID) to cover the estimated annua
costs to be incurred by the Bank Board for providing AID with technical support
services, training and other functions performed by Bank Board personnel in con-
nection with foreign assistance programs dealing with savings and home financing in
foreign countries.

The estimate also provides for reimbursenents of $15,000 to the Bank Board
from other agencies for the cost of printing, reproduction, and other services
furnished by the Bank Board.
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are no differences between the
for fiscal year 1981.

PROGRAMS AND ACT]V![[L}

An analysis of administrative expenses by ac the t
fncluded in the Budget is shown in the table on the following page
by an outline of each activity in the order shown.
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EXAMINATION AND SUPERVISION OF

FEDERAL HOME LOAN BANKS

The function of supervising the 12 Federal Home lLoan Banks is the responsi-
bility of the Office of District Banks. The Office of Internal Evaluation and
Compliance has responsibility for arranging financial audits of the District Banks
utilizing the services of certified public accounting firms.

The twelve Federal Home Loan Banks constitute a national credit reservoir
available to thrift and home-financing institutions. The Banks provide a source of
funds available for housing credit demands and unusual savings withdrawals.

The Banks obtain their funds primarily from bonds and discount notes which are
sold to the public. Other sources are member deposits and capital stock purchased

by members, and to a lesser degree, earnings and inter-bank deposits.

OPERATING HIGHLIGHTS (Federal Home Loan Banks)

D

Sep!

1978  Sept. 30, 1979  Sept. 30, 1980

(In Thousands)

ABBEES. . ssvesianias P $35,917,018 §44,951,924 §52,852,472
Liabilities.... 31,031,176 38,963,549 46,885,433
Capital Stock.. 3:925,111 4,766,766 5,034,538
Legal Reserve 471,710 572,680 678,413
Net-Income for Year.. 345,788 504,859 528,674
Investments (at Par) 3,912,004 3,067,581 4,495,818

During fiscal year 1980, assets {ncreased by $7.9 billion reflecting an
increase of 51.4 billion in investments and an increase of $5.6 billion in advances
to members. Liabilities, consisting primarily of consolidated obligations, in-
creased by $7.9 billion.

CAPITAL STOCK

The capital stock of the twelve Banks, 55.0 billion as of September 30, 1980
representing an increase of 5.6%1 over the amount at September 30, 1979 {s totally
owned by the member institutions. The United States Government had provided the
original capital of the Banks by investing $124.7 million over a period of vears.
This investment was retired as of July 2, 1951, bv the Banks at a rate in exc
of the statutory requirements.

CONSOLIDATED OBLIGATIONS - BONDS

All issues of consolidated obligations - bonds are the joint and several obli-
gations of the Banks. The following table shows the amount and number of offerings
for the years indicated.

Fiscal Number of Amount in
Year Offerings Millions
1972 7 1,510
1973 11 S, 800
1974 22 10,300
1975 15 7,800
1976 6 3,100
U] 2 1,200
1977 8 3, 600
1978 9 7,900
1974 12 9,100
1980 16 131,000
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Federal Home Loan Banks

COMBINED STATEMENT OF CONDITION
5 DATES INDICA

September September
ASSETS ), 1980 30, 1979

CASH § 136,212 179,885

INVESTMENTS
Securities (par)
Treasury 1,084,000 8,200

Government Agencies.......... . 66,000 -0=
3,195,818
4,345,818

FHL Mortgage Corporation Stock __ 150,000

Total Investment

ADVANCES OUTSTANDING
To members 44,161,463 18,596,049
To FHL Mortgage Corporation 3,546,650 2,698,600

Total Advances 47,708,113 41,294,649

LOANS OUTSTANDING
To Agency for International
Development, Net E 778 50,987
To Other Federal He Loan Banks.....
TOLSLl LORNS: s covrddniasa doniveihnsd

ACCOUNTS RECEIVABLE.....
BANK PREMISES AND EQUIP NE
DEFERRED CHARGES...sccsassssess

Total Assets
LIABILITIES AND CAPITAL

DEPOSITS AND BORROWING MEMBERS....:s06. 9,569,054 B,289 045
ACCOUNTS PAYABLE AND ACCRUED

LIABILITIES... 680,530 517,491
DEFERRED CREDITS...... . 11,401
CONSOLIDATED OBLIGATIONS ) 2

Tortal Liabilfities....cooovannssnesns
TOTAL CAPITAL STOCK

RETAINED EARNINGS
Legal Reserve
Dividend Stabilizac
Undivided profit:
Total Retained Earnings...coc0acuee
Total Capital

Total Liabilities
1/ Consolidated Federal Home Loan Bank Dhligations lssued by

Bank Board and now outstanding are the joint and veral ohli

pan Banks., Includes short-term scount notes totaling 54,7

Increase or
Decrease (=)

$

-43,673

1,075,800
66,000

50,000

1,428,237

5,565,414
848,050

6,413,464

-9,209
39,350

30, 541

1,280,009

163,039
25 201

7,900,548

Home Loan
all Federal
o and

LA7,000 at September 30, 1980, and September 30, 1979, respectivele.
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Federal Home Loan Banks

COMBINED STA OF INCOME AND EXP
12 MONTHS ENDING SEPTEMBER 30, 1980 and
(In Thousands

Percent

Income from Other Services
Total Income

NTEREST AND OTHER COSTS

Interest and Concessions -
Consolidated Obligations.....

Assessment E
Loan Bank Boa

Assessments - Office

Interest on Deposits

Other Interest....

Total Interest

ATING EXPEN
benefits
£ rofessional Services...
]l Expense
wone and Transmission Costs
Stationery and Supplies
Cost of Quarters (Net)
Depreciation - Furniture
and Equipment
Equipment Rental an
Dthe

Total Other Operating Expenses.

TOTAL EXPEN




242

Federal Home Loan Bank Board
Federal Home Loan Banks

COMBINED STATEMENT OF INC ND DISPOSITION
FROM BEGINNING OF OPERAT JUGH SEPTEMBER

Combined

__Amount Percent

INCOME $23,483,552 100.0
CHARGES AGAINST INCOME......ccscassasasssascnsanne 20,091,600
Het Income 3,301,952
DISPOSITION OF NET INCOME
Retained Earnings as of September 30, 1980:
Legal Reserve
Dividend Stabilization
Undivided Profits
Total Retained Earnings..cscvvevecvsavcnns
Dividends Paid:
U.S. Government
Member Institutions.....ccvsacnvnevsavanans
Total Dividends Paid

Transfer to Retirement Fund

Organization Expense - Spokane
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dgets of each Bank.
AMINAT

The Offi al Evaluation and mpliance (OIEC) has responsibilicy
for arranging f wcial a s of the District Banks to determine that the Banks
are adhering to sound financial nciples and the Bank Board's operating pelicies.
Certified public accounting (C irms are used by the Office to perform the
annual financial au 3 of the Banks.

mpliance and performance audits of the Banks are performed by each Bank's
des guidance and assistance to the internal auditors;

Internal Auditor. O srovi
activities; and reviews coples of the internal

coordinates the internal audit
audit reports.

Following is a more detailed description of the functions and responsibilities
of the Office of District Banks relating to the examination and supervision of the

Federal Home Loan Banks.

OFFICE OF T BA

Office of District Banks has the general responsibility to provide the

Bank Board with an overview the management of each of the Federal Home Loan
Banks. The Offfce has specl onsibilicty for:
1. Reviewing Bank operations and formulat ing policy statements
and recommendations concerning Bank operations, budgets, and
financial matters.

aluating banking nctions and member services provided bv

Banks.

unications and coordinating with other Bank
Board matters relating to the Banks,

ducting the el r f Home Loan Bank directors.
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Reviewing Bank operations and formulating policy recommendations

Review of Bank operations is accomplished through analysis of publications
and reports such as: (1) each Bank's statements of goals and objectives; (2) each
Bank's budget; (3) progress reports; (4) financial statements and operating re-
ports; (5) organization charts; and (6) manpower reports. Evaluation of a Bank's
performance toward the achievement of its stated goals and objectives is related
to the effective utilization of resources.

The Office provides the Bank Board with policy oprions and specific rec-
ommendations on Bank System activities. The most important areas are (1) goals
and objectives and related budget policies; (2) policies on advances, dividends,
deposits and other financial operations; snd (3) individual bank operations and
management reviews including:

appointment and promotion of Bank officers and appointment of public
interest directors;

organizational structure, staffing, salary guidelines; and

accounting policies.

provided by the Banks

The credit policies and lending programs of the twelve District Banks are
monitored by the Office, as they relate to the volume of funds available to
member institutions for housing credit. Federal Home Loan Bank advances out-
standing to savings and loan members as of September 30, 1980 amounted ro 544.2
billion. These advances include community investment fund advances, which are made
under a special program to members meeting eligibilitv criteria., CIF advances are
designed to encourage active association involvement in programs for preserving and
revitalizing older communities and are priced at a preferential rate which {s 50
basis points below the estimated cost of issuing consolidated obligations of com-
parable maturities. The target is to advance $2 billion per vear under this pro-
gram. In addition, a Targeted Advances Program is designed to augment the earnings

of qualifying members by providing advances 2.5 percent below the current advances
rate.

Emphasis is placed on enhancing the member services provided bv each indivi-
dual Bank. Efforts are specifically directed toward improving and expanding the
services currently provided by the Banks which include demand and time dep
investment and safekeeping, and economic forecasting. The Bank Board rece
authorized the Banks to participate in the collection, processing, and settlement
of payment instruments for current members and eligible institutions.

Communications

The Dffice provides the interface between the Banks and the Bank Board.
The Banks are provided with interpretations of and changes in Bank Board policv.
The Banks are represented in meetings with the Federal Home Loan Bank Board, The
Federal Reserve Board and other Federal apencies.

The Office of District Banks also coordinates with other
on matters concerning the Banks and the Bank Svstem. Add
include the planning of monthlv bank presidents’ conferences and ¢ {ination of
joint research projects undertaken hv the Banks and the Bank Board.
facsimile communications between the Bank Board and th

Bank Board offices

onal 0 e functio

Teletvpe and
Banks are the Office's
Home Loan Bank dircctors. This includes determining the number of

directorships to
be designated for each State, preparing and send

ing to cach Institution eligible

to participate a certificate of nomination, detoermining If those nominated are

eligible to be candidates and wish to have their names placed on the bhallot, send-
ing ballots to each Institution ecligible to vore,

determining the results of the
election, and notiflog the membership of the resalex.
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Public demand for protection of fts savings makes it advisable for uninsured
savings and loan associations throughout the country to seek insurance of the
accounts of their savings and investors. The following table shows the number of
insured institutions at the end of the fiscal years indicated and the net increase
each year:

Number of
Fiscal Insured Net
Year-End Associations Increase

1950 2,799 -

1955 3,472 673
1960 4,044 572
1965 4,483 439
1966 4,514 31
1970 4,406 -108
1975 4,110 -296
1980 4,019 - 91
1981* 3,869 ~150
1982* 3,719 -150

*Estimate

As indicated, the 1980 figure 15 expected to decrease by 150 associations in
fiscal 1981 and 150 more during fiscal 1982, bringing the total at September 30,
1982 to 3,719. The number of associatfons has been declining since 1966 mainly
as a result of mergers and acquisitions of generally small uneconomic institutions.
This merger trend will accelerate during the next few years as a result of eco-
nomic conditions and the passage of the Depository Institutionns Deregulation
and Monetary Control Act of 1980.

Following is a more detailed description of the functions and responsibilities
of the Office of Industry Development stressing the importance of the office, not
only in the processing of applications but also in areas of program development
and expansion techniques.

OFFICE OF INDUSTRY DEVELOPMENT

The Office of Industry Development has the primary responsibility of pro-
viding recommendations to the Bank Board for development and implementation of
sound, responsive requlations, policies, and procedures, as well as innovative
and informative programs designed to (1) encourage the safe and sound growth and
expansion of the savings and loan industry, and (2) promote competition to pro-
vide a broad range of convenient, economical savings, home-financing and related
services so that the savings and loan industry is responsive to the housing finance
needs of the American public. In order to carry out this responsibility, the
Office of Industry Development has three primary functions:

1. The Office processes, reviews, evaluates and presents to the Bank Board
applications from savings and loan associations for various activities
and actions which, by statute or reqgulation, require approval by the
Federal Home Loan Bank Board. This involves developing new policies
and requlations, providing instructions to the industry and Federal
Home Loan Banks, devising and evaluating application procedures, analy-
zing and evaluating information provided by applicants, and making
recormendations to the Bank Board for appropriate action on applications.
Within the Office's delegated authority, specified officials of the
Office also may approve or deny certain types of applications.

During FY 1980, the 0Office of Industry Development processed 611 appli-
cations, a 13.4% increase over FY 1979, and reviewed another 574




247

Federal Home Loan Bank Board

applications after approval by the Federal Home Loan Banks' Supervisory
Agents who are authorized agents of the Board. Applications processed by
0ID during FY 1980 included 1B applications to establish new Federal
savings and loan associations, 76 applications for insurance of accounts
by the Federal Savings and Loan Insurance Corporation, 62 mergers (another
23 mergers were approved by the Federal Home Loan Banks), 148 facility
applications, 24 remote service unit requests and 281 miscellaneous
applications. Significant increases occurred in three major cateqories
during FY 1980: insurance of accounts applications increased 111% over
FY 1979, mergers increased 98% and applications to establish new Federal
associations increased 29%.

Major accomplishments in the applications area during FY 1980 included
development of evaluation and processing procedures for Federal mutual
savings bank charter applications, and approval of the Board's first
application from a mutual savings bank for conversion to a Federal mutual
savings bank charter. Additionally, the Office developed new application
processing procedures to facilitate inplementation of the Board's new
simplified branching regulations. The Office also implemented a proposal
to streamline the application process through delegation of the Board's
authority to act on several types of applications to the District Banks.

The Office undertakes a variety of studies and projects designed to
develop sound regulations, policies, procedures and programs which
promote competition, encourage the extension of a broad range of savings
and loan services to the American public and stimulate the safe and sound
growth of the savings and loan industry. An important aspect of this
function is the Office's responsibility to encourage the expansion of
convenient, economical savings and home-financing services in accordance
with the needs of communities which the savings and loan industry serves.

During FY 1980, the Office of Industry Development devoted a signifi-
cant portion of its efforts to development of requlations and procedures
designed to implement new legislatfon andfor simlify the Board's
application requirements. In this connection, the Office: (a) completed
4 major project involving simplification of the Board's regulatory re-
quirements and procedures governing the branching activities of Federal
assocfations; (b) revised the Board's rmerger requlations to inprove

the processing of merqger applications by expanding the Federal Home Loan
Banks' authority to approve nergers; (c) eliminated applicatfon require-
ments for fssuance of commercial paper through liberalization of the

of the Board's borrowing requlations and (d) developed regulations and
procedures to implement the Board's duthority to accept applications by
state-chartered stock associations for conversion to a Federal charter.
Additionally, 010 participated in the development of revised requlations,
policies and procedures to implement the Depository Institutions De-
requlation and Monetary Control Act of 1980. 0ID also continued to
participate in the developnent of policies and procedu:.- implementing
the requirements of the Cormunity Reinvestrent Act and the Electronic
Funds Transfer Act of 1978.

The Office of Industry Developnent is responsible for designing and
implementing specific programs to encourage the establishoent, growth and
expansion, safety and soundness, of ninority-owned-and-operated savings
and loan associations. In this connection, the Office is responsible for
development , coordination and implementation, in conjunction with the
Federal Home Loan Banks, other Jovernnent agencies and the various trade
organizations, of & broad ranqe of programs designed to provide technical
assistance, educational seninars, counseling services and investment funds
for new and existing minority-managed associations. Minority-mananed
associations are savings and loans controlled at least 51% by socially

or economically disadvantaged Americans. Currently, B4 insured associ-
ations qualify as minority-rianaged-and-owned.

C.33




248

Federal Home Loan Bank Board

During FY 1980, the Office of Industry Development implemented

several programs designed to assist minority-managed savings and loans.
These programs, which will be continued during FY 1981, provide for the
following: (a) an Operations Review Program which will provide several
minority-managed associations with an evaluation of their operations
and recommendations to assist in strengthening their operations; {(b)
on-site training sessions for association directors desiqned to apprise
directors of their duties and responsibilities, as well as to provide
information on new trends and developments in the savings and loan
industry; (c) use of private consulting firms to provide direct manage-
ment and "on-site" technical assistance in various aspects of savings
and loan operations for minority-managed savings and loans; and

(d) organization of a 301(d) Small Business Investment Company (SBIC)
for the purpose of funding a long-range program to assist minority-
managed associations. The SBIC will provide capital infusion for lend-
ing and technical assistance for minority-managed savings and loan
associations.

Workload and Personnel Requirements

It 1s anticipated that the volume of applications submitted for processing
by the Office of Industry Development will continue to increase during FY 1981
and remain at a high level for several years thereafter. In addition to the
13.4% increase in application volume during FY 1980, a significant increase in
the Office's workload is projected to occur during FY 1981 primarily as a result
of continued expansion of savings and loan merger activity and implementation of
new statutory authority by the Board. In this connection, we note that the Board
is anticipating a substantial influx of applications from existing state-chartered
mitual savings banks seeking Board authorization to convert to a Federal mutual
savings bank charter. (The Financial Institutions Requlatory and Interest Rate
Control Act of 1978 granted the Board the authority to charter Federal mutual
savings banks). Additionally, implementation of the Depository Institutions
Derequlation and Monetary Control Act of 1980 will require the Office to develop
evaluation procedures and begin to process two new types of applications:
(1) applications by Federal associations to provide trust services, and
(2) applications by state-chartered stock associations for conversion to a
Federa)l stock association charter.

In addition to the anticipated increase in application volume, expansion of
the Office's progran development and research activities will impact greatly on
the Office's workload and personnel requirements for FY 1981. With implementation
of the Depository Institutions Deregulation and Monetary Control Act of 1980,
competition within the financial cormunity for savings capital will become more
intense, and new ways rust be found to channel a fair share of such funds into
savings and loan associations, which represent the Nation's largest supplier of
funds for residential housing. To achieve this end in the current fiscal year and
thereafter, the Office of Industry Development must continue to commit a signifi-
cant portion of its resources for research and evaluation of a broad range of
industry development programs.

Finally, as part of its industry development activities, the Office must
continue to qive special attention to its efforts to assist the development of
minority-managed savings and loans. Recent econonic difficulties which have ad-
versely affected the entire financial comrunity have had a disproportionate impact
on assocfations in our minority communities and underscore the need for maintenance
of a strong program for minority association development. [f minority-managed
associaitons are to continue to compete as viable insitutions in the fipancial
comunity, the Board rust continue to research and develop prograns that will
help channel savings capital into ninority-mananed savings and loan associations,
and improve their operational performance.
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EXECUTIVE DIRECTION AND STAFF SERVICES

The following offices and positions are included in this joint activity for
fiscal 1982. Offices of the Chairman and Board Members (14); Comunications Office
(16); Congressional Relations Office (3); Minority Affairs Office (4); Office of
Internal Evaluation and Compliance (14); Personnel Management Office (23): Secre-
tariat (22); Office of Community Investment (20); Office of General Counsel (82);
Office of Examinations and Supervision (73); and Planning and Management Coordina-
tion Office (3). There are a total of 276 positions assigned to the joint activity.

EXECUTIVE DIRECTION

The Board establishes the policies for al) operations. It supervises the
operations of the 12 regional Federal Home Loan Banks and the examination of each
Bank at least annually.

It approves applications and issues charters for Federal savings and loan
associations and Federal mutual savings banks and prescribes regulations relating
to their lending and other activities.

It is responsible for examination and supervision of all member institutions
insured by the Federal Savings and Loan Insurance Corporation. It is the final
authority for the administration of the Insurance system, including approval or
disapproval of applications for insurance and of requests from insured institutions
to permit mergers, purchase of assets, consolidations, etc. It makes final deter-
mination of the course of action to be taken by the lnsurance Corporation to pre-
vent default in an insured institution as well as the method of settlement when
an insured institution is declared indefault.

STAFF SERVICES

Supporting functions including utilization of personnel, legal services, public
relations, and internal and operational audits are provided to the Bank Board and
to the Insurance Corporation. Such services are furnished by Communications, Con-
gressfonal Relations, Minority Affairs, Internal Evaluation and Compliance,
Personnel Management, Secretariat, Office of Community Investment, Office of General
Counsel, Office of Examinations and Supervision, and Planning and Management
Coordination.

Other services furnished by the Bank Board's staff are fiscal and housekeeping
services; these are treated and discussed in this submission as a separate activity
under the caption "Administrative Services”.

Following are more detailed descriptions of the functions and responsibilities
of the offices involved in this activity.

OFFICES OF THE CHAIRMAN AND BOARC MEMBERS

The Federal Home Loan Bank Board, a bi-partisan Board of three members, was
established as the successor agency to the Home Loan Bank Board, pursuant to the
provisions of an Act cited as the “Housing Amendments of 1955* (69 Stat. 635). It
supervises the Federal Home Loan Bank Systen, the System of Federal Savings and
Loan Associations, the Federal Savings and Loan Insurance Corporation (FSLIC), and
the Federal Home Loan Mortgage Corporation.
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Under Reorganizatfon Plan No. 6 of 1961, effective August 12, 1961, the
Chairman is chief executive officer of the Board. Subject to the general policies
of the Board, he is responsible for the overall management, functioning, and
organization of the Agency; the appointment, removal, and direction of personnel;
and the preparation, review, presentation, and justification of budget estimates.

Some of the major duties and functions of the Board Members include the
establishment of policies for all the Board operations. They supervise the
operations of the twelve Federal Home Loan Banks, including the establishment of
certain reqgulations for the guidance of the boards of directors and officers of
such Banks. They are responsible for annual examinations of the twelve Banks.

The Board approves the issuance of charters for the organization of Federal
savings and loan associations and Federal mutual savings banks. It is responsible
for their examination and supervision and prescribes certain regulations governing
their lending and other activities.

In addition, it is responsible for examination and supervision of all Federal
Savings and Loan Insurance Corporation insured State-chartered institutions. It
passes on and approves, where acceptable, all applications for insurance of accounts
by the Federal Savings and Loan Insurance Corporation, and other applications
related to the Insurance Corporation's activities.

The Emergency Home Finance Act of 1970 (Public Law 91-351) authorized the
establishment of a Federal Home Loan Mortnage Corporation (FHLMC) which buys and
sells mortgages, both conventional and gquaranteeed or insured. The three members
of the Board constitute the Board of Directors of the Corporation.

COMMUNICATIONS OFFICE

Communications presents policies, announcements and actions to: the public;
Bank Board offices; the savings and loan industry; other Government agencies; and
a1l media. Public understanding and trust in insured savings and loan associations
is essential to the success of Bank Board operations. Industry and government
support are important to the Board's goals, as is the support of the financial
community.

This information is disseminated in various ways: press releases; Federa
Home Loan Bank Board Journal (monthly); press conferences; answering correspondence
and phone calls; Spotmaster recordings; speeches; interviews for radio, television,
magazines (general, trade, and professional); newspapers; quest column contribu-
tions; and other articles signed by the Chairman, Board Members or senior staff
members .

Existing activities

1. Publications of the FHLBB Journal, Across the -Board (a2 bi-monthly internal
news-letter for enployees), and an annual report.

2. lIssuance of monthly statistics on mortgane rates, interest costs, and
savings flows; press releases; articles; columns; and interviews for
radio and television.

3. MAnswering of gueries from the media, public, industry, Government, academia,
and other elenents interested in the Bank Board, the Federal Home Loan
Mortnane Corporation, the Federal Savings and Loan Insurance Corporation,
the Fiscal Agent, and the savings and loan industry.

4. Maintenance of an agency speaker's bureau to provide knowledgeable and
professional career personnel who will be available upon requests from
citizens' qgroups and national organizations concerned with issues of housing
and hone finance.

C-36
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5. Circulation of bi-m
from the Nation's pr

thly clipsheet (a digest of financial and housing news
55).

6. Coordination of a public information service on Bank Board activities with
the twelve Federal home loan banks.

7. Preparation of
and development

grams and projects for the Board's personnel orientation
rograms.

RESSIONAL RELATIONS OFFICE

The Board's Congressional Relations function is centered in the Chairman's
Office for assisting and advising the Chairman in the development, coordination,
and maintenance of the Federal Home Loan Bank Board relationships with the Congress.,
This function is responsible for keeping abreast of a1l legislative programs as
they pertain to the Federal Home Loan Bank Board, Federal Savings and Loan Insur-
ance Corporation, and savings and loan industry in general, and for advising the
Board on ts for enactment, and interpretation of such legisla-
tive and ot Congressional action.

MINORITY AFFAIRS OFFICE

The Minority Affairs Office was established to advise and counsel the Chairman
and the Bank Board on a broad range of policy matters relating to the development
and implementation of equal employment opportunity in the savings and loan industry,
the Federal Home Loan Bank Board, the Federa) Savings and Loan Insurance Corporation,
the Federal Home Loan Mortgage Corporation, and the twelve Federal Home Loan Banks.
More specifically, it has the responsibility to:

1. Develop and implement policies which ensure fair employment practices for
all persons without regard to their race, color, relfgion, sex, age,
national oriqin, handicap, or veteran's status.

2. Audit and evaluate all recruiting, hiring, training, compensation, job
classification, assignments, working conditions, promotions, transfers,
layoffs, terminations, disciplinary actions, and all other terms, con-
ditions and privileges of employment as they relate to equal employment
and affirmative actfon.

3. Establish and promote Industry-wide woren and minority vendors' participa-
tion.

8. Serve as principal advisor to the Board on all polilcy and progranm
activities of the Federal Home Loan Bank System which affect or may affect
"protected class" groups.

5. Establish and participate with local and national community based organiza-
tions for the improvement of employability of women and minorities.

6. Serve as liaison between the Federal Home Loan Bank System and all agencies
having erployment enforcement responsibility.
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OFFICE OF INTERNAL EVALUATION AND COMPLIANCE

The Office of Internal Evaluation and Compliance provides the Chairman,
Members of the Board and top management with independent professional audits and
investigations of Federal Home Loan Bank Board and Federal Savings and Loan
Insurance Corporation activities. When so requested by the Board the office may
also conduct internal audits and investigations for the Federal Home Loan Banks,
the Office of Finance, and the Neighborhood Reinvestment Corporation. The Office's
involvement in these activities is designed to promote economy, efficiency and
effectiveness in operations and to detect fraud and abuse. In addition, the Office
provides guidance to the audit committees and internal audit staffs of each of
the twelve Federal Home Loan Banks, and coordinates the services of certified public
accounting firms who perform the financial audits of these banks. Within the Office
the Division for Audits and the Division for Investigations share responsibility
for accomplishing the Office's objectives.

The Audit Division emphasizes detecting opportunities for improved operations,
achieving greater economy and efficiency and reducing the potential for waste and
fraud at the Bank Board. A1l audits are performed in accordance with generally
accepted accounting principles and Standards for Audit of Governmental Organizations,

Programs, Activities and Functions pubTished by the U.S. General Accounting Uffice.

The Investigation Division performs investigations in conformance with Federal
laws and, when appropriate, with rules of criminal procedures, legal opinions and
advice of the Department of Justice or the General Counsel. Investigations are
designed to combat fraud and abuse, and to promote a positive environment in which
managers may carry out the agency's activities.

PERSONNEL MANAGEMENT OFFICE

The Personnel Management Office (PMO) administers personnel policies, programs,
and operations in order to ensure an adequate work force to carry out the mission
and functions of the Bank Board. '

PMD provides advisory services to managers and supervisors on all matters
affecting Bank Board employees, including recruitment, staffing, classification,
training, employee relations, and labor-management relations. It counsels
employees on all matters affecting their terms and conditions of employment.

PMO coordinates executive staffing activities, including the Senior Executive
Service, and provides staff support to the Executive Resources Board and Performance
Review Board. [t implements and monitors the Federal Equal Opportunity Recruitment
Program.

PMD classifies all jobs in accordance with standards published by the Office
of Personnel Mznagement and provides technical review of organizational changes.

PMD processes all personnel actions and maintains employment records. It also
coordinates health and insurance programs, the retirement program, the awards
program, and other employee benefit programs.

PMO carries out labor-management responsibilities for the Bank Board, including
negotiations of collective bargaining agreements and resolution of labor-management
disputes. [t also coordinates employee appeals to reviewing authorities outside
the Bank Board (e.g. MSPB, EEOC).
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PMO plans and develops agency-wide policies and programs for perfaormance
wraisal, merit pay, merit promotion, ermfnyﬂe conduct , training and exec

also develops and implements specific plans to
vil Service Reform Act of 1978.

1ve
carry out programs

serves as a liafson with the Office of Personnel Management and other

organizations relating to Federal personnel matters.

The is the centr
addressed Board. The
responsible for the promul

also is the Secreta

point for the recei of formal matters

acretary, in the name of the Bank Board, is
§ rules, requlations, and decisions and
Federal Savings and Loan Insurance Co

ation of

e

pration.

The Secretariat
"ranfes d meating
Governm
of the

oordinates staff transmission to the Board, schedules and
organizes the agenda, insures the provisions of the

nshine are complied with, coordinates with the Office
eneral Counsel and other staff offices on release of information under
the Public Information Act and the Privacy Act, prepares minutes on each meeting,
recording decisions made, maintains liaison on unfinished business, and acts as
ers. The Secretariat also prepares,
savings and loan associati ters, insurance
p certificates, and certificates of appointment and
ors of the Federal Home Loan Banks. The Secretariat is

1k Board's permanent files, including the Minutes of the Federal
ard, the former Home Owners' n Corporation, the directives
deral Home Loan Bank inistration

advisor to the Board on procedural ma
distr es and records Fede
ates, Bank membersh

elect f dire

custoaian of th
Home Loan Bank
of the former Fe

» And its constitutent agencies.

The Secretary serves as Liafson Officer with the Office of the Federal
Reqister.

1980, the Bank Board met 95 times on Federal Home
neetings the Board adopted 912 resolutions
1 of 22 Chairman's Orders were issued and

otal

tions were published in the Federal Register. In
ard recorded for the Federal Home Loan Mortgane

oard of Directors during which 30 resolu
£ 2corded .

ons were

The Docket

ces 7,131
State chart

case files for Federal and
are active and 2,884 inactive. The
for 703 servic and 420

jition to

retrieval, and

The Branch received
ts for records, 47
inanes and made 3
ests to research

internal
1icrofilned
i The Branch received

on from current and outdated records.

requests for re
0 new 4x6 microfilr

rnat

The Branch indexed 821 reso)

tions, ‘ nute entries, and prepared 41 items
the Federal Register. It received 150 requests to research the
ived 1, requests for

D of resolutions.

for shipment

minutes and re

€-39




254

Federal Home Loan Bank Board

The Branch performs support functions for the various offices of the Bank
Board. In addition to microfilming records, the Branch is responsible for
providing microfilm services for other offices of the Bank Board. The Branch is
in the process of converting its records to a micrographics system. Due to this
conversion we expect a heavier demand for technical training, equipment, and
supplies in the micrographics area through fiscal year 1982.

PLANNING AND MANAGEMENT CODRDINATION OFFICE

The Planning and Management Coordination Office is responsible for assisting
the Board in establishing and in providing for the effective implementation of
agency goals and priorities, and for insuring effective interoffice coordination
and tearmmork. This includes such activities as: conducting planning meetings;
coordinating planning activities with budget preparation; monitoring and reporting
on key operations and progress toward goals; conducting studies, evaluations and
preparing recormendations in order to improve management systems and organizational
effectiveness; and coordinating responsibilities that cut across organizational
lines.

OFFICE OF COMMUNITY INVESTMENT

The Office of Community Investment (OCl) advises the Board and makes
recommendations on policies and programs that help the thrift industry recognize
its responsibilities and opportunities to increase lending in older urban and
rural comunities. It coordinates this work with a network of Community Invest-
ment Officers (CI0) located in the 12 Federal Home Loan Banks.

OCI has a dual mission: it provides education, information exchange and
technical assistance on community investment issues and programs to ClO0s, the
industry, other government agencies, state and local governments, community and
special interest organizations; and it assists other Bank Board offices in related
activities throungh recommendations on legislation, application reviews, advice on
examfinations and support for CRA enforcement activities.

The office represents the Bank Board on numerous interagency working groups
developing policies and programs on issues such as urban credit commercial revitali-
zation, neighborhood self-help, and small communities and rura) areas. The office
is also reponsible for the Bank Board's efforts to encourage energy conseryation
and serves on two subcomittees of the White House Energy Outreach Task Force.

Among the initiatives in this area are training sessions which have now reached
more than 1000 lenders, an information booklet, several articles and a videotape
on enerqgy conservation programs by lenders.

OCI had oversight responsibilities for the joint FHLBB-FDIC study of the
Home Mortgane Disclosure Act and developed recormendations for extending and
strengthening the Act. The office also advises the Office of Examinations and
Supervision in developing improved quidelines for CRA examinations, and recommends
to the Board on applications where CRA performance questions have been raised.

OFFICE OF GEMERAL COUMSEL

This office 15 the central coordinating point within the Federal Home Loan
Bank Board for all legal matters and is responsible for the representation of the
Board, its members and the FSLIC in litigation in the courts and in the administra-
tive proceedings involving all enforcement activities of the Boerd. The Office is
directed by the General Counsel and Deputy Ceneral Counsel, and three Senior
Associate General Counsels, with staff working in nine divisions, each headed by
an Associate General Counsel.
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Office of the Senior Associate General Counsel for Policy and Administration

The Senior Associate General Counsel for Policy and Administration is
responsible for the management and supervision of the Legislation Division,
Regulations Division, Research and Analysis Division and the Administration
Pivision.

Legislation Division

This Division is responsible for preparing all leqgislative proposals submitted
by the Bank Board to the Congress and prepares major Bank Board policy statements,
in the form of testimony, to be presented at Congressional hearings. This Division
also analyzes and monitors all bills pertinent to the Agency and prepares reports of
the Bank Board's views on pending legislation. The Division compiles and analyzes
the legislative history of laws which the Bank Board must implement.

The Division has succeeded in providing its services in a timely and effective
fashion with a minimum of staff. During fiscal years 1979 and 1980, the Division
performed a great deal of work in connection with the ultimate enactment of Public
Law 96-221, including monitoring the legislation, preparing testimony and drafting
amendments and legislative history. The Division has also been working on imple-
menting the legislation, both in terms of preparing requlations and in performing
legal research to assist other offices. In fiscal years 1979 and 1980, the Division
prepared legislative proposals to liberalize collateral requirements for advances,
increase FSLIC insurance coverage of pension and public unit funds, permit second-
tier service corporations, restrict bank take-overs of savings and loan associations
and correct technical problems in Public Law 95-630.

Requlations Division

This Division, in cooperation with other Bank Board offices, drafts and prepares
for publication in the Federal Register regulations and policy statements which
implement the Bank Board's statutory authority, policies, objectives and directives.
The Division also issues opinions interpreting many areas of the regulations.

Due to changing economic conditions and additional statutory enactments, new
requlations and amendments to existing requlations have greatly increased in number.
Since July 1979, this Division has assisted in promulgation by the Board of 28
proposed and 63 final, new or amended regulations, policy statements, or rulings.

There is every indication that the requlatory workload of the office wil)
expand through fiscal years 1981 and 1982 as the magnitude, momentum and complexi-
ties of the savings and loan industry increase.

Research and Analysis Division

This Division has responsibility for detailed legal analysis and research of
issues of concern to the Bank Board such as questions of constitutional law, tax law
issues, including taxation of savings and loan associations, home mortgage instru-
ments, savings account interest and taxation of the Federal Home Loan Bank System,
civil rights issues, and other general matters of concern to the Bank Board.

The Research and Analysis Division was created as a result of the
reorqanization of the Office of Ceneral Counsel in July 1980. The functions of this
Division were previously handled by several other Divisions within the Office of
General Counsel.

74-315 O0—B1——17




256

Federal Home Loan Bank Board

Administration Division

This Division has responsibility for handling contractual and leasing issues
regarding the Bank Board building, EED complaints and adverse action hearings,
compliance with the Freedom of Information and Sunshine Acts, as well as other
administrative matters relating to the Bank Board, labor neqotiations for the Bank
Board, and the tort claims made against the Board.

The Administration Division was also created as a result of the recent
reorganization of the Office of General Counsel.

Office of the Senior Associate General Counsel for Operations

The Senior Associate Ceneral Counsel for Operations is responsible for the
management and supervision of the Litigation Division, FSLIC Division, and
Compliance Division.

Litigation Division

The Litigation Division represents the Agency in wvirtually all court cases
involving the Bank Board and provides litigation assistance in other legal
proceedings as may be required.

Such litigation may arise as a result of the grant or denial by the Board of
applications for charters, branches, mobile facilities, conversions, electronic
funds transfer system terminals, and mergers of Federal savings and loan
associations, and the grant or denial by the Board, as the operating head of the
FSLIC, of holding company applications and applications for insurance of accounts.
The Board also participates in lawsuits that involve challenges to the validity of
Board requlations or to the exclusive nature of the Board's authority over
Federally-chartered savings and loans.

During the first eight months of fiscal year 1980, the Litigation Division
handled directly 40 lawsuits in Federal district courts around the country against
the Board, the FSLIC and/or the Board's staff. In addition, the Division repre-
sented the Bank Board as amicus curiae in six cases. The staff also authored
numerous memoranda and opinions for, and on behalf of the General Counsel and the
Bank Board on sensitive matters involving actual or potential lawsuits. In
addition, the Division coordinates and works with the Department of Justice with
respect to certain litigation matters involving savings and loan assocfations, and
prepares leqal opinions and memoranda for the use of that Department in connection
with such matters.

FSLIC Division

The FSLIC Division provides legal advice and assistance in connection with
the FSLIC's default prevention and financial assistance actfvities. It provides
advice on such matters as contribution agreements, receivers and conservators,
liquidation, insurance of accounts, bonding, and suits against directors and
officers of savings and loan associations.

For fiscal year 1980, this Division negotiated and drafted agreements and
accompanying documents that prevented the failure of nine problem associations.
The staff also expended substantial efforts toward remedying the problem status of
three other associations and preliminary efforts were begun toward the resolution
of the problens of four other associations. The Division has responsibility for
neqotiating and preparing documents for the termination of existing contribution
agreements and supervising FSLIC litigation against former directors of assisted
associations, litigation involving assisted associations and actions challenging
the appointment of the FSLIC as receiver.
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Compliance Division

The Compliance Division conducts investigations of suspected statutory or
regulatory violations and unsafe and unsound practices by federally insured savings
and loan associations, and brings administrative enforcement actions leading to
insurance.

The Division also is responsible for preparing all criminal reference letters
sent to the Department of Justice and providing such assistance as may be requested
by that Department, in regard to these references. Criminal reference letters are
sent to the Justice Department where evidence obtained during an examination of an
insured savings and loan association indicates that a crime may have been committed.

During fiscal year 1980, the Division completed 8 formal examinations, 6
informal examinations resulting in 3 cease-and-desist orders, 2 removal and/or
prohibition orders and 15 detailed criminal referrals. The Division processed 474
Form 366 referrals (Defalcation Reports) of which 74 were referred to the Department
of Justice. In addition, the Division conducted 5 internal agency investigations
and drafted 2 supervisory agreements.

Office of the Senior Associate General Counsel for Securities and Business
Transactions

The Senjor Associate General Counsel for Securities and Business Transactions
is responsible for the management and supervision of the Securities Division and
Business Transactions Division.

Securities Division

The Securities Division is responsible for administering and enforcing
provisions of the Securities Exchange Act of 1934 as it relates to regulating
securities registration, periodic reporting, proxy solicitation and the inside
trading of stock of registered stock savings and loans. This Division processes
applications for conversions by savings and loans from mutual to stock form and
also processes state stock to Federal stock conversions as soon as regulations
setting forth the procedure for such conversions are adopted. The Securities
Division also evaluates applications for issuance of subordinated debt, commercial
paper, Eurodollar certificates, and mortgage-backed bonds by associations, and
reviews annual reports filed by savings and loans under the Bank Board's conflict
of interest regulations.

During fiscal year 1980, this Division recormended and the Board approved
67 mutual to stock conversion applications. As an adjunct to these 67 mutual to
stock conversions, 21 additional converted capita)l stock associations have
registered under the '34 Act and thereby are required to make full disclosure for
the benefit of the fnvesting public. The registered companies, which now total 87,
will continue to increase as more mutual associations are converted to the stock
forn.

Business Transactions Division

The Business Transactions Division is responsible for providing advice
concerning the legal aspects of merger, holding company and remote service unit
applications. This division also provides reviews of novel legal issues raised
in all other types of applications, including permission to organize Federal
associations, branch offices and nobile facilities of Federal associations,
conversions from state to Federa)l rwtual charter, change in control of service
corporations, insurance of accounts and Federal home loan bank membership.
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The Division prepares a legal opinion on each application presenting novel and
unusual issues. From June 1979 through May 1980, this Division prepared or cleared
64 non-standard Doard Resolutions and prepared 425 leqal opinions.

OFFICE OF EXAMINATIONS AND SUPERVISION - WASHINGTON OFF ICE

The Office of Examinations and Supervision consists of a headquarters office
in Washington, D. C. and field offices (including district offices and subsidiary
area offices) in each of the 12 Federal Home Loan Bank districts. The Washington
Dffice:

1. Directs the field offices in conducting examinations of FSLIC-insured
savings and loan associations to determine their financial safety and
soundness and to determine their compliance with Federal statutes and
Bank Board requlations; provides nationally-consistent procedures and
methods for conducting examinations by field offices; develops and imple-
ments new management systems within field offices which promote the review
and early detection of associations in potential financial distress; con-
ducts or supervises training of field examination personnel; coordinates
examination procedures, training and policy with counterpart state requla-
tory authorities with respect to state-chartered institutions, and provides
directfon, guidance and support for the day-to-day administration of field
offices and personnel.

Reviews reports of examinations of individual associations to determine

the necessity of corrective Supervisory actions; coordinates the
implementation of supervisory actions with supervisory agents in the 12
Federal Home Loan District Banks and, as necessary, with counterpart state
requlatory authorities in the case of state-chartered institutions; monitors
and supports actions taken by the supervisory agents to improve association
policies, practices or financial condition; and communicates and coordinates
polilcies and procedures among supervisory agents necessary for nationally-
consistent administration, Board decisions, policies and requlations
affecting the supervision of associations.

Reviews applications, financial statements and other documents submitted
by associations to the Board in terms of regulatory compliance, potential
supervisory concern, or civil rights implications, as appropriate, and
makes recormendations to the Board or other Bank Board offices with respect
to acceptance, approval or disapproval.

In cases of actual or potential association financial distress, advises
the Board and other Bank Board staff with respect to financia) condition;
recommends to the Board appropriate actions to resolve problems including
cease and desist orders, removal of officers, termination of insurance,
merger, liquidation, or purchase of assets; and carries out directly or
assists other Board offices or District Banks in carrying out Board
decisions in such cases.

Provides policy advice and recormendations to the Board and other Board
offices with respect to implementation and effective enforcement of
applicable Federal civil rights and consumer protection statutes; and
administers in conjunction with supervisory agents responses to and
resolutions of conplaints from consumers regarding associations.

In coordination with other Bank Board offices for action by the Board,
initiates or participates in the development, review, and clearance of
new or amended Board requlations or other policy issuances; initiates or
participates in the development of requlatory reform agenda, as needed,
in coordination with other Federal agencies, professional organizations
from the savings and loan or accounting industries, state requlatory
authorities, public interest organizations and the public.
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OPERATIONS AND ECONOMIC ANALYSIS

This joint activity is executed by the Information Systems Division and
the Office of Policy and Economic Research. It involves the design of statistical
and data processing procedures, and the collection, evaluation and processing of
large amounts of data for use by the Bank Board, other Government entities, the
industry, and the public. There are 85 positions assigned to this joint activity.

Following is a more detailed description of the functions and responsibilities
of the offices involved in this joint activity.

ANALYSIS OF OPERATIONS - INFORMATION SYSTEMS DIVISION

This part of the joint activity is executed by the Information Systems
Division. The Division provides a wide variety of data processing services to the
Bank Board, its staff, the savings and loan industry, the public, the financial
community, and selected Government agencies. Services range from the collection,
correction and processing of both savings and loan survey and Bank Board admini-
strative data, to information retrieval and analysis for special studies and
inquiries.

Two of its continuing objectives are the implementation of cost effective
administrative and financial systems for efficient Bank Board resource management ,
and comprehensive savings and loan survey systems with rapid data availability to
support the Bank Board's efforts to promote the growth and economic viability
of the savings and loan industry. Realization of these objectives provides manage-
ment and operational areas with the information to evaluate, plan for and control:

1. Personnel requirements to carry out the anency mission.

The Federal Home Loan Banks' status and performance.
Insured member association financial operations.
The housing market served by the Federal Home Loan Bank System.

5. External factors affecting the agency mission and operations.

To insure that the objectives above are fully supported by the Information
Systems Division, the following ongoing activities will be conducted:

« Support the practical application of advanced computer techniques.
2. |Improve the timeliness and quality of services and existing systems.

3. Continue the development of systems to increase the effectiveness of
internal agency administration.

4. Insure that response to unscheduled requests for ADP services meet user
needs in a timely manner.

5. Provide effective internal management and administration of the Division.
Work 1 oad

During the budget period, the ADP activity will provide support for mainte-
nance and modification of over 60 recurring production systems, as well as furnish
systems and programming for implementing ad hoc projects. New information systems
will be developed to support the Board's policy making and supervisory functions
and for adherence to legislative and statutory obligations. Stronger emphasis
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from the legislative and judicial branches has been focused on 5AL lending patterns
to identify possible discriminatory lending practices, and on full disclosure of
information. Projects to support new information requirements include:

1. Federal Savings and Loan Insurance Corporation (FSLIC)

The FSLIC plans to convert the automated Insurance Claim System now
operating at a commercial service bureau to the Bank Board's DEC-10
computer. This system gives the FSLIC the ability to expedite an
insurance payout, if necessary, utilizing automated techniques and
control procedures. The necessity to operate this system using in-house
capabilities 1s due to being absolutely certain that all computer re-
sources for a payout would be available on a demand basis. Although the
current service bureau does indicate a limited capacity to respond to
the dynamic aspects of a payout, the absolute confidence of utilizing
ISD resources is necessary to meet the FSLIC needs.

Consumer Affairs - Civil Rights, Office of Examinations and Supervision
TOESY - The Community Reinvestment Act (CRAJ

CRA requires each institution to define its service area. Based on this
definition examirers from the staff of OES are required to ascertain that
institutions are meeting the credit needs of their area. The only data
which was available to assist the examiners in this process was 1970
census data. It is currently anticipated that 1980 census data will be
avatlable in early 1982. Based on the experience of the examiners in
using the 1970 census data, the 1980 census will be acquired at the
earliest possible time and new reports data will be produced to assist
the examiners in deternmining CRA compliance.

Administration Office - General Ledger

The support systens necessary to provide data for entry into the general
ledger records of the Bank Board are currently automated. These systems
include payroll; accounts payable; furniture, fixtures and equipment,

etc. In addition, a system already exists to analyze the budget of the
Bank Board and to identify variances to the budget. All these data are
then analyzed and entered into the general ledger using manual procedures.
In order to gain better control over the posting to the general ledger
and expedite the closing of books on a monthly and periodic basis, [SD
expects to develop an automated system to assist the Controller's Division
in improving performance in this area.

The Information Systems Division will consist of 56 positions in fiscal years
1981 and 1982.

ECOROMIC ANALYSIS - OFFICE OF POLICY AND ECONOMIC RESEARCH

This Office is responsible for policy and economic analysis in the area of
general economic developments, capital and mortgage markets, housing, the savings
and loan industry and competing financial intermediaries, and matters relating to
leqgislation, requlation, and policies of the Bank Board.

The Office has many specific as well as general functions:
1. The developrnent and naintenance of a program in basic and applied research

desiqgned to increase the understanding of the savings and loan industry
and of the savings and nortgage markets in which it operates.
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The development and maintenance of a statistical and econometric program
to provide current information to the Bank Board and to make it possible
to perform both current and effective research.

Economic analyses and critiques of on-going and proposed Bank Board
policies, requlations, and legislation for Bank Board use. The Office
collaborates with other offices through intra-agency committees and other
means in designing and formulating new policies, regulations, and legis-
lation.

Advising the Board and Bank Board offices of this Office's views on
specific matters having economic ramifications, such as the anti-competi-
tive aspects of mergers and holding company acquisitions.

Monitoring general economic and financial developments so as to provide the
Bank Board with an adequate updated knowledge of the economic environment
necessary for the formulation and execution of policy. This includes the
preparation of general economic reports basically concerned with the
housing, savings, and mortgage markets.

Maintenance of working relationships informally and through interagency
committees with the Treasury Department, Council of Economic Advisers,
Federal Reserve System, Office of Management and Budget, and the Depart-
ment of Housing and Urban Development; activities with the Federal Home
Loan Banks on research and policy projects; and liaison with universities
and other public and private organizations.

Reponsibilities for publications arising out of the Office's work and
analyses. These include selected chapters of the Annual Report of the
Bank Board, the Housing Finance Review, articles and monographs published
as working papers, and preparation of statistical data for periodic Bank
Board publication.

Overseeing the Bank Board's contract with the Agency for International
Development (AID) and the Federal Home Loan Banks' participation in the
AlID Housing Guarantee Program. This also involves developing a program
in international housing research.

Providing research support and advice to other Bank Board offices. This
includes providing technical assistance for the development of both
internal and contracted research.

Assuring and monitoring outside contracts for research projects on
topics concerning the savings and loan industry.

Monitoring secondary mortgage market activities, in particular those of
the Federal Home Loan Mortgage Corporation and providing staff support to
the Bank Board in its role as the Board of Directors of the Mortgage
Corporation.

12. Providing staff support for the Board Chairman's mermbership on the
Depository Institutions Derequlation Cormittee.

Horkload and Personnel Requirements

The research activities of the Office of Policy and Economic Research
encompass a wide range of econonic, financial, regulatory and policy areas. The
The Office of Policy and Economic Research conducts both short-run policy oriented
research and lonqg-term research on various aspects of savings and loan operations
and the housing and nortgage finance systen. Additionally, the Statistical
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Division in the Office of Policy and Economic Research is responsible for collect-
ing and monitoring reports for the savings and loan industry and for producing
statistical reports and special reports on selected aspects of savings and loan
operations.

The staff of this Office is quite small in relation to other Federal anencies
and considering the widespread impact of the thrift industry upon the general
economy. The large projected increase in housing needs over the coming decade
makes it imperative that the Bank Board have adequate intelligence designed to
improve its role and performance. The Office will consist of 31 positions in
Fiscal Years 1981 and 1982.
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ADMINISTRATIVE SERVICES

The following offices and positions are included in this activity for fiscal
year 1982; Adminfstration Office (5): Controller's Division (40); Budget Division
(8) and the Administrative Services Division (49).

Following fs a more detailed description of the functions and responsibili-
ties of the offices involved in performing administrative services.

ADMINISTRATION OFFICE

The Director of Administration has direct responsibility for the admini-
stration, coordination, and management of the following four operating units which
provide service to all offices of the Federal Home Loan Bank Board and the Federal
Savings and Loan Insurance Corporation: (1) Administrative Services Division; (2)
Controller's Division; (3) Budget Division; and (4) Information Systems Division,
which for activity purposes, is included under Operations and Economic Analysis.
The Director, on behalf of the Chairman, also has mananement responsibility for
the activities of the Small and Disadvantaged Business Utilization Office.

Controller's Division

The Controller's Division plans, develops, and executes the financial and
fiscal policies of the Bank Board and the Federa) Savings and Loan Insurance
Corporation (FSLIC). The Division consists of three branches: Travel Management,
Accounting Services, and Operations.

The primary responsibility of the Travel Management Branch is to handle all
matters related to the Bank Board and FSLIC travel. This responsibility includes:

1) acting as a central coordinator for all travel matters. This
includes the preparation, for higher level approval, of the
Bank Board and FSLIC travel policies and making recommendations
to higher management for improving travel practices.

providing record keeping and physical maintenance of all Govern-
ment Transportation Requests used by Bank Board and FSLIC employees.

providing assistance to all employees relocating to new duty
stations.

verifying, auditing, and/or approving all travel vouchers and
travel advances.

The primary responsibility of the Accounting Services Branch is to plan,
develop and maintain the accounting systems and methods to reflect the results
of all Bank Board and FSLIC transactions. The functions include:

1) receiving and recording all receipts consisting prinarily of
examination fees, general assessments, insurance premiums,
receipts from asset disposal, Freedon of Information billings,
and rental income.

maintaining all requested accounting records. These involve
expense ledgers, qeneral ledgers, investment ledgers, and
cash receipts and inventory purchase journals.
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preparing financial reports for internal management services
and for other Federal agencies.

analyzing and recommending assessments to be made on the
Federal Home Loan Banks and on the FSLIC.

The Operations Branch is responsible for the payroll and bill paying
tions of the Bank Board and the FSLIC. The responsibilities include:

1) preparing the agency payroll and associated payroll, earnings
and leave reports.

processing all fnvoices and disbursement vouchers associated with
the normal day-to-day operations of the Bank Board and FSLIC.

conducting special studies of employee activities related to
leave, earnings and other pay related matters.

providing coordination and control over all bill paying
activities in order to make proper disbursement.

Workload

The Division continues its long range program to improve and further automate
and integrate the Bank Board's and FSLIC's accounting systems. In fiscal year
1979 on-1ine computer terminals were installed to expedite the updating of infor-
mation for payroll preparation. The Division has also implemented cash improve-
ments resulting from the President's Reorganization Project for Cash Management.
An automated on-line system for Payment of Insurance was developed, tested and
adopted to facilitate quicker disbursement to savers in the event of a default.

In addition, the Division was extensively involved in making changes to the auto-
mated accounting systems in order to accomodate the reorganizational changes
in the Bank Board and the FSLIC.

During fiscal year 1980 additional on-line terminals were installed to

expedite the updating of the accounts payable and the accounts receivable billing
systems. These changes as well as some others have enabled the Division to handle
an increased workload without having to increase staff.

Budget Division

The primary responsibilities of the Budget Division are to plan and control
the annual budgets. The functions include:

1) supervisinng the preparation and publication of the Bank Board's
and FSLIC's budget estimates to the 0MB and to the Congress.

reviewing and analyzing budget estinates and supporting justi-
fication for reasonableness, accuracy, completeness, propriety,
and conformance with Bank Board policies and proqrams.

advance approva)l of major expenditures and position control.
preparing budget variance reports including analysis of
current actual versus budget estimates, and preparation of

quarterly apportionnents of approved hudqet for OMB approval.

developing and maintaining manuals of budget procedures,
policies, and practices.
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Administrative Services Division

The Administrative Services Division, through its three Branches - Procure-
ment Management, Facilities and Special Services, and Management Analysis - pro-
vides support services for all Headquarters and Field Offices of the Bank Board.
The Division's responsibilities include operation and maintenance of the Head-
quarters building, all contracting and procurement activity, property management ,
internal management studies and productivity measurement, the Print Shop and the
Research Library.

The Division Director is responsible for the development of Federally man-
dated programs for enerqy conservation, occupational safety and health, security,
and emergency preparedness. He has direct responsibility for all Headquarters
building managment activity including building plant operation and maintenance,
commercial leasing, new construction, and interior space allocation. These
activities are handled through a commercial management contractor, whose opera-
tions are monitored by Division staff.

The Director serves as the Bank Board's Contracting Officer with responsi-
bility for all contracting and small procurement including adherence to FPR's,
CFR's, OMB Circular No. A-76 and the program for Socially and Economically Dis-
advantaged Small Business Contracts.

Procurement Managment Branch

The Procurement Management Branch, throush the Contracts and Procurement
Sections, is responsible for procuring necessary goods and services in a proper
and timely fashion at the least possible cost. The Branch insures adherence
to all applicable Federal statutes, Executive Orders, and OMB Circulars; proper
property management procedures; and maintains the Bank Board's furniture, fix-
tures and equiprent.

The Contracts Section prepares and executes all contracts for goods and
services on behalf of the Bank Board, appoints and monitors the performance
of contract administrators, maintains the agency's official contract files
and insures that necessary internal funding approvals are obtained prior to
the execution of contracts.

The Procurement Section prepares and issues all purchase orders, insures
property accountability through maintenance of the furniture and equipment
inventory and other procedures, operates the stock room, effects repairs to
furniture and equipment, and processes and pays vouchers submitted against
the Imprest (petty cash) Fund.

Facilities and Special Services Branch

The Facilities and Special Services Branch is conprised of the Building
Management Section, the Printing and Distribution Section, and the Research
Library.

The Building Managment Section has responsibility for all aspects of
Headquarters building operation which includes adninistration of the contract
with the building managment firm (HVAC maintenance and operation, custodial
service, building repairs, retail space leasing, plumbing and electrical
systems, etc). The Branch is also responsible for building security, interior
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and exterior landscaping, parking, the Safety and Materials Recovery programs,
the automobile fleet, the Energy Management Program, leased space for field
offices, the issuance of Government Bills of Lading, the movement and minor
repair of building furniture, receipt and delivery to users of goods delivered
to the building, storage, classified information security, emergency prepared-
ness plans, and the building's telecommunications system.

The Printing and Distribution Section operates the Print Shop, mail
distribution service, driver pool, and copier réntal and maintenance. The
Print Shop provides services to the Headquarters staff through the operation
of offset presses, collating machines, power paper cutters, drilling and
punching equipment and copying and binding machines. It is also responsible
for copier rentals and supplies for the Bank Board's twelve district and
nineteen branch offices.

The Research Library provides a general reference service for all Bank
Board offices including newspapers, periodicals and books. Library materials
deal, for the most part, with economics and savings and loan industry related
matters. It serves as a source of secondary research material for all offices,
primarily the Office of Policy and Economic Research. It also serves as a
depository for Bank Board publications - reports, industry analysis, etc.

Management Analysis Branch

The Managment Analysis Branch conducts management studies carried out
through methods and procedures analysis and organization and manpower utiliza-
tion surveys. It develops and operates the Records Management Program that
includes records, directives, correspondence, forms and reports management,
paperwork reduction, and files maintenance. These responsibilities encompass
the Privacy Act and Productivity Programs for the Bank Board. The Branch
publishes the Bank Board's organizational manual, responds to requests from the
CAD and OMB on adninistrative reports, and updates administrative materia
in the Federal Register.
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COMPARATIVE SUMMARY OF NONADMINISTRATIVE EXPENSES

1980 Actual 1981 Estimate 1982 Estimate
Personal Services and Benefits:

Positions:

GrosS.... 5
Net Work-YearS..c.eces. b

PERSONNEL COMPENSATION......s 102,214 125,000 $ 141,000

PERSONNEL BENEFITS..ceeversenes _7.654 _11,000
TOTAL PERSONAL SERVICES AND BENEFITS.. 109,868 136,000 153,000
Contractual Services and Supplies:
Travel and Transportation of Persons 61 -0- -0-
Rent, Communications, and Utilities. 616,712 671,000 780,000

Other Services ees 1,449,967 1,773,000 1,937,000
Supplies and Materials........ 983 21,000 25,000

TOTAL CONTRACTUAL SERVICES AND
SUPPLIES...ccvueues - 2,067,723 2,465,000 2,742,000

Acquisition of Capital Assets:

Depreciation and Moncapitalized
Equipment. : " aen 931,814 979,000 960,000

TOTAL GROSS EXPENSES..... Ynisavansness 3,109,405 3,580,000 3,855,000

Less ReimbursementS...ceessascansnss -2,982 -0- -0-

TOTAL NET EXPENSES:...ssss 3,106,423 3,580,000 3,855,000
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Non-Administrative Expenses - Building Operations

The budget estimates for 1981 and 1982 and actual expenses for 1980 for the
major Building Operations Expenses are summarized below:

RENT, COMMUNICATIONS, AND UTILITIES

1980 1981 1982 Increase or
Actual Estimate  Estimate  Decrease (-)

Electricity.cooovienauans  $527,276  $546,000  $630,000 $84,000
Steam......cviuiiiaiannne. 89,436 125,000 150,000 25,000

Totaleassonssnse 616,712 671,000 780,000 109,000

OTHER SERVICES

1980 1981 1982 Increase or
Actual Estimate Estimate Decrease (-)

Advertising......... %0 $ 10,000 $ 10,000 $ -0-
Building Maintenance..... 807,908 669,000 739,000 70,000
Building Repairs......... 77,821 107,000 125,000 18,000
Custodial Service..eessss 226,720 380,000 418,000 38,000
Guard Services...ccessess 251,263 327,000 360,000 33,000
INSUrANCR siransssnnsnan 41,279 43,000 45,000 2,000
Management Fee and Other

Professional Services.. 39,876 217,000 220,000 3,000
MiscellaneouScecassneenna 4,200 20,000 20,000 -0-

Tota)eevscnssnenanasa 1,449,967 1,773,000 1,937,000 164,000
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PROGRAM HIGHL IGHTS

The Office of Examinations and Supervision (OES) is responsible for conducting
examinations of the approximately 4,000 savings and loan associations insured
by the Federal Savings and Loan Insurance Corporation (FSLIC) to determine their
financial safety and soundness and their compliance with Federal statutes and
Bank Board regulations. On the basis of these examinations, the Office is further
responsible for initiating or coordinating the implementation of corrective
supervisory action when financial conditions or operating policies of individual
associations warrant. In carrying out these responsibilities, the Office protects
the assets of the FSLIC against loss due to the financial failure of any FSLIC-
insured associaiton.

Examinations are conducted by a nation-wide OES field staff of savings and
loan examiners assigned to district offices in each of the twelve Federal Home
Loan Bank Districts. Examiners conduct examinations on the basis of guidance
prepared in Washington to insure national consistency. In addition to regular,
periodic and special supervisory examinations of insured associations, examiners
also conduct examinations of affiliates of insured associations under the Financial
Institutions Supervisory Act of 1966, and of holding companies and their subsidi-
aries under the Savings and Loan Holding Company Amendments of 1967. Finally,
district offices also examine institutions to determine their eligibility for
membership in the Federal HWome Loan Bank System, insurance of savings on share
accounts, or conversion from State to Federal Charter.

In addition to providing administrative support to field examiners, the
district examiantion offices conduct a variety of monitoring activities designed
to provide the Bank Board with early warning of financial or other operating
problems of insured associations, including the review of monthly and semiannual
financial reports submitted by associations. On the basis of this and other
information, the field offices are responsible for scheduling on-site examinations
by field examination staff in accordance with indications of greatest supervisory
risk to the FSLIC insurance fund.

DES's Washington staff reviews reports of examinations to determine the
necessity of corrective supervisory action in coordination with supervisory
agents in the twelve Federal Home Loan District Banks and, as necessary, with
counterpart State regulatory activities in the case of State-chartered insti-
tutions. When necessary, DES advises the Board and other Bank Board staff with
respect to the financial condition of associations in actual or potential finan-
cial distress, recommends appropriate activities to the Bank Board to resolve
or initiate problem situations and carries out directly or assists other Bank
Board offices or District Banks in implementing Bank Board decisions in such
cases.

OES Washington headquarters' staff further conducts a nation-wide training
program for examiners, including State savings and loan examiners, and prepares
and issues uniform policy guidance for coordinated actions by examiners and by
supervisory agents. Finally, this staff participates with other Bank Board
offices in the preparation and consideration of regulatory and legislative
proposals in support of the Board.
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ORGANIZATION OF OFFICE OF EXAMINATIONS AND SUPERVISION

The Office of Examinations and Supervision consists of five principal units:
Field Operations, Supervision, and Policy/Programs (headed by Deputy Directors);
and Consumer/Civil Rights and Administration/Budget (headed by Assistant
Directors). Field Operations consists of a small Washington Staff and all field
examiner personnel assigned within each of the twelve Federal Home Loan Bank
Districts. All staff in the remaining four units are stationed in Washington.

PERSONNEL REQUIREMENTS

The table below shows the number of positions allocated to and requested
by OES for fiscal years 1980, 1981, 1982.

WASHINGTON AND DISTRICT OFFICE POSITIONS

1980 1981 1982
POSITIONS ACTUAL ESTIMATE ESTIMATE

Office of Director
'rofessional...

Clericalesevsss

Supervision
rofessional.....
Clerical

Policy/Programs
Fra‘ess1ona1...“.......‘.....
CleRIcal cvanerssonsinnanschsans

Consumer Affairs/Civil Rights

ProfessTonal.cesecererenncsees
CIOrICE) s Civasnanninnctontinin

Adninistration and Budget
ProlassTIonal e svs s uvsansis
Clerical...

Field Operations

" Deputy Directors
District Directors.....
Rssistant District Directors..
Civil Rights Specialists......
EDP Specialists.
Real Estate Appraisers.eceee.s
Fleld Managers....eceescansses
Exaniners....
Clericalsiicannnionse

TOTAL FIELD STAFF
TOTAL WASHINGTON STAFF

TOTAL STAFF

-5 O—Bl——|f
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WORKLOAD - DISTRICT OFF ICES

The work-days required in fiscal 1982 for examinations in each of the classi-
fications shown in the Workload Table shown below total 137,260. General admini-
stration and training increase the total workload to 178,860 work-days. It is
estimated that each examiner will have an average of 220 available work-days in
1982. Dividing 220 into the total workload of 178,850 work-days, a need for 813
field examiners, including 12 District Directors, is shown. Adding 101 clerical
work-years to the Bl3 professional work-years results in a total of 914 work-years
for 1982.

To summarize, the field estimate provides for 934 positions. 0Of this number
B24 positions are for field examiners, including the 12 District Directors; there
are 13 real estate appraiser positions; the remaining 97 positions are for the
clerical staff.

EXAMINATION WORKLOAD

1980 1981 1982
Actual Estimate Est imate

Reimbursable Staff-Days

Supervisory
ederal and State Associations

Examinations CompTeted 2,000
Average Staff-Days per Examination e
Staff-Days Required 78,782

Joint Insured State Associations
Examinatfons CompTeted 1,350
Average Staff-Days per Examination 29.3
Staff-Days Required 39,613

Eligibilit,
Examinations Completed 10

Average Staff-Days per Examination 97.0
Staff-Days Required 970

Affiliates of Insured Institutions

Examinations Completed 23
Average Staff-Days per Examination

Staff-Days Required

Holding Companies
E:am?naticas Tompleted

Average Staff-Days per Examination
Staff-Days Required

Service Corporations
xaminations Completed

Average Staff-Days per Examination
Staff-Days Required
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EXAMINATION WORKLOAD (cont‘d)

Special Examinations

xaminations Completed

Average Staff-Days per Examination
Staff-Days Required

Other Services

“Staff-Days Required 900 900

Total Reimbursable 130,340 137,260

Non-Reimbursable
verhea
Personnel Management 1,898 2,000 2,000
General Administration 30,394 29,900 29,400

Sub-Total: District Offices
Staff-Days Required 32,292 31,900 31,400

Training and Development of Examiners
Sub-Total:  Training and Development
Staff-Days Required 10,981 12,000 10,200

Summary: Examining Personnel Required

Total Staff-Days Required 173,877 174,240 178,860
Available Staff-Days per Examination 221 220 220
Staff-Years (Examining Personnel)

Required 786 192 813
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BUDGET OF THE DISTRICT OFFICES - OFFICE OF EXAMINATIONS AND SUPERVISION

The fiscal year 1982 budqget of the District Offices of the Office of Examina-
tions and Supervision is compared to fiscal year 1980 and 1981 in the table below.

Description

POSTEIONS cacansnns
Work-Years..eueees

Personnel Compensation.
Personnel Benefits.....

Total Personal Services
and BenefitS...ovuuas

Contractual Services
and SupplieSsevencnes

Acquisition of
Capital AssetS.......

Total Gross Expenses...
Estimated Savings......
Proposed Supplementals

due to:
Increased Pay Costs

Increased Travel CoStS ..vvivecuas

Actual, Authorization,
and Estimate.....ouue

Fiscal Year 1981

1981
1980 Budget Current 1982 Increase or
Actual Estimate Estimate Estimate Decrease (-)
919 919 919 934 15
878 911 891 914 23
$21,877,543 $23,709,000 $25,001,000 $25,853,000 $852,000
2,052,981 2,296,000 2,388,000 2,483,000 95,000
23,930,524 26,005,000 27,389,000 28,336,000 947,000
7,252,460 8,025,000 8,828,000 9,160,000 332,000
100,309 15,000 48,000 44,000 - 4,000
31,283,293 34,105,000 36,265,000 37,540,000 1,275,000
3293  seraneniien  menemasaant | aakendneds) RENE e
sersassnnes ssssssnsss =2,080,000 seseeceees 2,230,000
secssssnes = 930,000 ceissevenss 930,000
31,274,000 34,105,000 33,105,000 37,540,000 4,435,000

As indicated, the fiscal year 1981 budget estimate of $34,105,000 was reduced
$1,000,000 by the Congress, practically all of which was applied to compensation

and benefits.

general pay increase.

We are requesting a 1981 supplemental of $2,230,000 to cover in-
creased compensation and benefit costs resulting from the 9.1%

October 1980

We are also requesting a 1981 supplemental of $930,000 to

cover increased travel costs resulting from Public Law 96-346.

Fiscal Year 1982

The 1982 estimate of $37,540,000 represents an increase of $1,275,000, or

3.5% over the current 198] estimate.

This increase is attributable primarily

to a higher employment level, annualization of the October 1980 general pay in-
crease, within-grade step increases, and other pay adjustments, and benefits
(%947 ,000); increased travel costs ($95,000); and provisions for general price

increases.

As shown above, the 1982 estimate includes funding for 15 additional

examiner positions estimated to cost $2R0,000 for compensation, benefits and

ravel.

E-S
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F_THE DISTRICT

OF EXAMINATI

The total net increase of $1,275,000, by category of expense, is shown in
the following table.

Item
Personnel mpensation.. $852,000
Personnel Benefits.... 95,000
Travel and Transportation of Persons... 95,000
Transportation of Things....osecsevanss -0-
Rent, Communications, and Ut 182,000

Printing and Reproduction.....
Other Services..... .e

;i 43,000
Supplies and Materials..c.ceesccscanasenss

sana 12,000

Acquisition of Capital Assets... -4,000
TOLE] wuix vat s nsnsnansroe 1,275,000

On the following page there is a more detailed comparative summary of District
Offices examination expenses 2 this summary is followed by an explanation and
justification of the individual line items.
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PERSONNEL COMPENSATION

1981
1980 Budget Turrent 1982 Increase or
Description Actual Estimate Estimate Estimate Decrease (-)

PositionSsccessssnnasas 919 919 919 934 15
Work-Years:csisaassanss ars 911 891 914 23
Net Salary.....eeeese.. $21,877,543 $23,709,000 $25,001,000 $25,853,000 $852,000

The 1981 current estimate includes requested supplemental funds of $2,082,000
attributable to the October 1980 general pay increase.

The 1982 estimate shows an increase of $852,000 over the current 1981 esti-
mate. The increase is attributable to the annualization of the October 1980 pay
raise, within-grade increases, and other pay adjustments, as well as funds
($164,000) to support the 15 additional examiner positions requested.

PERSONNEL BENEFITS
1981

1980 Budget Current 1982 Increase or
Description Actual Estimate Estimate Estimate Decrease (-)

Health Benefits........ $§ 451,182 § 475,000 § 485,000 § 519,000 § 34,000
Life Insurance....suess 67,422 82,000 71,000 82,000 5,000
Moving and Related

EXpensesSceescscnncaas 28,436 105,000 85,000 85,000 -0-
Retirement..vesevsnesss 1,499,992 1,624,000 1,735,000 1,790,000 55,000
Severance Pay.eessvosas =0=- 5,000 -0- -0- -0-
Social Security

Taxes (FICA).. 5,949 5,000 6,000 7,000 1,000

Totaleseesaneanrsss 2,052,981 2,296,000 2,388,000 2,483,000 95,000

The 1981 current estimate includes requested supplemental funds of $148,000
attributable to increased costs resulting from the October 1980 pay raise.

The 1982 estimate shows an increase of $95,000, of which $16,000 is required
to support the 15 additional examiner positions requested.

HEALTH BENEFITS

The 1982 estimate of $519,000 provides for the Bank Board's (Employer) share
of the cost of the Federal Employees' Health Benefits Act of 1959 (Public Law
B6-382).

LIFE INSURANCE

The 1982 estimate of $82,000 represents the Bank Board's (Employer) portion
of the premiums payable under the Federal Employees' Life Insurance Act of 1954;
it is based upon the number of employees expected to be on the payroll in fiscal
1982.

MOVING AND RELATED EXPENSES

The 1982 estimate of $85,N000 provides for the payment of certain moving and
related expenses as provided for in Public Law B9-516. Included in this category
are reimbursements to employees for subsistence and temporary expenses incurred
in moving from one location to another, real estate costs in connection with
selling the residence at the nld-official station and purchasing a new home at
the new official station, and certain niscellaneous movinng expenses.
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RETIREMENT

The 1982 estimate of $1,790,000 provides for the Bank Board's (Employer)
share of mandatory contributions to the Civil Service Retirement and Disability
Fund pursuant to Section 102(A) of Public Law 91-93, approved October 20, 1969;
it is at the rate of 7% of employees' basic salaries. The figure is based upon
the number of employees expected to be on the payroll in fiscal 1982.

SOCIAL SECURITY TAXES

The 1982 estimate of $7,000 provides for payment of the Bank Board's (Employ-
er) share contributions under the Federal Insurance Contributions Act. Payment
is made for all employees who do not contribute to the Civil Service Retirement
and Disability Fund.

TRAVEL AND TRANSPORTATION OF PERSONS
1981

1980 Budget Current 1982 Increase or
Actual Estimate Estimate Estimate Decrease (-)

$5,346 ,411 $5,575,000 $6,505,000 $6,600,000 £95,000

Practically all of these funds are required to cover travel and transporta-
tion costs of our savings and loan examiners. The 1981 current estimate of
$6,505,000 includes requested supplemental funds of $930,000 to cover the 45%
increase in per diem rates and the 17% increase in mileage rates authorized by
Public Law 96-346, approved September 10, 1980.

The original 1982 estimate of $6,5600,000 includes funds to cover travel for
the 15 additional examiner positions requested for 1982.

TRANSPORTATION OF THINGS
1981

1980 Budget Current 1982 Increase or
Actual Estinate Estimate Estimate Decrease (-)

$33,408 $65,000 $50,000 $50,000 5-0-

This item provides for the shipment of supplies, equipment, and the moving
of furniture and personal effects to and from the respective District Offices and
the Home Office in Washington, D.C. The estimate includes 540,000 for the moving
of furniture and personal effects of field examiners transferred from one District
to another or to the Home Office in Washington, D.C.

RENT, COMMUNICATIONS, AND UTILITIES

1981
1980 Budnet Current 1982 Increase or
Description Actual Estimate Estinate Estinate Decrease (-)

Rent and Utilities:
ice and
Storane Space....... § 862,323 § 985,000 § 950,000 $1,040,000 § 90,000
Equipment..ccocvesneas 151,419 - 256,000 254,000 284,000 30,000
Sub-total..eeevseess 1,013,782 &
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RENT, COMMUNICATIONS, AND UTILITIES (cont'd)

1981
1980 “Budget  Current 1982 Increase or
Description Actual Estimate Estimate Estimate Decrease (-)

Communications:
Switchboard & Other
Fixed Charges....... 113,526 125,000 139,000 144,000 5,000
Long Distance
Callsesscncaian 167,978 204,000 203,000 240,000 37,000
Telegrams and
Teletypeoeeuaas -0- 1,000 1,000 1,000 -0-
Postage..... 152,027 220,000 220,000 240,000 20,000
SuUb=totalaccavnarine 433,

2 ' ] [

GRAND TOTAL......... 1,447,273 1,791,000 1,767,000 1,949,000 182,000

RENT AND UTILITIES

Dffice and Storage Space

The 1982 estimate of $1,040,000 includes the rental of 93,929 square feet of
office and storage space, at varying rates, which average $10.57 per square foot
in 40 field offices totaling $993,200. This compares with 91,529 square feet of
office and storage space in fiscal 1981 (revised) at an estimated cost of $935,300.
The additional $57,900 will provide for needed expansion of some offices to
relieve overcrowding; and will allow for anticipated rate increase in 1982.

Equipment

The 1982 estimate of $284,000 covers the following types of rental equipment
located in the varfous district offices.

Description Annual Rental

Automatic Copying Machines
and Accessory Equipment....oceseaes $128,000

Terminals and Accessory Equipment.... 72,000

Word Processing Machines and
Accessory Equipment (required for
work areas where many perfect copy
letters are needed and for text
editing)eecicans sunueee AN EA A 82 .000

Miscellaneous...... PORETES. e e 2,000

sasbesinenssrasenenss $284,000

COMMUNICATIONS

The $625,000 estimate for 1982 represents a 562,000 increase over the current
estimate for 1981 caused by anticipated higher switchboard rates as well as the
Bank Board's share of the added cost of running the FTS network by GSA, and higher
penalty mail costs due to anticipated higher postage rates.
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PRINTING AND REPRODUCTION

1981
1980 Budget Current 1982 Increase or
Actual Estimate Estimate Estimate Decrease (-]

$1,345 $3,000 $3,000 $3,000 $ -0-

Provision is made for the printing of letterheads, envelopes, and other
printed matter. The estimate also provides for the reproduction of examiantion
reports in most of the District Offices.

OTHER SERVICES
1981

1980 Budget Current 1982 Increase or
Description Actual Estimate Estimate Estimate Decrease (-)

Personne] Development

Program..cessecsssnessss $239,738 $325,000 $310,000 $335,000
Health Service Program.... 32,7174 55,000 30,000 33,000
Renovation and

Rehabilitation.sseensnss 32,855 45,000 20,000 30,000
Repairs to Furniture,

Fixtures, and Equipment. 13,769 10,000 15,000 20,000
Security Investigations... -0- 1,000 1,000 1,000
Miscellaneous..suevensanss 11,389 20,000 10,000 10,000

Tota)esasnassvinesias 330,525 456,000 386,000 429,000 43,000

The 1981 and 1982 estimates for personnel development include $150,000
for the purpose of training State examiners, as required by the Congress.

Following is a description of the District Offices Personnel Development and
Health programs which account for most of the expense in this cateqory.

PERSONNEL DEVELOPMENT PROGRAM

DES's effectiveness in carrying out its responsibilities is in large part
contingent on the training which OES provides its staff. The objectives of OES's
training program are the basic education of new examiners, development of expertise
in important aspects of savings and loan operations and the motivation and career
development of senior examiners and other 0ES staff members to assune management
positions in the future. The importance of training to OES's effectiveness has
increased over time with the increasing scope and complexity of the industry's
operations and Federal requirements. The importance of training will increase
further as exaniners and other OES professionals become involved, for the first
time, with consumer lending, NOW accounts and other powers which savings and loans
will be adopting in response to the Monetary Control Act of 1980; further growth
in the use of EDP in the savings and loan industry; and continuing emphasis in
community reinvestment, nondiscrimination and consumer protection in financial
transactions.

OES uses a variety of approaches in training its staff depending on the
complexity of subject matter, the number of personnel to be trained and the
types of training aids and material required. These different approaches .include
local training provided by a district office for its own exanminers, national OES
training courses provided at centralized locations by 0ES staff, and training
provided by the Federal Financial Institutions Examination Council and
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OTHER SERVICES (cont'd)

by other bodies in particular subjects. The curiculum and scheduling of all
OES training, however, is implemented or coordinated at the national level to
ensure national consistency and coverage.

Further, as directed by Congress, OES and the Bank Board have devoted sig-
nificant resources to the inclusion of state examiners in the Bank Board's train-
ing program and activities associated with Federal-State Joint Committee on
Examinations. During 1980, under this program, the Bank Board provided state
examiner training as follows:

Subject Number of State Examiners

Advanced Civil Rights
New Examiner Training School
Appraisal Practices
Regulation Z
Forward Commitments
Computer Auditing
Training Related to Monetary
Control Act
Career Development 67

Amonqg the specific activities to be included in the OES FY 1982 training
program are:

1. On-The-Job Developrment

Our examiners spend their first week of duty in their district office where
they are oriented to the Federal Home Loan Bank Board, the Office of Exami-
nations and Supervision, the savings and loan industry, and the examination
process. Additional training will be given to OES supervisors and managers
during FY 1982 to explain their responsibilities regarding the development
of their subordinates.

New Examiner Training School (NETS)

At the New Exaniner Training School, our new examiners are acquainted with
savings and loan terminoloqgy, industry forms, FHLBE and OES forms, Federal
requlations, and examination objectives and procedures. The new examiners
are also introduced to examination techniques by going through a simulated
examiantion where they encounter the elements of materiality and judgment.

Real Estate Appraisal School

At this school examiners are introduced to the terminology, principles,

and techniques of residential real estate appraising and also learn to use
proper procedures when reviewing and reporting on the adequacy of appraising
practices. A second objective is to provide the theoretical background
necessary for further appraisal training, especially concerning cormercial
income properties.

EDP and the SEL

This trainig session is presented throunh audio-visual learning modules and

has three objectives: first, to provide the exaniners with general under-
standing of electronic data processing; second, to show the examiners how
electronic data processing is used in savings and loan associaitons; and third,
to provide the examiners with an understanding of the controls that are
necessary in a electronic data processing enviroment.
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OTHER SERVICES (cont'd)

5. Training Modules

Training will be developed nationally and administered on the district level
in the following areas during FY 1982: NOW accounts, trust operations,
consumer lending, credit card operations, advanced loan application register,
management training in EEQ and affirmative action, loan underwriting, and
forward commitments. A1l modules will be included in NETS prior to FY 1982.

6. Special Courses

Other training opportunities include Washington, D.C. duty, participation

as an instructor or coordinator at OES training courses, and the attendance

at the various courses offered by the Federal Financial Institutions Examination
Council and the Office of Personnel Management.

7. Advanced Management Seminar

A need has been recoqgnized to provide advanced management training, during
FY 1982, to OES supervisors and managers. Specific skill areas include:
communications, attitude, motivation, counseling, team building, equal
opprotunity and many others. The goal is to produce first-rate managers
capable of dealing with organizational as well as technical examiantion
problems.

HEALTH SERVICE PROGRAM

The $33,000 Health Service Program funds are needed to;

1. Comply with the Presidential directive to the Office of Personnel
Management on improving employee health services and the OMB Circular
A-72. The funds allow a continuation of the programs set up with
executive health examiners to provide employee health examinations.

2. Fund the Bank Board's share of the cost of operating certain health
units maintained near some of the District Offices and utilized by the
District Offices' staff

3. Fund the Health Maintenance Programs (e.q., hearing tests, glaucoma
tests, flu shots, etc.).

SUPPLIES AND MATERIALS

1981
1980 Budget Current 1982 Increase or
Actual Estimate Estinate Estimate Decrease (-)
$93,498 $135,000 $117,000 $129,000 $12,000

The 1982 estimate provides for supplies and materials for the District
Offices. The estimate represents an increase of $12,000 over the current 1981
estimate of $117,000 and provides for anticipated price increases in 1982.

E-14




284

Federal Home Loan Bank Board
Office of Examinations and Supervision - District Offices

ACQUISITION OF CAPITAL ASSETS

1981
1980 Budget Turrent 1982 Increase or
Actual Estimate Estimate Estimate Decrease (-)
$100,309 $75,000 $48,000 $44,000 $-4,000

It is the policy of the Federal Home Loan Bank Board to amortize the cost
of furniture, fixtures, and equipment over an average life of 10 years. Provision
is therefore made in this category to cover the fixed depreciation expense of
furniture, fixtures, and equipment currently owned, plus additional purchases
anticipated during the current fiscal year and fiscal year 1982.

Of the $44,000 provided the District Offices for fiscal year 1982, $29,000
represents depreciation expense; the remaining $15,000 covers non-capitalized
ftems included in this classification.

E-15
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FEDERAL HOME LOAN BANK BOARD

ORGANIZATION AND FUNCTION CHART OF THE
OPERATIONS OF THE
FEDERAL SAVINGS AND LOAN INSURANCE CORPORATION

ad by Title IV of t Nationsl Mousing det, 1934, for the purposs of insuring savings
in all Fedaral eciations snd in all ate-char od savings and loan,
buillding and loan, and homsatead ocistions and cocperati banks which ply and quali-
ry. The insurance coverage for sach saver is limited te $100,000.

FEDERAL HOME LOAN BANK BOARD

The Board provides a number of wervices for the Federal Savings and Loan
Insurance Corporation. They include insurance undervriting; examination
and supsrvision of insured institutions; development of rules and regula-
tions; portfolic managemant; legal services; personnel functions; suditinp;
asccounting; budpeting; mmalysis of financial and other operating informa-
tlon; public information; office management analysis; and such housekeeping

services as procurssent, files and records, mail and wessenger sarvices
and the like.

CHAIRMAN

FEDERAL SAVINGS AND LOAN INSURANCE CORPORATION

U'nder supervision and autherity of the Federal Home Loan Bank Beard, re-
vievs all proposed actions directly affecting the interests of Federal
Savings and Loan Insurance Corporation; and advises ths Board concerning
such matte Ieplesants the payrsnt of insurance and pu recoOvery:
takes steps suthorized by law to prevent default or resto.e institutions
to normal operations; manages financial sssistance agreements; manages
assets acquired by the Corporation Im the prevention of default; acts as
recelver for Insured Institutions in defaulr.

Adminisirative Mrection and Coordination
Substantive Responsibilities

CHAIRMAN
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Federal Savings and Loan Insurance Corporation
A. Statement of Sources and Applications of Funds

FUNDS APPLIED

To GEErat\ons

Acquisition of assets:

Assets purchased from insured

IASLItURIONSccsvsnsnnsaennnesssasass

Furniture, fixtures and equipment.......
Loans to fnsured institutfons.....cceaus
Contrfbutions and provision for

contributions to fnsured

Institutionsescaessscsnnssancnues
EXPRNIEE . cssssrsannsnavssnrinsnssssnstsna
Refund of additional prem

PrepAYRBALS secvsssesccssncsssssssenne
Credit allowed on regular insurance

DYRRIIINY o 466 0.5 55 Siranen vadssaneyssiss et
Increase in selected working capital....

Total applied to operationS..ceesves
To financing

Increase/Decrease (-) in Treasury

CARN e cnisssanrarrarsbusanntsvansbion

Increase/Decrease (-) in investments in
U.5. Securities (par)cssssssvissvsvens

Total applied to financing..ceesssss

Total funds applied..ccveesvccnnnnas

FUNDS PROVIDED
By operations

Realization on loans to insured
INStItUtIONS cscsssssnsnnvnssvansravan
Realization on assets acquired from
insured InstitutionS.sseceeevessnsans
Return on additional premiums -
prepaymentS.ccssesssssnssssrnnnnnanns
Gafn on assets acquired from insured
NSt UL IONScccsssnssancsnesnsnasasnd
INCOMB.sstsnssnsansanssssssssnsnnsasnss

Decrease in selected working capital...

Total funds provided.ssessesssvsnes

BUDGET EXPENDITURES

Funds applied to operations....ceesssses
Funds provided by operationS.cessessses

Net budget expenditureS....cceseses

T4-315 O—Bl1——19

1980
Actual

1941
Estimate

$1,001,114,374
183,361
157,301,516

15,064,140
264,523,856
119,191,983
110,170,569

$ 502,500,000
8,000

552, 750, 000
35,300,000
126,860,762
121,365,823

123,323,400
102,320,466

$

1982
Estimate

150,000,000
15,000
40,000,000

35,000,000
112,779,999
119,725,228

136,567,100
-0-

1,667,549,799

1,564,428,451

594,087,327

219,646

-553,284,000

-218,608

-415,015,000

-553,064 354

-415,233,608

~536

649,810,000
649,809,464

1,114,485,445

1,149,194,843

1,243,896,791

6,020,978

6,503,499
76,045,463
33,266,217

898,550, 396
94,098,892

7,900,000
143,500,000
58,648,762
45,000,000

894,146,081
=0=

9,996,000
151,000,000
42,801,999
45,000,000

993,369,490
1,729,302

1,114,485,445

1,149,194,843

1,243,896,791

1,667,549,799
1,114,485,445

553,064,354

1,564,428,451
1,149,194,843

415,233,608

594,087,327

1,243,896,791

-649,809, 464

r-2
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Number of In- Savings Size of
Fiscal sured Investors in Average In-
Year-End (In Thousands) Billions sured Account

1950 7,663 $ 10.6 $1,389
1955 14,700 21.0 1,837
1960 25,869 54.9 2,122
1965 37,407 102.0 2,727
1970 45,670 134.0 2,934
1975 64,300 262.1 4,076
1980 90,800 487.3 5,367
1981+ 97,200 541.7 5,573
1982+ 103,900 596.9 5,745

*Estimate

The number of insured investors at September 30, 1980, showed an increase of
2.0% over the number at September 30, 1979. This figure is expected to increase
by 7.0% in the current fiscal year, and reach 103,900,000 by September 30, 1982,
an increase of 14.4% for the 24-month period.

Aggregate savings of investors totaled $487.3 billfon at September 30, 1980,
an increase of %34.1 billion or 7.5% since September 30, 1979; an increase of $54.4
billion or 11.2%1 is expected during the current fiscal year. Aggregate savings are
expected to reach $596.9 billion by September 30, 1982, an increase of $109.6
billion or 22.5% over September 30, 1980.

The size of the average insured account was $5,367 at September 30, 1980.
It is expected to reach $5,745 by September 30, 1982, an increase of 7.0% in the
24-month period.

RESERVES

The following table shows the reserves accumulated, by all insured institu-
tions as well as by the Insurance Corporation, by fiscal years:

Fiscal A1l Insured FSLIC
Year-End Institutions Total Primar Secondary
(In MiTTions)

1950 $ 874 $ &8 S 88 L
1955 2,090 mn n
1960 4,400 354 354
1965 8,122 1,487 690
1970 11,542 2,854 1,326
1975 18,414 3,933 2,566
1976 20,142 4,261 2,951
1977 23,700 4,744 3,519
1978 27,400 5,164 4,081
1979 30,871 5.650 4,681
1980 32,000 6,149 5,333
1981+ 35,100 6,707 6,078
1982+ 39,200 7,385 6,969

*Estimate
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The reserves and undivided profits of insured institutions aqgreqated $£32.0
billion at September 30, 1980, an increase of 3.6% over the figure at September
30, 1979. 1t is expected to reach $39.2 billion by September 30, 1982, an increase
of 22.5% in the 24-month period.

RESERVES - LEGISLATIVE HISTORY

The Corporation’s Reserve for Insurance losses was $410 million at June 30,
1961. The basic law required the Corporation to build up & reserve until it was
equal to 5% of all insured accounts plus all creditor obligations of all insured
institutions. The enactment of Public Law 87-210, approved September 8, 1961,
revised the reserve requirements. This law, effective January 1, 1962, required
each insured institution to pay the Corporation annually an additional premium
in the nature of a prepayment at a rate equal to 2% of the increase in savings for
the previous calendar year less an amount equal to any requirement for the purchase
of Federal Home Loan Bank stock during such period. The law further required the
Corporation to establish a Primary Reserve, which is the general reserve of the
Corporation, and a Secondary Reserve to which was credited the amounts of the prepay-
ments made by the insured institutions. When the sum of these two reserves equaled

% of total savings plus creditor obligations, the prepayments would cease and the
Corporation would commence transferring the Secondary Reserve to the Primary Reserve
by charging each fnsured association's accumulated prepayments with its regqular
annual premium 1fability. Fimally, if the aggregate of the Secondary and Primary
Reserves dropped below 1.75% of total savings plus creditor Tiabilities at the end
of any calendar year, premium prepayments would resume and reqular annual premiums
would be paid by insured institutions until the aggreqate of the Primary and
Secondary Reserves again reached 2.0% as of the end of a calendar year.

Public Law 91-151, approved December 23, 1969, excluded creditor obligations
from the above-mentioned calculations and provided that the condition under which
prepayments were to cease and accumulated prepayments were to be credited toward
regular premiums was deemed to have been met as of the close of December 31, 1969.
Public Law 92-213, approved December 22, 1971, reduced the premiun prepayment
resumption trigger from 1.75% to 1.60%.

At December 31, 1972, the Corporation's reserves ratio dropped to below
1.60% of total savings in insured institutions. Public Law 93-100, approved
August 16, 1973, permanently removed the requirement for premium prepayments and
granted to the Board authority to determine each year the amount of members' annual
premiums which would be paid in cash (the amount cannot be less than 30% nor
more than 70%), and the amount which would be charged to the merbers' pro rata
share of the Secondary Reserve. The law also provided that {if the Corporation's
aggregate reserves fall below 1.25% of total insured savings capital, regular
annual premiums would be paid 100% in cash.

Public Law 93-495, approved October 28, 1974, provides for a phase-out of
the Secondary Reserve over the first 10 minimum net reduction years occurring
after December 31, 1973. In May of each year, the Corporation will reduce the
amount of each insured institution's pro rata share of the Secondary Reserve
as of the preceding Dececber 31 by a cash refund of the difference between such pro
rata share at that date and a prescribed percentage of its balance as of Decerber
31, 1973.

As of September 30, 1980, the Primary and Secondary Reserves totaled $6,149
million, or 6% of total savings. Based upon current projection, it is esti-
mated that the total of the Primary and Secondary Reserves will reach 57,385
million by September 30, 1982 or 1.24% of total savings.

Section 110(d) of Public Law 89-117, effective Auqust 10, 1965, enables the
Corporation to obtain additional liquidity, if necessary, by calling upon insured
institutions to make its in the Corporation up to e percent of their wit
drawable savings. The Board has not found 1t necessary to use this authority t

F-R
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INSURANCE LIABILITY

The following table shows the potential 1iability of the Corporatfon as of
the dates indicated:

Fiscal Potential Liability Fiscal Potential Liability
Year-End in Billions 1/ Year-End in Billions 1/

1950 $ 10.5 1976 $296.2
1955 27.4 1977 369.3
1960 54.7 1978 392.0
1965 102.5 1979 429.6
1970 131.9 1980 482.5
1975 256.9 1981+ 533.6

1982+ 585.0
*Estimate

1/ Creditor obligations included prior to 1969

The potential 1i1ability of the Corporation increased from $429.6 billion at
September 30, 1979 to $482.5 billion at September 30, 1980, an increase of 12.3%.
It is expected to be $533.6 billion by September 30, 1981, and $585.0 billfon by
September 30, 1982, an increase of 21.2% in the 24-month period.

INSURANCE CLAIMS

Since its inception through September 30, 1980, the Insurance Corporation has
had a total of 133 settlement cases; 55 of these are current while 69 have been
closed. Nine new cases were added in fiscal 1980. Losses, including provision
for losses have amounted to $404.5 million. Actual losses sustained at September
30, 1980 totaled $295.0 million.

Actual Losses

Number of Sustained and

Method of Investors Provisions for
Settlement Protected Losses

Acquisition of AssetS.eieesss 75,782 § 21,264,244
Acquisition of Assets and

ContributionS..csesescnssss 119,925 70,954,040
Contribution.csecscsnssssnines 659,319 150,495,491
Contribution and Loan. 44,054 6,007,569
Contribution, Loan, and

Acquisition of Assets 40,752 15,341,369
Purchase and Assumption...... 100,844 122,973,800
LOBNasasssnisitnwosnddbissr e 137,383 2,134,709
Loan and Acquisition of

ASSELS.ususnnns sassasnsunas 26,137 3,683,682
Recefvership and Acquisition

Of RESALSc v ssremaRoavh ot vn 40,107 11,323,636
Receivership . 50,467 309,557

Totadisuisisias saiaivadsivi 1,294,770 404,488,097
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As indicated, contributions were made to 97 institutions; 13 institutions
were placed in receivership and 1iquidated, and in 37 cases the Corporation
purchased assets. The losses, including provision for losses, represent approxi-
mately 5.57% of cumulative gross income through September 30, 1980.

BORROWING POSITION

Under Public Law 576, approved June 27, 1950, the Corporation is authorized
to borrow from the United States Treasury such funds, not exceeding $750 million
outstanding at any one time, as in the judgment of the Federal Home Loan Bank Board
are required for insurance purposes. This authority has never been used.

RETIREMENT OF CAPITAL STOCK

Pursuant to Section 5(h) of Public Law 576, approved June 27, 1950, the
Corporation on July 1, 1958, completed the retirement of its entire capital stock.

Retirement of the stock, amounting to $100 million, began in fiscal year
1951. The amount of the capital stock retired each year was equal to 50T of the
Corporation's net income for the fiscal year.

During the life of the stock, the Corporation paid out in the form of a
return in lieu of dividends $42,976,000; almost the entire amount was paid to the
Secretary of the Treasury.

OFFICE OF FEDERAL SAVINGS AND LOAN INSURANCE CORPORATION

FUNCTIONS AND RESPONSIBILITIES

The Office of Federal Savings and Loan Insurance Corporation operates under the
general direction and supervision of the Federal Home Loan Bank Board. Its mission
is to protect, at the least cost, savings of up to $100,000 per insured member of
those insured fnstitutions which are in default or are in danger of default. It
advises the Board on all Corporation affairs and it works in close liaison with
other offices of the Board on Corporation matters. It manages assets of the Cor-
poration resulting from default and prevention-of-default actions. It represents
the Corporation to savers in savings and loan associations, to the savings and
loan industry, and the public generally, particularly with reference to matters
relating to insurance coverage. It also develops policy guidelines for use by the
Board and its staff in the disposition of matters affecting insurance interests.

The Corporation, pursuant to authority under the law, takes steps necessary
to prevent default in an insured instituion and to restore an insured institu-
tion to normal operatfons; 1f an insured institution is in default (1.e., when a
receiver is legally appointed for the purpose of liquidation) it moves promptly
to pay insurance in accordance with the Corporation's statutory responsibility.
The Board, in circumstances where an accountholder is otherwise unable to with-
draw his savings, may authorize the Corporation to pay insured accounts.

Following is a discussion of the responsibility of the four major divisions
of the Office of FSLIC.

Asset Management Division

This Division is entrusted with the management and disposition of assets
acquired in discharging its insurance functions.
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Recefverships - Liquidation

During the period 1965-1971 the Corporation m urance payments to savers
In six savings and loans. In each instance the Corporation was subseque
appointed Receiver and assumed responsibility for the liquid

ation of the remaining
assets. At September 30, 198

all six receiverships had been terminated.

Receiverships - Purchase and Assumption

During fiscal year 1980, the Corporation was
defaulted institutions. Rather than paying out
found it more cost beneficial to transfer all s
wWith cash and other assets to institutions with
service depositors. The receiverhsip, |
and remaining 1iabilities assumed to the

ninted the Receiver for three
insured savers, the Cor
liabilities
capabil
the assets
porate capacity.
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This L activity is carried on of Federal Savings and
Insurance Corporation.
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PROGRAM AND ACTIVITIES (cont'd)

Insurable intersts

This activity includes the reviewing of all proposed actions directly
affecting the interests of the Corporation, advising the Board thereon, and
the development of policy guidelines for use by the Board and staff units in the
handling of matters affecting insurance interests.

Insurance settlement

This activity calls for steps, authorized by law, to be taken when required,
to pay out insurance in event of default, to prevent default and to restore insured
institutions to normal operations. The activity also includes directing the
liquidation of assets acquired 1n default-prevention actions, and supervising
liquidation of institutions where the Insurance Corporation is named receiver.
Steps to be taken fall into the following categories:

Prevention of default

Section 406(f) of the Mational Housing Act authorizes the Corporation to
purchase the ossets of, make a contribution to, or make loans to an insured
institution in or threatened with default; these functions are summarized below:

(1) Purchase of assets - To prevent default or to minimize losses, the
Torporation may purchase all or a portion of the substandard assets of
an impaired institution or one whose viability is threatened. In
addition to recommending corrective measures designed to prevent recur-
rence of financial difficulties, a primary responsibility of the
Corporation is the orderly liquidation of the assets acquired.

Contribution - Whenever an insured institution is impaired, the Cor-
poration may make, or commit itself to make, a cash contribution in an
amound sufficient to cure the impairment. Throughout the 1ife of such
financial assistance agreements--generally five to seven years--the Cor-
poration maintains close 1iaison with the institution involved, assisting
in its rehabilitation and supervising the liquidation of risk assets.

Loan - Another statutory power to forestall or minimize losses authorizes
the Corporation to make loans to institutions in or threatened with
default.

(4) Herg:r - When in the best interest of insured savings account-holders
nvolved, and when such actfon is not in conflict with the best interests
of the Corporation, the Corporation may act as sponsor and negotiate
the merger of an institution threatened with default with a strong in-
sured institution. Where insured State-chartered associations are
involved, the co-operation of State authorities is necessary. Such
mergers often involve a purchase of substandard assets by the Corporation
and generally involve a contribution to the resulting entity.

Receivership

wWhen prevention of default is neither prudent nor economical and an insured
institution is placed in receivership for liquidation, the Corporation, by law,
must he appointed sole receiver if the association is operating under Federal
charter. Pursuant to legislation enacted July 1, 1968, the Federal Home Loan
Bank Board has independent authority to elect to appoint the Corporation as
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law in those ca: elating to State-c tered insured

receiver under Federal
institutions where the ite has 01 4 receliver or todian or the
assoctation is closed under State law. In any event, the

prompt payment of insurance to savings accountholders in all

in cash or by transferred account in another insured as

has full ponsibility for all phases of 11 tion

and for mair ing vigilant liaison with other receivers for

in order to minimize the ultimate drain on the C

ACTIVITY

During fiscal year 1980, the Corporation took financial acti
depositors in nine associations. The 2,860 deposito fnvolved
balances of $B06.8 million. In six of these cases all ¢
in full through financial assistance agreements. These eements permitted t
merger and/or purchase of threatened institutions by sound o . he other three
cases were resolved through purchase and assumption transactions.

The future projected insurance protection activity of the Corporation in
today's climate is difficult to predict. Clearly, it will be invol from time-
to-time in preventing the failure of certain institutions whose mortgage loan
portfolios have been adversely affected by the changing economic conditions.

The continued increase in the growth and level of activity of the savings and
loan business reflects ftself in the worklo The aggregate assets of
institutions, and the problems associated with a changing ustry, all
to maintain a high level. Insured membership decreased during fiscal 1980 b
reaching 4,019. Their assets on the same date aggregated $598.1 hillion, an
increase of $38.7 billion or 6.9%. They are expected to reach $726.7 billion
by September 30, 1982, an increase of $128.6 bil) or 21.5% in the 24-nonth
period. Potential liability increased from $429.6 billion at September 3f
$482.5 billion at September 30, 1980, an increase of %52.9 billion or 12

BUDGET SUMMARY

The 1882 estimates of administrative expens of the Federal Savings and
Insurance Corporation, the revised estim: the cur fiscal year, and
actual expenses for fiscal 0 2 urm e following table:




300

Federal Home Loan Bank Board
Federal Savings and Loan Insurance Corporation

1981
{ “Budget Current 1982 Increase or
Description ctual Estimate Estimate Estimate Decrease (-)
PosSitions.essesuss 20 20
Work-Years....uau 1 20 20

Personnel Compensation. 52 €623,000 $662,000 678 $16,000
Personnel Benefits..... 5,3 58,000 56,500 ) 000

Total Personal Services
and BenefitScsassass 681,000 718,500 736,500 18,000

Contractual Services

and Supplies. 431,000 329,500 289,500 000
Acquisition of

Capital AssetSeesesss 7 3,000 2,000 4,000 2,000

Total Gross Expenses... 837,343 1,115,000 1,050,000 1,030,000 -20,000

Estimated SavingSesssss 127,657 v wl)= ==
Proposed Supplementals

due to Increased Pay

COStSsevennes 0= { -59,000

Actual, Authorization,
and Estimatescesssass 965,000 1,115,000 1,000,000

As indicated the fiscal year 1981 budget estimate of $1,115,000 was reduced
$115,000 by the Congress, some of which was appli compensation and some to
contractual services and supplies. We are requesting a 1981 supplemental of
$50,000 to cover increased compensation and benefit costs resulting fron the
9.1% October 1980 general pay increase.

The 1982 estimate reflects no change in total authorized positions; 1t does
show a net decrease in funds of $20,000 from Lhe estimate for the current
fiscal year. The net decrease by category of expense, is shown below.

Item

Personnel Compensation...

Personel Benefits......

Travel and Transportation of Persons....
Transportation of ThingS.eeesssesases
Rent, Cormunications, and Utilities..
Other Services....

Supplies and Materials

Acquisition of Captial AssetS.....

fin the following pane is a more detailed compara ymmary of expenses
followed by an explanation a ustificatton of
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PERSONNEL COMPENSATION

1981
1980 Budget Current 1982 Increase or
Actual Estimate Estimate Estimate Decrease (-)

PositionS.scesesnncananns 20 20 20 20 -0~
Mork=-Years.cseensevnssann <0-

17 20 20 20
Net-Salary...csssssssese. $520,832  $623,000 $662,000 $678,000 $16,000

The 1982 estimate of $678,000 provides for the insurance activities to be
continued at approximately the same level as 1981. The increase of $16,000 covers
cost of within-grade increases, annualization of the 1980 pay raise, and other
pay adjustments.

PERSONNEL BENEFITS
1981

1980 Budget Turrent 1982 Increase or
Actual Estimate Estimate Estimate Decrease (-)

HERTER vsasansinssaias $ 7,185 $10,500 $ 9,000 $10,000 $1,000
Life Insurance.sessses 1,522 3,000 2,000 2,000 -0-
Retirement...cocoueuss 34,876 44,000 45,000 46,000 1,000
Social Security Taxes

{FICA)sasssanninansa 1,773 500 500 500

Totaleeesvonannnses 45,356 58,000 56,500 58,500

HEALTH BENEFITS

The 1982 estimate of $10,000 provides for the Corporation's (Employer) share
of the cost of the Federal Employees' Health Benefits Act of 1959 (Public Law 86-
382).

LIFE INSURANCE

The 1982 estimate of $2,000 represents the Corporation's (Employer) portion
of the premiums payable under the Federal Employees' Group Life Insurance Act of
1954; it i1s based upon the number of employees expected to be on the payroll in
fiscal 1982,

RETIREMENT

The 1982 estimate of $46,000 provides for the Corporation's (Employer) share
of mandatory contributions to the Civil Service Retirement and Disability Fund
pursuant to Section 102(A) of Public Law 91-93, approved October 20, 1969; it is
at the rate of 7% of employees' basic salaries. The figure is based upon the number
of employees expected to be on the payroll in fiscal 1982,

SOCTAL SECURITY TAXES

The 1982 estimate of $500 provides for the payment of the Corporation's
(Employer) share of contributions under the Federal Insurance Contribution Act.
Payment is made for all employees who do not contribute to the Civil Service
Retirement and Disability Fund,
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TRAVEL AND TRANSPORTATION OF PERSONS

1981
1980 Budget Current 1982 Increase or
Actual Estimate Estimate Estimate Decrease (-)

$36,861 $28,000 $28,000 $30,000 $2,000

The estimate provides for attendance at conferences of savings and loan
leagues, meeting with State savings and loan supervisors, directors, and officers
of the Federal Home Loan Banks, and savings and loan associations. There is a
continuing need to acquaint these groups as well as the savings public with more
and better information about insurance coverage. The estimate will provide the
Director and his top supervisors with sufficient travel funds to discharge this
responsibility. The increase of %2,000 over the current year provides for increased
transportation costs in 1982.

TRANSPORTATION OF THINGS

1981
1980 Budget Current 198 Increase or
Actual Estimate Estimate Estimate Decrease (-)

82,973 $-0- $2,000 $2,000 £-0-

This iten provides for the cost of shipment of supplies and equipment to
and from the Corporation.

RENT, COMMUNICATIONS, AND UTILITIES

1981 —
1980 Budget Current 1982 Increase or
Actual Estimate Estimate Estimate Decrease (-)

Rent and Utilities:
Office Space $124,812 $113,000 $125,000 $125,000 S -0-
Equipment.cscssssnnesse -134 5,000 5,000 5,000 -0-

Sub-totaleceisecseras 118,000 130,000

»

Communications:
Fixed Te epﬁcnn
ChargesS.ssacssscsnss 5456 D 10,000 11,000
Long Distance Calls... 9 2,000 23,000 28,000
Teletype and
TelgramSeisesasnnune ( 00 1,000 1,000
POSLA0RG s R s imsions ,000 500 4,000 5,000
SUBD-LOtA) sassuvasnns 27,593 5, 5 38,000 5,000

CRAND-TOTAL...uvuans r 157 .50 168,000 175,000

RENT AND UTILITIES

The 1981 and 1982 estimates of $125,000 for office space provides for R,058
square feet of office space in the new Federal Horme Lnan Bank Board Building
at an averaqe cost of $£15.50 per square foot.

14-315 O—B1—20
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RENT AND UTILITIES (cont'd)

Equipment rental costs of $5,000 provides for the rental of copying equipment
used by the Corporation.

COMMUNICATIONS

The 1982 estimate shows an increase of $7,000 over the current year estimate
primarily attributable to higher telephone (FTS) rates in 1982 furnished to us
by GSA.

PRINTING AND REPRODUCTION

1981
1980 Budget Current 1982 Increase or
Actual Estimate Estimate Estimate Decrease (-)

$1,854 $1,000 $1,000 $1,000 $-0-

The 1982 estimate of $1,000 provides for the cost of contractual printing and
reproduct fon.

OTHER SERVICES

1980 : 3 Current 1982 Increase or
Actual Estimate Estimate Estimate Decrease (-)

Special StudieS....cveses.. 329,615 $175,000 $ 72,000 $ -0- $-72,000
Fidelity Bondescesesensess 2,027 3,000 2,000 2,000 -0-
Repairs to Furniture,

Fixtures, and Equipment. -0- 1,000 500 500 -0~
Training Program.....sssss 10,657 10,000 10,000 12,000 2,000
Portfolio Mgmt Services... 13,066 20,000 20,000 40,000 20,000
Health Program.... -0- 3,000 2,000 2,000 -0-
GAD AUditussnsnsesenssness 18,720 25,000 18,000 18,000 -0-
Security Investigations... 0 1,000 1,000 1,000 -0-
Othersesesssavesrassossonas -0- 1,500 1,000 1,000 -0-

Tota).ceeesoses 74,085 239,500 126,500 16,500 50,000

SUPPLIES AND MATERIALS

1981
1980 Hudget Current 1982 Increase
Actual Estimate Estimate Estimate Decrease

$3,041 $5,000 $4,000 $5,000 $1,000

The estimate provides for the cost of office supplies, books, binders, and
expendable equipment.
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1980 Current 1982 Increase or
Actual Estimate Estimate Decrease (-)
$70 $3,000 $2,000 $4,000 2,000

Provision is made in this item for non-capitalized items of furniture,

fixtures, and equipment.

HORIZATION LANGUAGE

Except for the change in the limitation amount for 1982, there are no
differences between the current language and that proposed for 1982.
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PERSONAL SERVICES DATA BY ORGANIZATIONAL UNIT - FISCAL YEAR 1982

FEDERAL HOME LOAN BANK BOARD

CHAIRMAN

1/

OFFICE OF FSLIC

GS_GRADE TITLE

=
o

AMOUNT

SES Director
SES Deputy Director
15 &
14
12
9
B
7
6
5 -
TOTAL POSITIONS - ANNUAL SALARY
TOTAL WORKYEARS - TOTAL SALARY

$ 50,112
50,112
197,853
132,543
32,339
42,130
19,070
56,711
30,080
27,396
638,346

«B 678,000

’-‘M1
= [SESEREER SR

f— Adsinistrative Direction and Coordinacion

3]/ = === substancive Responsibilicies
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FEDERAL HOME LOAM MORTGAGE CORPORATION

STATEMENT OF

FOR THE 12 MONT EN

|4

INCOME AND RETAINED EARNINGS

MBER 30, 1979

9/30/80 9/30/79
INCOME
Interest and Discounts on
Mortgage Loans $430,462 $310,017
Interest on Investments 34,528 39,792
Other Income 4,906 3,967
Total Income 469,896 353,776
EXPENSES
Interest on Borrowings
and Related Costs 390, 185 281,589
Provision for Uninsured
Principal 23,179 18,124
Administrative Expenses 25,148 17,321
Total Expenses 438,512 317,034
NET INCOME 31,384 36,742
RETAINED EARNINGS, BEGINNING
OF YEAR 30,808 19,066
TRANSFER TO CAPITAL IN EXCESS
OF PAR VALUE == =T
DIVIDENDS PAID (50,000) (25,000)
RETAINED EARMINGS, END OF YEAR 12,192

30,808




FEBRUARY 5, 1981.
NATIONAL CREDIT UNION ADMINISTRATION
WITNESSES

LAWRENCE CONNELL, CHAIRMAN, NATIONAL CREDIT UNION ADMINIS-
TRATION

LEONARD LAPIDUS, PRESIDENT, CENTRAL LIQUIDITY FACILITY
JOHN SANDER, BUDGET OFFICER, NATIONAL CREDIT UNION ADMINIS-
TRATION

Mr. SaBo. The Committee will come to order. We are pleased to
have you and your people before us again this year, and we appre-
ciate your comments. Welcome.

GENERAL STATEMENT

Mr. ConNELL. Thank you, Mr. Chairman, Members of the Sub-
committee.

The CLF, as you know, is modeled on the Federal Reserve dis-
count window to be strictly a liquidity lender with no authority to
lend to credit unions to expand their portfolios. It was established
as a government corporation capitalized on a voluntary basis by
those credit unions recognizing their need for a “lender of last
resort.”’ Thus, for the Facility to be successful in meeting its statu-
tory purpose, it had to gain the confidence of the credit union
community, and it had to be operated efficiently enough to provide
a 1reasona le rate of return for the credit unions’ committed capi-
tal.

In fact, the facility was successful in both respects. The CLF
opened for business on October 1, 1979, and by the end of fiscal
year 1980, the facility was serving some 6,300 credit unions, 29
percent of all credit unions, representing 55 percent of the assets of
all credit unions. Credit unions had committed 372 million of paid-
in capital and the facility had outstanding at the end of the fiscal
{ear over $85 million in loans. (At the end of the calendar year the
oan portfolio had grown to $93 million.)

During the course of the year the facility granted 78 short-term
adjustment credit advances amounting to about $115 million, and
eight protracted adjustment credit advances amounting to about
$85 million. The short term advances, made largely in the last
calendar quarter of 1979 and in April 1980, helped many credit
unions through the difficult periods of disintermediation that oc-
curred during those months. All of those loans were repaid and at
the end of the fiscal year, the facility’s loan portfolio was predomi-
nantly for protracted adjustment purposes. The protracted adjust-
ment credit advances were made to credit unions, otherwise cre-
ditworthy, which faced capital losses or severe earnings problems
in having to sell or carry low yield, long term Federal agency

(311)
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securities in a high interest rate environment. The program was
coordinated with the National Credit Union Share Insurance Fund
and has been instrumental in maintaining the viabilty of funda-
mentally sound credit unions which need an extended period of
time to get back on their feet.

The CLF earned $3,200,000 in fiscal year 1980, equivalent to 10.1
percent on paid-in capital, and paid out $2,900,000 in dividends.
The CLF paid dividends of ten percent in the first two quarters of
the fiscal year and nine percent in the last two quarters (and ten
percent for the quarter ended on December 31, 1980). The good first
year earnings came about not only as a result of the lending
activity and attractive yields on CLF investments, but also reflect-
ed firm management control of administrative expenses. Although
the facility was originally allocated 20 positions, only 13 had been
filled through the end of September. Additional positions will be
filled only as membership and loan volume warrant. The NCUA
Board also decided that despite statutory authority under the De-
pository Institution Deregulation and Monetary Control Act of
1980, the CLF would not act as a pass-through correspondent for
monetary reserves. The Board wishes to avoid increased CLF costs
and was also convinced that the private sector could handle such
tasks efficiently as far as we can see at this point. We do not want
to build a kingdom for the sake of building a kingdom. I think that
demonstrates it.

In the current fiscal year the CLF expects to expand its member-
ship and loan services and to improve its earnings. CLF’s target for
membership is 75 percent of credit union assets by the end of fiscal
year 1983. This increase in membership will broaden CLF’s service
by one-third, increasing potential loan demand. In addition, during
fiscal year 1981 and fiscal year 1982 agent members are likely to
become more active in making CLF qualified loans. Finally, CLF
plans to develop further its protracted adjustment credit program
and to initiate a seasonal loan program. In fiscal year 1982 as a
result of expanded membership and loan development programs,
CLF expects that its loan outstandings will rise to $600 million,
$300 million in short term and seasonal credit and $300 million in
protracted adjustment credit.

The CLF has funded the loan demand of its members through
the Federal Financing Bank (FFB). Because CLF was a new entity
without a record of successful operation, access to the FFB was of
significant importance in fulfilling its mission. However, it was
always an objective of the NCUA to end one day the reliance of the
CLF on public funds. We hope in fiscal year 1982 to begin to
borrow in private markets as a first step toward establishing CLF
as privately capitalized for its debt as well as for its equity.

I would be pleased to answer any questions you, Mr. Chairman,
or other Members of the Subcommittee may have.

Mr. SaBo. Thank you, Mr. Connell.

DEREGULATION

The general move toward deregulation is creating greater compe-
tition among financial institutions—banks, savings and loan associ-
ations, and credit unions. What is the future for credit unions?
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Mr. ConneLL. The key to success for a credit union is to empha-
size its basic cooperative principle, which is personal service to
members. By the time the Depository Institutions Deregulation
Committee does its business, everybody will be able to pay the
same rates, by law, on deposits. All institutions will be able to offer
similar consumer services so the distinguishing feature will be how
well the services are rendered.

I think that personal attention will be a factor. For example,
when there are excesses in earnings, by returning it to the borrow-
ers in the form of an interest refund, this type of attention will
provide the features that will cause credit unions to prosper.

Mr. GreeN. There is a wide variety in the level of sophistication
of management. Some credit union managements are very capable
and can hold their own with anyone. Others are amateur, part-
time operations. What will happen to the smaller, less sophisticat-
ed credit unions in the environment the Chairman has described?

Mr. ConNELL. They can continue with simple services, not offer-
ing the broad range of services but offering the small loan that the
factory or city worker needs to get by until payday in order to
handle an emergency situation or personal matter.

We have credit unions ranging in size from $50,000 to almost
$800 million. We will have some attrition and then the difficulty
will be in moving from one level to another.

We expect to have a large number of liquidations, and mergers. I
believe that broader authority in this area as proposed in the
Emergency Banking Act is going to be very important.

What is of the most concern to us in the years ahead is the
structural obsolescence of plants in this country. This will mean
that factories will close down. When that happens, the CU is in
real jeopardy. So we have very real concerns. We have published
for our staff and other interested persons a long-range plan which
deals with the credit union environment and NCUA’s mission,
goals, and objectives. If you would like a copy we will be pleased to
provide it.

Mr. SaBo. To what degree are you involved in giving advice to
the small, less sophisticated credit union which may think it has
more of an obligation to its members who want to borrow than to
its members who deposit?

Mr. ConneLL. We are continually in that function as examiners
go from one to another. Of course, in our statements, we have to be
careful not to substitute our judgment but be sure as cooperatives,
they balance that.

One of the greatest disciplines in this is the membership itself. If
they feel the loan policies are not as good as they would like, we
try to encourage them to run for the Board of Directors and change
then, if necessary. So, the first line is the membership itself. They
should be making those choices and it should be balanced on co-
operative principles.

If the CU has a high proportion of retired persons, they are
interested in the savings aspect, more so than the younger popula-
tion. It swings back and forth.

Mr. SaBo. Are you still guided by the 15 percent interest rate
ceiling?
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Mr. ConNELL. The law provides 15 percent, but we can raise it.
The Board did raise it to 21 percent during the height of the
interest rate escalation a few months ago. We found that very few
CU’s are actually charging 21 percent, a miniscule proportion.
Most are under 18, usually between 15 and 18. That was a very
difficult and controversial decision. We made it but we think it is
defensible.

PRESIDENTIAL BUDGET LIMITATIONS

Mr. SaBo. Is the CLF affected by the Administration’s hiring
freeze and reductions in travel, consultants or equipment?

Mr. ConnNELL. We are affected by the hiring freeze, reductions in
the travel area and the freeze on equipment. We are not affected
by the consulting cost reduction.

Mr. SaBo. You want to make sure none of your 13 quit?

Mr. ConNELL. That is a particular problem to us.

Mr. SaBo. The new Administration has indicated that it will be
reducing the 1982 budget requests for some agencies. I realize that
Congress does not appropriate funds for the CLF, rather it limits
the use of funds. Still, does the CLF have any reason to believe
that its 1982 budget request will be changed?

Mr. ConNELL. We have not had any communications to us saying
that it will. We would argue that we would hope there would be
some recognition that an agency whose responsibilties have grown
and whose industry has grown, should be given some consideration
in that area. We are very much concerned. We have had four
hiring freezes in four years.

CLF MEMBERSHIP

Mr. SaBo. On page two of your statement you indicated that
CLF’s target for membership is 756 percent of credit union assets by
the end of fiscal year 1983. The facility was serving some 6,300
credit unions (29 percent of all credit unions) representing 55 per-
cent of the assets of all credit unions at the end of fiscal 1980. How
many credit unions would be involved in the 75 percent figure?

Mr. CoNNELL. It would be a greater proportion of numbers than
right now.

Mr. Larmus. My guess would be 12,000. What happens is the
larger CU’s, those with a more sophisticated clientele and therefore
those more likely to experience liquidity problems, came in first.
So, we expect that further growth in membership will pick up
many more smaller credit unions; I would guess about 12,000 from
a total of 22,000.

Mr. SaBo. Why set a target at 75 percent of the assets of all
credit unions? Why not 90 percent or 60 percent?

Mr. ConNELL. I think that was a breaking point when the Feder-
al Reserve expressed concern in terms of having access to a good
proportion. We felt at that time, 12,000,

We had a very tragic occurrence in the Chicago area. A very
well-run CU which had not had a delinquent loan since 1934,
because it was well-run and had good people who saved and paid
their loans on time.
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The plant closed. The credit union had a short run on shares and
they did not belong to the CLF. Because of the liquidity need there
was not enough time to convert to a community CU and we could
not get a merger. So, we closed it up and liquidated it. It was very
sad. I wish we could have assisted instead.

The numbers of credit unions that are liquidatinﬁ are really up
there. We have a continuous education job on the CLF to do.
Again, because of the problem in the heavy industry area, I feel we
have to make headway there if we are to have stable credit unions
particularly throughout the midwest.

ADMINISTRATIVE EXPENSES

Mr. SaBo. Last year, CLF estimated needin’% only $1,300,000 of its
1980 administrative expense limitation of $1, 56.06’0. Page 11 of the
justification indicates that administrative expenses totalled
$721,000 in 1980. I am not advocating that money be spent unnec-
essarily, but what happened to your 1980 estimate?

Mr. ConNELL. The estimate for 1980 was developed almost a year
and a half earlier. We expected greater volume.

Mr. SANDER. There is a little bit of misunderstanding as to the
numbers in here. On page 11 are the corporate records of the CLF.
Page 15 will indicate the proper comparison if you were to compare
the total expenditures or obligations covered by the limitation. It
comes up to §1,500,000 through the supplies and materials line;
$1,500,000 versus the overall limitation of $1,756,000.

The reason that differs is because of the organizational expenses
which are amortized over a period of five years.

Mr. SaBo. So, we cannot commend you for saving this money?

Mr. SANDER. We saved $250,000.

Mr. SaBo. How accurate is the 1981 administrative expense esti-
mate of $1,936,000?

Mr. SanpEr. We will come in approximately $300,000 to $400,000
under the limitation. Those estimates were developed nearly 18
months ago. We will come in under in almost all categories.

Mr. ConnNeLL. We have to pay a market dividend and even
though we have appropriation authority to spend, if we spent that
monef and only declared a dividend of six percent, we would have
trouble with membership. We could have elected to be a pass
through for reserves. However, it would cost so much we weren't
interested. We just felt it was not cost effective.

Mr. SaBo. The object classifications for “travel and transporta-
tion of things,” “rent, communications and utilities,” “printing and
reproduction” and “supplies” increase in 1981 over 1980 but fall in
1982. What causes this rise and fall in the aforementioned object
classifications?

Mr. CoNNELL. In the area of rent, communications and utilities,
we estimated $248,000. We are actually going to spend approxi-
mately $90,000. We spent $86,000 the year before and the projec-
tion for fiscal year 1982 is $98,000.

Mr. SANDER. If you were to take the actual that we anticipate for
1981 and compare those numbers to the fiscal year 1982 projec-
tions, then there would not be the disparity that presently exists.
We will come in below the fiscal year 1981 limitation by three to
four hundred thousand.
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For instance in the rent, communications and utilities area, we
estimate we will spend $90,000 compared to the projection of
$98,000 for fiscal year 1982. Also, we expect to spend $39,000 for
printing in fiscal year 1981 compared to $42,000 in fiscal year 1982.
The printing estimate was derived when we had no anticipation at
the time how many CU’s would join CLF directly. We planned to
print manuals for about six or seven thousand CU’s. Actual mem-
bership however turned out to be through the agents thereby re-
ducing the number of publications necessary.

Mr. Laripus. Let me make a general statement: Those estimates
were made before CLF opened its doors for business. We have a
loan processing system that we were going to make available to
agent corporate CU’s and pay for processing and storage costs.
Instead, we negotiated with the industry people to accept the data,
with some modification, from their data processing system, so the
dispersion of this network was not necessary.

Mr. SaBo. The reason you are asking for less in 1982 is because
you will spend less in 1981.

Do you expect the $1,641,000 is a little high?

Mr. Lapmus. It is high in at least one regard. Personal expense
and benefits reflect the number of positions that were allocated.
But in fact, we have an internal staffing control to maintain the
number of positions we have now unless we need to fill more
positions. So, we will probably save $100,000 or more in that area.
Unless we get a change in the loan volume or the character of our
business, we will not have to expand.

Mr. SaBo. Your estimate anticipates 19 positions and you only
have 13 filled?

Mr. SANDER. Yes, we will not have to come in for a supplemental
in fiscal year 1982 for comparability increases, since some of the
money available from vacant positions, will be used to offset the
additional expense.

Mr. SAaBo. Are you planning to expand the number of positions?

Mr. ConnNELL. If we have the sudden turn in the economy and
there was credit stringency and people started calling in for loans,
then we would have to gear-up as quickly as we can. Much of this
depends on the economy; at the same time our outstanding loans
depend on the economy, also.

BORROWING AUTHORITY

Mr. SaBo. In 1980, your limitation on borrowing authority was
$300,000,000. The 1982 limitation on borrowing authority request is
the same as the 1981 request. How much borrowing actually took
place in 19807

Mr. Laribus. At the end of fiscal year 1980, $85,000,000.

Mr. ConNELL. We were up to $115,000,000.

Mr. Laprbus. No, those were gross extensions. The most we had
outstanding was $85,000,000. Right now it is approximately
$90,000,000.

Mr. SaBo. Why was it so substantially less than the $300,000,000?

Mr. Laripus. Well, partly because the credit unions were able, in
general, as an industry, to negotiate the problems of tight money
and disintermediation in fiscal 1980.
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In October and November 1979, when the Federal Reserve
changed its method of operation, there was a very sharp require-
ment for funds. We opened for business on October first, and were
lending money in October, November, and December. That is when
we put out most of the $115,000,000 in short-term credit.

e credit unions became very careful after that. Lending was
cut off in most CU’s. The result, since their loan portfolio ias a
maturity of about 20 months, they run to cash at about five per-
cent a month. So, by January they managed pretty well. They pay
dividends at the enc{ of December. No one expected interest rates to
rise but they did. Then we had another short term period of bor-
rowing in April. When rates rose again, after June, which would
normally have led to another crisis, by that time, lending had been
turned off for a period of eight to nine months. The credit unions
were heavy with cash and were effectively able to handle any loans
or outflows.

Mr. CoNNELL. By that time, the automobile loans had fallen off
considerably. For those reasons, the liquidity is good right now and
from that standpoint, we do not have any problem, today.

Mr. SaBo. During last year’s hearing there was some mention of
the potential of additional lending authority in 1980, fortunately,
that was not needed. Do you assume the $600,000,000, cumulative
borrowing authority for 1982 is sufficient?

Mr. ConNNELL. Yes, barring some terrible adversity. Last year,
had the usury law not been lifted and the share draft legislation
not been enacted, we would have had a difficult time. Fortunately,
things worked out.

Mr. SaBo. Has any action been taken to reduce the need for CLF
borrowing authority—like increasing the liquidity reserve require-
ment?

Mr. ConnELL. When we were preparing for the opening of the
CLF, we put into place a requirement for the very purpose of
making sure that they would not all be at the window on October
first when we had a $300,000,000 authorization. We do not have
anything further at this time. If we had to, we would. We would
not hestitate to use our regulatory process to supplement the
window. I think it is best to recognize this is a regulatory tool as
much as it is a financial assistance vehicle and both have to be
used together. It would be a matter of judgment on the overall
viability and impact on CU’s at the time.

CREDIT LIMITATION

Mr. SaBo. Last year, Mr. Connell, you indicated some reserva-
tions about the $4,400,000,000 loan limitation. How is the limita-
tion working out? I realize you only have four months exgerience
with the loan limitation. I;o you still believe the “cap” is not
sensible? If so, should it be deleted from the appropriation lan-
gauge? Explain.

Mr. ConNELL. We have not been constrained by it at all. That
formula is essentially $600,000,000 multiplied by a 40-day turnover
formula. It does not make any sense to me. I have not igured out
why that limitation was in there.

Mr. SaBo. My next question was going to be, do you think it is
sensible?
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Mr. CoNNELL, I am not sure it is that worthwhile. I presume it
had something to do with other agencies’ entry into the market. I
do not, quite frankly, understand the purpose it serves. I just do
not know.

Mr. Lapripus. Just to expand on that: our extensions of credit at
any one time are absolutely limited by the borrowing authority
plus our capital. We cannot lend more than that. To put on top of
that a limit on gross extensions has an effect only on the turnover
we are allowed to have. That is, if you lend a dollar for 365 days in
one loan then it is an extension of one dollar. If you turn that loan
over every day, then it becomes $365 of gross extensions. The fact
of the matter is in each case the outstanding over the whole period
is one dollar. So, it does not make any sense to have gross exten-
sions control if there is a borrowing limitation controlling the total
you can have outstanding at any one time.

Mr. Saso. The table on page 12 of the justification shows estimat-
ed gross obligations in 1982 of $3,650,000,000. Why are you request-
ing a 1982 loan limitation of $4,400,000,000?

I take it you prefer to have none?

Mr. ConNELL. We prefer to have none.

Mr. Saso. If there is one, is that a reasonable one?

Mr. CoNNELL. Yes.

EMERGENCY BORROWING

Mr. SaBo. On page five of the justification there is mention of
the authorization for a $500,000,000 appropriation for an emergen-
cy line of credit. I realize you are not requesting the $500,000,000
at this time. Notwithstanding, how beneficial would it be to the
CLF to have the $500,000,000 appropriation? Explain who would
benefit and how.

Mr. ConNELL. The principle for having that standby appropri-
ation is to enable us to go to the private market and to leave the
protection of the Federal Financing Bank. The underwriters usual-
ly require the new government agency to have Treasury backup
authority for the first several years. Since we only have a year or
two of experience, we do not have the experience that the under-
writers would require. That is the reason for it.

Mr. SaBo. Mr. Green.

FEDERAL FINANCING BANK

Mr. GreeN. It is no secret that the new Administration is con-
cerned about the activities of the Federal Financing Bank. What
kind of timetable do you project for entering the public credit
garll:sts so you will not be dependent on the Federal Financing

ank?

Mr. ConNELL. What the investment house would look for would
be a predictability of behavior. They would look for security. If you
do not have a pattern of borrowing where they do not see borrow-
ing in June and paying off in August and they can go to their
underwriter and say this has been the pattern for X number of
years, if they do not have that—they need security. The best secu-
rity is a back-up line with Treasury in case something should
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happen and they did not perform. This has been the usual practice
over the years.

Then when you establish the pattern of going to the market and
they understand it and feel comfortable with it, then they do not
require it.

Mr. GreEN. You are saying, that for the next several years you
need a back-up line with Treasury until you are able to establish
that seasonal pattern?

Mr. ConnELL. Right.

Mr. Saso. The Central Liquidity Facility charges a lower interest
rate on protracted credit. Is that correct?

Mr. CoNNELL. Yes.

Mr. SaBo. What would be the difference on interest rates be-
tween protracted and short-term or seasonal credit?

Mr. ConneLL. Currently, around 17% percent on short term.

Mr. Larious. Probably around 14 for protracted credit.

Mr. ConnELL. The difference being we tie the protracted credit to
the four-year Treasury security. The short-term credit, we raise so
that we will not undercut the private sector. We could undercut
the corporate central, but then we would not be acting as a back-
up, we would be acting as a substitute. So we price it slightly above
so the credit unions have to come to us last as a lender of last
resort.

Mr. SaBo. Do other Members have any further questions?

Mr. GReeN. No questions.

Mr. SaBo. Mrs. Boggs?

Mrs. Bocas. No questions.

Mr. Sapo. Thank you very much. We will place the Credit
Union’s budget justification in the record at this time.

[The justification follows:)

[The revised justification begins on page 341.]

74-316 0O—81—21
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unions were served by the 12 corporate credit unions affiliated with the
CLF as Agent members,

Member borrowings outstanding at calendar year-end 1980 totalled $§93
million, with an additional $13 million in protracted loans approved and
expected to be disbursed in February 198l. Total assets amounted to just
over $170 million, with paid in capital of nearly $75 million.

Facility earnings over the first five quarters totalled approximately
$4.9 million. Earnings were limited over much of this period because of
limited loan demand (caused by the economic slowdown, high interest rates,
and the general increase in credit union liquidity) in combination with
the fact that a large share of the loan demand that did materialize was for
protracted assistance on which CLF earns a very small spread, * Nevertheless,
the Facility declared four quarterly dividends 10%, 10%, 9% and 9%, with the
fifcth quarter dividend expected to be 10%.

The Facility's good dividend record was due, in part, to high yields
on CLF investments. Alsc contributing to the good dividend record was
management's tight control on administrative expenditures, Although the
Facility was originally allocated 20 positions, only 13 had been filled
through December 31, 1980; additional positions will be filled only as mem-
bership and loan volume warrant. Also, cost increases were avoided because
the NCUA Board decided that despite statutory authority, the CLF would not
act as a pass-through correspondent for the collection of credit union
reserves under the Monetary Control Act due to the costs involved and the
Board's determination that this function can be handled more efficliently
by the private sector.

In FY 1982, loan demand, in general, and particularly demand for
short-term adjustment credit, will depend on economic conditions. The
prospect of a 1982 economy slowed by continued inflation and high interest
rates suggests that credit unions will likely continue to be faced with
liquidity pressures. Several factors indicate increased demand over that
of FY 1980 for CLF assistance:

1. By FY 1982, CLF membership should increase substan-
tially, particularly if liquidity pressures continue. The
membership program undertaken in FY 1981 will result in
increased membership, and the prospects appear good that
CLF will achieve its goal of representing 75% of the
assets of the industry. This would mean nearly a 50%
increase over the amount of assets represented at year-
end 1980,

* This is because protracted credit is generally not available to credit
unions through the private sector. Therefore, as a matter of policy, the
spread is not as large on protracted credit as on other forms of CLF credit
where the CLF rate is set above market rates to encourage the use of tradi-
tional private sources of credit consistent with the CLF's role as a lender
of last resort.
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2, Development and implementation of a seasonal lending
program, scheduled to be undertaken in FY 1981, will
result in increased loan demand.

3. Earnings pressures arising from investments in low-
yielding, long-term Government securities in the mid 1970's
will continue to surface if interest rates remain above the
levels of early 1973, as seems certain. These problems be-
Ban to appear in late 1979, but will be more prevalent the
longer interest rate pressures continue. Demand for pro-
tracted adjustment credit will be stimulated by these
conditions.

4. The effects of the recession have not yet been felt.
Typically, the effects of a recession lag rather than appear
simultaneously with the recession, and it can be expected
that the problems associated with the present recession

will begin manifesting themselves in FY 1981 and carry into
FY 1982,

5. With the recovery of the economy from the 1980 recession,
loan demand at natural person credit unions will revive and
credit union liquidity will decline. By the middle of FY
1982, the credit union community may become once more vulner-
able to liquidity pressures beyond the capacity of their own
liquid resources.

6. The enactment of the Depository Institutions Deregula~
tion Act of 1980 has ushered in an era of unprecedented
competition. Commercial banks, thrift institutions and
credit unions are offering the same or similar services in
the consumer financial markets and with the phase-out of
Regulation Q, credit unions will not be sheltered from rate
competition, as they were in the past. This sharpened com-
petition will inevitably result in greater distress among
the competitors, especially among credit unions which have
had to surrender competitive advantages. In FY 1982 and
increasingly through the decade, as the market adjusts to
the heightened competition, credit unions under stress

will need short-term adjustment and protracted adjustment
credit.

Thus, it is anticipated that demand for loans from CLF in FY 1982 will
increase significantly over that of FY 1980, Expectations are that short-
term and seasonal borrowing will range as high as $300 million in FY 1982,
and that an additional $300 million will be needed to accommodate credit
unions' needs for long-term emergency assistance. Thus, the total re-
quested borrowing authority for FY 1982 is $600 million, the same as was
approved for FY 1981,




5

The statute provides for a $500 million emergency line of credit from
Treasury, Lif appropriated; no request for an appropriation has been made.
Nenetheless, the difficulty of predicting liquidity needs and the need to
provide funds very quickly to credit unions when emergencies arise suggest
that consideration for such an appropriation should not be abandoned. In the
event that credit unions should face a generalized abrupt liquidity emergency
of the kind that developed in FY 1980, a supplemental budget authorization
might not be timely.

Appropriation of the emergency line of credit would serve another
important function in addition to enabling the Facility to meet its responsi-
bilities in the event of an economic crisis. In FY 1982, the Facility intends
to begin financing its activities in the private markets and begin to end its
dependence on public funding through the Federal Pinancing Bank. By FY 1982,
the Facility will have been in operation for two years and will have estab-
lished an earnings record on which its creditworthiness can be judged. The
amount and timing of its funding needs will be more predictable, enabling
the Facility to enter the market on a regular basis and establish a consis-
tent market presence. This will enhance the acceptability of the Facility's
debt issues, and will allow it to compete with other similar Agency issues
without the Facility's having to pay a premium price. The clear availability
of the $500 million draw on Treasury, particularly in CLF's first wventures in
the debt markets, would significantly enhance the marketability of CLF securi-
ties, and would reduce the price that CLF will pay for the funds it needs to
meet its public policy goals.
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Administrative Expenditures for FY '82

The emphasis for the FY 1982 administrative expenditure budget is
on continuation and maintenance of Present programs, membership, and
development of a program to finance CLF activities through the private
market. The major areas in which administrative expenditures will be
made include the following:

(1) Membership. In FY 1981, the CLF began a two-year program
aimed at increasing membership, with the goal of extending
CLF protection to 75% of the assets of the credit union
movement by the end of FY 1982, This program, which will
focus on corporate (for Agent membership) and large (over
$50 million in assets) credit unions, is expected to increase
paid-in cpaital to $100-5115 million. The program will
rely heavily on personal staff contacts with credit union
representatives, as well as the development and mailing of
promotional literature.

(2) Private Market Financing Program. For the first two years
of operations, the Facility will have financed the bulk of
its lending through the Federal Financing Bank. However,
in FY 1982, the Facility intends to begin to end its depend-
ence on public financing and begin funding its activities by
issuing its own debt securities in the private market.

This effort will involve developmental and marketing efforts by CLF
staff. Also, due to the complexities of this effort and the serious
problems that can arise if it is not handled properly, significant
expenditures for consultation with legal and financial experts are anti-
cipated. Once developed, the program may involve hiring an additional
staff person to manage an investment portfolio.

This program will accomplish two important goals: (1) the Facilicy
will end its dependence on public financing, and (2) funds raised from
the private sector will enable the Facility to establish an investment
portfolio to provide a source of earnings when loan demand is low; this
is important because CLF membership is voluntary and it is essential for
CLF to have earnings to pay dividends and maintain membership even when
loan demand is soft. CLF management recognizes that it is inappropriate
to use low interest public funds from the FFB to maintain an investment
portfolio even when the Facility is under Pressure to supplement earnings,
and private financing would eliminate this problem.

the CLF will implement its seasonal lending program. Unlike
other forms of CLF assistance, seasonal lending is to meet
liquidity needs which are recurring and predictable, and does
not involve emergency situations. Seasonal lending will provide
4 source of loan demand and CLF income even when demand for
emergency credit is low.

(3) Seasonal Loan Program. During FY 1981 and carrying into FY 1982,




Unlike emergency credit, seasonal credit requires preparatory
analytical work in establishing seasonal patterns several months in
advance of the need for funds, and establishment of lines of credit
which can be drawn down as the liquidity need arises and, thus, requires
different policies and procedures. It is anticipated chat these and
other differences will mean that development and implementation of
this program will require a large amount of staff time devoted to
training (itself and CLF Agents), promotional work, and administra-
tion of the program.

(4) Agent Training. Corporate credit unions affiliated with CLF
as Agent members act as loan officers in making CLF loans to
their member credit unions. The CLF provides training sessions
in its offices in Washington to assure that Agents are familiar
with CLF policies and procedures and administer the CLF lending
programs consistently and uniformly. In addition to the
need to keep present Agents informed of new or revised policies,
procedures, and programs, new Agent members and new staff of
present Agents must be trained. It is anticipated that the
CLF membership program will result in several new Agent members.
This, together with the advent of new programs such as the
seasonal lending program, mean that Agent training will be a
very important part of CLF activities through FY 1982,

NCUA Staff Support. Since CLF staff and operations are
relatively small at present, much of its support functioms
are carried out by other NCUA offices, and CLF reimburses
NCUA for time spent on CLF activities. This enables CLF to
maintain a small staff and still execute its responsibilities
in an efficient manner.

Support services provided by NCUA include internal audit, legal work,
economic research, personnel, procurement, examination of Agents, and
other similar administrative support.

(6) Continuation and Maintenance of Present Programs. CLF short-
term and protracted emergency credit programs will continue
in FY 1982. If loan demand picks up in FY 81-82 as is expected,
the CLF might have to hire additional staff to handle the
volume, although this will depend, to a large degree, on whether
most of the demand arises from Regular members or through Agents.
It is also anticipated that there will be a need to revise
current programs as more of the Facility's lending begins
originating through Agents. To date, the vast majority of CLF
lending has been direct to Regular members, and it is expected
that as experience is gained in lending through Agents, new
problems and needs will be encountered which will require
revisions in the CLF lending programs.
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Hational Credit Union Administration

Central Liquidity Facility

Explanation of Obligations by Object Class

Personnel Compensation $550,000. Represents the estimated salary costs for
19 permanent full-time employees on duty during FY 1982.

Personnel Benefits $60,000. 1Includes health benefits, government life
insurance, miscellaneous cash awards and change of station real estate
differential.

Travel and Transportation $90,000. Represents travel for CLF staff as

well as CLF Agents, state supervisors and state insurance corporations

involved with CLF development. Since CLF membership is voluntary, and

CLF coperations are centralized, a significant amount of promotional and
educational travel is anticipated.

Transportation of Things $27,000. The bulk of these funds represent
anticipated change-of-station expenses for new staff in the lending and
finance functions.

Communications, Utilities and Other Rent $98,000. Represents estimated
rental charges for space as well as computer terminals and EDP equipment
usage.

Printing and Reproduction $42,000. Represents costs primarily associated
with promotional/educational materials regarding loan, membership, and
financing programs. In addition to the above items, it will also include
basic forms, staff manuals and general circulars to members.

Other Services $763,000. Primarily represents costs associated with
consulting and data processing services for membership, loan and account=-
ing systems and corporate examination, Agent and NCUA reimbursement.

Supplies and Materials $11,000. Represents computer paper, visual aids,
educational supplies and miscellaneous supplies for CLF, Agents and sponsors
of training seminars.

Equipment $5,000. These funds represent office equipment.

Investments and Loans $3,760,000,000. This amount represents the cumulative
total of short-term seasonal and protracted credit provided eredit unions
during FY 1982. 1t also includes obligations for investments made during

FY 1982.

Interest and Dividends $72,771,000. These funds represent the cost of capital
(borrowings from the Federal Financing Bank) and dividends paid to members
of the Facility.
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NATIONAL CREDIT UNION ADMINISTRATION
Central Liquidity Facility
Income and Expense
(in thousand of dollars)

1980
Actual

Income:
Interest on Investments
Interest on Loans

Total Income 8,542 60,000
Expenses:

Administrative Expenses:
Personnel Compensation
Personnel Benefits
Travel and Transportation of
Travel and Transportation of
Rent Communications and Uti
Printing and Reproduction
Other Services
Supplies

Fersons

Total Administrative Expenses
Interest on Borrowing, from
Federal Financing Bank
Dividends on Stock Subscriptions

Sub Total

Total Expenses

Net Income
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Obligations Exempt from Limitation
Obligations Incurred, Gross 3 5 »208 ,000
Cumulative balance of direct

loans ocutstanding:
Outstanding start of year. 85,467
New loans: Disburse f

direct Loans 200,732 2,224,513

Recoveries: Repayments and
prepayments =115, 265 -2,010, 000

Outstanding, End of year 85,467 300,000
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NATIONAL CREDIT UNION ADMINISTRATION
Central Liquidicy Facilicy
Financing and Outlays
(in thousands of dollars)

1980
Actual
10.00 Total Program

Funded-Obligations 319,419

Financing:
Offsetting collections from:

Non-Federal sources:
Interest

Capi

Loan Repaym

Unobligated balance, start of year:

Authority to Borrow
Fund Balance

Unobligated balance available, end of year:

Authority to borrow 1,005,015
Fund Balance 78,167
Balance of Authority to Borrow Withdrawm —_—
Budget Authority (Authority to ———mey

Borrow, Public Law 95-630) I_EUH,UUD
Relation of Obligations to Outlays:

Obligations incurred, net 116,818
Obligated balance, start of year —
Obligated balance, end of year: ~26,894

Outlays 89,924

1981
Estimates

2,264,036

-60,000
- 7,000
-2,010, 000

-1,005,015
-78,167

88,517
1,005,015

197,386

187,036
26,894

-3,864

210,066

3,834,417

-81,000
=10, 000

-3,4

-88,517

105,050

309,550

293,417
3,864

_ 2,119

300, 000




NATIONAL CREDIT UNION ADMINISTRATION
Central Liquidity Facilicy
Object Classification
(in thousands of dollars)

1980 £ 1982

Actual mate Estimate

Personnel compensation:
Permanent positions

Total personnel compensation

Personnel benefits:
Civilian

Travel and transportation of persons

Transportation of things

Rent, Communications, and utilities

Printing and reproduction

Other services 565
Supplies and materials 120
Equipment 100

Investments and loans 310, 345 2,208,000

Interest and dividends 7,537 54,000

99.0 Total obligations 319,419 2,264,036
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APPENDIX B

National Credit Union Administration

Central Liquidity Facility

The National Credit Union Administration Central Liquidity Facility (the
“"Facility") was created by the National Credit Union Central Liquidity Facility
Act. (Public Law 95-630, Title XVIII, 12 USC 1795 et seq.). The Facility
is a mixed-ownership Covernment corporation within the Mational Credit Union
Adoinistration. 1t is managed by the National Credit Union Administratiom
Board and 1s owned by its member credit unions. The Facility became operational
on October 1, 1979.

The purpose of the Facility is to improve the general financial stability
of credit unions by meeting their liquidity needs and thereby encourage savings,
support consumer and mortgage lending, and provide basic financial resources to
all seg=ents of the economy. To accomplish this purpose, member credit unions
invest in the capital stock of the Facility, and the Facility uses the proceeds
of such investments and the proceeds of borrowed funds to meet the liquidity
needs of credit unions primarily serving natural persons. The Facility serves
mainly as a secondary source of liquidity after other sources of liquidity have
been utilized.

Meabership in the Facility is available to Federal and state-chartered
credit unions. There are two types of membership, Regular membership and Agent
meabership. A natural person credit union may become a Regular member or may
gain access to the Facility through an Agent member. When a central credit uedon
becomes an Agent member or part of a group which is an Agent member, all of its
meaber natural person credit unions gain access to the Facility through its
Agent pembership. An application for membership must include a subscription to
the capital stock of the Facility.

A Regular member may apply to the Facility for an extension of credit to
meet its liquidity necds. An Agent member may apply to the Facility for an
extension of credit to meet the liquidity needs of its member natural person
credit unions. The Facility may advance funds to meet such liquidity needs after
giving due consideration to creditworthiness.

The Facility may advance funds to meet three types of liquidity needs:

o Short-term adjustment credit (sometimes known as "short-term emergéncy
credit") available to assist in meeting temporary requirements for
funds or to cushion more persistent outflows of funds pending an
orderly adjustment of credit union assets and liabilities. The maximum
maturity will ordinarily be six months or the term of the projected
need for such credit, whichever is less.

Seasonal credit available to assist in meeting seasonal needs for funds
atising from a combination of expected patterns of movement in share

and deposit accounts and loans. The maximum maturity will ordinarily be
nine months.

T4-315 O—Bl——22
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Protracted adjustment credit (sometimes known as "long-term
emergency credit"”) available in the event of unusual or emer-
gency circumstances of a longer term nature resulting from
national, regicnal or local difficulties.

All such advances must be secured in accordance with the requirements set
forth in the regulations of the Facility. Interest rates on such advances
will be set by the Facility and will be available on a daily basis at the
Facility. Ordinarily, it will be the policy of the Facility to set national
interest rates at levels that will encourage the use of normal sources of
liquidity, including borrowing from central credit unions, whenever those
sources of liquidity are readily available.

The advances to credit unions and other CLF investments may be funded by
capital contributions, advances from the Federal Financing Bank, the capital
markets and, in an emergency, the Secretary of the Treasury to a maximum of
$500,000,000, if appropriated. At present, the Federal Financing Bank is the
preferred source for external financing credit union loans.

The capital stock of the Facility is divided into non-voting shares
having a par value of $50 each. Shares are issued solely to credit unions
which are Regular or Agent members of the Facility. If an Agent member con-
sists of a group of central credit unions, shares are issued to one of the
central credit unions in the group.

Whole and fractional shares are issued by the Facility. The ownership
of shares is entered solely on the records of the Facility in share accounts
similar to credit union share accounts, and no certificates or other evidences
of ownership are issued. Shares may not be transferred or hypothecated
except to the Facility, and there are no voting rights.

Dividends are paid on the capital stock of the Facility at such times
and rates as are determined by the National Credit Union Administration Board
(the NCUA Board.) Dividends are paid by crediting the share accounts of mem-
bers. The first four quarterly dividends paid by the CLF were 10%, 10%, 9%,
9%, and the fifth quarter dividend is expected to be 10%.
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APPENDIX C

t Union Adﬁ{qiigfntiqﬂ

Historical Background

The National Credit Union Administration 1s an independent financial
regulatory Agency and is responsible for the chartering, supervising,
examining, and insuring of all Federal credit unions. Additionally, it
insures the accounts of those State credit unions which choose the option,
or are required by state law, to become federally insured. Currently there
are approximately 12,750 Federal credit unions and 5,000 state chartered
credit unions being served by this Agency.

The National Credit Union Administration was established in 1970 by
Public Law 91-206., Its central office is located in Washington, D.C.,
and there are six regional offices located in Boston, Massachusetts:
Harrisburg, Pennsylvania; Atlanta, Georgia; Toledo, Ohio: Austin, Texas;
and San Prancisco, California. As of December 31, 1979, the National Credit
Union Administration staff consisted of 675 full time employees. The
Agency receives no appropriations and operates on the fees it receives from
credit unions. As a result of P.L. 95-630, the administration of the Agency
has been invested in a three member board. Their terms of office are as
follows: Chairman, 6 years; Board Member, 4 years; and another Board
Member, 2 years.

Essentially, the Agency administers the functions of the Federal Credit
Union Act of 1934 which provided for the establishment of "a Federal Credit
Union System, to establish a further market for securities of the United
States and to make more available to people of small means credit for provi-
dent purposes through a national system of cooperative credit..."

Prior to 1934, credit unions were chartered under state laws. The
first credit unfon in the United States was organized in New Hampshire in
1908. By 1934, there were 2,028 state-chartered credit unions in operation
in 38 states and the District of Columbia.

Growth in U.S. credit unions accelerated rapidly after the end of World
War II. During the decade of the 1950's, the number of operating credit
unions in the U.5. doubled. Membership increased by 2-1/2 times and assets
by six-fold. 1In the 1960's, growth continued to be vigorous with membership
nearly doubling to 21,629,000, and assets more than tripling to almost $§16
billion. With the establishment of the National Credit Unien Administration
and with the passage of Federal share insurance legislation in late 1970
(P.L. 91-468), growth in credit union resources accelerated rapidly. Since
yearend 1970, total assets of Federal credit unions have quadrupled. By the
end of 1980, some 21,990 credit unions with 45.5 million members and total
resources of almost $72 billion, were in operation in the United States.




Credit unions are somewhat unique institutions. Like traditional corporations,
credit unions have shareholders who supply capital and receive voting rights. Un-
like the traditional corporation, however, shareholders (credit union members) have
only one vote. This is because credit unions are cooperatives whose principles of
organization differ from those of traditional corporations. Credit unions function as
depository financial intermediaries along with commercial banks, mutual savings banks,
and savings and loans. Credit unions, however, are generally limited by statute to
serving the consumer credit and savings market. Additionally, they are further con-
strained from doing business with the general public by charters which restrict their
field of membership to groups having a common bond of occupation, association, or
residence.

Credit unions are managed by a board of directors and committees made up of mem-
bers of the credit union. No director, committee member, or other officer except the
treasurer of a Federal credit union, may be compensated. After expenses and legal
reserve requirements are met, most of the earnings of a credit union are returned to
the menbers in the form of dividends on share holdings.

The Federal Credit Union Act of 1934 placed the supervisory authority over
Federal credit unions within the Farm Credit Administration. This was done after
objecticns from Treasury and the Federal Reserve to the Senate passed version of
this bill which provided that the authority would rest with the Comptroller of the
Currencr. Credit unions remained with the Farm Credit Administration until May 16,
1942, when the First War Powers Act of 1941 was used to transfer them them to the
Federal Deposit Insurance Corporation.

The journey continued in 1948 when the FDIC was faced with the need to request
appropr-ations for its credit union responsibilities. Rather than enter the appro-
priacions process, the then Bureau of Federal Credit Unions was transferred by the
Act of June 29, 1948, 62 Stat. 1091, to the Federal Security Agency, the predecessor
of the Social Security Agency.

Resrganization Plan No. 1 of 1953 abolished the Federal Security Agency and
transferred the Bureau of Federal Credit Unions, together with other agencies of
the Federal Security Agency, to the Department of Health, Education and Welfare.

The establishment of the Mational Credit Union Administration in 1970 placed
the supervision of Federal credit unions under an independent agency. Later in
1970, under Public Law 91-468 (October 19, 1970), an additional responsibility was
given to the agency: The administration of the Mational Credit Union Share
Insurarce Fund. This fund insures member accounts up to $40,000 in all federally
chartered credit unions as well as those in state credit unions which apply and
qualify for such insurance. Title XIV of P.L. 95-630 increased this insurance for
IRA and Keogh accounts to $100,000. The Share Insurance Fund was established with
a $100 nillion draw on Treasury for emergency purposes.
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WEDNESDAY, MARCH 4, 1981.
OFFICE OF REVENUE SHARING

WITNESSES

JOSE PEPE LUCERO, DIRECTOR,

ROBERT W. RAFUSE, JR., DEPUTY ASSISTANT SECRETARY FOR STATE
AND LOCAL FINANCE

DR. KENT A. PETERSON, DEPUTY DIRCTOR, ADMINISTRATION AND OP-
ERATIONS

JUDITH A. DENNY, DEPUTY DIRECTOR, POLICY AND COMPLIANCE

WANDA P. STINESS, ASSISTANT DIRECTOR, FINANCIAL MANAGEMENT
DIVISION, OFFICE OF THE SECRETARY

Mr. BoLanp The Committee will come to order. Today we will be
considering the fiscal year 1982 budget request of the Office of
Revenue Sharing. We are pleased to have with us Jose Pepe
Lucero, the Director, who is new to this Committee, as is Judith
Denny, Deputy Director of Policy and Compliance. We welcome
Robert Rafuse, Jr., Deputy Assistant Secretary for State and Local
Finance, Dr. Kent Peterson, Deputy Director of Administration and
Operations, and Wanda Stiness, Assistant Director of Financial
Management, who have been here before.

We will place the biographies of Mr. Lucero and Ms. Denny in
the record at this point.

[The biographical sketches follow:]

Jose Pepe Lucero

Mr. Jose Pepe Lucero joined the US, Department of Treasury in June, 1980 as
Director of the Office of Revenue Sharing.

Mr. Lucero is a general partner of Plaza Nacional Group, Ltd.—the owners and
developers of the Four Seasons Plaza Nacional Hotel in San Antonio, Texas. He has
been active in various civic organizations in South Texas, particularly in economic
development projects. He has been President of the Southwest Program Develop-
ment Corporation, a San Antonio-based organization of professional program plan-
ners, since 1971 and for the past fifteen years has been professionally involved with
various Federal, State, county and cit governmental policy planning and program
operations, He is a former Executive {)irector of the Community Action Agency in
San Antonio and Bexar Countrir. Texas.

Mr. Lucero holds B.A. and M.A. degrees in government and political science
respectively from St. Mary's University in San Antonio. He is married and is a
resident of Washington Metropolitan area.

JupitH A. DEnNNY

Ms. Judith Denny ij}oinecl the Office of Revenue Sharing in October of 1980, as the
Deputy Director for Policy and Compliance. Ms. Denny came to this Office from the
Department of Education where she had served as the Acting Assistant Inspector
General for Investigations. Her career in the Federal service spans 12 years in the
U.S. Senate and as a trial attorney and Assistant Special Watergate Prosecutor with
the Department of Justice.

Ms. Denny's bachelor’s degree was earned at Louisiana Tech University in Politi-
cal Science. Her J.D. was earned at George Wasnington University School of Law.
Ms. Denny has responsibility for reviewing with the Director the operations of the

(34T)
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Intergovernmental Relations, Public Affairs, and Civil Rights Divisions of the Office
of Revenue Sharing.

Mr. BorLanDp. This year, you are requesting $7,186,000 in the
Salaries and Expenses account. That is an increase of $409,000 over
the fiscal year 1981 estimate of $6,777,000 which includes a supple-
mental appropriation request of $293,000 for increased pay costs
and a $34,000 reduction pursuant to the 1981 Appropriation Act.

We are pleased to have you here. Please proceed with any state-
ment that you have, Mr. Director.

Mr. Lucero. You have a copy of the statement. I would like to
highlight it. You have already introduced those appearing with me
today.

GENERAL STATEMENT

The primary tasks of ORS are: general fiscal assistance, distrib-
uted by a statutory formula, to over 39,000 general purpose local
governments. The funds are available to the recipients to use for
any purpose permissible under their own laws. However, recipients
must adhere to certain non-discrimination, audit, and public par-
ticipation requirements specified in the legislation.

The resources of the Office of Revenue Sharing are primarily
devoted to two major tasks: making payments and ensuring compli-
ance with the nondiscrimination, audit, and public participation
standards. The first involves obtaining and reviewing the data used
in the allocation formula, computing allocations, maﬁing payments,
accounting for payments, and providing for the collection and con-
trol of required forms.

The second task involves responding to citizen complaints and
judicial or administrative holdings of discrimination, resolution of
cases in which public hearing and notice requirements may not
have been met, and ensuring that recipient governments receiving
payments of more than $25,000 per year have the required audits
and that all recipients meet minimum standards of financial ac-
countability.

The Office of Revenue Sharing is now in the process of imple-
menting the second extension of the program. The allocation and
payment system, as well as formula data, have been and continue
to be updated; current information for recipients and the public
reflecting statutory changes is being prepared; the necessary revi-
sions to the regulations are being drafted; and the minor changes
i:i the auditing requirements in the new law are being implement-

. i)uring the past year, the Office has continued its efforts to
increase administrative effectiveness, especially in executing the
compliance requirements.

REVIEW OF AUDIT REPORTS

Mr. Chairman, last year in our statement to this Subcommittee
we reported on the status of the efforts of the Office to meet its
responsibilities for the auditing requirements of the 1976 amend-
ments to the Revenue Sharing Act. At that time, we were in the
process of reviewing the thousands of audit reports required of
10,946 recipient governments. I am happy to report to you that we
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are now essentially current in our review of these reports and that
almost 9,000—that is, 82 percent of the governments subject to the
auditing requirement—are in full compliance.

Since last July, we have followed a rigorous policy of delaying

yments to governments that are delinquent in reporting or that
Egve failed to take corrective actions relating to submitted audit
reports that are not fully acceptable. For example, the January
1980 payments of nearly 500 governments were delayed because of
pay-holds attributable to audit-compliance matters. It is interesting
to note that—as of February 13, 1981—only 295 jurisdictions
remain on the pay-hold list because of problems with audit-compli-
ance. The Office is working with these governments to resolve their
problems so that they will be off the pay-hold list by the time of
the April payment.

APPROPRIATION REQUEST

Today we appear before you, Mr. Chairman to request for fiscal
year 1982, $?,1§§.000 and 158 permanent positions for the Salaries
and Expenses appropriation. This submission represents a net in-
crease of $409,000 over fiscal year 1981. No additional positions are
being requested. The number of permanent positions requested is
the same as that authorized in fiscal year 1980, and is fewer than
the number authorized for fiscal year 1979. Since fiscal year 1979,
all funding increases requested have been for increases in pay and
other costs associated with the maintenance of current levels of
activity.

The President’s fiscal year 1982 budget calls for $4,569,949,000
for revenue sharing payments, the amount authorized by Title I of
the State and Local Fiscal Assistance Act as amended in 1980, for
distribution to approximately 39,000 units of local government. As
I noted earlier, the amendments authorize the distribution of an
additional $2.3 billion to state governments in fiscal year 1982. This
budget does not include a request for such an appropriation.

Further, our submission also seeks a supplemental appropriation
for fiscal year 1981 of $293,000 for the pay increase for tlr:e (gfﬁce of
Revenue Sharing authorized by the Pay Act, effective last October.

My colleagues and I would be happy to respond to any questions
you may have.

[The written statement follows:]




FOR RELEASE ON DELIVERY
EXPECTED AT 10:00 A.M.
Wednesday, March 4, 1981

STATEMENT OF JOSE PEPE LUCERO,
DIRECTOR, OFFICE OF REVENUE SHARING
BEFORE THE KEOUSE SUBCOMMITTEE ON HUD - INDEPENDENT
AGENCIES OF THE HOUSE APPROPRIATIONS COMMITTEE

Mr. Chairman and Members of the Subcommittee, 1 am pleased to
appear before you today to discuss the appropriation request for
Fiscal Year 1982 of the Treasury Department's Office of Revenue
Sharing.

Appearing with me are:

Robert W. Rafuse, Jr., Deputy Assistant Secretary
(State & Local Finance)

Kent A. Peterson, Deputy Director for Administration
and Operations, Office of Revenue
Sharing

Judith A. Denny, Deputy Director for Policy and
Compliance, Office of Revenue Sharing

Wanda Stiness, Assistant Director (Financial Management)

In addition, I have with me several key members of staff of
the Office of Revenue Sharing upon whom I will call for informa-
tion when appropriate.

Program Mission and Responsibilities

The Office of Revenue Sharing is a unit within the Office
of the Secretary of the Treasury, established to administer the
Revenue Sharing Program. The Program was established by the State
and Local Fiscal Assistance Act of 1972. It was extended in 1976
and again in 1980. The current authorization expires at the end
of FY 1983. The Revenue Sharing Program provides general fiscal
assistance, distributed by a statutory formula, to over 39,000
general-purpose local governments. The funds are available to
the recipients to use for any purpose permissible under their own




laws. However, recipients must adhere to certain non-discrimination,
audit, and public-participation reguirements specified in the legis-
lation.

The resources of the Office of Revenue Sharing are primarily
devoted to two major tasks: making payments and ensuring compliance
with the nondiscrimination, audit, and public-participation standards.
The first involves obtaining and reviewing the data used in the allo-
cation formula, computing allocations, making payments, accounting
for payments, and providing for the collection and control of re-
quired forms.

The second task involves responding to citizen complaints and
judicial or administrative holdings of discrimination, resolution
of cases in which public hearing and notice requirements may not
have been met, and ensuring that recipient governments receiving
payments of more than $25,000 per year have the required audits
and that all recipients meet minimum standards of financial account-
ability.

The Office also carries on, with minimal resources, a program
of technical assistance and information to assist recipient govern-
ments and the public in understanding their responsibilities and
rights under the Program.

Recent Activities

During fiscal years 1980 and 1981, the Office of Revenue Shar-
ing undertook additional, non-operational responsibilities in
cooperation with the Office of State and Local Finance relating
to consideration of the future of the Revenue Sharing Program
and the possible establishment of Targeted and Antirecession Fiscal
Assistance programs. Most significant among these activities were
the production of computer trials of possible allocation-formula
options and the provision of legal assistance in the drafting of
legislation. Approximately 60 computer trials, as well as numer-
ous special analyses and reports, were produced by our Systems Divi-
sion during this period in response to requests from the Congress,
the Office of the Secretary, the White House, and the Office of
Management and Budget.

As you know, the Revenue Sharing Program was extended for
three years by P.L. 96-604 in December 1980. The Program author-
ized by the 1980 Amendments is essentially an extension of that
authorized in 1976. The principal changes relate to payments to
State governments. Although no payments to the States are author-
ized in FY 1981, payments of $2.3 billion per year, dependent upon
Congressional appropriation action, are authorized in FY 1982 and
FY 1983,

74-3156 O—81—23




The Office of Revenue Sharing is now in the process of imple-
menting this second extension of the Program. The allocation and
payment system, as well as formula data, have been and continue
to be updated; current information for recipients and the public
reflecting statutory changes is being prepared; the necessary
revisions to the regqulations are being drafted; and the minor
changes in the auditing requirements in the new law are being
implemented.

It is important to note that, should the Congress appropriate
funds for payments to State governments in FY 1982 or FY 1983, it
will be necessary to promulgate regulations implementing the new
statutory requirement that State governments decline or return
amounts of categorical aid to the Federal government egual to any
Revenue Sharing payments they receive. 1In cooperation with the
Office of State and Local Finance, we have been researching the
matter so that the necessary regulations could be drafted in the
event that funds are appropriated for State payments.

During the past year, the Office has continued its efforts to
increase administrative effectiveness, especially in executing the
compliance responsibilities. The activities initiated or completed
during this period include:

® Development of regulations mandated by Section 504 of the
Rehabilitation Act of 1973, relating to discrimination on
the basis of handicap, and regulations mandated by the Age
Discrimination Act of 1975, relating to discrimination on
the basis of age.

Continued efforts to update and improve case- and report-
processing procedures in the civil-rights and audit areas.

Initiation of a more extensive training program for
investigators in the Civil Rights Division,

Increased efforts to cooperate with other Federal agencies
in processing discrimination cases.

Increased monitoring of closed civil-rights compliance
cases.

Implementation of an improved format for compliance agree-
ments.

Development of a new processing system for referrals from
compliance audits of possible violations of the public-
participation requirements.

Continued development and application of computerized
control and information systems to all three compliance
functions and to the operation of the Office in general.




Mr. Chairman, last year in our statement to this Subcommittee
we reported on the status of the efforts of the Office to meet its
responsibilities for the auditing requirements of the 1976 amend-
ments to the Revenue Sharing Act. At that time, we were in the
process of reviewing the thousands of audit reports required of
10,946 recipient governments. I am happy to report to you that we
are now essentially current in our review of these reports and that
almost 9,000 (B2 percent) of the governments subject to the auditing
requirement are in full compliance.

Since last July, we have followed a rigorous policy of delaying
payments to governments that are delinguent in reporting or that
have failed to take corrective actions relating to submitted audit
reports that are not fully acceptable. For example, the January-1980
payments of nearly 500 governments were delayed because of pay-holds
attributable to audit-compliance matters. It is interesting to note
that--as of February 13, 198l--only 295 jucisdictions remain on the
pay-hold list because of problems with audit compliance. The Office
is working with these governments to resolve their problems so that
they will be off the pay-hold list by the time of the April payment.

ORS Salaries and Expenses

Today we appear before you, Mr. Chairman, to request for
FY 1982 $7,186,000 and 158 permanent positions for "Salaries and
Expenses." This submission represents a net increase of $409,000
over FY 1981, No additional positions are being requested. The
number of permanent positions requested is the same as that author-
ized in FY 1980, and is fewer than the number authorized for FY 1979.
Since FY 1979, all funding increases requested have been for in-
creases in pay and other costs associated with the maintenance of
current levels of activity.

The President's FY 1982 budget calls for $4.6 billion for
Revenue Sharing payments, the amount authorized by Title I of the
State and Local Piscal Assistance Act as amended in 1980, for dis-
tribution to approximately 39,000 units of local government., As
I have noted earlier, the amendments authorize the distribution of
an additional $2.3 billion to State governments in FY 1982. This
budget does not include a request for such an appropriation.

Our submission also seeks a supplemental appropriation for
FY 1981 of 5293,000 for the pay increase for the Office of Revenue
Sharing authorized by the Pay Act, effective last October.

My colleagues and I would be happy teo respond to any questions
you may have.
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REDUCTIONS TO GENERAL REVENUE SHARING

Mr. BoLAND. As you are aware, there has been a great deal of
discussion about budget reductions during the past few weeks. As I
understand it, the General Revenue Sharing program has not been
reduced.

Is that correct?

Mr. Raruse. There effectively has been a one-third reduction as
far as 1981 is concerned and, potentially, for 1982 and 1983. I think
the judgment of the Administration is that that represented a fair
level of the program and no further cuts at this time are desirable.

Mr. BoLanD. There is no provision in this budget for the State
Share of the General Revenue Sharing program?

Mr. Raruse. That is correct.

LEVITAS AMENDMENT

Mr. BoLANnD. I assume then, that the 1983 budget also will not
include funds for the State share. Do you agree?

Mr. Raruse. Mr. Chairman, you are familiar with the provisions
of the so-called Levitas amendment, which provides that the States,
in order to receive a dollar of revenue sharing, must forego a dollar
of categorical grants. That process is provided for in the 1980
amendments. This means any appropriation for State governments
won't have an effect on the aggregate budget total but, in the
context of overall budget considerations could provide a reasonable
basis for an appropriation.

Mr. BoLanp. How do you think that program is going to work,
since outlays can only be made to States that return an equal
amount of categorical grant funding?

Mr. Raruse. That issue is being intensively studied at this point.
We have reached no firm conclusions and no judgments have been
made by the Administration.

Mr. BoLAND. So you have no idea about which programs will be
affected?

Mr. Raruse. There has not been a decision.

g M; BoranD. Does the Administration support this kind of provi-
sion?

Mr. Raruse. There has been no formal judgment of approval or
disapproval at this point.

ADDITIONAL FUNDING REQUESTS

Mr. BoLanD. On page three of Tab A, the justification states that
the administration of this process of returning categorical funds
would require additional funding and positions for the Office.

Do you have any idea how much money and how large a staff
would be required?

Mr. Lucero. Not at the moment, sir, because again as the study
is being made on how we will administer the Levitas amendment,
we just simply don’t know at the moment how many people we will
need to gear up.
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REVISED RULES AND REGULATIONS

Mr. BoLAND. The 1980 Amendments to the State and Local Fiscal
Assistance Act were signed into law on December 28, 1980. Have
all the revised rules and regulations have been issued?

Mr. Lucero. They are being drafted now. They have not been
issued yet.

Mr. BoLanp. When do you expect that they will be issued?

Ms. DeEnNNy. We expect a draft on April 15, an internal draft;
then we will hopefully have a proposed rule in early June.

APPROPRIATION FOR GENERAL REVENUE SHARING

Mr. BoLanD. Let’s look at the appropriation for General Revenue
Sharing.

The 1981 appropriation and the 1982 request for General Revenue
Sharing is $4,569,949,000. The authorizing legislation is
$4,566,700,000, a difference of $3,249,000. What accounts for the
difference?

Mr. PerersoN. For 1981 there was a difference between the
amount of the authorizing legislation and the appropriations legis-
lation. I think it was about that amount. There was confusion over
whether there would be funding for Hawaii, for the non-contiguous
adjustment.

hat extra amount of money is not usable by us.

Mr. Lucero. Mr. Chairman, we have initiated action on our part

to have it returned.

AUDIT REQUIREMENTS

Mr. BoLanD. Last year, we had a discussion about audit require-
ments. All governments, except in unusual circumstances, were to
submit audit reports by September 1, 1980.

Were any exceptions to the audit requirement granted?

Mr. Lucero. Yes, some of them, including some that were unau-
ditable. It is a small number, less than 20. Some have come into
compliance and in some cases we had to give extensions, particu-
larly where the local units of government were being audited by
the State. We have had 82 percent compliance. The remainder are
a]}ll on track. We have dates on when we will receive reports on
them.

Mr. Boranp. All of them will meet that requirement, in some
way.

Mr. Lucero. Yes, indeed.

PUBLIC PARTICIPATION REQUIREMENTS

Mr. BoLaND. Last year we had a discussion on the public partici-
pation requirement. The Revenue Sharing Act was amended in
1976 to require jurisdictions receiving revenue sharing funds to
hold two separate public hearings: (1) an initial public hearing
covering proposed uses of revenue sharing funds only; and (2) a
subsequent public hearing on the proposed uses of revenue sharing
funds in relation to the entire budget, before the final budget is
enacted into law.
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A GAO report entitled “Compliance with Requirements to Hold
Public Hearings on the Use of Revenue Sharing Funds” questioned
whether the first meeting was meaningful because of the fungibi-
lity of funds. An ORS-commissioned study by Peat, Marwick,
Mitchell and Company recommended eliminating the first hearing
requirement, and mentioned that these hearings were not well
attended.

What is this Administration’s position regarding the first public
hearing requirement?

Mr. Raruse. The requirement was not modified in the 1980
amendments and was not an issue in the discussions last year. Qur
position, therefore, I suppose it is reasonable to say, is that it is
statutorily required that there be two hearings, and we will admin-
ister that requirement.

: l\gr. Boranp. Would you recommend eliminating the first hear-
ing?

Mr. Rarusk. I believe Mr. Altman last year indicated that he was
personally skeptical about the usefulness of that hearing. There
are grounds for skepticism but there are jurisdictions where that
hearing provides a useful opportunity for the public to be involved
in the budgetary process.

The issue will be one of those which will be reviewed by the
Administration in anticipation of the 1983 debate on the program.
But at the present time, the statute provides for two hearings and
that requirement will have to be administered.

Mr. Lucero. It is one we examined in fiscal year 1980. There
were 200 complaints in that area. We were able to investigate
approximately 199 of those. I contend it is still a good tool for
strengthening the local citizen participation, allowing them to par-
ticipate in determining how the money is to be spent.

Mr. BoLAanD. But they are not participating. If you don’t have
anybody at those hearings, what is the sense in requiring them? I
understand that these hearings are required by law, as you have
indicated, but last year Mr. Altman clearly articulated his belief
that this requirement serves no useful purpose.

Mr. PerersoN. Our enforcement is only with regard to com-
plaints, as Mr. Lucero pointed out.

REAGAN BUDGET CUTS

Mr. BoLAanD. Turn to Salaries and Expenses, Tab A. The Carter
Budget request for 1982 is $7,186,000, an increase of $409,000 above
1981. The number of permanent positions remains at 158 in both
1981 and 1982. The average employment is 156 in both 1981 and
1982. Do you anticipate that the Salaries and Expenses appropri-
ation will be reduced in the March 10 message? ;

Mr. Lucero. I don’t know, sir.

Mr. BoLaND. Mr. Rafuse, do you know?

Mr. Raruse. Mr. Chairman, this is kind of a sensitive issue. I
understand there will be a reduction but the final dimensions of
that have not been formally determined.

Mr. Boranp. I understand.
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UNOBLIGATED LAPSING BALANCE

Mr. Boranp. The Office of Revenue Sharing requested a 1980
supplemental appropriation of $177,000 due to increased pay costs.
That request was denied. In addition, ORS lapsed $109,000 at the
end of fiscal year 1980. There is nothing wrong with returning
unneeded funds to the Treasury. In fact, it sometimes indicates
good management. I must say, ORS did display good management
in disbursing the funds to over 39,000 units of government. Still,
What caused ORS to lapse $109,000 at the end of fiscal year 1980?

Mr. PeTERSON. I think our financial advisors would think that if
we were going under that amount, we would be getting too close to
the line.

Ms. Stiness. We can never estimate our actual obligations that
close to our total appropriation. I don't know exactly where we
incurred savings of §109.000, but we could provide that for the
record.

[The information follows:]

FiscaL Year 1980 UnoBLIGATED BALANCE

During fiscal year 1980, the Office of Revenue Sharing spent 98.3 percent of its
available resources and had an unobligated balance of $109,000, The balance can be
broken down as follows:

FISCAL YEAR 1980 APPROPRIATION VERSUS ACTUAL

{In thousands of dodlars]

Fiscal year

1980 Fiscal year
3ppropr 1980 actual
ahons *

(ject class Ditterence

Personnel compensation:
Permanent positions ; = $3.455 $3,593 -$138
Pastions other than permanent .......... 143 123 +20
Other personnel compensation.... LY 20 8 $12

Total personnel compensation . : 3618 3724 106
Personnel benefits T : 309 338 -29
Travel. =7 255 140 +115
Transportation of things : ; : 3 1
Rents, communications and utilities L 602 624 2
Printing : ; . : 137 +63
Other services - X 1,107 +47
Supplies and materials......... 51 -16
Equipment - 0 ] + 56

Total obligations TN 6,23 b, +109

! Authorzed level fcal year 1980 column from the facal year 1981 congressional submission adjusted fo remove $177.000 requested for pay
supplemental bul disaliowed

Mr. PETERSON. Some of the funds were saved purposely from
travel, printing, other services and equipment, so we could plan to
fund the Pay Act increases. As you know, throughout the year we
didn’t know if we would receive the supplemental or not. So we
had to make some decisions to make savings to deal with that.

Mr. BorLanp. How have the hiring limitations affected ORS?

Mr. Lucero. They have not affected the delivery of our services.
We honored and lived by those hiring freezes, If there is a further




358

reduction we may be in trouble in the civil rights and auditing
areas.

CURRENT EMPLOYMENT

Mr. Boranp. What is the current employment—both permanent
and all other employment?

Ms. Stiness. We currently have 152 Egrmanent employees and
ten other than permanent employees on board.

NUMBER OF SES POSITIONS

Mr. BorLanp. Last year, of the 158 permanent positions in ORS
for 1980 and 1981, three were listed as Senior Executive Service
(SES) positions. This year, the schedule indicates four SES positions
in 1981 and 1982. Why has the number of SES positions increased?

Mr. Lucero. One of them is the Director himself, sir, me. When I
came on board, Mr. Peterson had been working in this classifica-
tion. He fills one of the SES positions and the other is filled by Ms.
Denny. Those are the two additions, the Chief Counsel is the fourth
one.

Mr. Boranp. So all of the SES positions are currently filled?

Mr. Lucero. That is correct, sir.

SES BONUSES

Mr. BOLAND. Or;?‘gage ORS-2, you are reguesting an increase of
$33,000 for the SES pay raises and the GS/GM merit pay. How

much was spent on employee bonuses in 1980, and how much was
the largest bonus?

Ms. Stiness. We didn’t have any SES bonuses.

Mr. Lucero. On line two, none are for SES bonuses; all are for
merit pay increases.

TRAVEL COSTS

Mr. BoLanD. Last year, you estimated that travel costs in 1980
would be $255,000. The object classification schedule on page ORS-
4 shows $140,000 spent for travel in 1980. We recognize that gov-
ernment travel was restricted and funds should not be spent un-
necessarily, but what caused the 1980 travel estimate to be off by
s0 much?

Mr. PerErsoN. I think one of the reasons was that in some of our
areas where travel is heavy, such as civil rights and audit, we were
short in personnel. Also, towards the end of the program, usually
we find that our travel levels are not as high as they are at the
beginning of the program.

Another reason was again as a part of our plan to deal with the
possible non-funding of the Pay Act costs, that is one of the areas
where we had surplus funds.

Mr. Boranp. Did the reduced travel have any adverse effects on
ORS operations in 19807

Mr. PeTERSON. | don’t think so.

Mr. Boranp. How much of the $250,000 budgeted for travel in
1981 has been obligated in the first four months of this fiscal year?

You may supply that for the record if you wish.
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Ms. Stiness. We will do that.
[The information follows:]

ORS TrAVEL OBLIGATIONS

During the first four months of fiscal year 1981, the Office of Revenue Sharing
had travel obligations of $54,738.

NON-FEDERAL OTHER SERVICES

Mr. BoLanp. On ORS-4, the request for “Other Services”, (non-
Fedgal services) increases from $283,000 in 1981 to $315,000 in
19827

What type of other services will be obtained with the $315,000?

Mr. PeTERSON. Some of this would be accounted for in research
costs and preparing for the next renewal of the program. As you
recall, the program was only renewed for three years. We have
built in some additional possible costs for backup for computer
services. There are some funds for non-Federal services related to
moving and maintenance, housekeeping services and things like
that. So I think that is the main use.

Mr. Boranp. Provide for the record a list of what the $315,000
request for other services will be used for, and a brief description of
the necessity of each item.

[The information follows:]

Other Services Request
Our request of $315,000 is intended to provide resources for the following:

Non-Federal services: Mailing transportation and guard services............... $60,000
(a) For mailing correspondence on payments, data, adjustments, audits
and offer technical information to 39,000 recipients of revenue shar-
ing funds.
(b) For transporting documents and moving articles and equipment.
(c) For sharing of expenses with other building occupants to secure and
safeguard building and Federal property.

Repairs and MaiNtenanee Services ...........owvesssieesioossssosssesssesss st 17,000
For repairing and maintaining office equipment and furniture,
Data. FYOCORNING COMIIBOES. i iticts o ot S e i 90,000

For providing back-up data processing support in performing trial allo-
cations associated with revenue sharing renewal proposals.
e BT e A e S R oS G YSIRTIIE bt S 140,000

ABSORPTION OF PAY INCREASE

Mr. BoLanp. The legend on page ORS-5, under “Personal Serv-
ices” states: “the principal factor affecting costs in this budget year
is an increase for the return of the absorbed pay act funding in the
current fiscal year.” Please explain that statement.

Ms. Stiness. In 1981 we absorbed 30 percent of our pay costs—
$126,000. We are asking for the $126,000 to be restored on the
program level for 1982. It is required to make our program whole,
in order to fund our 156 positions.

Mr. BoLaND. Why can’t you do the same thing in 1982?
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Ms. Stiness. In 1981 we cut our travel and cut back in other
areas. In 1982 we feel we need the money to cover expenses and
our personnel time.

EFFECTS OF ADMINISTRATION'S FREEZES AND REDUCTIONS

Mr. BorLanD. Let me ask you again about the Administration’s
hiring freeze and its recommendations to make reductions in
travel, consultants, equipment and other costs.

What will the effect of these actions be on the 1981 and 1982
budgets? You may detail that for the record, if you will.

[The information follows:]

Effect of Administration’s Actions on Budgets

The Administration's hiring freeze resulted in the cancellation of two recruitment
actions in the Audit and Civil Rights activities. At the time the freeze took effect,
there were altogether eight vacancies. Not filling these vacancies in fiscal year 1981
will provide the Office with flexibility in adjusting to the budget cuts in our fiscal
year 1981 budget.

In response to the travel and equipment reductions our fiscal year 1981 budget
was reduced by $25,000 and $2,000 respectively. No resources were requested for
consulting services in fiscal year 1981.

These reductions have been carried over and are reflected in our fiscal year 1982
budget.

Mr. BorLanD. Apparently the hiring freeze is not affecting you?

Mr. Lucero. It is not. There are two areas where the flow of
business is not controlled by us, that is the number of civil rights
cases that come from the outside and also the non-compliance
complaints that might arise through our audit. If those increase
and we stay at the same level, then we might have to reduce our
services. But currently we can keep up with the demand. In the
audit area, we know how many audits will be coming in but the
others are uncontrollable.

Mr. BorLaND. Mr. Green.

DELETION OF STATE'S SHARE

Mr. GrReEN. In terms of dollars in the program, you say there has
been no one-third drop, but I would have thought following the
amount of money that went to the States, this would have involved
some number of personnel and I am startled to hear you say it
stayed essentially the same despite the one-third decline.

Mr. Lucero. In dealing with those governments, it is easy to deal
with them as one unit, so actually the load comes from the smaller
governments.

Mr. PereErsoN. To some degree, the States help us in the audit
and civil rights areas in carrying out the compliance requirements.
The States’ elimination has a down side for us.

Mr. GreeN. Do you expect many of the States will no longer be
supplying those services with respect to local governments?

Mr. PerersoNn. We think most will continue to do that. There
have been a couple where there has been a reaction.

Mr. Lucero. Especially in the audit areas, sir.

Mr. GreeN. That is all I have, sir.

Mr. BoLanp. Mr. Traxler.
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COSTS OF AUDIT REQUIREMENT

Mr. Traxrer. There is a particular problem that exists in my
State, and perhaps other States, relative to the audit. The responsi-
bility for this problem rests with the Congress. It is a particularly
troublesome problem in some areas because, of course, my State is
in financial trouble. We don’t expect the situation will change too
soon in the future. The audits are extremely costly, and while our
State constitution says the State will perform local audits, the
State has neither the personnel resources nor the money to meet
its obligation.

In the legislation enacted last year, there was a provision for a
special waiver to deal with this issue. Are you familiar with the
problem?

Mr. Lucero. Yes sir.

Mr. TRAXLER. Let me put it this way. In your rules and regula-
tions, are you taking into account, the waiver that was provided for
in the legislation; and what do you see in terms of your audit
requirements for the local units of government in my State? What
is ﬂ)inito be happening with these waiver requests?

r. Lucero. The requests for waiver are coming; we are honor-
ing those. We appreciate the efforts of a State where it has taken
an active role. The legislation says those governments that get over
$25,000 are supposed to be audited at least once every three years,
and we have to ask for that audit. If a State cannot provide funds
for this, the local governments will have to appropriate the cost out
of their own funds.

Mr. Traxrer. What do you require to be audited?

Mr. Lucero. A full financial audit, sir.

Mr. Traxrer. All their accounts, not merely the revenue expend-
itures?

Mr, Lucero. Yes.

Mr. PerErsoN. That is in the law, too. This is a little more
comprehensive and radical departure than the Congressman may
have realized.

WAIVERS TO AUDIT REQUIREMENT

Mr. TrRaxLEr. Where does that leave us in terms of the amend-
ment dealing with a waiver? What did that do for us? Is that
retrospective or prospective in terms of this application?

Mr. Raruse. My recollection of the waiver is that it applies only
to the requirement for the first three-year period that was author-
ized in 1976, the first time the audit amendment was applied. The
situation with regard to Michigan county governments was that
the ORS would be authorized to waive their fulfillment of the once-
every-three-year audit retrospectively, but the county govern-
ments—as all other governments required to submit audits—would
be required to submit the once-every-three-year audits in the
future. In other words, the county governments would be subject to
submitting a full financial audit at least once during the 1980,
1981, 1982 cycle, in order to comply with the law.

I might add, that the ORS has worked very closely with those
goy;iernments and is aware of the counties’ problem, as Mr. Lucero
said.
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Mr. TraxrER. I recognize the reason for this difficulty rests not
with your office but with the enacted legislation itself. If it doesn’t
entail a great deal of work on your part, and if I provided you with
a list of the counties in my congressional district, could you provide
me with a printout of the revenue funds paid within my district?

Mr. Lucero. Only the counties?

Mr. TraxLER. The units of government. If you have to assign
extra personnel to do that, don’t do it.

Mr. Lucero. We will provide it for you.

Mr. BoLAND. Mr. Stokes.

CIVIL RIGHTS ENFORCEMENT RESPONSIBILITIES

Mr. Srokes. Thank you, Mr. Chairman.

I have a few questions with respect to your civil rights enforce-
ment responsibilities. Last year your budget justification cited a
“significant increase in (discrimination) complaints.” In response to
a question I submitted for the record, it was indicated that:

The present staff is not sufficient to eliminate existing workload, and with the
increased numbers of complaints, curtail growth of existing workload. For this
reason, management improvement measures are being sought and implemented in
an effort to deal with this obvious problem. These measures will only partially deal
with the workload problem. As of April 1, 1980, there were 929 active complaints.

MANAGEMENT INITIATIVES

My first question would be, what management initiatives were
implemented to deal with this problem?

Mr. Lucero. The first management initiative that the Office has
undertaken was to create the new Deputy Director of Policy and
Compliance. Ms. Denny is in that position. Since she has been
there, we have been streamlining our process for conducting case
investigations and clearing up old cases. I would like her to com-
ment on that.

Ms. Denny. We have done a number of things. The GAO report
last year was helpful and we have responded to that.

One, we are increasing our monitoring efforts when a case is
closed and an agreement is made with a jurisdiction. We monitor
the agreement to make sure compliance continues.

Two, we are working on compressing our time frame for investi-
gating cases. We are not presently able to live within the 90-day
constraint required to produce a finding, but we are working to
reduce the time it takes to process a case.

Three, we are working on training, with other agencies, and
working on training programs of our own.

Four, we are currently working on a system of setting priorities
to speed up the case processin%.un

At the moment, we are working on cleaning up a number of old
cases that have been active for several years and during various
reorganizations have not been closed. Once we finish that particu-
lar project, we are going to be setting priorities for the new cases
that come in.

It is very difficult. Sometimes when you do a very good job in
processing civil rights cases, you tend to increase your workload.
We are not confident that we will always keep current, but we are




363

confident we will make an impact with the limited number of
resources.

Mr. Lucero. In the last eight months of 1980, we received 26
percent of our total cases that had ever been filed. I think the word
1s out in the communities that ORS is one place to bring a com-
plaint. We cannot stop it. There is no way for us to stop the flow,
nor are we discouraging it. The problem is if it overflows, we will
come back to you and say that we got caught up, but we have more
cases than anticipated, and we are behind again.

CIVIL RIGHTS DIVISION STAFF LEVEL

Mr. Srokes. That leads me to my next question.

Given what both of you have said, obviously your management
initiatives don’t fully deal with the entire problem. Even though it
certainly has been a help and has aided and assisted you in the
good job you have tried to do, when I consider what you say, doing
a good job brings you additional cases, yet that is an area where
you have requested no additional staff. If I understand you correct-
ly, you have 50 employees who have to monitor noncompliance
over 39,000 jurisdictions?

Ms. DennNy. It is 45 employees.

Mr. Stokes. Their responsibility extends to 39,000 communities
and jurisdictions?

Ms. Denny. Yes sir. I think you might find that ratio in other
agencies which have civil rights responsibilities.

Mr. Stokes. Doesn’t it stand to reason that that number of
people cannot sufficiently monitor those jurisdictions?

Nfs. Denny. We have recently designed a new compliance agree-
ment, another initiative which I did not mention. It is more legally
enforceable. We are finding that it is going to assist in terms of
resolving the cases.

Mr. Stokes. If we were talking about adequate staff, for instance,
what would be an adequate staff to realistically deal with the
problem?

Ms. Denny. That is difficult to estimate. One thing we are inter-
ested in is making the staff we have more efficient before we ask
for new resources. Sometimes numbers are not as helpful as in-
creasing efficiency. The training we are working on, plus producing
compliance manuals with details of how to process cases can in-
crease the efficiency of our investigators which is our top priority.

DETAILS FROM OTHER AGENCIES

Mr. Stokes. Do you have staff from other agencies detailed to
you to work in this area?

Ms. DENNY. No, we don’t. We have been working with EEOC and
talking about an agreement where we might ask them to do some
of our cases as our agent with our having final say as to the
closure of the case. That has been going rather slowly but we are
working on that.

Mr. Stokes. So nothing has been formulated under that?

Ms. DEnNy. No, we are still living under an old agreement which
provides for sharing information. We will continue that and also
work on sharing resources.
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REAGAN BUDGET CUTS

Mr. Stokes. Do you anticipate that your budget submission will
be reduced on the 10th, when the President submits his final
submission?

Mr. Lucero. I don’t know, sir. The question has been asked
previously. I suspect it might, but I don’t know.

Mr. Stokes. Thank you very much, Mr. Chairman.

Mr. BoLaND. Mr. Lucero, thank you very much.

Thank you, Dr. Peterson, Ms. Denny, Mr. Rafuse, and Ms. Sti-
ness. Again let me congratulate you on performing a difficult job
well—when you have 39,000 local units to which you dispense this
revenue sharing, in my judgment, you have done a fine job. We
will insert the budget justifications in the record here.

[The justifications follow:]
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FINMART JUSTIFICATION OF FY 1981 DUDGET ESTIMATES
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on & demand

The FY 1982 inoreass consista of $90,000 to maiotain FY 1981 levels.
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ln.ﬁr 1mu'tlnl.lh by the
1981 1982 [Imorease/Decresse

pation complisnce cmses

Sharing.
The FY 1982 incresse comaists of #159,000 to maintain FY 1981 levels.

This sotivity ia composed of the following divisions and resources:

hmml“mitlﬂl.-.-.
Total Dollars ($000) . . . . . . . .83,

Public Participation Division . . . . .
Total Aversge Positioas

BUDGET ESTIMATES
Intergovernmental Belations

all Publie Pertiei
Civil Rights Divistom . . . o » o o o 4
Audit Division . . .

(continued)
Office of Bevenus

of

with the public participation
the Revenus Sharimg Aot ms smended and for techniocal

advios and asaistance to reciplents relstive to thess requiresents,
« and

investigation by

In sddition, various msnagement

and other
is made resdily available by CRCTS through deaand

= This system

based upon

g
E
:
.
g
E
§

of the 1976 Amendments.

system maintains the
ports® required from some recipient

+ The ARS also provides Imsediste information on these

governments through the demand terminal,

reporting of workload in

Civil Eights, MAudit snd Public Participstion oompl isnce, intersctive

are
computer systems sre utilized ss indicsted below:

grographic  location

oW by budit Division personnsl of

plent goverrnmests will creste » work

load shich will remain heavy for the Divislon throughout the year,
responsible for the monltoring

ermments

satiolpated that thess practice reviews, the processing of
all Civil Rights occmplisnce cases under

of Bavenue Sharing.

in meeting the audit requiressats

independent public

of reciplents sudited,

sppropriste fectors,
To sid in the processing, ecocatrol and

This metivity further is

complisnce by reciplemt gov

It Ls
requirements of

non-complisnce cases, and Lhe revl

Salaries and Expenses, Office of Nevenus Sharing
sudit reports submitted by reei

sontrol of
tha Offloe
information
terminals,

problema
Firas of
quantity
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Salaries and Expenses, Office of Bevenus Sharing

i
!
i
2
:
i

No program incresses are requested for FT 1982,

The Office of Bevenus Sharing was established in 1972
Assistance Aot of 1972 sand renewed Decesber 1980, by o
sasused that no funds are appropristed for payments to

estegorical grants will not be required.

f
968; and (§) reporting

ded; (5) insuring ocmplisnce with the reguiremests o
wnd the Civil Rights Acts of 1964 and 1

Mot as

for the conduot of the Oeneral Bevenus Sharing Program; (2) caloulsting allocations for ower 39,
entitlement period and making paywents to thoss goverrments in the correct ssount; (3) saintalning
govermments relstive to the State snd local government lisoal sssistance trust Mumd; (8) provid

According to the Aot of 1972, the responsibilities of the Secretary of the Tressury included:

connection with the Fiscal Assist
Behabilitation Aot of 1973 (section 50),

rules

intervals on the Bevenue Sharing Program.

general public st regulsr




Salaries snd Expenses, Office of Bevesus Sharing

dnownt

Poaitioas

Mllmmmru—l-hhmarmnlﬂlln.ll.l!“l'l.m

34,000

1. Wet cost of within-grade salary incresaess I Y T R gl T W ol R S e A —

sssccisted with the periodle statutory within-grade inersssss for
ion analysls of on bosrd-persommel, vacansies in FY 1980, asd
# lapse fector reflect a total requirsment for within-grads imersases

The od justment provides for the net cost
elvil service parsommel. A positiom-by-poait

historical trends in the Departsest including

in FT 1982 of 34,000,

5,000

This adjustment is mecessary Lo provide the Semlor Executive Service participants with pay raises snd GR/0M

employses with merit pay, ss specified In the Civil Servics Beform Aot.

3. [Incresses reisbursement to the Working Capital Pund

provided by the Working

experisnced by the Fund in the areas of suppliss,

S e T D RO A e T
increase in costs mssoclated with the centralized services

dus to the cost Increases

wtilities, commumications, reat and wages.

This adjustment provides for sn

Capital Fund. This requirsment is

000

N, Inoressed cost of travel . . . . o 4 o v o s s & @ etnla nle s aale e e e e B e nid el elseies

This adjustssnt i3 necessary to halp offsat price inoresses., Petrolewm pricea have

continued to Imcresss and ourrent shortages in

continue, Rstes for alr travel have

the erude oll supply marksts sre sxpected to

increased over 298 In 1

980, and there is mo indiostion that

the rate of these incresses will level off by FY 1982,

5. [Incresssd cost of FT8 (Federsl Telscommumiostions Systams) and other ocomsumicstions i aae Bs e e e ale e

¥ to provide for the projected incresses in local ccmmumications, postage,

This ad justment is necessar
wnd FT3 services,

March 10, 1981
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objectives and
y reflectad. As &

svarage poaiticas

the determisation to revise the FY 1982
Teases to compensation, bemefits and related costs,

Jascary 15, 1981, so that the
ons, the sbove reduction impacts

Administration can be more clearl

The President has made
transmitted to Congress om
result of thess revial
and results (n dec

priocitien of the new

i. hql-r-h:tlu-—lhr:l..lﬂllupt

i
i
!
:
i
!
:
;

Salariss and Expesses, 0ffice of Revenmus Bharing

March 10, 1941




Stenderd Classification Schedule
(Pirest Obligstions Only)

z
:
]
§
i
g
£
2
!
1
3
i
4

Object Classificstion
REa s e
Sub-total (Other serv .

Bupplies snd ssterials . . . . .

Persconel benefits, givilisn employess .

Trevel snd trensportation of persons
Tranaportation of things . . « « ol a

.. .
Other rents, comsunicsticas & wti

Printing snd reprodection . . .

Standard level user charges

bverage paid smployment . . . ¢ v s 4 s 5B s s s e e s e s s s e e
Personnel Compensstion:
March 10, 1981

Total sumber of permenent posiBIlonE . . . & & & & & 5 5 ¢ = o 5 & 5 5 8 & & »
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WEeDNESDAY, MARCH 4, 1981.
NEW YORK CITY LOAN GUARANTEE PROGRAM
WITNESSES

JOHN J. McLAUGHLIN, DIRECTOR, OFFICE OF NEW YORK CITY FI-
NANCE

ROBERT W. RAFUSE, JR., DEPUTY ASSISTANT SECRETARY FOR STATE
AND LOCAL FINANCE

CHARLES V. McFADDEN, DEPUTY ASSISTANT DIRECTOR, FINANCIAL
MANAGEMENT DIVISION, OFFICE OF THE SECRETARY

Mr. BoLAND. The Committee will come to order.

We will now turn to the “I love New York hour.” This is the last
year in which the Committee will address the budget request for
the New York City Loan Guarantee Program.

We wish to welcome John J. McLaughlin, Director of the New
York City Finance. How long have you been there?

Mr. McLAuGHLIN. Three years, since initiation of the loan guar-
antee program.

Mr. BoLanp. We think you have done a fine job for the City of
New York, and will be sorry to see you go. I understand the
pastures may be greener elsewhere. Is your family getting larger?

Mr. McLAuGHLIN. No, but the calls on the family’s pocketbook
are.

Mr. BoranD. You are requesting $1,044,000 for administrative
expenses of the New York City Loan Guarantee Program in fiscal

ear 1982, an increase of $110,000 over the 1981 level of $934,000.
%‘his includes a supplemental appropriation request of $31,000 for

increased pay costs and a $19,000 reduction pursuant to the 1981
Awpﬁation Act.
y don’t you go ahead with any statement you might have.
Mr. McLAuGHLIN. I would like to have my entire prepared state-
ment placed in the record.
Mr. Boranp. Without objection, it will be inserted in the record.

GENERAL STATEMENT

Mr. MCLAUGHLIN. As you know, the New York City Loan Guar-
antee Act of 1978 authorizes the Secretary of the Treasury, during
the City’s fiscal years 1979-1982, to issue up to $1,650,000,000 of
Federal guarantees of citg long-term debt. The guarantees are the
core of a four-year, $4.5 billion long-term financing plan aimed at
reatonn% the City's physical plant while it undertakes massive
fiscal reform.

To date, $1,050,000,000 of guarantees has been issued in the first
three years of the plan. The remaining tees may be issued
in the City’s fiscal year 1982 if the City demonstrates the need for

(405)




406

such financing and otherwise meets the requirements of the Guar-
antee Act.

The City’s financing plan has been revised several times to adapt
to changing financial conditions. Over the past year, the expecta-
tions for the City's market reentry in fiscal years 1981 and 1982
have been lowered as a result of the unlikelihood of the major
credit-rating agencies giving the City’s bonds an investment-grade
rating in the near future. These adjustments were built into the
latest revision of the financing plan. A further revison will be
submitted in May of this year.

THE GUARANTEE ACT

The Guarantee Act requires that the Secretary make a series of
determinations prior to the extension of each round of Federal
guarantees, the most important of which are that: the City has the
capacity to repay the Federally guaranteed indebtedness; the City
is unable to obtain credit elsewhere in sufficient amounts and on
reasonable terms; a financing plan satisfying the City’s short and
long-term needs exists and is sound; and the City is making sub-
stantial progress toward balancing its budget in accordance with
g;ggra.lly accepted accounting principles (GAAP) by its fiscal year
1982.

In the course of this program, we have issued $1,050,000,000 in
loan guarantees. The remaining $600,000,000 of guarantees are
reserved for issuance in fiscal year 1982, which commences June 1
of this year and expires June 30, 1982.

New York City has revised its long-term financing plan, to take
into agccount the changes in financial conditions: what is perceived
as a reluctance by the rating agencies to recognize the budgetary
improvements that the City has achieved through this program.
These revisions were announced last year and we expect a further
revision in May, at which time the City is likely to ask for the
issuance of the balance of guarantees.

Last Thursday the City financed all its short-term debt for fiscal
year 1981 in the public market, the first time since 1974 that it has
done this. It has, through efficient management, reduced the need
for seasonable borrowing.

In terms of its prospects for issuing long-term bonds, the City
expects to sell to the public, for the first time in over six years, an
issue of $50 million of its bonds on March 26th. The City and its
underwriters are hard at work in preparing the documents neces-
sary for this. As I mentioned, the budgetary reform has been
significant and is well detailed in the findings we present to the
Congress upon issuance of the guarantees, and we have done seven
sets of these documents.

Finally, I would like to note that the City’s planning process has
improved dramatically during the last three years in which I have
been involved with the program. They are now able to project
budget gaps months in advance and come up with plans that are
universally thrashed around and agreed upon by the various moni-
tors, in order to handle anticipated budget gaps. This is a long way
from the crisis of 1975.
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In addition, we monitor an additional piece of legislation, the
Pension Fund Act, which also requires a significant amount of time
and ene pent by the office.

The o%e, as it is currently constituted, has sixteen employees,
half of whom work the Washingtion beat, if you will, analyzing
Federal aid, being responsive to congressional and Administration
requests, and administering the office down here while a field staff
works in New York.

In the past three years, we have consistently come in under
budget. It may be good ement or it may be the reins of the
Budget Office pulling us in. i!ut we also intend to continue our
philosophy that even though those amounts were appropriated, we
will try to save as efficiently as though it were our own money,
which it is: the money of all our people.

LOAN GUARANTEE FEES

Finally, we have cut our outside obligations for accounting serv-
ices. We have developed a fine in-house staff and have cut our
needs for those services.

I also would note that the Guarantee Act provides us with a one-
half of one percent fee per year on the basis of outstanding indebt-
edness. So, the fees ooming in to date are $6.03 million. The fees
g]g.lzoutweigh the Treasury’s administrative expenses in fiscal year

On a personal note to you and your Subcommittee, last year your
support for the 1982 appropriation allowed a meaningful adminis-
tration of the Act and the guarantees which the city sorely needed.
Thank you.

[The written statement follows:]




FOR RELEASE ON DELIVERY
EXPECTED AT 1 A. M.
MARCH 4, 1981

STATEMENT OF JOHN J. McLAUGHLIN,
DIRECTOR OF THE OFFICE OF NEW YORK FINANCE,
BEFORE THE HOUSE SUBCOMMITTEE ON HUD - INDEPENDENT
AGENCIES OF THE HOUSE APPROPRIATIONS COMMITTEE

Mr. Chairman and Members of this distinguished Subcommittee:

I appear before you today to discuss the administrative
expenses of the Treasury Department's Office of New York
Finance. My testimony covers three major areas:

== A brief history of the New York City Loan Guarantee
Act and Treasury's activities under it;

A review of Treasury's additional responsibilities
imposed by P.L. 95-497 in monitoring the continuing

participation of the City and State pension funds
in the City's Four-Year Financial Plan; and

The level of appropriations Treasury believes neces-
sary for the 1982 fiscal year.

The Guarantee Act

The New York City Loan Guarantee Act of 1978 (P.L. 95-339)
authorizes the Secretary of the Treasury, during the City's fiscal
years 1979-82 (expiring June 30, 1982), to issue up to $1.65
billion of Federal guarantees of City long-term debt. The guar-
antees are the core of a four-year, $4.5-billion, long-term
financing plan aimed at restoring the City's physical plant
while it undertakes massive fiscal reform.
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To date, $1.05 billion of guarantees has been issued in
the first three years of the Plan. The remaining guarantees
may be issued in the City's fiscal year 1982 (July 1, 1981 through
June 30, 1982) if the City demonstrates the need for such
financing and otherwise meets the requirements of the Guarantee
Act.

The City's Financing Plan has been revised several times

to adapt it to changing financial conditions. Over the past
year, the expectations for the City's market reentry in fiscal
years 1981 and 1982 have been lowered as a result of the unlike-
lihood of the major credit-rating agencies giving the City's
bonds an investment-grade rating in the near future. These ad-
justments were built into the latest revision of the Financing
Plan. A further revision will be submitted in May of this year.

The Guarantee Act requires that the Secretary make a series
of determinations prior to the extension of each round of Federal
guarantees, the most important of which are that:

== the City has the capacity to repay the federally
guaranteed indebtedness,

the City is unable to obtain credit elsewhere in
sufficient amounts and on reasonable terms,

a financing plan satisfying the City's short- and
long-term needs exists and is sound, and

the City is making substantial progress toward
balancing its budget in accordance with generally
accepted accounting principles (GAAP) by its fiscal
year 1982.

The Guarantee Act also requires the City to achieve both its
short- and long-term financing in the public credit market as
soon as practicable. The City has successfully financed most of
its shrinking short-term needs in the public market in the past
three fiscal years through the sale of revenue-anticipation notes
and, most recently, tax-anticipation notes. Piscal and financing
reforms instituted by the City Comptroller and the City's Office
of Management and Budget have been instrumental in achieving this
cash-management turnaround.

The City expects to complete its first sale of unguaranteed -
bonds to the public later this month. The City is optimistic that
the scheduled sale of $50 million will be deemed successful, given
current market yields, at the premium the City will have to pay.
Among the major factors contributing to the City's ability to market
bonds has been its success in managing its current operations and
its ability to rejuvenate its dormant capital-spending program.

A successful public bond sale will be a major milestone in the
City's recovery.




New York's budgetary performance in the recent past has con-
sistently exceeded its mandated budget goals. In the past three
years, the City's financial statements have been audited by a
consortium of independent public accounting firms. Finally, it
appears that, in the current fiscal year, the City will achieve
a budget balanced under GAAP, one year earlier than required by
the Act. It plans to be, and must be, in GAAP balance thereafter.

On January 16, 1981, the City submitted to the Financial
Control Board its proposed FY 1982-85 Financial Plan and Program
to Eliminate the Gap (PEG). While the City is projecting a budget
gap of $421 million in FY 1982, most observers agree that the PEG
actions are adeguate and reasonable in light of the current fiscal
outlook, and that the major impediments to annual GAAP balance have
been resolved in the short term. The emphasis has shifted from
the immediate problem of balancing the next annual budget to the
longer-term problem of fundamental budgetary reform.

Among other factors, the City's budgetary progress can be
attributed to its pattern of underspending and revenue collections
that have outdistanced forecasts. Economically sensitive taxes
have risen due to inflation and to the better-than-expected
performance of the local economy. 1In addition, the City, as a
matter of prudence, does not include non-recurring revenues in its

forecasts, even though varying amounts of such revenue occur each
year.

Treasury Activities Under the Act in Fiscal Year 1980

Under the Loan Guarantee Act, the Treasury Department's Office

of New York Finance is required to monitor New York City's finances.
This involves:

== monitoring compliance with the Guarantee Act and
the Agreement to Guarantee;

reviewing and analyzing monthly, quarterly, and annual
financial statements and related reports;

tracking the City's daily cash-flow requirements and
assessing the time schedule and amounts required for
seasonal and long-term financing;

studying the effects of legislation enacted by the
96th Congress and proposed to the 97th Congress;

contact with (1) credit-rating agencies as to the
possibility of an investment-grade rating of City
securities and (2) the financial community and the
City's financial advisor concerning receptivity of
the public market to the City's debt;




meeting with City officials and with agencies assigned
to monitor the City, including the Financial Control
Board, Office of the Special Deputy Comptroller (State),
MAC, and GAO; and

liaison with New York State officials on the State's
commitment of continued support for New York City,
along with other cash~flow and budgetary matters.

These monitoring activities are essential in ensuring the
City's compliance with the provisions of the Loan Guarantee Act.
Prior to each takedown of Federal guarantees, the Office confirms
formally for the Secretary that the City is meeting its obligations
under the Act. The staff of the Subcommittee has been provided a
copy of the determinations prepared in connection with the
most recent issuance of $300 million of Federal guarantees on
October 2, 1980. -

Treasury intends to continue to meet its commitment, as under-
lined by the Senate Banking Committee,

« » « to continue to monitor New York City's operations
closely in order to ensure continued compliance with all
of the conditions of the Act and to protect the Federal
Government's financlal interest.

Finally, a provision of the Guarantee Act requires the Secretary
to prepare reports to the Congress on a regular basis outlining
Treasury's activities under the Act. This "Report to Congress®
was last transmitted in December 1980 and will be due next in May.

Pension Fund Legislation

The companion legislation to the Guarantee Act, P.L. 95-497,
(Pension Fund Act) mandates further findings by Treasury in rela-
tion to the purchase of City and MAC indebtedness by certain City
and State pension funds. Some $215 million of MAC placements
with the pension funds are scheduled prior to June 30, 1982. The
two most significant determinations the Secretary must make under
P.L. 95-497 are:

== that the issuance of indebtedness by the City
will not jeopardize its ability to make future
contributions to the pension funds, and

that the purchase of City indebtedness will not
endanger the ability of the pension funds to pay
future pension benefits.




In addition to these requirements, Treasury has continuing
monitoring responsibilities under P.L. 95-497. Whenever an acquisi-
tion of City or MAC indebtedness is made pursuant to one of the
purchase agreements, the Secretary must find that the acquiring fund
does not hold more than 50 percent of its assets in City and MAC
indebtedness and does not have a negative cash flow, and that the
aggregate of City and MAC indebtedness held by the City pension funds
does not exceed the percentage limitations contained in the Pension
Fund Act.

Furthermore, prior to each acquisition, Treasury must also
make certain independent determinations under the Pension Fund Act.
During the City's FY 1982, when each acquisition occurs the
Secretary must determine that New York City is operating under a
GAAP-balanced budget and whether the City's annual audited finan-
cial statements reflect that goal. Thus, a determination similar
to that made with respect to Section 103(5) of the Guarantee Act
at each takedown of guaranteed bonds must be made for each acqui-
sition of MAC or City bonds by the pension funds.

The staff of the Subcommittee has been provided with a copy
of the most recent determinations related to the Pension Pund Act.

The Office of New York Finance

Treasury's Office of New York Finance maintains two offices—-—
one in Washington and one in New York City. In addition, the
services of an accounting consultant--currently Deloitte Haskins
& Sells--are used.

The Washington office has several responsibilities:
analysis of Federal aid to New York City;

economic forecasting and analysis of the impacts
of national economic trends on the City's economy ;

formal preparation of the Secretary's determinations
with respect to the Guarantee Act and P.L. 95-497;

preparation of testimony and background materials in
conjunction with Congressional hearings and other
requests; and

administration of the Office, including budget, contracts,
and procurement.

The staff located in New York City have primary responsibility
for Treasury's day-to-day dealings with the City and State, and
with State agencies monitoring the City's finances. 1In addition,
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the New York Office conducts reviews of the City's budget and pro-
grams, audits and verifies the reports received from the City and
its monitors, and, if necessary, recommends changes and improve-
ments in the reports. A listing of the major reports the Office of
New York Finance must review is attached hereto as Exhibit A. In
addition, the Office inspects accounts, books, records, and other
financial documents of the City or any financing agency participat-
ing in the financing needs of the City.

Administrative Expenses

The anticipated appropriation fgr administration of the New
York City Loan Guarantee Act in fiscal year 1981 is $934,000.
This includes a supplemental appropriation request of $31,000 to
cover the estimated supplemental pay increases. The Administration
is requesting an appropriation of $1,044,000 to fund fiscal year
1982 requirements. :

The 1981 budget provides for 20 funded positions, including
professional and clerical staff of 17, plus provision for summer and
temporary employees. Of the projected $934,000 FY 1981 appropria-
tion, approximately 62 percent (5582,000) is allocated for per~-
sonnel compensation and benefits, $25,000 for travel, and $327,000
for rent, utilities, communications, supplies, services provided to
the Office by Treasury budget and personnel offices, and the
consulting services of the accounting firm, Deloitte Haskins & Sells.

In FY 1981, $184,000 has been obligated for the accounting
services of Deloitte Haskins & Sells. Such services are required
for periodic, in-depth budget analyses that must be performed in
a short period of time, certain accounting matters that require
specialized expertise, and certain City submissions required under
the Act that must be independently verified.

Finally, let me note that the Guarantee Act requires the City
to pay to the Treasury a guarantee fee of 0.5 percent per annum on
the outstanding principal amount of Federally guaranteed City bonds.
To date, these payments have totaled $6.03 million. It is antici-
pated that at least $28 million in guarantee fees will be paid by
the City to the Federal Government over the life of the bonds. In
FY 1982 alone, Treasury should receive at least $4.5 million in
guarantee fees. These fees will more than offset Treasury's admin-
istrative expenses in FY 1982. Attached at Exhibit B are estimates
of the guarantee fees for Federal fiscal years 1982-86.

This concludes the prepared portion of my testimony. I would
be pleased to respond to any questions.
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Exhibit A

From the November 15, 1978 Agreement to Guarantee, the City must
regularly submit to the Secretary of the Treasury the following:

Four-Year Plans no later than July 1 of each fiscal year in
which Guaranteed bonds are outstanding (§3.1.5c)

Monthly Certificates no later than the end of each calendar
month certifying that there was no material modification in
the Financial Plan and no adverse developments in pending
litigation (§6.7.1)

Monthly Pinancial Plans no later than the end of each calendar
month reporting results of operations of City and Covered
Organizations for preceding month (§6.7.3)

guarter1§ Financial Plan Statements no later than October 31,
January ¢+ and Apr 0 of each year reporting results of
operations of City and Covered Organizations for preceding
quarter of fiscal year (§6.7.3)

Annual Audit Reports (Comptroller's Reports) no later than
October 31 of each year reporting the financial position

Economic Reports on March 15 and September 15 of each year
evaluating overall economic position of City for preceding
half of fiscal year (§6.7.5)

Collective Bargaining Agreements upon submission to the FCB
along with projections of costs and certificate of consistency
with the Financial Plan in effect (§6.7.7)

Mayor's Management Reports on January 30 and September 17 of
each year reporting management and productivity improvements
(§6.7.7)

Borrowing Schedules no later than July 1 of each fiscal year
Taying out the plan of seasonal and MAC borrowing for present
year (§6.7.9)

Reports of Covered O;ganizations as soon as possible after end
of each organization's 8scal year reporting the financial po-
sition and results of operations of the preceding fiscal year,

certified by independent certified public accounting firm, and
with the opinion of the firm as to compliance with GAAP (§6.7.9)




11,

12.

13.
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Exhibit A Continued

Publication of Plan Variances no later than December 1, 1979,
1980, and 1981 printed in The City Record and reconciling
actual revenues and expenditures in FY 79, FY 80, and FY 81
with projected revenues and expenditures in both the initial

Financial Plan for the year and the latest modification
(§6.7.10)

Audit Committee Reports completed by the Audit committee in
accordance with §103(7)(B) of the Guarantee Act making recom-
mendations for improving the financial accounting and report-
ing systems of the City (§6.15)

Productivity Council Reports completed by the Productivity
Council in accordance with §103(9) of the Guarantee Act making
recommendations for enhancing the productivity of the City's

labor force and published in The City Record no later than
January 1 of each year (§6.15)

-315 O—B1——27
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Exhibit B

Estimated Receipt of Guarantee Fees
(millions)

Federal
Fiscal Year Amount Due

1982
1983
1984
1985
1986
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PROGRAM'S STAFFING LEVELS

Mr. Boranp. Thank you, Mr. McLaughlin. I believe that your
success is due to good management, rather than the reins of the
Office of Management and Budget.

You have two offices. How do you split the personnel?

Mr. McLauGHLIN. Five professionals and four secretaries in
Washington; three professionals in New York with me and two
secretaries. So the split is pretty much 50-50. Other support staff,
like the person assigned to cover New York matters for the Gener-
al Counsel’s Office, are located in Washington.

Mr. BoranD. You referred to an action taken last year concern-
ing loan guarantees and the actions of the House and the confer-
ees, which was in line with what the City of New York, the
Treasury and the New York office wanted.

During last year’s hearing, Mr. Altman said that no further
guarantees above the $750,000,000 would be issued. Mr. Proxmire
put a limitation in the Senate version of the 1981 Appropriations
Bill. That limitation would have prohibited the use of appropriated
funds to administer a loan guarantee program that would permit
the use of the guarantee authority for the purpose of permitting
MAC to use the proceeds of its borrowings in fiscal year 1981 and
1982 to meet the City's financing needs after 1982. That last issue
was resolved in the first Continuing Resolution last fall and the
language was dropped from the 1981 Appropriations Bill. Subse-
quently, the Treasury guaranteed another $300,000,000 of New
York City bonds. That brought the total guaranteed to
$1,050,000,000. The balance of $600,000,000 in guarantees has not
been issued.

What has happened to the $300,000,000 guaranteed last fall? Is
the money in escrow?

Mr. McLAuGHLIN. No, it is not. The proceeds from MAC bond
sales are to be placed in escrow. The proceeds from guaranteed
bond sales may not be escrowed; they may only be used for true
capital spending. There is a process that the City goes through in
terms of its capital spending program. It is a very well-refined
process. The monies are committed, and approved by the Board of
Estimates, in a streamlined fashion, not like the cumbersome fash-
ions of prior Administrations. Once the money is committed, the
bonds are issued and the proceeds are put in an account to be
rationed out to projects in the pipeline over a three-month period;
or, the city advances funds from its general fund and the amounts
are repaid from the proceeds from a bond issue.

PLANS FOR REMAINING LOAN GUARANTEES

Mr. BorLanD. What does New York City plan to do with the
remaining $600,000,000 in guarantees issued in 19827

Mr. McLAUGHLIN. The use of the funds has been committed to
capital improvements by the city that are much needed. I am
talking primarily about repairing the bridges, the roads, the sewer
system, and very little to do with new construction. This is a
holding action by the city in maintaining its physical plant. The
city has targeted over $2,000,000,000 for this purpose over the fiscal
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year 1979-82 period. If the remaining $600,000,000 of guarantees
are issued, they will only be a part of that capital funding.
Mr. BoranD. Mr. Green.

NYC BALANCED BUDGET

Mr. GReeN. On page three of the statement, you mention that it
appears New York City will achieve a balanced budget according to
generally accepted accounting principles (GAAP) this year (1981)—
one year earlier than requireg by law. Paragraph three on that
page details some of the factors to which the City’s budgeta

rogress can be attributed: pattern of underspending; revenue coi-
rections that outdistanced forecasts; taxes that have risen due to
inflation; and better-than-expected performance of the local econo-

my.

A Wall Street Journal editorial dated February 23 states that
there is strong evidence that the main reason for the economic
recovery of New York City and State is tax policy—specifically,
reductions in the tax burdens at the State and local level.

A new reﬁort on the City by the State Comptroller’s Special
Deputy attributed the improved outlook to such factors as higher
tax revenues, particularly from real estate, and a State takeover in
recent years of several costly functions performed by the city.

Have you read the editorial and the report to which T am refer-
ring? How accurate do you believe the editorial to be?

Mr. McLAvuGHLIN, 1 Kave read both reports. Having been in the
middle of the New York City process for three years, I don’t believe
there is any one reason, whether it is the economic-stabilizing and
the tax-cutting bKdGovemor Carey, and the freezing of the tax rate
%the Mayors—Mayor Beame first and continued by Mayor Koch.

is has certainly contributed to an atmosphere of economic re-
birth in Lower Manhattan and other areas with which you are
familiar.

I think there are a myriad of factors and I don’t think any one is
a leading factor. I think there is a renewed confidence and a
renewed atmosphere for investment in the city. I am told it is
driven in part by foreign investors who view New York as a haven
for investment, a changing of the City’s economy from a light
manufacturing base to a service base, which made it recession-
proof, if you will, from the last recession, and a myriad of other
factors which have created, I think, a strong trend.

Part of it really has to do with the Act itself, with local investors
realizing there was a commitment both by the Federal Government
as well as the unified action of the savings banks, the insurance
companies, the pension funds, and organized labor in particular.
They are putting up their money to see that the City is restored
and gets back to its prime status.

IMPACT OF FEDERAL BUDGET REDUCTIONS

Mr. GrReeN. The new Administration is proposing a number of
reductions in both the Federal 1981 and Federal 1982 fiscal year
budgets. Do you anticipate that the administrative expenses of the
New York City Loan Guarantee Program will be reduced; and if S0,
by how much?
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Mr. McLAuGHLIN. I would expect ours would be decreased and I
would think it would be in line with the general overall reduction
in consultants, in travel and in administrative overhead.

Mr. GreeN. You mentioned travel. There is now competitive
service on the New York to Washington route.

Mr. McLAUGHLIN. In fact, they are lower than Amtrak, at least
the current sweeteners of those air fares are.

ELIMINATION OF STATE'S SHARE OF GRS

Mr. Green. What do you anticipate will be the impact of elimi-
nating the State’s share of General Revenue Sharing?

Mr. McLaucHLIN. Well, there is an impact, Mr. Green, but as I
mentioned in my remarks, the planning process of the City OMB—
coming up with what they call “PEG” programs and rolling four-
year programs—is part of the apparatus that the fiscal crisis has
put on the City. That impact has already been taken into account.

Mr. GREEN. go you feel those are alreadf! anticipated.

Mr. McLAuGHLIN. Those are built in. Incidentally, maybe I am
anticipating something, but the Control Board has indicated that
the receipt of $100 million of Federal aid is an uncertainty in the
City’s fiscal year 1982 budget taking into consideration the current
climate, to make sure that the City comes in on balance.

Mr. BoLaND. May | ask, what was the State’s share of GRS? You
may suﬁply that information for the record.

I§4r. AFUSE. It was a bit less than $250,000,000 in fiscal year
1980.

Mr. BoLanD. Please indicate what the passthrough was as well.

[The information follows:]

ELIMINATION OF STATE SHARE oF REVENUE SHARING

The elimination of the state share of revenue sharing after the October 1980
payment resulted in a loss to New York State of one guarterly payment, approxi-
mately $63 million, in its fiscal 1981 budget (ending I\fllarch 31, 1981). In its fiscal
1982 budget, the loss to the State will equal the total annual entitlement, approxi-
mately $250 million. The loss will be either in categorical aid or unrestricted
revenue sharing funds, since the State share of revenue sharing in Federal fiscal
year 1982 is qualified by the Levitas amendment that requires trading $1 of categor-
ical grant funds for $1 of revenue sharing.

The City had estimated that it received approximately $80 million per year from
the pass-through of the State’s share of revenue sharing to the City. The elimination
of the State share after the payment in October 1980 resulted in a loss to the City of
$40 million in its fiscal 1981 budfet {ending June 30, 1981) and would result in the
loss of $40 million in the first half of its fiscal 1982 budget. The amount of the pass-
through that would be restored to the City upon the renewal of the State share in
Federal fiscal year 1982 would depend on the State’s decision to trade categorical
funds for revenue sharing pursuant to the Levitas amendment.

IMPACT OF BUDGETARY REDUCTIONS

Mr. Green. What about the total impact on New York City of all
the buggetary reductions being prﬁposed?

Mr. McLAUGHLIN. The City’s OMB has on its own, cut in half the
number of CETA jobs projected to receive funding, and the Control
Board, as I said earlier, just indicated that the receipt of $100
million of Federal aid is an uncertainty in the city’s fiscal year
1982 budget, to make the City tighten its belt a little more to come
in with a balanced budget in 1982. I know the Mayor is very
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hopeful that some relief on the mandates will provide help in
balancing the budget.

CAP ON MEDICAID

Mr. GREeN. One of the major areas proposed to balance the
budget is to require local governments to pay half the State’s share
in medicaid. Have you looked at that one proposal to cap medicaid?

Mr. McLAuGHLIN. We are looking at it.

Mr. GReeN. When do you anticipate that your analysis will be
complete?

Mr. McLauGHLIN. We pride ourselves on pretty quick turn-
around time, so I would expect it by the 15th of April.

Mr. GREEN. Please make that available to us.

CAPITAL IMPROVEMENTS

Last year, there was some discussion of the City’s capital im-
provements plan to spend $2.3 billion by 1982

Is the capital improvements plan on schedule? If not, how much
has it slipped and what are the consequences?

Mr. McLAUGHLIN. I am happy to report that it is on schedule. It
was not during the first two years of the program, but the Mayor
created a solution without cutting any of the checks and balances
that the bid processes allow. Now they are on track. It is our
judgment they will spend the $2.3 billion and will put together a
credible organization to take care of the City’s capital requirements
in the years ahead.

FUND RAISING ABILITY

Mr. GreeN. The spending program requires funds in addition to
those from the loan guarantees. Are you confident they will be able
to raise the money?

Mr. McLAUGHLIN. I am comfortable with the revised financing
plan, that calls for a gradual reentry into the market by the City
and reasonable annual amounts of MAC debt per year. As part of
the plan, last year MAC’s statutory borrowing authority was in-
creased by $1.2 billion and extended to December 31, 1984. With
the City gradually moving into the marketplace in 1983, 1984 and
1985, there is a good chance that all the City’s needs will be
funded, at least through 1985. Then beyond that, they will have
built up, I hope, sufficient market confidence to meet all of their
financing needs on their own.

TOTAL ACCUMULATED DEFICIT

Mr. GReEN. The total accumulated deficit for New York City was
$7.7 billion in 1978 and $7.8 billion in 1979. Last year's estimates
for 1980 and 1981 were $6.6 billion and $5.0 billion, respectively.
‘ltgga.E was New York City’s total accumulated deficit at the end of

07
What are the estimates for 1981 and 19827
gglitplain any significant variances from estimates for 1980 and
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Mr. McLAuGHLIN. I would like to detail that for the record.
When you talk about deficits, you are talking about the cumulative
deficits of the operating budgets, much of which have been fi-
nanced with the issuance of debt. If you add to that the City and
MAC debt issued for the capital budget, you get a figure of more
than $12 billion for the City’s long-term indebtedness.

I should note, the City has also been reaping some pretty sub-
stantial budget surpluses under State law in the last few {ears, and
I hope that continues under GAAP. That certainly can lessen the
needp‘;'or long-term financing, as some capital projects can be on
pay-as-you-go basis.

he information follows:]

GeneraL Funp Dericrr

New York City's general fund deficit was $7.8 billion as of June 30, 1979, accord-
ing to the independent audit of the City's financial statements. The two major items
that affected the fund deficit as of June 30, 1980 were the amount of the City’s fiscal
year 1980 deficit pursuant to generally accepted accounting principles (GAAP) and
the redemption of outstanding debt that was issued to finance the annual budget
deficits. The fiscal year 1980 GAAP deficit was composed of three items: the amount
of captialized operatinﬁ expenditures, the amount of pension accrual, and, partially
offsetting the sum of the first two items, the amount of the fiscal year 1980 surplus
under State law. The sum of the fiscal year 1980 capitalized operating expenses and
pension accrual was $501 million and the fiscal year 1980 surplus under State law
was $145 million, yielding a deficit under GAAP of $356 million for fiscal year 1980.
While there are forecasts of a fiscal year 1981 surplus under GAAP, the following
presentation of the change to the general fund balance from June 30, 1980 to June
30, 1981 excluded an estimate of a fiscal year 1981 surplus. Hence, the following
projection of the general fund deficits as of June 30, 1981 is conservative. Similarly,
the projection of the general fund deficit as of June 30, 1982 is conservative because
it is difficult to estimate now the amount of the City's fiscal year 1982 surplus.

Following are the actual general fund deficits as of June 30, 1979 and June 30,
1}38(;933“;1 projections of the City's general fund deficits as of June 30, 1981 and June

[In thousands of dollars]

Fund balance (deficit) at June 30, 1979..........cccovirniiissmmsnsssnssmsnesissssenss . (1,796,056)
Fiscal year 1980 GAAP deficit................co... (356,021)
Redemption of debt during fiscal year 1980..........ccccouvmrmmmimessssmisresssessseses 210,575
Fund balance (deficit) at June 30, 1980.........cccccocevciciciivnivenicieiiannn. (1,941,502)
Redemption of debt during fiscal year 1981 (estimate) ...........ccoocceervurrurcrnns 184,000
Fund balance (deficit) at June 30, 1981 (estimate) .............coovvevennnne (7,757,502)
Redemption of debt during fiscal year 1982 (estimate)..........cc.covrrverismemsenns 212,000
Fund balance (deficit) at June 30, 1982 (estimate) ...........crrerrscrmenne  (7,545,502)

The variances from last year's estimates are due to the amount of debt redeemed
in fiscal year 1980 and fiscal year 1981,

PENSION COSTS

Mr. Green, Earlier this week in a letter that went to the bond
rating agencies, it was estimated that pensions were going to take
less of the City’s budget than had previously been estimated. Obvi-
ously, that would be wonderful, if that is true. On the other hand,
it may impact on the ability of the pension system to absorb the
macro-city paper. Have you seen the statement and do you agree
with the predictions?

‘Mr. McLAuGHLIN. I have seen the statement and we have re-
viewed it. We received it yesterday. Regarding the capacity of the
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pension funds now to take back city paper—and they are only
committed for one more fiscal year to take it—they have stated
they don’t want to be the bankers for the City any longer. In the
report there is emphasis on the projection of a substantial drop in
the city budget appropriation for pension costs over the next few
years. While the general trends may be accurate, certain liberal
assumptions were used to make these projections.

So, the earnings from the pension funds’ assets would in effect
decrease the City’s contributions. I am not sure that takes into
account the labor unions’ legitimate demands for increased wages,
as well as their concern for inflation. Nevertheless, I agree general-
ly with Comptroller Goldin’s statement, but I think the magnitude
of the reduction in the City’s contribution is up for grabs.

APPROPRIATION LANGUAGE

Mr. GreeN. On page 6 of Tab C is a copy of the appropriation
language in the 1980 HUD-Independent Agencies Appropriation
Act, amended for 1982. Last year, the credit limitation language
read as follows:

“Total commitments to guarantee loans through June 30, 1982,
Bh?]'! not exceed $900,000,000 of contingent liability for loan princi-

Why are you proposing that the credit limitation language be
amended for 19827

Mr. McLAuGHLIN. To take into consideration, really, two points.
First, we have the capacity or commitments to issue $600,000,000 of
guarantees in fiscal year 1982, which by the statute is a serial type
authority. We were not authorized to issue the full amount in 1978:
it accumulates. Second, the funny number, the $755,898,000—that
is, the extra $155 million—represents those amounts of guaranteed
bonds which the City will have reduced by June 30, 1982. The City
will actually have paid back over $150 million of the Federally
guaranteed bonds.

Now, technically, in the agreement to guarantee which we
fashioned in 1978, there was some language that gave the pension
funds comfort that the Federal guarantee authority won't be cut
back from what was written in the statute.

If you read the statute, the authority is an expanding one, a
cumulative one allowing up to $1.65 billion to be outstanding,
taking into account the amounts redeemed.

Mr. GreeN. That was a provision for rolling over amounts——

Mr. McLAuGHLIN. Although in the agreement to guarantee there
is no commitment to issue any more than the $1.65 billion, the
provision for the $155 million that will have been redeemed is to
make our attorneys happy.

FISCAL YEAR 1983 ADMINISTRATIVE EXPENSES

Mr. GreeN. The New York City Loan Guarantee Act of 1978
authorizes the Secretary of the Treasury, during the City’s fiscal
year 1979-82 to issue up to $1,650,000,000 of Federal guarantees of
City long-term debt. Thus, the loan guarantee program expires
three-quarters of the way into the Federal fiscal year 1982.
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Is 1982 the last year that Treasury intends to request an appro-
priation for administrative expenses of the New York City Loan
Guarantee program?

Mr. McLAuGHLIN. I am really not certain I can answer that
question. I don’t know that we're far enough in the formulation of
what we are going to do. There is some residual liability on the
part of the Federal Government to monitor and make sure the city
keeps paying back the bonds. In fact, Senators Garn and Proxmire
wrote us a letter about being very vigilant and I think the Assist-
ant Secretary Roger Mehle will have thoughts on how to incorpo-
rate within the Office of the Secretary some personnel to adminis-
ter this program. But in terms of an active administration of the
program, we essentially function as bankers. Requests come in for
the loan guarantees and we have to create a lot of documentation;
the crunch work will be taken care of in this year.

Mr. BorLAanD. The banks don’t fold after they loan all their money
out, do they?

Mr. McLAuGHLIN. No, they don't. They pay dividends, I hope.

FUTURE MONITORING EFFORT

Mr. GreeN. So you have not yet decided how much effort will be
required to monitor the program after June 30, 1982?

Mr. McLavcHLIN. There will be a certain residual effort re-
quired. While there would be a reduction from the fiscal year 1982
level, the specific percentage reduction is difficult to estimate now.

Mr. GreeN. Do you feel it makes sense to keep the office in New
York City open?

Mr. McLAUGHLIN. My personal view is that it is useful to have a
presence in New York City.

UNOBLIGATED BALANCE LAPSED-1980

Mr. Green. The table on page 1 of Tab C indicates that you
lapsed $179,000 at the end of fiscal year 1980. Now, there is noth-
ing wrong with returning funds that are not needed to the Treas-
ury. It often times is the result of prudent management. Still, what
caused the $179,000 lapse at the end of fiscal year 1980? Did the
one-for-two hiring limitation have any effect?

Mr. McLAUGHLIN. Yes, it did. We have not really brought any-
bodgor;ew on board for over a year. The people that we had brought
on rd were veterans of the fiscal crisis. In fact, one of the two
people worked for the City Comptroller in managing the cash flow.
Another individual worked for Professor Ray Horton at Columbia
University. We were able to hire, very effectively, people who
needed no indoctrination in terms of the fiscal crisis.

Frankly, when slots were there, they weren't filled, and we cut
back on travel and we are cutting on contracts.

STAFFING LEVELS

Mr. GreeN. In your statement you mention that the 1982 budget
provides for 20 funded positions—17 professional and clerical and
three summer and temporary employees. Last year, Mr, Altman
stated that he had no plans to fill more than 17 positions. Why
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would the Office of New York Finance need three summer or
terbr/llporary employees?

r. McLAUGHLIN. Basically, our summer employees were help-
ful. One was a business student at Columbia Business School and
the other was a student at the Kennedy School. They supplement-
ed our staff. And it gives them an oEportunity to know what
service in the Federal Government might be like. I would like to
see that continued. Although it is not essential, it is more a benefit
for t!:le individuals and a part of good citizenship to continue the
record.

Mr. GreeN. Please provide for the record an object class break-
down of administrative expenses for 1980, 1981, and 1982.

Mr. McLauGHLIN. We will be happy to.

[The information follows:]

NEW YORK CITY LOAN GUARANTEE PROGRAM, ADMINISTRATIVE EXPENSES, OBLIGATIONS BY OBJECT
CLASS

[in thousands of dollars}

1980 19811 1982
actual estimate eshimate

PO COMPOIBNION. .ot esniimsiinisiinssomssbipisnessssebssbiitelesircbiirismmaioiossonfuinabs $466 $534 $551
Personnel benefits ..., oo SRR o i 37 48 51

Subtotal, compensation and benefits..................... i 503 582 608
Travel i e . 2 25 3l
Rents, communications and ulifities e L 36 46 B4
Other services, 276 336
Supplies and materials i U e L RN e k] 3

RPNt M T 0 O O 0 e B 934 1,044

Vincludes pay supplemental request of $31,000

Note: All obligations are incurred initially by the Office of the Secretary, Salaries and Expenses account, then reimbursed by the New York City
Loan Guarantee Program—Administralve expenses account

EFFECTS OF BUDGET FREEZES AND REDUCTIONS

Mr. GreeN. The Administration has placed a freeze on hiring
and ordered reductions in travel, consultants and equipment. How
many of your 17 positions are currently filled?

Mr. McLAUGHLIN. All but one.

Mr. GreeN. What will be the effect of those actions on your 1981
and 1982 budgets? Will there be any savings?

Mr. McLAUGHLIN. I expect there will be savings and I can see
several people leaving within the course of the year. However, I
dqul_'l't think their leaving will diminish the effectiveness of our
office.

Mr. Green. Will you provide us with details for the record?

Mr. McLAvuGHLIN. Certainly.

[The information follows:]

Errects oF BupGer Rebucrions

Of the 17 full-time permanent positions in the Office of New York Finance, two
are vacant. (A second position became vacant subsequent to March 4.) Additional
positions may become vacant. The value of the resulting savings may range, on an
annual basis, from two to four staff years.
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The President’s budget reductions released on March 10 reduced the appropri-
ations for travel by 36,000, for contractual services (consultants) by $41,000, and for

uipment rental by $3,000. These reductions from the estimates of the needs of the
(e)(}ﬁce for fiscal year 1982 should not materially adversely affect the operation of the
Office.

PAY ACT SUPPLEMENTAL-1981

Mr. GreeN. Last year, you requested a $29,000 supplemental
appropriation for 19g0 due to increased pay costs. Su uently,
that request was withdrawn. This year, you are requesting a
$31,000 supplemental appropriation in 1981 due to increased pay
costs. Is it likely that request will be withdrawn on March 10?

Mr. McLAuGHLIN. I understand that there will be reductions to
this program; however, the specific details have not been formally
determined.

LOAN GUARANTEE FEES

Mr. GreeN. Last year in testimony presented at these hearings,
the Treasury estimated that New York City would pay $15 million
in loan guarantee fees over the life of the guarantees. This year,

our justification indicates that amount will be $45 million. What
ﬁas l\iew York City paid so far and which estimate is more accu-
rate for the total estimated payment?

Mr. McLAUGHLIN. It has paid over $6 million so far. The reason
the number jumped was that the financing plan was revised to
include the final $900 million of guarantees. Originally, in 1978
and 1979, the first $750 million of guarantees were committed and
the final $900 million were standby, with the hope that the City
would get back its full fiscal independence by 1981 and 1982,

In 1980 when it became apparent that it would not, the City
revised its financing plans, got MAC's borrowing capacity expanded
and developed plans to cover its capital neegs until it becomes
financially independent. In that context, the guarantees came into
play, were issued and we are expecting requests for the final $600
million. If they are issued, then the newﬁigher estimate for the
guarantee fees is the accurate one.

CONTRACTUAL SERVICES

Mr. GreeN. The highest increase in your fiscal year 1982 budget
is for contractual services. Can you explain that category in more
detail either now or for the record?

Mr. McLauGHLIN. I will touch on it briefly now, then in more
detail for the record.

We have cut down substantially. When I came to this office, the
previous accounting consultant was being paid $500,000. We have
been very vigorous in going out for “Recluests for Proposals” (RPFs)
for contracts. We have eliminated legal services. We intend to be
vigilant with the RFP process.

This is not to say we don’t have a real need for this service.
When the City comes out with a “PEG” program, the program to
eliminate the gap in January of each year, we need to have a lot of
personnel crunching numbers in order to produce a timely analy-
sis, as well as when the City submits its executive budget in April
or May. Again, we need the quick turnaround time.
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I can assure you we are monitoring that very efficiently.
[The information follows:]

CONTRACTUAL SERVICES

The President’s budget reductions released on March 10 reduced the appropri-
ation for contractual services by $41,000, bringing the total appropriation for that
item in fiscal year 1982 to $242,000.

Contractual services are required for periodic, in-depth budget analyses that must
be performed in a short period of time, certain accounting matters that require
specialized expertise, and the review of certain City submissions required under the
Loan Guarantee Act and the Pension Fund Act that must be verified independently.
For example, $184,000 has been obligated in fiscal year 1981 for the consulting
services of the accounting firm of Deloitte Haskins & Sells. Moreover, $58,000
remains unobligated but would be used, if necessary, for other specialized services
that may be required during fiscal year 1982, including the services of Wharton
Econometric Services, which has available a large econometric model of the New
York metropolitan area. This model has been used in the past to help in the
evaluation of the City's economy to determine the City's budget outlook as well as
the prospects of repayment of the guaranteed debt.

Mr. GreeN. As a New Yorker and one who was a member of the
Banking Committee when the long term financing plan was initiat-
ed, I would like to note that I am pleased to get this independent
report on the plan’s progress.

Also, as a member from New York who has been concerned very
much about this program, I have been very pleased by the way it
has been administered by the Treasury, and ask that you remain
vigilant. It is important the City not lapse into its former ways.

Thank you, Mr. Chairman.

Mr. BorLanp. New York City, with the help of the Banking,
Finance and Urban Affairs Committee, has shown a remarkable
recovery, as the history of this program clearly indicates.

Mr. McLaughlin, I want to congratulate you again on the way
you have developed this program, and I want to wish you luck in
whatever your undertakings will be in the future. I am sure they
will be enjoyable.

The hearing is adjourned. We will place the justifications in the
record at this point.

[The justifications follow:]
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REVISED JUSTIFICATIONS

Department of Defense - Civil
Cemeterial Expenses, Army

Revision to the FY 1982 Budget

The appropriation language is revised to reflect an appropriation request of
$5,086,000 in lieu of $7,386,000.

The net reduction of $2,300,000 from the original request is accounted for as
follows:

— a newly identified recovery of $659,000 of prior year obligations of
budget authority.

-- a reduction in the authorized employment level from 152 to 139 and a
reduction in authorized workyears from 164 to 153 resulting in a savings
of $200,000.

-- Deferral of Phase III of the repair and replacement of cemetery roads
at a cost of $1,058,000.

-~ Deferral of the replacement of motor vehicles (non-passenger) at a cost
of $60,000,

-— Deferral in the preliminary and final design of a new warehouse facilﬁsy
at a cost of $270,000.

—- Deferral in the maintenance of lands and structures at a cost of
$53,000.
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DEPARTMENT OF THE ARMY, FISCAL YEAR 1982
SALARIES AND EXPENSES, CEMETERIAL EXPENSES, ARMY

FROGRAM AND FINANCING (in thousands of dollars)

w82
actual

w82

wtimate

Budget
Appendix
Page

Heading

Request
Pending

Proposed
Amendment

1-H1

Program by activities:

1. Operation and
maintenance

2, Administration ——
3. Constructiom,

Arlington National
Cemetery

10,0001 Total Obligations

40.0001 Appropriation

Relations of obligations
to outlays:

71.0001 Obligations
incurred, net

72.4001 Obligated balance,
start of year

74.4001 Obligated balance,
end of year (-)

90.0001 Outlays excluding
pay raise supplement —-

91.1001 Outlays WB pay
raise supplement

91.2001 Outlays Civ pay
raise supplement ————

91,3001 Outlays Mil Pay
raise supplement

= 2,300

= 2,360

= 2,300

Revised
Request

5,745

&, 405




BTANDAND FORW 3:0
3 e 0f B Kiatse
r&(. Acll, Revagd,

T

L5

443

DEPARTMENT OF THE ARMY, FISCAL YEAR 1982

SALARIES AND EXPENSES, CEMETERIAL EXPENSES, ARMY

OBJECT CLASSIFICATION (in thousands of dollars)

Memtilestin cude »m B2 nB2 » B2
21-1805-0-1-705 ot wiloate aa—
Budget
Appendix Request Proposed Revised
Page Heading Pending Anendment Request
I-H1 Personnel compensation:
111.101 Permanent positions 2,678 - 225 2,453
111.301 Positions other
than permanent 180 45 225
111.501 Other personnel
compensation 51 51
111.801 Special Personal
services payments B85 85
111.901 Total personnel
compensation 2,994 - 1B0 2,814
“F 2
Personnel benefits:
112.101 Civilian 365 - 20 345
121.001 Travel and
transportation of persons 4 &
122.001 Transportation of
things 4 4
123,101 Standard level user
charges 16 16
123,201 Communication,
utilities and other remt 142 142
125.001 Other services 1,908 - 270 1,638
126,001 Supplies and
materials 352 352
131.001 Equipment 203 - 60 143
132.001 Lands and structures 1,398 =1,111 287
999.001 Total obligations 7,386 -1,641 5,745

|




STAMDARD FORM DU
GRISCRLAMMAS™  DEPARTMENT OF THE ARMY, PISCAL YEAR 1982
a10%

SALARTES AND EXPENSES, CEM

DETAIL OF PERMANENT POSITIONS

10 B2 19 82 m

actusl eallinate etizate

Budget Request Proposed Revised
Appendix Heading Pending
Page

dment Request

ITI-22 G5 /GM-15
GS/GM-14
G5-12
GS-09
GS5-08
GS-07
GS-06
G5-05
G5-04
G5-03

Ungraded

Subtotal

Unfilled positions, 30 Sep
(=) end of year

Total permanent emplovment
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saneano romm 300 DEPARTMENT OF THE ARMY, FISCAL YEAR 1982

SALARIES AND EXPENSES, CEMETERIAL EXPENSES, ARMY

PERSONNEL SIRMMARY

Veatide tirm cude w B2 nwB2 » B2
21-1805-0-1-705 actual whmate it
Budget
Appendix Request Proposed Revised
Page Heading Pending Anendment Request
II1-22 Total number ¢f permanent
Positions 152 =14 138
Total compensable work years 164 =11 153
Full-time equivalent to other
poasitions {12) (3) (15)
Full-time equivalent of
overtime and holiday hours
Average GS grade 6.84 .08 6.92
Average GS salary $18,930 $150 $19,080
Average salary of ungraded
positions $17,600 $17,600
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REVISED JUSTIFICATIONS

CONSUMER INFORMATION CENTER
FY 1981
Comparison of Budget Adjustments to FY 1981 Funding
(in 000)

Initial Revised
Activity Budget Budget Reduction

Consumer Information
Center $1.425 $1,33 $ -9

Appropriation Realized 1,409 1,409 -
Recission-Pursuant to PL. 96-526 - 28 - 28 -
Transfer to 0.E., NARS -

Total Availability
Proposed pay increase
supplemental 44
Revised amount

Explanation of Reduction

Employment
Printing -39

Total Reduction ¥ -5
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CONSUMER INFORMATION CENTER
FY 1982
Comparison of FY 1982 Init!aEtBudget with Revised FY 1982 Budget
n 000)

Initial Revised
Activity Budget Budget Reduction

Consumer Information
Center $1,581 $1,314 $ -267

Explanation of Reduction

Employment $- 98
Travel - &
Other Services 162

Total Reduction $-267

CONSUMER INFORMATION CENTEFR
FY 1982
Revised Budget
Comparison with FY 1981 Revised Budget
(in 000)

1981 1982
Activity Revised Budget Revised Budget Chanage

Consumer Information
Center $1,30 $1,314 $-17

Explanation for Change

Employment Reduction (Full year cost of

FY 1981 reductions plus additional employment
reductions 1n FY 1982)

Travel

Non-discretionary, common distributables,
Other Services

74-315 0—81—29
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CONSIMER INFORMATIOM CENTER
FY 1981
Workyears
Initial Budget and Revised Budget

Initial
Activit Budget Reduction
Activity Sudget

Consumer Information
Center 22 -3

CONSUMER INFORMATION CENTER
FY 1982
Workyears
FY 1982 Initial Budget and FY 1982 Revised Budoet

Revised
Activity Budget Reduction

Consumer Information
Center 17 -5
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CONSUMER INFORMATION CENTER
FY 1982
Workyears
Comparison with FY 1981 Revised Budaet

1981 1982
Activity Revised Budget Revised Budget Change
Consumer Information
Center 19 17 -2

Explanation of Change

The FY 1982 level reflects the annualization of the FY 1981 FTE reductions made
in accordance with the President's program,

GERERAL SERVICES AIMINISTRATION

1982 1982
Budget Budget 1982 1982
Appendix Request Proposed Revised
Page Heading Pending Amendment Request
1-V70 Consumer Information Center 1,581,000 ~267,000 1,314,000

This amendment reduces the 1982 request for salaries

and expenses and
would reduce the 1982 outlays by $267 thousand.
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STANDARD
M,ﬁw.“lm
Cwenler Ko A-11, Reviend

v CONSUMER INFORMATION CENTER
Program and Financing (in thousands of dollars)

1981

1981

1981

Idem e i mocde

47-0104-0-1-376

Program by activities
Direct program: Consumer
Information Services
Reimbursable program

Total program costs, funded..

Change in selected resources
{undelivered others)

10.00 Total obligations
Financing:
; 11.00 Offsetting collections from:
Federal funds
25.00 Unobligated balance lapsing

39.00 Budget authority

PRESENTLY
|AVALLARIE

PROPOSFD

[ revisen

AMENDMENTS | REQUEST

Budget authority:
40.00 Appropriation
40.00 Reduction pursuant to Public
Law 96-526
40.01 Appropriation rescinded (Public
Law 96-304)
41.00 Transferred to other accounts..

43.00 Appropriation (adjusted)
44,20 Sugelementa] for civilian
pay rajses

Relation of obligations to
outlays:
71.00 Obligations incurred, net
72.40 Obligated balance, start of

ye
74.80 Obligated balance, end of year.
77.00 Adjustments in expired accounts

90.00  Outlays, excluding pay raise
supplemental

91.20 Outlays from civilian pay
raise supplemental
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STANDARD rorn J04

My (949 Burraw of the Bodgrs OREIMFR INFYOMATION CFNTFR
Condar No. A=11, Revaed
o 10}
OBJECT CLASSIFICATION (in thousands of dollars)
1981 1981 1981
mr— PRESENTLY PROPOS REVISED
Hesfision =8 47-0104-0-1-376 f v

__| AVALLABLE | AMFNOMENTS |  RFAUEST

Personnel compensation

111 Permaneot positions ... _i 537 -29 508
113 Positions other than permanent : 33 .22 11
415 Ouhecy 1 .
b tr i r . r

Total personnel compensation 570 -51 519

Personnel benefits:

121 Civilian ... 52 - 4 48
At B r4 & Fe '

2.0 Travel and transportation of persons........... 20 * . 20
21.0 Motar Pool 1 e 1
220 Transportation of things.......__._. 18 P 38
23.1 Standard Level User Charge...... 32 - 32
23,2 Rent, co ications, and util = 55 o 55
24.0 Prioting and reproduction ._..................... 428 -39 389
25.0 Oxher services... - 224 = 224
260 Supplies and materials........ o 5 e 5
A0 Landiand sirectuies.

430 L ,_: "

. ¥ ol .y L. 4 . b

e b snd-indemaicies .. .

o e, F
.Jotal Direct Obligations | 1,425 | -ea | 1.3
-..Jot2] Reimbursable Obligations| 6,170 6,170

990  Total obligations.........__. o e 7,501
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Baress ol the Dudgu
A-LL Bavid

CONSUMER INFORMATION CENTER

Persunne‘!lww

1981

J9R1

[ S —
47-0104-0-1-376

PRESENTLY
AVATLABLE

PROPOSED
AMENDMENTS

REVISED
REOUEST

. Total number of full-time permanent
positions

Total compensable workyears:
Full-time equivalent employment. . . .
Full-time equivalent of overtime and

holiday hours
Average GS grade
Average GS salary

19
22

(0)
11.26

$30,000 -$1,

sranpano roam 306

July 1905, Boress of the Badget

l:':.-nu; Ko &-11, Nevissd
sontioh

CONSIMFR DFOPMATION CINTER

DETAIL OF PERMANENT PU?E.H?NS

1 AVATLABLE

— o N3 L) L) R —

PRESFRTLY

19

19

(0)
11.26
$28,263

o

137

198

PROPCSED
_AMEMDMENTS

REVISED
—REQUEST
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CONSUMER INFORMATION CENTER
Program and Financing (in thousands of dollars)

1982 1982 1982

S— | REOUFST PROPOSFD REVISED
47-0104-0-1-376 _ | PENDING | AMENDMENTS | REQUEST

|

1 1

Program by activities | | |
Direct program: Consumer |

Information Services...... 1,581 | -267 1,314
Reimbursable program........... | 7,245 = 7,245
Total program costs, funded.,' 8,826 -267 ‘ 8,559
Change in selected resources |
(undelivered others)........... ] -=—- ! e ‘ ---
10.00 Total obligations........ e 8,826 -267 8,559
Financing:
.11.00 Offsetting collections from:
Federal funds........covuensuns -7,245 e -7,245
25.00 Unobligated balance 1cmqu ..... | - somm e
39.00 Budget authority...... J 1,581 -267 1,314
!
Budget authority: ‘
40.00 APPropriation............eeeees ‘ 1,581 267 1,314
40.00 Reduction pursuant to Public
Lt 96528, . ...covunninniuiens | -—- - -
40.01 Appropriation rescinded (Public
Law 96-304)....cvvrernnrnnnen x ——- |
43.00 Appropriation (adjusted)....... ‘ 1.581 ‘ -267 1,314
[
! -
|
Relation of obligations to
outlays:
71.00 Obligations incurred, net....., 1,581 -267 1,314
72.40 Obligated balance, start of |
YOO . covssvnpannnsnnnenis k)| 3 +13 394
74.40 Obligated balance end of year. - 381 - 26 -407
77.00 Adjustments in expired accounts R =R -
90.00 Duﬂa_.rs. exc!udinq pay rafise 1,579 =278 1,30
91.20 Bﬂgfays Por civilian pay |
raise supplemental ? =2 i




OOSIMFR INEYYSMATTION CFN™FR

OBJECT CLASSIFICATION (in thousands of dollars)
14¢ jaa?

£

ersonnel compensation:
Permanent positions

Positions other than permanent

3 Ji S—— Lo MRS

" g Lsam DAKENERLL
Total persoanel compensation

Persoancl bencfies:
121 Civilian

P & i i
r

21.0  Travel and transportacion of persons..
21.0 Motor Pool

220 Transportation of things

23.1 Standard Level User Charge,.... |

23.2 Rent, o ations, and wtil Sl

24.0 Printing snd reproduction

25.0 Oxher services

260 Supplies and materials..
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Juiy Jmknm-m Dot
Owroular No. 4-11, Ketiend.

ey CONSUMER INFORMATION CENTER !
Personnel Summary

5 TdemtAal on onde

47-0104-0-1-376 -
Total number of full-time permanent
positions. A R AT
Total compensable workyears:
Full-time equivalent employment.
Full-time equivalent of overtime and
holiday hours., . . . . . . . .. .. (0)
Average GS grade. . . . . . . .. e 11.42
Average 65 Sa1arY, . 4 o i v 4 4 0w e $29,632

sTanoano romm 306
In

mly 1084 Boreay of the Budget
Clreular No. A-11, Revined
»os 1un

QONSIMFR INFOPMATION CTNTFR

DETAIL OF PERMANENT POSITIONS
1982 1982 1982
REQUEST PROPCSED | REVISE
PENDING | AMEMOWENTS| REQ|

Total permanent positions..

Unfilled positions, end of year

Total permanent employvment, end of
year..
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