) December 21, 1950. ./ [,
9 )0 T

Governor Eccles:

o I attach a summary of the proposed
bill to amend the law with respect to the
Reconstruction Finance Corporation, together
with a memorandum of comments on some aspects
of the measure. These documents were prepared
by Mr. Walter Young, an attorney who joined
our staff several weeks ago after spending a
number of years as a member of the staff of
the RFC.

If you would like the memorandum
revised or changed in any way, please let

me know. j - /

Attachments

o
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Dacenber 21, 1950.

Dear Senator:

I am enclosing herewith & summery of the pro-
posad Reconstruction Finasnce Corporation kct, togsther
with comments on the proposed Act., These documents
were prepared by Mr. Wslter Young under the direetion
of Mr. Vest, tne Board's General Counsel. Mr. Young is
one of our lawyers snd was & member of the staff of the
RFC for a number of years.

I sirongly believe that the legislative proposal
to substitute an mdministrator for = Board of Directors
is & very desirsble snd practical chenge under existing
circumstances. After I return to Weshington in January
I will be very zlad to discuss with you, at your conven-
ience snd in cuse you desire to do so, the reasons which
seenm to favor the kind of orgenization you propose.

Sincerely yours,

M. S. Sccles.

Hon. Wm. J. Fulbright,
United St:ztes Senate,
¥askington, D, C.



s COMMERTS O PROPOSED F¥C ACT

The propoced EFC Zot represents, in gemeral, & substantial
improvement over the present fect snd, i1f enseted into law, should
place the operations of the Corporation om 2 soumd besis, luprove
adainistration, more clearly delineste its field of opsration, und
provide more sdequste aceounting contrels.

The substitution of 2 single sdministrator {governsr) for
a bosxd of dirsectors reprecents = “undamental change in the organi-
sational strueture of the Corporation. Certalnly the fact that the
Congress would be in bvetter jpocition to fix rvesponsibility (whieh is
frequeatly cifficult im the csse of s board of directors) recommends
such 2 change., On the other hand, & board might more offectively

ik wvithstand lnevitable preszures, whie: wndoubtedly zre sonetiass
severs, than could 2 single individual. Howvever, in the flusl
annlysiz this vould depend sstirely upon the caliber of the man vhe
aight be seleeted for soveruor,

Any Government agency whieh is suthorized to :«ngsge in
direct lending of publie “umds shouvld be required %o cperate on s self-
sustaining besls sot oily 28 to the totsl lending crogrsa, but «lso to
the axtent poseible =8 %o eanch major category of loans. Thisz cannot
be =ceomplished uni~as sll coats of operation, both direet and indirset,
ape taken into scecount, nd unlese an interest rote is Tixed for loans

sufficient to yrovide for these ecsts, as well 48 losses sustsined om
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loans. The proposed bill reccgnizes thut it would be neither feasible
nor desirable to fix by statute s rigid interest rate. Hovever, ihs
provision requiring the Corporaticn to establish intersst rates to

eover all expenses lg moat desirable,

Obvisusly, the Govermment chould not lend screy in those sreas
vhere, or during such times as, sdesuste ersdit is availsble fros
private scurces, nor should the Governnent provide credit at iaterest
rates lower tham prevailing retes., GSeetion 4(s2), whien suthorizes
loans only after s determination that "floancisl 2ssistence iz not
othervise available at prevalling rates”, should be sdequate to pro-
vide reasousble =ssurance that lending by the Corporation will be
confined €0 a sphare cutalde that in whieh private Ilnstitutions operste.

In this comnection, however, ecnsiderstion might be sivern to
the addition of zome clarifying language. Does the ghrase "prevailing
rates® zean the average rate in the geographieal area or the rute for
the type of loan requested? In other .ords, just how is the prevail-
ing rate to be determined? The additional requirement in section 4i(a)
that vhen credit is sxtended = finding be made to the effect that a
*substantisl pubiie imterest vould be rerved®, gives desirable emphasis
to the isportance of coordinating the Corporation's lending vith the
aetivitiss of those sgencles of the Goverument vhieh have important
fiscal responsibilities.

The language in the proposed Aet relating to security is

identieal with that contained in the presemt lsw, The reguirement is
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that all securities snd obligstions snd =ll loans except catastrophe
loans "shall be of zuch sound value or so secured ss ressonably to
assure retiremsnt or repsysent®, The RFC for s number of yesrs has
econstrued this provision rather Iiberally. The Board has considered
that if there are reasonable grounds to believe that the loen will be
retired (1) from carnings, (2) by "ballcon® payment, (3) by = refinane-
lag arrangesent, (4) by licuidation of collatersl, or (5) =ny coabination
of the foregeing, then the statutory requirement has heen net., The
proposed let, while retainirg the old gecurity provision, also requiree
that there must be reasonable cause to telleve that busieess loans will
be retired from carnings within ten years. Thie has the desirable
effect of tighteming up the present security recuirements ns interpretsd
over s period of years.

It 18 noted that the bill provides am sppropriation as the
source of funds w:leh the Corseration is to employ in its operatiocus,
rather than, a8 st present, borrowing on its ovn notes fros the Treasury
of the United States, The appropriation is to be used ss a revolving
fund. There would be ne objeetion te this providing the Corporation,
as 2 result, would rot be subject to the Budget and Acecounmting set.

It is cuestionable whether a business operation can fumetion officiently
if it ie subject to the samme pra-sudit as the usual governmental ocers-
tion, It seeus clear, howvever, that zueh a pre-zudit {2 not reguired
since seetion 3, whieh suthorizes the govervor to detsrmine the
necessity for and the charscter and amount of the Coriorstion's
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obligations and expenditures and the wmammer in vhieh they shall be
incurred, sllowved, paid and acecounted for, makes such determination
final upon =ll officers of the Government.

s & prelizinsxry %o sotual operaticns under the new let,
it iz proposed that the present capitsl steck of the Corcoration held
by the Tressury he rotired anéd that the funds whieh the Corsorstion is
now using interest {ree, representing sccumulated profits, skall be
puid into mizcellanecus receipts of the Treasury. Presumably the
purpose of these two zteps is to make 1t possible oroperly to evaluste
results in ‘zras of profit or loss to the Govermment 2s 3z whole,
Certainly there is no necessity for a2 vhelly owned foverament corpora-
tion to have capital stock outstanding, and the scowmulated profits
wvhich the Corporatior now uses interest free are in fact funds belong-
ing to the Government of the United ftates. Onee these preliminury
steps =re taken the Corporaticn could draw on its approprimtiocn, psying
for the use thereof an smount to be caleulated on the basis of current
nversge rate paid by the Treasury on its marketsble obligaticns. These
provisions establish = Lasis by which results may be accurately sscessed.

The seecounting controls under whieh the Corveraticn would
operate pursusnt te the sroposed iet appear to be adecuate. Under
seetion 1(b) it would be resuired to meintain its financisl regords
in sccordance with semerally scecepted szcounting primeiples aspplicsble
to commereisl corporate transaetious whiech would neclude the maintenance
of adecuste cost sccounting reecrds, Thsse would foram the basis of

.org/
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the anunusl reports reguired to be made to the Comgress. The Corpora-
tion would slso be subjeet tc the Zovermment Corporation Control Act,
These controls, together with the reorgsuization of the i‘imuid
structure relerred Yo above, should be suffielent.

It is noted that two losus presently outstanding by the
Corporation, nemely, the losn to the Steep Roek Irom Mines, Ltd,, =nd
the loan to the United Kingdox of Grest Britien and Northerm Irelund,
as wvell as the sertgages which originated under the suthority of The
RFC Hortgaze Coumpany are proposed to be transferred to ths Zxport-lamport
Bank in Vashington, to the Secretary of the Treasury aand te the Housing
and Home Flosnee Adminietration, respectively, and the Corporation is
to be reisbursed for =1l unpaid balances of the loans plus acerued
interest, These loans were made and the mortgages were purchased under
authority whieh the EFC does not uow have snd vould sot hove under the
provosed iet. Thelr sdministration is not, therefore, in the same
cntegory =8 what might be termed the normsl operations of the RFC.
Substantial asounts of money :re involved and the annmuml laterest
payments sre fnonbiy reflected on the anmusl fimsneial statement of
the Corporation, The profit derived therefrom undoubtedly emsbles the
Corporantion to carry other progrems which, if considered separstely,
perhaps would show substantial losses. The only guestion invelved in
a transfer of these three items to other sgencies would :een to be

whether they eould be better sdministered slsevhere. If it is =0
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detarnined then they should be trenaferred, ctherwise they should
remsin with the RFC, Ia caze of the lautter, separate sccounts could
be msintained for these three itens so that, for secounting purposes,
the normal operations of the Corporation would not bte affected thereby.
A completely new provision iz inclufed in the ;ro,osed ict
whieh vould recuire the Corporaticn %o maintaln Jdockets for publie
inspeetion of asach applieation mud of eseh loan made. The docket
would contain sll pertinent information ineluding the nswes of porsons
vho (1) have represented the spplicant, (2) hsve interceded for hiam,
or (3) have attempted to influsnce the Corporation for or against niwm,
This provision, of course, represents & depurture from the policles
folloved normslly by private finameoial institutioms. It ig clesrly
spparent that the purpose of the provision is to surrcund the lending
of publie funde with every possible z-feguari agninat impropsr in-
fluence, Vhile normally the relatiou between the lender and the horrower
is confldential, mevertheless vhen publiec fumds :«re involved it seems
justifiable that a full Jizelosure Le made of 2ll facte surrounding
the making or the Mm::; of a loan appliention, While it may work
a hardehip in certain isolated ceses the over-sll net benefit and
proteetion vhich the jublic receives far outweighs thie consideration,
In sddition, there is more likelihood that the highest public confidence
in the operations of the Corporstion can be malutained by such s re-
quirensnt.
Alsc of importanee in #¢ far as malntaining publie conflidence
is concerned is seetion 4(b)7 whieh zrohibits borrovers, for two years
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after s borrowing from the Corporation, from eaploying officers or
other persons in the employ of the Corporation who have exercised
discretion in the granting of loans. While perhaps this may have
ococurred only infrequently in recent years the practice is certainly
one to be discouraged. There have been instances only recently where
the publieity attendant on such employment by RFC borrowers has raised
sericus doubte in the public mind as to the propriety of the action.
Section 4(b)7 is a reasoneble provision and should have a salutory
sffect on public confidence in the Corporation. Further, and of at
least equal importance, the provision will reduce the danger of publie
officials actually using their positions for selfish or persconsl ad-

vantage,

WHYszelh
12/21/50
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SUMMARY OF THE PROPOSED ECORSTRUCTION
FINARCE COMPORATION ACT

Adminis tration.
The Board of Directors is abolished and there is substituted

& goevernor who is authorized to appoint two deputy govermors. Appli-
cations for leoans of £100,000 or more may be approved only by the
governor and if such action is taken against the recommendation of the
Corporation's highest reviewing suthority, reasons for the govermort's
action must be made 2 matter of record. (new provisien)

Lending Powers.

The Corporetion is authorized to make loans directly or in
participation with banks in four bread categoriss:

l. %usiness enterprises.

2. Vinanclal institutions and in the case of insurance
companies to subscribe for or make loans upon nen-assessable pre~
ferred stock.

3. Public agencies.

4. Catastrophe loans,

No express limitation is fixed for the amount outstanding at
any ome time in the case of business loans. However, in the case of
catastrophe loans s limitation of £40 millien is fixed, for publie
agencies $200 million, and insurance companies £15 million.

In all but catastrophe loans there is & requirement that credit
must not be otherwise available at "prevailing rates® (existing law uses
the phrase "on reasonable terms”) and all securities and obligations
parchased and loans made must be of such sound value or se secured as
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reasonably to assure retirement or repayment. In the case of business
loans there must be reasonable cause te belleve that they may be re-
tired from eamings within ten years. (new provision)

Fxeept in certain limited areas, maturities on business loans
shall be no more than 10 years. In the case of publiec loans, the maximum
maturity is fized at 40 years.

In the case of deferred participations, the Corporation is
limited to 70 per cent of the loan where the entire amount is #100,000
or less, and 60 per cent where over £100,000.

¥o specific interest rate is fixed on loans made Ly the Corpora-
tion. It is provided, however, that the general policy of the Corporation
shall be to establish interest rates that will cover all expenses of the
Corporation as well as providing for losses on loans. (new provision)
Sourge of Funds.

The present authority of the Corporation to borrow on its om
notes from the Treasury is temminated. Funds are to be supplied through
an appropriation (the amount not yet determmined) which is %o be used as a
revolving fund. Out of this sppropriation also the Corporation is re-
quired te pay all existing indebtedness to the Treasury and retire the
capital stock presently held by the Treasury and the funds which the
Corporation is mow using interest free, representing accumulated profits,
are to be paid into miscellaneous receipis of the Treasury. Annual pay=-
ments by the Corporation are required to cover costs incurred by the
Government in supplying funds. The amount is to be calculated on the
basis of the current sverage rate paid by the Treasury on its marketable
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obligations.
Heports to Congress.

The Corporation is required to make an annual report to the
Congress which is to include a statement of income and expense for
major classes of loans and an analysis of sccumulated net income. In
order that necessary data may be available for such reports, the Corpora-
tion is required to maintain adequate cost accounting records.
Bublic Inspectlon of Dockets.

The Corporation is required to maintain for public inspection
8 docket of each application and of each loan made and the docket is to
contain all pertinent information inecluding the names of persons who
(1) have represented the applicant; (2) have interceded for him; or (3)

have attempted to influence the Corporation for or against him.

To the ixport-Import Sank of Yashington the loan to the SHepublie
of the Philippines and the losn to the Steep Fock Iron Mines, Ltd.

To the Secretary of the Treasury the loan to the United Kingdem
of Great Sritain and Northem Ireland,

To the liousing and Home Finance Administrator all mortgages
which originsted under suthority of The WC Nortgage Company.

In each of the above instances, the Corporation is to be reim-
bursed by the recelving agency for all #8.ud balances of the loans plus
accrued interest.
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Eunctions of Federal leserve.

The Federal leserve fanks are directed to act as custodians
and fiscal agents for the Corporation, and the Federsl feserve Hoard
end the Federal Reserve Janks, together with other agencies of the
Government, are directed, under such conditions ss they may prescribe,
to make available to the Corporation such information as they may have
relating to applicants and borrowers.

WHYtelh
12/21/50
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